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Directors’ report

The directors present their report and the audited financial statements of the Company for the
year ended 31 January 2010 All amounts are shown in U S dollars, unless otherwise stated
Results and dividends

The Company made a profit on ordinary activittes before taxation of $5,256,271 for the year
(2009 $6,200,874)

The directors do not recommend the payment of a dividend for the penod (2009 nil)

Review of activities and review of the business

The principal activity of the Company during the year was that of vessel owning and operation
The vessel 1s employed on time and voyage charters

The Company’s key financial and other performance indicators dunng the year were as follows

2010 2009 Change
$000 $'000 %
Turnover 8,350 9,351 (107)
Total operating profit 5,256 6,201 (152)
Profit after tax 5,245 6,193 (15 3)
Freight rates {annual average $19,206 $37,309 (48 5)

Supramax per day)
The Company made a profit for the year, after taxation, of $5,244,554 (2009 $6,192,791)

There was a decline in Supramax rates in 2008, particularly 1in the last quarter, followed by a
gradual improvement In rates over the course of 2010 although the average for the 2010 at
$19,206 per day remained substantially lower than the prior year of $37,309 per day The
combination of these produced lower turnover and profit in the year compared to 2009

The year saw a strong recovery 1n the dry freight market throughout the fiscal year with Baltic
Supramax rates Increasing from $11,551 per day in February 2009 to $25,289 per day In
January 2010 There continues to be strong rates of industnal growth and high demand for
commodittes most especially from China, India and other emerging markets As far as the dry
freight market 1s concerned, this development has more than compensated for sluggish or zero
growth in the economies of Western countries

The Company intends to continue its activity of vessel owning and operation and considers tself
in a strong position to maintain its profitable business in the coming years

Principal risks and uncertainties

The directors have dentified the need to manage the Company’'s matenal financial nsks,
including foreign exchange, hquidity and credit nsks These nsks are monitored by the directors
on a continuous basis

The Company seeks to imit counterparty nsk by conducting most of its banking activibes with a
imited number of major international banks, whose status is kept under review
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Foreign exchange risk

The Company’'s activities are pnncipally conducted in U S dollars Almost all of revenues and
90% of costs are in US dollars, with the remainder of costs denominated in sterling, Indian
rupees and Euros Overall exposure 1 kept under constant review

Liquidity nsk

The Company finances its business from its cash flow from operations and, as necessary, loans
from its parent company Liquidity risk 1s managed at a group level

Credit risk

The Company closely manages Its recevables and always seeks to find mutually acceptable
agreements for any disputed items that may otherwise cause delays to payments For this
reason the Company considers that there are no matenal exposures in respect of trade and other
receivables

Cost base vanation nsk

Cost base variation risk 1s managed at a group level by the use of denvatives Forward Freight
Agreements and Bunker Hedging contracts

Going Concern

After making enquines, the directors have a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future Accordingly,
they continue to adopt the going concern basis in preparing the annual report and accounts

Directors of the company

Mr Alan Bekhor, Mr Sunil Malhotra served as directars throughout the year Mr Peter Johnson
was appointed as a directer on 19 January 2010

Disclosure of information to the auditors

So far as each person who was a director at the date of approving this report 1s aware, there 15
no relevant audit information, being information needed by the auditor in connection with
prepaning its report, of which the auditor 1s unaware Hawving made enquines of fellow directors
and the company’s auditor, the directors have taken all the steps that they are obliged to take as
directors in order to make themselves aware of any relevant audit information and to establish
that the auditor 1s aware of that information

Re-appointment of auditors

A resolubion to re-appoint Ernst & Young LLP as the Company's auditors will be put to the
forthcoming annual general meeting

By Crder of the Board
H CHIKHLIA
Secretary

Date 22-October 2010
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Statement of directors’ responsibilities

The directors are responsible for prepanng the annual report and the financial statements in
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under
that law the directors have elected to prepare the financial statements in accordance with United
Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards and
applicable law) The financia) statements are required by law to give a true and farr view of the state
of affairs of the Company and of the profit or loss of the Company for that penod In prepanng these
financial statements, the directors are required to

- select suitable accounting policies and then apply them consistently,
- make judgements and estimates that are reasonable and prudent,

- state whether applicable UK accounting standards have been followed, subject to any
matenal departures disclosed and explained in the financial statements, and

- prepare the financial statements on the going concern basis unless it 1s inappropriate to
presume that the Company will continue In business

The directors are responsible for keeping adequate accounting records that are sufficient to show
and explain the Company’s transactions and disclose with reasonable accuracy at any time the
financial position of the Company and enable them to ensure that the financial statements comply
with the Companies Act 2006 They are also responsible for safeguarding the assets of the
Company and the Company and hence for taking reasonable steps for the prevention and
detection of fraud and other iregulanties
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Independent auditor’s report to the members of
Flagships Limited

We have audited the financial statements of Flagships Limtted for the year ended 31 January 2010 which
compnse the Profit and Loss account, the Statement of Total Recognised Gans and Losses, the Balance
Sheet and the related notes 1 to 15 These financial statements have been prepared on the basis of the
accounting policies set out therein

This report 1s made solely to the Company’s members, as a body, In accordance with Chapter 3 of Part 16 of
the Companies Act 2006 Our audit work has been undertaken so that we might state to the Company’s
members those matters we are required to state to them in an auditor's report and for no other purpose To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company's members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditors
As explained more fully in the Statement of directors’ responstbilities set out on page 5, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view Our responsibiity 1s to audit the financial statements in accordance with applicable law and
intemational Standards on Auditing (UK and Ireland) Those standards requie us to comply with the
Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audtt involves obtaining ewidence about the amounts and disclosures in the financial statements sufficient
to give reasonable assurance that the financial statements are free from matenal misstatement, whether
caused by fraud or error  This includes an assessment of whether the accounting policies are appropnate to
the Company's and the parent company’s circumstances and have been conststently applhed and adequately
disclosed, the reasonableness of significant accounting estimates made by the directors, and the overall
presentation of the financial statements

Opinion on the financial statements
In our opinion the financial statements
« gwe atrue and fair view of the state of the Company's affairs as at 31 January 2010 and of its profit
for the year then ended,
+ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and
+ have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescnbed by the Companies Act 2006
In our opinien the information given in the Directors' report for the financial year for which the financial
statements are prepared i1s consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you i, in our opinion
+ adequate accounting records have not been kept or returns adequate for our audit have not been
recewved from branches not visited by us, or
= the financial statements are not in agreement with the accounting records and returns, or
certain disclosures of directors’ remuneration specified by law are not made, or
we have not received all the inforination and explanations we require for our audit

Steven Lunn (Senior S ;
for and on behalf of E dung T Statutory Auditor
London

Date Q&gctober 2010
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Profit and loss account
for the year ended 31 January 2010

Note 2010 2009
¥ 3
Turnover 1(b} 8,350,079 9,350,969
Cost of sales (2,828,237) (2,883,348)
Gross profit 5,521,842 6,467,621
Administrative expenses (265,571) (266,747)
Operating profit 2 5,256,271 6,200,874
Profit on ordinary activities before 5,256,271 6,200,874
taxation
Taxation on profit on ordinary activites 4 {(11,717) (8,083)
Profit on ordinary activities after taxation 10,11 5,244 554 6,192,791

All activities are continuing activities
Statement of total recognised gains and losses for the year ended 31 January 2010

There are no recognised gains and losses other than those shaown in the profit and loss
account above
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Balance sheet
at 31 January 2010

Note 2010 2008
$ 8
Fixed assets
Tangible fixed assets 5 18,501,169 19,254,841
Current assets
Stock 6 112,136 135,208
Debtors 7 232,017 736,710
344,153 871,918
Creditors: amounts falling due within one
year 8 (369,492) {6,895,483)
Net current liabilities (25,339) (6,023,565)
Net assets 18,475,830 13,231,276
Capital and reserves
Called up share capital 9 2 2
Profit and loss account 10 18,475,828 13,231,274
Shareholders’ funds 1 18,475,830 13,231,276

Theffinanghal statements were approved by the Board on 22— October 2010 and signed on

Chief Executive Officer

P G Johnson
Chief Finanaial Officer
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Notes to financial statements
at 31 January 2010

1 Accounting policies

(a) Basis of preparation

The financial statements have been prepared under the histoncal cost convention
and in accordance with applicable United Kingdom Accounting Standards

The financial statements are stated in US Dollars, being the functional and
presentational currency of the Company

(b} Turnover

Revenues are recorded when services are rendered, the Company has a signed
charter agreement or other evidence of an arrangement, the pnce I1s fixed or
determinable, and collection 15 reasonably assured The Company primarily
generates revenues from the transportation of cargo and the time charter of vessels
Estimated losses on voyages are provided for in full at the time such losses become

evident Voyages in progress at the year end are accounted for on a percentage
completion basis

Deferred voyage or charter revenues relate to amounts recewved prior to being
earmned These amounts are recogmised as revenues over the related voyage or
charter penod and include both amounts recewved from charterers and compensation
for acquiring a vessel with an existing charter at below market rate

Where the Company employs its vessels on time charters, for which it receives a
fixed hire rate per day The hire ncome 15 recognised on an accruals basis in line
with the provision of the vessel to the charterer Due allowance 15 made for off-hire
when the vessel is unavailable to the charterer

(¢} Tangible fixed assets and depreciation (vessels)

Tangible fixed assets are stated at cost less accumulated depreciation and
accumulated 1mpairment losses Such cost includes costs directly attnbutable to
making the asset capable of operating as intended Depreciation 1s provided to wnte
off the cost of the asset, after allowing for an estimated residual value, over its
estimated useful Iife of 25 years from date of construction The carrying values of
tangible fixed assets are reviewed for imparments when events or changes in
circumstances indicate the carrying value will not be recoverable

{(d) Drydocking costs

Vessels are subject to a major service (drydock) typically every 30 months
Drydocking costs are capitalised and written off to the profit and loss account on a
straight line basis over the estimated penod to the next drydock

(e) Stock

Stock 1s stated at the lower of cost and net realisable value on a first in first out basis
Stocks consist of bunkers, being fuel for the vessels, lubncating oil, stock under bond
and food provisions
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Notes to financial statements
at 31 January 2010

1 Accounting policies {continued)

(  Foreign currencies

Transactions in foreign currencies are converted into U S Dollars at the rates ruling
on the date of the transaction Assets and labilities denominated in foreign
currencies are converted into US Dollars at the rate of exchange ruling at the
balance sheet date All exchange differences have been dealt with in the profit and
loss account

{g) Taxation

The Company 1s resident in the United Kingdom and pays a flat rate tax based on the
net tonnage of the vessel operated (tonnage tax) Any income and profits that the
Company earns in the United Kingdom outside the tonnage tax reqme are taxed
under normal corporation tax rules

Deferred tax (on non tonnage tax activites) 1s recogmised in respect of all timing
differences that have onginated but not reversed at the balance sheet date where
transactions or events have occurred at that date that will result in an obhgation to
pay more, or a right to pay less or to receive more, tax Deferred tax assets are
recognised only to the extent that the directors consider that it 1s more likely than not
that there will be suitable taxable profits from which the future reversal of the
underlying tming differences can be deducted

(hy  Cash flow statement
Under FRS1 (Revised) the Company 1s exempt from the requirement to prepare a
Statement of Cash Flows on the grounds that the ulhimate parent undertaking
includes the Company in its own publicly reported Consolidated Financial
Statements

0] Related parties

The Company claims exemption under FRS8 in respect of transactions with wholly
owned subsidianes of the Britmar (UK} Limited group

10




Flagships Limited

Notes to financial statements
at 31 January 2010

2. Operating profit
Operating profit 1s stated after charging 2010 2009
§ $
Depreciation of tangible fixed assets 753,672 777,881
Foreign exchange differences 8,620 4,467

Auditors’ remuneration 1s charged on a group basis in the accounts of British Marine ple

3. Directors and staff costs

The directors received no remuneration in respect of their services as directors of the
Company dunng the year (2009 Ni)

Staff costs duning the year were as follows

2010 2009
$ 3
Wages and salaries 408,908 406,793

The average monthly number of employees dunng the year was 22 (2009 22), all
employed in an operations capacity

4, Taxation on profit on ordinary activities

The Company operates within the U K tonnage tax regime under which its vessel owning
and operating activities are taxed based on the net tonnage of the vessel

2010 2009

$ $

UK corporation tax 11,747 11,923
Adjustments in respect of prior penods - (3,840)
Total tax charge 1,717 8,083

Factors affecting the taxation charge for the year

The effective rate of tax Is lower than the standard rate of corporation tax in the UK 28%
(2009 28 32%)

11
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Notes to financial statements
at 31 January 2010

4, Taxation on profit on ordinary activities (continued)

The differences are explained below

2010 2009
3 $
Profit on ordinary activites before tax 5,266,271 6,200,874
Profit on ordinary activites multiplied by the standard
rate of corporation tax in the UK of 28% (2009 28 32%) 1,471,756 1,756,088
Profits attnbutable to tonnage tax (1,460,495) (1,744,165)
Adjustments in respect of prior penods 456 (3,840)
Current tax charge 11,717 8,083
5. Tangible fixed assets
Dry
docking
Vessels costs Total
$ ¥ 3
Cost
At 1 February 2009 and 31 January 2010 20,682,037 250,000 20,932,037
Dry
docking
Vessels costs Tota!
3 ] $
Depreciation
At 1 February 2009 1,505,967 171,229 1,677,196
Charge for the year 712,574 41,098 753,672
At 31 January 2010 2,218,541 212,327 2,430,868
Net book value
At 31 January 2010 18,463,496 37,673 18,501,169
At 31 January 2009 19,176,070 78,771 19,254,841

12
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Notes to financial statements
at 31 January 2010

6. Stock

Stocks consist of the following

2010 2009
$ $
Lubricating oil 95,692 120,471
Stock under bond 16,444 14,737
112,136 135,208
7. Debtors
2010 2009
3 $
Trade debtors 33,752 620,159
Other debtors 93,280 7,216
Prepayments and accrued income 104,985 109,335
232,017 736,710
8. Creditors. amounts falling due within one year
2010 2009
$ 3
Trade creditors 166,183 254,502
Amounts owed to parent company 87,427 5,048,447
Corporation tax 28,282 1,731
QOther creditors 20,178 17,120
Accruals and other creditors 67,422 663,683
369,492 6,895,483
9. Issued share capital
Allotted, called-up and fully paid 2010 2009
¥ $
1 ordinary share of £1 each 2 2

13
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Notes to financial statements

at 31 January 2010

10. Profit and loss account
2010 2009
3 $
At 1 February 13,231,274 7,038,483
Profit for the year 5,244,554 6,192,791
At 31 January 18,475,828 13,231,274
11. Movement in shareholder’s funds
2010 2009
$ 3
At 1 February 13,231,276 7,038,485
Profit for the year 5,244,554 6,192,791
At 31 January 18,475,830 13,231,276
12. Commitments and contingencies
The Company, in the normal course of business, has entered into contracts to time charter
out its vessel for future pernods
13. Related party transactions

As a wholly owned subsidiary of Britmar (UK) Limited, the Company 1s exempt from the
requirements of Financial Reporting Standard No 8 (FRS8) to disclose transactions with
other group members of the group headed by Bntmar (UK) Limited

14
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Notes to financial statements
at 31 January 2010

14. Ultimate parent undertaking

The Company I1s the wholly-owned subsidiary of Bntish Marine ple, a company incorporated
in England, which 1s the iImmediate parent undertaking and the parent company of the
smallest group in which the results of the company are consolidated

The Company's ulbmate parent undertaking 1s Britmar (UK) Limited, a company
tincorporated in England, which 1s the holding company of the targest group in which the
results of the company are consolidated

The individual company financial statements and the consolidated financial statements of
British Marine ple and Bntmar (UK) Limited may be requested from the registered office at
11 Manchester Square, London W1U 3PW

15. Ultimate controlling party

Mr Alan Bekhor 1s the ultimate controlling party of the Company

15




