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PHG Management Limited

Directors’ report and financial statements
For the year ended 31 March 2007

Directors’ report

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

The principal activity of the company 1s that of an intermediate holding company

Business review

The primary purpose of the company 1s a vehicle for paying nterest. The directors believe the company will
continue 1n this manner for the foreseeable future

Results and dividend

The results for the period are set out 1n detail on page 5

The directors do not recommend the payment of a dividend (2006 £Nil)
Directors

The directors who served during the period and to the date of these financial statements were as follows

N Harns " (resigned 3 Apnl 2006)
N Moreton

D Quinn

J Robinson (resigned 3 April 2006)
C Philipps (nee Margent) (resigned 3 Apnl 2006)
J Harper (resigned 3 Apnl 2006)

Statement of disclosure to auditors

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are each
aware, there 1s no relevant audit information of which the Company’s auditors are unaware, and each director has
taken all steps that he ought to have taken as a director to make himself aware of any relevant audit information and
to establish that the company’s auditors are aware of this

Auditors

In accordance with Section 385 of the Compames Act 1985, a resolution for the re-appomtment of KPMG LLP as
auditors of the company, 1s to be proposed at the forthcoming annual general meeting

By order of the board
)\( Mg-ﬂQbe
NK Moreton Garmmck House
Company Secretary 2 Queen Street
Lichfield
Staffordshure
WS13 6QD

6 August 2007
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Statement of directors’ responsibilities in respect of the directors’ report and the
financial statements

The directors are responsible for preparing the directors’ report and the financial statements m accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they have
elected to prepare the financial statements 1n accordance with UK Accounting Standards and applicable law (UK
Generally Accepted Accounting Practice)

The financial statements are required by law to give a true and fair view of the state of affairs of the company and of
the profit or loss of the company for that period

In preparing these financial statements, the directors are required to

. select suitable accounting policies and then apply them consistently,
*  make Jjudgments and estimates that are reasonable and prudent,

s state whether apphcable UK Accounting Standards have been followed, subject to any matenal departures
disclosed and explained m the financial statements, and

. prepare the financial statements on the going concern basis unless 1t 1s mmappropriate to presume that the
company will continue 1n business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the company and enable them to ensure that its financial statements comply with the
Companies Act 1985 They have general responsibility for taking such steps as are reasonably open to them to
safeguard the assets of the company and to prevent and detect fraud and other uregularnities
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KPMG LLP

2 Cornwall Street
Birmingham
B3 2DL

Independent auditors’ report to the members of PHG Management Limited

We have audited the financial statements of PHG Management Limited for the year ended 31 March 2007 which
compnse the profit and less account, the balance sheet and the related notes These financial statements have been
prepared under the accounting policies set out theremn

Thas report is made solely to the company’s members, as a body, 1n accordance with Section 235 of the Companies
Act 1985 Our audit work has been undertaken so that we might state to the company’s members those matters we
are required to state to them n an auditor’s report and for no other purpose To the fullest extent permitted by law,
we do not accept or assume responsibility to anyone other than the company and the company’s members as a body,
for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the financial statements i accordance with applicable law and UK
Accounting Standards (UK Generally Accepted Accounting Practice) are set out i the Statement of Directors’
Responsibilities on page 2

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

We report to you our opinion as to whether the financial statements give a true and farr view and are properly
prepared n accordance with the Companies Act 1985 We alse report to you if, 1n our opimon, the Directors’
Report 1s not consistent with the financial statements, 1f the company has not kept proper accounting records, 1f we
have not recerved all the information and explanations we require for our audit, or 1f 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 1t

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 m the financial statements It also includes an assessment of the sigmificant estunates and judgments
made by the directors in the preparation of the financial statements, and of whether the accounting policies are
appropniate to the company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtamn 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 uregulanty or error In forming our opinion
we also evaluated the overall adequacy of the presentation of information 1n the financial statements




Independent auditors’ report to the members of PHG Management Limited
(continued)

Opinion
In cur opinion the financial statements

s give a true and fair view, 1n accordance with UK Generally Accepted Accounting Practice, of the state of the
company’s affairs as at 31 March 2007 and of its loss for the year then ended,

s  have been properly prepared in accordance with the Compames Act 1985, and

s the information given 1n the directors’ report 1s consistent with the financial statements

fhus €

KPMG LLP 6 August 2007
Chartered Accountanis
Regstered Auditor
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Profit and loss account
Jor the year ended 31 March 2007

Note 2007 2006
£000 £000
Operating expenses 2 8) (8)
Operating loss 8) (3)
Interest receivable and similar income 3 16,679 5,903
Interest payable and sumutar charges 4 (31,616) (16,548)
Loss on ordinary activities before taxation {14,945) {10,653)
Tax on loss on ordimary activities 7 3,623 3,218
Loss for the financial period 13 (11,322) (7,435)

There are no recognised gains or losses other than the loss for the current and preceding years

There 15 no matenal difference between the reported profit and the histoncal cost profit  Accordingly, no note of

historical cost profits and losses has been prepared

Movements in reserves are set out in note 13 to the financsal statements
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Balance sheet

at 31 March 2007
Nate 2007 2006
£000 £000 £000 £000
Fixed assets
Investments 1n subsidiary undertakings 8 58,936 71,136
Current assets
Debtors 9 98,500 79,685
Cash 5818 2,680
104,318 82,365
Creditors: Amounts falling due within one year 10 (1,852) 1,165
Net current assets
Due within one year 18,018 14,829
Debtors due after more than one year 9 84,448 68,701
102,466 83,530
Total assets less current llabilities 161,402 154,666
Creditors: Amounts falling due after more than one
year H {199,277) (181,219)
Net habihities (37,875) {26,553)
Capital and reserves
Called up share capital 12 2,000 2,000
. Profit and loss account 13 (39,875) (28,553)
Shareholders’ deficit 14 (37,875) (26,553)

These financral statements were approved by the board of directors on 6 August 2007 and were signed on 1its behalf

by

Merlollr

NK Moreton
Dhrector
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Notes
(forming part of the financial statementsj

1 Accounting pohlicies

The followmng accounting pohcies have been applied consistently in dealing with items which are considered
matenal 1n relation to the company’s financial statements

Basis of preparation

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

The accounts have been prepared on a going concern basis, notwithstanding net habilities of £37,875,000 which the
directors believe to be appropnate for the following reasons The company s dependent on commutted loan facilities
from i1ts bankers which are only repayable if the group headed by Paragon EquityCo Limited does not comply with
banking covenants The group’s forecasts for the next year show that the group should be in comphance with all
covenants

The directors therefore believe 1t remains appropriate to prepare the financial statements on a going concern basis
The financial statements do net include any adjustments that would result from the basis of preparation being
mappropriate

The company 1s exempt by virtue of s228 of the Companies Act from the requirement to prepare group accounts
These financial statements present information about the company as an individual undertaking and not about 1ts

group

At 31 March 2007, the company was a wholly owned subsidiary of Paragon EquityCo Limited, which prepares
consohdated group financial statements including a group cash flow statement In accordance with FRS 1, no cash
flow statement 15, therefore, included in these financial statements

Taxation including deferred taxation

The charge for taxation 1s based on the loss for the period and takes mnto account taxation deferred because of timing
differences between the treatment of certan items for taxation and accounting purposes Deferred taxation 1s
recognised, without discounting, m respect of all timing differences between the treatment of certain items for
taxation and accounting purposes which have arisen but not reversed by the balance sheet date, except as otherwise
required by FRS 19

Related party transactions

As permutted by paragraph 3(a) of Financial Reporting Standard 8 “Related party disclosures”, the company has
taken advantage of the exemption for 90% subsidianes not to disclose related party transactions with group entities
There were no other related party transactions entered mnto by the company during the penod

2 Operating expenses
2007 2006
£000 £000

Operating expenses are stated
after charging
Auditors’ remuneration including expenses

Audit fee s 6
Other services 3 -
Other external charges - 2
8 8
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Notes (continued)

3 Interest receivable and ssmilar income
2007 2006
£000 £000
Interest recerved from fellow subsidiary undentakings 7,109 5,812
Bank mterest received 9570 91
16,679 5,903

———

Included within bank mterest receivable 1s interest receivable on the group’s interest rate swap arrangement of
£9,319,000 (2006 £N4)

4 Interest payable and similar charges
2007 2006
£000 £000
On bank loans and overdrafts 25,244 10,654
| On all other loans 51 5,506
Interest payable to fellow subsidiary undertalungs 0,321 388
31,616 16,548

——r

Included within interest payable on bank loans 1s debt 1ssue costs wnitten off of £4,191,000 (2006 £}, debt cost
amortisation of £1,066,000 (2006 £1,240,000), a swap cancellation fee of £1,780,000 (2006 £Nil) and interest
payable on the group’s interest rate swap arrangement of £9,373,000 {2006° £Ni)

5 Directors’ emoluments

‘ The directors received the following emoluments 1n respect of their services to the company and 1ts subsidianes

2007 2006
£000 £000
Emoluments 508 903
Pension contnbutions 62 94
570 997

Emoluments of the highest paid director are as follows
2007 2006
£000 £000
Emolumnents 254 349
Pension contributions 33 34
287 383

Number

Number of directors with benefits accnung under a defined contribution scheme 2 3

The directors recerved no emoluments for their services to the company in the period
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Notes (continued)

6 Staff costs and numbers
The company had no employees other than the directors (2006 none)

7 Tax credit on loss on ordinary activities
2007 2006
£000 £000
UK corporation tax
Current tax on income for the period (3,642) (3,196)
Adjustment in respect of pnor penods 19 (22)
Tax on loss on ordinary activihes (3,623) (3.218)

Factors affecting the tax credit for the current period

The current tax credit for the period 15 lower (2006 Hhugher) than the standard rate of corporaticn tax in the UK of
30%, 2006 30%) The dafferences are explained below

2007 2006
£000 £000
Current tax reconcihation
Loss on ordinary activities before tax (14,945) (10,653)
Current tax at 30% (4,484) (3,196)
Effects of
Expenses not deductible for tax purposes 54 -
Increase in losses carmed forward 788 -
Adjustments to tax charge mn respect of previous penods 19 22)
Total current tax credit (see above) (3,623) (3,218)

Feactors that may affect future tax charges

The company has an unprovided deferred tax asset of £982,000 (2006 £982,000) m respect of losses carried
forward

The potential deferred tax asset has not been recogmised as there 1s insufficient evidence that 1t would be realised m

the foreseeable future as the company 1s likely to generate losses in excess of the profits generated by other group
companies
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Notes (continued)

8 Investments
Shares in
subsidiary
undertaking
£000
Cost
At beginning of year 71,136
Dhsposals (12,200)
At end of year . 58,936

The principal subsidiary undertakings of the company all of which are 100% owned and registered in Great Britain
are summansed as follows

Subsidiary Nature of business Country of Holding Proportion
incorporation held
Paragon Healthcare Limited Intermediate holding company  England Ordinary 100%
Milbury Community Services* Community Care England Ordinary  100%
Milbury Care Services Limited* Community Care England Ordinary  100%
Voyage Lunited Commumty Care England Ordinary  100%
Opportunities UK Limited* Employment Services England Ordinary  100%
HFF Lumited* Employment services England Ordinary 100%
Headwind Limited Dormant England Ordinary  100%
Milbury Partnerships Limited* Intermediate holding company  England Ordinary  100%

* Held by a subsidiary undertaking

9 Debtors
2007 2006
£000 £000
Amounts falling due within one year
Other debtors - 554
Group relief recervable 14,052 10,430
14,052 10,984
Amounts falling due after more than one year
Amounts owed by group undertakings 84,448 68,701
98,500 79,685

The amounts receivable from group undertakings have no fixed repayment date, but are due after more than one year
and bear interest at a rate based on the group’s wetghted average cost of capital

10  Creditors: Amounts falling due within one year

2007 2006

£000 £000
Bank loans and overdrafis 1,822 (1,262)
Other creditors 30 97

1,852 (1,165)

Bank loans and overdrafts comprise debt cost amortisation of £1,086,000 (2006 £1,262,000) and part repayment of
the term loan of £2,908,000 (2006 £Nil)
10
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Notes (continued)

11 Creditors: Amounts falling due after more than one year

2007 2006
£000 £000
Bank loans and overdrafts 121,629 111,415
Other loans - 52,676
Amounts due to group undertakings 77,648 17,128
199,277 181,219
Analysis of debt
£000 £000
Debt can be analysed as falling due
In one year or less, or on demand 1,822 (1,262)
Between one and two years (see note below) (1,086) (1,262)
Between two and five years 122,715 112,677
In five years or more - 52,676
123,451 162,829
Ameounts repayable 1n more than 5 years
Other loans - 52,676
- 52,676

Included w1tl.1m bank loans and overdrafis 1s an amount of £3,280,000 (2006 £2,930,000) in respect of unamortised
loan costs and an interest accrual of £1,116,000 The loans are being writien off over five years therefore,
£1,086,000 of debt cost amortisation has been classified as due within one and two years in the analysis above

On 3 Apnl 2006, Paragon Healthcare Group Limited, of which the company 1s a 100% subsidiary, was acquired by
Paragon BidCo Limited As a result, all of the bank loans under the existing facilities at that time were repaid 1n full
and debt costs of £4,191,000 were written off The company 1s now party to the group’s £324 million loan facility,
compnising a £250 milhion term loan facility, a £69 million Capex Facility and a £5 million revolving credit facihity

Part repayment of the term loan 15 required 1f certain events and cash flows occur prior to April 2011 Consequently,
£2,908,000 was repard i Apnl 2007 and has, therefore, been classified as due in one year or less n the above
analysis As 1t 1s not possible to accurately determine whether and when subsequent events and cash flows will
occur, the remaining bank loan has been classified as due between two and five years

Bank loans comprise Term Loans of £106,997,000 (2006 £83,823,000) (being part of a £250,000,000 group
facility) and a Capex Facihity Loan of £19,704,000 (2006 £30,522,000) (being part of a £69,000,000 group facility)

Other loans due after more than one year 1n the prior year comprised subordinated fixed rate Loan Notes

The mterest rate and repayment terms of the existing loans 1s as follows-

Debt instrument Loan balance (£000)  Interest rate Repayment
terms
Term Loan 106,997 LIBOR +2 5% Apnl 2011

Capex Facility Loan 19,704 LIBOR + 2 25% Apni 201t

11
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Notes (continued)

11 Creditors: Amounts falling due after more than one year (confinued)

The group has entered into an interest rate swap arrangement which fixed the rate payable on part of the bank loans
at 6 598% for the 12 month period ending 4 April 2007, 7 098% for the 12 months ending 4 Apnl 2008 and 7 849
for the three years ending 4 April 2011

The amounts payable to group undertakings have no fixed repayment date, but are due after more than one year and
bear interest at a rate based on the group’s weighted average cost of capital

12 Called up share capital

2007 2006

£000 £000
Authorised:
2,500,000 ordinary shares of £1 each 2,500 2,500
Allotted, called up and fully paid:
2,000,000 ordinary shares of £1 each 2,000 2,000
13 Profit and loss account

£000

At beginning of year (28,553)
Loss for the year (11,322)
At end of year (39,875)
14 Reconciliation of movements 1n shareholders’ deficat

2007 2006

£000 £000
Opening shareholders” deficit (26,553) (19,118)
Loss for the financial period (11,322) (7.435)

Closing shareholders’ deficit (37,875) (26,553)

15 Contingent habilities

The company has provided secunty for the bank borrowings of itself, its parent and fellow substdiary undertakings
by way of a first legal mortgage on property assets and fixed and floating charges on all other assets

12
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Notes (continued)

16 Ultimate parent undertaking

The company’s immediate parent undertaking 15 Paragon Healthcare Group Limited which is registered i England
and Wales

The company’s ultimate holding company 1s Paragon EquityCo Limuted, which 1s registered in England and Wales
Group financial statements of Paragon EquityCo Limited can be obtamed from

The Company Secretary
Paragon EquityCo Limited
Garrick House

2 Queen Street

Lichfield

Staffordshere

WS13 6QD

13




