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Southern Cross Healtheare Services Limited

Directors’ report for the year ended 30 September 2010

The directors present their report together with the auduted financial statements of the company for the year
ended 30 September 2010 The company’s registered number 1s 03156327

Principal activaty
The principal activity of the company comprises the operation of care homes

Business review and future developments
The loss for the financial year amounted to £705,000 (2009 profit of £1,554,000) The directors do not
anticipate a change 1n the company’s activities

The directors have not proposed the payment of a dividend (2009 £ml)

Going concern

The company 15 a wholly owned subsidiary of Southern Cross Healthcare Group PLC Southern Cross
Healthcare Group PLC has undertaken to provide financial support to the company to the extent necessary for
the foreseeable future

Principal risks and uncertamnties
The management of the business and the execution of the company’s strategy are subject to a number of risks

The key business risks and uncertainties affecting the company are integrated with those of the group and are
not identified separately Further discussion of these risks and uncertainties and of future performance, in the
context of the Southern Cross Healthcare Group PLC as a whote, 1s provided n the group’s annual report
which does not form part of this report

Key performance indicators (* KPIs’)
Given the straightforward nature of the business, the company’s directors are of the opinion that analysis using

KPIs 1s not necessary for an understandmg of the development, performance or position of the business The
development, performance and position of Southern Cross Healthcare Group PLC, which includes the !
company, 1s discussed in the group’s annual report which does not form part of this report

Financial rnisk management

The company’s activities expose 1t to a variety of financial risks market risk (including cash flow interest rate
risk) and credit risk Risk management 1s carried out by the Southern Cross Healthcare Group PLC Risk
Management Commitiee under pelicies approved by the board of directors

Cash flow interest rate risk
The company’s interest rate risk arses from intercompany borrowings, receivables and cash balances and
therefore the risk 1s considered minimal

Credit risk

Credit risk 1s managed on a group basis Credit risk arises from cash and deposits with banks and financial
mstitutions, as well as credit exposures to residents, including outstanding receivables For banks and financial
nstitutions, only nstitutions with a short term credut rating, as determined by Moody’s, of P-1 are accepted
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Directors
The directors, who held office during the year and up to the date of signing the financial statements, were as
follows

R Midmer (Resigned 31 December 2010)
K Foulkes (Resigned 31 December 2009)
J Malham (Resigned 11 December 2009)
M Preston (Resigned 11 December 2009)
P Whitaker (Resigned 11 December 2009)
L Fearn (Resigned 19 October 2009)
W Buchan

D Smuth (Appointed 1 January 2011)
Employees

The company seeks to recruit, develop and employ throughout the organisation, suitably quahfied, capable and
expenenced people, wrespective of age, race, religion or sexual onentation Employee involvement 1n the
business 1s encouraged The company communicates with its employees through the use of the company’s
intranet and 1ts regular newsletter and obtains employee feedback through employee surveys and formal focus
groups Full and fair consideration 1s given to applications for employment from disabled persons, having
regard to their particular aptitudes and abilities Efforts are made to continue the employment of those who
become disabled during their employment Retraining of newly disabled employees 1s provided where
appropriate and fair consideration 1s given to all employees in terms of their career development and promotion
prospects

Statement of directors’ responsibihities
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 prepared the financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union Under company law the directors must not apptove the
financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the
company and of the profit or loss of the company for that period In preparing these financial statements, the
directors are required to

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

e state whether applicable International Financial Reporting Standards (IFRSs) as adopted by the
European Union have been followed, subject to any material departures disclosed and explained 1n the
financial statements

The directors are responsible for keeping adequate accounting records that are sufficient to show and explamn
the company’s transactions and disclose with reasonable accuracy at any ime the financial position of the
company and enable them to ensure that the financial statements comply with the Companies Act 2006 They
are also responsible for safeguarding the assets of the company and hence for taking reasonable steps for the
prevention and detection of fraud and cther wrregularities
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Disclosure of information to Auditors
In accordance with Section 418 of the Companies Act 2006 it 1s hereby stated that 1n the case of each director
m office at the date the directors’ report 1s approved, that

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

(b) He has taken all the steps that he ought to have taken as a director m order to make himself aware
of any relevant audit informatton and to establish that the company’s auditors are aware of that
mformation

By order of the board

cLeish
Company secretary 14 January 2011




Southern Cross Healthcare Services Limited

Independent auditors’ report to the members of Southern Cross
Healthcare Services Limited

We have audited the financial statements of Southern Cross Healthcare Services Limited for the year ended 30
September 2010 which compnrise the income statement, the balance sheet, the cash flow statement, the
statement of changes in shareholders’ deficit, the statement of accounting policies and the related notes The
financial reporting framework that has been apphed m their preparation 1s applicable law and International
Fmancial Reporting Standards (IFRSs) as adopted by the European Union

Respective responsibilities of directors and auditors
As explained more fully in the Directors’ Responsibilites Statement set out on pages 2 and 3, the directors are

responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view Our respensibility 1s to audit the financial statements 1n accordance with applicable law and International
Standards on Audhiting (UK and Ireland} Those standards require us to comply with the Auditing Practices
Board’s Ethical Standatds for Auditors

This report, including the opmions, has been prepared for and only for the company’s members as a bedy 1n
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose  We do not, n
giving these opiniens, accept or assume responsibility for any other purpose or to any other person to whom
this report 1s shown or mto whose hands 11 may come save where expressly agreed by our prior consent in
writing

Scope of the audit of the financial statements
An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient

to give reasonable assurance that the financial statements are free from matenial misstatement, whether caused
by fraud or errer This includes an assessment of whether the accounting policies are appropriate to the

company’s curcumstances and have been consistently applied and adequately disclosed, the reasonableness of
significant accounting estimates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements
In our opimnion the financial statements

s give atrue and fair view of the state of the company’s affairs as at 30 September 2010 and of 1ts loss and
cash flows for the year then ended,

e  have been properly prepared in accordance with IFRSs as adopted by the European Umon, and
e  have been prepared n accordance with the requirements of the Companies Act 2006

Opinton on other matter prescribed by the Companies Act 2006
In our opimion the information given in the Directors’ Report for the financial year for which the financial

statements are prepared 1s consistent with the financial statements
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Matters on which we are required to report by exception
We have nothing to report 1n respect of the following marters where the Companies Act 2006 requures us to

report to you 1f, in our opinion

e adequate accounting records have not been kept, or returns adequate for our audit have not been recerved
from branches not visited by us, or

¢ the financial statements are not in agreement with the accounting records and returns, or
e  certain disclosures of directors’ remuneration specified by law are not made, or

¢ we have not received all the information and explanations we require for our audit

R (rgfo~_

Randal Casson (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Newcastle Upon Tyne

14 January 2011




Southern Cross Healthcare Services Limited

Income statement for the year ended 30 September 2010

Note 2010 2009

£°000 £000

Revenue 138,327 138,004
Home payroll costs (80,533) (77,436)
Home running costs (23,513) (22,676)

Home EBITDAR' 34,281 37,892
Rent (32,613) (32,637)

EBITDA? 1,668 5,255
Depreciation (2,849) 2,51H

Operating (loss)/profit (1,181) 2,744

Finance income 540 62

(Loss)/profit before taxation (641) 2,806
Taxation (64) (1,252)

(Loss)/profit for the year attributable to the owners of (708) 1,554

the company

' EBITDAR represents earnings before interest, tax, depreciation and rent
? EBITDA represents earmings before interest, tax and depreciation

There 1s no other comprehensive income for the year




Southern Cross Healtheare Services Limited

Balance sheet as at 30 September 2010

Note 2010 2009
£000 £000

Assets
Non-current assets
Property, plant and equipment 5 9,076 8,105
Goodwill 6 541 541
Deferred tax asset 14 2,145 2,058
Total non-current assets 11,762 10,704
Current assets
Cash and cash equivalents 7 - 632
Trade receivables 8 6,511 5,715
Inventories 9 86 79
Other current assets 8 4,202 -
Total current assets 10799 6,426
Total assets 22,561 17,130
Liabilities
Current habihities
Financial hiabilities 10 (64) -
Trade and other payables 11 (2,059) (524)
Current tax hability 4 (151) (17)
Total current habilities (2,274) (541)
Non current habilities
Deferred government grants (347) (433)
Future mimimum rental increase accrual 12 (38,191) (33,702)
Total non-current habilities (38,538) (34,135)
Total habihties (40,812) (34,676)
Net habilities (18,281) (17,546)
Equity
Ordinary shares 15 - -
Accumulated deficit (18,251) (17,546)
Total deficit (18,251) (17,546)

The financial statements on pages 6 to 25 were approved by the board of directors on !4 January 2011 and

signed on 1ts bcxby
D Smith : ~

Director
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Cash flow statement for the year ended 30 September 2010

Note 2010 2009
£°000 £000
Cash flows from operating activities
Cash generated from operations I6 2,601 1,134
Interest received 540 62
Tax (paid)/received (17 3,401
Net cash generated from operating activities 3,124 4,597
Cash flows from mvesting activities
Purchase of property, plant and equipment (3,820) (2,907)
Net cash used n investing activities (3,820) (2,907)
Net (decrease)/increase in cash and cash equivalents (696) 1,690
Opening cash and cash equivalents 632 (1,058)
Closing cash and cash equivalents 10 (64) 632
Statement of changes in shareholders’ deficit
Ordmary  Accumulated Total
shares deficit deficit
£000 £000 £000
At 29 September 2008 - {19,100) (19,100)
Profit for the year attributable to the
owners of the company - 1,554 1,554
At 27 September 2009 - {17,546) (17,546)
Loss for the year attributable to the owners
of the company - (705) {705}
At 30 September 2010 - (18,251) (18,251)




Southern Cross Healthcare Services Limited

Statement of accounting policies

The principal accounting policies adopted in the preparation of these financial statements are set out below
These policies have been consistently applied to all the years presented, unless otherwise stated

Basss of preparation
These financial statements have been prepared in accordance with EU Endorsed International Financial

Reporting Standards (“IFRS™), International Financial Reporting Interpretations Commuttee (“IFRIC™)
interpretations and the Companies Act 2006 applicable to companies reporting under IFRS

The financial statements have been prepared on the going concern basis under the historical cost convention

At the start of the financial year the company changed 1ts internal reporting cycles and now reports on a
calendar monthly basis The results for the period ended 30 September 2010 are therefore for a period of 368
days (2009 364 days)

The following new standards, amendments and interpretations, which are 1n 1ssue at the balance sheet date but
not yet effective, have not been applied 1n these financial statements

Effective for periods commencing on or after

IFRS9 ‘Financial mstruments’ 1 January 2013

IAS24 Revised ‘Related party disclosures’ 1 January 2011

Amendment to IFRS7 ‘Financial instruments Disclosures’ 1 July 2011

Amendment to IFRIC14 ‘Pre-payments of a Minimum Funding Requirement’ 1 January 2011
IFRICI8 ‘Transfer of Assets from Customers’ 30 October 2009

IFRIC19 ‘Extinguwishing Financial Liabilities with Equity Instruments’ 1 July 2010

Annual improvements 2010 1 January 2011

It 1s considered that the above standards, amendments and interpretations will not have a sigmificant effect on
the results or net assets of the company

From 28 September 2009, the following standards, amendments and mnterpretations became effective and were
adopted by the company

IFRS8 ‘Operating segments’

IASI Revised ‘Presentation of financial statements’

1AS23 Revised ‘Borrowing costs’

IAS27 Revised ‘Consohdated and separate financial statements’

IFRS1 Revised ‘First time adoption of IFRS’

IFRS3 Revised ‘Business combinations’

IFRIC13 ‘Customer Loyalty Programmes’

IFRIC14 “The Limt on a Defined Benefit Asset’

IFRIC1S5 ‘Agreements for the Construction of Real Estate’

IFRIC16 ‘Hedges of a Net Investment Including Foreign Operations’

Amendment to IAS39 ‘Financial instruments Recognition and measurement’, and IFRS7 ‘Financial
mstruments Disclosures’ on the reclassification of financial assets

Amendment to IFRIC9 and [AS39 regarding embedded denvatives

Amendment to IFRS1 ‘First time adoption of IFRS’ and IAS27 ‘Consolidated and separate financial
statements’ on the cost of an investment 1n a subsidiary,

Jomntly contrelled entity or associate
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Annual improvements to IFRSs (2008)

Amendment to IAS32 ‘Financial mstruments Presentation’ and IAS1 ‘Presentation of financial statements on
puttable financial instruments and obhgations

ansing on hiquidation’

Amendment to IFRS2, ‘Share-based payments® on vesting conditions and cancellations

Annual improvements 2009

Amendment to EFRS2 ‘Share-based payments - Group cash-settled share-based payment transactions’
Amendments to IFRS1 for additional exemptions

Amendments to [AS32 ‘Financial instruments Presentation on classification of rights issues’
Amendment to IAS39 ‘Financial instruments Recognition and measurement” on eligible hedged items
IFRIC17 ‘Dhstribution of Non Cash Assets to Owners’

The adoption of these standards, amendments and interpretations has not had a sigmificant impact on the
company’s result for the year or equity

Ultimate parent company support
The company 15 a wholly owned subsidiary of Southern Cross Healthcare Group PLC Southern Cross

Healthcare Group PLC has undertaken to provide financial support to the company to the extent necessary for
the foreseeable future

Sigmificant accounting Judgements, eshhmates and assumptions

In order to prepare these financial statements in accordance with the below accounting policies, management
has used estimates and judgements to establish the amounts at which certain stems are recorded Critical
accounting estimates and judgements are those which have the greatest impact on the financial statements and
require the most difficult, subjective and complex judgements about matters that are inherently uncertain and
are set out below

a) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of the company’s share of the
net identifiable assets of the acquired busiess at the date of acquisitton Separately recogmsed goodwill 1s
tested annually for impairment and carried at cost less accumulated impairment charges Testing for
impairment requires an estimation of the value in use of the cash generating units to which the goodwill 1s
allocated Estimating the value n use amount requires management to make an estimate of the expected future
cash flows from the cash generating unit and to select a suitable discount rate to calculate the present value of
those cash flows Further details are given 1n note 6 Impairment losses on goodwill are not reversed

After mitial recognition, goodwill is stated at cost less any accumulated impairment losses, with the carrying
value being reviewed for impairment, at least annually and whenever events or changes in circumstances
indicate that the carrying value may be impaired Where the recoverable amount of the cash generating unit 1s
less than its carrying amount, including goodwill, an impairment loss 15 recogmised 1n the income statement

b) Leases

Assets held under finance leases, which transfer to the company substantially all the risks and benefits
incidental to ownership of the leased item, are capitalised at inception of the lease, with a corresponding
lhability being recogmised for the value of the leased asset or, If lower, the present value of the mimmum lease
payments Assets held under finance leases are depreciated over the shorter of the estimated useful economic
life or the lease term
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All other leases are considered to be operating leases The land and buldings elements of a lease of land and
buildings are considered separately for the purpose of lease classification, with the lease of land normally
classified as an operating lease Operating leases and rentals payable are charged in the income statement on a
straight-line basis over the lease term where property lease contracts contain guaranteed mmimum incremental
rental payments, the total committed cost 1s determ:ned and 1s calculated and amortised on a straight-line basis
over the lease term The charge for rentals currently payable 1s the actual amount payable, in the penod, by the
company for its operating leases The charge for future mimimum rental increases reflects the impact of
recognising future fixed committed rental increases on a straight-line basis over the lease term

Revenue recognition

Revenue compnises the fair value of fee income relating to the provision of care services, net of price
reductions directly related to sales Fee income comprises care home fees which are recognised when delivery
of service 15 completed Fees invoiced in advance are included as deferred income unul service 1s completed

The company recogmses revenue when the amount of revenue can be rehably measured and 1t 1s probable that
future economic benefits will flow to the company

Home payroll costs
Home payroll costs represent payroll costs directly incurred at home level

Home running costs
Home running costs represent costs of items directly incurred at home level, including food and kitchen

supphies, medical supplies, utihnies, mantenance and other running costs of the home

Home EBITDAR
Home EBITDAR represents profitability at a home level after taking account of home payroll and home

running costs, but before rental charges on operating leases and depreciation on home assets

EBITDA
EBITDA represents earmings before interest, tax and depreciation

The company believes that EBITDA (and measures derived therefrom including Home EBITDAR) facilitate
operating performance companisons from period to period by ehminating potential differences caused by
variations in capital structures (affecting finance income and costs), tax positions and the age and book
depreciation of property, plant and equipment (affecting relative depreciation expense)

Property, plant and equipment
Property, plant and equipment 1s stated at historical cost less accumulated depreciation and accumulated

impairment losses Cost includes the original purchase price of the asset and costs attnibutable to bringing the
asset to 1ts working condition for its intended use

Depreciation 18 provided on all property, plant and equipment at rates calculated to write off the cost, less
estimated residual value based on prices prevailing at the balance sheet date, of each asset on a straight line
basis over its estmated useful hfe as follows

Short leasehold property — over life of lease
Motor vehicles — 25% per annum
Fixtures, fittings and equipment — 10% - 334% per annum
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The assets’ residual values and useful lives are reviewed, and adjusted 1f appropriate, at each balance sheet
date

An asset’s carrying amount 1s written down immediately to 1ts recoverable amount 1f the asset’s carrying
amount 15 greater than its estimated recoverable amount Gains and losses on disposals are recogmsed within
central costs, i the income statement

Employee benefit costs
Staff costs comprise salaries, wages and pensions for the company’s staff The company operates defined

contribution pension plans, which are plans under which the company pays fixed contributions into a separate
entity The company has no legal or constructive obligations to pay further contributions if the fund does not
hold sufficient assets to pay all employees the benefits relating to employee service i the current and prior
pertods Contributions are recogmised as employee benefit expenses as they fall due

Inventories
Inventories are stated at the lower of cost and net realisable value Cost 1s determined using the first-in first-out

(FIFO) method Where necessary, impmirment 1s made for obsolete, slow moving and defective stocks

Taxation including deferred tax
The tax expense represents the sum of the current tax and deferred tax

The current tax 1s based on taxable profit for the year Taxable profit differs from net profit as reported in the
income statement because 1t excludes items of income or expense that are taxable or deductible 1n other years
and 1t further excludes items that are never taxable or deductible The company’s hiability for current tax 1s
calculated using tax rates that have been in force during the period

Deferred tax 15 the tax expected to be payable or recoverable on differences between the carrying amounts of
assets and habilities n the financial statements and the corresponding tax bases used in the computation of
taxable profit, and 1s accounted for using the balance sheet habihty method Deferred tax habihities are
generally recognised for all taxable temporary differences and deferred tax assets are recognised to the extent
that 1t 15 probable that taxable profits will be available against which deductible temporary differences can be
utiised Such assets and liabilities are not recognised 1f the temporary difference arises from goodwill or from
the mitial recogmition (other than in a business combination) of other assets and habilities in a transaction that
affects neither the tax profit nor the accounting profit

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the extent that
1t 1s no longer probable that sufficient taxable profits will be available against which the temporary differences
can be utiised Deferred tax 1s calculated at the average tax rates that are expected to apply n the period when
the hiability 1s settled or the asset 1s realised

Deferred tax is charged or credited in the income statement, except when 1t relates to 1tems charged or credited
directly to equity, in which case the deferred tax 1s also dealt with in equity

Cash and cash equivalents
Cash and cash equivalents includes cash and balances 1n accounts at no or short notice Bank overdrafis are

shown within berrowings in current liabihties, however they are included as a component of cash and cash
equivalents for the purposes of the cash flow statement
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Finance income
Finance income 15 accrued on a time basis by reference to the principal outstanding and at the effective interest

rate applicable

Trade recervables
Trade receivables defined 1n accordance with IAS 39 are recorded ininially at fair value and subsequently

measured at amortised cost using the effective interest method less proviston for impairment for any doubtful
amounts A provision for imparment of trade receivables 1s established when there 1s evidence that the
company will not be able to collect all amounts due according to the original terms of the receivables The
amount of the provision 1s the difference between the assets’ carrying amount and the present value of future
cash flows discounted at the effective mterest rate The movement n the provision 1s recognised n the income
statement

Any other receivables are recogmsed at their original amount less an allowance for any doubtful amounts An
allowance 15 made when collection of the full amount 1s no longer considered probable

Other current assets
Other current assets primarily comprise amounts owed by group undertakings, which are measured at the best

esttmate of the income required to settle the obligation

Payables
Payables comprise amounts owed to group undertakings and accruals, which are measured at the best estimate

of the expenditure required to settle the obligation

Government grants

Grants from the government are recognised at their fair value where there 1s a reasonable assurance that the
grant will be received and the company will comply with all attached conditions Government grants relating
to property, plant and equipment are included in non-current hiabihities as deferred government grants and are
credited to the income statement on a straight-line basis over the expected lives of the related asset

Share capital
Ordinary shares are classified as equity Incremental costs directly atiributable to the 1ssue of new shares or

options are shown 1 equity as a deduction, net of tax, from the proceeds

Dividend distribution
Dividend distribution to the company’s shareholders 1s recognised as a liability in the company’s financial

statements 1n the period in which the dividends are approved by the company’s shareholders

Fair value estimation
The carrying value less impairment provision of trade receivables and other recervables and payables are

assumed to approximate their fair values

Financial risk management

The company’s activities expose it to a variety of financial risks market risk (including cash flow interest rate
risk), iquidity nsk and credit risk Risk management 1s carmied out by the Southern Cross Healthcare Group
PLC Risk Management Commuttee under policies approved by the board of directors

Cash flow interest rate risk
The company’s interest rate risk anses from intercompany borrowings and therefore the risk 1s considered
minimal
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Credit rnisk
Credit risk 1s managed on a group basis Credit nisk arises from cash and deposits with banks and financial

mstitutions, as well as credit exposures to residents, including outstanding receivables For banks and financial
mstitutions, only wnstitutions with a short term credit rating, as determmed by Moody's, of P-1 are accepted




Southern Cross Healthcare Services Limited

Notes to the financial statements for the year ended 30 September
2010

1  Operating (loss)/profit

2010 2009
£°000 £'000
The following items have been included in armving at operating (loss)/profit
Staff costs (note 3) 80,333 77,436
Depreciation of property, plant and equipment — owned assets 2,849 2,511
Amortisation of government grants (86) (84)
Operating lease rentals - property 32,613 32,637

Audit fees n the current and pror year have been borne by another group company, Southern Cross Healthcare
Limited

2 Finance income

2010 2009

£000 £000

Interest receivable on amounts owed by group undertakings 540 62
3 Employees and directors

The aggregate costs of staff were

2010 2009

£000 £000

Wages and salaries 74,146 71,348

Secial security costs 6,339 6,052

Pension costs 48 36

80,533 77,436

The average monthly number of staff employed by the company during the year was as follows

By actwity 2010 2009

Number Number
Nursing staff 5,070 5,004
Administrative staff 190 187

Total staff 5,260 5,191
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Directors’ emoluments n the current and prior year were paid by Southern Cross Healthcare Limited, another
group company Their services to this company and to a number of other subsidiaries are of a non-executive
nature and their emoluments are deemed to be wholly attributable to their services to the parent company

4 Taxation

2010 2009

£7000 £'000
Current tax
— current year 151 17
— prior year - (469)
Deferred tax (note 14)
— current year (87) 793
— prior year - 911
Taxation 64 1,252

The current rate applicable to the company for the year ended 30 September 2010 was 28% (2009 28%)

The tax for the current and prior year differs to the standard rate of corporation tax in the UK 28% (2009
28%) The differences are explained below

2010 2009
£'000 £000
(Loss)/profit before taxation (640) 2,806
(Loss)/profit before taxation multiphied by the standard rate of corporation tax
in the UK of 28% (2009 28%) (179) 786
Effects of
Adjustments to tax charge in respect of previous years - 442
Deferred tax not recogrused 162 -
Rate difference on deferred tax 79 -
Expenses not deductible for tax purposes 2 24
Tax charge for the year 64 1,252

The deferred tax charge in the current year 1s impacted by the change 1n the standard rate of corporation tax
from 28% to 27% in Apnl 2011 This has reduced the value of the company’s tax asset by £79,000 The rate
change will impact on the current tax charge gong forward
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5 Property, plant and equipment

Short Fixtures,
leasehold fittings and Motor
property equipment vehicles Total
£000 £'000 £000 £000
Cost
At 28 September 2008 1,402 15,518 10 16,930
Additions 49 2,858 - 2,907
At 27 September 2009 1,451 18,376 10 19,837
Additions 628 3,192 - 3,820
At 30 September 2010 2,079 21,568 10 23,657
Accumulated depreciation
At 28 September 2008 453 8,766 2 9,221
Charge for the year 73 2,436 2 2,511
At 27 September 2009 526 11,202 4 11,732
Charge for the year 97 2,749 3 2,849
At 30 September 2010 623 13,951 7 14,581
Net book amount
At 30 September 2010 1,456 7,617 3 9,076
At 27 September 2009 925 7,174 6 8,105
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6 Goodwill

Goodwill
£°000
Cost
At 28 September 2008, 27 September 2009 and 30 September 2010 54]
Net book amount
At 28 September 2008, 27 September 2009 and 30 September 2010 541

Goodwill relates to the acquisition of Grampian Homes being the excess of consideration paid over the fair

value of the assets and habilities acquired

Goodwill 15 not amortised but tested annually for impairment

Impairment test for goodwill

The company conducts an annual impairment test on the carrying value of goodwill, based on the recoverable
amount of cash generating umts (“CGUSs™) to which goodwill has been allocated The recoverable amounts of

CGUs are determined from m-house calculations The key assumptions in the value-in-use calculations are the
discount rate applied, the operating margin, which 1s dniven by occupancy assumption, and the long-term

growth rate of net operating cash flows In all cases, the company prepares cash flow forecasts derived from
the approved budgets for the next 5 years following which it extrapolates cash flows on an estimated growth
rate of 3%, excluding inflation The growth rate applied does not exceed the growth rate for the industry and

country in which the company operates

The pre-tax rate used to discount the forecast cash flows for all CGU’s 1s 12% This rate represents a pre-tax
rate that reflects the market value of money at the balance sheet date and the nsks specific to the CGU

The long-term operating margin assumed for a CGU’s operations (s primarily based on past performance at
home level except where management have a strong belief that a different profit margin can be achieved

As at 30 September 2010 and 27 September 2009, no impairment charge to goodwill has been required

It 1s believed that any reasonably foreseeable movement on assumptions will not lead to an impairment and

therefore sensitivity analysis has not been presented
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7  Cash and cash equivalents

2010 2009
£7000 £°000
Cash at bank and 1n hand - 632

All cash balances are held by Barclays Bank PL.C, whose current credit rating, as determined by Moody’s, ts

P-1

8 Trade receivables and other current assets

2010 2009

£°000 £000

Trade receivables 7,834 7,198
[.ess provision for impairment of receivables (1,323) (1,483)
Trade recevables — net 6,511 5,715
Amounts owed by group undertakings 4,165 -
Other recervables 37 -
Other receivables 4,202 -

The fair value of trade recervables and other current assets 15 equal to the amounts shown above The ageing
analysis of trade receivables and the associated provision for impairment 1s shown below

2010 2010 2009 2009

Gross value Provision for Gross value  Provision for

impairment impairment

£000 £'000 £000 £:000

Not yet due 2,350 - 2,159 -
Past due 0-62 days 3,235 (89) 2,973 (99)
Past due 62-122 days 948 (242) 871 Q271
Past due 122 days 1,301 (992) 1,195 (1,113)
7,834 (1,323) 7,198 (1,483)

The carrying value of trade recervables and other current assets s stated after a provision for impairment of
receivables has been made The provision for impairment for trade receivables 1s calculated on an individual
account by account assessment based on past and current credit history There 1s no concern over the credit
quality of amounts past due not impaired since the nisk 1s spread over a number of unrelated counterparties

which include lecal Government
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Movements on the proviston for impairment of trade receivables are as follows

2010 2009
£°000 £000
Opening provision (1,483) (1,058)
Provision for receivables impairment (581) (425)
Receivables written off during the year as uncollectible 741 -
Closing provision (1,323) (1,483)
The other classes within trade receivables and other current assets do not contain imparired assets The
maximum exposure to credit sk at the reporting date 1s the carrying value of each class of receivable
mentioned above
9 Inventories
2010 2009
£'000 £000
Consumables 86 79
10 Borrowings
2010 2009
£000 £°000
Bank overdraft 64 -
Interest on the bank overdraft 1s charged at 2 25% above LIBOR
11 Trade and other payables
2010 2009
£000 £000
Amounts owed to group undertakings - 188
Trade payables - 6
Accruals 1,388 233
Other payables 671 97
2,059 524
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Other payables are not subject 10 interest Amounts owed to group undertakings are unsecured, repayable upon

demand and interest 1s charged at 4% (2009 5%)

12 Future minimum rental increase accrual

Future minimum rental increase accrual represents the cumulative difference between operating lease charges

under IFRS and the amounts actually payable duning the year

An analysis of the movement during the year 1s given below

2010 2009

£'000 £'000

Opening balance 33,702 28,627
Charged to income statement 4,489 5,075
Closing balance 38,191 33,702

13 Financial instruments

Numerical financial instruments disclosures are set out below

In accordance with IAS 39, “Financial instruments Recognition and measurement”, management has reviewed
contracts for embedded derivatives that are required to be separately accounted for 1f they do not meet certain

requirements set out in the standard No such embedded derivatives were found

Interest rate risk

The company has both interest bearing assets and habilities Interest bearing assets comprise only cash
balances, which can earn interest at a floating rate of interest linked to UK Bank base rate The company’s

pohicy and processes for managing interest rate risk are explained n the accounting policies

Financial instruments by category
The accounting policies for financial instruments have been applied to the line items below

2010 2009
Loans and Loans and
receivables  receivables
£000 £000

Assets as per balance sheet
Cash and cash equivalents - 632
Trade receivables 6,511 5,715
Other receivables 4,202 -
10,713 6,347
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2010 2009
Other Other
financial financial
habihities habilities
£°000 £000
Liabilities as per balance sheet
Borrowings 64 -
Trade and other payables 1,388 427

The directors consider that the carrying amount of financial assets and financial habilities recorded at

amornised cost 1n the financial statements approximate their fair values

Financial assets and habilities are denominated 1n sterling

14 Deferred taxation

Deferred tax 1s calculated m fult on temporary differences under the liability method using a tax rate of 27%

(2009 28%)

The movement on the deferred tax account 15 as shown below

2010 2009
£000 £000
Opening balance — asset 2,058 3,762
Income and expense credit/(charge) 87 (1,704}
Closing balance - asset 2,145 2,058
The movements in deferred tax assets during the year are shown below
Deferred tax assets Accelerated
capital
allowances Losses Total
£000 £000 £°000
At 28 September 2009 1,455 603 2,058
Income and expense credit/(charge) 494 (407) 87
At 30 September 2010 1,949 196 2,145
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Deferred tax assets are expected to be recovered in more than 12 months Deferred tax assets have been
recognised on the basis that 1t 1s expected that there will be appropriate and sufficient taxable profits arising i

future periods

15 Ordinary shares

2010 2009
£ £
Authorised share capital
1,000 ordinary shares of £1 each 1,000 1,000
Allotted and fully paxd
2 ordinary shares of £) each 2 2
16 Cash flows from operating activities
Reconcihiation of operating (loss)/profit before taxation to net cash flow from operating activities
2010 2009
£000 £°000
Operating (loss)/profit (1,181) 2,744
Adjustments for
Depreciation 2,849 2,511
Changes in working caprial
(Increase)/decrease tn inventories (N 1
(Increase)/decrease in trade receivables and other receivables (4,998) 553
Increase/(decrease) in payables 1,535 (9,666)
Increase in provision for future minimum rental increase accrual 4,489 5,075
Decrease 1n deferred government grants (86) (84)
Cash generated from operating activities 2,601 1,134
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17 Financial commitments

At 30 September 2010 and 27 September 2009 the company had total commitments under non-cancellable

operating leases as follows

2010 2009

£°000 £'000

Within one year 32,425 32,813
Within one to three years 64,850 65,626
Within three to five years 64,850 65,626
After more than five vears 391,116 429,901
553,241 593,966

Fmancial commitments, due within one year, under non-cancellable operating leases and analysed by nature of

lease terms 15 included below

2010 2009
£000 £000
Fixed annual rental increases 32,425 32,813

18 Contingent liabilities

The company has provided cross guarantees in relation to bank and other borrowings of other group
undertakings amounting to £7 5m (2009 £4! 9m)

19 Related party transactions

The majonity of the transactions in the current and prior year were funded through the bank account held in
Southern Cross Healthcare Limited which 1s central to the group’s treasury activiies The main transactions

with group compamies are disclosed below

Year ended 30 September 2010

Working
capital
movement Interest Amounts
decrease recerved owed by
£000 £000 £:000
Fellow subsidiary undertakings 8,636 540 4,165
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Year ended 27 September 2009

Working
capital
movement Interest Amounts
mncrease received owed to
£7000 £000 £7000
Fellow subsidiary undertakings 14,159 62 (188)

During the year the company paid management charges of £4,823,000 (2009 £4,819,000) to Southern Cross
Healthcare Limited

The key management of the company are deemed to be the Board of Directors who have authority and
responsibility for planning and controlling all significant activities of the company

20 Ultimate parent company

The immediate parent company 15 Southern Cross Healthcare Limited, a company registered in England
The ultimate parent undertaking and controlling party 1s Southern Cross Healthcare Group PLC, a company
registered in England, which 1s the parent undertaking of the smallest and largest group to consohdate these

financial statements Copies of Southern Cross Healthcare Group PLC’s consolidated financial statements can
be obtammed from its registered office

Southgate House, Archer Street, Darlington, County Durham, DL3 6AH

21 Registered office and domicile

The company’s registered office s Southgate House, Archer Street, Darlington, County Durham, DL3 6AH
and 1s registered in England and Wales
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