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Directors’ report

The directors present their report and the audited financial statements for the year ended 29 December 2002,

Principal activities and review of business
The profit and loss account for the year is set out on page 6.

The principal activity of the company is operating and managing hotels. The directors consider the financial position
at 29 December 2002 was satisfactory and they expect this to be maintained for the foreseeable future,

Dividends
The directors do not propose the payment of a dividend.

Directors and directors interests
The directors of the company who served during the year were:

Michael Purtill
lan Goulding

No director had any interest in the shares of the company at 29 December 2002 or 30 December 2001.

Directors’ interests in shares in other group companies are shown in the annual report of Paramount Hotels Group
Limited.

Charitable and political donations

Donations made by the company during the vear for charitable purposes amounted to £270 (2001: £435). No
contributions were made for political purposes.

Employees

The company policy is to consult and discuss with employees, at meetings, matters likely to affect employees’
interests.

Information on matters of concern to employees is given through staff magazines, staff consultative meetings,
information bulletins and reports which seek to achieve a common awareness on the part of all employees of the
financial and economic factors affecting the company’s performance.

The company’s policy is to recruit disabled workers for those vacancies that they are able to fill. All necessary
assistance with initial training courses is given. Once employed, a career plan is developed so as to ensure suitable
opportunities for each disabled person. Armrangements are made, where possible, for retraining employees who
become disabled, to enable them to perform work identified as appropriate to their aptitudes and abilities.

Creditor payment policy

It is the company’s policy to agree terms of payment with its suppliers when agreeing the terms of a business
transaction or transactions. All suppliers are aware of this procedure and the company endeavours to abide by the
agreed payment terms.
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Directors’ report (continued)

Auditors

In accordance with Section 384 of the Companies Act 1985, a resolution to re-appoint KPMG LLP will be proposed
at the forthcoming Annual General Meeting,

By order of the board

2N

1 Goulding
Company Secretary -
21 March 2603
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Statement of directors’ responsibilities

Company law requires the directors to prepare financial statements for each financial year which 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 year. In preparing those
financial statements, the directors are required to:

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

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

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

The directors are responsible for maintaining proper accounting records which disclose with reasonable accuracy at
any time the financial position of the company and to enable them to ensure that the 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 irregularities.
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Independent auditors’ report to the members of Scottish Highland Hotels Limited
We have audited the financial statements on pages 6 to 17.

This report is made solely to the company’s members, as a body, in 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 in 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 are responsible for preparing the directors’ report and, as described on page 4, the financial statements
in accordance with applicable United Kingdom law and accounting standards. Qur responsibilities, as independent
auditors, are established in the United Kingdom by statute, the Auditing Practices Board and by our profession’s
ethical guidance.

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 Companies Act 1985. We also report to you if, in our opinion, the directors’ report
is not consistent with the financial statements, if the company has not kept proper accounting records, if we have not
received all the information and explanations we require for our audit, or if information specified by law regarding
directors’ remuneration and transactions with the company is not disclosed.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued 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 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 material misstatement, whether caused by fraud or other irregularity 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 fair view of the state of the company’s affairs as at 29

December 2002 and of its profit for the year then ended and have been properly prepared in accordance with the
Companies Act 1985,

Pk LLD

KPMG LLP 21 March 2003
Chartered Accountants
Registered Auditor
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Profit and loss account
Sfor the year ended 29 December 2002

Turnover
Cost of sales

Gross profit
Administrative expenses

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

Profit/(loss) on ordinaryactivities before taxation
Tax on profit/(loss) on ordinary activities

Retained profit/(loss) for the financial yar

All of the company’s operations during the year shown above represent continuing operations.

Scottish Highland Hotels Limited

Directors’ report and financial statements

Note 2002
£2000
2 8,964
(1,263)
7,701
(5,553)
2,148
5 (1,758)
6 390
7 (212)
16 178

29 December 2002

2001
£000

10,319
(1,481)

8,838
(7,610)

1,228
2
(1,318)

(88)
(123)

@11




Balance sheet
as at 29 December 2002

Fixed assets
Tangible 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 curent liabilities
Creditors: amounts falling due after one year

Provision for liabilities and chargs
Net assets

Capital and reserves
Called up share capital
Share premium account
Capital redemption reserve
Revaluation reserve
Special reserve

Profit and loss account

Total equity shareholders’ funds

Note

10
H

12

13

14

15
i6

16

16

i7
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Directors” report and financial statements

2002
£000

24,840
427

25,267

110
49,675
147

49,932

(30,335)

19,597

44,864
(18,676)

(2,234)

23,954

29 December 2002

2001
£000

24,150
427

24,577

118
13,484
248

13,850

(12,591)

1,259

25,836

The financial statements on pages 6 to 17 were approved by the board of directors on 21 March 2003 and

were signed on its behalf by:

1an Goulding
Finance Director

T =



Statement of total recognised gains and losses
Jor the year ended 29 December 2002

Retained profit/(loss) for the financial year
Unrealised deficit on revaluation of properties

Total recognised gains and losses relatingto the year

Note of historical cost profits and losses
Jor the year ended 29 December 2002

Reported profit/(loss) on ordinary activities before taxation
Difference between historical cost depreciation and the actual
deprectation charge for the year calculated on the revalued amounts

Historical cost profit/(loss) on ordinary activities before taxation

Historical cost profit/(loss) for the year retained after taxation and
dividends

Scottish Highland Hotels Limited
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2002
£000

178

178

2002
£000

390

438

226

29 December 2002

2001
£000

(211)
(687)

(898)

2001
£EODO

(88)

32

(56)

(179)
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Notes

1 Accounting policies

The following accounting policies have been applied consistently in dealing with items which are considered
material in relation to the company’s financial statements.

Basis of accounting

The financial statements have been prepared in accordance with applicable accounting standards and under the
historical cost accounting rules as modified to include the revaluation of certain tangible fixed assets.

Bagsis of preparation

The company is exempt by virtue of 5228 of the Companies Act 1985 from the requirement to prepare group
accounts. These financial statements present information about the company as an individual undertaking and not
about its group.

As a wholly owned subsidiary, the company has availed itself of the exemption under Financial Reporting Standard
Number 8, not to disclose intra-group transactions,

Under Financial Reporting Standard Number 1, the company is exempt from the requirement to prepare a cash flow
statement on the grounds of it being a wholly owned subsidiary of Paramount Hotels Group Limited.
Tangible assets

Depreciation is provided on all tangible fixed assets, other than frechold land, on a straight line basis, over their
estimated useful economic lives as follows:

Frechold property - up to 50 years
Plant and machinery - 15 to 20 years
Furniture, fittings, equipment and

motor vehicles - 5to 15 years

Finance and operating leases

Costs in respect of operating leases are charged on a straight line basis over the lease term. Leasing agreements
which transfer to the company substantially all the benefits and risks of ownership of an asset are treated as if the
asset had been purchased outright. The assets are included in fixed assets and the capital element of the leasing
commitments is shown as obligations under finance leases. The lease rentals payable are treated as consisting of
capital and finance elements. The capital ¢lement is applied to reduce the outstanding obligations and the finance
element is charged to the profit and loss account as interest. Assets held under finance leases are depreciated over the
useful lives of equivalent owned assets.

Stocks

Stocks are stated at the lower of cost and net realisable value.



Scottish Highland Hotels Limited

Directors® report and financial statements
29 December 2002

Notes (continued)

1 Accounting policies (continued)

Turnover

Turnover, which excludes value added tax, transactions between group companies and trade discounts, represents the
invoiced value of goods and services supplied.

Deferred taxation

Deferred tax is recognised, without discounting, in 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.

Pension costs

The company operates a defined contribution pension scheme. The amount charged against profits represents the
contributions payable to the scheme in respect of the accounting year.

2 Segmental analysis

The company’s turnover, profit before taxation and net assets are derived from its principal activity in the UK and as
such no segmental information had been disclosed.

3 Directors’ emoluments
The directors received no emoluments in the financial year (2001 £nil)

4 Employee information

. The average weekly number of persons employed by the company during the year was:

2002 2001
Full time Part time Full time number  Part time number
By activity
Staff in hotel outlets 189 127 248 121

—
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Notes (continued)

4 Employee information (continued)

Staff costs {for the above persons)
Wages and salaries

Social security costs

Other pension costs

5 Interest payable and similar charges

Interest due to group undertakings

6 Profit/(loss) on ordinary activities before taxation

Profit/floss} on ordinary activities before taxation is stated

after crediting:
Rents receivable

after charging:
Aunditors’ remuneration and expenses:
Audit fees
Depreciation on owned tangible fixed assets
Loss on disposal of tangible fixed assets
Rentals payable under operating leases:
plant and machinery
property
Non recurring costs:
Write down of value of hotel to estimated realisable value

Scottish Highland Hotels Limited
Directors’ report and financial statements

2002
£°000

2,578

25

2,766

2002
£000

1,758

2002
£7°000

N

29 December 2002

2001
£000

19

11
554
1

65
65

573
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Notes (continued)
7 Tax on profit/(loss) on ordinary activities
2002 2001
£000 £000
Corporation tax charge in respect of:
Group relief - current year 38 -
Group relief - prior year - 150
38 150
Deferred tax
Excess of tax allowances over depreciation 50 39
Losses 12 (66)
Prior year adjustment 112 -
212 123

The current tax charge for the year is higher (2001 higher) than the standard rate of corporation tax in the UK
(30%, 2001: 30%). The differences are explained below.

2002 2001
£'000 £000
Current tax reconciliation
Loss on ordinary activities before tax 390 (88)
Current tax at 30% (2001 30%;} 117 (26)
Effects of:
Income not chargeable to corporation tax a7 -
Capital allowances for the year in excess of depreciation (50} 39
Losses not utilised in year carried forward 12) 66
Non-qualifying depreciation - 76
Qualifying element of unrealised deficit on the revaluation of properties - (133)
Expenses not deductible for tax purposes - 56
Adjustmen o tax charge in respect of prior periods - 150
Total current tax charge (see above) 38 150
12
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Notes (continued)
8 Tangible fixed assets
: Assets in
Freehold land Plant and course of
and buildings equipment  construction Total
£°000 £000 £000 £°000

Cost or valuation
At beginning of year 23,022 3,266 201 26,489
Additions 106 104 979 1,189
Disposals (104) (103) - (207)
At end of year 23,024 3,267 1,180 274N
Depreciation
At beginning of year (1,479) (860) - (2,339
Charge for year (216) (283) - (499)
Disposals 104 103 - 207
At end of year (1,591) (1,040) - {2,631}
Net book value
At 29 December 2002 21,433 2227 1,180 24,840
At 31 December 2001 21,543 2,406 201 24,150

The net book value of tangible fixed assets includes an amowunt of £49.000 (2001: £58,000) in respect of assets held
under finance leases. Depreciation in the year on these assets was £9,000 (2001: £5,000)

The company’s freehold property was valued externally by Christie & Co, Chartered Surveyors, on the basis of
existing use as at 14 December 2001 and following guidelines by the Royal Institution of Chartered Surveyors.

The historical cost and net book value of the company’é freehold land and buildings included at valuvation is as
follows:

2002 2001

£°000 £7000

Historical cost 15,176 15,069
Historical net book value 14,747 14,809

13
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29 December 2002
Notes (continued)
9 Investments
2002 2001
£000 £000
Shares in group undertakings at cost 427 427

The company’s interest in the equity of subsidiaries (excluding dormant subsidiaries) is as shown below.

(i) An investment of £125,000 (2001: £125,000) representing the whole of the issued ordinary and preference
share capital of Carlton Hotel (Edinburgh) Limited, incorporated in Scotland, which operates and manages a
hotel.

(ii) An investment of £302,000 (2001: £302,000) representing the whole of the issued ordinary share capital of
Stirling Highland Hotel Limited, incorporated in Scotland, which operates and manages a hotel.

10 Stocks
2602 2001
£°000 £°000
Raw materials and consumables 70 72
Goods for resale 40 46
110 118
11 Debtors
2002 2001
£°000 £000
Amounts falling due within one year
Trade debtors 309 421
Amounts due from group undertakings 3,287 12,928
Other debtors 14 14
Prepayments and accrued income 120 121
3,730 13,484
Amounts falling due afier more than one year
Amounts due from group undertakings 45,945 -
49.675 13,484
14
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Notes (continued)
12 Creditors: amounts falling due within one year
2002 2001
£000 £°000
Trade creditors 428 355
Other taxes and social security costs 310 304
Other creditors 91 &3
Accruals and deferred income 393 295
Amounts due to group undertakings 29,113 11,354
30,335 12,591
13 Creditors: amounts falling due after more than one year
2002 2001
£000 £060
Amounts due to group undertakings 18,676 -
14  Provision for liabilities and charges
2002 2001
Deferred tax £000 £:000
At beginning of year 2,060 2,087
Transfer to profit and loss account 174 @7
At end of year 2,234 2,060
The amounts provided for deferred taxation and the amounts not provided are set out below:
2002 2001
Provided Unprovided Provided Unprovided
£000 £2000 £'000 £000
Difference between accumulated
depreciation and capital allowances 2,239 - 2,387 -
On revaluation of land and buildings - 2,698 - 3,061
Capital losses - - - (1,321)
Other timing differences * - 327N -
Undiscounted provision 2,234 2,698 2,060 1,740

No provision has been made in respect of the unrealised property revaluation surplus and capital losses, because it is
not the directors’ current intention to dispose of the related property.

16
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Notes (continued)
15  Share capital
2602 2001
£°000 £7000
Authorised
40,000,000 ordinary shares of 5 p each 2,000 2,000
1,000,000 redeemable preference shares of £1 each 1,000 1,000
3,600 3,000
Allotted, called up and fully paid
29,228,736 ordinary shares of 5p each 1,461 1,461
16 Reserves
Share Revaluation Profit and Total
premium reserve loss account
account
£7000 £7000 £°000 £7000
At beginning of year 6,365 6,733 832 13,930
Retained profit for the financial year - - 178 178
Transfer in respect of depreciation provided
on revaluation surpluses (48} 48 -
At end of year 6,365 6,685 1,058 14,108
17 Reconciliations of movements in shareholders® funds
2002 2001
£000 £000
Opening shareholders’ funds 23,776 24,674
Profit/{loss) for the financiai year 178 211
Unrealised deficit on the revaluation of properties - (687)
Closing shareholders’ funds 23,954 23,776

17
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Notes (continued)
18  Capital commitments
2002 2001
£°000 £'000
Capital expenditure that has been contracted for but has not been
provided for in the financial statements 267 87
19  Financial commitments
The company had annual commitments under non-cancellable operating leases as follows:
30 December 2602 31 December 2001
Plant and Property Plant and
Property machinery machinery
£000 £°600 £000 £000
Expiring:
within one year - 59 65 3R
between two and five years - 40 - 22
Over five years - - - 10
- 99 635 70

20  Pension arrangements

The company maintains a defined contribution pension scheme. The assets of the scheme are held separately from
those of the company in an independently administered fund. The pension cost charged in the year represents
contributions payable by the company to the fund and amounted to £25,000 (2001: £41,000).

21 Contingent liabilities

The company is a participant in a fellow subsidiary’s (Paramount Hotels Holdings Limited) term loan borrowings
whereby these borrowings are secured by a fixed and floating charge over the company’s assets.

22 Ultimate centrolling party

The entire issued share capital of this company is indirectly owned by Paramount Hotels Group Limited; a company
incorporated in Great Britain and registered in England and Wales. The Group accounts of Paramount Hotels Group
Limited can be obtained from Registrar of Companies, Companies House, Crown Way, Cardiff, CF4 3UZ. 89.7% of
the issued share capital of Paramount Hotels Group Limited is held by Alchemy Partners Nominees Limited on
behalf of investors in the Alchemy Investment Plan. The Alchemy Investment Plan is managed by Alchemy Partners
{Guernsey) Limited.
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