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COMPANY OPERATING LOSS AND CAPITAL EXPENDITURE BY AIRPORT

2005/2006
Operaung
(Loss) before
Traffic Operating Subsidies plus
Operations Revenue (Loss) Caputal
and Other Operating before Capital  Expenditure per
AIRPORTS Income Costs Subsidies  Expenditure Airport
£000 £000 £000 £000 £000
BARRA 162 (653) {533) 1)) {534)
BENBECULA 526 (2.094) (1,568) (234) (1,802)
CAMPBELTOWN 262 (958) (696) (6) (702)
INVERNESS 5,226 {8,375) (3,149 (39,785) {42.934)
ISLAY 330 (1,109) (779) (11) {790)
KIRKWALL 1,210 {3,370) {2,160) {185) (2,345)
STORNOWAY 1,493 (3,269) (1,776) (28) (1,804)
SUMBURGH 1,894 (5,3200 (3,426) (6,726) {10,152)
TIREE 138 (753) (615) (615)
WICK 525 (2,733) (2,208) {180) (2,388)
11,766 {28.676) {16,910} {47,156) {64,066)
WORKING CAPITAL MOVEMENT 2,978
DEPRECIATION 384
TOTAL SUBSIDIES RECEIVABLE 60,704



DIRECTORS’ REPORT

The Directors submit their Report and the Group Accounts for the year ended 31 March 2006

RESULTS AND DIVIDENDS
The tradmg loss for the period, after taking account of taxation, amounted to £969,000 The directors recommend that no

dividend be paid, leaving the full amount to be set against reserves

PRINCIPAL ACTIVITY
The group’s principal activity 1s to operate airports safely and efficiently through best business practice so that they contribute

to the economic and social wellbeng of the Highlands and [slands

REVIEW OF THE BUSINESS AND FUTURE DEVELOPMENTS

Subsidies from the Scottish Ministers received for the year ended 31 March 2006 totalled £58,902,000 made up of revenue
subsidy of £14,747,000 and caprtal subsidy of £44,155,000 The capital subsidy figure mcludes £28,333,000 which was used
to purchase the entire share capital of Inverness Air Termmnal Limited on 20 January 2006 and £6,624,000 which was used to
repay a long term loan that exisied at that date  To improve efficiency of operations, the Directors propose to restructure the
group so that the trade, assets and hiabilities (excluding inter company loans) of Inverness Aiwr Termunal Lunited are hived up

into Highlands and Islands Awrports Limuted This transfer agreement 1s likely to be signed early in the new financial year

Passenger numbers, freight tonnage and aircraft movements mcreased by 14%, 3% and 13% respectively in the year

CAPITAL EXPENDITURE

Investment i new fixed assets amounted to £9,560,000 Expenditure was incurred on magor items as follows

a) At Benbecula, work commenced on an mmprovement to the terminal building to meet mcreased security and
operational requirements at a cost of £217,000

b) At Inverness, environmental measures contitued at a cost of £806,000 to satisfy water quality standards imposed by
SEPA A project to extend the South Apron to facihiate continued growth commenced during the year at a cost of
£1,271,000

c) At Sumburgh, the 09/27 runway extenston project continued with works casting £6,643,000
This project has been developed by the Sumburgh Auwrport Strategic Partnership, which comprises Shetland Islands
Council, Shetland Enterprise, Sumburgh Awrport Consultative Committee and Highlands and [slands Amports Limited
The project attracted the following levels of funding during the year, £2,500,000 from the Scottish Executive,
£1,548,000 from the European Regional Development Fund and £48,000 from Shetland islands Council

d) At Wick, improvements to the termmnal butlding required to meet increased security and operational requirements were

completed at a cost of £161,000



AIRPORT CONSULTATIVE COMMITTEES

Awport Consultative Commuttees are maintamned at each awport  These provide a forum for the discussion of all matters
concerning the development or operation of the amport, which have an ympact on the users of the airport and on people hiving
and workmng n the swrroundmg area  Consultauve Committees are a means of keepmg all nterested parties informed of

matters affecting them, of providing an opportunity to reconcrie differences of view and resoive difficulties

SAFETY
The group 15 committed to ensuring, as far as 1s reasenably practicable, a high standard of heaith, safety and welfare for

members of the public, all emplayees and others affected by 1ts undertakings

CREDITOR PAYMENT POLICY AND PRACTICE

It 15 company policy that payments to suppliers are made 1 accordance with terms and conditions agreed between the company

and 1ts supphers, provided that all trading terms and conditwons have been complied wrth

At 31 March 2006 the company had an average of 11 days’ purchases outstanding 1 trade creditors

HUMAN RESOURCES

At the year end the total staff headcount stood at 304, showing a decrease of 7 on the totai staffing levels for the previous year
Over the course of the year we recrurted to {ill 21 permanent posts plus a number of temporary fixed term, part time and reltef
employees to cover air traffic control and other temporary shortages, while 28 left the company including medical retirements

and resignatrons

Promotions, te grading and transfers resulted m a further 19 staff changes

TRAINING AND DEVELOPMENT

Staft are recognised as a valuable Company resource with a wealth of expertise and experience who excel m providing services
to the Company’s customers We will ensure that we mamntawm thrs quality by mvesting in recognised standards of management

systems and employee development

Where practical and possible, the Company encourages internal promotion te support and promote a career structure
Considerable effort 1s spent in ensuring that staff have the necessary skills to undertake their job efficiently and effecuively
Career development and tramning are encouraged, and Staff Development Reviews feed into the Company training plan to
encourage staff to bwild on skills and grow within the organisation The staff turnover associated with our Company 1s
correspondmgly low, and therefore appropriate traming and development ts essential to not only mamtam thus level but to

ensure people have the skills necessary to carry out tasks required of them



Traming courses undertaken as a result of regulatory requirements, inciude phased traming of fire service personnel, air traffic
services, engineering or specific aviatton security courses, which are undertaken internally or sourced through external
providers In adduion to these aspects, the Company continues to mmplement its programime which involves recruitment,

learnmng and development n support of its Investors In People accreditation

EMPLOYMENT POLICIES

As a company HIAL promotes equality of opportunity  This mcludes equality of opportunity for people with disabilities within
the workplace from the mutial recruttment stage through to development and career progression within the company In line
with legislation HIAL offers flexible working and famly friendly policies and supports these requests whenever this 15
operationally possible HIAL also has employment policies, which meet statutory requirements and mn the case of maternity,

paternity and adoptive leave go beyond the statutory minimum

Communication to staff flows through the management structure of the company on a regular basis either through line
management or through the functional grouping (AFS. ATC, Engineering etc)  The company recognises three Trades Linions
{PCS5, Prospect, and T&G) and encourages all staff to be a member of the appropriate trade umon Jomt management/Trades

Union meetmgs are held at least quarterly

POLITICAL AND CHARITABLE CONTRIBUTIONS

No pohtical contributions were made during the year The company made a charitable contribution of £300 to the charity

Sunshine Holiday fund durmng the year

GOING CONCERN

The company sets an annual budget which aims to balance income, expenditure and subsidy provisions set by government

Future operational and legislative requiremenits are addressed in a ten year corporate plan which includes provision for revenue
and capital rtems such as major repairs to runways or new or replacement equipment The subsidy provisions for the vear to
March 2006 were onginally set at £22 1 mallion and were increased during the year to £23 9 mullion £21 I million was drawn
down during the year The company has apphed to carry forward £1 6 million to meet future expenditure on completion of
Benbecula terminal butlding, 09/27 runway overlay at Sumburgh and contributions to a hangar at Kirkwall The balance of
£1 2 milhion was not drawn down from the Scottish Executive The subsidy provisions have been set at £22 7 rmmllion for the

year ending March 2007 This is considered by the directors to be adequate to sustam the company as a going concern

AUDITORS

Emnst & Young LLP were reappointed as auditors at the Annual General Meeting on 29 July 2005 A resolution to reappont

Emst & Young LLP will be laid before the Annual General Meeting on 4 August 2006



DIRECTORS AND THEIR INTERESTS
The directors who served durning the year to 31 March 2006 and subsequently are
Alex Matheson, Chairman

Robert M Macleod, Managing Director (retired 8 Jjune 2005)

Inghs E Lyon, Managing Director (appointed 3 May 2005}
William Brackenridge, Director (retired 30 November 2005)
Stuart Edmond, Director (retired 31 March 2006)

Charles Alexanderr Goodlad, Director {appomted 1 March 2006)
Grenville S Johnston, Director
Shona C MacLennan, Director

Linn Phipps, Director (appointed | March 2006)

None of the directors had an mterest m the share capital of the Company The Register of Directors’ interests may be examined

by prior arrangentent with the Company Secretary during normal office hours at the Registered Office of the company

DIRECTORS’ INDEMNITY INSURANCE
During the year the company purchased and mamntamned hability msurance for 1ts directors as pernmtted by section 309C of The

Compantes Act 1985

DIRECTORS’ STATEMENT AS TO DISCLOSURE OF INFORMATION TO AUDITORS

The directors who were members of the board at the time of approving the directors’® report are listed on page 1 Having made

enquiries of fellow directors and of the company’s audrtors, each of these directors confirms that

* 1o the best of each director’s knowledge and belief, there 1s no mformation relevant to the preparation of their report of

which the company’s auditors are unaware, and

»  each director has taken all the steps a director might reasonably be expected to have taken to be aware of relevant

audit mformation and to establish that the company’s auditors are aware of that information

By order of the board

\PTEX.

Jane ThOmtorr CA
Company Secretary
8 June 2006



STATEMENT ON INTERNAL CONTROL

As Accountable Officer 1 have responsibility for maintaining a sound system of iternal control that supports the achievernent
of the company’s polictes, ans and objectives agreed between the Board and the Scottish Ministers, whilst safeguarding the

pubhe funds and assets for which | am personally responsible, m accordance with the responsibahities assigned to me

The system of internai control 15 designed to manage rather than elimmate the risk of failure to achieve the company’s policies,

aims and obsectives [t can therefore only provide reasonable and not absolute assurance of effectiveness

The system of internal control 15 based on an ongoing process designed to wdenufy the prmcipal nisks to the achievement of the
company’s policles, aims and objectives, to evaluate the nature and extent of those risks and to manage them efficiently,
effectively and economically This process, which has been fully n place since 14 March 2003, accords with the Scottish

Public Finance Manual (SPFM) guidance and has continued up to the date of approval of the annual report and accounts

All bodies subject fo the requirements of the SPFM must operate a nsk management strategy m accordance with relevant
gurdance 1ssued by the Scottish Ministers  The general principles for a successful risk management strategy are set out in the

SPFM

Rish Management
The managing director, semor managers and appropnate e managers are responsible for the effective management of nsk

within the Company and ensure that appropriate procedures, resources and skills are introduced and maintained to achieve this

Policy aims and objectives adopted by the Board n refation to risk are

e  Mmimsation of the risks of injury, damage, loss of facilities and inconvenience to the travelling public other service
users, staff and service providers arising from the provision of company facilities and services,

»  Business continuity,

s  Raising awareness of the need for Risk Management throughout the company,

» Enabhng the Board of Diwrectors and management of the company to anticipate and respond to changing social,
environmental and legislative conditions,

s Application of a documented robust framework and procedures for identification, analysis, assessment and
management of risk,

»  Mimmsation of the cost of risk,

¢ Ongomg maimntenance and review of the Risk Register for the company

Formal reparting lines on risk fallow enisting management structures  Strategic nisk ts managed and reviewed at Board level
The company 15 also 1n the process of working with Safety Regulation Group within the Civil Aviation Authority to develop a
Safety Management System covering our Air Navigation Service Provision to meet the EU Common Requirements Regulation
due to come nto effect in 2006 Clear responsibihtres, roles and reporting hnes have been established across all departments
and services provided including a framework that addresses the following 1ssues

s  Assessment of the different types of risk — strategic and operational,

*  How these nisks will be managed and evaluated



»  Board and Departmental roles and accountabilities,

*  Prompt reporting of accidents, near misses and losses

¢  Prowvision for nisk assessment 1 all decision making processes of the Company,

*  Measurement of performance 1n risk management activities against the aims and objectives,

»  Ensuring all relevant external agencies contracted to provide services to the Company are aware of the Company’s
expectations on nsk,

e [Investigation into incidents and revisiting and adjusting control measures as appropniate,

»  Tasking managers with bringing forward for assessment hazards not previously dealt with,

*  Rewisiting Rash assessments annually Significant changes 1n hazards will be considered at the ume of the change,

e Laying the Risk Register before the Audit Commuttee and Board annuatly,

The Board reviews the risk management policy statement annually to ensure its continued relevance to the Company

Control Environment

Capable, competent personite]l are viewed as an essential part of the control environment High standards of behaviour are
supported by high recruitment standards and ongoing staff training and development

The systems of internal financial control nclude

s an annual budget approved by the Board

» regular consideration by the Board of budget and actual results

e delegated financal authortties

s clearly defined procurement and evaluation procedures

More generally, the ergamsation 15 commutted to a process of continuous development and improvement, developing systems n

response to any relevant reviews and developments in best praciice m this area

As Accountable Officer | have responsibility for reviewing the effectiveness of the system of internal contral My review s

mformed by

*  the senior managers within the company who have responsibility for the development and mamtenance of the mnternal
control framework,

* the work of the internal auditors, who submit to the company’s Audit Committee regular reports which include therr
objective opinion on the adequacy and effectiveness of the system of internal control, together with recommendations for
improvement,

¢ Comments made by the external auditors mn their management letters and other reports

The following processes are established

The Board
The Board 1s responsible for determuning the business strategy of the company, taking mto account the Scottish Ministers’

expressed pohcy to encourage economic and social development m the Highlands and Islands

The Board 1s composed of six members appointed by the Scotush Ministers  The six members are the non executrve chairman,
the executive managing director and four non executive directors The Board meets on a six weekly cycle and has adopted a
pohcy of requiring all significant matters to be referred to the Board for decision unless these are specifically within delegated

himits given 1o the managing director



Montering systems used by the Beard

The Board at 1ts regular meetings deals with 1ssues of nisk and 1nternal control on an ongoing basts  In particular, 1t reviews
safety, financial performance including vanances from budget, commercial and marketing information and objectives,
acquisttions and disposais as necessary, environmental and regulatory issues, business planming and strategies

The management team led by the Managing Director monttors financial performance by a system of monthiy financial reporting

and review together with forward projections

Board Commutiees

During the year the Audit Commuttee was composed of three non executive directors Mr G S Johnston, Mr § Edmond and Ms
S MacLennan The Commuttee, chared by Mr G S Johnston, works to terms of reference agreed by the Board and meets on a
regular basis The managing director and the company secretary are normally 1nvited to attend meetings The Commuttee
recerves regular reports from both the internal and external auditors and makes periodic reports concerning nternal control to
the Board The Commuittee reviews and comments to the Board as to corporate governance comphance and the adequacy of risk

management arrangements

Internal Audit

The infernal audit concentrates on areas determined by analysis of the degree of risk and in accordance with the mternal audit
plan considered by the Audit Commuttee and approved by the Board The Audit Committee enhances the independence and
value of mternal audit and provides a forum for senior management to discuss nternal control including issues raised by

nternal audit
Operational Control
Each of the airports under the company’s control 1s subject to regular operational inspections by the Civil Aviatton Authority as

regulator

The Assessor

An Assesser appointed by the Scottish Ministers 15 entitled to attend but not vote at any meeting of the company or its directors

Appropnate action is p!ace to address any weaknesse/ dentified and to ensure the continuous improvement of the system

/ g

I E Lyon / V\
Managmg Difector

8 June 2006



STATEMENT OF DIRECTORS' RESPONSIBILITIES
IN RESPECT OF THE ACCOUNTS

The directors are responsible for preparing the Annual Report and the financial statements m accordance with the applicable
law and United Kingdom Generally Accepted Accounting Practice  Company law requires the directors to prepare accounts for
each financial year which give a true and fair view of the state of affairs of the company and of the group and of the profit or

loss of the group for that period  In preparing those accounts, the directors are required to

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

e staic whether apphcable accounting standards have been followed, subject to any material departures disclosed and

explained n the accounts,

& prepare the accounts on the gomng concern basis unless it 1S inappropriate to presume that the company will continue in

business i

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time the
financial position of the group and to ¢nable them to ensure that the accounts comply with the Companies Act 1985 They are
also responsible for safeguarding the assets of the group and hence for taking reasonable steps for the prevention and detection

of fraud and other irregularities

10



GROUP PROFIT AND LOSS ACCOUNT
FORTHE YEAR 1 APRIL 2005 TO 31 MARCH 2006

TURNOVER

Continuung operations

Ongoing,

Acquisitions — lnverness Aw Termnal Lumated
GROUP TURNOVER

Total subsidies recervable

Less Capital subsidies carried to deferred mcome
Revenue subsidies from Scottish Ministers and others

DIRECT OPERATING COSTS
GROSS PROFIT
ADMINISTRATIVE EXPENSES
QOPERATING (LOSS)
Contihuing operations
Ongoing
Acqusitions — Inverness Air Termunat Limited

GROUP OPERATING (LOSS)

Share of operatmng (loss) 1n joint venture

Note

@

(3)(4)

TOTAL OPERATING (LOSS) GROUP AND SHARE OF JOINT VENTURE

PROFIT (LOSS) ON DISPOSAL OF TANGIBLE FIXED ASSETS

INTEREST RECEIVABLE AND SIMILAR INCOME
INTEREST PAYABLE AND SIMILAR CHARGES
{LOSS) ON ORDINARY ACTIVITIES BEFORE TAX
TAX ON ORDINARY ACTIVITIES

(LOSS) FOR THE FINANCIAL YEAR

Notes 1 to 22 form part of these accotnts

N
(8

&)

11

2006

£000

11,766
147

11,913

60,704
45,941

14,763
26,676
(24.834)

1,842

3.821)

(2,203)
224

(1,979)

37)

(2,016)

266
(690)
279

(969)

2005
As restated
£000

10,826

10,826

21,505
4,101
17.404

28,230

(25.947)

2,283

(3.608)

{1,325

(1,325)
(1,325)

(22)
(1,347)

407

(940)

{940)



GROUP STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
FORTHE YEAR ENDED 31 MARCH 2006

{Loss) for the financial year excluding share of losses of yount venture

Share of ot venture’s (loss) for the year

(Loss) for the financial year attributable to members of the parent company

Actuanal gain on pension scheme
Total recognised gam relating to the financial year
Prior year adjustment

Total gain (loss) recogmsed since last annual report

Notes | to 22 form part of these accounts

12

2006
£000

{933)
(36)

(969)
1,300

kK]

331
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GROUP BALANCE SHEET

AS AT 31 MARCH 2000
Note
£000
FIXED ASSETS
Intangible assets (10)
Tangible assets (11
Investments (12)
investment 1n jomt veniure
Share of gross assets 1,472
Share of gross habilities {1,190)
Element redeemable to company 1,823
Other investments
CURRENT ASSETS
Debtors (13) 3,17
Cash i hand 3,192
6,363
CREDITORS Amounts falling due within one year (14) (3.164)
NET CURRENT ASSETS

TOTAL ASSETS LESS CURRENT LIABILITIES

PROVISION FOR LIABILITIES AND CHARGES (15)

ACCRUALS AND DEFERRED INCOME

Deferred Government subsidies

(16

NET ASSETS EXCLUDING RETIREMENT BENEFITS

Retirement benefits asset

(19)

NET ASSETS INCLUDRING RETIREMENT BENEFITS

CAPITAL AND RESERVES

Share capital
Profit and loss account

TOTAL SHAREHOLDER’S EQUITY

1\
Notes | la/'{ form part of these accounts

(17)
(18)

(18)

Ao Matlonn

2006
£006

3,188
55,303

2,108

143

60,699

(58.128)

5,191
400

5,591

—_—

2005
£000 £000

39,003

39,003

2,229
1,507

3,736

(1.872)

(35.797)
5,160
100

3,260

ex Matheson, Chairman

ghis Lyon, Managing Director

7 8 June 2006
S
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COMPANY BALANCE SHEET
AS AT 31 MARCH 2006
Note
2006 2005
£000 £000
FIXED ASSETS
Tangibie assets (1 44,230 39,093
Investiments (12) 30921 .
75,151 39,093
CURRENT ASSETS
Debtors {13) 9,273 2,229
Cash m hand _ 1,552 _1,507
10,825 3,736
CREDITORS Amounts falling due within one year (14) {2.896) {1.872)
NET CURRENT ASSETS ‘ _7.929 1,864
TOTAL ASSETS LESS CURRENT LIABILITIES 83,080 40,957
PROVISION FOR LIABILITIES AND CHARGES (15 (21,738)

ACCRUALS AND DEFERRED INCOME

Deferred Government subsidies {16) (56,022) (35,797}
NET ASSETS EXCLUDING RETIREMENT BENEFITS 5,320 5,160

Returement benefits asset (19) 400 100
NET ASSETS INCLUDING RETIREMENT BENEFITS 5,720 5,260
CAPITAL AND RESERVES

Share capital a7 50 50

Profit and loss account (18) 5,670 _5.2i10
TOTAL SHARFHOLDER’S EQUITY (18) 5,720 5,260

M}JC MM[’\MM}\I& Matheson, Chairman

Inglis Lyon, Managing Dlrector
8 Juné 2006

7 \/\
Notes | to }‘/ form part of these accounts



GROUP CASH FLOW STATEMENT
FOR THE YEAR 1 APRIL 2005 TO 31 MARCH 2006

Note 2006
£000 £000 £000
NET CASH INFLOW FROM OPERATING ACTIVITIES “42) 350
RETURNS ON INVESTMENTS AND SERVICING
OF FINANCE
Interest received 136

CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT

Purchase of tangible fixed assets (9.779) (4,409
Purchase of investments {2,588)
Recerpt of capital subsidy  Scottish Minusters 44,156 4,105
Evuropean Regional Development Fund 1,548 184
Other 237 14
Sale of rangible fixed assets 1214 94
34,788

ACQUISITIONS AND DISPOSALS

Purchase of subsidiary undertaking (28,333)
Net cash acquired with subsidiary undertahing _ 1,309
(27,024)
FINANCING
Repayment of long term loans _(6.565)
INCREASE IN CASH 1,685
RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET FUNDS
£000
Increase wn cash 1 the period 1,685
Net funds at 1 April 1,507
Net funds at 31 March 3,192

Notes 1 to 22 form part of these accounts

2005
£000

16

104

(12)

108



NOTES TO THE FINANCIAL STATEMENTS

BASIS OF PREPARATION

13

14

ACCOUNTING POLICIES
Basis of preparatton

The accounts are prepared n accordance with the mstorical cost convention and 1n accordance with apphcable
accounting and financial reporting standards The company receives subsidies from the Scottish Ministers on
an annual basis The annual accounts are prepared on the assumption that the company will continue to receive
such subsidies for the foreseeable future

Basis of Consohidation

The group accounts consolidate the results of Highlands and islands Airports Linmted and us subsidiary
undertakings drawn up to 31 March each year No individual profit and loss account 1s presented for Highlands
and Islands Airports Limited as permitted in section 230 of the Companies Act 1985 The Company loss for
the year was £840,000

Inverness Air Terminal Limited has been included in the group accounts using the acquisition method of
accounting Accordingly, the group profit and loss account and statement of cash flows include the results and
cash flows of Inverness Aiwr Termunal Lunited for the period from its acquisttion on 20 January 2006  The
purchase consideration has been allocated to the assets and habihines on the basis of fair value at the date of
acquisition

Entities m which the group holds an interest on a long term basis and are jomtly controlled by the group and
one or more other venturers under a contractual arrangement are treated as joimnt ventures In the group
accounts, jomt ventures are accounted for using the gross equity method

Goodwill

Positive goodwill arising on acquisitions 1s caprtalised, classified as an asset on the balance sheet and amortised
on a straight line basis over s ysefu! economic life up to a presumed maximum of 10 years t 1s reviewed for
impawrment at the end of the first full financial year following the acqusition and 1n other periods 1f events or
changes mn circumstances indicate that the carrymg value may not be recoverable

Intangible Assets

Intangible asses acquired separately from a business are capitalised at cost Intangible assets acquired as part
of an acquisttion of a business are caprtalised separately from goodwill if the fawr value can be measured
rehably on mitral recognition, subject to the constraint thai, unless the asset has a readily ascertainable market
value, the fair value s limited to an amount that does not create or increase any negative goodwill on the
acquisition Intangible assets, excluding development costs, created within the business are not capitalised and
expenditure s charged against profits in the year in which 1t 1s incurred

Intangible assets are amortised en a straight line basis over their estimated useful lives up to a maximum of 10
vears The carrying value of intangible assets 1s reviewed for impawment at the end of the first full year
following acquisition and in other periods If events or changes n circumstances indicate that the carrying value
may tat be recoverable

Tangible Assets

Tangible fixed assets are stated at cost lnterest and other directly attributable finance costs m respect of loans
for the purposes of constructing assets, are caprtalised as part of the cost of constructing the buildings up to the
date of practical completion  Subsequent mmterest 1s charged to the profit and loss account

Depreciation 1s provided on tangible fixed assets to spread the cost by equal annual instaiments over their
estrmated useful Lives, as follows

Freehold buridings 20 25 years

Leaschold land and butldings over the remainng hife of the
lease to a maximum of 20 years

16
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NOTES TO THE FINANCIAL STATEMENTS

Navigation aids 7 years
Plant and other equipment 3 10 years
Vehicles 5 years
Runways, aprons and main services 7 25 years
Runway bases 100 years

The followng categories of tangible fixed assets are not depreciated
Freehold land
Furmture, fixtures and fittings

Imial purchases of furmture, fixtures and fittings are treated as tangible fixed assets, replacement expenditure
1s charged to the profit and loss account Items that are disposed of and not replaced are eliminated from
tangible fixed assets

Net Depreciation (as disclosed m Note 3) includes depreciation charge for the vear and release of deferred
government subsidies

Investments
Investments are shown at cost less provision for imparrment
Subsidies

Subsidies in respect of capital expenditure are credited to a deferred income account and released to the profit
and loss account over the estrmated useful lives of the relevant assets

Subsidies for revenue expenditure are separately disclosed within turnover in the period to which they relate
Deferred Taxation

Deferred taxation 15 provided n full on oiming ditferences that result i an obligation at the balance sheet date
to pay more tax, or a right to pay less tax, at a future date, at rates expected to apply when they crystallise based
on current tax rates and law Timing differences anse from the inclusion of items of income and expendifure n
taxation computations i periods different from those i which they are included in financial statements
Deferred tax assets and liabilities are not discounted

Leases
The rentals on operating leases are charged to the profit and loss account as incurred
Pension Costs

The company operates the Highlands and Islands Airports Pension Scheme, a defined benefit scheme
Contributions are charged to the profit and loss account 1n accordance with actuarial recommendations, so as to
spread the cost over the employees’ remamning working lives with the company

On the advice of an mdependent qualified actuary, contributions are made to the plan to ensure that the plan’s
assets are sufficient to cover future habilities  Pension plan assets are measured using market values Pension
plan lrabilities are measured using the projected unit method and discounted at the cutrent rate of return on a
high quality corporate bond of equivalent term and currency to the hability Any increase n the present value
of the liabihtres of the defined benefit pension plan expected to anse from employee service m the period 1s
charged agamst operating profit The expected return on the plan’s assets and the increase during the pertod 1n
the present value of the plan’s liabilities arsing from the passage of tume are included m interest recetvabie and
simtlar mcome  Actuarial gains and losses are recognised in the Statement of Total Recognised Gawmns and
Losses



NOTES TO THE FINANCIAL STATEMENTS
Capital instruments

In accordance with FRS4 “capital mstruments”, the costs associated with the 1ssue of capital instruments, other
than shares, are charged to the profit and loss account over the life of the mstrument, at a constant rate based on
the carrying amount

TURNOVER

Turnover represents amounts received and recervable (stated net of value added tax) m respect of awrport
services provided mn the UK

Revenue subsiches from Scottish Mimsters and others represent a revenue subsidy of £14,467,000 received
from the Scottish Ministers in accordance with Section 34 of the Civil Aviation Act 1982 and a total of £16,000
receved from Highlands & Islands Enterprise and Inverness, Nawn, Badenoch & Strathspey Enterprise towards
various studies A further £260,000 was utthsed from the Route Development Fund, which provides support
for new cross border routes from the Highlands and Islands, up to 31 March 2006

The results of [nverness Awr Terminal Limted, which was acquired on 20 January 2006, all relate to the
operaiion of the Terminal building at Inverness Arrport  Its turnover, both by source and destination, all reiates
to the United Kingdom

18
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NOTES TO THE FINANCIAL STATEMENTS

OPERATING LOSS

This 15 stated after charging
Depreciation
Audners’ remuneration — audit services
Audriors’ remuneration — non audit services
Goodwill rmpamrment

Amortisation of other intangible assets

And after crediting

Subsidies released

2006
£000

4,325
14

21,738

56

25,612

2006

£000

Reconciliation of operating loss to net cash inflow from operating activities

Operating (loss)
Depreciation

Deferred subsidies released
Increase in debtors

Increase (decrease) in creditors

Other non cash movements

Current service costs

Past service costs

Amortisation of other mtangible assets

Impairment of goodwill

Net cash inflow from operating activities

21

(1,979)
4,325

(25,612)

(477)
999

1,000
300

56
21,738

i |

2005
£000

3,802
10

3,336

2005
As restated

£000

(1,325)
3,802
(3,336)
(i81)

(44)

800
300

=

|



STAFF COSTS
Wages and salaries
Social security costs
Penston costs

Other staff costs

NOTES TO THE FINANCIAL STATEMENTS

2006
£000

9,997
848
3.442
450

44,737

The average number of employees during the period was 308 (2005 309)

2006
£000

DIRECTORS® EMOLUMENTS

Emoluments

Pension contributions

Directors’ emoluments, including pension contributions, fell within the following ranges

£1 £5,000
£5,001 £10,000
£20,001 £25,000
£95.001 £100,000
£105,001 £110,000

The emoluments of the Chairman were £20,911 (2005 £20,568) mcluding penston contributions of £N1l (2005 £Nil)
and of the highest paid director, Inghs Edward Lyon, were £82,020 (2005 £Nil) including pension contributions of

£16,039 (2005 £MNil)

Mr 1 Lyon and Mr R M Macleod were the only directors for whom the company made contnbutions during the year

148
19

2006
No.

3
3
2

who were members of the Highlands and Islands Airports Pension Scheme

Dhrectors” emoluments mclude £1,094 that was paid to Johnston Carmichael for the services of Grenville Johnston as

a director during the period while he was a consultant for that firm

Directors” emoluments include £6,685 that was paid to Solas Busmess Services Limuted for the services of Shona

MacLennan as a director during the year

22

2005
£000

9,651
820
3,162

625

14,258

2005
£000

136
17

20035
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NOTES TO THE FINANCIAL STATEMENTS

2006
£000
INTEREST RECEIVABLE AND SIMILAR INCOME
Interest received 130
Expected return on pension plan assets 2,200
Interest on retirement benefits liabilities (1,900)
430
2606
£000
INTEREST PAYABLE AND SIMILAR CHARGES
Fmance advisory fees 266
TAX ON ORDINARY ACTIVITIES
2006
£000
Current tax
UK corporation tax 284
Deferred tax
Onginating and reversal of tming differences —t5)
Tax on profit on ordinary activities 279

Factors affecting current tax charge

2005
£000

107
2,000
(1,700)

k|

2005
£000

2005
£000

The 1ax assessed for the period 1s different from the standard rate of corporation tax m the UK of 30% (2005

The differences are explamed below

2006

£000
(Loss) on ordinary activities before tax (690)
Tax at 30% thereon (207)
Effects of
Expenses not deductible for tax purposes (174)
Other timing differences 8
Capntal allowances m excess of net depreciation 20
Pension provisions not deductible for tax purposes 300
Utilisation of tax losses (1)
Adjustments relating to the sale of fixed assets _338
Current tax charge for period 284

23

2005
As restated
£000

£340)
(282)

67

52
239
(96)

20

30%)



NOTES TO THE FINANCIAL STATEMENTS

INTANGIBLE FIXED ASSETS

Goodwll Other Tatal
£000 £000 £000

Cost
At 1 April 2005
Acquisttion of subsidiary undertaking 21,738 21,738
Other mtangible assets 2,900 2,900
Share of joint venture 344 344
At 31 March 2006 22,082 2,900 24,982
Amounts provided
At | April 2005
Provided during the year 21,738 56 21,794
31 March 2006 21,738 — 56 21,794
Net book value at 31 March 2006 344 2,844 3,188

Net book value at 31 March 2005

The goodwilt has been immedtately impaired as it has no useful life due to Inverness Aiwr Termunal Lumited only
carrymg out & single contract, with the company being the other party and there 13 no external income to the group

Other mtangible assets relates to concession mcome separately 1dentifiable as part of the acquisitton of Inverness Air
Terminal Limited This 1s bemng amortised over its useful economic life of 10 years

24
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NOTES TO THE FINANCIAL STATEMENTS

TANGIBLE FIXED ASSETS
Group
Plant Assets 1n
and Other Runways Course of
Land and Equipment Aprons Construction
Buildings Vehicles  and Mam and
Freehold  Navaids Furniture Services Installation Total
£000 £000 £000 £000 £000 £000
Cost or valuation
At 1 Apnl 2005 22,172 8,285 15,696 20,670 2,946 69,769
Addions durmg year 295 166 18 9,081 9,560
Acquistiion of
subsidiary undertalung 11,130 31 11,161
Disposals during year Zn {58) (686) (C)) 74 {843)
Transfers durmg year 876 872 (1,748)
At 31 March 2006 34,452 8,227 16,079 20,684 10,205 89,647
Depreciation
At 1 Apnl 2005 (7.621) (2,938) (11,515) (8,602) (30,676)
Provided during year (1,202) {953) (924) (1,246) (4,325)
Dnsposals during year 18 58 577 4 637
At 31 March 2006 (8,805) (3,833 (11,862) (9,844) (34,344)
Net book value
at 31 March 2006 25,647 4,394 4,217 10,840 10,205 55,303
Net book value
at 31 March 2005 14,551 5,347 4 181 12,068 2,946 39,093
Company
Plant Assets n
and Other  Runways Course of
Land and Equipment Aprons Construction
Buildings Vehicles  and Mam And
Freehold Navaids Furniture Services Installation Tatal
£000 £000 £000 £000 £000 £000
Cost
At 1 Apnil 2005 22,172 8,285 15,696 20,670 2,940 69,769
Additions during year 295 166 18 9,081 9,560
Disposals during year 2h (58) (636) 4) (74 (843)
Transfers during year 876 872 {1,748)
At 31 March 2006 23,322 8,227 16,048 20,684 10,208 78,486
Depreciation
At 1 Apnl 2005 (7,621) (2,938) (11,515) (8,602) (30,676)
Provided during year (1,116) {953) (922) (1,246} 4,237
Disposals durmg year 18 58 377 4 657
At 31 March 2006 (8,719  (3,833) (11,86 {9,844) (34,256)
Net book value
at 31 March 2006 14,603 4,394 4,188 14,840 10,205 44,230
Net book value
at 31 March 2005 14,551 5,347 4,181 12,068 2,946 39,093

The net book value of frechold land and buildings includes £311,752 m respect of land (2005 £304.217)

25



NOTES TO THE FINANCIAL STATEMENTS

INVESTMENTS
Group

Jont venture (a)
Other fixed asset investments (b)

(a) Joint venture

At 1 April 2005
Share of loss retamned by jomt venture

At 31 March 2006

Additional disclosures are given m respect of Inverness Awport Business Park Limited, which exceeds certam

thresholds under FRS 9 “Associates and Joint Ventures”, as follows

Fixed assets
Current assets

Share of gross assets

Liabihities due within one year
Liabiiities due after more than one year

Share of gross liabilities

Share of net assefs
Redeemable shares of £1 each held by the company

Investment 1n joint venture

The summarised results of the joint venture company are as follows

Turnovet

Loss before tax
Taxation

Loss after tax

{b) Other fixed asset investmenis

At 1 April 2005
Additions

At 31 March 2006

26

2006
£000

2,105
103

2006
£000

1,440
32

1.472

2006
£000

(105)

2005
£000

£000

(36)

36)

2005
£000

2005
£000

£000

103

E



NOTES TO THE FINANCIAL STATEMENTS

Company
Subsidiary Jont Other
undertakings ventures mvestments
£000 £000 £000
Cost
At | Apri} 2005 50
Addrtions 28,333 2,485 103
At 31 March 2006 28.383 2,485
Amounts provided
At 1 April 2005 and 31 March 2006 — 30 —
Net book value at 31 March 2606 28,333 2,485 103
Net book value at 31 March 2005

Total
£000

50
30,921

-
30,921

Details of the investments in which the company holds 20% or more of the normunal value of any class of share capital

are as follows

Proportten of

Name of company Holding shares held

Subsidiary undertakings

Airport Management Services Limited Ordinary shares 100%

Inverness Asr Terminal Lymited Ordmary shares 100%

Jomt veniure

Inverness Awrport Busmess Park Limited  Ordinary shares 34%
Redeemable shares 87%

Nature of

Business

Dormant

Termuwnal bulding operations

Property investinent

On 20 January 2006 the group acquired Inverness Awr Termmal Limited for a consideration of £28,333,000 The
investment 1n Inverness Air Ternmnal Lirited has been included in the company’s balance sheet at its fair value at the

date of acquisition

27



NOTES TO THE FINANCIAL STATEMENTS

Analysis of the acquisition of lnverness A Ternmmal Limited

Net assets at date of acquisition

Book Adjustments Fair value

value Revaluation Other to Group

£000 £000 £000 £000
Tangible fixed assets 7,900 3,260 (a) 11,160
Other mtangble fixed assets 2,900 (b 2,900
Debtors 476 476
Cash 1,309 1,309
Creditors due within one year (239) (239)
Creditors due after one year (8,427) {8,427
Deferred taxation (584) (584)
Net assets 435 6,160 - 6,593
Goodwill arising on acquisition 21.738

28,333

Adjustments
{a) Increase in the value of land and buildings as a result of a revaluation carried out on acquisition
(b) Other mtangible fixed assets relates to concession mcome separately 1dentifiable as part of the acquisttion of

Inverness Air Termmal Limited This 1s being amortised over its useful economic life of 10 years

Inverness Air Terminal Limited contributed an outflow of £143,000 to the group’s net operating cash mflow, received
£6,000 n respect of net returns on investments and servicing of finance and paid £6,565,000 in respect of financing

Inverness Air Terminal Limited earned a profit afier tax of £620,000 wn the year ended 31 March 2006 {2005
£538,000), of which £657,000 arose 1n the pertod from 1 Apri} 2005 o 20 January 2006 The sumunarised profit and
loss account for the period from 1 April 2005 to the effective date of acquisitien 1s as follows

£000
Turnover 24033
Operating profit 1,464
Interest receivable 24
Interest payable 411)
Profit before tax 1,077
Taxation (420)
Profit for the period ended 20 January 2006 =057

There were no recognised gams and losses i the period ended 20 January 2006 other than the profit of £657,000
above

28
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NOTES TO THE FINANCIAL STATEMENTS

DEBTORS

Trade debtors

Prepayments and accrued income
Amounts owed by subsidiary undertaking
Amounts owed by joint venture

Qther debtors

CREDITORS

Amounts falling due within one year
Trade creditors

Other creditors

Corporation tax

Other taxes and social security costs

Accruals and deferred mcome

Group
2006
£000

1,514
334

133
1,140

Group
2006
£000

825
544
283
375

1,137

3,164

Group
2006
£000

PROVISION FOR LIABILITIES AND CHARGES

Deferred tax

Onerous contract provision

Analysis of deferred tax balances
capinal atlowances 1n advance of depreciation

trading losses

579

579

29

Company
2006
£060

L7
247
6,636
133
1,140

2273

Company
2006
£000

781
518
278
277
1,042

2,896

Company
2006
£000

21,738

Group
2005
£000

1,073

293

863

2,229

Group
2005
£000

529
36

279
1,028

Group
2005
£000

15
(15)

Company
2005
£000

1,073
293

363

2,229

Company
2005
£000

529
36

279
1,028

1872

Company
2005
£000

15
(13)



NOTES TO THE FINANCIAL STATEMENTS

A deferred tax asset has not been recognised i respecs of timing differences related to,

1 Histonical tradmg losses incurred by the company amounting to £6 3 milhon, which will be recovered only if
the company begins to make sigmificant taxable profits

2 Pension provisions made 1n the accounts amounting to £1 0 rmllion (net), which are not tax deductible m the
current year and will be tax deductible only when paid

There 15 msufficient evidence that this asset will be recovered to allow 1it’s recognition in these accounts

The estimated value of the deferred tax asset not recognised, measured at a standard rate of 30% 15 £2,211,000

Onerous contract provision

HIAL purchased Inverness Air Termimal Lumited on 20 Janvary 2006 The consideration was £28,333,000 An
evaluation was carried out on the basis of future cash flows and this purchase price was demonstrated to represent

value for money compared with the PF1 contract running its full term to 2024 An onerous contract provision of
£21,738,000 has been made in the company's accounts

DEFERRED SUBSIDIES

Balance at 1 April

Subsidies Receivable

Deferred grants acquired with
substchary undertaking

Released to profit and loss account

Released against asset disposals

Balance at 31 March

SHARE CAPITAL

Ordinary shares of £1 each

Group Company Group Company
As restated As restated
2006 2006 2005 2005
£000 £000 £000 £000
35,797 35,797 35,079 35,079
45,941 45,941 4,101 4,101
2,129
(25,612) (25,589) (3,336) (3,336)
127 (127) 47 (47)
58,128 56,022 35,791 5,797
Company
Authorised Issued and
fully paud
2006 2005 2006 2005
Number Number £000 £000
50,000 0,000 —20 —30

30
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NOTES TO THE FINANCIAL STATEMENTS

SHARE CAPITAL, MOVEMENT ON RESERVES AND RECONCILIATION OF MOVEMENT IN

SHAREHOLDER’S FUNDS
Group

At1 Apnl 2005
Retained loss for the year

Actuanial gain on pension scheme

At 31 March 2006

Share
Capital
£000

50

—=0

Profit
and Loss

account
£000

3,210
(969)

1,300

541

The cumulative amount of goodwill written off at 31 March 2006 1s £21,738,000 (2005 £Nil)

Company

At 1 April 2005
Retamed loss for the year

Actuarial gain on pension scheme

At 31 March 2006

PENSION COSTS

The information below 1s disclosed 1n accordance with the provisions of FRS17

Share
Capital
£000

50

Profit
and Loss
account
£000
5,210
(840)

1,300

—2:070

Thus note excludes assets and liabilities in respect of money purchase AVCs and insured pensions

2006
£000
Total market value of assets 43,100
Present value of the scheme’s liabilities 42,700
Surplus m the scheme 400

2005
£000

32,70
32,600
10

(=

=

2004
£000

26,300
28.600
2,300

Total
£000
5,260
(969)
1,300
S.591
Total
£000
5,260
(840)
1,300
5720

2003

£000

21,100

27,600

(6,500)

As a deferred tax asset has not been recognised, see note 13, the related deferred tax hability of £120,000 on the above

surplus 1n the scheme has not been recognised
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NOTES TO THE FINANCIAL STATEMENTS

The Company operates a defined benefit scheme in the UK The values of the scheme’s habihiies have been
determmed by a quahfied actuary based on the results of an actvarial valvation as at 31 December 2004, updated to

the balance sheet date, and using the following assumptions

2006 2005

Yopa Yapa
Discount rate 5.0 54
Rate of mcrease in salaries 4.3 43
Rate of increase wn pensions in payment 2.9 29
Rate of mcrease in pensions deferment 2.9 29
Rate of mflation 29 29
Mortality table PA92C2020 PA92C2020

2004

Sopa

55

43

29

29

29
PA92C2020

2003
Yopa
54

41

27

27

26
PARG S

The company’s share of the assets i the Highlands and Islands Arrports Pension Scheme and the expected rate of

return were
Expected long  Valueat Expected long  Valueat
term return 2006 term return 2005
% £000 % £000
Equities 75 28,100 7 50 20,000
Bonds 50 14,700 500 12,400
Other 45 300 475 300
Total market value of assets 43,100 32,700

Analysis of amount charged to operating profit
Current service cost (excluding employee coniributions)
Past service cost

Total operating charge

Analys:s of amount eredited to other finance mcome
Expected return on penston scheme assets

Interest on pension scheme liabilities

Net return

32

Expected long
term return

Yo

75

40

2006
£000

3,200
300

2,200
(1,900)

1

Valueat  Expected long

2004
£000

25,600

700

26 300

2005
£000

2,900
300

3,20

2,000
(1,700)

.

term return
%

75

60

Yalue at
2003

£000

17 300

3,800

21,100

2004
£000

2,500

2,500

1,500
(1,500)



NOTES TO THE FINANCIAL STATEMENTS

2006 2005 2004
£000 £000 £000
Analysis of amount recogmsed m STRGL
Actual less expected return on assets 5,500 1,900 3,600
Experience gams on Liabilities 300 1,800 1,900
Effect of change n assumptions on liabilities {4,300) (500) (1,300)
Actuarial gain recogmsed mn STRGL 1,300 3.200 4.200

The Company has agreed to contribute at a rate of 22 0% of pensionable salartes for the next accounting year

2006 2005 2004
£000 £000 £000
Movement in surplus (deficit) during the year
Surplus (deficit) in scheme at start of the year 100 (2,300) (6,500)
Current service cost (excluding employee contributions} {3,200) {2.900) (2,500)
Cash contribution (excluding employee contributions) 2,200 2,100 2,500
Past service cost (300) (300)
Other finance mcome 300 300
Actuanal gain 1,300 3,200 4,200
Surplus (deficit) in scheme at end of the year —400 100 {2,300)
2006 2005 2004 2003
History of experience gans and losses
Difference between expected and actual
returns on scheme assets
amount 5,500 1,900 3,600 8,400
%o of assets at year end 13% 6% 14% 40%
Experience gans (losses) on scheme habihities
amount 300 1,800 1,800 (300
% of liabulities at year end 1% 6% 6% (1%)
Total gan recogmised e STRGL
amount 1,300 3,200 4,100 11,600
% of habilities at year end 3% 10% 14% 42%
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NOTES TO THE FINANCIAL STATEMENTS

POST BALANCE SHEET EVENT

The directors agreed in principle, prior to the year end, to restructure the group by hiving up the trade, assets and
habilities of IATL mto the parent company HIAL The net assets wilt be transferred at their net book value (excluding
inter company loans) of £10,293,534 Due to the tume required to prepare the transfer documentation, the transfer
agreement was not signed at the year end, but the directors mtend the transfer to be effective from | Apnl 2006 it 15
hkely that the transfer agreement will be signed early m the new financial year but after the date these accounts are

signed
Group Company Group Company
2006 2006 2005 2005
£000 £000 £000 £000
CAPITAL COMMITMENTS
Contracted 2,749 2,749 9.446 9,446
RELATED PARTIES
(a}  Durmg the year the company received subsidies totating £58,902,000 from the Scottish Ministers At the
balance sheet date there was a balance of £490,000 due to Scottish Ministers
(b}  During the year the company paid £1,559 to Johnston Carmichael, for the services of Grenville Johnston, for
professional advice and guidance provided m setting up the new Highiands and Islands Arrports Pension
Scheme¢ The company also paid £2,245 to Johnston Carmichael in respect of taxation advice Grenville
Johnsten, a director of the company, alse acled as a consultant to that firm during the year
{c)  During the year the company provided on call services to the Scotush Ambulance Service at a cost of £316,825
At the balance sheet date there was a balance of £97,016 due from the Scottish Ambulance Service William
Brackennidge, a director of the company during the year, was also the chawman of Scottish Ambulance Service
during the year
(d) During the year the company transferred land mnto Inverness Aurport Business Park Limited, a joint venture

company The value of the land transferred was £1,162,000 for which the company received redeemable
shares The company also contributed £1,322,000 towards the construction of the new Inverness arrport access
road for which redeemable shares of £661,000 were received, the balance beng a capital contribution

These transactions were entered mto on an arm’s length basis
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NOTES TO THE FINANCIAL STATEMENTS

ECONOMIC REGULATION STATEMENT
FOR THE YEAR I APRIL 2005 TO 31 MARCH 2006

Highlands and Islands Arrports Limited is subject to economic regulation under the Awrports Act 1986 which requires
the company to hold permussions from the Civtl Aviatton Authority to levy amrport charges

Operational activities are required to be allocated between airport charges levied 1n connection with the landing, parking
and taking off of awrcraft (including passenger related charges} and other operational income

All revenue and costs from non operational activities, such as items where the income 15 not primarily from arport users,
15 required to be shown n a separate category

Costs have been apportioned on a basis obtained by the analysis of 1994/95 actual expendrture

£000 £000

AIRPORT OPERATIONAL ACTIVITIES |
Aarport Income
Aurport charges 10,552
Subsidies 14,763

25,315
Costs 27,188 (1.873)
Other Income
Revenue 1,361
Costs 1.467 106
NON OPERATIONAL ACTIVITIES
The Group has no such activities under the Act
Group operafing loss for the period (1.979)

Unless specified elsewhere 1n these accounts, the Group received no preferential treatment or financial support from any
assoclated person or organisation during the period of these accounts
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GROUP FIVE YEAR SUMMARY

RESULTS TO 31 MARCH
2006 2005 2004 2003 2002
(As restated) (As restated)

£000 £000 £000 £000 £000
PROFIT AND LOSS ACCOUNT
Traffic operations and other income 11,913 10,826 9,806 9,229 9,063
Total subsidies received 60,704 21,505 24,545 25,149 21,963
less Caprtal subsidies 45,941 4,101 7,159 9,203 9,664
Revenue subsidies 14,763 17,404 17,386 15,946 12,299
less net operating cosis 28.655 29,555 27,905 26,543 22.823
Operating {loss) {1,979) (1,325} (713) (1,368) (1,461)
Share of joint venture 37
Profit/(loss) on disposal of fixed assets 1,155 (22) +
Interest recervable 437 407 70 64 54
Interest payable and similar charges (266)
Tax on ordmary activities 279)
{Loss) for the financial year (969) (940 (643) (1,304) (1,407)
BALANCE SHEET
Fixed assets 60,699 39,093 38,863 34,826 28,689
Net current assets 3,199 1,864 1,516 1,503 1,910
Proviston for liabtlities and charges (579)
Accruals and deferred mcome (58,128) (35,797) (35,079} (30,386) (23,352)
Retirement benefits — asset (labaltty) 400 100 (2.300} *

5,591 5,260 3,000 5,943 7,247
Share capital 50 50 50 50 50 ~
Reserves 5,541 5210 2.950 5,893 7.197
Total shareholder’s equity 5,591 5,260 3,000 5,943 7,247

+ The profits/{losses) on disposal of fixed assets for 2002, 2003 and 2004 are disclosed within net operating costs

* The results for 2002 and 2003 have not been adjusted for FRS 17

STATISTICS
Total passengers

Total aircraft movements

2006

1,152,895

93,234

2005

1,015,657

82,764

2004

933,779

81,064

2003

864,301

76,119

2002

832,140

74,978



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF HIGHLANDS AND ISLANDS AIRPORTS
LIMITED

We have audited the group and parent company financial statements (the “financial statements”) of Highlands & Islands
Auwports Limuted for the vear ended 31 March 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 Recogmised Gams and Losses and
the related notes 1 t0 22 These financial statements have been prepared under the accounting policies set out therein

This report 1s made solely to the company's members, as a body, m 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 1o state 1o
them n an aunditors' report and for no other purpose  To the fulest extent permitted by law, we do not accept or assume
responsibiiity to anyone other than the company and the company's members as a body, for our audit work, for this report, or
for the opintons we have formed

Respective responsibihties of directors and audrtors

The directars are responsibie for preparing the Annual Report and the financial statements i accordance with appheable
Unuted Kingdom [aw and Accounting Standards (United Kingdom Generally Accepted Accounting Practice) as set out m the
Statement of Directors' Responsibifities

Our responstbihity 1s to andit the financial statements in accordance with relevant legal and regulatory requirements and
International Siandards on Audittng (UK and Ireland)

We report to you our opimon as to whether the financial statements give a true and fair view and are property prepared in
accordance with the Compamies Act 1985 and that the information given 1n the directors’ report 15 consistent with the
financial statements

We also report to you if, in our opmion, the company has not kept proper accounting records, if we have not received all the
informatton and explanations we requre for our audit, or if nformation specified by law regarding directors' remuneratton
and other transactions 1s not disclosed

We read other information contained m the Annual Report, and consider whether 1t 15 consistent with the audited financial
statements This other information comprises only the Chairman's Statement, the Statement of Internal Control, the Economic
Regulation Statement and the Group Five Year Summary We consider the implications for our report if we become aware of
any apparent misstatements or material inconsistencies with the financial statements  Our responsibihties do not extend to
any other information

We review whether the statement on page 7 comphies with Scottish Executive guidance on statements of system of internal
control We report If 1t does not comply with the guidance, or if the statement 15 misleading or mconsistent with other
information we are aware of from our audit

Basis of audit opinion

We conducted our audit n accordance with International Standards on Auditing (UK and lreland) issued 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 esimates and judgments made by the directors n the
preparation of the financral 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 matenial
musstatement, whether caused by fraud or other irregulanity or error In forming our opinion we also evaluated the overall
adequacy of the presentation of information n the financial statements

Opimon
In our opinion
s the financial statements give a true and fair view, In accordance with United Kingdom Generally Accepted
Accountmg Practice, of the state of the group’s and the parent company's affairs as at 31 March 2006 and of the
group’s loss for the year then ended,
the financial statements have been properly prepared in accordance with the Compantes Act 1985,
e the information given n the directors’ report 1s consistent with the financial statements, and
o m all matenal aspects, the income and expenditure presented 1n the financial statements have been applied to the
purposes intended by Parliament and the financial transactrons conform to the authorities which govern them
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Other opimion

In our opinion the Economte Regulatton Statement presents fairly the mformation set forth thesein and 15 10 accordance with
the requirements of the accounts’ condittons tssued by the Cvit Aviation Authority under section 41{1) of the Anports Act
1984

E W\Q’Y o~ /O L.LP
Emst & Young LIP
Registered auditor

Inverness

1 T ADDG
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