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Management Discussion and Analysis

Comments on 3nd Quarter interim financial results in 2011

Revenue and profitability

Abu Dhabi Ship Building (ADSB) is reporting a net profit (before
foreign exchange difference) of AED 5.3 million for the third
quarter of 2011. Cumulative profit for the 9 months to September
2011 (before foreign exchange difference) is now AED 15.5m.

Cumulative Revenues for 9 months are now AED 945m which
represents a 13% increase over the prior year. The increase is
largely due to a major contract for the supply of specialist material,
which along with ship building, repair and major refit, enables
ADSB to continue to diversify its revenue streams. Our major ship
building projects have reached more to an assembling stage, which
is now more labor intensive compared to last year. Comparison
quarter on quarter against prior year, as we have previously
advised, is not always appropriate, given that the nature of much of
our business relates to multi-year projects.

The gross profit percentage is largely affected by product mix. The
cumulative gross profit is now AED 163m which is a reduction in
gross profit percentage to 17.2% (from 23.2%) , driven by the
relative lower margin on the major supply contract , as opposed
to ship building and repairs. As stated above, there was major
progress on one of our significant supply contracts, which has a
driven, the higher Revenues. The contract was a major step for
ADSB to provide ongoing support to the UAE Navy with regards
to complex procurement, though it carries lower margins than ship
construction and refit contracts. ADSB is pursuing more of such
opportunities due to the strategic importance to the Country and
our key customers, in their long term military programs.

There is no material change to the overall cost base of the
business. General and administrative expenses and depreciation
still accounts for around 15% of revenue.

The current quarter includes a major item on our income statement
relating to a foreign exchange loss of AED 19.3 million. As
communicated to the market in previous reports, the foreign
exchange translation differences are normally excluded while
considering underlying operational performance. The foreign
exchange gains or losses are purely timing and driven by the
currency movement in the foreign exchange net balances,
principally Euro’s, and is termed “mark to market’. ADSB holds
significant net assets in Euro, due to the nature of the business, as
our major contracts are denominated in Euro. With the significant
fall in the Euro over the last quarter, as a result of the European
debt problems, the value of the net assets as translated back into
AED is recorded as a foreign exchange loss in the quarter to end
September. As at the end of October 2011, the Euro has in part
recovered and if calculated at today’s rate, would result in a
significant improvement over September rates, which high light
the volatility. We reiterate to all stake holders, that ADSB
continues to take a prudent approach to foreign exchange, with all
transaction exposures effectively hedged with locally based banks.
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ADSB continues to monitor the performance of the long term
fixed price projects. The Baynunah project to build six 72meter
complex corvettes, which is the first of its kind built in the UAE, is
undergoing a significant cost review, to ensure all future costs and
risks are addressed. The accounts include known cost adjustments
which have been factored in the profitability, which also partly
explains the reduction of gross profit.

ADSB also continues to focus on the long term with the ongoing
development of the wet berth extension, additional office capacity
and a major IT Programme, a completely new  ERP systems
implementation. In addition, tangible steps continue to be taken,
to support the long term strategy and adopt the best practices
among world class ship builders.

Major event

A major decision was taken in Quarter three to complete the final
tests on Baynunah first of class vessel in Abu Dhabi in ADSB’s
yard. The vessel has been built by our strategic partner in France
and it is now in transit to Abu Dhabi, due early November. This
has been a long awaited event for ADSB and our key customer, the
UAE Navy. Two more such vessels, built entirely by ADSB in
Abu Dhabi, are now undergoing test and trials in Gulf waters with
the remaining three vessels in assembly.
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Chief Financial Officer
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