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Attention

This report (Annual Report) comprises the Annual Report of State
Trading Organization PLC prepared in accordance with the Com-
panies Act of the Republic of Maldives (10/96), Listing Rules of
Maldives Stock Exchange, the Securities Act of the Republic of
Maldives (2/2006), Securities (Continuing Disclosure Obligations of
Issuers) Regulation 2010 of Capital Market Development Authority
and Corporate Governance Code of Capital Market Development
Authority Requirements. Unless otherwise stated in this Annual
Report, the terms ‘STO’, the ‘Group’, ‘we’, ‘us’ and ‘our’ refer to
State Trading Organization PLC and its subsidiaries, collectively.
The term ‘Company’ refers to STO and/or its subsidiaries. STO
prepares its financial statements in accordance with International
Financial Reporting Standards (IFRS). References to a year in this
report are, unless otherwise indicated, references to the Compa-
ny’s financial year ending 31st December 2012. In this report, fi-
nancial and statistical information is, unless otherwise indicated,
stated on the basis of the Company’s financial year. Information
has been updated to the most practical date. This Annual Report
contains forward looking statements that are based on current ex-
pectations or beliefs, as well as assumptions about future events.
These forward looking statements can be identified by the fact
that they do not relate only to historical or current facts. Forward
looking statements often use words such as ‘anticipate’, ‘target’,
‘expect’, ‘estimate’, ‘intend’, ‘plan’, ‘goal’, ‘believe’, ‘will’, ‘may’,
‘should’, ‘would’, ‘could’ or other words of similar meaning. Undue
reliance should not be placed on any such statements because, by
their very nature, they are subject to known and unknown risks and
uncertainties and can be affected by other factors that could cause
actual results, and STO plans and objectives, to differ materially
from those expressed or implied in the forward looking statements.
There are several factors which could cause actual results to dif-
fer materially from those expressed or implied in forward looking
statements. Among the factors are changes in the global, political,
economic, business, competitive, market and regulatory forces, fu-
ture exchange and interest rates, changes in tax rates and future
business combinations or dispositions. STO cannot guarantee fu-
ture results, levels of activity, performance or achievements.
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VISION

Be a leading business creating enduring
value for all stakeholders, whilst being a
catalyst of economic growth & supporting
sustainable development.




MISSION

To be committed in providing customers with
reliable products and services at affordable prices
through an efficient distribution network, whilst
ensuring the security of essential commodities
and maximizing shareholder returns.




OUR PRESENCE

The STO Group of Companies aims for the growth of the Country by
strategically placing themself in this geographically dispersed island nation.
With over 1851 employees across 15 islands nation-wide, STO remains one
of the largest commercial organization in the Country.

INSURANCE

Allied Insurance is one of the largest fi-
nancial institutes and the most promi-
nent insurance brand contributing to the
growth and development of the Country.
With Allied Insurance, we have got you
covered.

FUEL

Fuel Supplies Maldives (FSM) is the mar-
ket leader in the distribution of fuel and
related services. FSM ensures the high-
est international safety standards and
the quality of services in all aspect of
their work.

B

STORES

With 20 stores nationwide STO provides
a dispersed platform to provide the ser-
vices in various different lines of business
— including Home Improvement, Elec-
tronics, Supermart, Construction mate-
rials, Staple Foods and Service Center.

WAREHOUSE

The strategically placed warehouses in
North, South and central Maldives en-
sures the continuous supply of essential
goods such as fuel, staples and medicals
through an efficient distribution channel
throughout the Country.

GAS

Maldive Gas is the industry leader in gas
supply and its solutions including med-
ical and industrial gases. The Compa-
ny provides LPG to the majority of the
households and medical gas to 95% of
all hospitals throughout the country.

PHARMACY

STO Pharmacies play an important role
to provide high quality pharmaceuticals
and medical items to the consumers and
corporate clients at an affordable price
nationwide. In addition STO pharmacies
ensure the continuous availability of cer-
tain essential and controlled drugs to the
whole nation.
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STO IN 2012

2012 was a successful year for STO and the Group. We achieved a good
financial performance with record high revenue and earnings.

Company

PERFORMANCE SHAREHOLDER’S VALUE FINANCIAL POSITION
EleVI\(/%nr:iﬁions pPX EaMr\r/l;ngs per share P E(;)CE .
2012 009 +33% o210 +08% on2asz  +23.1
o MR ons . Dhaicne P share M. N

2012 1005 +66% 275 +04% %01 360 +08%
R miona, LD M. [ on ey PR o .
iz 165 +04% oz 14s 0.2 oz sma  +05%
i MVR ilors . e e . Do 1 y
w12 15 +07% Zozomn  +09% 201 100 +09%

*in MVR millions

Revenue
9059
c97 6826
3845 4015
2008 2009 2010 2011 2012
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Profit after tax

Earning per share, MVR

156 158

140 147

119

2008 2009 2010 2011 2012

138 - 130 140
106
2008 2009 2010 2011 2012
STO IN 2012



Group

SHAREHOLDER VALUE &

PERFORMANCE POSITION GROUP STRUCTURE

E?A\ﬁnr;liﬁions iIE::/Ir\r)qungs per share //////’ Subsidiary companies % shares
MALDIVE GAS 90.00

2011 9465 o 2011 171 o ALLIED INSURANCE COMPANY  99.99

2012 9307 -02% 2012 211 +23% Lo SNGAPORE) 99,99
FUEL SUPPLIES MALDIVES 99.99

- : MALDIVES NATIONAL OIL 99.99

STO HOTELS & RESORTS 99.99

2011 828 (o) 2011 15.7

2012 1220 +48 Yo 2012 17.1 +1.4

_Profit b_e_fore tax [PBT] /////, _Net debt_ Investment in associates % shares

in MVR millions - in MVR millions LAFARGE MALDIVES CEMENT 25.00

2011 208 0/ 2011 3322 o ADDU INTERNATIONAL 32.00

o AIRPORT

2012 267 +287% 01236  +04% areom o

Profit after tax Net worth Joint venture % shares

in MVR millions ////" in MVR millions ////" MALDIVES STRUCTURAL 50.00

2011 192 o/ 2011 1224 o/ Fropuers

2012 239 +24% 2012 1395 +14%

*in MVR millions

Revenue Profit after tax Net worth

9465 9307 239 1395
1224
4982 4742 b
2008 2009 2010 2011 2012 2008 2009 2010 2011 2012 2008 2009 2010 2011 2012

STO Annual Report 2012
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TO OUR
SHAREHOLDERS

Abdulla Faiz, Chairman of State Trading Organization PIc.

Our values are the foundation for everything STO achieved in
2012. STO will continue to adhere to our values and encompassing
service excellence in providing essential goods.




Overview

My first year as the Chairman of STO has passed,
and it would be an understatement to say that
2012 had been a challenging year for the Compa-
ny, particularly against the backdrop of an uncer-
tain economy and a volatile political environment.
Despite these challenges the Company performed
very well in 2012. We have achieved record rev-
enue and profit. However, our net profit was im-
pacted, primarily due to higher finance cost due to
the acute dollar shortage in the economy and in-
creased Government debt. STO will always strive
for the shareholders benefit and it is reflected in all
aspects of our strategic decision making. To you,
our shareholders, we would like to assure that
STO remains dedicated and committed to take the

Gratitude

Our staff continues to do their part to ensure that
STO remains in a position of strength. | would like
to congratulate all our employees for another re-
markable year in sales and thank all for their loy-
alty and dedication. | would also like to express
my sincere appreciation to my fellow Directors for
their commitment in the past financial year, dur-
ing which we welcomed Mohamed Farshath to the
Board. This followed the replacement of Masood
Ali, who has been a Director since June 2008. |
take this opportunity to thank for the valuable con-
tribution by the Board members who have parted
with us.

As we enter 2013, we remain
cautious in the short term and
highly optimistic about our
long term future.

Company to a brighter future.

New Strategic Direction

2012 marked a year in which we took a number of

strategic decisions that will be highly significant
for our long term development. We are confident
that the decisions to venture in to tourism sector
would soon prove to be crucial to our sustaina-
bility. Despite the economic, operational and fi-
nancial challenges over the past couple of years,
STO’s business model has proved to be resilient.
However, it was vital that we change our strate-
gic direction to sustain the business for the future.
There is no doubt that the new strategic direction
by the Board will guide the Company to attain its
vision of the future.

Values & Governance

Our values are the foundation for everything STO
achieved in 2012. STO will continue to adhere to
our values encompassing service excellence in
providing essential goods. We are honest and eth-
ical in all of our business dealings, we respect one
another, we care for our society and we protect the
health and safety of our employees. We believe
that strong governance is integral to our success.
We continue to assess our governance structure
to ensure its effectiveness while continuously dis-
closing the matters against compliance. As part
of this process we have widened the remits of our
Board Committees, which has allowed the Board
to focus more broadly on strategic issues.
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Future Outlook

As we enter 2013, we remain cautious in the short
term and highly optimistic about our long term fu-
ture. 2013 is likely to be another challenging year
for the Company. Despite this we are confident in
our ability to continue to deliver strong results.

Above all, | wish to convey my thanks to our share-
holders and assure you that we will never become
complacent and rest on our success. We have a
team of committed employees who live our values
every day. These are the kind of reasons that drive
our team everyday. Leading STO in these times
is a great privilege. We strive to find new ways to
deliver value, consistently and responsibly for our
shareholders, our customers, our society and our
employees.

| believe the theme of this Annual Report clearly
reflects Company’s performance and actions of
past year. Our contribution to the society and the
country truly represent the theme - Building our
Future.

-

Abdulla Faiz

Chairman
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AN INTERVIEW
WITH SHAHID AL

Managing Director of State Trading Organization PIc

My future aspiration for the Company is to see STO becoming
a self-sustainable company which operates on a strong
financial backbone. That is my vision for the Company.




As highlighted by the Chairman, the past

12 months has been a challenging period
for the organization. What is your general impres-
sion of 20127

“ 2012 has been a challenging year in terms
of managing company’s finances. Compa-

ny’s business performance was better than the ex-
pectations and the overall result was very good.
Our sales revenue and operating income increased
in comparison to 2011, while we were able to con-
tain the operational expenses at the same level as
the previous year. However, the Company’s short-
term financial burden increased during the year;
this was, mainly due to the fact that we did not
receive a significant amount of the due payments
from the Government and from a number of State
Owned Enterprises (SOE’s). This had a significant
impact on the Company’s bottom line as the Com-
pany had to bear a huge financial cost to over-
come the cash flow shortage. The major challeng-
es in 2012 were, depleting our working capital due
to cash flow shortage and the unavailability of for-
eign currency to finance imports of fuel and other
trading goods.

Over the years STO has been successful in

most of the Line of Businesses (LOB’s)
which they have entered. Why do you think it is
important for STO to enter a new line of business
in tourism at this point of time?

“ STO’s core business is and has always
been, importing basic commodities such as
fuel, staple foods, medicals and pharmaceuticals
that are needed for the country. The major con-
straints for these core businesses have been the
shortage of foreign currency. So establishing a
sustainable mechanism to earn foreign currency is
seen as a must for the Company.

The current situation puts STO at the dependency
of banks to fulfill the foreign payments, and we of-
ten face the situation where we have to continually
request the Central Bank (MMA) through Ministry
of Finance and Treasury (MoFT) for assistance in
getting the required foreign currency. It had been
almost impossible to source any foreign currency
from the market.

STO Annual Report 2012

As such, it is imperative that STO establishes its
own source of foreign currency. Tourism is a sec-
tor where we could earn foreign currency, and that
is the reason why the Company decided to diver-
sify in to tourism business. By creating a foreign
currency source the Company takes a strategic
approach towards mitigating the currency risk.

Given the current global economic situa-
tion, what do you expect to see in 2013?

“ If we look at the global economic situation
there are a lot of serious challenges facing
the world’s major economies. For example there is
a debt crisis in the Euro zone coupled with declin-
ing economic growth in European economies. This
will directly impact the Maldives local economy as
tourism will be negatively affected due to declining
tourist arrivals from European countries.

However, there are signs that the global economy
may recover from the current situation as there are
positive signs that US and Chinese economy is
doing well. Overall, there are positive signs for the
global economic outlook. Hence, we are expecting
a better year in 2013.

You are a strong advocate of a healthy
economy. Are you worried by the country’s
economic uncertainty?

“ Maldives local economy has some serious
concerns, especially the Government’s fis-
cal situation, which is very worrisome. One point
to note is that even this year’s government budget
deficit is huge. The higher the government deficit,
the higher Government will spend on borrowings.
Most of the times these borrowings are from finan-
cial institutions. If the Government borrows then it
greatly reduces the opportunity for the private
sector for such borrowings. If that is the case then
the private sector growth will stagnate. Therefore,
if the Government is operating with such a huge
budget deficit then the possibility of private busi-
ness growth could be limited. The latest reports
from IMF and the World Bank already shows that
the Maldivian debt standing is in red. This could
significantly reduce the country’s borrowing ca-
pacity. So there are some negative indicators for
the local economy.
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In order to rectify the current situation, and im-
prove the local economy, some drastic measures
needs to be taken. For example the Government
needs to take steps to reduce the budget defi-
cit, put constraints on government spending and
improve balance sheet by reducing the liabilities
and increasing assets. Given the current econom-
ic condition, additional borrowings would not be
favourable for the economy. So the local economy
can only be improved by addressing these areas
of concern. Hence it is critical that we do so.

In 2012 STO had a difficult cash position,
does this affect growth initiatives and oth-
er investment opportunities.

“ The reason why we had come to a difficult
cash flow position is due to the receivables
increasing over the year or so. The implication of
this is; firstly, company’s working capital has de-
pleted and cost of short-term financing increased.
Right now we are funding the working capital us-
ing a number of bank facilities in terms of either
borrowings, over-drafts and other short term fund-

ing.

We believe that the benefit to
society from such activities will
eventually return as benefit to STO
as good will and as opportunities
to develop our business.

The second impact is that our capital investments
have to be scaled down or deferred as our capac-
ity to inject equity funding to projects is becoming
limited. Currently we do not have the capacity to
inject the required equity to a number of planned
projects because we do not have enough funds in
hand. So a lot of projects which we had planned
before, such as the Muthaafushi Resort develop-
ment, had been either differed or alternate devel-
opments plans have to be made. In Muthaafushi
case now we have to consider going for a sublease
of the island or to form a joint venture between a
potential investor as the Company cannot inject
equity funding to the project. Similarly, we are
forced to defer or change a number of other cap-
ital investments we had planned, until at least we
recover the receivables. Some of these projects
are ones required to improve our overall business
infrastructure such as purchase of heavy vehicles
like lorries, cranes, and vessels. This would impact
our potential for future growth and expansion.

This year's World Oil Outlook (WOO)

demonstrates that oil will continue to play
a major role in satisfying world energy needs. Are
you concerned about the demand uncertainties
that blur the future of oil supply and the fluctuat-
ing global oil prices?

“ Global oil prices or the fluctuation of oil
price in the global market is actually one of
the biggest concerns for STO. 85% of STO’s busi-
ness is importing and trading of oil. So the value of
our imports is directly proportionate to the oil pric-
es in the world market. For example a 10% in-
crease in the price of oil in the world market means
our cash outflow would increase by the same fac-
tor.

To be honest, the future of oil market is very uncer-
tain, especially due to the conflicts in the Middle
East. There are many issues in Syria, at the same
time Iraq still has not stabilized. Iran is a big oil
producing country, however, due to the sanctions
there are lots of limitations to exporting from Iran.
Libya is also a big oil producing country, but due
to the events that took place last year the oil pro-
duction has still not stabilized in Libya.

From a demand perspective, demand for oil is
continuously going up. For instance the Chinese
economic growth is driving the energy demand
today. Likewise there is an increase in demand
for oil in India. With that the world and regional
energy demand growing. Hence, we can always
assume that the oil prices would continue to rise,
unless there is a significant economic downturn
that would drive down the demand. We have seen
a continued growth in imports of oil to Maldives at
an approximate rate of 7 - 10% year on year. Giv-
en that the foreign currency shortage remains the
same and if volume increases together with the
price then there would be a double impact. The
foreign currency outflow would increase and the
demand for foreign currency will also increase. So
this would have a huge impact on the Company’s
operation.

STO is building its business around a world
re-known ERP system. Does STO have the
talent it needs to grow and move forward?

“ STO has an exceptional team of employees
who are highly dedicated, hardworking and
consistently performing well. From the very early
days of STO a lot of effort has been made on staff
development. The company has invested hugely
on staff training and development either by send-
ing them abroad for higher studies, short term
trainings or even in-house local trainings. As a re-

AN INTERVIEW WITH SHAHID ALI



sult the current team at STO is very talented, ca-
pable and energetic in all aspects of the Compa-
ny’s work.

It has been almost two years since we moved to
the SAP platform. What | keenly and proudly re-
member is that during the SAP implementation,
the consultants also pointed out the commitment,
dedication, and hard work of the STO team. They
also highlighted that the project was an exempla-
ry roll-out. So it shows that STO’s team has that
talent and capability to go forward. But that does
not mean that we should stop what we are doing
for staff development. Rather we will continue the
work that we are doing to develop and train the
staff.

STO has a tight business relation with its

subsidiaries. How do the subsidiaries con-
tribute to the success of STO?
“ All STO’s subsidiaries play a key role in

STO’s business perspective. For instance,
the responsibility of distributing imported oil to
Male’, atolls, and the whole country is taken by
Fuel Supplies Maldives and their success is di-
rectly related to 85% of STO’s business. So they
are one of the most critical subsidiary companies.

Maldive Gas provides a very basic need for the
people. Nowadays, everybody relies on LPG for
cooking, whether they are resorts, industries or
households. So providing LPG becomes a critical
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service. Therefore it is very important to sustain
this service while operating profitably.

Another important business is Allied Insurance. Al-
lied has always generated a positive cash flow and
in-turn pays a good dividend every year. Allied is
also important for the fact that they strengthen the
business portfolio of STO.

Maldives Structural Products (MSP) produces
around 85% of all roofing sheets produced in the
country. They directly support the construction
line of business. It is very important to sell roofing
sheets together with aggregate, metal, river sand
in order to provide a complete solution to the cus-
tomers. So the success of MSP’s operation is very
important for our construction materials trading
business.

STO Maldives (Singapore) and Maldive National
Oil Company’s most important function is to pro-
vide at least the basic foundation for STO'’s efforts
to establish an overseas business. For instance
to establish oil trading in the international market,
which a good potential for future growth.

Lafarge is an important associate company with
25% of shares. They are one of the most well-
known brands in the Maldives which imports bulk
cement and bag it for distribution across the coun-
try at a large scale.
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As explained it is very important for all STO’s sub-
sidiaries to operate profitably, in a sustainable and
efficient manner to ensure the success of STO. It
is also important to highlight that most of these
companies do pay a significant dividend for STO
thereby improving our shareholder returns.

STO has always been a peoples company.
How has the 2012’s event contributed to
the society and business?

“ STO’s corporate social responsibility is a
very big component. Last year we have

spent and contributed to causes like ‘Kudakud-
hinge Hiyaa’, ‘Miskithu fandu’, ‘Autism Society’
‘Blood donation’, to name a few. We believe that
the benefit to society from such activities will
eventually return as benefit to STO with an im-
proved good-will among the public. So 2012 was
a year in which CSR activities were carried out
very well in accordance to our organization’s mis-
sion.

Year 2013 would be your 5th year as the

Managing Director of STO. How do you re-
flect on what you have achieved and what are
your aspirations for the future of the Company?

“ Past 4 years have not been easy in STO’s
history, especially with the foreign currency
shortage and with the changes in the country’s
politics.

One thing that | consider as an achievement is,
the Company’s operations in the past 4 years has
continued to be successful in a sustainable man-
ner. Especially 2011 and 2012 net results were the
best in STO’s history. | consider that as an impor-
tant achievement.

In addition, we completed some major projects
very successfully. For example the SAP ERP im-
plementation, Fuvahmulah Airport Project, STO
fuel tanker purchase, and Kick-off of Radisson Blu
Hotel; these are things which | personally feel very
satisfied about. To be in the most responsible po-
sition of such a big company and to achieve these
goals gives a personal sense of satisfaction.

My future aspiration for the Company is to see that
STO becomes a self-sustaining company which
operates on a strong financial backbone. That is
my vision for the Company. This means STO would
need to have a sustainable source of foreign cur-

rency sufficient to cater all the imports. This would
also include expanding into the tourism sector and
other business sectors, diversifying into different
regions as well. Even the fuel business needs to be
structured to operate in a manner that will be most
beneficial to the Company. For example to create
a proper fuel reserve in the north and south of Mal-
dives and develop a large storage capacity, so that
we could mitigate the current stock shortage risk
in fuel operations.

To sum up, the title of this annual report is
“Building our Future”. What does this mean
for you and STO as a whole?

STO as a business entity, is providing a
very basic service to the economy by sup-

plying essential commodities to the country. Pro-
viding fuel, staple foods and medicines in a sus-
tainable, affordable manner; without any supply
disruptions is a critical factor for the sustainability
of our economy. Hence, the improvement in STO’s
operations and its business will directly contribute
to the country’s economic development. So the
work we do now would be a great contribution to-
wards the nation’s future and development. This
means our effort to build and strengthen the Com-
pany is directly linked to the future of every Mal-
divian citizen. That is the reason why this theme is
important for us. We will together strive for a bet-
ter future for the Company and for the nation.

Shahid Ali

Managing Director

AN INTERVIEW WITH SHAHID ALI



The services we provide are not only at
National level but more as good will to
our society. Our Core values are shown
out through our personality and work ethics.
STO staffs are proud to serve the
Nation towards its progress.
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FINANCIAL
DISCUSSION

The financial performance of the STO and the Group was strong and the
company outperformed previous year in almost all aspects.

ECONOMIC CONDITIONS
& CHALLENGES

2012 was a challenging year for STO due to un-
favourable economic and fiscal conditions. How-
ever, the Company strived to undertake its opera-
tions to the best of its ability by adopting restrictive
strategies; thereby containing costs, rationalizing
orders and limiting capital expenditure.

During the year, the country’s economy slowed
down affecting most businesses. The economic
growth slowed from the estimated 5.5% to 3.4%
for the year, mainly due to lower than expected
growth in the tourism sector. Tourism, country’s
main contributor to GDP was declined in 2012,
with growth falling from 9.1% in 2011 to 3% in
2012.

The global and national macroeconomic factors
remained unsettled. Economic uncertainty and
changes in political dynamics in 2012 resulted in
slowing down of business activities and major in-
vestments, rise in inflation, and decrease in tourist
arrivals in the first half of the year. This was partial-
ly offset by increased earnings in fisheries export
activities and recovering construction industry.

Additionally, the fiscal deficit of the country rose to
13% of GDP in cash terms. The increased budget
deficit has implied a severe fall in domestic pro-
duction and increased public debt ratio to nearly
80%, coupled with severe foreign exchange short-
ages in the economy.

Prices of petroleum imported by STO remained
stable during the year, despite the global financial
crisis and the unstable situation in the Middle East.

STRONG EARNINGS &
STABLE DEVELOPMENT

COMPANY

Despite the difficult operating and economic envi-
ronment, STO succeeded in achieving operational
enhancements and the company continued to op-
erate prudently in order to support its long term
sustainability.

KEY FINANCIAL FIGURES

MVR millions 2012 2011
Revenue 9059 6826
Gross Profit 1005 605
Operating profit 520 230
Profit before tax 163 157
Net Profit 158 147
Earnings per share, MVR 140 130
Net cash from (used in) operating -33 36
activities

Return on Capital Employed % 43% 20%
Net debt 3367 3123
Debt/equity ratio 3.77 3.95
Interest cover ratio 2.14 1.69
Interest yield % 7.0 6.96

Revenue & developments in
segments

The Company registered record revenue of MVR
9.1 billion for the year, compared to MVR 6.8 bil-
lion in 2011. This increase was largely due to high
volume of fuel sales, increased sales of medical
supplies and better performance of Supermart
segment.

FINANCIAL DISCUSSION



MVR

9 o 1 billion

IN 2012 REVENUE

Having nearly two decades of experience in sup-
plying Jet Fuel to Maldives Airports Company
(MACL), once again STO was successful in win-
ning an international bid for the supply of Jet Fuel
to MACL and securing a prestigious US$ 114 mil-
lion contract for the period April 2013 to March
2014.

Expanding on the expertise of Jet Fuel supply,
STO ventured into supplying Jet Fuel to the Mal-
dives Regional Airports for the 1st time during
mid-year 2012.

Fuel and lubricant segment continued to grow on
the strong momentum of the previous financial
year. The segment as the major contributor, re-
corded a turnover of MVR 7.7 billion, which was
38% higher compared to previous year.

Staple foods sales during the year, which contrib-
uted 4.9% to the company’s revenue, amounted
to MVR 444 million. The products sold in this seg-
ment, primarily subsidized by the government do
not contribute to profit of the company, despite
19% increase in sales volume.

Revenue from medical and pharmaceutical prod-
ucts during the year represented 3.5% of the
Company’s total revenue, amounts to MVR 320
million. This was an increase of 62% compared to
the previous year. STO continued to be the sole
supplier to Male’ Health Service Corporation in
2012, under the two year agreement entered on
15th January 2011.

Electronics and Home improvement reported
sales of MVR 49 million and MVR 175 million re-
spectively, the combined sales is an increase of
5% compared to 2011.

Construction materials segment reported revenue
of MVR 234 million (2011: 354 million). There was
a reduction in revenue compared to the previous
year, however, revenue in 2011 was due to spe-
cial projects carried out for SAARC summit held in
2011. As such the sale of 2012 is seen to have a
positive trend. The opportunities associated with
this segment considered to be significant and ex-
pect to generate new business in 2013.

1. 1o

TOTAL FUEL REVENUE IN 2012
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Revenue from Supermart segment rose to MVR
178 million from MVR 148 million in 2011. A sub-
stantial part of this increase was achieved as a re-
sult of pricing actions and improved promotional
activities focusing on quality imported brands dur-
ing the year.

Growth through new stores remains a priority in
line with continued business expansion activities
to different regions in the country. STO Vilimale’
Shop and Thinadhoo Pharmacy opened during the
year 2012 and four new pharmacies planned to
open next year which will bring additional revenue
and growth to the company.

Earnings

The Company delivered a record result in 2012,
in terms of gross profit, operating profit and net
profit. The gross profit reached to MVR 1 billion,
compared to 605 million in 2011. Profit before tax
was MVR 163 million, compared to MVR 157 mil-
lion in 2011. Profit after tax increased by 7% to
MVR 158 compared to 147 million in 2011.

GROSS PROFIT & NET PROFIT 2008 - 2012
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The total operating expense for 2012 was MVR
513 million (2011: MVR 429 million). The increase
in MVR 84 million compared with 2011 was mainly
due to 8% increase in selling and marketing ex-
penses and 33% increase in administrative ex-
penses. The expenses increased were primarily
driven by the growth in the business, including
the provisions created for bad and doubtful debts
and inventory totalling MVR 74 million. In addition,
bank charges increased by 32% to MVR 32 million
(2011: MVR 24 million).

158

MVR
million

NET PROFIT IN 2012

A major salary review was undertaken in the mid-
dle of 2012. As a result staff expenses classified
under both selling and marketing, and administra-
tion expenses increased from MVR 133 million in
2011 to MVR 157 million. The changes were made
to offer a competitive salary package for the em-
ployees and to attract and retain the professional
staff in the Company.

The adverse effects of increased operating ex-
penses were cushioned by increased operating
profit (PBIT) of MVR 520 million (2011: MVR 230
million) resulting from improved operational effi-
ciency.

Finance Cost

The net financial cost has amounted MVR 357
million in 2012 compared to MVR 73 million in
2011, an increase of MVR 284 million. Although
the company made a healthy bottom-line by main-
taining better margins, the finance cost burden
was higher, due to U.S dollar shortage prevailing
in the country. The Company was forced to opt
for bank facilities to enable timely foreign supplier
payments.

The main elements of increased interest costs
were related on the bank borrowings and interest
on extended credit terms from fuel suppliers par-
tially offset by the interest income from STO credit
scheme and dividend income for the year.

STO focused on projects with dollar income
streams through investing into hotels and resorts

FINANCIAL DISCUSSION



businesses in order to address foreign currency
shortages. These are strategic measures to invest
in business that would increase the foreign cur-
rency earnings, such as the on-going Radisson
Hotel project in Hulhumale’ is expected to contrib-
ute significantly to the company’s performance in
the coming financial years.

Taxation

Tax on profit for the year amounted to MVR 4.9
million, corresponding to an effective tax rate of
3% against 6.7% in 2011. The decrease in the ef-
fective tax rate was primarily due to adjustments
of tax assets temporary differences and group tax
relief.

The Company is liable to pay full year business
profit tax of MVR 29.7 million in 2012 compared
to MVR 16 million in 2011. In addition, the Com-
pany paid MVR 27.9 million towards other tax-
es and fees to the Government during the year.
These mainly comprised of Goods and Services
Tax (GST), Import license fee and land lease rent,
comparative details of which are shown below.

MVR thousands 2012 2011
Goods and services tax (GST) 12,862 1,626
Import License /stamp duty 4,224 3,624
Withholding tax 3,649 -
Bunker royalty 1,483 3,332
Land lease rent 4,832 6,891
Registrations and permit fee 115 36
Vehicle and vessel Fee 316 874
Visa Fee 422 262
Cash flow

The cash outflow associated with operating activi-
ties in 2012 was MVR 33 million compared to net
cash generated MVR 36 million in 2011. The major
change was attributable to increase in trade re-
ceivables, higher interest expense and taxes, the
effect of which was partially offset by increased
trade payables and decreasing inventory.

Net cash generated from investing activities was
MVR 121 million (2011: MVR -400 million). There
were no major investing activities except for prop-
erty, plant and equipment, which amounted to
MVR 226 million, an increase of MVR 170 million,
reflecting major spend on capital working pro-
gress.

Net cash outflow associated with financing ac-
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tivities was MVR 339 million in 2012 compared to
cash inflow of MVR 822 million in 2011, reflecting
considerable cash outflow for the repayment of
proceeds of borrowings held previous year.

The overall end of the year cash balance was MVR
351 million in 2012 compared to MVR 602 million
in the previous year.

Balance Sheet

The Company continues to ensure the balance
sheet remains strong to enable it to respond to
changing economic and financial conditions. The
total asset increased by 4.9% to MVR 5.2 billion,
while shareholder’s fund increased to MVR 1.1 bil-
lion, an increase of 9% from MVR 1 billion in the
year 2011. This increase is mainly accounted for
by the net profit for 2012 net of dividend distribu-
tion for 2011 made in 2012. Return on total assets
slightly declined to 3.1% compared to 3.2% in the
previous year, while Return on Capital Employed
(ROCE) increased to 43% compared to 20 % in
2011.

The non-current asset increased by MVR 205
million compared to 2011, mainly accounted for
capital expenditure. An investment was made in
Maldives Stock Exchange (MSE), which has in-
creased the assets classified as held for sale in
2012. The deferred tax asset was also increased
by MVR 20.7 million compared with the position
as at year-end 2011.

In 2012, net debt of the company was MVR 3.4 bil-
lion, against MVR 3.1 billion in 2011. The gearing
or net debt-to-equity remained on par with the po-
sition as at year-end 2011, however the company
was able to reduce the interest bearing net-debt
(excluding trade payables) by 12% to MVR 601
million (2011: MVR 684 million).

1 .1 |\I:/>I\ilflion
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The current assets of the Company was MVR 3.6
billion, whilst the current liabilities were maintained
at MVR 4 billion during the year creating a current
ratio of 0.9:1 during the year. The unfavourable
changes in working capital were mainly related to
increases in accounts receivables, which consist
primarily of amounts due from Government and
State Owned Enterprises (SOE’s), partially offset
by an increase in accounts payable related to ex-
tended credit term of suppliers.

The company continues to monitor and evaluate
opportunities to optimize its liquidity position and
capital structure in order to strengthen the balance
sheet.

GROUP

STO PLC contributed the highest to the Group
revenue with 76% (2011: 58%), and the Group
revenue decreased from MVR 9.5 billion in 2011
to MVR 9.3 billion in 2012. The table below shows
the revenue contribution of the group companies
(excluding STO PLC, before adjusting intercom-
pany transactions):

GROUP REVENUE CONTRIBUTION

MVR millions 2012 2011
State Trading Organization Plc. 9059 6826
Allied Insurance Company of the 143 162
Maldives Pvt. Ltd.

STO Maldives (Singapore) Pte. Ltd. 0.21 0.23
STO Hotels & Resorts Pvt. Ltd. 1.05 0
Maldive Gas Pvt. Ltd. 162 144
Fuel Supplies Maldives Pvt. Ltd. 2,564 2,294
Maldives National Oil Company Ltd. 0 2,345
Maldives Structural Products Pvt. Ltd. 42 19

The major part in revenue contribution from Group
companies apart from STO was from Fuel Supplies
Maldives Pvt. Ltd, amounting to MVR 2.6 billion
or 21% of total revenue contribution to the Group
before intercompany transaction adjustments.
This is an increase of 12% from 2011. In addition,
Maldive Gas Pvt. Ltd. contributed MVR 162 million
or 1.4%, together with STO PLC contributing over
98.4% percent of Group revenue. Further, Mal-
dives Structural Products Pvt. Ltd. achieved sig-
nificant revenue contribution with growth by 117%
to MVR 41.5 million (2011: MVR 19 million).

GROSS PROFIT & NET PROFIT 2008 - 2012
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The group gross and net profit after tax for 2012
was MVR 1.2 billion and MVR 239 million, re-
spectively. The gross profit margin of the group
increased to 13%, whilst Company’s gross prof-
it margin increased to 11% (2011: 9%). The net
profit margin also increased from 2% in 2011 to
3% in 2012.

239

MVR

million

NET PROFIT IN 2012

Group net worth increased from MVR 1.22 billion
in 2011 to MVR 1.4 billion in 2012, and continued
the positive trend in increasing shareholder wealth
in 2012.

FINANCIAL DISCUSSION



SHARE INFORMATION
Shareholders

The share capital structure of the Company re-
mained unchanged for the last two years. At the
end of 2012, a total of 1,126,910 shares have been
issued and paid, of which Government owned
81.6% and remaining 18.4% is owned by general
public. No single party other than the Government
directly or indirectly, owned more than 5% of the
shares of the Company. The nominal value of the
share is MVR 50 and each share entitles the hold-
er to one vote at the Annual General Meeting. All
shares entitle holders to an equal dividend.

SHAREHOLDING STRUCTURE

The Company’s market capitalization, calculated
using the closing price MVR 400 of the last trading
day of the year was MVR 450.8 million (2011: MVR
507.1 million).

The Company has continuously succeeded in
achieving structural and operational develop-
ments and the Company continued with cautious
investments to support its long-term performance.
Since year 2008 the net asset per share has in-
creased by 30% to MVR 971.

75 h|g\g{r share

Government = Of;;z:Z . o::.::
Public 207,041 18.37 THE PROPOSED DIVIDEND
Total 1,126,910 100.00 FOR 201 2

Share performance

SHARE KEY FIGURES

MVR 2012 2011 2010 2009 2008

Earnings Per Share 140 130 106 124 138

Price Earnings Ratio (P/E) 2.9 3.4 4.6 4.8 4.7

Net asset per share 971 890 843 800 747

Dividend per share 75 72 68 68 65

Payout ratio % 54 55 64 55 47

Dividend yield % 19 16 14 11 10

STO Plc’s share has been listed on Maldives Stock

Exchange (MSE) since 14th August 2001.

During 2012, a total of MVR 133, 945 shares were

traded in MSE (2011: MVR 74, 847). The highest

price quoted for the reporting period was MVR

450, the lowest MVR 350, and the weighted aver-

age of MVR 387.

SHARE PRICE PERFORMANCE

MVR 2012 2011 2010 2009 2008
Highest 450 450 600 760 775
Lowest 350 300 400 600 450
Weighted Average 387 390 429 640 564
No. of Trades 17 14 12 46 17
No. of Shares Traded 346 192 931 775 353
Last Trading Price 400 450 489 600 650
No. of Shares Issued 1126910 1126910 1126910 1126910 1126910
Market Capitalization (millions) 450.8 507.1 551.1 676.1 732.5
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SHARE TRADING 2008 - 2012
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Dividend

The Company’s net profit after tax for the year in-
creased by 7 % to record high MVR 158 million,
which has enabled the Board to propose a divi-
dend pay-out of MVR 75 per share at the Annual
General Meeting (AGM) compared to that of MVR
72 in 2011 AGM.

In terms of the Company’s dividend pay-out ratio,
i.e. the fraction of net profits paid out as dividends,
it has climbed further 4% in 2012 comparable that
of previous year.

EARNINGS PER SHARE & DIVIDEND PER
SHARE 2008 - 2012 [MVR]
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STO paid a dividend for the 11th consecutive
year, making one and only public listed company
to have delivered uninterrupted dividends since
2002. Over the last 11 years STO has paid and
proposed MVR 954 million in dividends.

The Annual General Meeting for 2012 will be held
on 16th May 2013 at Traders Hotel - Male’

- 954 Hiion

IN DIVIDENDS 2001 - 2012
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Despite the difficult operating and
economic environment, STO and

the Group succeeded in achieving
operational enhancements and
continued to operate prudently in order to
support its long term sustainability.




MANAGING RISKS

In today’s turbulent business environment where uncertainty is at its peak,

STO identified management of business risk as one of the key components to
business growth and sustainability. Subsequently from the first day onwards, the
Company has been in the front line when it comes to risk management through
good public relations, viable financial models and proactive marketing actions.

STO’s Methodology

The initial step of risk identification is an ongo-  for identification and management of risks related
ing process in STO, undertaken by each depart- to and arising from their respective department.
ment throughout the organization from sales out- Moreover, risks that require attention of the top
lets to supporting functions of the business such management would be presented to the Board for
as ICT. Each and every department is responsible  a decision.

Name of the risk  Risk Owner/ Department Likelihood of Possible Impact Mitigation and Avoidance

Responsible occurrence
Inventory risks Planning and Highly Inventory risk: = Better strategic approach —
replenishment probable = Und timati retain and manage a optimal
Department naer estimation inventory through carefully
= Qver estimation
Sales and Marketing planned methodology
Department = Seasonal stock shortage due = Order screening prior to
to foreign currency shortage purchase to avoid slow or non-
Impact: moving stocks

= Prioritize purchase of fast
moving goods with the help of
SAP ERP system

= |ncrease stock turnover and
reduce spoilage or breakage

= /ncreased slow or non-moving
items

= Stagnated performance in
some business units

Reputation/brand  Corporate and Legal Possible Reputational risk: = Being approachable, honest,
image risks Affair Department . . vigilant and proactive in all
= Negative publicity business aspects
" goy cotting products and the = Maintain good relations with
'omp any media and customers.
" T/ghje; conbtrty.measures from Follow local and international
reguiatory boadies regulations together with
Impact: ethical standards
= [ oosing regular customers = |nvest to build and maintain
= High expenditure consumer awareness and
) brand image
® | oss of brand image and
good will of the Company
30 MANAGING RISKS



...from the first day onwards, the Company has been in the
front line when it comes to risk management through
good public relations...

Name of the risk

Risk Owner/ Department
Responsible

Likelihood of Possible Impact
occurrence

Mitigation and Avoidance

Hazard risks

Administration, Transport Possible

and Logistics department

Hazardous risk:

= Natural disasters
= Malicious acts / Vandalism
Impact:
= Damage to business
properties, assets and stocks

= Dijsruption to business
continuity

Safety Committee implements
preventive measures against
possible disasters

Fire alarm system is
implemented in all premises

User friendly operational
manuals and check lists are in
place to prevent human errors

Insurance covers are
maintained to recover any
losses that may arise
High safety standards are

exercised all throughout the
working environment

Personnel or Human Resources Unlikely Human resource risk: = STO has a good system in
human resources  Department = Losing k » place to retain and develop
risks osing key personnel in staff
strategic positions )
« Work ol dish ® Established Annual bonus
Ork piace disharmony schemes and incentive plans
Impact: = Stronger connection with
= | oss of brand and educational institutes to attract
distributorship the required talent
= Disruption to business = Continuous improvement
continuity of workplace environment
= Decline in productivity and throughout the organization
efficiency
IT risks Information, Unlikely ICT risks: ® Regular maintenance and
Communication . Inf I o update of anti-virus software
and Technological n rastructura amage due and firewall
Department to natural disasters, social )
: engineering, cyber and = Regular backup of important
malware attacks transactional and relevant
application data
Impact:
= Remote backup location for
= Possible halt in operations data security and hardware
due to loss of equipment redundancy
= [ oss of confidential
information and data
Financial risks Finance Department Possible Financial risks: » Strict guidelines over credit

= Credit risk
= Cash flow risk
= Foreign exchange risk
Impact:
® |ncreasing in bad and
doubtful debts

m Possible termination and fall-
out in trust with suppliers and
bankers

= Delay in loan repayment,
extended credit terms and
higher interest rates

control

Check for credit worthiness by
the credit committee

Improve the collection
procedure

Enhance mechanism to
improve cash collection from
debtors

Invest access cash in treasury
bills

Increasing local purchase of
non-branded products

Swap arrangements

STO Annual Report 2012

31



BUSINESS
STRATEGIES

Our new strategic focus on new ventures in shipping, logistics, warehousing,
re-exporting and oil trade will ensure business growth and create a sustainable
business model for the Company.




In pursuit of success, the Company consistently and
continuously tries its maximum to keep its’ business
development goals in-line with national interests.

Sales & Marketing Report

In sales and marketing point of view, 2012 was
one of the most successful years for the Company.
A total of 28 effective marketing campaigns were
conducted in 20 different sales outlets, along with
twenty-three brands imported and distributed by
the Company.

These marketing activities were conducted in line
with the long term marketing plans to achieve
greater result in the long run.

The main objective behind increased number of
sales and marketing activities was, to strengthen
and build STO’s market share, while improving
stock turnover ratio of the Company.

Centralized Sales & Marketing:

A centralized Sales & Marketing Department was
formed during 2011, and the fruits of centraliza-
tion started to bear during 2012. Centralization
facilitated the Company to conduct it’s marketing
activities in a more efficient manner.

As a result, turnover of the Company jump to a
record level. Sales teams of different business
segments worked as a team in providing more
complete solutions from company’s products
portfolio, thus the resources which were used in
sales activity for one particular brand contributes
to the sales of other brands.

STO Annual Report 2012

Better Shopping Experience:

STO believes that offering a service friendly shop-
ping experience is essential in retaining and ex-
panding the vast customer base of the Company.
Keeping this in mind, the Company relocated op-
eration of two new retails outlets, followed by the
opening of two regional pharmacies in south and
north of the country. Likewise, some of the shops
were redesigned to improve space for the custom-
ers.

Improved Services:

Satisfied customers are the foundation to build a
confident and loyal customer base. In such, the
Company emphasized on improving the after sales
services provided on the products sold from Home
Improvement segment.

Service Centre

State-of-the-art, STO Service Centre was opened
in 2012, equipped with skilled and experience
technicians. With the new Service Centre, the
Company announced warranty extensions on key
products, which in turn has built customer confi-
dence on our products.

Call Centre

Being the largest trading company in the country,
with scattered distribution network, significance of
a Call Centre was essential. During 2012 STO Call
Centre was opened in Addu City; with the main
objective of further enhancing the service we offer
to our customers.



Future business moves

After venturing in to the tourism industry, STO is
looking into other sectors in which the Company
could thrive, expand and develop its businesses
and contribute to the national economy. In pursuit
of success, the Company consistently and con-
tinuously tries its maximum to keep its’ business
development goals in-line with national interests.
In that aspect, STO is determined to capitalize on
new ventures and growing demand in shipping,
logistics, warehousing, re-exporting and oil trade.

Explore shipping

Being the largest public trading company in the
country, in order to import numerous diverse com-
modities from different parts of the world, a more
reliable and economically viable International lo-
gistics network is a vital need for STO.

Thus, the Company has a strategic focus on in-
creasing the number of vessels in its fleet by ac-
quiring a semi-container vessel which would help
to improve logistics of staple food and medicine
significantly. On the same page, the Company is
determined on capitalizing from the ever growing
demand that exists on the Male-Colombo-Singa-
pore route.

Multi-story Warehouse in Male’
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In addition to this, the shortage of small to medium
size clean product tankers is continuously amplify-
ing market freight of fuel, resulting in huge foreign
currency payments to ship brokers/owners. As
a result, a study is being conducted to examine
the feasibility of acquiring another clean product
tanker for oil trade.

Enhance National Logistics

STO acknowledges the geographical dispersion of
islands in the country as one of the major chal-
lenges for national economic growth. Currently,
movement of goods is tightly constrained between
the islands and within the Country. Consequently,
the Company is seeking to build up a sound na-
tional logistic arrangement that will stimulate com-
pany growth and assist local traders by providing
a faster and more reliable infrastructure for trans-
portation of commodities.

Multi-storey Warehouse in Male’
Significant effort is being made to utilize the land
acquired by the Company. As such, a comprehen-
sive study is under way to assess the practicality
of building a multi-storey warehouse in Male’.

It is assumed that such an investment would pro-
vide a permanent fix for in-house warehousing in
Male’ zone as well as generate reasonable profit
by leasing out additional space to local business-
es at a more affordable rate.

BUSINESS STRATEGIES



Future focus on Wholesaling

STO is gradually changing its strategic focus from
retailing to wholesale trade. Buying in bulk quanti-
ties and selling them to numerous local retailers at
a discounted rate is the main idea.

This would help to stabilize the price level in the
market thus creating better range of more afford-
able choices for the customers.

Oil Trade Expansion
Expansion of oil trade is prioritized as it is the most
profitable opportunity available for the Company.

Due to the high capital and technical know-how
required for such an endeavor, the Company is
working with a strategic partner on how to go forth
with the expansion plan. Along the same line, fea-
sibility of establishing a bunker point in Haa Alif
Atoll is being studied.

A successful execution of such a plan would allow
vessels passing the 7 degree channel to stop by
for bunker. In addition to this other services like,
ship chandelling and workshops could be estab-
lished to cater to potential customers which would
create new business opportunities in the region for
locals.

STO Annual Report 2012
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Re-exporting

It is the Company’s vision to establish a strong
foothold in the international market. The Company
is on the lookout for opportunities to re-export
commodities to the neighboring countries, espe-
cially Sri Lanka and India. In fact, the Company
has successfully re-exported fuel to Sri Lanka in
the past few years.

Umar Shopping Arcade

...will stimulate company growth &
assist local traders by providing a faster
and more reliable infrastructure for
transportation of commodities.
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OUR PROMOTIONS

IN 2012

First Quarter

POWER WITH MAKITA PROMOTION
PHILIPS SURPRISE

BLEND IT WITH PHILIPS

PHILIPS FOR YOUR LIVING ROOM
COOL COOL HITACHI PROMOTION
NIPPON BIG PAINT PROMOTION

AL MUDHISH WIN ‘N” WIN PROMOTION

ECO CAMPAIGN
CHOCOLATE WEEK

DEVONDALE BUTTER & CHEESE SPECIAL

OFFER

PURITY & KRUGER SPECIAL OFFER
FRAGATA SPECIAL OFFER

KDD JUICE OFFER

TOM MILK SPECIAL OFFER

Third Quarter

HITACHI RAMAZAN ROADHI
ROBERT RAMAZAN PROMOTION
CONSUMER FAIR

The above promotions are arranged in order of