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Independent Auditor's Report

The Shareholders

Arab Heavy Industries P.J.S.C. and Subsidiary
Ajman

United Arab Emirates

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Arab Heavy Industries
P.J.S.C. and Subsidiary, Ajman, United Arab Emirates which comprise the consolidated
balance sheet as at December 31, 2007, 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. The consolidated
financial statements as of December 31, 2006, were audited by another auditor whose report
dated January 25, 2007, on which we have relied, expressed an unqualified opinion on those
statements.

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. 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.

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 whether the consolidated financial statements are free from material
misstatement.

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

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

. - . . . . Member of
Audit.Tax.Consulting . Financial Advisory. Deloitte Touche Tohmatsu






Deloitte.

Independent Auditor’s Report (continued)

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of Arab Heavy Industries P.J.S.C. and Subsidiary, Ajman, as of
December 31, 2007, and their financial performance and their cash flows for the year then ended in
accordance with International Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements

Also, in our opinion, the Company has maintained proper books of account and the physical inventory was
properly conducted. The information contained in the directors’ report relating to the consolidated financial
statements is in agreement with the books. We obtained all the information which we considered necessary
for our audit. According to the information available to us, there were no contraventions during the year of
the U.A.E. Federal Commercial Companies Law No. 8 of 1984, as amended, or the Articles of Association
of group companies which might have materially affected the financial position of the Group or their
financial performance.

For Deloitte & Touche
Sharjah Saba Y. Sindaha
January 23,2008 Partner

(Registration No. 410)



Arab Heavy Industries P.J.S.C. and Subsidiary

Ajman - United Arab Emirates

Consolidated Balance Sheet
At December 31, 2007
(In Arab Emirates Dirhams)

ASSETS

Current assets

Bank balances and cash
Trade and other receivables
Inventories

Due from related parties
Total current assets
Non-current assets

Goodwill

Property, plant and equipment

Total non-current assets

Total Assets

LIABILITIES AND EQUITY
Current liabilities

Trade and other payables

Due to related parties

Total current liabilities

Non-current liabilities
Provision for employees’ end of service benefits

Total Liabilities

Capital and reserves
Issued capital
Statutory reserve
General reserve
Retained earnings

Total Equity
Total Liabilities and Equity

December 31, December 31,
Notes 2007 2006

5 84,017,370 37,082,801
6 29,736,812 26,712,706
7 11,495,539 14,878,189
8 - 7.075.919
125,249,721 85,749,615

9 2,773,497 2,773,497
10 108.073.944 109.129.297
110,847,441 111.902.794
236,097,162 197,652,409

11 49,923,346 56.311.470
8 7,564,943 - 384
57,488,289 56.315.312

12 6,429,173 6,514,043
63.917.462 62,829,355

13 67,225,900 67,225,900
24,014,421 18,998,611

6,722,590 6,722,590

74,216,789 41,875,953

172,179,700 134,823,054
236,097,162 197,652,409

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

The consolidated financial statements on pages 3 to 29 were approved by the Board of Directors

and authorised for issue on January 23, 2008.
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Arab Heavy Industries P.J.S.C. and Subsidiary 4
Ajman - United Arab Emirates
Consolidated Income Statement
For the year ended December 31, 2007
(In Arab Emirates Dirhams)
Year ended Year ended
December 31, December 31,
Notes 2007 2006
Revenue 14 195,099,399 143,383,702
Operating expenses 15 ((147,209450) (_122,833.975)
Operating profit 47,889,949 20,549,727
Interest income 2,032,262 1,116,881
Other income 3,092,133 2,617,682
Profit for the year 53,014,344 24,284,290
Basic earnings per share 16 78.86 36.12

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






Arab Heavy Industries P.J.S.C. and Subsidiary 5
Ajman - United Arab Emirates
Consolidated Statement of Changes in Equity
For the year ended December 31, 2007
(In Arab Emirates Dirhams)
Issued Statutory General Retained
capital reserve reserve earnings Total
Balance at December 31, 2005 67,225,900 16,932,037 6,722,590 33,971,417 124,851,944
Dividends paid - - - ( 13,445,180) ( 13,445,180)
Directors’ fee paid - - - ( 868,000) ( 868,000)
Profit for the year - - - 24,284,290 24,284,290
Transfer to statutory reserve - 2,066.574 - (__2.066.574) -
Balance at December 31, 2006 67,225,900 18,998,611 6,722,590 41,875,953 134,823,054
Dividends paid (see Notel7) - - - ( 14,789,698) ( 14,789,698)
Directors’ fee paid - - - ( 868,000) ( 868,000)
Profit for the year - - - 53,014,344 53,014,344
Transfer to statutory reserve - 5.015.810 - (__5.015.810) -
Balance at December 31, 2007 67,225,900 24,014,421 6,722,590 74,216,789 172,179,700

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




Arab Heavy Industries P.J.S.C. and Subsidiary 6
Ajman - United Arab Emirates
Consolidated Cash Flow Statement
For the year ended December 31, 2007
(In Arab Emirates Dirhams)
Year ended Year ended
December 31, December 31,
2007 2006
Operating activities
Profit for the year 53,014,344 24,284,290
Adjustments for:
Depreciation of property, plant and equipment 5,939,208 5,332,969
Provision for employees’ end of service benefits 671,536 767,910
Allowance for doubtful debts 1,859,225 -
Interest income ( 2,032,262) ( 1,116,881)
Gain on disposal of property plant and equipment ( 70,869) ( 54.779)
Operating cash flows before movements in working capital 59,381,182 29,213,509
(Increase) / decrease in trade and other receivables ( 4,883,331) 1,138,103
Decrease / (increase) in inventories 3,382,650 ( 7,647,869)
Decrease / (increase) in due from related parties 7,075,919 ( 6,768,224)
(Decrease) / increase in trade and other payables ( 7,267,356) 14,666,418
Increase / (decrease) in due to related parties 7,561,101 (_3.803.709)
Cash generated from operations 65,250,165 26,798,228
Employees’ end of service benefits paid ( 756,406) (___418.,820)
Net cash generated from operating activities 64.493.759 26,379,408
Investing activities
Purchase of property, plant and equipment ( 4,888,068) ( 8,565,250)
Proceeds from disposal of property, plant and equipment 75,082 57,109
Acquisition of subsidiary - 680,917
Increase in fixed deposits ( 14,000,000) -
Interest received 2,032,262 1,116,881
Net cash used in investing activities (_16.780,724) (__6,710,343)

Financing activities
Dividend paid

Cash used in financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year (Note 18)

(14,778.466)

(13.424,380)

(_14,778,466)

32,934,569
37,082,801

70,017,370

(_13.424,380)

6,244,685
_30.838.116

37,082,801

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



Arab Heavy Industries P.J.S.C. and Subsidiary 7
Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements
For the year ended December 31, 2007

1. General information

Arab Heavy Industries P.J.S.C. (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 “Group” comprises Arab Heavy Industries
PJ.S.C. and Arab Eagle Marine Engineering L.L.C. (see Note 3). The address of the
Company's registered office is P. O. Box 529, Ajman, United Arab Emirates.

The principal activities of the Company are ship repair and steel fabrication.

2.  Adoption of new and revised Standards

In the current year, the Group has adopted IFRS 7 Financial Instruments: Disclosures
which is effective for annual reporting periods beginning on or after 1 January 2007, and
the consequential amendments to IAS 1 Presentation of Financial Statements.

The impact of the adoption of IFRS 7 and the changes to IAS 1 has been to expand the
disclosures provided in these financial statements regarding the Group’s financial
instruments and management of capital (see note 20).

Four Interpretations issued by the International Financial Reporting Interpretations
Committee are effective for the current period. These are: IFRIC 7 Applying the
Restatement Approach under I[AS 29, Financial Reporting in Hyperinflationary
Economies; IFRIC 8 Scope of IFRS 2; IFRIC 9 Reassessment of Embedded Derivatives;
and IFRIC 10 Interim Financial Reporting and Impairment. The adoption of these
Interpretations has not led to any changes in the Group’s accounting policies.

At the date of authorisation of these consolidated financial statements, the following
Standards and Interpretations were in issue but not yet effective:

IAS 1 (Revised) Presentation of Financial Statements (effective for accounting
periods on or after January 1, 2009)

IAS 23 (Revised) Borrowing Costs (effective for accounting periods beginning on or
after January 1, 2009)

IFRS 8 Operating Segments (effective for accounting periods beginning on
or after January 1, 2009)

IFRIC 11 Group and Treasury Share Transactions (effective for accounting
periods beginning on or after March 1, 2007)

IFRIC 12 Service Concession Arrangements (effective for accounting
periods beginning on or after January 1, 2008)

IFRIC 13 Customer Loyalty Programmes (effective for accounting periods

beginning on or after July 1, 2008)



Arab Heavy Industries P.J.S.C. and Subsidiary 8
Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

2.  Adoption of new and revised Standards (continued)

IFRIC 14 The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their interaction (effective for accounting
periods beginning on or after January 1, 2008)

The directors anticipate that all of the above Standards and Interpretations will be adopted
in the Group’s financial statements for the period commencing 1 January 2008 or as and
when it is applicable, and that the adoption of those Standards and Interpretations will
have no material impact on the consolidated financial statements of the Group in the
period of initial application.

3.  Significant accounting policies
Statement of compliance

The consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards.

Basis of preparation

The consolidated financial statements have been prepared on the historical cost basis,
except for the revaluation of financial instruments. The principal accounting policies
adopted are set out below.

Basis of consolidation

The consolidated financial statements of Arab Heavy Industries P.J.S.C and Subsidiary (the
“Group”) incorporate the financial statements of the Company and entity controlled by the
Company (its Subsidiary). Control is achieved where the Company has the power to govern
the financial and operating policies of an entity so as to obtain benefits from its activities.
The results of subsidiaries acquired or disposed of during the year are included in the
consolidated income statement from the effective date of acquisition or up to the effective
date of disposal, as appropriate. All intra-group transactions, balances, income and expenses
are eliminated in full on consolidation.



Arab Heavy Industries P.J.S.C. and Subsidiary 9
Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Basis of consolidation (continued)
Subsidiary:

Details of the Company’s subsidiary at December 31, 2007 is as follows:

Proportion Country of
Name of of ownership Proportion of incorporation Principal
subsidiary interest voting power held and operation activity
Engaged in
Arab Eagle Marine the activity
Engineering of afloat
L.L.C. 99.9% 100 % UAE repair.

The remaining equity in the above subsidiary is held by the Company beneficially
through nominee arrangements.

Business combinations

Acquisitions of subsidiaries and businesses are accounted for using the purchase method.
The cost of the business combination is measured as the aggregate of the fair values (at
the date of exchange) of assets given, liabilities incurred or assumed, and equity
instruments issued by the Group in exchange for control of the acquiree, plus any costs
directly attributable to the business combination. The acquiree’s identifiable assets,
liabilities and contingent liabilities that meet the conditions for recognition under IFRS 3
Business Combinations are recognised at their fair values at the acquisition date, except
for non-current assets (or disposal groups) that are classified as held for sale in
accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations,
which are recognised and measured at fair value less costs to sell.

Goodwill arising on acquisition is recognised as an asset and 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 recognised. If,
after reassessment, the Group’s interest in the net fair value of the acquiree’s identifiable
assets, liabilities and contingent liabilities exceeds the cost of the business combination,
the excess is recognised immediately in profit or loss.
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Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Goodwill

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of
acquisition over the Group’s interest in the net fair value of the identifiable assets,
liabilities and contingent liabilities of the subsidiary recognised at the date of acquisition.
Goodwill is initially recognised as an asset at cost and is subsequently measured at cost
less any accumulated impairment losses.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cash-
generating units expected to benefit from the synergies of the combination. Cash-
generating units to which goodwill has been allocated are tested for impairment annually,
or more frequently when there is an indication that the unit may be impaired. If the
recoverable amount of the cash-generating unit is less than the carrying amount of the
unit, the impairment loss is allocated first to reduce the carrying amount of any goodwill
allocated to the unit and then to the other assets of the unit pro-rata on the basis of the
carrying amount of each asset in the unit. An impairment loss recognised for goodwill is
not reversed in a subsequent period.

On disposal of a subsidiary, the attributable amount of goodwill is included in the
determination of the profit or loss on disposal.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable.
Revenue is reduced for estimated customer returns, rebates and other similar allowances.

Rendering of 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 is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate applicable, which is the rate that exactly discounts estimated future
cash receipts through the expected life of the financial asset to the asset’s net carrying
amount.
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Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Foreign currencies

The individual financial statements of each group entity are presented in the currency of the
primary economic environment in which the entity operates (its functional currency). For
the purpose of the consolidated financial statements, the results and financial position of
each group entity are expressed in Arab Emirates Dirhams (“AED”), which is the functional
currency of the Company and the presentation currency for the consolidated financial
statements.

In preparing the financial statements of the individual entities, transactions in currencies
other than the entity’s functional currency (foreign currencies) are recorded at the rates of
exchange prevailing at the dates of the transactions. At each balance sheet date, monetary
items denominated in foreign currencies are retranslated at the rates prevailing at the
balance sheet date. Non-monetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing at the date when the fair value was
determined. Non-monetary items that are measured in terms of historical cost in a foreign
currency are not retranslated.

Exchange differences are recognised in profit or loss in the year in which they arise
except for:

» Exchange differences which relate to assets under construction for future productive
use, which are included in the cost of those assets where they are regarded as an
adjustment to interest costs on foreign currency borrowings;

» Exchange differences on transactions entered into in order to hedge certain foreign
currency risks; and

» Exchange differences on monetary items receivable from or payable to a foreign
operation for which settlement is neither planned nor likely to occur, which form part
of the net investment in a foreign operation, and which are recognised in the foreign
currency translation reserve and recognised in profit or loss on disposal of the net
investment.

Provision for employees' end of service benefits

Provision for employees' end of service benefits is made in accordance with the U.A.E.
labour laws, and is based on current remuneration and cumulative years of service at the
balance sheet date .
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Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Defined contribution plan

UAE national employees of the Group are members of the Government-managed
retirement pension and social security benefit scheme pursuant to U.A.E. labour law no. 7
of 1999. The Group is required to contribute 12.5% of the “contribution calculation
salary” of payroll costs to the retirement benefit scheme to fund the benefits. The
employees and the Government contribute 5% and 2.5% of the “contribution calculation
salary” respectively, to the scheme. The only obligation of the Group with respect to the
retirement pension and social security scheme is to make the specified contributions. The
contributions are charged to profit or loss.

Statutory reserve

In accordance with United Arab Emirates Federal Companies Law Number 8 of 1984, as
amended, each entity in the Group has established a statutory reserve by appropriation of
10% of its net profit for each year until the reserve equals 50% of the share capital. This
reserve is not available for distribution except as stipulated by the Law.

General reserve

The Company’s Articles of Association 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.

Property, plant and equipment
Freehold land is stated at cost.

Capital work in progress is stated at cost, less any recognised impairment loss. Depreciation
of these assets, on the same basis as other property assets, commences when the assets are
ready for their intended use.

Other property and equipment are stated at cost less accumulated depreciation and any
identified impairment losses.

Depreciation is charged so as to write off the cost of assets, other than freehold land and
capital work in progress, over their estimated useful lives, using the straight-line method.
The estimated useful lives, residual values and depreciation method are reviewed at each
year end, with the effect of any changes in estimate accounted for on a prospective basis.

The gain or loss arising on the disposal or retirement of an item of property, plant and
equipment is determined as the difference between the sales proceeds and the carrying
amount of the asset and is recognised in profit or loss.
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Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its tangible assets
to determine whether there is any indication that those assets have suffered an impairment
loss. If any such indication exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any). Where it is not possible to
estimate the recoverable amount of an individual asset, the Group estimates the
recoverable amount of the cash-generating unit to which the asset belongs. Where a
reasonable and consistent basis of allocation can be identified, corporate assets are also
allocated to individual cash-generating units, or otherwise they are allocated to the
smallest group of cash-generating units for which a reasonable and consistent allocation
basis can be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present
value using a discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset for which the estimates of future cash flows have
not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than
its carrying amount, the carrying amount of the asset (cash-generating unit) is reduced to
its recoverable amount. An impairment loss is recognised immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the impairment
loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that
the increased carrying amount does not exceed the carrying amount that would have been
determined had no impairment loss been recognised for the asset (cash-generating unit) in
prior years. A reversal of an impairment loss is recognised immediately in profit or loss,
unless the relevant asset is carried at a revalued amount, in which case the reversal of the
impairment loss is treated as a revaluation increase.

Inventories
Spares, consumables and supplies

Spares, consumables and supplies are stated at the lower of cost and net realisable value.
Cost comprises direct materials and, where applicable, direct labour costs and those
overheads that have been incurred in bringing them to their present location and condition.
Cost is calculated using the weighted average method. Net realisable value represents the
estimated selling price less all estimated costs to completion and costs to be incurred in
marketing, selling and distribution.
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Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3. Significant accounting policies (continued)
Inventories (continued)
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 losses, the excess is shown as excess billings. Costs include
direct materials, wages, subcontractors’ costs and overheads.

Provisions

Provisions are recognised when the Group has a present obligation as a result of a past
event, it is probable that the Group will be required to settle that obligation, and a reliable
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to
settle the present obligation at the balance sheet date, taking into account the risks and
uncertainties surrounding the obligation. Where a provision is measured using the cash
flows estimated to settle the present obligation, its carrying amount is the present value of
those cash flows.

Provision for warranty is made on the completion of a job to cover any liability which
may arise during the warranty period, at the directors’ best estimate of the expenditure
required to settle the Group’s obligation.

Financial assets
Trade receivables

Trade receivables that have fixed or determinable payments are measured at amortised
cost using the effective interest method, less any impairment.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet date.
Financial assets are impaired where there is objective evidence that, as a result of one or
more events that occurred after the initial recognition of the financial asset, the estimated
future cash flows of the financial asset have been impacted.

For certain categories of financial asset, such as trade receivables, assets that are assessed
not to be impaired individually are subsequently assessed for impairment on a collective
basis. Objective evidence of impairment for a portfolio of receivables could include the
Group’s past experience of collecting payments, an increase in the number of delayed
payments in the portfolio past the average credit period of 90 days, as well as observable
changes in national or local economic conditions that correlate with default on
receivables.
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Ajman - United Arab Emirates

Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)
Financial assets (continued)
Impairment of financial assets (continued)

The carrying amount of the financial asset is reduced by the impairment loss directly for
all financial assets with the exception of trade receivables, where the carrying amount is
reduced through the use of an allowance account. When a trade receivable is considered
uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account. Changes in the
carrying amount of the allowance account are recognised in profit or loss.

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, the
previously recognised impairment loss is reversed through profit or loss to the extent that
the carrying amount of the investment at the date the impairment is reversed does not
exceed what the amortised cost would have been had the impairment not been
recognised.

Derecognition of financial assets

The Group derecognises a financial asset only when the contractual rights to the cash
flows from the asset expire; or it transfers the financial asset and substantially all the risks
and rewards of ownership of the asset to another entity. If the Group neither transfers nor
retains substantially all the risks and rewards of ownership and continues to control the
transferred asset, the Group recognises its retained interest in the asset and an associated
liability for amounts it may have to pay.

Financial liabilities and equity instruments issued by the Group
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in
accordance with the substance of the contractual arrangement.

Equity instruments
An equity instrument is any contract that evidences a residual interest in the assets of an

entity after deducting all of its liabilities. Equity instruments issued by the Group are
recorded at the proceeds received, net of direct issue costs.
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Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

3.

Significant accounting policies (continued)

Financial liabilities and equity instruments issued by the Group (continued)
Financial liabilities

Trade payables

Trade payables are initially measured at fair value, net of transaction costs and are
subsequently measured at amortised cost using the effective interest method, with interest
expense recognised on an effective yield basis.

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

Derecognition of financial liabilities

The Group derecognises financial liabilities when, and only when, the Group’s obligations
are discharged, cancelled or they expire.

Critical accounting judgments and key sources of estimation uncertainty

In the application of the Group’s accounting policies, which are described in Note 3, the
directors are required to make judgements, estimates and assumptions about the carrying
amounts of assets and liabilities that are not readily apparent from other sources. The
estimates and associated assumptions are based on historical experience and other factors
that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the
revision affects only that period, or in the period of the revision and future periods if the
revision affects both current and future periods.

Critical judgements in applying accounting policies

In the process of applying Group’s accounting policies, the management is of the opinion
that there is no instance of application of judgements which is expected to have a significant
effect on the amounts recognised in the financial statements, apart from those involving
estimations described below.
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Notes to the Consolidated Financial Statements (continued)
For the year ended December 31, 2007

4. Critical accounting judgments and key sources of estimation
uncertainty (continued)

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of
estimation uncertainty at the balance sheet date, that have a significant risk of causing a
material adjustment to the carrying amounts of assets and liabilities within the next
financial year.

Revenue recognition

The Group recognises services revenue based on the stage of completion method.
Significant assumption is required in determining the stage of completion, the extent of
the service cost incurred, the estimated total service revenue and service cost and the
recoverability of the service contracts. In making the assumption, the Group evaluates by
relying on past experience and the work of specialists.

Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of
the cash-generating units to which goodwill has been allocated. The value in use
calculation requires the directors to estimate the future cash flows expected to arise from
the cash-generating unit and a suitable discount rate in order to calculate present value.

Provision for 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 probably be incurred in the next financial year and all will
probably 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.

5. Bank balances and cash

December 31,

2007 2006
AED AED
Cash on hand 30,000 32,000
Bank balances:
Current accounts 10,998,173 11,458,811
Fixed deposits 72,989,197 25,591,990

84,017,370 37,082,801
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6. Trade and other receivables

December 31,

2007 2006
AED AED
Trade receivables 32,047,682 27,587,722
Allowance for doubtful debts ((3.254,662) (__1,641,215)
28,793,020 25,946,507
Prepaid expenses 229,821 243,255
Other receivables 713,971 522,944
29,736,812 26,712,706

The average credit period is 90 days. Trade receivables between 90 days and 180 days are
provided for based on estimated irrecoverable amounts, determined by reference to past
default experience.

Analysis of receivables over 180 days are as follows:

Allowance made for 3,254,662
Post dated cheques received 3,584,334
6,838,996

Before accepting any new customer the Group assesses the potential customers credit
quality and defines credit limits by customer. Of the trade receivable balance at the end of
year AED 9.6 million (2006: AED 8.2 million) is due from the Group’s largest customer.
There are 4 (2006: 5) other customers who represent more than 5% of the total balance of
trade receivables.
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6. Trade and other receivables (continued)

Movement in the allowance for doubtful debts

2007 2006

AED AED
Balance at the beginning of the year 1,641,215 2,832,888
Impairment loss recognised during the year 1,859,225 -
Amounts written off as uncollectible (__245,778) (1.191,673)
Balance at the end of the year 3,254,662 1,641,215

In determining the recoverability of a trade receivable, the Group considers any change in
the credit quality of the trade receivable from the date credit was initially granted upto the
reporting date. The concentration of credit risks is limited due to the customer base being
large and unrelated. Accordingly, the directors believe that there is no further credit
provision required in excess of the allowance for doubtful debts.

7. Inventories

December 31,

2007 2006
AED AED
Spares, consumables and supplies 8,259,411 2,660,100
Allowance for slow moving items ((1,229,262) (_1,344,228)
7,030,149 1,315,872
Work in progress 4,465,390 13,562,317

11,495,539 14,878,189
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8. Related party transactions
At the balance sheet date, amounts due from/to related parties were as follows:

December 31,

2007 2006
AED AED
Due from related parties
Al Futtaim Group of Companies - 209,322
Keppel Shipyard Limited - 6,818,433
Keppel Kazakhstan - 1,794
Keppel FELS Limited - 46,370
- 7,075,919
Due to related parties
Al Futtaim Group of Companies 1,525,152 -
Keppel Shipyard Limited 6,039,791 -
Keppel Corporation Limited - 3.842
7,564,943 3,842

The amounts outstanding are unsecured and will be settled in cash.
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8. Related party transactions (continued)
Transactions:

During the year, the Group entered into the following transactions with related parties who
are not members of the Group:

Year ended December 31
2007 2006
AED AED
Sales 15,792,148 32,349,932
Purchases 646,424 5,827,325
Management fees to Keppel Group 6,657,646 3,397,361
Other expenses 4,011,314 1,364,566

Transactions with related parties were entered into on terms agreed with the management.
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 (2006: Singapore
Dollars 300,000) per annum plus 10% of the profit.

Compensation of directors / key management personnel:

Year ended December 31
2007 2006
AED AED
Directors’ remuneration 868,000 868,000

9. Goodwill

December 31,

2007 2006
AED AED
Goodwill recognised on acquisition 2,773,497 2,773,497

During the financial year, the Group assessed the recoverable amount of goodwill, and
determined that no impairment is required. The recoverable amount of relevant cash-
generating unit was assessed by reference to value in use. A discount factor of 5% per
annum (2006: 5% per annum) was applied in the value in use model.
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10. Property, plant and equipment
Vehicles, Tools,
vessels and computers and
Freehold Buildings and Plant and moving furniture and Capital work
land structure machinery equipment fixture in progress Total
AED AED AED AED AED AED AED
Cost
At December
31, 2005 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
Transfer on
acquisition - 533,153 757,555 610,534 696,182 5,850 2,603,274
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) -
At December
31, 2006 17,500,000 114,837,371 57,143,562 21,177,508 8,177,131 297,281 219,132,853
Additions - - - - - 4,888,068 4,888,068
Disposals - - ( 1,371,822) ( 144,250) ( 560,601) - ( 2,076,673)
Transfers - 2.767.402 1.521.132 205.756 220,046 (__4.714.336) -
At December
31,2007 17,500.000 117,604,773 57,292,872 21,239,014 7,836,576 471,013 221,944,248
Accumulated
depreciation
At December
31, 2005 - 46,907,880 40,926,464 11,929,130 6,614,617 - 106,378,091
Charge for the
year - 2,919,872 1,355,343 602,972 454,782 - 5,332,969
Transfer on
acquisition - 533,153 663,614 587,028 599,069 - 2,382,864
Eliminated on
disposals - ( 101.461) 2.746.833) (___846.134) (___395.940) - (__4.090.368)
At December
31, 2006 - 50,259,444 40,198,588 12,272,996 7,272,528 - 110,003,556
Charge for the
year - 3,240,456 1,531,471 691,211 476,070 - 5,939,208
Eliminated on
disposals - - 1,368.957) ( 144.248) (___559.255) - (__2.072.460)
At December
31,2007 - 53.499.900 40,361,102 12,819.959 7,189,343 - 113.870.304
Carrying
amount
At December
31, 2007 17,500,000 64,104,873 16,931,770 8,419,055 647,233 471,013 108,073,944
At December 31,
2006 17,500,000 64,577,927 16,944,974 8,904,512 904,603 297,281 109,129,297
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10. Property, plant and equipment (continued)

At December 31, 2007, the cost of fully depreciated property, plant and equipment that was
still in use amounted to AED 71,994,772 (December 31, 2006: AED 72,704,728).

The useful life used in the calculation of depreciation for all the assets is as follows:

Years
Buildings and structure 3to35
Plant and machinery 3to035
Vehicles, vessels and moving equipment 3t020
Tools, computers and furniture and fixture 3to5

Capital work in progress represents cost incurred for manufacturing of slipway trolley and
shore gangway.

11. Trade and other payables

December 31,

2007 2006

AED AED
Trade payables 7,816,773 26,043,506
Provision for warranties 9,566,624 3,347,723
Accruals for jobs 25,070,943 19,796,399
Other accruals and payables 7,469,006 7,123,842
49,923,346 56,311,470

The average credit period on purchase of goods is 60 days. The Group has financial risk
management policies in place to ensure that all payables are paid within credit time frame.

The movements in provision for warranties were as follows:

2007 2006

AED AED
Balance at the beginning of the year 3,347,723 3,012,894
Provision made during the year 8,955,944 3,919,440
Provision reversed during the year (__2.737,043) (3.584.611)

Balance at the end of the year 9,566,624 3,347,723
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12.

13.

14.

Provision for employees’ end of service benefits

Movements in the net liability were as follows:

2007 2006

AED AED
Balance at the beginning of the year 6,514,043 6,164,953
Amounts charged to income 671,536 767,910
Amounts paid ( 756,406) ( 418,820)
Balance at the end of the year 6,429,173 6,514,043

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

Issued capital

December 31,

2007 2006
AED AED
Issued and fully paid:
672,259 (2006: 672,259) ordinary shares
of AED 100 each 67,225,900 67,225,900
Revenue

An analysis of the Group’s revenue by services is as follows:

Year ended December 31,

2007 2006

AED AED
Ship repairs 164,590,297 103,012,435
Steel fabrication 30,509,102 40,371,267

195,099,399 143,383,702
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15.

16.

17.

Operating expenses

Material and subcontractor cost

Payroll and related expenses

Depreciation on property, plant and equipment
Other operating expenses

Basic earnings per share

Profit for the year (in AED)
Number of shares

Basic earnings per share (in AED)

Dividends

Year ended December 31,

2007 2006
AED AED
97,160,175 79,822,580
23,544,617 22,257,186

5,939,208 5,332,969
20,565,450 15.421.240

147,209,450 122,833,975

Year ended December 31,

2007 2006
53,014,344 24,284,290
T 6122
ETEE

During the year 2007, a dividend of AED 22 for 2006 (for 2005: AED 20) per share was

paid to the shareholders.

In respect of the current year, the directors propose that a dividend of AED 36,974,245
(2006: AED 14, 789,698) be paid to the Shareholders in 2008. This dividend is subject to
approval by the shareholders at the Annual General Meeting and has not been included as

a liability in these consolidated financial statements.

It has been proposed that the board of directors remuneration for the year be

AED 1,736,000 (2006: AED 868,000).
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18.

19.

Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents include cash on hand
and in banks net of fixed deposits in banks with maturity over three months. Cash and cash
equivalents at the end of the year as shown in the cash flow statement can be reconciled to
the related items in the balance sheet as follows:

December 31,
2007 2006
AED AED
Bank balances and cash (Note 5) 84,017,370 37,082,801
Bank fixed deposits with maturity greater than
three months (_14,000,000) -
70,017,370 37,082,801

Commitments and contingent liabilities

Contingent liabilities and commitments as of the balance sheet date are as follows:

December 31,
2007 2006
AED AED
Commitments
Commitments for the acquisition of property,
plant and equipment 197,366 714,274

Contingent liabilities
Letters of guarantee 157,160 38,150
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20.

Financial instruments
Capital risk management
The Group manages its capital to ensure that entities in the Group will be able to continue
as a going concern while maximising the return to stakeholders. The Group’s overall

strategy remains unchanged from 2006.

The capital structure of the Group consists of cash and cash equivalents and equity,
comprising issued capital, reserves and retained earnings.

Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for
recognition, the basis of measurement and the basis on which income and expenses are
recognised, in respect of each class of financial asset, financial liability and equity
instrument are disclosed in note 3 to the consolidated financial statements.

Financial risk management objectives

The Group’s Finance Department, co-ordinates access to domestic and international
financial markets, monitors and manages the financial risks relating to the operations of the
Group through internal risk reports which analyse exposures by degree and magnitude of
risks. These risks include market risk (including currency risk, fair value interest rate risk
and price risk), credit risk and liquidity risk.

Market risk

The Group’s activities expose it primarily to the financial risks of changes in foreign
currency exchange rates and interest rates.

Market risk exposures are measured using sensitivity analysis.

There has been no change to the Group’s exposure to market risks or the manner in which
it manages and measures the risk.

Foreign currency risk management

The Group undertakes certain transactions denominated in foreign currencies. Hence,
exposures to exchange rate fluctuations arise.
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20. Financial instruments (continued)
Foreign currency risk management (continued)

The carrying amounts of the Group’s foreign currency denominated monetary assets and
monetary liabilities at the reporting date are as follows:

Liabilities Assets
December 31, December 31,
2007 2006 2007 2006
AED AED AED AED
US Dollars 172,006 667,626 18,524,823 28,871,201
Singapore Dollars 9,217 19,461 - _

Foreign currency sensitivity analysis

The Group is mainly exposed to United States Dollars (USD) and Singapore Dollars
(SGD). Based on the sensitivity analysis to a 10% increase and decrease in the AED
against the relevant foreign currencies, there is no impact on USD because of dollar peg
and there is no significant impact on SGD. 10% is the sensitivity rate used when
reporting foreign currency risk internally to key management personnel and represents
management’s assessment of the reasonably possible change in foreign exchange rates.
The sensitivity analysis includes only outstanding foreign currency denominated
monetary items and adjusts their translation at the period end for a 10% change in foreign
currency rates.

Credit risk management

Credit risk refers to the risk that a counter party will default on its contractual obligations
resulting in financial loss to the Group. The Group has adopted a policy of only dealing
with creditworthy counterparties as a mean of mitigating the risk of financial loss from
defaults. The Group’s exposure and the credit ratings of its counterparties are
continuously monitored and the aggregate value of transactions concluded is spread
amongst approved counterparties. Credit exposure is controlled by counterparty limits
that are reviewed and approved by the management annually.

Trade receivables consist of a large number of customers, spread across diverse industries
and geographical areas. Ongoing credit evaluation is performed on the financial condition
of accounts receivable.

The Group does not have any significant credit risk exposure to any single counterparty
or any group of counterparties having similar characteristics. The Group defines
counterparties as having similar characteristics if they are related entities. Concentration
of credit risk did not exceed 8% of gross monetary assets at any time during the year. The
credit risk on liquid funds is limited because the counterparties are banks with high
credit-ratings assigned by international credit-rating agencies.
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20.

21.

Financial instruments (continued)
Credit risk management (continued)

The carrying amount of financial assets recorded in the consolidated financial statements,
which is net of impairment losses, represents the Group’s maximum exposure to credit
risk.

Liquidity risk management

Liquidity risk refers to the risk that an entity will encounter difficulty in meeting
obligations associated with its financial liabilities at maturity date.

The Group manages the liquidity risk through risk management framework for the
Group's short, medium and long-term funding and liquidity management requirements by
maintaining adequate reserves, sufficient cash and cash equivalent and the availability of
financing through banking arrangements to ensure funds are available to meet its
commitments for liabilities as they fall due.

Fair value of financial instruments
The fair values of financial assets and financial liabilities are determined as follows:

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

e the fair value of other financial assets and financial liabilities is determined in
accordance with generally accepted pricing models based on discounted cash flow
analysis using prices from observable current market transactions and dealer quotes for
similar instruments.

Comparative amounts

Certain amounts for the prior year were reclassified to conform to current year presentation.



