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NorthLink Ferries Limited (SC027370)

Directors’ report and financial statements
31 March 2010

Directors’ report

The directors present their directors’ report and financial statements for the year ended 31 March
2010.

Principal activities and business review

The company holds the contract for the provision of the Northern Isles ferry services for the 6-year
period ending June 2012.

The principal activity of the company is the provision of lifeline ferry services under this contract with
the Scottish Government. Under the terms of the contract, the company receives grant support from
the Scottish Government.

The company made a profit for the year before tax of £2.3m. A dividend of £1.5m was paid to the
company's sole shareholder during the year.

The operating performance of the ferry services is monitored by the Scottish Government under the
terms of the contract for the provision of the lifeline services against measures for reliability and
punctuality {(allowing for weather and safety related disruptions), the availability of onboard services at
the port terminals, and for the welfare of livestock carried.

During the year to 31 March 2010, the company achieved reliability and punctuality levels of 100% and
99.5% respectively; 100% record was achieved on the other targets.

Revenue from fares and other sources at £23.7m was higher than anticipated and operating costs
were in line with expectations.

In February 2010, the owned freight vessel MV Hascosay was replaced by a more modern vessel, MV
Hildasay, which has been taken on a time charter. MV Hascosay was sold in March 2010.

The company is participating in the Scottish Ferries Review in its capacity as a ferry operator. The
review was commissioned by the Scottish Government with the principal aim of developing a long-
term plan for the provision of ferry services throughout Scotland. Publication and launch of the
Scottish Ferries Plan is due in early Summer 2011.

During the year, the European Commission completed its inquiry into the levels of support provided for
the operation of ferry services in Scotland and concluded that the support provided for the operation of
the Northern Isles services is compliant with all relevant EU directives.

The board examines, on an ongoing basis, existing practices with a view to identifying more efficient

and cost effective ways of delivering and improving standards of service. In the opinion of the
Directors, the state of affairs of the company is satisfactory.

Political and charitable donations

The company made no political or charitable donations during the year. However, the company
supports a range of local organisations through travel related sponsorship. During the year the value
of travel related sponsorship was £87,000 (2009: £74,000)
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Directors’ report {(continued)

Directors and their interests
The directors who held office during the year and up to the date of this report were as follows:

1 Gillies

AM Lynch

LB MacLeod {appointed 28 October 2008)
D C McGibbon

NL Quirk "~ {appointed 28 October 2009)
WL Sinclair

Dr R Sinciair

P Stark (appointed 28 October 2008)
G A Taylor

PK Timms

None of the Directors had any beneficial interest in the share capital of the company at any time
during the year.

The company's sole shareholder is David MacBrayne Ltd, which is wholly owned by the Scottish
Ministers. Under Section 741 of the Companies Act 1985, the Scottish Ministers are considered to be
a Shadow Director of the company.

Employees

The company is a non-discriminatory employer operating an Equal Opportunities Policy and is
committed to ensuring that all individuals are treated fairly, with respect and are valued.

Adoption of going concern basis

On the basis of the information available to them, the Directors have a reasonable expectation that the
company has adequate resources to continue in operational existence for the foreseeable future. For
this reason, the Directors consider it appropriate to adopt the going cancern basis in preparing the
financial statements.

Disclosure of information 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 is no relevant audit information of which the company's auditors are
unaware; and each director has taken all the steps that he or she ought to have taken as a director to
make himself or herself aware of any relevant audit information and to establish that the company's
auditors are aware of that information.

Auditors

A resolution to re-appaint KPMG LLP as auditors of all companies within the David MacBrayne Group
will be put to the members at the David MacBrayne Ltd. Annual General Meeting.

On be the Board

Ggr.do cKenzie

Company Secretary

23 June 2010 Ferry Terminal
Gourock
PA19 1QP
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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 in
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 in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted Accounting Practice).

Under company law the directors must not approve the financial statements unless they are satisfied
that they give a true and fair view of the state of affairs of the company and of the profit or loss of
the company for that period. In preparing these financial statements, the directors are required to:

« select suitable accounting policies and then apply them consistently;
» make judgments and estimates that are reasonable and prudent;

+ state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

* prepare the financial statements on the going concern basis uniess it is inappropriate to presume
that the company will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company's transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006. 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
irregularities.

The directors are responsible for the maintenance and integrity of the corporate and financial
information included on the company's website. Legislation in the UK governing the preparation and
dissemination of financial statements may differ from legislation in other jurisdictions.
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Independent auditors’ report to the members of NorthLink Ferries Limited

We have audited the financial statements of NorthLink Ferries Limited for the year ended 31 March 2010 set out on
pages 5 to 15, The financial reporting framework that has been applied in their preparation is applicable law and
UK Accounting Standards (UK Generaily Accepted Accounting Practice).

This report is made solely to the company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. 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 in an auditors' 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

As explained more fully in the Directors’ Responsibilities Statement set out on page 3, the directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view. Our
responsibility is to audit the financial statements in accordance with applicable law and International Standards on
Auditing (UK and Ireland). Those standards require us to comply with the Auditing Practices Board's (APB's)
Ethical Standards for Auditors.

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements is provided on the APB's web-site at
www frc.org.uk/apb/scope/UKNP.

Opinion on financial statements

In our opinion the financial statements:

* give a frue and fair view of the state of the company's affairs as at 31 March 2010 and of its profit for the year
then ended;

* have been properly prepared in accordance with UK Generally Accepted Accounting Practice; and

« have heen prepared in accordance with the requirements of the Companies Act 2006.

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the Directors’ Report for the financial year for which the financial statements
are prepared is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report
to you if, in qur opinion: i

» adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us; or

+ the financial statements are not in agreement with the accounting records and returns; or

= certain disclosures of directors’ remuneration specified by law are not made; or

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

0 Maese.

G Macrae (Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

191 West George Street

Glasgow
G2 2LJ

23 June 2010




Profit and loss account
for the year ended 31 March 2010

Turnover
Cost of sales

Gross profit
Administrative expenses

Operating profit
Interest receivable and similar income
Interest payable and similar charges

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit for the financial year

All results are derived from continuing operations.

Nole

NorthLink Ferries Limited (SC027370)
Directors’ report and financial statements

2010
£000

58,275
(54,025)

4,250
(1,883)

2,367
6
(35)

2,338
)

2,333

31 March 2010

2009
£000
Restated

56,109
(53,006)

3,103
(2,391)

712
148
(56)

804

804

There were no recognised gains or losses other than the results for the financial years reported

above.

2009 figures have been restated to reflect standard Group classification of costs.

The accompanying notes are an integral part of these financial statements.



Balance sheet
at 31 March 2010

Fixed assets
Tangible assets
Intangible assets
Investments

Current assets

Stocks

Debtors

Cash at bank and in hand

Creditors: amounts falling due
within one year

Net current assets

Total assets less current liabilities

Creditors: amounts faliing due after
more than one year

Provisions for liabilities

Accruals and deferred income
Net assets

Capital and reserves
Called up share capital
Profit and loss account

Shareholders’ funds

Note

10
11

12
13

14

15

16

17

18
19

20

£000

4,311

673
6,580
2,166

9,419

(5,808)

2010

NorthLink Ferries Limited (SC027370)

Directors’ report and financial statements

31 March 2010

2009
£000 £000 £000
5,689
248
4,311 5,937
482
5,345
2,582
8,409
(5,500)

3,611 2,909
7,922 8,846
. (450)
(400) (400)
(4,017} (5,324)
3,505 2,672
74 74
3,431 2,598
3,505 2,672

These financial statements were approved by the board of directors and signed on 23 June 2010 on its

Mo Ll

behalf by:

e

PK Timms
Chairman

A M Lynch
Director

The accompanying notes are an integral part of these financial statements




NorthLink Ferries Limited (SC027370)

Directors’ report and financial statements
31 March 2010

Notes on the financial statements

1 Accounting policies
(a) Basis of preparation

These financial statements have been prepared under the historical cost accounting convention
and in accordance with applicable accounting standards. A summary of the more important
policies, which have been applied consistently, is set out below.

The company is exempt by virtue of s400 of the Companies Act 2006 from the requirement to
prepare group financial statements. These financial statements present information about the
company as an individua!l undertaking and not about its group.

Under FRS 1 the company is exempt from the requirement to prepare a cash flow statement on
the grounds that a parent undertaking includes the company in its own published consolidated
financial statements.

As the company is a wholly owned subsidiary of David MacBrayne Limited the company has taken
advantage of the exemption contained in FRS 8 and has therefore not disclosed transactions with
entities which form part of the group (or investees of the group gqualifying as related parties). The
consalidated financial statements of David MacBrayne Limited, within which this company is
included, can be obtained from the address given in note 25,

(b) Tangible assets

Gross book values of all tangible assets are stated at cost. No depreciation is charged until the
asset comes into use.

{c) Intangible assets

Intangible assets represent the bid casts incurred under the Northern Isles ferry services tender.
(d) Investments

Fixed asset investments are carried at cost.

{e) Depreciation

Depreciation is provided on tangible assets by equal instalments calculated to write off the cost
(taking account of anticipated residual values) over their estimated useful economic lives as

follows:

Buildings - 20 years
Plant and equipment - 3 -6 years
Computer equipment - 3 years

{P Capital Grants

Capital grants are deferred and taken to the profit and loss account over the anticipated lives of
the assets to which they relate.

(g) Operating Leases

Operating lease rentals are charged to the profit and loss account on a straight line basis over the
period of the lease.

{h) Stock

Stock is valued at the lower of average inveiced cost and new realisable value.
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Notes (Continued)

(i} Maintenance and repair costs

Routine maintenance and repair costs, as well as vessel overhaul costs, are charged to the profit
and loss account in the financial year in which the work is performed.

{j) Taxation

The company has elected into the Tonnage Tax regime available fo shipping organisations.
Tonnage tax is levied wholly on the net tonnage of the vessels operated by the company.
Accordingly, the amount of tonnage tax payable is not affected by the amount of accounting
profits or losses.

{k) Post retirement benefits

The company operates a defined contribution pension scheme. The assets of the scheme are
held separately from those of the company in independently administered funds. The amount
charged {o the profit and loss account represents the contributions payable by the company to the
scheme in respect of the accounting year.

{I} Derivatives and financial instruments

The group has adopted FRS 13: Derivatives and other financial instruments. The company’s
financial instruments comprise cash, other liquid resources and various items such as trade
debtors and creditors which arise directly from operations. The company’s policy is not to trade or
speculate in financial instruments but to utilise them to finance operations. However, the group
enters into fuel hedging arrangements as and when this is considered appropriate.

{m) Receipts in advance

Receipts for advanced bookings are recognised with reference to time of travel. The deferred
element of this income is shown under creditors.

(n) Foreign currencies

Transactions in foreign currencies are recorded using the rate of exchange ruling at the date of
the transaction. Monetary assets and liabilities denominated in foreign currencies are translated
using the contracted rate or the rate of exchange ruling at the balance sheet date and the gains or
losses on translation are included in the profit and loss account.

(o) Dividend to shareholder

A dividend is payable annually to the holding company, David MacBrayne Limited. The quantum
of the dividend is dependent on the estimated profit which is expected to be achieved for the
financial year and the Company’s cash position.
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Notes (continued)

2

Analysis of turnover

Turnover represents the amount (excluding value added tax) derived from the operation of ferry
services and also includes grant income received from the Scottish Government. Transportation
income is recognised at point of departure and all other income is recognised at point of sale of the
goods or services.

Analysis of turnover:

2010 2009

£000 £000

Operation of ferry services 23,748 22,814
Grant income 34,443 33,151
Sundry income 84 144
58,275 56,109

Notes to the profit and loss account

Profit on ordinary activities before taxation is stated after charging (crediting):

2010 2009
£000 £000
Amaortisation of intangible assets 248 85
Depreciation written off tangible fixed assets 1,329 1,084
Gain on disposal of fixed assets {358) -
Amortisation of capital grants {1,187) (803)
QOperating lease rentals - plant 27 27
- property 637 639
- vessels 9,907 9,642

Auditors’ remuneration:
Audit of these financial statements 30 30

Amounts payable to the company's auditor in respect of services to the company other than the
audit of the company's financial statements, have not been disclosed as the information is required
instead to be disclosed on a consolidated basis in the consolidated financial statements of the
company's parent, David MacBrayne Limited.




Notes (continued)

4

Staff numbers and costs

NorthLink Ferries Limited (SC027370)
Directors' report and financial statements

31 March 2010

The average number of persons employed by the company (including directors) during the year,

analysed by category, was as follows:

Management and administration
QOperations

The aggregate payroll costs of these persons were as follows:

Wages and salaries
Social security cosls
Pension costs (note 22)

Remuneration of directors

2010

21
48

€9

20190
£000

1,205
121
356

1,682

Number of
employees
2009

23
47

70

—_—

2000
£000

1,353
126
45

1,524

None of the directors received remuneration for services to the company during the year (2008

£6Kk).

Interest receivable and similar income

Bank interest receivable

interest payable and similar charges

Amounts payable o group undertakings

Taxation
Analysis of charge for year

UK corporation tax
Cuirent tax on incoime for the year being total current tax

Adjustments in respect of prior periods

Total current tax being tax on profit on ordinary activities

2010
£000

<

2010
£000

n

2009
£000

148

2009
£000

56

2008
£000

{8
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Notes (continued)
8 Taxation (continued)

Factors affecting the tax charge for the current year

The current tax charge for the year is lower than (2009: lower than) the standard rate of
corporation tax in the UK, 28% (2009: 28%). The differences are explained below:

2010 2009
£000 £000
Current tax reconciliation
Profit on ordinary activities before tax 2,338 804
Current tax at 28% (2009: 28%) 655 225
Effects of:
Tonnage tax (650) (220)
Adjustments in respect of prior periods - (5)
Total current tax charge 5 -

Factors affecting future tax charges

The company has elected into the Tonnage Tax regime available to shipping organisaticns, and
has been under that regime throughout this financial year. The company will continue to be under
the Tonnage Tax regime for the foreseeable future, and there are no other taxation charges for
the current year. Tonnage tax is levied wholly on the net tonnage of the vessels operated by the
company. Accordingly, the amount of tonnage tax payable is not affected by the amount of
accounting profits or losses.

9 Tangible fixed assets
Plant and Computer
Buildings Vessels equipment  equipment Total
£000 £000 £000 £000 £000

Cost
As at 1 April 2009 2471 442 3,832 705 7,450
Transfers - - (24) 24 -
Additions 60 - 228 - 288
Disposals - (442) (435) - (877)
As at 31 March 2010 2,531 - 3,601 729 6,861
Depreciation
As at 1 Aprit 2009 41 284 1,126 3O 1,761
Transfers - - (23) 23 -
Depreciation ¢harge 121 114 908 186 1,329
Disposals - (398) (142) - (540)
As at 31 March 2010 162 - 1,869 519 2,550
Net book value
As at 31 March 2010 2,369 - 1,732 210 4,311
As at 1 April 2009 2,430 158 2,706 395 5,689

11
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Notes (continued)
10 Intangible assets
Bid costs
2010
£000
Cost
As at 1 April 2009 and 31 March 2010 463
Amortisation
As at 1 April 2009 215
Charge for year 248
As at 31 March 2010 463
Net Book Value
As at 31 March 2010 -
As at 31 March 2009 248
Investments
£000

12

13

At beginning and end of year -

The Company owns the whole of the issued ordinary share capital of NorthLink Crewing
(Guernsey) Ltd., which is registered in Guernsey, and administers the offshore crewing
arrangements.

Stocks

2010 2009
£000 £000
On board fuel stocks . 505 304
Finished goods and goods for resale 168 178
673 482

Debtors
2010 2009
£000 £000
Trade debtors 1,220 1,385
Amount owed by Group undertakings 122 5
Other debtors and prepayments 5,238 3,955
6,580 5,345

Included within other debtors and prepayments is £1,984,000 (2008: £3,461,000) owed from the
Scottish Government.

12
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14 Creditors: amounts falling due within one year
: 2010 2009
£000 £000
Trade creditors 2,168 2,146
Other creditors and accruals 1,734 1,609
Deferred Income 1,636 1,317
Corporation tax 5 5
Amounts owed to group undertakings 265 423
5,808 5,500
15 Creditors: amounts falling due after more than one year
2010 2009
£000 £000
Amounts owed to group undertakings - 450
Loans from group undertakings were fully repaid in the year.
16 Provisions for liabilities
£000
At beginning and end of year 400
The above provision is wholly in respect of employment related legal claims. The timing of
payment for this provision is currently uncertain but is expected to be within the next three years.
17 Accruals and deferred income

Al beginning of year
New grants in year
Disposals
Amortisation

At end of year

Capital based
grants
£000

5,324
163

(283)
(1,187)

4,017

13
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Notes (continued)

18 Called up share capital

2010 2009
£000 £000
Authorised, allotted, called up and fully paid
74,496 ordinary shares of £1 each (classified in shareholders’ funds) 74 74
19 Profit and loss account
2010 2009
£000¢ £000
At beginning of year 2,598 1,794
Profit for the year 2,333 804
Dividend patd during the year {1,500) -
At end of year 3,431 2,598
20 Reconciliation of movements in shareholders' funds
2010 2008
£000 £000
Opening shareholders' funds 2,672 1,868
Profit for the financial year being net addition
to shareholders’ funds 2,333 804
Dividend paid during the year (1,500) -
Closing shareholders’ funds 3,505 2,672
21 Commitments

Annual commitments under non-canceliable operating leases are as follows:

2010 2010 2009 2009
Land and Land and
buildinas Vessels Buildings Vessels
£000 £000 £000 £000
Qperating feases which expire:
2-5 years 628 9,980 627 9,907

22 Pensicn scheme

The company operates a defined contribution pension scheme. The pension charge for the year
represents contributions payable by the company to the scheme and amounted to £56,000 (2009
£45,000). In addition, there is an amount of £300,000 (2009: NIL) which is payable in respect of
active member employer deficit contributions to the Merchant Navy Officers Pension Fund.

14
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Notes (continued)

23

24

Related party disclosures

The company is wholly owned by David MacBrayne Limited, its immediate parent company, which
is in turn wholly-owned by the Scottish Ministers. The company has taken advantage of the
exemption contained in FRS 8 and has not disclosed transactions or balances with entities which
form part of the group which is consolidated (note 24).

Details of transactions with the Scottish Ministers during the year and the amounts due as at 31

March 2010 are as follows:
Transactions Amounts due

during the at 31

year March 2010

£000 £000

Grant Income 34,443 1,699
Capital grants 213 -

Ultimate parent company

The company is a subsidiary undertaking of David MacBrayne Limited which is in turn wholly-
owned by the Scottish Ministers.

The largest group in which the results of the company are consolidated is that headed by David
MacBrayne Limited. The consolidated accounts of this company are available to the public and
may be obtained from The Ferry Terminal, Gourock, PA19 1QP. No other group accounts include
the results of the company.




