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Chairman’s statement

1. Overview
I am delighted to report on a year of outstanding achievement at Flybe - a year in which the core business delivered
an exceptionally strong trading performance and, as a result of the acquisiion of BA Connect, became one of
Europe’s largest regional arrhines  Highlights in the year included

o Profit before tax and exceptional items of £15 6 million for the existing Flybe operation

o Growmg the passenger volume on the existing Flybe route network by 4 9% to 5 0 million passengers

o Continuing strong growth in anciltary revenues per passenger during the year, becoming the first airline to
mntroduce baggage charging

o Further rationalisation of our fleet, to enable us to deliver our two awrcraft type fleet strategy by the end of
2009 This fleet will be one of the youngest and most environmentally sensitive fleets in the world In
September 2006, Flybe became the world launch operator of the Embraer 195

o Completing the acquisition of BA Connect in March 2007

o Strengthening the group’s corporate governance and management structure by appointing four experienced

independent non-executive directors to the Board

2 Acqusition of BA Connect

In June 2006, Flybe entered into discussions with British Awrways over the possible acquisition of BA Connect
After detailed negotiations, heads of terms for the acquisition were signed and announced in early November 2006
Following a further five months of due diligence, legal and transitional services documentation, the acquisition was
completed on 5 March 2007 The acquired airline continued to operate as BA Connect unttl 25 March, when 1t was
fully merged with our existing business, and became part of a greatly enlarged Flybe

The headhines of the acquisition were

o Bntish Airways funded a £32 7 mullion payment into the BA Connect defined benefit pension scheme to
clear the 31 March 2006 FRS 17 scheme deficit

o Bntish Awrways provided funding for the following amounts

o £34 mulion to provide protection against restdual values of Connect’s 16 owned Embraer 145
arrcraft 1 am delighted to advise that, in June and July 2007, we completed a sale and leaseback
of all 16 aircraft, and utilised the £34m to help fund the transaction This has provided us with
certainty on a key element of our fleet transition plans for the acquired Connect business

o £12 million to cover various restructuring costs
o £50 mulion compensation 1n recognition of the estimated financial penalties of £15 per seat of the
continued operation of the 49 seat Embraer 145 regional jets until these are replaced with 78 seat

Bombardier Q400 turboprop aircraft

o In addiion, British Airways provided £14 milhion of working capital funding in respect of
advanced sales made by Connect

¢ Aside from the £34 milhon for the equity de-risking of the 16 Embraer 145 arcraft, the remaining £76m
will be used 1n addressing the cost of restructuring and running the legacy BA Connect fleet

o As consideratton for the acquisition, British Airways was given a 15% equuty shareholding in Flybe Group
Limited
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3. Financial performance 2006/07
Continuing operations - existing Flybe

During the year, the continuing operations of Flybe (excluding BA Connect) delivered a remarkable turnaround n
its financial performance, producing a profit before tax and exceptional items of £15 6 mullion, compared to a loss of
£4 4 milhon for the year ended 31 March 2006, a turnaround of £20 0 millon Passenger volumes increased by
4 9% to 50 million Turnover increased by 16 6% to £3550 milhon The increase in cost of sales was 9 6%
(£273 6 mallion to £299 9 mitlion), leaving an increase 1n gross profit of £24 2 million to £55 1 mullion {representing
a gross margin of 15 5%, compared with 10 2% 1n 2005/06)

After deducting administrative expenses, operating profit for the year before impairment of tangible fixed assets rose
from £4 6 million to £17 7 milhion

For the second consecutive year, the value of the ageing BAe 146 fleet (which s currently being replaced with
Bombardier Q400 and Embraer 195 arcraft) was reviewed, and it was agreed that there would be a further
exceptional write down of these aircraft values of £10 9 mullion (2005/06 £6 4m)

Net 1nterest paid 1n the year on existing Flybe operations was £2 0 mullion (2005/6 £9 0m), leaving a profit before
tax, exceptional items and restructuring charges of £15 6 million, compared with a loss of £4 4 million in the
previous year

Profit of the existing Flybe operations for the year before tax and after exceptional charges and restructuring costs
was £4 7 million, compared to a loss of £12 3 nullion 1n the year ended 31 March 2006

This represents an extremely strong trading performance for the year
BA Connect acquisition and restructuring

BA Connect was a heavily loss making business which required the urgent application of significant re-organisation
and restructuring to ensure that the acquisition did not jeopardise the continued medium and long term profitability
of Flybe

By 31 March 2007, Flybe had committed itself to incurring significant restructuring costs on BA Connect, and these
are shown separately n the consolidated profit and loss account (at £19 0 millien), along with certain acquisition
costs (totalling £1 6 million) not included n the amount of total consideration paid for Connect

Flybe has taken responsibiality for the BA Connect defined benefit pension scheme which shows a hability of £3 3
mullion at 31 March 2007

The loss incurred by BA Connect mcluding its restructuring and acquisition costs totalled £(20 9) million
Group

The loss after tax for the year was £19 9 mullion, reflecting the substantial restructuring costs recorded in respect of
BA Connect The impact of the acquisition is also reflected in the sigmificant increase 1n tangible assets, cash at
bank, related debt and working caputal

Cash reserves

The airline industry 15 a competitive industry, where the strength of a business 1s dependent upen a number of
factors, ncluding its brand, its network, the efficiency of its fleet, the skills and commmitment of its staff and the level
of cash reserves held

Our cash reserves at the end of the year stood at £136 2 million, compared with £32 8 million at 31 March 2006, an
increase of £103 4 million The major component of this increase was as a result of the funding provided by British
Airways on the acquisiion of BA Connect Flybe generated net cash inflow from operatng activities of £30 4
million (2005/06 £31 0 million)
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4. Flybe — post BA Connect acquisition

The acquisition of BA Connect 1s an ambitious and sigmficant strategic step for Flybe and 1t 1s therefore important
that 1 present

o Strategic ratronale behind the acquisition
o The three phases to the acquisition and integration of Connect

o Phase | - negohation of the acquisition and funding the integration,
o Phase 2 - integratton plan for 2007/08, and
o Phase 3 - aircraft substitution in 2008/09 and 2009/10

o Phase 4 - our growth plan beyond the integration
Strategic rationale

By way of background, Flybe has completed 5 years of transition since re-launching tself as the first Low Cost
Regional Arrline During this pertod, Flybe has

grown turnover by 20% per annum to £367 mallion,

increased its passenger volume from 1 9 milhion 1 2001/02 to 5 ¢ million in 2006/07,

developed a nationally recognised brand,

grown its network from 41 to 125 routes,

committed to over $1 9 billion of firm arcraft orders (60 Bombardier Q400s and 16 Embraer 195s), all of
which will have been delivered by the end of 2009,

o developed a new, state of the art 700,000 hour mawntenance facility

OC O CO0

Throughout this transition, Flybe has demonstrated its ability to compete in the market by developing a leading edge
internet web site, mnovating n the development of ancillary revenues to industry leading unit profitability, and
selecting the most efficient and environmentally sensitive aircraft for the regional market It has also demonstrated
1ts capability to undertake these tasks in a progressive manner with clear financial benefits to the profitability of the
business

Of the total planned aircrafi fleet of 76, as at 31 March 2007, 43 aircraft were still to be delivered within the next
three years The majonty of these aircraft were earmarked for growth, and would have been deployed either in
developing new markets or taking share from existing carriers, both options carrying associated commercial risks
The airline was conscious that 1ts route network had become hased towards the leisure sector and had stated its
clear strategy to rebalance this with business services to European capital cities, which was a significant challenge
given the lack of availability of peak time awrport slot avallability The future profitable deployment of these
additional arcraft was probably the major challenge facing Flybe over the next few years

BA Connect had been handicapped m its development of ancillary revenues due to corporate constramts from the
BA master brand [t was operating a fleet of aircraft which were introduced under the franchise model, but which
were now very inefficient and uncompetitive in today’s highly price sensitive pomt to point market in which it
operated The combination of these factors prevented the airline from maximising its revenue potential and also
from drniving 1ts operating costs down to an acceptable level As a consequence, BA Connect was unable to chmb
from #ts history of deep financial losses, and found the situation worsening

However, BA Connect had access to a good number of the major European capital city awrports, had a significant
customer base of business travellers and a very professional workforce

Qur analysis of BA Connect tdentified that there was significant turnaround potential in 1ts operation by applying
the principles of the Flybe busmess model There were also very significant synergy benefits through cost reduction
n several key areas of operational, systems and overhead duplication between the two businesses Furthermore, the
substitution of the mefficient Connect awrcraft with the new Flybe aircraft still to be delivered, would enhance the
profitability of the enlarged operation significantly, whilst at the same time de-risking Flybe’s own plans for organic
growth
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Under these circumstances, the Board decided that the successful acquisition, integration and restructuring of BA
Connect would produce a much stronger and better balanced Flybe However, 1n order to ensure the success of the
acquisition, 1t was clear that the transition would need to be fully funded by BA and also there needed to be a simple
and clearly defined plan This plan 1s broken down into three distinct phases, with clear objectives for each
Phase ! - the key terms of the deal
[ have already set out the headline funding provided by Briish Awrways This fundng resulted from a clear
understanding between both parties at an early stage in the negotiation process that, in order for the acquisition to
proceed, British Airways would have to provide funding to cover the following 1ssues

o the FRS 17 deficit in the BA Connect defined benefit pension scheme as at 31 March 2006,

© restructuring costs (such as staff redundancy and property costs),

o protection against the risk to asset values of the Embraer 145 fleet, and

o compensation for the transition stage during which the mefficient Embraer 145 fleet would continue to
operate before being replaced by Bombardier Q400s

A further critical element of the deal negotiation was that all staff must be employed on one common set of terms
and conditions

Phase 2 - integration plan for 2007/08

We have a clear integration plan for 2007/08 for the enlarged airline, and the key elements can be summarised as
follows

o ntegrate all staff into one team with the overriding common objective of making Flybe the most successful
and profitable airlme in Europe, all staff being employed on one set of terms and conditions and operating

to one set of procedures,

o review and refine the Flybe product as required to meet the needs of the more business orientated market,
following the acquisition of Connect,

o secure significant cost savings, synergy benefits and additional revenues in 2007/08 by

o closing duplicate resource functions, eg Isle of Man base maintenance function, Manchester head
office and Birmingham operational centre,

o cessation of the heavily loss making Bristol route network,

o removal of other loss making routes and excess capacity We have removed over 14% of
combuned seat capacity when compared with the two operations prior to the merger,

o using our increased purchasing power to secure improved terms from our major supphers, and

o rolling out the Flybe distribution platform and ancillary revenue model across the former Connect
routes

o obtain certainty on the fleet replacement programme by securing firm delivery dates from Bombardier for
the additional Q400 aircraft, and disposing of the owned Embraer 145 and BAe 146 fleets

I am pleased to report we are making good progress in all areas of the mtegration plan
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Phase 3 - aircraft substitution m 2008/09 and 2009%/10

Based on firm orders and agreed delivery dates, by September 2009 we will have completed our awrcraft substitution
programme on the Connect fleet All 39 Connect aircraft in operation at the time of the acquisition will, by that
date, be out of service OQur planned operational fleet will then consist of 60 Bombardier Q400s and 16 Embraer
1955 The average fleet age will be less than three years, and we expect the fleet will be one of the most efficient
and environmentally sensitive in the world  We expect to improve our profitability on routes each time a 49 seat
Embraer 1435 jet 1s replaced by a 78 seat Bombardier Q400 turboprop

This will be the nght s1zed fleet for our low cost regional airline business model
Phase 4 - growth plan
Once the above three phases have been achieved or are nearing completion, the airline will then enter Phase 4, of the

growth plan | summanise below our current thoughts on this growth plan

o whilst no final route development plans for Phase 4 have been determined, Flybe has an additional five
Bombardier Q400 aircraft as confirmed orders over and above the awrcraft substitution plan These
additional aircraft will be deployed on route growth,

o 1 additron, Flybe has options for an additional 15 Bombardier Q400 and 12 Embraer 195 aircraft at agreed

prices This ensures that the airline has ample capacity for continued growth 1n the future, and 1s well
placed to take advantage of any opportunities as they may present themselves

5, Board and management

In April 2006, the Group Board was strengthened by the appointment of four experienced independent non-
executive directors This was in recognition of the fact that, as the busmess grows and with longer term exit
strategies being considered, the Board would benefit greatly from a strong independent non-executive director
representation Furthermore, various corporate governance requirements have been met by establishing independent
review Committees for Audit, Safety, Remuneration and Nominations

I am delighted to report that my fellow Chief Officers and I have benefited greatly from the new directors’ counsel
The independent non-executive directors are

o Semor independent non-executive director and Chairman of the Audit Comemuttee — Charlte Scott, currently
Chairman of William Hill plc and former independent director of the airport group, TBI

O Non-executive director and Chairman of the Remuneration Committee — David Longbottom, currently Pro-
Chancellor and Chawrman of the Board of Governors of London South Bank University, formerly a director
of DSG International plc

o Non-executive director and Chairman of the Safety Commuttee — Peter Smith, formerly CEO of Menzies
Avration Group following senior appointments m UK and foreign airlines,

o Non-executive director — Alan Smith, Chairman of Fisher Leisure Holdings Limited and Empire World
Trade Limited and formerly chief executive of groups such as B&Q, Boddingtons, Evans Halshaw and
Somerfield

In Apnl 2007, I announced further changes to the Group Board, and two additional appointments to the Operating
Board

o  Chnis Sunpson stood down as Chief Financial Officer and deputy Chief Executive Officer from the Group
Board Chns had indicated to the Board that 1t was his intention to step down once the BA Connect deal
had been completed and a new CFO had been found Chnis jomed Flybe four years ago, mtially to assist
us on a major project and soon aflerwards as CFO and Deputy CEO  He brought with him many years of
experience 1n the airhne industry and Flybe has benefited greatly from that raft of expenience [ wish Chris
and his famuly all the very best for the future
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o  After an external recruitment process, Andrew Knuckey, formerly Group Finance Director, was promoted
to Chief Financial Officer and to the Group and Operating Boards Andrew jomned us 1n 2005 after many
years with KPMG and, latterly, with Rok plc as Finance Director of that group’s largest division In
addition to working closely wath Chnis over the past two years 1n leading the finance team, Andrew also
played a key role in the successful completion of the BA Connect acquisition

o | am also delighted 1o announce that Mike Rutter, our Chief Commercial Officer, was appointed to the
Group Board Mike has been with the business for five years and, in that time, has played a leading role in
the growth and transformation of the Flybe brand and the resulting commercial benefits

Fmally, Simon Charles, our new Director of Human Resources, and Ian Johnson, Director of Information Systems
and Technology, were appointed to the Operating Board, and have already made a very positive contribution

6. Summary

In 2006/07, management and the whole Flybe team faced very considerable challenges in the acquisition of BA
Connect n a very short timescale, whilst continuing the successful growth tn Flybe The profit of £156 million
before taxation and exceptional charges for the existing business was the highest profit ever reported by Flybe, and
15 a remarkable achievement

As a result of the acquisition of BA Connect, Flybe 1s now a much stronger business with good cash reserves, a
more balanced network and a significantly reduced nisk profile

Flybe 1s now one of the largest regional airlines i Europe, employing over 3,000 staff, carrymmg 7 mullion
passengers this year and operating over 400 flights each weekday

The Board, the sentor management and all staff are dedicated to the successful integration of these two anlines and
to make Flybe the best regional airline 1n Europe

Jim French
Chairman 5 October 2007
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Directors’ report

The directors present thewr annual report and the audited financial statements for the year ended 31 March 2007
Principal activities

The principal activities of the group throughout the year were those of airline operator and the provision of awrcraft
technical support services The principal activity of the company was investment holding

Business review

The group results for the year are shown in the profit and loss account on page 12 of these financial statements

The information that fulfils all the requirements of the Enhanced Business Review, together with the information given
below, can be found on the Charman’s Statement on pages 1 to 6 which 1s incorporated in this report by reference

Dhrectors

The directors who held office during the year were as follows

J French {Chairman)

MIJH Chown {Deputy Charrman)

DM Brown

D Longbottom  (appointed 1 April 2006)
CT Scott (appomted 1 April 2006)
CE Simpson (resigned 4 April 2007)
A Smith (appointed 1 April 2006)
P Smith (appomnted 1 April 2006)
A Strong

The following directors were both appointed on 4 April 2007

RA Knuckey
MD Rutter

Dividends
The directors do not recommend the payment of a final dividend (2006 - £nil)
Employee share scheme

In 1997, the company's principal shareholder placed 8% of the equity of the company into the Walker Aviation
Employees’ Share Trust (‘the Employees’ Trust’) for the benefit of employees In June 2005 the principal
shareholder transferred shares from 1ts equity holding, equivalent to 2% of the equity of Flybe Group Limited, into
the Employees’ Trust

Also n June 20035, the company established an unapproved share scheme, the Flybe Employees’ Share Scheme (‘the
Scheme’) Under the Scheme, the trustees of the Scheme may from time to time nvite qualifying employees to
acquire beneficial interests m a given number of shares in the company held in the Employees’ trust so that, 1f the
employees remain employed by Flybe, there will be an opportunity to sell their shares 1f there 1s a flotation or trade
sale Qualfying employees include those who have been continuously employed for a mimmum of three years, and
more sentor or technically skilled employees who qualify by reason of their grade and a mmmum period of
cONtiNuUoUS Service

In June 2003, the trustees of the Employees’ Trust approved a scheme of distribution of interests in shares to
quahfying employees 982 employees were awarded interests in shares at that ime In November 2006, a further
distribution was approved by the Employees’ Trust and as a result 445 employees were awarded shares
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Directors’ report (continued)

Employees

It 1s the policy of the group to ensure that employees are aware of their individual roles and responsibilities and are
informed about the trading performance and progress of the group The group ensures that the disabled continue to
receive consideration for employment which 1s equal to that given to the able-bodied, taking account of thewr
paruicular abilities and job requurements  All possible efforts are made to mamtam continuity of employment for
existing employees who become disabled

Political and charitable contributions
The group made no pohitical or chantable contributions during the year (2006 mil)
Financial risk

The group 15 exposed to financial risks n respect of foreign exchange, nterest rates, iquidity and fuel price A
description of each risk, together with our policy for managing that risk 1s given below

Foreign exchange the group purchases awcraft, spare parts and fuel in US dollars To mitigate this nisk, the group
enters into a series of forward contracts in order to gain certamnty over a sigmficant proportion of its future dollar
payments

Interest rates the group has borrowings in order to finance the purchase of aircraft and engines To mitigate interest
rate risk the group enters into a senies of contracts to gain certainty over a significant proportion of its future interest
payments

Liquidity the group has adequate cash holdings to meet 1ts short term creditors as they fall due  The group also
arranges to borrow funds in order to finance purchases of arcraft and engines

Fuel prices the group purchases fuel on the open market from recognised fuel suppliers in order to operate 1ts fleet
of aircraft To mitigate fuel price nsk the group enters into forward contracts to gain certainty over a significant
proportion of its future short term fuel payments

Derivatives and other financial instruments

The group’s principal financial instruments, other than derivatives, comprise arcraft mortgages, finance leases, cash
and other short term deposits  The main purpose of these financial istruments 1s to provide finance for the group’s
operations The group also has various other financial instruments, such as trade debtors and trade creditors that
arise directly from its operations

Outstanding derivative transactions at the year end relate to foreign currency and aviation fuel hedging nstruments
The purpose of these 1s to manage the currency risks and fuel price arising from the group’s operations and sources
of finance The group’s treasury policy permuts the use of such instruments to manage these risks It 1s the group’s
policy that no trading 1n financial instruments shall be undertaken

As descnibed 1n note 35, the fair value of the group’s denvatives at 31 March 2007 was a hability of £3,126,000
(2006 £4,171,000 asset)
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Directors’ report (continued)

Auditors

Each of the persons who 15 a director at the date of approval of this report confirms that

(1) so far as the director 1s aware, there 15 no relevant audit information of which the company's auditors are
unaware, and

(2) the director has taken all the steps that he/she ought to have taken as a director in order to make himself/herself
aware of any relevant audif information and to establish that the company's auditors are aware of that information

This confirmation 1s given and should be interpreted in accordance with the provisions of s234ZA of the Compantes
Act 1985

KPMG LLP resigned as auditors on § May 2007 and the directors thereupon appointed Deloitte & Touche LLP to
fill the vacancy ansing In accordance with Section 384 of the Companies Act 1985, a resolution for the re-
appomtment of Deloitte & Touche LLP as auditors of the company 1s to be proposed at the forthcoming Annual
General Meeting

By order of the board
Jack Walker House
Exeter International Airport
RA Knuckey Exeter, Devon
Company Secretary EX5 2HL

5 October 2007
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Statement of directors’ responsibilities in respect of the Directors’ Report and the financial
statements

The directors are responsible for preparing the Directors’ Report and the financial statements 1n 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 group and parent company financial statements 1 accordance with United
Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law)
The financial statements are required by law to give a true and fair view of the state of affairs of the company and of
the group and of the profit or loss of the group for that period

In preparing these financial statements, the directors are required to
B select suitable accounting policies and then apply them consistently,
® make judgements and estimates that are reasonable and prudent,

® state whether applicable accounting standards have been followed, subject to any material departures disclosed
and explained n the financial statements,

B prepare the financial statements on the going concern basis unless 1t 1s inappropriate to presume that the group
and parent company will continue in business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the company and enable them to ensure that 1ts financial statements comply with the
Companies Act 1985 They are also responsible for safeguarding the assets of the group and hence for taking
reasonable steps for the prevention and detection of fraud and other rregulantes

10




Independent auditors’ report to the members of Flybe Group Limited

We have audited the group and parent company financial statements (the ‘*financial statements™’) of Flybe Group
Limited for the year ended 31 March 2007 which comprise the Consolidated Profit and Loss Account, the
Cansolidated Statement of Total Recogmsed Gains and Losses, the Consolidated and Company Balance Sheets, the
Consolidated Cash Flow Statement and the related notes 1 to 38 These financial statements have been prepared
under the accounting policies set out theretn

This report 15 made solely to the company’s members, as a body, I accordance with sectien 235 of the Companies
Act 1985 Our audit work has been undertaken so that we mught state to the company’s members those matters we
are required to state to them 1n an auditor’s report and for no other purpose To the fullest extent permitted by law,
we do not accept or assume responsibihty 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 responsibiities of directors and auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with
applicable law and Umted Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice) are set out in the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financtal statements i accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared 1n accordance with the Compames Act 1985 We also report to you whether in our opinton the information
given n the Directors’ Report 1s consistent with the financial statements

In addrtion we report to you 1f, in our opimion, the company has not kept proper accounting records, 1f we have not
recetved all the information and explanations we require for our audit, or if information specified by law regarding
directors’ remuneration and other transactions 1s not disclosed

We read the other information contasned in the Annual Report, and consider whether it ts consistent with the audited
financial statements We consider the implications for our report 1f we become aware of any apparent misstatements
or material winconsistencies with the financial statements Our responsibilities do not extend to any further
information outside the Annual Report, as described 1n the contents section

Basis of audit opinion

We conducted our audit in accordance with international Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes exanunation, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also includes an assessment of the significant estimates and judgments
made by the directors in the preparation of the financial statements, and of whether the accounting policies are
appropriate to the group’s and company’s circumstances, consistently applted and adequately disclosed

We planned and performed our audit so as to obtamn all the information and explanations which we constdered
necessary in order to provide us with suffictent evadence to give reasonable assurance that the financial statements
are free from matenal misstatement, whether caused by fraud or other uregulanty or error In forming our opinion
we also evaluated the overall adequacy of the presentation of information 1n the financial statements

Opinion
In our opinion

m the financial statements give a true and fair view, 1n accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of the group’s and the parent company’s affairs as at 31 March 2007 and of the
group’s loss for the year then ended,

m the financial statements have been properly prepared in accordance with the Companies Act 1985, and

a_ the information given 1 the Directors’ Report 15 consistent with the financial statements

—
£Vouchs (/7
eloitte & Touche LLP GI October 2007
Chartered Accountants and Registered Auditors

Bristol, Umited Kingdom

11




Consolidated profit and loss account
Jor the year ended 31 March 2007
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Existing Acquisition & Total Total
Flybe restructuring
2007 2007 2007 2006
Note £000 £000 £000 £000
Turnover - continuing operations ! 355,008 12,466 367,474 304,460
Cost of sales (299,887) (13,921) (313,808) (273,556)
)
Gross profit/(loss) 55,121 (1,455) 53,666 30,904
Adminmistrative expenses (48,373} (197) (48,570) (34,432}
Operating profit/(loss) before exceptional items 17,651 (50) 17,601 4,566
Exceptional items
Costs of preparing for a deferred IPO 3 - - - (1,660)
Costs assoctated with acquisition 3 - (1,602) (1,602) -
Impairment of tangible fixed assets 3 (10,963) - (10,903) (6,434)
Operating profit/(loss) — continuing operations 6,748 (1,652) 5,096 (3,528)
Restructuring charges 4 - (18,977) (18,977) -
Net surplus on exchange of landmng slots 2 - - - 257
Profit/(loss) on ordinary activities before interest 6,748 (20,629) (13,881) (3,271}
Interest receivable and similar income 7 930 121 1,051 1,080
Interest payable and similar charges 8 (2,942) (425} (3,367) (10,093)
Profit/(loss) on ordinary activiies before taxafion
and exceptional ems 15,639 (354) 15,285 (4,447)
Exceptional items
Costs of preparing for a deferred IPO 3 - - - {1,660)
Costs associated with acquisition 3 - (1,602) (1,602) -
Impairment of tangible fixed assets 3 (10,903) - (10.903) (6,434)
Restructuring charges 4 - (18,977} (18,977) -
Net surplus on exchange of landing slots 2 - - - 257
Profit/(loss) on ordinary activities before taxation 2 4,736 {20,933} (16,197) (12,284)
Tax (charge)/credit on profit/(loss) on ordinary
activities 9 (3,694) 4,348
Loss for the financial year 23 (19,891) (7,936)
Consolidated statement of total recognised gains and losses
JSor the year ended 31 March 2007
2007 2006
Note £000 £000
Loss for the financial year (19,891) (7,936)
Foreign currency translation differences - 589
Actuarial gainf{toss) recognised 1n the pension schemes 19 1,419 (74
Share based payments charge 20 173 -
Total recogmised gains and losses for the year (18,299 (7,421)
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Consolidated balance sheet
As ar 31 March 2007

Fixed assets
Negative goodwill

Tangible assets

Current assets

Stocks

Debtors

Cash at bank and in hand

Creditors amounts falling due within one year

Net current assets/(ltabilities) comprising.
Net current assets/(liabilities)
Debtors due after more than one year

Total assets less current habihities
Credutors: amounts falling due after more than one year

Provisions for habulities

Net habilities excluding pension habilitzes

Pension habilities
Total of defined benefit schemes with net liabihties

Net habilities including pension habilities

Capital and reserves
Called up share captal
Share premium account
Merger reserve

Profit and loss account

Shareholders’ deficit

French
Director

Note

10

11

i3
14

13

14

17

19

22
23
23
23

24

Flybe Group Limited
Annual report and consolidated financial statements

2007 2006

£000 £000 £000 £000
(42,092) -

180,790 97,583

138,698 97,583

7,020 4,656
106,750 57,350
136,212 32,770
243,982 94,776
(200,278) (127,124)
28,119 (42,192)
15,585 9,844

43,704 (32,348)

182,402 65,235
{153,516) (69,126)
(50,531) (8,504)
(21,645) (12,395)
(3,336) (982)
(24,981) (13,377

n 18

992 992

6,691 -
(32,686) (14,387)
(24,981 (13,37N

These Ainancgal statements were approved by the board gf directors on 5 October 2007 and were signed on 1ts behalf

RA Knuckey

Director
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Company balance sheet
As at 31 March 2007

Fixed assets
[nvestments

Current assets

Debtors
Cash at bank and 1n hand

Creditors: amounts falling due within one year
Net current liabilitzes
Net assets

Capital and reserves
Called up share capatal
Share premium account
Merger reserve

Profit and loss account

Shareholders’ funds

Note

12

14

15

22
23

23

24

2007
£000 £000
33,191
39
3,953
3,992
(25,048)
(21,056)
12,135
22
992
6,691
4,430
12,135

Flybe Group Limited
Annual report and consolidated financial statements

£000

4,240

4,240
(22,529)

2006

£000

23,557

(18,289)

5,268

18
992

4,258

5,268

These financial statements were appreved by the board of directors on 5 October 2007 and were signed on 1ts behalf

by

J French
Director

RA Knuckey
Director
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Consolidated cash flow statement
for the year ended 31 March 2007

Cash inflow from operating activities

Returns on mvestments and servicing of finance
Taxation

Capital expenditure

Acquisitions

Cash inflow before financing
Financing

Increase/(decrease) in cash in the year

Note

27
28
29

30
3!

32

33

Flybe Group Limited
Annual report and consohdated financial statements

2007 2006
£000 £000
30,417 31,002
(5,368) (6,310
. 218
(41,255) (5,569)
93,580 -
77,374 19,341
26,141 (23,270)
103,515 (3,929)
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Notes
(fornung part of the financial statements)
1 Accounting pohicies

The following accountimg policies have been applied consistently throughout the current and preceding years n
dealing with items which are considered material in relation to the group’s financial statements, except as noted
below

In these financial statements the following new standard has been adopted for the first tune
e  FRS 20 ‘Share based payments’

The accounting policy under this new standard 15 set out n this note  An indrcation of the effect of its adoption 1s
set out n note 20 to these accounts

Basis of preparation

The financial statements have been prepared in accordance with applicable accounting standards, and n accordance
with the historical cost accounting convention

The company has taken advantage of the exemption conferred by FRS8 ‘Related party disclosures” not to disclose
transactions with its wholly owned subsidiaries

In accordance with section 230(4) of the Companies Act 1985, Flybe Group Limited 1s exempt from the requirement
to present its own profit and loss account The parent company made a loss for the year of £1,000 (2006 £nil)

Basis of consolidation
The group accounts consolidate the accounts of Flybe Group Limited and all its subsidiary undertakings

Unless otherwise stated, the acquisition method of accounting has been adopted Under this method, the results of
subsidhary undertakings acquired or disposed of 1n the year are included 1n the consolidated profit and loss account
from the date of acquisition or up to the date of disposal

Negative goodwill

Negative goodwill ansing on consolidation in respect of acquisitions, representing any excess of the fair value of the
identifiable assets and liabilities acquired over the consideration given, 15 included within fixed assets and released
to the profit and loss account in the periods over which the assets associated with the negative goodwill are utihsed
1n the business, currently estimated to be three years

Investmenis

In the Company’s financial statements, mvestments in subsidiary undertakings, associates and joint ventures are
stated at cost less proviston for impairment
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Notes (continued)
1 Accounting policies (continued)
Tangible fixed assets and depreciation

Depreciation 1s provided by the group to write off the cost less the estimated residual value of tangible fixed assets
by equal mstalments over their estumated useful economic hves as follows

Freehold land - nl

Freehold and short leasehold buildings - 10% per annum/lease term
Plant and equipment - 10% - 50% per annum
Motor vehicles - 20% - 25% per annum
Aircraft - 7% - 20% per annum
Rotable aircraft parts

(included within aircraft caption) - 10% - 15% per annum

Estimated residual values are set at the acquisition of the asset and are reviewed annually, with reference to external
valuations, to ensure that they are achievable If estimated residual values are found to have diminished then this
change 1s allowed for 1n the depreciation charged over the remaming useful economic life of the asset

An element of the cost of new aircrafl 1s attributed on acquisition to prepaid maintenance of its engines and arrframe
and 15 amortised over a period ranging from one to five years from the date of purchase Subsequent costs incurred
which provide enhancement to future periods such as long-term scheduled mamtenance and major overhauls of
aircraft are capitalised and amortised over the length of the period benefiting from those enhancements All other
costs relating to maintenance are charged to the profit and loss account as incurred

Interest costs wncurred on borrowings that specifically fund progress payments on assets under construction,
principally aircraft, are capitahsed up to the date of completion and inctuded as part of the asset

Impairment

At gach balance sheet date, the group reviews the carrymg amounts of its tangible fixed assets to determine whether
there 1s any indication that those assets have suffered an impairment loss If any such indication exasts, the
recoverable amount of the asset 15 estimated 1n order to determine the extent of the unpairment loss (if any)

Recoverable amount is the higher of fair value less costs to sell and value in use In assessing value 1n use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset for which the estimates of future
cash flows have not been adjusted

[f the recoverable amount of an asset 15 estimated to be less that its carrying amount, the carrying amount of the
asset 1s reduced to 1ts recoverable amount An impairment loss s recognised as an expense immediately

Foreign currenctes

Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of the transaction or, 1f
hedged, at the rate of exchange under the related forward currency contract Monetary assets and liabilities
denominated 1n foreign currencies which are not hedged, are translated using the rate of exchange ruling at the
balance sheet date and the gams or losses on translation are mcluded n the profit and loss account

Leases

Where the group enters into a lease which entails taking substantially all the nsks and rewards of ownership of an
asset, the lease 1s treated as a ‘finance lease’ The asset 1s recorded in the balance sheet as a tangible fixed asset and
1s depreciated over its estimated uscful hife or the term of the lease, whichever 1s shorter Future instalments under
such leases, net of finance charges, are included within creditors Rentals payable are apportioned between the
finance element, which is charged to the profit and loss account, and the capital element which reduces the
outstanding obhigation for future instalments

All other leases are accounted for as ‘operating leases’ and the rental charges are charged to the profit and loss
account on a straight-lne basis over the hfe of the lease

17




Flybe Group Limited
Annual report and consoldated financial statements

Notes (continued)

1 Accounting policies (continued)

Stocks

Stocks are stated at the lower of cost or net realisable value as follows
Arrcraft rotables

These comprise aircraft parts that have a renewable time/usage life, which upon expiry are required by the Civil
Aviation Authonty to be serviced by approved engineers Such parts are stated at the lower of cost or net realisable
value

Arrcrafi consumables

These comprise aircraft parts having a non-renewable Iife  These are valued at the lower of cost or net realisable
value for each separately 1dentified batch purchased

Work in progress

Engine overhaul and maimntenance work in progress valuation 1s based upon direct cost together with attnibutable
overheads and profit 15 based on the stage of completion of the contract Materials 1ssued from stores are valued as
detailed above Other direct materials are valued at actual cost Labour and attnibutable overhead rates are based
upon normal levels of activity

Leased aircraft maintenance cosis

Provision 1s made for costs of overhaul and major checks on aircraft held under operating leases on the basis of
hours flown or cycles and sectors operated during the year and 1s designed to provide for the likely cost of bringing
all life hmited parts on awrcraft back to the condition existing when the aircraft was leased Hand back conditions on
certain operating leases are projected to the end of the underlying lease period, and the financial impact recogmised
over the term of the operating lease

These previsions are a consequence of awrcraft rectification obligations placed on the Group by the operating lease
agreements

Taxation

Current UK corporation tax 1s provided at amounts expected to be paid (or recovered) using tax rates and laws that
have been enacted or substantively enacted by the balance sheet date

Deferred tax 1s recognised without discounting, in respect of all tming differences between the treatment of certain
items for taxation and accounting purposes which have arisen but not reversed by the balance sheet date, except as
otherwise required by FRS 19 ‘Deferred tax’

A net deferred tax asset is regarded as recoverable and therefore recognised only to the extent that, on the basis of all
available evidence, it can be regarded as more likely than not that there will be suitable taxable profits from which
the future reversal of underlying timing differences can be deducted
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Notes (continued)

1 Accounting polictes (continued)

Turnover
Tumnover (excluding value added tax and 1ts overseas equivalent) comprises
Airline operations

Scheduled and charter passenger ticket sales, net of passenger taxes and discounts, are recorded in a ‘forward sales’
account and are ncluded i creditors, within deferred mcome, untl recogmsed as revenue when transportation
occurs Unused tickets are recogmised as revenue when the nght to travel expires and the group’s obligation to
refund ceases, which 1s determined by the terms and conditions of these tickets

Ancillary revenues (comprismg principally baggage carriage, advanced seat assignment, comrmissions, change fees
and credit card fees) are recognised as revenue on the date the right to recerve consideration occurs

Cargo revenues are recognised n the period when the services are provided
Technical support services

These represent the amounts derived from the provision of goods and services to customers during the year,
mcluding aircraft maintenance, overhauls and the associated rotable and consumable parts

The amount of profit attributable to the stage of completion of an engine and mainienance overhaul contract 15
recognised when the outcome of the contract can be foreseen with reasonable certainty Turnover for such contracts
1s stated at the cost appropniate to their stage of completion plus attributable profits, less amounts recogmised 1n
previous years Provision 1s made for any losses as soon as they are foreseen

Share based payments

The group has applied the requirements of FRS 20 ‘Share-based payments’  The fair value of shares 1ssued for the
benefit of employees and held 1n the Employees’ Trust 1s expensed to the Profit and Loss Account evenly over the
vesting period 1e between the grant date and the expected date of full transfer to the employee Fair value 15
determned at the grant date and takes into account the estimate of shares that will eventually vest and other factors
such as non-transferability, exercise restrictions and behavioural considerations

Exceptional items

Exceptional items are matenal items which derive from events or transactions that fall within the ordinary activities
of the Group and which individually or, if of a similar type, 1n aggregate, need to be disclosed by virtue of their size
or incidence if the financial statements are to give a true and farr view Items which relate to ongoing operations are
recorded within the operating result for the year Those items which relate to a fundamental restructuring of the
business are recorded as a separate item after operating profit

Cash and liquid resources

Cash, for the purpose of the cash flow statement, compnses cash in hand and deposits repayable on demand, less
overdrafts payable on demand

Ligutd resources are current asset investments which are disposable without curtailing or disrupting the business and
are erther readily convertible into known amounts of cash at or close to their carrying values or traded n an active
market
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Notes (continued)

1 Accounting policies (continued)
Post retirement benefits

The group operates four defined contnbution pension schemes The assets of the schemes are held separately from
those of the group in independently admimistered funds The amount charged to the profit and loss account
represents the contributions payable to the schemes in respect of the accounting pertod

The group operates two defined benefit schemes Amounts charged to operating profit are the current service costs
and gans and losses on settlements and curtailments, these are included as part of staff costs Past service costs are
recognised immediately in the profit and loss account 1f the benefits have vested If the benefits have not vested
immediately, the costs are recogmsed over the period until vesting occurs The interest cost and the expected return
on assets are shown as a net amount of other finance costs or credits adjacent to interest Actuanal gans and losses
are recognised immediately 1n the statement of total recogmised gains and losses

Defined benefit schemes are funded, with the assets of the scheme held separately from those of the group, i
separate trustee administered funds Pension scheme assets are measured at farr value and habilities are measured
on an actuanal basis using the projected unit method and discounted at a rate equivalent to the current rate of return
on a high quality corporate bond of equivalent currency and term to the scheme lhabilities The actuanal valuations
are obtamed at least trienmally and are updated at each balance sheet date The resulting defined benefit asset or
liabulity, net of the related deferred tax, 1s presented separately after other net assets on the face of the balance sheet

Segmental analysis

The segmental analysis by activity and geographical market, as required by Statement of Standard Accounting
Practice No 25, has not been disclosed as in the opinion of the directors it would be sericusly prejudicial to the
interests of the group

Gavernment granis

Government grants related to tangible fixed assets are treated as deferred mcome and released to the profit and loss
account over the expected useful lives of the assets concerned
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Notes (continued)

2 Profit/(loss) on ordinary activities before taxation

2007 2006
£000 £000
Profit/floss) on ardinary activities before taxation is stated after
charging/(crediting}*
Depreciation of tangible fixed assets
Owned 6,890 7,086
Leased 4,695 3,962
Impairment recogmised n respect of seven owned arrcraft 10,903 6,434
(Profit)/loss on the disposal of fixed assets (66) 511
Amortisation of negative goodwill — existing Flybe business (463) -
Amortisation of negative goodwill — acquired business (1,542) -
Operating leases
- Land and buildings 2,353 2,229
- Plant and machmery 126 92
- Arrcraft 25,409 16,053
Exchange losses 516 641
Contribution towards marketing cost recetved from arcraft manufacturer - (1,000}
Professional fees incurred in preparing for an PO (these costs include fees to
the previous auditors of £270,000) - 1,660
Net surplus on the exchange of landng slots - 251
Auditors’ remuneration
2007 2006
£000 £000
Fees payable to the company’s auditors and their associates for the audit of the
company’s annual accounts 5 5
Audtt of financial statemenits of subsidiartes pursuant to legaslation 145 105
Total audit fees 150 110
Amounts receivable by auditors and their associates mn respect of
Tax services 120 89
Recruitment and remuneration services 10 10
Alll other services 647 270
Total non-audit fees 777 369

Fees relating to 2006 and 2007 fees for recnutment and remuneration services above were amounts payable to the
previous auditors, KPMG LLP, up to their resignation on 8 May 2007 All other 2007 fees relate to amounts
payable to Deloitte and Touche LLP

Other services relate to advice given regarding the acquisition of British Regional Airlines Group Limited (2006
fees charged 1n respect of a deferred IPO)
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Notes (contmued)

3 Exceptional items within operating profit
2007
£000
Group
Impairment of arrcraft 10,963
Costs associated with acquisition 1,602
Costs of prepanng for a deferred 1PO -
Tax credit on above adjustments 3,271)
Net charge for the year 9,234

2006
£000
6,434

1,660
(2,068)

6,026

Durning the year to 31 March 2007, an impairment of £10,903,000 (2006 £6,434,000) was recogmsed agamst the
carrying value of seven owned aircraft due to be taken out of service within the next two years This impairment has
primanty resulted from the significant increase in fuel prices experienced, which n turn has led to a reduction in the
recoverable amounts achtevable on the open market on these fuel-inefficient aircraft at their expected out of service

dates

Also during the year to 31 March 2007, costs of £1,602,000 (2006 £nil) were mcurred which related to the

acquisition of BA Connect and were not capitalised.

Dunng 2006, £1,660,000 of professional services and advisory fees were incurred relating to preparation for an IPO

which was deferred

There was a tax credit of £3,271,000 (2006 £2,068,000) ansing on the above adjustments, leaving the net cost of

exceptional items 1n the year at £9,234,000 (2006 £6,026,000)

4 Restructurtng charges
Staff Onerous Property Other
costs leases costs
£000 £000 £000 £000
Group
Acquired operations
Redundancy and similar costs 7,649 - - -
Vacant property provision - - 2,031 -
Onerous traimng contract - 1,734 - -
Aircraft leases exceeding operational
requirements - 5,987 - -
Other - - - 450
Med:a costs associated with restructuring - - - 1,126
Tax credit on above adjustments - - - -
Net charge for group for the year 7,649 7,721 2,031 1,576

Total

£000

7,649
2,031
1,734

5,987

450
1,126

18,977
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Notes (continued)

4

Restructuring charges (continued)

During the year to 31 March 2007, the following restructuring charges were mcurred as part of a fundamental
reorgamsation of the business following the acquisition of BA Connect on 5 March 2007

Redundancy, payment i lieu and similar costs of £7,649,000 were provided in respect of engineers, ground
services, cabin crew, flight deck and administrative staff at several sites across the UK

Property related costs of £2,031,000 were included in respect of providing for future rentals and
dilapidattons expenses for hangars and administrative buildings at various UK sites which have been
vacated, or will be vacated, following the reorganisation These costs represent management’s current
expectations of the discounted future costs required to exit property lease obligations taken on as part of the
acquisttion

Management's expectations of future costs in respect of a pilot training contract with a third party, beyond
operational needs of the business 1s £1,734,000 after discounting

As part of the reorganisation, a number of leased aircraft will be withdrawn from service prior to the end of
thewr current operating lease These aiwrcraft will be replaced by new aircraft currently on order which the
management consider to more appropriate to the business operating model These discounted future costs
total £5,987,000

Other costs associated with restructuring of £450,000 include replacing uniforms, costs for re-livery of
acquired arrcraft and other charges in admumistering the restructure

Media costs, national and regional press advertising, outdoor billboards and digital media are £1,126,000
These represent necessary media costs assoctated with communication with customers, staff and the public
during the restructuring phase

There were no such costs in the year 2005/06

5 Remuneration of directors
2007 2006
£000 £000
Directors’ emoluments 1,472 909
Company contributions to personal pension schemes 49 55

The aggregate emoluments of the highest paid director were £572,000 (2006 £315,000) and company pension
contnbutions of £32,000 (2006 £32,000) were made to a personal pension scheme on his behalf

In 2007 pension contributions for two (2006 four) directors were made to defined contribution personal pension
schemes on their behalf
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Notes (continued)

6 Staff numbers and costs

The average number of persons employed by the group (including directors) during the year, analysed by category,
was as follows

Number of employees

2007 2006
Technical support services 6L6 530
Administration 475 447
Flight and matntenance 840 712
1,931 1,689

The group’s aggregate payroll costs (excluding redundancy restructuring charges) n respect of those persons were
as follows

2007 2006

£000 £000

Wages and salaries 52,379 44,252
Socral secunty costs 5,409 4,737
Other pension costs (see note 19) 2,594 2,151
60,382 51,140

In addition to the above, actuanal gains of £1,419,000 (2006 £74,000 losses) were recognised n the Consolidated
Statement of Total Recognised Gans and Losses in respect of defined benefit pension schemes

The company has no employees in erther financial year

7 Interest recervable and similar income
2007 2006
£000 £000
Bank interest 1,081 1,080
8 Interest payable and similar charges
2007 2006
£000 £000
On bank loans and overdrafts 6,383 5,778
Less wnterest capitalised (1,295) (103)
Finance charges on shares classified as labilities - 1
Finance charges payable in respect of finance leases 1,425 1,714
(Gains)/losses arising on retranslation of loans and deposits used to fund
aircraft purchases (3,052) 2,670
Interest en pension scheme lhiabilities 94) 33
3,367 10,093
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Notes (continued)
9 Taxation

Analysis of credit in year

UK corporation tax
Current tax on income for the year

Deferred tax (see note 21)

Reversal of tming differences
Adjustment (n respect of prior years

Tax charge/(credit} on profit on ordinary activities

Flybe Group Limited

Annual report and consolidated financial statements

2007
£600

4,590
(896)

3,694

There 1s no corporation tax charge due to the availability of losses brought forward

Factors affecting the tax charge/( credit) for the year

2006
£000

(3,699)
(649)

(4,348)

The current tax charge for the year 1s lower (2006 fower) than the standard rate of corporation tax in the UK of 30%

(2006 30%) The differences are explaied below

Current tax reconciliation
Loss on ordinary activities before tax

Current tax at 30% (2006 30%)

Effects of*

Expenses not deductible for tax purposes

Capatal allowances (in excess of depreciation)/ disclaimed
Amortisation of non deductible goodwill

Unrelieved tax losses

Group rehef

Ongination and reversal of timing differences

Total current tax charge/(credit) (see above)

2007
£000

(16,197)

{4,859)

5,400

(2,919)
(601)

3,366

(387)

2006
£000

(12,284)

(3,685)

706
3,807

(720-)
(108)
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Notes (continued)

10 Intangible fixed assets

Note Negative goodwill
Group £000
Cost
At beginning of year -
Additions 18 44,097
At end of year 44,097
Amortisation
At beginning of year -
Release in pertod 2,005
At end of year 2,005

Net book value
At 31 March 2007 42,092

At 31 March 2006

Negative goodwill anses on the acquisition of British Regional Air Lines Group Limited and its subsidiary
companies (together BA Connect) on 5 March 2007 as the fair value of the net assets acquired was in excess of the
consideration provided The negative goodwill reftects the additional funds provided to BA Connect by British
Airways plc prtor to the acquisition to finance the cost of operating the acquired aircraft fleet over and above the
realistic commercial return of those aircraft  Accordingly, negative goodwill 1s being released to the profit and loss
account over the 3 year period ending 31 March 2010, being the period over which those aircraft are expected to be
uttlised before bewng replaced The release to the profit and loss account 1s on a reducing balance basis which 1s
consistent with the pattern of arcraft usage
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Notes (continued)

11 Tangible fixed assets
Freehold Short Plant, Aircraft Total
land and leasehold equipment
buildings bwildings and motor
vehicles
£000 £000 £000 £000 £000
Group
Cost
At beginning of year 360 2,900 11,157 142,530 156,947
Acquired on acquisition 1,936 36 622 61,781 64,375
Additions - 3,358 3,070 36,273 42,701
Disposals 0)] - (56) (2,896) (2,953)
Transfers 21 56 (180) - (145)
At end of year 2,274 6,350 14,613 237,688 260,925
Depreciation
At beginning of year 196 1,545 6,181 51,442 59,364
Charge for year 28 347 1,665 9,545 11,585
Impairment - - - 10,903 10,903
On disposals (0 - (25) (1,547) (1,573)
Transfers 9 (36) (99) - (144)
At end of year 214 1,856 7,722 70,343 80,135
Net book value
At 31 March 2007 2,060 4,494 6,891 167,345 180,790
At 31 March 2006 164 1,355 4,976 91,088 97,583

Included n the total net book value of aircraft 1s £26,827.000 (2006 £12,563,000) n respect of assets held under
finance leases Depreciation for the year on these assets was £4,695,000 (2006 £3,962,000) Included n the total
cost of aircraft 1s £1,042,000 1n respect of capitalised interest, of which £1,295,000 was capitalised 1n the year.
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Notes (continued)

12 Fixed asset investments

Company

Cost and net book value
At beginming of year
Additions

At end of year

Subsidiary undertakings (all wholly owned)

Flybe Limited

ISCAVIA Limted
Walker Aviation Leasing (UK) Limited
British Regional Air Lines Group Eaimited

Bnitish Regional Airlines Linuted

Flybe Leasing Limited

BA Connect (IOM) Limited

Jersey European Airways Limited

JEA Engineering (UK) Limited

Guide Leasing Limited

Westcountry Aircraft Servicing Lumited
Deutsche European Limited

BEA com Limited

British European Air Limited

Bntish European Limited

Insh Evropean Limited

Flybe Group Limited
Annual report and consolidated financial statements

.

Shares 1n group

undertakings
£000
23,557
9,634
33,191
Principal Country of Class of share
activities incorporation capital held
Airline Ordinary
operator/aircraft Great Britain and
technical support preference
Light aircraft Great Bntain Ordinary
maintenance
Aircraft leasing Great Britain Ordinary
Investment
holding Great Britain Ordinary
Aircraft leasing Great Britain Ordinary
Ordinary
and
Airhne operator Great Britain preference
Aurline operator Isle of Man Ordinary
Dormant Jersey Ordnary
Dormant Great Britain Ordinary
Dormant Great Britain Ordmnary
Dormant Great Bnitain Ordinary
Dormant Great Britain Ordinary
Dormant Great Britain Ordinary
Dormant Great Britain Ordinary
Dormant Great Britain Ordnary
Dormant Great Britain Ordinary
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Notes (continued)

12 Fixed asset mvestments (continued)

Subsidiary undertakings (all wholly owned)

Prinaipal Country of  Class of share

activities incorporation capital held
British European Airlines Limited Dormant Great Britain Ordinary
British European com Limited Domant Great Britain Ordinary
Flybe com Limited Dormant Great Britain Ordinary
Jersey European Airways (UK) Limited Dormant Great Britain Ordinary
Flybe Holdings Limited Dormant Great Britain Ordinary
Walker Aviation Limited Dormant Great Britain Ordinary

All of the above subsidiary undertakings are included 1n the consohdated accounts

13 Stocks
2007 2006
£000 £000
Group
Work 1n progress 789 419
Goods for resale 938 389
Aurcraft rotables 23 331
Aiarcraft consumables 5270 3,517
7,020 4,656

Certain 2006 comparatives have been restated to agree with the 2007 classificatton  Work in progress of £1,256,000
which was recorded in stock mn 2006 has been 1dentified as amounts recoverable on contracts within debtors

14 Debtors
2007 2006
£000 £000 £000 £000

Group — due within one year
Trade debtors 41,369 15,254
Amounts recoverable on contracts 2,362 1,256
Other taxation and social security 1,443 5,487
Corporation tax 2 3
Aircraft deposits 23,419 15,100
Other debtors 6,034 5.014
Prepayments and accrued income 10,536 5,392

85,165 47,506
Group — due after more than one year
Aarcraft deposits 2,310 2,202
Other debtors 409 471
Prepayments and accrued income 12,866 7,171

15,585 9,844
Total group debtors 100,750 57,350
Company
Amounts owed by group undertakings 39 4,240




Notes (continued)

15 Creditors: amounts falling due within one year
2007
£000

Preference shares classified as habilities (see
note 22) 22,490
Bank loans and overdrafts 23,834
Obhgations under finance leases (see note 16) 11,853
Trade creditors 25,131
Amounts owed to group undertakings -
Other creditors including taxation and social
security
Other taxation and social security 12,857
Corporation tax -
Other creditors 769
Accruals 38,200
Deferred income 60,144
200,278

Bank loans are secured on the assets to which they relate
overdraft of £ml (2006 £74,000) 1s secured by way of a Composite Accounting Agreement and 1s guaranteed by

other companies within the group

Group
2006

£000

22,490
11,145

4,124
10,680

10,208

1421
21,450
45,606

127,124

Flybe Group Limited
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2007

£000

25,048

Company
2006

£000

22,490

13

10
16

22,529

For further details of these loans see note 16 The
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16 Creditors: amounts falling due after more than one year
Group

2007 2006

£000 £000

Secured bank loans 122,135 58,467
Obligations under finance leases 23,677 7.129
Deferred income 7,704 3,530
153,516 69,126

Flybe Group Limited
Annual report and consolidated financial statements

2007
£000

Company
2006
£000

The bank loans are repayable by instalments with £50,831,000 (2006 £36,322,000) fallng due after five years
Rates of fixed and variable interest charged on bank loans vary between 3 98% (2006 3 98%) and 8 36% (2006
8 36%) The bank loans are secured on the assets to which they relate

The matnty of shares classified as habihities falls due within one year from the balance sheet date

The maturity of bank loans 1s as follows

In one year or less, or on demand
Between one and two years
Between two to five years

In five years or more

The maturity of obhgatiens under finance leases 1s as follows

Within one year
In the second to fifth years

The oblipations under finance leases are secured on the assets to which they relate

2007
£000

28,834
16,835
54,470
50,830

150,969

—_—

2007
£000

11,853
23,677

35,530

2006
£000

11,145
11,914
10,231
36,322

69,612

2006
£000

4,124
7,129

11,253
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17 Provisions for habilities
Staff Onerous Other Leased Property Deferred Total
cOosts leases aircraft costs tax
maintenance
costs
£000 £000 £000 £000 £000 £000 £000
Group
At begmning of year 459 - - 3,941 - 4,104 8,504
Arising on acquisition - 10,502 - 7,413 570 1,874 20,359
Charge for the year in
the profit and loss
account 7,649 7,721 1,576 9,517 2,031 3,694 32,188
Utilised during year (459) - (1,126) (8,935) - - (10,520)
At end of year 7,649 18,223 450 11,936 2,601 9,672 50,531

Provisions for staff and other costs will be substantially utilised by September 2007

Onerous leases and property costs provisions will be substantially utihsed within 2 years, however, the final element
of the onerous [ease provisions will not be utilised until 2013

Provisions are made in respect of contractual obligations to maintain aircraft under operating lease contracts The
amount and timing of the maintenance costs are dependent on future usage of the relevant aircraft

For details of the deferred tax provisions see note 21
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18 Acquisition

Flybe Group Limited
Annual report and consol:dated financial statements

On 5 March 2007 the company acquired all of the ordinary shares of British Regional Airlines Group Limited The
resulting negative goodwill of £44,097,000 was capitalised As the negative goodwill reflects the additional funds
provided by British Awrways plc prior to the acquisition to finance the cost of operating the acquired awcraft fleet
over and above the realistic commercial return of those aiwrcraft, it 1s being released to the profit and loss account
over the 3 year period ended 31 March 2010, being the pertod over which those aircraft will be utilised The release
to the profit and loss account 1s on a reducing balance basis whach 1s consistent with the pattern of aircraft usage

Fixed assets
Tangible

Current assets
Stock

Debtors

Cash

Total assets

Liabihittes
Creditors

Debt

Provisions
Pension hality

Total habilhities

Net assets

Negative goodwill

Purchase consideration

Shares 1ssued mn consideration
Costs of acquisition

Purchase consideration and costs of acquisition

Fair value adjustments have been made in respect of

Bock Fair value
value adjustments
£000 £000
64,375 -
1,180 -
32,492 (1,336)
96,520 -
194,567 (1,336)
41,797 (14,298)
86,642 -
7,519 11,072
- 5,000
135,958 1,774
58,609 (3,110)

Accounting
policy
alignment
£000

Fair value

£000
64,375
1,180

31,156
96,520

193,231

27,499
86,642
20,359

5,000

1,768

139,500

(1,768)

e Reassessment of the recoverability of sundry debtor balances including VAT of £1,336,000,

53,731

(44,097)

9,634

¢ Release of deferred income from marketing contributions where no benefit accrues to Flybe, £11,435,000,

and release of various aceruals no longer required £2,863,000,

s  Provision for onerous property leases, £570,000, and onerous aircraft leases where rentals are above market

rate, £10,502,000, and

+ Increase n pension hability to reflect latest assumptions, £5,000,000

The accounting policy alignment adjustment brings the treatment of maintenance costs on leased aircraft into line

with Flybe Group Limited’s accounting policy
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18  Acquisition (continued)

The acquired undertaking made a loss of £45 9m from the beginming of its financial year to the date of acquisition
In 1ts previous financial year the loss was £108 9m which included impairments of £74m previously recognised on
the arrcraft within tangible fixed assets above

On 25 March 2007, the trade and certain assets and habihities from one of the acquired companies, BA Connect
Limited, were hived across into Flybe Limited As a result, the trading performance of BA Connect Limited has
been included within acquired results from the date of acquisition, 5 March 2007, to 24 March 2007 and within
continuing results from 25 to 31 March 2007 Management estumate that the loss for the post hive-up period before
negative goodwill release 1s in the region of £0 6m Negative goodwill of £463,000 was released during this period

Part of the consideration was 1 the form of shares 1ssued (see note 22)

19 Pension habilities
The company operated two defined benefit pension schemes during the year
Flybe Scheme

This defined benefits scheme was closed in 1993 and was bought-out during the year ended 31 March 2007 Prior
to buy-out, there was a hability relating to the equalisation of pensions contributtons and benefits between men and
women which was quantified and provided for There were no current service costs  As there were no assets in the
scheme, no disclosure of assets has been made Gilt rather than bond discount assumptions have been adopted as 1t
15 considered that these lead to the best estimate of future cash flows 1n settling the liabilities, te a buy—out cost

No contributions were prepaid ot payable to the fund at year-end (5 March 2006 £n:il)

The following assumptions have been adopted in determming the pension Liability

Year ended 31 March 2007 2006 2005
Discount rate nfa 375% 3175%
Inflation a/a 275% 275%
Pension increases 1in payment n/a 3% 3%
2007 2006
£000 £000
Total of defined benefit schemes with net liabilities - (982)
Assets - -
Net hability - (982)
Movements in the pension hability during the year:
2007 2006
£000 £000
Liability at beginning of year (982) (875)
Interest on liabilities charged to other finance costs - (33)
Settlement 820 -
Gains on settlement 162 -
Actuanial losses recognised 1n the Consohdated Statement of Total Recognised Gains - (79
Liability at end of year - (982)
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19 Pension habihities (continued)

Analysis of other penston costs charged 1n arriving at operating loss:

2007 2006
£000 £000
Gains on settlement 162 -

The history of experience gains/ (losses) recogmised 1n the Consolidated Statement of Total Recognised Gains
and Losses:

Year ended 31 March 2007 2006 2005 2004

£000 £000 £000 £000
(Loss)/gain due to changes i assumptions taken to reserves - (74} 17 (25)
Effect as a percentage of total hability value at year end n/a (7 5%) (1 9%)}) (2 8%)

British Regional Air Lines Group Pension Scheme
Composition of the scheme
This scheme was acquired on 5 March 2007 following the acquisition of British Regional Air Lines Group Limited

A formal actuanal valuation was carried out as at 1 Aprit 2005 The results of this have been updated on an FRS 17
‘Retirement Benefits” basis at 5 March 2007 (acquisition date) and 31 March 2007 by an independent qualified
actuary The service costs have been calculated using the Projected Unit method

Contributions of £367,000 were payable to the fund at year-end (5 March 2007 £375,000)
The following assumptions have been adopted in determming the pension hability
31 March 5 March

2007 2007
Discount rate 5.2% 52%
Expected return on scheme assets at start of period 6.6% 6 6%
Rate of increase in salaries 4.5% 4 5%
Rate of increase in pensions in payment accrued before 1 October 2006 2.5% 30%
Rate of increase 1n pensions in payment accrued after 1 October 2006 2.5% 30%
Inflation assumption 3% 3%

The group expects to contribute between 9 4% and 12 9% of pensionable salaries to the scheme n 2007/08
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19 Pension liabiltttes {(continued)
Scheme assets

The assets n the scheme and the expected rates of return were

Equities
Bonds
Cash

Total market value of assets
Actuarial value of hability

Deficit in the scheme
Related deferred tax asset

Net pension hability

The rates quoted above are the expected net rates of return after allowance for expenses

Movements 1n the scheme habihities during the period:

Liability at § March 2007
Current service cost
Member contributions paid
Interest cost

Benefits paid

Long term
rate of
return

31 March
2007

1.5%
52%
3 0%

Value at

31 March
2007
£000

68,106
38,019
366

106,491
(109,827)

(3,336}

(3,336)

Actuarial gain recogmsed n the Consolidated Statement of Total Recognised Gains and Losses

Liability at end of year

Movements in the scheme assets during the period:

Assets at 5 March 2007
Expected return on scheme assets
Employer contributions

Member contnbutions

Benefits paid

Actuanal gain recognised in the Consolidated Statement of Total Recognised Gains and Losses

Assets at end of year

Flybe Group Limted
Annual report and consolidated financial statements

Long term
rate of
returmn

5 March 2007

75%
52%
30%

Value at
5 March
2007
£000

65,200
38,654
409

104,263
(109,263)

(5,000)

(5.000)

2007
£000

(109,263)

(144)
(117)
(463)
154
6

(109,827)

2007
£000

104,263
557
295
117

(159)
1,413

106,491
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19 Pension habihties (continued)

Analysis of amount charged to operating profit:

2007
£000
Current service cost 144
Total charged to operating profit 144
Analysis of amounts credited to net finance charges:
2007
£000
Expected return on pension scheme assets (557)
Interest on pension scheme habilittes 463
Net return (94)
Analysis of amouat recogmised in Consolidated Statement of Total Recogmsed Gains and Losses:
2007
£000
Actual return less expected return on pension scheme assets 1,413
Experience gain arising on scheme liabilittes [
Net gain recognised 1,419
History of experience gains and losses:
2007
£000
Actual return less expected return on scheme assets £000 1,413
Percentage of year end scheme assels % I
Expenence gains and losses ansing on scheme habdities £000 6

Percentage of present value of year end scheme ltabiliies %

Actuanal gan recognised 1n consolidated statement of total recogmised gains
and losses £000 1,419
Percentage of present value of year end scheme habilities %

b

The group also operates defined contribution penston schemes The pension cost charge for the period represents
contributions payable by the group to the schemes and amounted to £2,612,000 (2006 £2,151,000)

There are no outstanding or prepaid contributions at ether the beginning or end of the financial year
As part of the acquisition of British Regional Air Lines Group Limuted, Flybe took over the habilities relating to two
further defined benefit schemes, the New Airways Pension Scheme and the Airways Pension Scheme Under the

terms of the purchase agreement, these liabilittes will be settled by paying the sum of £1,266,100 This 1s included
1n accruals in note 15
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20 Equity-settled share scheme
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The Employees’ Trust has a share distribution scheme for all employees whereby qualifying employees acquire
beneficial interests 1 a given number of shares in the company which are held in the Employees’ trust The
employees will have an option to sell their shares 1f there 1s a flotation or trade sale Shares are forfeited if the

employee leaves the group before a flotation or trade sale

Details of the shares in 1ssue are as follows

2007 2007 2006 2006

Number of Weighted Number of Weighted

shares average share shares average share

price price

Outstanding at the beginning of the period 80,325 £400 -
Granted during the penod 17,502 £1300 86,347 £4 00
Forfented during the perod {6,963) £4 00 (6,022) £4 00

Exercised during the period - - -

Expired during the period - - -
Outstanding at the end of the period 90,864 £573 80,325 £4 00

Exercisabie at the end of the period - -

Under FRS20, Share Based Payments, a charge of £173,000 (2006 £nif) has been recogmised 1n the Profit and Loss
Account of the group to reflect the fair value of the awards given The 2006 financial statements have not been

revised for the change in accounting pohcy on grounds of matenality

21 Deferred taxation

The elements of deferred taxation liability/(asset) are as follows

Provided Unprovided
2007 2006 2007 2006
£000 £000 £000 £000
Differences between accumulated depreciation and
amortisation and capital allowances 11,375 8,976 (1,611) -
Other uming differences 321 67 (6,445) -
Tax losses (2,024) (4,805) (3,500) (1,405)
Undiscounted deferred tax 9,672 4,104 (11,556) (1,405}

No deferred tax asset has been recognised on the pension liability or tax losses above due to uncertainty as to when

these assets will be realised
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22 Share capital

2007 2006
£000 £000

Authonsed, allotted, called up and fully paid
654,150 ordinary shares of 1 pence each (2006 339,150 shares) 7 3
1,445,850 ‘A’ ordinary shares of | pence each (2006 1,445,850 shares) 15 15
99,000,000 cumulative redeemable preference shares of 1 pence each 990 990
2,150,000,000 redeemable preference shares of 1 pence each 21,500 21,500
22,512 22,508
Shares classified as habilities 22,490 22,490
Shares classified as equity 22 I8
22,512 22,508

—_—

During the year the company issued 315,000 ordinary shares of 1p each to a subsidiary of Bntish Airways plc at a
fair value of £6,695,000 as consideration for the acquisition of British Regional Air Lines Group Limited (see note
18) The premmum on these shares has been credited to a merger reserve (see note 23)

The redeemable preference shares are redeemable prior to a sale or hsting WNo premium will be payable on
redemption The redeemable preference shares have no dividend rights

Attached to the cumulative redeemable preference shares 1s a fixed cumulative preferential dividend at a rate of
0 1% per annum, payable annually on | June each year The cumulative redeemable preference shares are
redeemable prior to a sale or listing The company may, with written consent of the ‘A’ ordinary shareholders,
redeem the preference shares at any ime No premium will be payable on redemption

In January and July of each year, both the redeemable preference shares and the cumulative redeemable preference
shares are available for redemption (either m full or i part) subject to there being sufficient distributable reserves
available The redeemable preference shares will be redeemed 1n prionty to the cumulative redeemable preference
shares

Voting rights are applied on a one vote per share basis, except in relation to the removal of a director, when the ‘A’
ordinary shares shall i aggregate carry three times the votes catnied by all other shares

In the event of hquidation of the company, the assets of the company available for distribution shall be applied n
the following order to holders of redeemable preference shares, cumulative redeemable preference shares, ‘A’
ordmary shares and finally to ordinary shares

23 Reserves
Group Company
Merger Share Profit and loss Merger Share  Profit and loss
reserve premium account reserve  premium account
£000 £000 £000 £000 £000 £000
At beginning of year - 992 (14,387) - 992 4,258
Loss for the financial year - - (19,891) - - 1))
Share based payments - - 173 - - 173
Actuartal gamn  on  defined - - 1,419 - - -
benefit obligation
Shares 1ssued during year 6,691 - - 6,691 - -
At end of year 6,691 992 (32,686) 6,691 992 4,430

The cumulative amount of goodwill resulting from acquisitions in earher financial years which has been wnitten off
15 £2,030,000 (2006 £2,030,000) This amount 15 net of goodwill attributable to businesses disposed of prior to the
balance sheet date
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24 Reconciliation of movements in shareholders’ funds

Group

Retamned loss

Currency translation dafferences
Share based paymenits credit

Actuanial gaimn/(loss) recogmised on the pension scheme

Share capital issued during year
Share premium 1ssued during year
Opening shareholders’ deficit

Closing shareholders’ deficit

Company

Retamed loss

Share based payments credit
Share capital 1ssued dunng year
Share premium issued during year
Opening shareholders’ funds

Closing shareholders’ funds

25 Contingent habilities

Flybe Group Limited
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2007
£000

(19,891)

173

1,419

4

6,691
(13,377)

(24,981)

2007
£000

2006
£000

(7,936)
589

(7‘;)

(5,956)

(13,377)

2006
£000

L}

5,268

5,268

The group has given guarantees n favour of Natwest Streamline and Lloyds TSB Cardnet, the company’s credit
card acquurers, for £200,000 and £12,000,000 respectively (2006 £9,250,000 and £mi)

The group has also placed bonds 1n favour of various handling agents, fuel suppliers and customs offices totalling

£3,218,942 (2006 £1,336,000)

At 31 March 2007, the group had given a charge n favour of British Airways plc over £34m of cash held 1n a bank
account This charge was in respect of 16 owned aircraft, to be released when loans, onginally used to fund these
aircraft, are repaid by the group The 16 aircraft were all sold (and leased back under operating lease) in July 2007,

and the related loans repaid The charge has therefore been released subsequent to the year -end
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26 Commitments

Annual commitments under non-cancellable operating leases are as follows

2007 2006
Land and Other Land and Other
buildings builldings
£000 £000 £000 £000
Group
Operating leases which expire
Within one year 284 2,113 465 2,136
In the second to fifth years inclusive 365 12,550 274 1,212
Over five years 1,429 17,229 1,090 20,135
2,078 41,892 1,829 23,483

Capital expenditure authorised and contracted for but not provided 1n the accounts as at 31 March 2007 amounts to
USS$593m (£302m) (2006 U/S$903m, £521m} This 15 1n respect of 14 (2006 21) Bombardier Dash 8 Q400 aircraft
and 9 (2006 I4) Embraer 195 Awcraft This amount 1s based on the gross cost of the arcraft The company has
negotated discounts which will reduce the total cost The atrcraft are scheduled for delivery over the next 3 years It
15 mtended that these awreraft will be financed partly though cash flow and partly through external financing and
leasing arrangements

Capital expenditure authorised but not contracted for as at 31 March 2007 amounts to US3675m (£344m) (2006
{/S8724m, £418m) This 15 i respect of options entered mto for 14 (2006 16) Bombardier Q400 arcraft and 12
(2006 12) Embraer 195 aircraft on the same valuation basis as above

See note 38 for details of the changes to capital commitments as a result of negotiations post year-end

27 Reconciliation of operating profit/(loss) to operating cash inflow

2007 2006

£000 £000
Loss before mnterest (13,881) (3,271)
Deprecration, amortisatton and impaiment charges 20,483 17481
(Profit)/loss on disposal of fixed assets (66) 509
(Increase)/decrease 1n stocks {1,184) 312
Payments to acquire new aircraft held for resale - (21,654)
Proceeds from the sale of awrcrafl held for resale - 54,154
Release of marketing credits on aircraft held for resale - 516
Wnite-down 1n value of arrcraft held for resale - 89
Loss on sale of aircraft held for resale . - 54
(Increase) in debtors (14,419) (17,492)
Increase n creditors 22,737 1,165
Increase/(decrease) in provisions 16,747 (361)
Net cash inflow from operating activities 30,417 31,002

——
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28 Returns on mvestment and servicing of finance

Interest recerved
Interest paid
Interest element of finance lease rental payments

Net cash outflow from returns on investment and servicing of finance

29 Taxation

Corporation tax received

30 Capital expenditure

Payments to acquire tangible fixed assets
Receipts from sale of tangible fixed assets

31 Acquisitions

Cost of investment n undertaking
Net cash balances acquired with undertaking

Net cash inflow from acquisihons

Flybe Group Limited

Annual report and consohdated financial statements

2007
£000

1,051
(4,994)
(1,425)

(5,368)

2007
£000

(42,701)
1,446

(41,253)

2007
£000

(2,940)
96,520

93,580

2006
£000

1,080
(5.676)
(1,714)

(6,310)

2006
£000

(5.875)
306

(3,569)

2006
£000
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32 Financing

New secured loans
Repayment of loans
Capital element of finance lease rental payments

33 Reconcihation of net cash flow to movement in net debt

Increase/(decrease) ia cash in the year

Cash (outflow)/inflow from decrease 1n debt and lease financing

Movement in net debt resulting from cash flows
Loans acquired with undertaking

Net debt at the beginning of the year

Exchange rate adjustments

Net debt at the end of the year

34 Analysis of net debt

At

beg;;‘lr;ler;% Acquisition  Cash flows

£000 £000 £000

Cash at bank and 1n hand 32,770 - 103,441

Qverdrafis (79 - 74

32,696 - 103,515

Debt due after one year (58,467) (49,136) -
Debt due within one year (33,561) (7,252) (30,265)

Finance leases (11,253) (28,401) 4,124
(103,281) (84,789) (26,141)

Total (70,585%) (84,739) 77,374

Flybe Group Limited
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2007
£000

63,561
(33,296)
4,129)

26,141

2007
£000

103,515
(26,141)

771,374

(84,789)

(70,585)
5223

(12,777)

Other non cash
changes

£000

(14,532)
19,754

5,222

5,223

2006
£000

34,072
(54,216)
(3,126)

(23,270)

2006
£000

(3,929)
23,270

19,341

(84,41 1 )
(5,515)

(70,585)

At end of year
£000

136,212

136,212

(122,135)
(51,324)
(35,530)

(208,989)

(72,777)

Included within cash at bank and 1n hand 15 £37,603,000 (2006 £5,782,000) held in restricted accounts
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35 Fair value of assets and habilities
The Group has denivative financial instruments that 1t has not recognised at fair value as follows

e Foreign currency denvatives with a mark-to-market net liability totalling £1,987,000 (2006 £7,034,000 net
asset)

» Aircraft fuel derivatives mark-to-market with a net lability totalling £1,139,000 (2006 £2,863,000)

The foreign currency derivative instruments represent 84 open contracts compnsing swaps, forwards and options
with maturity dates ranging from April 2007 to November 2009 and are to purchase either US dollars or euros to
meet business requirements

The fuel derivative instruments represent 37 open contracts comprising swaps, collars and options with matunty
dates ranging from Apnl 2007 to February 2009 and are to purchase aviation fuel

Both the foreign currency and the fuel derivatives are to meet demands stemming from the normal course of
business and are utilised to manage and limit the nisk of future fluctuations in currency values and fuel prices They
are not used to generate speculative returns  All open contracts are entered into with UK offices of recognised banks
and financial institutions and are conducted on an open market basis

36 Related party transactions

During the year the group continued with a lease with Walker Aviation Finance Limuted, a subsidhary of Rosedale
{(JW) Investments Limited, for three (2006 three) BAe 146-300 aircraft at an arm’s length market rate The amount
paid under the lease was £3,816,000 (2006 £ 3,816,000) With effect from November 2003, the lease contamns a put
and call option with an option pertod of three months beginning 28 September 2007 and, as a result, has been
classified as a finance lease

During the year the group provided services to Preston Travel (CI) Limuted, a subsidiary of Rosedale (JW)
Investments Lumited, at an arm’s length market rate The amount paid was £1,624,000 (2006 £2,276,000) and the
outstanding amount at the year end was £71,000 (2606 £191,000)

The following transactions with Edenfield Investments Limited and Wisbech Retail Limited are disclosed although
there 15 no holding/ subsidiary company relationship between these two companies and Rosedale (JW) Investments
Limited These two companies are owned and controlled by the E ] Walker 1964 settlement, established by the
former wife of the late Mr Jack Walker this trust 1s separate for tax purposes from the J Walker 1987 Settlement
which controls Rosedale (JW) Investments Limited

¢ Durning the period the group purchased property services from Edenfield Investments Limited and from
Wisbech Retail Limited at an arm’s length market rate  The amount paid was £624,000 (2006 £369,000) and
£227,000 (2006 £227,000) respectively The group holds a deferred income balance of £53,400 at the balance
sheet date regarding a rent—free period on a property leased from Wisbech Retail Limited (2006 £57,500)

e The group also made a payment of £2,850,000 to Edenficld Investments Limited who constructed new hangar
accommaedation which 1s occupted by the group and the contribution represents a capital contribution (2006
£340,000 towards the cost of qualifying plant and machinery)

37 Ultimate parent company and parent undertaking of larger group of which the company 1s a member

The directors regard Rosedale (JW) Investments Limited, incorporated m Jersey, as the ultimate parent company
and ultimate controlling party

The results of the group are not consolidated into any other group
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38 Post balance sheet events

The impact of the corporation tax rate change {from 30% used mn financial statements to 28% n latest budget) on the
unrecognised deferred tax asset 1s a reduction i the deferred tax hability of £645,000 The change n the corporation
tax rate was not substantially enacted at the balance sheet date, in accordance with FRS 19 ‘Deferred tax’, and
consequently has not been recognised n the financial statements The change was substantially enacted on 28 June
2007

In May 2007, the 14 options for Bombardier Dash 8 Q400 aircraft were cancelled and replaced with an order for 15
arrcraft and options for 15 further arrcraft  The cancelled options led to a replacement of capital expenditure which
1s authorised but not contracted for of US$348m (£177m) by new options amounting to US$373m (£190m) The
order has led to an increase n capital expenditure authonsed and contracted for but not provided of US$373m
(£190m)

In July 2007, the group sold and leased back 16 Embraer 145 aircraft Sale proceeds were £46m and profit on sale
of approximately £ml was recognised at the date of the sale and leaseback The sale proceeds and associated future
lease rental are constdered by the management to be at open market values
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