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RCD1 LIMITED
DIRECTORS’ REFORT

For the year ended 31 December 2006

The directors present their report and the audited financial statements of the Group and Company for the year
ended 31 December 2006

PRINCIPAL ACTIVITIES

RCD1 Limited 15 the ulimate holding company of the Northern & Shell group of comparies The Company
regards its subsidiary, Northern & Shell Network Limited, to be the operational parent of the Group It owns a
group of companies principally engaged in newspaper publishing and printing, magazine publishing and
television broadeasting During the year the Group, through its subsidiary Northern & Shell Insurance Limited,
also commenced some insurance activities

It 1s the intention of the Group to continue trading in the printing and publishing areas in the foreseeable future
The Group Is currently reviewing its strategic options with regard to its television activiies and 1s currently
pursuing the option of reorganising these businesses under a new holding company with the intentton of selling
down the majonty of its stake as part of a Placing of shares upon a listing of the new company on the
Alternative Investment Market

RESULTS AND DIVIDENDS

The Group recorded a profit before taxation of £5 5 million (2005 £4 5 million)
The directors do not recommend the payment of a dividend (2005 £nil)
REVIEW OF THE YEAR AND FUTURE PROSPECTS

The Group responded to the competitive markets 1t faced in all of its principal publishing and broadcasting
activities by Increasing its investment in new products, including internationatly, during the year Accordingly,
the directors consider the underlying performance of the Group to be highly satisfactory Group turnover
increased by £92 milllon (23%) and operating profit before tax and charman’s emoluments/pension
contributions increased by £85 milion (21 6%) After deducting £40 7 mulion (2005 £27 3 milion) of
Charman’'s emoluments and pension contributions, incurring continuing start-up operating losses of £196
milkon (2005 £28 3 milllon) In respect of the Amerncan and Australian editions of OK! Magazine, incurring
aborted project cosis of £1 9 milion (2005 £ni) in respect of a planned call centre intended to service the
Group and a loss of £2 2 million (2005 £2 1 million) on Happy Magazine now closed (note 29), the Group
recorded an operating profit of £7 2 milkon (2005 £12 1 million)

The Newspaper division's operating profit before tax and charman’'s emoluments/pension contributions
mncreased by £0 5 million {1 2%), with continued strong cost control compensating for a reduction in turnover
Durng the year turnover reduced by £13 9 million (4 8%), principally from circulaton and advertising revenues
This reflected a challenging national newspaper market with increased competition from free sheets and other
new Information and news mediums Given these conditions, the directors are highly satisfied with the
performance of the division and feel that the newspaper division 1s well placed to both maintain its strong
presence in the market and enhance its financial performance in the future

In the magazine publishing area, the major developments comprised the continuing establishment of the United
Siates and Canadian OK! title in the year following its successful launch in August 2005 and the re-launch of
the Australian OK' edition as a weekly title duning the year Both of these ttles have firmly established
themselves In therr respective markets and the directors are delighted to report that the Amencan edition has In
the less than two years since Its launch taken a place in the top 10 newsstand revenue earning magazine litles
in the USA The directors continue to view these operations as a signfficant investment offering both financial
and strategic benefits to the Group Additionally, the Group currently has 9 international editions of OK!
Magazine under license agreements with other publishers, with more expected to launch in 2007 to supplement
the wholly owned and operated UK, US and Australian ttles The Group operates in highly competitive
markets both in the UK and overseas, particularly around price and product qualty, and given the nature of the
environment the directors are highly satisfied with the performance of the division After the year end, the
directors made the strategic decision to terminate the publication of Happy Magazine, the Group’s shopping
magazine




RCD1 LIMITED
DIRECTORS' REPORT

For the year ended 31 December 2006

REVIEW OF THE YEAR AND FUTURE PROSPECTS (Continued)

In the television production and broadcasting area, the Group operates in a highly competitive pay TV market,
and its turnover and strong operating profit margins fell below those achieved in 2005 Primanly the directors
attnbute thus to the increased competition from free to arr telephony based channels, a situation

which may prove to be transitory since many of these competitor channels are now attracting regulatory
sanctions from OFCOM  Given this, the directors are satisfied with the performance of the division
Responding to these challenges the Group has contnued to focus on the product offering of its television
broadcasting activities in the year both in its core specialist market and through the Wdentrfication of a potentially
significant opportunity in another niche broadcasting area, which I1s expected to commence outputting n the
second quarter of 2007 Additionally during the year the division continued its policy of diversifying into the
provision of television production services by taking on more third party (non Group) business With these
developments and convinced of the benefits to both the division and the Group by the reorganisation of the
television businesses (as explained in the Principal Activiies note) the directors view the future with confidence

A range of key performance indicators (KPI's) are used to monitor the performance of the operating entities
and the Group and therr progress towards strategic objectives The principal KPi's vary according to division
and include circulation volumes, advertising yelds, cost per copies, subscriber and pay per night numbers,
contributions by title, profitability by business segment, year on year vanance analysis and cash

flows

Under FRS 17, ‘Retrement benefits’, the Group's financial statements recognise a net pension fiability of £51 5
million at 31 December 2006 (excluding joint venture companies) (2005 £39 3 milien) The directors continue
to monitor the pension hability position and are committed to taking steps to reduce this deficit The Group's
net assets before a net pension liability of £51 5 milhon (2005 £39 3 million} were £34 0 milhon at 31
December 2006 (2005 £31 3 milllon) The Group's net debt was £29 0 million at 31 December 2006 (2005
£36 0 mithon)

The directors feel that the Group s well placed to build on its established activities and take advantage of new
opporturities as they arise

DIRECTORS AND THEIR INTERESTS

The present membership of the board 1s set out on page 2 These directors, and no others, held office
throughout the entire year

At the beginning and end of the year, the directors’ beneficial interests in the 1ssued ordinary ‘B’ share capital
of Northern & Shell North America Limited, a group undertaking, were

£1 Ordinary ‘B' shares

At1 At 31

January December
2006 2006
Mr R Sanderson 37,500 37,500
Mr S Myerson 75,000 75,000
Mr MS Elice 75,000 75,000
Dr P Ashford 37,500 37,500

At the beginning and end of the year, Mr RC Desmond was beneficially interested in the whole of the
remaining 1ssued share capital of the Company

POLICY ON PAYMENT OF CREDITORS

The Company and its subsidianes agree terms and conditions for ther business transactions with thesr
suppliers Payment s made on these terms, subject to the terms and conditions being met by the supplier

The Company does not have any trade creditors




RCD1 LIMITED
DIRECTORS’ REPORT

For the year ended 31 December 2006

EMPLOYEE INVOLVEMENT

During the year, the Group and Company mamtained thew practice of keeping employees informed about
current activities and progress using various methods including formal briefings and e-mails  Consultation with
employees or their representatives has continued at all levels, with the am of ensuring their views are taken
into account where decisions are likely to affect their interests This practice 1s reviewed regularly

Applications for employment by disabled persons are always fully considered, bearing in mind the respective
aptitudes and abiliies of the applicant concerned In the event of members of staff becoming disabled every
effort 1s made to ensure that therr employment with the Group and Company continues and the appropnate
training 1s arranged It 1s the policy of the Group and Company that the traiming, career development and
promotion of a disabled person should, as far as possible, be identical to that of a person who does not suffer
from a disability

FINANCIAL RISK MANAGEMENT

The Group’s operations expose It to a vanety of financial nsks that include credit, hquidity, interest rate and
foreign exchange risks The Group has mechanisms in place that seek to hmit the impact of the adverse
effects of these nisks on the financial performance of the Group

Credit risk
The Group has implemented policies that require appropriate credit checks to be performed on potental
customers before sales are made

Liquidity risk
The Group actively manages its finances to ensure that the Group has sufficient funds avaiable for its
operations

Interest rate cash flow nsks

The Group has both interest bearing assets and labilites The interest bearing assets are cash balances
subject to floating interest rates  The Group utilises interest rate swaps with a fixed rate to manage some of its
habihtes Other llabilities are managed using floating rate arrangements The directors keep these measures
under constant review

Foreign exchange risk

The Group has foreign currency assets and liabilities The Group does not currently use financial instruments
to manage the nisk of fluctuating exchange rates and as such no hedge accounting I1s applied The directors
keep these measures under constant review

POLITICAL AND CHARITABLE DONATIONS

Charitable contributions were made during the year amounting to £868,000 (2005 £854,000) to a chartable
trust {see note 30)

There were no political contributions made duning the year (2005 £rul)
STATEMENT OF DIRECTORS’ RESPONSIBILITIES

Company Law requires the directors to prepare financial statements for each financial year which give a true
and farr view of the state of affarrs of the Company and the Group and of the profit or loss of the Group for that
period The directors are required to prepare the financial statements on the going concern basis, unless i 1s
inappropriate to presume that the Company and the Group will continue In business

The directors confirm that suitable accounting policies have been used and applied consistently They also
confirm that reasonable and prudent judgements and estmates have been made in preparing the financial
statements for the year ended 31 December 2006 and that applicable accounting standards have been
followed

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at
any time the financial posttion of the Company and the Group and enable them to ensure that the financial




RCD1 LIMITED
DIRECTORS’ REPORT

For the year ended 31 December 2006

STATEMENT OF DIRECTORS’ RESPONSIBILITIES (Continued)

statements comply with the Companies Act 1985 They are also responsible for safeguarding the assets of
the Group and Company and hence for taking reasonable steps for the prevention and detection of fraud and
other iregulanties

The directors are also responsible for the maintenance and integnty of the Group's website Uncertainty
regarding legal requirements ts compounded as information published on the internet 1s accessible in many
countries with drfferent legal requirements relating to the preparation and dissemunation of financial
statements

DISCLOSURE OF INFORMATION TO AUDITORS

In accordance with Section 234ZA of the Companies Act, in the case of each of the persons who are directors
at the time when this report 1s approved, the following applies

s so far as the director 1s aware, there 1s no relevant audit information (that 1s, information needed
by the Group's auditors in connection with preparing their report) of which the Group's auditors
are unaware, and

s the director has taken all steps that he ought to have taken as a director in order to make himself
aware of any relevant audit infformation and to establish that the Group's auditors are aware of
that information

AUDITORS

The auditors, PricewaterhouseCoopers LLP, have indicated ther willingness to continue n office and a
resolution concerning their reappointment will be proposed at the next annual general meeting

Approved by the Board and signed on behalf of the Board

‘r

Mr R Sanderson
Secretary

Date 26 Apnl 2007




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
RCD1 LIMITED

For the year ended 31 December 2006

We have audited the Group and Parent Company financial statements (the “financial statements”) of RCDH
Limited for the year ended 31 December 2006 which comprise the Group Profit and Loss Account, the Group
and Company Balance Sheets, the Group Cash Flow Statement, the Group Statement of Total Recognised
Gains and Losses and the related notes These financial statements have been prepared under the accounting
policies set out therein

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

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

Our responsibiity 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) This report, including the opinion, has
been prepared for and only for the Company's members as a body in accordance with Section 235 of the
Companies Act 1985 and for no other purpose We do not, in giving this opinion, accept or assume
responsibility for any other purpose or to any other person to whom this report 1s shown or Into whose hands 1t
may come save where expressly agreed by our prior consent in writing

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared In accordance with the Companes Act 1985 We also report to you whether in our opinion the
information given in the Directors’ Report i1s consistent with the financial statements  [n addition we report to
you f, in our opinion, the Company has not kept proper accounting records, if we have not received all the
informatton 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 Directors’ Report and consider the implications for our report If we become aware of any apparent
misstatements within it

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 examination, on a test basis, of evidence relevant to the amounts
and disclosures in the financial statements It also includes an assessment of the significant estimates and
judgements 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 applied and adequately
disclosed

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

OPINION
In our opinion

+ the financial statements give a true and far view, in accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the Group’s and the Parent Company’s affars as at 31
December 2006 and of the Group's profit and cash flows for the year then ended,

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

» the information given in the Directors’ Report 1s consistent with the financial statements

?wwa..tr.maousbcoopuc wp o

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

Date: 26 April 2007




RCD1 LIMITED

CONSOLIDATED PROFIT AND LOSS ACCOUNT

For the year ended 31 December 2006

Continuing operations Notes 2006 2005
£000 £000
Turnover {(including share of joint ventures) 2 460,527 460,124
Less share of joint venture turnover (41,987) (50,803)
Group turnover "~ 418,540 T 409,321
Cost of sales (213,495) (208,598)
Gross profit 205,045 200,722
Distnbution costs (26,586) (20,687)
Administrative expenses 3 {174,315) (172,070)
Cther operating income 4 3,076 4,147
Group operating profit befora Chairman’s 47,882 39,392

emoluments and pension contributions

- Charman’s emoluments and pension 5(a) (40,662) (27,280)
contributions

Group operating profit 4 7.220 12,112

Share of operating loss of joint ventures (after
£3 4m (2005 £3 4m) goodwill amortisation) 2,553 (3,181)

Total operating profit and profit on
ordinary activities before interest and

taxation 2/4 9,773 8,931
Interest recevable and similar income 6 1,055 919
Interest payable and similar charges 7 {4,409) (3,470)
Other financing expenses 27 {900) {1,900)
Profit on ordinary activities before 5,519 4,480
taxation

Tax on profit on ordinary activites 8 (3,219) (2,452)
Retained profit for the financial year 23 2,300 2,028

The notes on pages 13 to 38 form part of these financtal statements




RCD1 LIMITED

CONSOLIDATED STATEMENT OF TOTAL RECOGNISED GAINS AND L OSSES

Notes 2006 2005
£000 £000
Profit for the financial year
- Group 1,134 3,389
- Joint Ventures 1,166 (1,361)
2,300 2,028
Revaluation reserve — surplus on revaluation of property 11 2,190 347
Actuanal (loss)/gain recognised in the pension scheme —
excluding Joint Ventures 27 (24,000) 15,300
Movement on deferred tax relating to pension liability —
excluding Joint Ventures 7,200 (4,590)
Actuarial gain/(loss) recognised in the Joint Venture
penston scheme 3,931 (2,000)
Movement on deferred tax relating to Joint Venture
pension hability (1,179) 600
Total (losses)/gains recognised for the year (9,558) 11,685
- Group {13,476) 14,446
- Joint Ventures 3,918 (2,761)
Total (losses)/gains recognised for the year {9,558) 11,685

There are no matenal differences between the profit on ordinary activities before taxation and the retained
profit for the year stated above and their histortcal cost equivalents




RCD1 LIMITED

CONSOLIDATED BALANCE SHEET as at 31 December 2006

FIXED ASSETS

Intangtble assets

Tangible assets

Investments

Interests in jaint ventures

Share of gross assets
Share of gross labilities
Goodwill ansing on acquisition

Other

CURRENT ASSETS
Stocks

Debtors

Current asset investments
Cash at bank and in hand

CREDITORS: amounts falling due within one year

NET CURRENT LIABILITIES

TOTAL ASSETS LESS CURRENT LIABILITIES

CREDITORS amounts falling due after more than one year

PROVISIONS FOR LIABILITIES AND CHARGES

NET ASSETS excluding pension liability
PENSION LIABILITY

NET LIABILITIES including pension liability
CAPITAL AND RESERVES

Called up share capital

Profit and loss account

Other reserves

Revaluation reserve

Capttal redemption reserve

TOTAL EQUITY SHAREHOLDERS’ DEFICIT

Approved by the Board of Directors

Mr RC Desmond
Chairman

Date 26 Apnl 2007

10

Notes

10
11
12

13
14
15

16

17

18

27

22
23
23
23
23

23

2006
£000

7,956
82,105

25,119
(27,949)
16,354

13,524

85

13,609
103,670
4,206
50,822
22
16,059

71,109

(83,969)
{12,860)

90,810
{39,282)
{17,526)

34,002
{51,520)
{17,518)

110
(24,125)
3,860
2,537
100

(17,518)

2005
£000

8,527
82,941

24,327
(32,746)
19,723

11,304

85

11,389
102,857
6,590
52,325
20
16,655

75,590

(99,285)
(23,695)
79,162
(38,284)
(9,568)
31,310
(39,270)
(7,960)
110
(12,377)
3,860

347
100

(7,960)




RCD1 LIMITED

COMPANY BALANCE SHEET as at 31 December 2006

FIXED ASSETS
Tangible assets
Investments

CURRENT ASSETS
Debtors

CREDITORS. amounts falling due within one year

NET CURRENT LIABILITIES

TOTAL ASSETS LESS CURRENT LIABILITIES
CREDITORS: amounts falling due after more than one year
NET ASSETS

EQUITY CAPITAL AND RESERVES

Called up share capital

Profit and loss account

Revaluation reserve

TOTAL EQUITY SHAREHOLDERS’ FUNDS

Approved by the Board of Directors

R C Desmond
hairman

Date 26 Apnl 2007
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Notes

11
12
14

16

17

22
23
23

23

2006 2005
£000 £000
12,261 10,071
110 110
12,371 10,181
22,048 20,596
(23,626) {21,986)
(1,578) (1,390)
10,793 8,791
(4,368) (4916}
6,425 3,875
110 110
3,778 3,418
2,537 347
6,425 3,875




RCD1 LIMITED

CONSOLIDATED CASH FLOW STATEMENT

For the year ended 31 December 2006

Net cash inflow from continuing operating activities

Dividends received from joint ventures

Returns on investments and servicing of finance

Interest receved

Interest paid

Issue costs of new bank loan

Interest element of finance lease rentals

Loan to joint venture

Net cash outflow from returns on investments and

servicing of finance

Taxation

Capital expenditure

Payments to acqure tangible fixed assets
Receipts from disposal of tangible fixed assets

Net cash outflow for capital expenditure

Net cash inflow/(outflow} before use of liquid resources

and financing

Management of hquid resources

Financing

Loan from joint venture
Joint venture loan repaid
External loan repayments

External loan

Capital element of finance lease rentals

Net cash (outflow)/inflow from financing

Decrease in net cash

Notes

24

25/26

2006
£000

14,201
1,698
889
(4,111)

(41;

(3,263)
(238)
(7,163)
26

(7,137)

5,261
M

(250)
{14,546)
9,500
(104)

{5,400)
146

2005
£009

1,864
2,597
919
(2,665)
(210)
(31)
(25)
(2,012)
(214)
(11,839)
161

(11,678)

(9,443)

(12)

250
(10,492)

17,295
(153)

6,900

(2,555)




RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

1. PRINCIPAL ACCOUNTING POLICIES
(a) Basis of accounting

The financial statements are prepared on a going concern basis, under the historical cost convention, as modified
by the revaluation of certain tangible fixed assets and in accordance with the Companies Act 1985 and applicable
accounting standards The principal accounting policies are set out below Certain comparative balances have
been reclassified to conform with the current year presentation

(b) Basis of consolidation

The consohdated profit and loss account, balance sheet, statement of total recognised gains and losses and cash
flow statement include the results, financial position and cash flows of the Company and its subsidiary
undertakings, and the Group's share of profits or losses and reserves of its joint ventures, from the date of
acquisition and untl the date of disposal Intra-group sales, profits and balances are eliminated fully on
consclidation

(c) Revenue recognition

Turnover represents the invoiced amount of goods dispatched and services provided (stated net of value added tax
and net of trade discounts) Turnover generated from publishing activiies 1s recognised on release of the
newspaper or magazine I1ssue to which it relates Television subscription revenue I1s recogrused evenly over the
period of the subscription, and pay for view revenue 1s recognised in the period in which the broadcast occurs

Group turnover includes sales made by group undertakings to joint ventures, but excludes sales by joint ventures
{(d) Foreign currencies

Transactions denominated in foreign currencies are recorded at the exchange rate ruling at the date of the
transaction Monetary assets and habilites denominated in foreign currencies are retranslated at the rate of
exchange ruling at the balance sheet date with any differences being taken to the profit and loss account

For consolidation purposes, the monetary assets and hiabilites of overseas subsidiary undertakings are translated
at the exchange rates ruling at the balance sheet date or at a contracted rate if applicable Non-monetary assets
and liabilities are translated at the exchange rate ruling at the date of transaction or, where forward contracts have
been arranged, at the contracted rates The profit and loss accounts of such undertakings are consolidated at the
average rates of exchange during the year Exchange differences ansing are taken to reserves

Foreign operations which are conducted through a foreign branch or overseas subsidiary undertakings whose
operations are closely interlinked with those of the Group and Company are accounted for using the temporal
method, whereby transactions denominated in foreign currencies are recorded at the exchange rate ruling at the
date of the transaction Monetary assets and habilites denominated in foreign currencies are retranslated at the
rate of exchange ruling at the balance sheet date with any differences being taken to the profit and loss account

13




RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

1 PRINCIPAL ACCOUNTING POLICIES {Continued)
{(e) Tangible fixed assets

Freehold investment properties are stated at their open market value at the balance sheet date In accordance
with SSAP 19, investment properties are revalued annually and the aggregate surplus or deficit i1s transferred
to the revaluation reserve unless a deficit, or its reversal, 1s expected to be permanent in which case i 1s
charged i the profit and loss account No provision 1s made for the depreciation of freehold investment
properties This departure from the requirements of the Companies Act 1985, which requires all properties to
be depreciated, 1s, in the optnion of the directors, necessary for the accounts to show a true and fair view in
accordance with applicable accounting standards

All other tangible fixed assets are stated at cost less accumulated depreciation The cost of tangible fixed
assets represents the purchase cost together with any incidental costs of acquisition (iIncluding interest costs)
Depreciation 15 provided on all tangible fixed assets to write off the cost of each asset, less any estimated
residual value, evenly over its expected useful life, as follows -

Leasehold land and builldings 50 years, estimated useful Iife or period of the lease,
whichever 1s the shorter

Plant and machinery 3 to 24 years

Fixtures, fitings and office equipment 2 to 10 years or penod of the lease, If shorter

Motor vehicles 2 to 5 years

Assets 1n the course of construction are held on the balance sheet but depreciation 1s not charged until the
assets are brought into use

The Group reviews its depreciation rates regularly to take account of technological changes, intensity of use
over the Iife of the assets and market requirements

(f) Debtors

Debtors are intially stated at farr value The carrying value of debtors 1s reviewed for impairment if events or
changes in circumstances indicate the carrying value may not be recoverable

({g) Borrowings

Ali borrowings are initially stated at the fair value of the consideration received after deduction of 1Issue costs
Issue costs together with finance costs are charged to the profit and loss account over the term of the
borrowings Accrued finance costs attributable to borrowings where the matunty at the date of i1ssue Is less
than one year are included within current liabilities  For all other borrowings, accrued finance charges and
1ssue costs are included within creditors due after more than one year

(h) Intangible fixed assets
Trademarks

Trademarks comprise the cost of registenng trademarks These are amortised over 20 years, which 1s
considered to be the useful economic Iife of the trademarks

Goodwill

Goodwill represents the excess of the fair value of the consideration pand for acquisitions over the fair value of
net assets acquired Goodwill 1s amortised on a straight fine basis over the estmated economic life of the
acquisition

Goodwill ansing on acquisition of the Express Newspapers in 2000 s being amortised over its estimated
economic life of 20 years

Goodwill arising on joint venture acquisitions 1s being amortised over its estimated useful economic Iife of 10
years




RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
(h) Intangible fixed assets (continued)
Goodwill

These perniods are the periods over which the directors estimate that the value of the underlying businesses
acquired are expected to match the value of the undertying assets

Assets are reviewed for impairment at the level of income-generating units whenever events or changes in
circumstances indicate that the carrying value may not be recoverable An imparrment loss 1s recognised for
the difference between the carrying amount and the recoverable amount and taken immediately to the profit
and loss account The recoverable amount 1s the higher of the asset’s net realisable value and its value in
use

(1) Stocks

Raw materials comprise mainly paper and are stated at the lower of cost and net realisable value, after making
due allowance for obsolete and slow moving items

Finished goods compnse mainly programme and film stocks, which are valued at the lower of cost and net
realisable value after making due allowance for obsolete and slow moving tems It s the policy of the Group
to write off the whole cost of a film or programme in the month of its first transmission

(1) Leases

Assets obtained under finance leases are capitalised and depreciated over the lesser of the period of the lease
and the estimated useful iife of the asset Obhgations relating to finance leases, net of finance charges In
respect of future periods, are included in Creditors due within or after more than one year, as appropriate

Finance costs are charged to the profit and loss account and allocated to accounting periods during the lease
term so as to produce a constant penodic rate of charge on the remaining balance of the obligation for each
accounting period

Rental costs under operating leases are charged to the profit and loss account as on a straight ine basis over
the lease term

Assets leased to third parties under operating leases are capitalised and depreciated over the estimated useful
life of the asset

Rental income 1s recognised on a straight line basis over the shorter of the entire lease term or the period to
the first break option Where a lease incentive does not enhance the property, it 1s amortised on a straight ine
basis over the period from the date of the lease commencement to the earlier of the first break option, or the
end of the lease term  On new leases with rent free penods, rental Income 1s allocated evenly over the perod
from the date of lease commencement to the earlier of the first rent review and the lease end date

(k) Fixed asset investments

Fixed asset investments are recorded at cost, adjusted for any permanent diminution in value Any diminution
in value I1s reflected In the profit and loss account when the diminution 1s dentified

The Company carries its investment in subsidiary undertakings at cost less any provision for permanent
diminution 1n value  Any diminution In value 1s reflected in the profit and loss account when the diminution 1s
identified

(n Interests in joint ventures

Where the Group holds a 50% interest in an entity on a long term basis and this interest i1s jointly controlled by
the Group and other parties, the investment 1s treated as a joint venture The Group’s share of the profits and
losses of the joint venture are disclosed separately in the Group's profit and loss account Joint ventures are
disclosed using the gross equity method under which the share of gross assets and liabilities are disclosed in
the balance sheet
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RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

1. PRINCIPAL ACCOUNTING POLICIES (Continued)
{m) Deferred taxation

Deferred taxation 1s recogrused In respect of all timing differences that have onginated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more tax in the future or a
right to pay less tax in the future have occurred at the balance sheet date

Deferred tax assets are regarded as recoverable and recognised in the financial statements when, on the
basis of available evidence, it 1s more likely than not that there will be suitable taxable profits from which the
future reversal of the timing differences can be deducted The recoverability of tax losses 1s assessed by
reference to forecasts, which have been prepared and approved by the board

Deferred tax assets and llabilities are not discounted and are calculated at the standard rate of corporation tax
in the UK of 30% (2005 30%)

{n) Pension costs

For the defined benefit schemes, the amount charged to operating profit 1s the cost of accruing pensicn
benefits promised to employees over the year plus any benefit improvements granted to members by the
Group during the year Other finance charges/income in the profit and loss account include a credit equivalent
to the Group’s expected return on the pension plans' assets over the year, offset by a charge equal to the
expected increase In the plans’ liabiities over the year The difference between the market value of the plans’
assets and the present value of the plans’ iabilities 1s disclosed as an asset/iability on the balance sheet, net
of deferred tax (to the extent that it 1s recoverable) Any difference between the expected return on assets and
that actually achieved, and any changes in the liabiities over the year due to changes In assumptions or
experience within the plans, are recognised In the statement of total recognised gans and losses

Pension costs relating to defined contribution schemes are the amount of the contributions payable for the
year

(o) Insurance premiums and claims

Premiums wntten relate to business incepted dunng the period less an allowance for cancellations Premiums
are accounted for net of relevant taxes

Claims incurred comprise claims and related expenses paid in the year

Provision i1s made at the year end for the estimated cost of claims incurred but not settled at the balance sheet
date, including the cost of claims incurred but not yet reported (“IBNR”) to the Group The estimated cost of
claims includes expenses to be incurred n setting clams The Group takes all reasonable steps to ensure
that it has approprate information regarding its clams exposures However, given the uncertainty in
establishing clams provisions, it 1s likely that the final outcome will prove to be different from the original
habiity established
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RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

2 SEGMENTAL ANALYSIS

The Group's turnover and profit before taxation arise solely from s publishing, broadcasting and printing
activites The Group’s turnover also Includes income from its insurance activities which commenced during the
year

The Group's turnover, profit before taxation and net assets are principally attnbutable to activities in the United
Kingdom and the United States of America

Turnover in respect of continuing joint venture entities anses from printing activities in the United Kingdom and
from publishing activities in the Republic of Ireland  Included in total operating profit and profit before taxation 1s
an amount In respect of aborted project costs Durning the year, the directors made the strategic decision to
terminate plans for a call centre which was to provide services across the whole Group The operations are not
matenial to the Group and the directors do not consider it necessary to treat it as a discontinued operation in the
profit and loss account

2006 2005
£000 £000
Turnover (including share of Joint Ventures)
Publishing and printing — excluding US 364,546 370,599
Publishing — US 16,067 4,658
Publishtng and prinbing — joint ventures 41,987 49,570
Broadcasting 31,593 34,064
Broadcasting — joint ventures - 1,233
Insurance 6,334 -
460,527 460,124
Group operating profit/{loss) before Chairman’s
emoluments/pension contnbutions — including Joint Ventures
Publishing and printing — excluding US 54,359 53,492
Publishing — US (16,549) (27,485)
Publishing and printing — joint ventures 2,545 (889)
Broadcasting 11,377 12,680
Broadcasting — joint ventures 8 (2,292)
Insurance (106) -
Aborted project costs (1,903) -
Property Investment 704 705
50,435 36,211
Group - excluding Joint Ventures 47,882 39,392
Joint Ventures 2,553 (3,181)
50,435 36,211
Chairman’s emoluments and pension coninibutions {40,662) (27,280)
Total operating profit. 9,773 8,931
Profit/{loss) before taxation:
Publishing and printing — excluding US 9,099 25,893
Publishing — US (16,616) (27,480)
Publishing and pnnting — joint ventures 2,707 (3,563)
Broadcasting 11,840 11,657
Broadcasting — joint ventures 8 (2,477)
Insurance (91) -
Aborted project costs (1,901) -
Property Investment 473 450
5,519 4,480
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RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

2. SEGMENTAL ANALYSIS {Continued)

Net operating assets/(liabilities) (including pension
deficit).

Pubhshing and printing — excluding US
Publishing - US

Publishing and printing — joint ventures
Broadcasting

Broadcasting — joint ventures
Insurance

Aborted project costs

Property Investment

Reconciliation of net operating assets to net habilities
Net operating assets

Investments

Corporation tax

Deferred tax — asset

Net borrowings

3. ADMINISTRATIVE EXPENSES

Chairman’s emoluments and pension contributions (note 5a)

Other administrative expenses

18

2006 2005
£000 £000
(13,327) 15,363

(8,183) (11,659)
13,487 11,273
1,119 1,565
37 31
(91) -
(1,097) -
11,604 9,528
3,549 26,101
3,549 26,101
107 105
(8,269) (7,967)
14,114 7,761
(27,019) (33,960)
{17,518) (7,960)
2006 2005
£000 £000
40,662 27,280
133,653 144,790
174,315 172,070




RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

4, GROUP OPERATING PROFIT 2006
£000

Operating profit is stated after charging/(crediting):
Services provided by the Group’s auditor and asscciated firms

During the year the Group (including its overseas subsidiaries) obtained the
following services from the Group’s auditor at costs as detalled below

Audit services
Fees payable to the Company’s auditor for the audit of the Company and 29
consolidated accounts

Other services
Fees payable to the Company’s auditor and its associates for the audit of

associates to the Company pursuant to legislation 381
Other services provided pursuant to such legistation 82
Other services relating to taxation 852
All other services 238
Depreciation — owned assets 7,184
Depreciation — leased assets 2,315
Amortisation of trademarks 4
Amortisation of goodwilt — acquisitions 567
Amortisation of goodwili - joint ventures 3,369
Loss/(profit) on disposal of fixed assets 1,216
Operating lease rentals — plant and machinery 386
Operating lease rentals — other 7,769
Operating lease rental income (2,017)
Foreign exchange (gain)/loss (2,939)
Other operating income:

Operating lease rentals — other income (1,074)
Sale of share of intellectual property {2,000)
Investment income (2)

Audit fees for the Company are borne by subsidiary undertakings

19

2005
£000

38

383

590
255

6,759
2,302

567
3,369
(126)

337
6,341

(1,998)
1,291

(1,140)
(3,000)
(7)




RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

5. INFORMATION REGARDING DIRECTORS AND EMPLOYEES

(a) Directors 2006 2005
£000 £000
Emoluments 2,019 2,850
Company contributions to money purchase pension schemes 40,070 26,074
42,089 28,924

Pension benefits are accruing to five directors under money purchase pension schemes (2005 five directors)

The above emoluments and pension contributions include the following amounts in respect of the highest paid

director, the Chairman

Highest paid director 2006 2005
£000 £000
Emoluments 662 1,276
Company contributions to money purchase pension schemes 40,000 26,004
40,662 27,280
{b) Staff costs (including directors)
2006 2005
£000 £000
Wages and salanes 56,796 55,209
Social security costs 6,007 5,883
Pension costs 38,368 26,440
101,171 87,532
Pension costs include an FRS 17 pension credit of £5 0 millon (2005 £1 4 million credit)
Average number of people employed by activity
2006 2005
Number Number
Production 815 823
Selling and distribution 155 160
Administration 277 256
1,247 1,239
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RCD1 LIMITED

NOCTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

6 INTEREST RECEIVABLE AND SIMILAR INCOME

Bank deposit interest
Other interest receivable
Joint venture interest receivable

7. INTEREST PAYABLE AND SIMILAR CHARGES

Bank loans and overdrafis
Finance leases

Amortisation of financing charges
Other interest payable

Joint venture interest payable

21

20086 2005
£000 £000
720 717
169 202
166 -
1,055 919
2006 2005
£000 £000
3,218 2,756
4 3
159 134
987 167
4 382
4,409 3.470




RCD1 LIMITED
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

8 TAXATION ON PROFIT ON ORDINARY ACTIVITIES

2006 2005
£000 £000
Current tax:
UK corporation tax on profit for the year at 30% (2005 30%) 545 4,883
Adjustment in respect of previous penods 266 1,437
Foreign taxes suffered 270 226
Double taxation relief (258) (101)
Share of joint venture taxation 1,549 {2,202)
Total current tax charge 2,372 4,243
Deferred tax:
Ongination and reversal of tming differences (Accelerated capital allowances
and other) (1,775) (443)
Adjustment in respect of previous pericds 672 (1,558)
Total deferred tax credit excluding deferred tax credit on pension hability
(note 18) (1,103) (2,001)
Pension cost relief in excess of pension cost charge 1,950 210
Total deferred tax charge/{credt) 847 {1,791)
Tax on profit on ordinary activities 3,219 2,452

The tax assessed for the year differs from the standard rate of corporation tax in the UK of 30% {2005 30%)
The differences are explained below

2006 2005

£000 £000
Profit on ordinary activities before tax 5,519 4,480
Profit on ordinary activities multiplied by standard rate in the UK 30% (30%) 1,656 1,344
Effects of
Expenses not deductible for tax purposes 1,100 281
Excess of depreciation over capital allowances and other timing differences {175) 233
Adjustments in respect of previous periods 266 1,437
Utilisation of prior year tax losses {600) {S00)
Profits subject to lower level of overseas tax (1,907) (431)
Non tax deductible goodwill amortisation and other permanent differences 1,181 1,181
Deferred tax assets not recognised 851 1,098
Current tax charge for the year 2,372 4,243

Factors that may effect future tax charges

Based on current capital investment plans, the Group expects depreciation to continue to exceed capital allowances in
future years The deferred tax asset not recognised relates to unutlised trading losses realised dunng the period

Subsequent to the year end, the Chancellor announced that the full rate of corporation tax will be reduced from 30% to

28% wath effect from 1 April 2008, amongst other tax changes The expected impact of these changes 1s explained n
note 29
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RCD1 LIMITED
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

9 PROFIT OF COMPANY

As permitted by Section 230 of the Companies Act 1985, the profit and loss account of the Company 15 not
presented as part of these financial statements The Company’s profit for the year amounted to £360,000 (2005
£315,000)

10. INTANGIBLE ASSETS

Trademarks Goodwill Total
£000 £000 £000

THE GROUP
Cost
At 1 January 2006 158 11,347 11,505
Additions - - -
At 31 December 2006 158 11,347 11,505
Amortisation
At 1 January 2006 115 2,863 2,978
Charge for year 4 567 571
At 31 December 2006 119 3,430 3,549
Net book amounts
At 31 December 2006 39 7,917 7,956
At 31 December 2005 43 8,484 8,527
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RCD1 LIMITED

NQOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

11. TANGIBLE ASSETS Short Motor Fixtures,

Freehold Leasehold Vehicles, Fittings &

Land & Land & Plant & Office Construction
Buildings Buildings Machinery Equipment in progress Total
£000 £000 £000 £000 £000 £000

THE GRCUP
Cost/ valuation
At 1 January 2006 10,071 58,189 112,534 19,105 - 199,899
Additions - 2,129 1,812 655 3,119 7.715
Disposals - - {129) (298) (1,234) {1,661}
Revaluation 2,190 - - - - 2,190
At 31 December 2006 12,261 60,318 114,217 19,462 1,885 208,143
Depreciation
At 1 January 2006 - 15,817 85,724 15,417 - 116,958
Charge for the year - 2,081 6,646 772 - 9,499
Disposals - - {129) (290) - (419)
At 31 December 2006 - 17,898 92,241 15,899 - 126,038
Net book amounts
At 31 December 2006 12,261 42,420 21,976 3,563 1,885 82,105
At 31 December 2005 10,071 42,372 26,810 3,688 - 82,941

Freehold land & bulldings represents an investment property from which the Group denves rental mcome,
which was previously recorded at open market valuation of £10 1 million The property was valued at £12 3
million by Peter Galan & Company, a qualified chartered surveyor, as at 31 December 2006 on the basis of
open market value At 31 December 2006 the property I1s stated at the open market valuation of £12 3 million
The historical cost of the investment property 18 £10 5 midlion If the investment property was depreciated the
accumulated depreciation at 31 December 2006 would be £4 0 million (2005 £3 7 millon} The net book
value at 31 December 2006 would be £6 5 milhon {2005 £6 8 million)

Motor vehicles, plant & machinery, fixtures & fithngs and office equipment include assets acquired under

finance leases in respect of which, as at 31 December 2006, the net book value was £7 8 milhon (2005 £10 1

million) after charging £2 3 milion (2005 £2 3 million) depreciation for the year

Included within the following categories are assets leased to a joint venture under an operating lease

e Short leasehold land and buildings - gross asset cost of £190 million {2005 £190 million) and
accumulated depreciation of £9 0 milion (2005 £8 5 millon) Motor vehicles, plant and machinery - gross
cost of £57 8 million (2005 £57 8 million) and accumulated depreciation of £49 9 milion (2005 £48Q
millon)

Capitalised interest included in the net book value of fixed assets amounted to

¢ Short leasehold land and buildings - £0 8 mithon (2005 £0 9 million)

+ Motor vehicles, plant and machinery - £0 4 million (2005 £0 5 milhon)

THE COMPANY

The tangible fixed assets of the company at 31 December 2006 amount to £12 3 million (2005 £10 1 million) and
consist entirely of the nvestment property referred to above
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RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

12. FIXED ASSET INVESTMENTS

THE GROUP
2006 2005
£000 £000
Interest in joint ventures
At 1 January - net habiibies (8,419) {7,549)
- goodwill (gross) 33,691 33,691
25,272 26,142
Share of profits/(losses) retained 5,589 {870)
At 31 December - net iabilities (2,830) (8,419)
- goodwill {gross) 33,691 33,691
30,861 25,272
Aggregate amortisation of goodwill
At 1 January (13,968) {10,599)
Charge for the period {3,369) {3,369)
At 31 December (17,337) {13,968)
Net book amount at 31 December
Net habihties (2,830) (8,419)
Goodwill 16,354 19,723
13,524 11,304
Other fixed asset iInvestment 85 85
Total fixed asset investments 13,609 11,389

Interests in joint ventures principally comprise
s 50% of the equity share capital of West Ferry Printers Limited, a newspaper printing company

* 50% of the equity share capital of Independent Star Limited, a newspaper publisher registered in the Republic
of Ireland, the principal activity of which 1s the publishing of ‘The Star’ newspaper in that country

s 50% of the equity share capital of Express Shopping Channei, a broadcasting and television production
company The company termmated broadcasting in 2005
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RCD1 LIMITED
NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

12. FIXED ASSET INVESTMENTS (Continued)

Details of significant investments in Joint Venture Companies

2006 2005
£000 £000
Summary of Joint Venture net assets
Share of fixed assets 11,872 15,007
Share of current assets 13,247 9,320
Share of gross assets 25,119 24,327
Share of habilities
Due within one year (4,883) {4,756)
Due after one year (23,066) {27,990)
Share of gross liabilities (27,949) (32,746)
Net liabilities (2,830) (8,419)
The Group's share of the results of its principal joint venture company 1s disclosed below
2006 2005
£000 £000
West Ferry Printers Limited
Turnover 27,269 35,843
Profit/(loss) before taxation 4,106 {438)
Taxation {1,341) 124
Profit/(loss) after taxation 2,765 (314)
Gains/(losses) recognised in statement of total recognised gains and
losses 2,752 (1,400}
Fixed assets 11,680 14,842
Current assets 10,381 6,218
Liabilities due within one year (2,446) (2,053)
Liabilities due after more than one year (23,000) (27,879)
Net liabilities (3,385) (8,902)
THE COMPANY 2006 2005
£000 £000
Shares in group undertakings
At 1 January 2006 and 31 December 2006 110 110
The immediate subsidiary undertaking and its percentage holding 1s
Principal activity Ordinary shares
Northern & Shell Network Limited Publishing, printing and broadcasting 100%

Investments in group undertakings are stated at cost less any provision for permanent diminution in value A list of

the prnincipal subsidiaries and joint ventures is given In note 31
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

13 STOCKS

Raw matenals and consumables
Finished goods and goods for resale

14. DEBTORS

Trade debtors

Other debtors

Loan to joint venture company
Prepayments and accrued income

Amounts falling due within one year

Amounts owed by group undertakings

The Group
2006 2005
£000 £000
3,781 5,966
425 624
4,206 6,590
The Group
2006 2005
£000 £000
33,449 32,428
5,596 6,881
2,025 2,025
9,752 10,991
50,822 52,325
The Company
2006 2005
£000 £000
22,048 20,596
22,048 20,596

Amounts owed by group undertakings carry interest between 2 0% and 2 5% above base rate, are unsecured and
repayable on demand Amounts owed by dormant group undertakings, included in amounts owed by group
undertakings, are non-interest bearing The loan to a joint venture company carries nterest of 2 5% above LIBOR,

Is unsecured and repayable on demand

15. CURRENT ASSET INVESTMENTS

Quoted investments
Unquoted investments

The Group
2006 2005
£000 £000
14 19
8 1
22 20
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

16. CREDITORS' amounts falling due within one year

Bank loans and overdrafts (note 19 and note 26)
Less deferred finance charges

Amounts owed with respect to consortium rehef
Loans from joint venture

Other amounts owed to joint ventures

Trade creditors

Other creditors

Taxation and social security

Obhgations under finance leases {note 20)
Corporation tax

Redeemable ordinary ‘B’ shares

Accruals and deferred iIncome

Bank loans (note 19)

Amounts owed with respect to group relief
Amounts owed to group undertakings
Accruals and deferred income

The Group
2006 2005
£000 £000
6,590 14,509
(477) (554)
4,264 4,077
- 250
1,328 1,924
26,746 30,967
3,629 4,809
1,617 1,395
179 153
8,269 7,966
900 900
30,924 32,889
83,969 99,285
The Company
2006 2005
£000 £000
545 536
459 345
22,424 20,907
198 198
23,626 21,986

Amounts owed to group undertakings carry interest between 2 0% and 2 5% above base rate, are unsecured and
repayable on demand Amounts owed with respect to group relief are non interest bearing  Amounts owed to joint
ventures carry interest between 2 0% and 2 5% above base rate, are unsecured and repayable on demand

17 CREDITORS. amounts falling due after more than one year

Bank loans (note 19 and 26)
Obligations under finance leases (note 20)
Accruals and deferred income

Bank loan (note 19 and 26)

28

The Group
2006 2005
£000 £000
38,409 37,752
402 532
471 -
39,282 38,284
The Company
2006 2005
£000 £000
4,368 4,916




RCD1 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2006

18. PROVISION FOR LIABILITIES AND CHARGES

Deferred
Tax -
excluding
deferred tax Insurance
on pension Claims Other
liability provision provisions Total
£000 £000 £000 £000
The Group
At 1 January 2006 9,069 - 499 9,568
{Credited)/charged to the profit and loss account (1,103) 6,320 3,240 8,457
Utilised during the year - - (499) (499)
At 31 December 2006 7,966 6,320 3,240 17,526

The addition dunng the year of £6 3 million to the Insurance Claims provision relates to the potential costs arising
from claims that could be made against Northern & Shell Insurance Limited, a group company, resulting from
Insurance contracts written by that company No claims have been made to date and, should they anse, any clams
are likely to take several years to resolve Whilst the ultimate cost, If any, of setthng the potential claims 1s uncertain
the company has taken legal and professional advice and considers that a provision of £6 3 million 1s appropriate

Included In other provisions is an addition in the year of £3 2 milllon which relates to the provision for onerous rental

commitments at the main business premises, Number 10 Lower Thames Street This provision 1s expected to be
utihsed during the period to 31 December 2011

The deferred taxation provided in these financial statements 1s as follows

2006 2005
£000 £000

Provision for deferred tax including deferred tax on pension liability
Accelerated capital allowances 7,759 6,769
Other timing differences 207 2,300
Deferred tax excluding that relating to pension hability 7,966 9,069
Deferred tax on pension liabiity (note 27) {22,080) {16,830)
Total provision for deferred tax — asset {14,114) {7,761)
1 January 2006 (7,761)
Deferred tax charge in profit and loss account (note 8) 847
Deferred tax on the actuanal loss on the pension scheme charged to the statement
of total recognised gains and losses (7,200)
At 31 December 2006 (14,114)

Based on current capital investment plans, the Group expects depreciabion to continue to exceed capital
allowances in future years Deferred tax 1s measured on a non-discounted basis at the rates and laws enacted at
the balance sheet date
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19 BANK LOAN OBLIGATIONS The Group
2006 2005
£000 £000
The group’s bank loan gbligations are due
Within 1 year 6,526 13,995
In more than 1 year but not more than 2 years 6,536 5,970
In more than 2 years but not more than 5 years 16,794 18,097
In more than 5 years 15,079 13,685
44,935 51,747
Less deferred finance charges {477) (554)
44,458 51,193

Bank loans are secured over the assets of the Group Included in bank loans 15 a loan of £27 8 million, which carries
interest at LIBOR plus 1 0% and I1s repayable in quarterly instalments over ten years, and a US $24 0 million loan
(sterling equivalent at 31 December 2006 £12 2 million), which carmes interest at LIBOR plus a maximum margin of
1 15% and 1s repayable in six monthly instalments over four years The balance of £4 9 million 1s secured on the
investment property held by the Group, 1s repayable over nine years and carries interest at the NatWest bank base
rate plus 1 0%

THE COMPANY

The Company’s bank loan obligations of £4 9 million (2005 £5 4 million}, of which £545,000 1s due within one year
(2005 £536,000), and £4 4 million i1s after more than one year (2005 £4 9 million), 1s subject to the terms and
conditions set out in respect of the £4 9 million group bank loan above

20. OBLIGATIONS UNDER FINANCE LEASES

The Group 1s subject to finance lease obligations which are due

2006 2005

£000 £000
Within one year 179 153
Within two to five years 402 532
581 685

21. OPERATING LEASE COMMITMENTS

At 31 December 2006 the Group was committed to making the following annual payments in respect of operating
leases which expire

Land and Builldings Other
2006 2005 2006 2005
£000 £000 £000 £000
Within one year 2 4 8 8
Two to five years 492 405 Y| 329
After five years 8,447 6,199 - -
8,941 6,608 349 337
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22 SHARE CAPITAL

Ordinary shares of £1 each

23. SHAREHOLDERS' DEFICIT

a) Reserves

At 1 January 2006

Surplus on revaluation of property

Retained profit for the year

Actuanal loss on pension scheme - excluding
Joint Ventures (note 27)

Movement on deferred tax relating to pension
scheme - excluding Joint Ventures (note 18)
Actuanal gain on Joint Venture pension scheme
Movement on deferred tax relating to Joint
Venture pension scheme

At 31 December 2006

Reserves

At 1 January 2006
Retained profit for the year
Surplus on revaluation of property

At 31 December 2006

The Group & Company

Authorised Allotted and
Fully Paid
2006 2005 2006 2005
£000 £000 £000 £000
110 110 110 110
The Group
Capital Other Revaluation Profit &
redemption reserve reserve loss
reserve
£000 £000 £000 £000
100 3,860 347 {12,377)
- - 2,190 -
- - - 2,300
- - - (24,000)
- - - 7,200
- - - 3,931
- - - (1,179)
100 3,860 2,537 (24,125)
The Company
Revaluation Profit &
reserve loss
£000 £000
347 3,418
- 360
2,190 -
2,537 3,778
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23. SHAREHOLDERS’ DEFICIT (continued)

b) Reconciliation of movements in shareholders’ deficit

Profit for the year

Surplus on revaluation of property

Actuanal (loss)/gain on pension scheme — excluding Joint
Ventures (note 27)

Movement on deferred tax relating to pension scheme -
excluding Joint Ventures (note 18)

Actuanal gain on Joint Venture pension scheme (23 a)
Movement on deferred tax relating to Joint Venture pension
scheme (23 a)

Net (reduction in)y/addition to shareholders’ funds
Opening shareholders’ deficit

Closing shareholders’ deficit

Profit for the year

Surplus on revaluation of property
Net addition to shareholders’ funds
Opening shareholders’ funds

Closing shareholders’ funds

The Group

2006 2005

£000 £000
2,300 2,028
2,190 347
{24,000) 15,300
7,200 {4,590)
3,931 {2,000}
{1,179) 600
(9,558) 11,685
{7,960} {19,645)
{17,518) {7,960)

The Company

24 RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW

Operating profit

Depreciation charge

Amortisation of iIntangible assets

Loss/(profit) on sale of tangible assets
Decrease/(increase) in stocks

Decrease/(increase) in debtors

Decrease in creditors

Difference between pension costs and cash contributions
Increase/(decrease) in provisions

Other non-cash changes

Net cash inflow from continuing operating activities

Non-cash changes comprise foreign exchange (gains)/losses
32

2006 2005
£000 £000
360 315
2,190 347
2,550 662
3,875 3,213
6,425 3,875
2006 2005
£000 £000
7,220 12,112
9,499 9,061
571 571
1,216 (126)
2,384 (3,551)
1,503 (2.414)
(6,915) (12,111)
(7,400) (2,600)
9,061 (369)
(2,938) 1,291
14,201 1,864
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25 RECONCILIATION OF NET CASH FLOW TO MOVEMENTS IN NET DEBT

2006 2005
£000 £000
Net debt at 1 January {35,967} (26,614)
Decrease in cash in the penod {146) {2,555)
Cash outflow from finance lease payments 104 153
Loan finance received {9,500) {17,295)
Finance charges paid - 210
Loan finance repard 14,546 10,492
Loan repaid to joint venture 250 -
Loan from joint venture - {250)
Other non cash changes 1,684 {120)
Liquid resources 7 12
Net debt at 31 December {29,022) (35,967)
26 ANALYSIS OF CHANGES IN NET DEBT
1 January Cash Non Exchange 3
flow cash movements December
£000 £000 £000 £000 £000
Cash in hand and at bank 16,655 (596) - 16,059
Overdrafts excluding short term loan {514) 450 - {64)
16,141 (146) - 15,995
Finance leases (685) 104 - (581)
Loan finance due within 1 year {13,691) 14,103 (6,600) 139 (6,049)
Loan finance due after 1 year (37,752) (8,807) 6,529 1,621 (38,409)
Liquid resources 20 7 (5) - 22
Net debt (35,967) 5,261 (76) 1,760 (29,022)
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27 PENSION SCHEMES

FRS17 Disclosure

The latest full actuanal valuations of the Express Newspapers 1988 Pension Fund and the Express
Newspapers Senior Management Pension Fund were carned out as at 5 April 2006 The results below have
been updated by a qualfied independent actuary using the projected unit valuation method The Group
currently makes contributions at 6% of the Contribution Earnings Both Funds are defined benefit schemes

The Group also participates in a defined coninbution scheme for its employees Contnbutions are charged to
the profit and loss account to reflect amounts payable under the scheme The charge for the year was
£708,000 (2005 £623,000) At 31 December 2006 contnhutions of £62,000 were outstanding (2005
£53,000) These have been paid in full after the year end

The Express Newspapers 1988 Pension Fund was closed to new members in October 1996 As a result of the
Fund becoming closed, the current service cost, as a percentage of Contrnibution Earnings, will increase as
members approach retrement (but will reduce as members leave and are not replaced)

The major financial assumptions used in the calculations at 31 December were

2006 2005 2004
Discount rate 5 20% 4 90% 5 30%
Rate of increase In salaries 320% 310% 375%
Rate of LPI increase In pensions in payment 310% 3 00% 300%
Inflation assumption 2 B0% 270% 2 80%

The farr value of the assets presented below reflect the aggregated assets of the Express Newspapers 1988
Pension Fund and the Express Newspapers Semor Management Fund

The farr value of the assets in the schemes and the expected rates of return at 31 December were

Long - Fair Long - Fair Long - Fair
termrate valueat term rate value at term rate value at
of return 2006 of retum 2005 of return 2004
expected £000 expected £000 expected £000

at 2006 at 2005 at 2004
Equites 8 25% 144,900 775% 114,000 7 75% 109,300
Gilts 4 50% 62,900 4 00% 153,000 4 80% 139,700
Corporate bonds 5 20% 142,200 4 90% 102,300 5 30% 89,100
Other 5 00% 14,500 4 50% 5,700 4 75% 8,100
Total market value of assets 364,500 375,000 346,200
Present value of scheme liabilities (438,100) (431,100) (418,300)
Deficit in the schemes (73,600) (56,100) {72,100)
Related deferred tax asset 22,080 16,830 21,630
Net pension habitity under FRS 17 (51,520) (39,270) (50,470)
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27. PENSION SCHEMES (continued)
FRS 17 Disclosure (continued)

Details of expenence gains and losses for the year ended 31 December 2006

History of expenence gains and losses 2006 2005 2004 2003 2002

Difference between the expected and actual

Rate of return on assets (E114m) £265m £117m £116m £389m
Percentage of scheme assets 31)% 71% 34% 35% (12 1)%
Experience (loss)/gain on scheme habilities (£25 9m) £20m (E286m) (E09m} £61m

Percentage of the present value of the scheme liabilities (59% 05% (6 8)% {0 2)% 18%

Total amount recognised in STRGL (£240m) £153m (E194m) (ES57m) (£299m)
Percentage of the present value of the scheme liabifities (55)% 35% (4 6)% {(15)% (87)%

The following amounts have been recorded in the consclidated profit and loss account for both schemes as at 31
December 2006

Operating profit 2006 2005
£000 £000
Current service cost 3,300 3,300
Past service cost/(credd) 200 (4,700)
Settlement gains {(8,500) -
Total operating credit (5,000) (1,400)
Other finance income/(expenses) 2006 2005
£000 £000
Expected return on assets 19,600 19,800
Interest cost (20,500) (21,700)
Total net return (900) (1,900)
Movement in deficit during the year 2006 2005
£000 £000
Deficit at start of year (56,100) (72,100)
Current service cost (3,300) {3,300)
Past service (cost)/credit (200) 4,700
Settiement gains 8,500 -
Employer contributions 2,400 1,200
Other financing expenses (900) (1,800)
Actuanal {loss)/gain {24,000) 15,300
Deficit at end of the year {73,600) {56,100)
Statement of total recognised gains and losses 2006 2005
£000 £000
Actual return less expected return on scheme assets {(11,400) 26,500
Experience (losses)/gains on scheme liabilities {25,900) 2,000
Change in actuarial assumptions 13,300 (13,200)

Actuarial (loss)/gain (24,000) 15,300
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28. GUARANTEES AND CONTINGENT LIABILITIES

At 31 December 2006, bank loans and overdrafts have been jointly and severally guaranteed by the Company
and certain subsidianes At 31 December 2006 the maximum habilitres which could anse under these credit
arrangements was £44 9 million (2005 £51 7 million) The shares of the subsidiary companies are pledged as
security for these arrangements  After the year end, these arrangements were amended (note 29)

Dunng the year a group company, Northern & Shell Pacific Limited, also entered into certain bank guarantees
The bank, subject to the terms of the guarantee but otherwise unconditionally, undertakes to pay a media
buyer on demand any sums to an amount not exceeding AUD $2 million (sterting equivalent at 31 December
2006 £805,000) and o pay to the landlord of the company’s business premises on demand any sum or sums
to an amount not exceeding AUD $188,000 (stering equivalent at 31 December 2006 £76,000) The bark’s
habilites have also been jointly guaranteed by the Company’s subsidiary, Northern & Shell Network Limited
The bank’s liabiliies cease and are determined on 6 October 2007 and 18 July 2018, respectively

The Group, through its subsidiary company Northern & Shell Insurance Limited, provides against any potential
insurance claims No clams have been made to date and, should they anise, any clams are likely to take
several years to resolve (note 18)

At 31 December 2006, certain claims in the normal course of business were pending against the Company
and Group and certain tax computations were still subject to agreement with the relevant taxation authonties
Although there I1s uncertainty regarding the final outcome of these matters, the directors believe, based on
professional advice received, that adequate provision has been made In the financial statements for
anticipated habilites and the probable ulimate resolution of such matters will not have a matenal effect on the
financial statements of the Company and Group

29 POST BALANCE SHEET EVENTS

in March 2007, the drectors made the strategic decision to terminate the publication of Happy Magazine, the
Group’s shopping magazine

On 21 March 2007, the Chancellor announced that the full rate of corporation tax will be reduced from 30% to 28%
with effect from 1 Apnl 2008, amongst other tax changes If implemented, the impact of these changes 1s expected
to decrease the Group's overall deferred tax asset at 31 December 2006 by approximately £1 9 million

©n 18 April 2007, the bank loans were restructured and the US $24 0 mitlion loan was repaid in full (note 19) As
a result, the arrangements in place for guarantees as at 31 December 2006 were superseded and the bank loans
are now Jointly and severally guaranteed by two subsidiary companies, with the shares of the other subsidiary
companies no longer pledged as a security for the arrangements (note 28)

30. RELATED PARTY TRANSACTIONS

The Group, through its subsidiary company Express Newspapers, participates in a joint venture under which it
holds & 50% shareholding in the company West Ferry Printers Limited, where the remaining shares are owned
by Telegraph Group Limited The purpose of the joint venture 1s the provision of printing faciies to both
Express Newspapers and Telegraph Group Limited and certain third parties In the year ended 31 December
20086, West Ferry Printers Limited provided Express Newspapers with printing which was included in the
turnover of the year ended 31 December 2006 at £15 3 mifion (2005 £16 5 milion) At 31 December 2006,
£1 3 million was payable in respect of that printing (2005 £1 9 millien) by the Group to West Ferry Printers
Limited

it was agreed by the shareholders of West Ferry Printers Limited that they could borrow, in equal amounts,
some of the surplus cash of the company The loan incurs interest of base rate plus 1 0% and there are no
fixed repayment terms The balance payable by Express Newspapers was £nil as at 31 December 2006
(2005. £250,000)

The Group, through its subsidiary company Northern & Shell Network Limited, participates in a joint venture
with N Brown Group Plc under which it holds a 50% shareholding m the company, Express Shopping Channel
Limted As at 31 December 2006, the loan amount owed to the Group was £2 0 million (2005 £2 0 milhon)
The loan incurs interest of base rate plus 2 5% and there are no fixed repayment terms  Loan interest due in
respect of this loan at 31 December 2006 amounted to £174,000 (2005 £174,000) As at 31 December 2006,
the company also owed the Group £1 8 million (2005 £2 1 millon) These amounts are included in ‘trade
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29 RELATED PARTY TRANSACTIONS (Continued)

debtors’ and 'other debtors’ respectively In 2005 the joint venture company terminated its broadcasting
activiies Durning the year, Express Shopping Channel Limited sold plant and machinery of £nil (2005
£100,000) to the Group Tax losses incurred by Express Shopping Channel Limited will be surrendered to
Group companies In accordance with the Consortium Relief provisions and will be paid for At 31 December
2006, the Group owed £4 3 milhon {2005 £4 1 million) to the company In respect of these tax losses This
amount i1s included within Creditors ‘amounts owed with respect to group relief and consortium relief Express
Shopping Channel Limited ceased to trade on 30 November 2005

Duning the year, the Group entered into a loan with Mr R C Desmond for £35 0 million, incurnng interest at
LIBOR plus a margin of 20% The whole of the loan and interest of £983,000 was repaid in full to Mr RC
Desmond in the year At 31 December 2006, the Group owed £ri {2005 £ri) in relation to Mr RC
Desmond’'s emoluments and pension contributions for 2006

During the year, the Group made contnbutions of £588,000 (2005 £731,000) to a charitable trust, of which Mr
R C Desmond s a trustee At the year end there were no balances due to or from the chantable trust

Badger Property Partners LLP, of which Mr R C Desmond 1s a partner, owns the 10 Lower Thames Street
property which 1s the head office of the Northern & Shell Network group The 10 Lower Thames Street
property 1s let to Express Newspapers on a 20 year lease from 1 January 2004 for an annual rental of £7 6
million (2005 £5 5 midlion), wath a rent review every 5 years Duning the year, a deed of vanation was agreed
to increase the annual rent to this amount The directors received independent advice from a qualified
chartered surveyor recommending a change as thus would hmit future rent iIncreases  The lease 1s drawn up
in ine with current market terms with the rent payable being in line with rents achieved in relation to other
similar properties in the area The charge for the year was £6 4 milion (2005 £5 5 millon} No amounts were
due to Badger Property Partners LLP as at 31 Decernber 2006 (2005 £nil)

Durng the year, Mr RC Desmond paid insurance premiums of £6 3 milion (2005 £mil) to a subsidiary
company, Northern & Shell Insurance Limited The purpose of the premiums was to insure against personal
risks and habiittes The Group 15 commutted to taking steps to mitigate the nsks and lhabilities, however, the
amount of the potential habilities i1s uncertain

The Company has taken advantage of the exemption available under FRS 8 from disclosing transactions with
other group companies that form part of the wholly owned group

31. PRINCIPAL SUBSIDIARIES AND JOINT VENTURES

Principal subsidiaries and percentage holding

Company Name Principal Activity % Shareholding
Northern & Shell Network Limited Principal holding company 100%
Northern & Shell Group Limited Holding company 100%
Portland Media Group Limited Holding company 100%
Northern & Shell Finance Limited Treasury 100%
Express Newspapers Publishing 100%
Broughton Printers Limited Printing 100%
Northern & Shell Distribution Limited Magazine distributor 100%
Northern & Shell pic Publishing 100%
Portiand Enterprises Limited Television production 100%
Portland Enterprises (Cl) Limited Television broadcasting 100%
RHF Productions Limited Television broadcasting 100%
Northern & Shell Magazines Limited Publishing 100%
Northern & Shell North America Limited * Publishing 100%
Northern & Shell Pacific Limted ** Publishing 100%
Northern & Shell Insurance Limited Insurance 100%
Northern & Shell Luxembourg SARL Finance 100%

All of the above companies are registered in England, except for Portland Enterpnses (Cl) Limited and RHF
Productions Limited which are registered in Jersey, Northern & Shell Insurance Limited which 1s registered in
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30 PRINCIPAL SUBSIDIARIES AND JOINT VENTURES (Continued)

Guernsey and Northern & Shell Luxembourg SARL which is registered in Luxembourg *Denotes operates a
branch in the United States of America **Denotes operates a branch in Australia

All of the above comparies are consolidated within the group accounts

Joint Ventures Incorporated in Principal activity Stake Nominal value of
allotted share

West Ferry Printers United Kingdom Printing 50%  £50 ordinary shares

Limited

Independent Star Limited  Republic of Ireland Publishing 50% €635 ‘E' ordinary
shares

Express Shopping Channel United Kingdom Broadcasting 50%  £449 ordinary shares

32. CAPITAL EXPENDITURE COMMITMENTS

Capital expenditure authonsed and contracted for but not provided in the accounts amounted to £10 0 milhon (2005
£1 4 milon) relating to the purchase of plant and machinery
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