vu_hg i
gauwdlheti )

Detailed Analysis of Accumulated Losses as at 31 December 2020
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Key drivers of these accumulated losses:
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o During the year ended 31 December 2020, the

Company incurred a net loss of AED (21.7) million
due to cyclicality of Shipbuilding industry, impacted
by budgetary constraints by its major customer the
UAE Navy, and by the Covid-19 pandemic. ADSB
continues to heavily rely on its overdraft and loan
facilities with local banks to fund its working capital
requirements due to lack of liquidity as its receivables
and unbilled work balance remains at significant level
with a gross amount of AED 634 million as of 31
December 2020, with an AED 138 million
improvement from AED 772 million as of 31
December 2019. As a result, ADSB incurred AED 6.5
million of financing costs for the year ended 31
December 2020 (31 Dec 2019 and 2018: 17.4 million)

e During the year 2014, based on further discussions

between the Company and its customer in relation to
its first-of-a-kind naval program, an amount of AED
75 million has been recorded as an onerous provision
of future services in lieu of the penalty. Due to the
complexity of this program and recursive scope
enhancements from customer, the delivery schedule
of the program was required to be re-baselined in
order to address the technical problems encountered.
The customer agreed to provide an extension in the
delivery schedule without any penal actions, in
exchange for additional services towards
improvement of product for Naval operational
reasons.

e As at | January 2018, IFRS 9 Financial Instruments

became effective and was adopted by the Company
and has resulted in a change in accounting for
impairment from an incurred loss model to a forward
looking expected credit loss (“ECL”) model. This
ECL model requires the Company to account for
expected credit losses and changes in those expected
credit losses at each reporting date to reflect changes
in credit risk since initial recognition of the financial
assets. In other words, it is no longer necessary for a
credit event to have occurred before credit losses are
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recognized for the Company’s trade receivables and
contract work in progress. As at | January 2018, the
Company reviewed and assessed it’s existing
financial assets for impairment using reasonable and
supportable information that is available without
undue cost or effort in accordance with the
requirements of IFRS 9 to determine the credit risk of
the respective items at the date they were initially
recognised and compared that to the credit risk as at 1
January 2018. This assessment and the succeeding re-
assessments for the years 2018, 2019 and 2020
resulted to a net additional loss of AED 53 million.

The Company during the year 2018 has performed an
impairment assessment of its floating dock and
auxiliary assets located in Mina Zayed Port which
belong to the Group’s Services segment as these are
currently generating losses. As a result, the Group
recognized an impairment loss of AED 55.8 million
based on a valuation performed using market
comparable approach to determine the recoverable
amount. The total fair value less costs of disposal of
AED 19.7 million was arrived on the basis of
valuations performed by an independent valuator
based on recent market prices adjusted for the
estimated costs of disposal considering industry
average.
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Key measures to be taken to address
accumulated losses:
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o In the fourth quarter of 2020, ADSB was very pleased
to receive a Letter of Award for a program which
would represent the largest order ever received by the
Company and result in a very significant increase in
revenues and activity when the program commences
in 2021, however the contract has not yet been signed
and the precise start date has not yet been agreed with
the customer.

e The year also saw the renewal of the Military Support
Services (MSS) contract with the UAE Navy and the
Rate Running Contract with CICPA. These are key
contracts which provide a sustainable basis for the
company in addition to future major ship building
contracts.
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e While the UAE Navy will always be the company’s
main customer, and indeed ADSB was set up to be a
strategic national asset for the UAE, ADSB has also
commenced a program to reduce the dependence on
UAEN and diversify into other markets, including a
greater emphasis on export sales. This will help to
smooth the effects of the ship building cycle and
improve profitability.

During the year ADSB reinforced its design
capabilities and we were very pleased to have
developed, for the first time in the Company’s
history, a range of boats entirely designed and built in
the UAE at ADSB. The first prototypes, a 13m Fast
Interceptor boat and a 16m fast Patrol boat, have now
been completed and were shown at the 2021
NAVDEX exhibition in February. Other designs and
prototypes are being developed which will be
completed in 2021 and we have a strong sales
pipeline for these new designs.

In response to the fall in revenues and losses incurred,
it was necessary to take action to restructure the cost
base of the Company, which regrettably involved a
reduction in headcount. This was especially painful
against the background of the Covid-19 pandemic.
This cost optimization exercise, and the decision to
dispose of the uneconomic Floating Dock which is
expected to be completed in the first half of 2021, will
result in a considerable reduction from the
Company’s current cost base.

ADSB is determined to sustain its efforts during the
year which saw the conversion AED 337 million
worth of unbilled work in progress into invoiced
receivables and collection of around AED 409
million, which has resulted to some major reversal of
allowances during the period. ADSB continues to
work closely with its major customer on making the
payment cycle more efficient coupled with consistent
discussion and follow-ups  with  customers.
Significant amount of cash is expected to be collected
from the ADSB’s major customer, through an
amendment of an existing contract which has been
finalized in the last quarter of 2020 and an
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reversals of allowances for certain trade receivables Jasaill agus y (B (il
and contract work in progress which will reduce its
accumulated losses. This will also reduce reliance on
bank funding with a consequential reduction in
financing charges.
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