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LINNCO LIMITED

DIRECTORS' REPORT

The Directors present their report together with the audited financial
statements of the Company for the period 20 April 1887 to 31 December 1987.
Corresponding figures are for the period 29 December 1986 to 19 April 1987,

PRINCIPLE ACTIVITIES

The principle activities of the Company are in retailing and distribution
operating "7-Eleven" convenience stores under licence from the U3A.

REVIEW OF BUSINESS

As previously reported, the Company's holding company, Neighbourhood
Stores PLC, was purchased by Neighbourhood Stores (Holdings) Limited
(formerly Blendmatic Limited) on 23 July 1987, the shareholding of

which is owned 75% by Matheson & Co. Limited {a wholly owned subsidiary
of Jardine Matheson Holdings Limited) and 25% by the Southland Corporation
of Americe (the franchisor of "7-Eleven"). Jardine Matheson & Co. Limited
have extensive experience of "7-Eleven", operating the area Licences for
Hong Kong, Singapore and Malaysia and the Sovuthland Corporation, who
originated the concept, operate some 8000 stores in the United States

of America. The Southland Corporation alsc co-ordinates the activities

of an additional 4000 "7-Eleven" stores operated by area Licencees and
affiliates in the United States and eleven other countries,

Immediately following the acquisition an extencive review of the tangible
assets of the Company was undertaken to ascertain whether thay were of the
standard expected for trading under the "7-Eleven" concept. The action
irstigated by this review resulted in an extensive store refurbishment
programme covering some forty-five stores over a two year period. Twenty-
four stores were refurbiched by the end of 1987 with a further six completed

by the end of February 1988. The costs ansociated with this programme are
detalled in Note 8 of the accounts.
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One store which failed to meet trading requircments was closed during the
period. The expected loss on disposal of this gtore hag been fully
provided in the accounts to 31 December 1987.

RESULTS AND DIVIDENDS

Turnover for the period was £17,253,000 (13 April 1987 £5,716,000). The
loss for the perind after taxation and extraordinary items amounted to
£3,997,000 (19 April 1987 £1,076,000) which has beer transferred to
reserves. The Directors do not propise the payment of a dividend.
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FIXED ASSETS

The changes in fixed assets during the year are shown on Note 11 to
the accounts on pagel13.

SHARE CAPITAL

On 3 December 1987 Neighbourhood Stores PLC gifted to the Company the
sum of £10,000,000 on the proviso that this sum be shown as a capital
reserve in the accounts of the Company (see Note 19 page 16).

DIRECTORS

The present directors of the Company are:-

M.T. Radmere Managing Director (appointed 23 July 1987)
M.S. Henderson (appointed 23 July 1987)

N.G.H. Seys-Phillips (appointed 23 July 1987)

A.D. Tennant

M.Jd. Gering

R.H. Morris {appointed 1 January 1988)

M.D. Linnell (appointed 1 January 1988)

C.E. Doherty (appointed 1 January 1988)

The following also served as Directors during the period:

R.J. Smith (resigned 23 July 1987}
F. Cook (resigned 23 July 1£87)
J.5. Osbourne (resigned 22 April1o87)
D.G.T. Linnell (resigned 1 July 1987)

In accordance with Artiecle 77, Mr. M.T. Radmore, Mr. M.S. Benderson and
Mr. N.G.H. Seys-Phillips retire at tho Annual General Meetinpg at which
time they will offer themselves for re-election,

Mr. A.D. Tennant and Fr. M.J. Goring retire by rotation at the Annual
General Meeting at which time they will offer themcelves for re-clection.

DIRECTORS' INTERESTS

No Director or their families had any intercct in the gecuritices of the
Company or any Group company at either 31 December 1987 or 18 April 1987,

No Director had, during or at the end of the period, any material interest
in a contract which was sipnificant in relation teo the Company's business.




EMPLOVYMENT POLICIES
{1} Disabled persons

The policy of the Company is to give full and fair consideration to
applications made by disabled persnns where possible subject to
inherent limitations of the operating environment. Where any employee
becomes disabled whilst in the employment uof the Company, then every
effort is made to find continuiug employmen:, either in the same or an
alternative job; re—training and appropriate facilities are provided
as necessary. Disabled persons share equally in the opportunities for

training, career development and preomotion which are available in the
Company .

(2) Communication and consultation with employees

The Company is committed to a policy of the continuing development of
effective means of communication, consultation and involvement with
cmployees. Communication is achieved throuph the availability of the
Annual Report and Accounts and throughnews bulletins., Other matters

affecting the interests of employees were discusesed with employees or
their representatives.

AUDITORS

Spicer and Pegler changed their name on 18 January 1988 to Spicer &
Oppenheim and accordingly have signed their report in their new name.
A resolution to re-appoint Spleer & Oppenheim will be proposed at the
Annual General Moeting.

BY ORDER OF THE BOARD 18th March 1968

CEcRELARY
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AUDITORS' REPORT TO THE MEMBERS OF LINNCO LIMITED

We have audited the financial statements on pages 5 to 17 in accordance
with approved Auditing Standards.

In our opinion the financial statements, which have been prepared under
the historical cost convention, give a true and fair view of the state
of affairs of the company at 31 December 1987 and of the loss and source
and application of funds of the company for the pericd then ended ang
comply with the Companies Act 1985,

el

Cha ered Acco ants
18th| March 1988




LINNCO LIMITED

PROFIT AND LOSS ACCOUNT

For the 36 weeks ended 31 December 1987

36 weeks ended 16 weeks ended
31 December 1987 19 April 1987

Note £'000 £'000
Turnover 2 17253 6716
Operating Costs 3 18947 7750
Operating loss (1694} (1034)
- Net interest payable 4 (29) (42)
LOSS ON ORDINARY ACTIVITIES
BEFORE TAXATION {1723) (1076)
Taxation on ordinary activities 5 400 -
LOSS ON ORDINARY ACTIVITIES
AFTER TAXATION (1323) (10786)
Extraordinary items 8 (2674) -
LOSS FOR THE FINANCIAL PERIOD
i ATTRIBUTABLE TO ‘THE MEMBERS OF
t LINNCO LIMITED (3997) (1.07G)
STATEMENT OF COMPANY DEFICIT
E Balance brought forward:
As previously raported {9824) (6973)
Prior year adjustment 7 (174) {1949)
! Kestated balance brought forward (9998) (8922)
Retained loss for the period _{8997) (1076)
E Balance carricd forward 19 (13995) {9998)
ﬁ The notec on pages 8 tol7 form an integral part of these financial statements.
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LINNCO LIMITED

BALANCE SHEET

AT 31 December 1987

31 December 19 April
1937 10987
Note L£'000 £'000 £'000 £'000
g Fixed assetls
) Tangible assets 11 6042 6486
‘ Investments 12 1 1
" 6043 6487
iy
; Current: assets
: i Stock 13 2229 1857
3 Debtors 14 1340 496
A Cash at bank and in hand __116 281
' 3685 2634
f Creditors: (amounts fTalling due
.y within one year) 15 5090 18271
_ Net current liabilities (1405) (15637)
) Total assets less current
] liabilities AG38 (9150)
| &
. Creditors: (amounts falling due
! & after more thon one year) 16 7794 427
; Provieion for liabilitics oand
| charges 16 839 (8633) 421 (848)
) I Total nct assgcts {3995) (9998)
ﬁ Capital and Reserves
: E Called up share capital 18 - -
) Capital resecrve 19 10000 -
, Profit and loss account - defieit 19 (1.39495) (90a8)
P Total shareholders' funds {3995) (9998)

The financial statements were approved by the Board of Directors on
18 March 1988.

Directors:

M.T. Radmore 77
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The notes on pages 3 to 17 form an integral part of these financial statements.
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For the 36 weeks ended 31 December 1987

Source of Funds

Loss on erdinary activities befopre
taxation

Extraordinary items before taxation

Adjustment for items not involving the
Movement of funds:

Extraordinary fixed asset write off
Fixed asset write off

Extraordinary depreciation

Depreciation

Loss on gale of fixed assets
Extraordinavy pProvision for liabilities
and chargeg

Total source or funds from operations

Funds from other sources

Proceeds of gsale of tangible ansetg
Loans from Group eoLpany

Gift from holding company

Total source of funds

Application of fundsg

Repayment of finance leagey
Purchase of fixed assetg
Repayment of Group loan
Store closure coats
Decrease in working capital

Represented by:

Movement in working capital:
Increase/(Decreasc) in stoek
Increase/(Decrease) in debtors
(Increase)/ﬂecrease in ereditors

Movement in net liquid funds:
(Increase)/Decrease in bank loang
Increase/(Decrease) in cash at bank
and in hand

36 weeks to
31 December 1987

£'000

282
1406
10000
9865

(237)
(1723)
{10000)
(371)
{24G8)

372

344
(3017)
{2301)

{165}
(2466)

16 weeks to
19 April 1987
£000

(97)
(107)

(206)
594

(719)
80
738
89

377

118
594
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LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS

ACCOUNTING POLICIES

Basis of accounting

The Tinancial statements have been prepared under the historical
cost convention.

Depreciation

Tangible assets are depreciated on a straight line basis at annual
rates estimated to write off their book value over the term of
their useful lives. Details of depreciation rates are piven in
Note 11,

Leased assets

An asset acquired under a lcase that transfers substantially all
the risks and rewards of ownership to the Company is capitalised
as a tangible asset and depreciated over the shorter of the term
of the lease or its useful life. Outstanding obligations due
under the leases, net of finance charpes, are included as a
liability. The finance olement of the rental payments is charged
to the profit and loss account aver the term of the lease.

All other leases are operating leases and annual rentals are
charged to the profit and loss aceount.

Stocks

Stocks are stated at the lower of eost and net realicable value,
Cost represonts the invoiced coot of poods purchaged for resale.

Deferred taxation

Deferred taxation is provided enly to the extent that a liability
is expected to crystalise within the foreseeable future. Details
of the full poten. ial liability for deferred taxation are given in
Note 17.

Pension funding

Contributions to pension funds are charged apainst profits ag they
fall due. Full actuarial valuations will be made regularly.




LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

‘ 2 TURNOVER
: Turnover represents the amount receivable for the sale of goods
excluding value added tax. All sales were made in the United
Kingdom and are attributable to retailing activities.
3 OPERATING COSTS
36 weeks cnded 16 weeks ended
3l December 1987 19 April 1987

: Note  £'000 £'000
i B Change in stocks of poods
) purchased for recsale and
: other stocks 372 {(719)
. 5 Raw materials and consumables 12756 5988
: Staff costs 3001 1199
S o Depreciation 560 264
1 Exceptional items 25 186
. Other opcerating charges 2233 832
' 18947 7750
3 Net operating costs after
‘ taking account of':
k Operating lecase rentals:
LR Land and huildings 798 2506
3 Other 40 6
& Auditors' remuncration 16 -
- Depreciation:
N Leased 11 83 a7
- Other 11 477 217

Exceptional items 5 25 186
l a NET INTEREST PAYABLE
; Bank interest payable (2) ()
! B Interest on finance leases (27) {41)
) (23) (42)
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LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

36 weeks to 16 weeks to
31 Decemher 1987 19 April 1987

E £'000 £1000

5 EXCEPTIONAL ITZEMS
E Fixed asset write off following
physical count at 12 July 1987 25 186

6 TAXATION

- Taxation recoverable at 35% on normal

activities 400 -

Taxable losses of 35% for the period 23 July 1987 to 31 December 1987
are surrendered to other companies within the Matheson & Co. Ltd.,
Group for full consideration. For the period to 19 April 1987 taxable

losses of 35% were surrendered to other companics within the Guinness
Group for nil consideration.

7 PRIOR YEAR ADJUSTMENT

The prior year adjustment represents the effect of a change in the
accounting policy for depreciation. As peor Guinness PLC policy

no depreciation was eharpged in the year of acquisition of on asset
but. & full charge wag levied in the year of digposal. Tollowing the
purchase of Nelghbourhood Stores PLC (of which the Company is a
subsidiary) by Neiphbourhood Stores (Holdings) Ltd., on 23 July 1987,
depreciation 46 now charged from the date of acquisition of an asset.
Accordingly the comparatives for the period to 19 April 1987 have been
rectated and the amount of £174,000 representing the effect of the nil
depreciation in the year of acquisition hag been writien off apgainst
the deficit on the profit and leos account ot the bepginning of that
financinl perdod. The eomparatives for the reriod to 19 April 1987
also include a prior year adjustment of £1,775,000 relating to
Development expenditure written off following & change in accounting
policy. Full details of this amount were given in the finoncial
statements for the period ended 1Y April 1987,

Ii - 10 -~




LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

8 EXTRAORDINARY ITEMS
Following the purchase of Neighbourhood Stores PLC (of which
the Company is a subsidiary) by Neighbourhood Stores (Holdings)
' Ltd., (formerly Blendmatic Ltd.) on 23 July 1987 from Guinness PLC
a review of the tangible assets of the group wass undertaken to
ascertain 1f they were of the standard expeete i when trading under
the 7-Eleven concept. The action instigated by the roview in this
respect is detailed below:—
Store Refurbishment Programme
H 24 store completely refurbished in 1987; 12 further refurbishments
in 1988 and a furth.er 9 in 1989. |
ﬁ Computer Equipment
ALl computer equipment to be replaced as soon ac possible in 1988
! following a detailed information systems review,
Asset Lives
E The useful lives of all tangible asucts have been reassesged.
Details of nevw rates arc given in Note 11.
-’
I 36 weeks ended 16 weeks ended
31 December 1987 19 April 1987
i £'000 £1000
Conta:
i Fixtures and fittingg write off 345 -
Store closure 850 -
Refurbishment expenses 1625 -
- Computer write off 424 -
Depreciation 292 -
Termination payments at 23 July 1987 38 -
2774 -
: Less taxation recoverable 100 -
2674 -
- 11 -
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LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

STAFF COSTS AND EMPLOYEES

Staff Costs

Wages and salarics
Social Security costs
Other pension costs

36 weeks ended
31 December 1987

16 weeks ended
19 April 1987

Average number of employees employed by the group, including
Directors, within each catepgory of peraons was:

Retall
Distribution
Administration

DIRECTORS' EMOLUMENTS

Fees
Other Emoluments

Compensation for logs
of office

Emoluments {excluding
pension contribution)

Chairman

Emoluments of highest
paid Director

Cther Direectorg:

Nil to £5000

£5001 to £10000
£10001 to £15000
£15001 to £20000
£20001 to £25000

£1000 £1000
2758 1088
208 03
35 18
3001 1399
552 426
74 81
65 76
691 582
4 6
__101 72
105 78
36 30
141 108
4 6
25 18
2 1
2 3
1 2
1 -
1 -

-12 -




LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

11 TANGIBLE ASSETS
Land & Fixtures & Motor
Note Buildings Fittings Vehicles Total
E Cost
At 19 April 1987 1963 5765 242 7970
B Reclassification (3) 3 - -
Additions 57 1666 - 1723
Disposals 8 {15%) (1468) (235) (1828)
H At 31 December 1987 1862 5966 7 7835
Depreciation
i At 19 April 1987 288 947 75 1310
Depreciation policy change 7 - 174 - 1174
- At 19 Apri) 1987 as restated 288 1121 75 1484
Reclassification (1) 1 - -
Charge for period 87 451 22 560
a Extraordinary item - 2oz - 292
Disposals 8 {26) {425) (92} (543)
At 31 December 1987 348 1440 5 1793
Net Book Valuc
At 19 April 1987 oo restated 1675 4G44 167 G486
At o4 December 1087 1514 4528 2 6042

Land an bulldings - net beek value at 31 Deocember 1987 includes the
following:~

31 December 14887 19 April 1987

.
o
"
"

Frachold 146 146
. Snort leascholds 1368 1529
1514 1675

The net book value and depreciation chorpe for the period attributable to
assets held under {inance leases within Cixtures and fittinpe are £627,000
{19 April 1987 £00%,690) and £€83,000 {19 April 1987 £47,M00} respectively.

-_ 13 -
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LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

The following table shows the principle rates of depreciation used
in the period together with the new rates following the review of
tangible asset lives:-

Qld Rate New Rate
Freehold Nil Nil
Leasehold Straight line over Straipght line over

pericd of lease period of lease
Structural 10 years(10% per annum) 10 years(10% per annum)
Fittings 10 years(10% per annum) 7 years(14.3% per annum)
Equipment 10 years(10% per annum) 7 years(14.3% per annum)
Motor Vehicles 4 years(25% per annum) A4 years(25% per annum)
INVESTMENTS

31 December 1987 19 April 1087

£71000 £1000
Cost 1 1

The investment held is in regpect of shares in a trade buying
association.

STOCKS
31 Decenber 1987 19 April 1987
£1000 £'000
Goods purchaged for
resale 2215 1840
Other tocks 14 17
2229 1857
DERTORS
31 Pecember 1907 19 April 1987
£14060 £1000
Trade debtors 149 111
Others 253 39
Prepayments and accrued
income 438 346
Taxation recoverable from
Group companies 500 -
1340 496

A1l debtors are due within one year.

- 14 -
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LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

CREDITORS: amounts falling due within one year.

31 December 1987

£'000

Obligations under finance leages 216
Trade creditors 2733
Social Security and other taxes 252
Other creditors 14352
Accruals 427
Loans from Group company ~

5090

19 April 1987
£'000

238
1062
202
187
426
16176

18271

CREDITORS: amounts falling due after more than one year.

Obligations under finance lcases 212
Loans from Group company 7682
7794

————————

All obligations under finance leases are due between two and five years.

PROVIS0ONS FOR LIABILITIES AND CHARGES

31 December 1087

19 April 1987

£1000 £'000
Provisions for costo aggociated
with closure of seven storeg 50 3641
Termination charges - 57
Provision for coots associated
with store refurbishment programme 789 -
839 421

- 15 -




LINNCO LIMITED

n

NOTES TO THE FINANCIAL STATEMENTS (continued)

17 DEFERRED TAXATION
No deferred taxation has been erovided (refer Note 1) at 31 December 1987
(L9 April 1987 nil). The full potential liabilicy analysed between the
major categories in ag follows:=
g 31 December 1987 19 dpril 1987
£'000 £'000
Excess of capital allowances ovey
ks accumulated deprociats o 370 843
Other timing differencus 57 42
A27 B85
Provisons allowable in future
years (180) (159)
Cumulative losoes brought forward (353) {273)
E “(114) ~ 753
18 CALLED UP SHANUER CAPTIIAL
31 Decembryr 1087 19 April 1987
a £'000 £'000
Authorised;
100 ordinary sinre; of
E £1 each 9.1 0.1
Allotted ecalled up and fully paid:
I 100 ordinary aharen of
£1 eoch 0.1 0.1
19 RESERVES Copltal Profi¢
Resoerve and Logg T tal
At 19 April 1987 - (9824) (9824) !
Prior year adiustment - (174) {174) )
At 19 April 1987 as restated - (9998) (9998)
Gift from holding company 10600 10000
Loss in pericd —_— (3997) (3997)
At 31 December 1087 16050 (13995) (3995)

- 16 -




L

‘e

LINNCO LIMITED

NOTES TO THE FINANCIAL STATEMENTS (continued)

20 OPERATING LEASE COMMITMENIS

The payments under operating leases which are due to be made
in the next year, analysed over the periods when the leases

expire, are as follows:-—

Expiring within one year
Expiring wihtin two and
five yeary

Expiring thereafter

a1 HOLDING COMPANY

Land and Buildings QOthers
3 December 19 April 31 December 19 April
1987 1967 1987 1937
- - 28 i6
2z 37 5131 -
933 998 - -
956 1035 93 16

The holding compuany at tho balance cheet date was Heigbhourhood
Stores PLC wnd bthe ultimate holding company is Jordine Matheson
Holdings Limited whieh is incorporated in Bermuda.

22 CAPITAL COMMLTMENTS

The following copltal commitments had been authoriced but not

incurred at 31 Dezember 1087:

Refurbishment of stores
New London offices
New storeg

a3 FINANCIAL SUPPORY

31 December 1987
£'000

19 April 16B7
£1000

160

TS

80
20
170

The holding company, Heighbourhood Stores PLC, has confirmed that it
will continue to make finance available to the Company to enable it
to meet its liabilities for at least the next twelve months.

- 17 -




