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Detailed Analysis of Accumulated Losses as at 31 December 2019
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Key drivers of these accumulated losses:
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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 1 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
recognized for the Company’s trade receivables and
contract work in progress. As at 1 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 resulted to an
additional impairment allowance of AED 25.6 million
between its trade receivables and contract work in
progress which was adjusted against the 1 January
2018 balance of its retained earnings.

Additional impairment of its trade receivables and
contract assets of AED 71.5 million for the year
ending 31 December 2018 has also been recorded.
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e 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.

e Total of AED 17M financing costs incurred between
2018 and 2019 due to delayed collection of
receivables which resulted to extended reliance on
bank overdrafts and short-term loan.
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Key measures to be taken to address

accumulated losses:
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¢ In the absence of a major new build order the bulk of
the Company’s activity was refit, repair and
maintenance for military and commercials clients.
During the year the first of the Baynunah vessels to
be launched, P171, came in for its first refit. Given
the cyclicality of new build business, ADSB must be
able to build a sustainable business focused on
military and commercial repair and maintenance
together with new build activity in small boats and
landing craft while retaining the capacity to scale up
as and when large new build orders are secured.

To this end a number of consultants were engaged in
the year to review the processes and operations of the
business. The most significant consequence of this
has been a proposal to streamline the business and
restructure operations into four business units; New
Build and Engineering, Small Boats, Military Repair
and Maintenance, Commercial Repair and
Maintenance, with Combat Systems Integration as a
separate function. This most accurately reflects the
way the Company does business, allows greater
responsibility to be taken by the relevant Directors,
and allows ADSB to scale up as and when a new
build order is forthcoming.
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The high margin areas of military shipbuilding and
repair are in design and combat systems integration;
over half the whole life cost of a military vessel is
probably in combat systems installation, upgrade and
replacement. Within the constraints of its current
resources the company’s strategy for 2020 and
beyond is to concentrate on developing design skills
initially in small boats and landing craft but in the
event of winning a large new build order, in larger
warships as well, and to take itself further up the
value chain in combat systems skills.

ADSB continues to expedite the recovery of its
receivables and contract work in progress through
consistent discussion and follow-ups with customers.
These measures are foreseen to result to major
reversals of allowances for certain trade receivables
and contract work in progress which will reduce its
accumulated losses. This will reduce reliance on bank
funding with a consequential reduction in financing
charges.
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