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DIRECTORS’ REPORT

The Directors submit their Report and the Group Accounts for the year ended 31 March 2007

RESULTS AND DIVIDENDS
The trading profit for the period, after taking account of taxation, amounted to £1,257.000 This profit resulted after a protit
on disposal ot a section ot land at Wick Aurport  The directors recommend that ne dividend be paid, leaving the full amount o

be set against reserves

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

to the economic and social wellbeing of the Highlands and Islands

REVIEW OF THE BUSINESS AND FUTURE DEVELOPMENTS
Subsidies from the Scottish Ministers received for the year ended 31 March 2007 totalled £22,198,000 made up of revenue of
£14,197,000 and caputal of £8,001,000

To improve efficiency of operations, the Directors restructured the group so that the trade, assets and liabihiies (excluding
mter company loans) of Inverness Air Terminal Limited were lived up into Highlands and Islands Airports Limited This

transfer agreement was signed duning the linancial year but was effective at 1 Apnil 2006

Passenger numbers, freight tonnage and aircraft movements increased by 7%, 1% and 9% respectively 1n the year

CAPITAL EXPENDITURE

Investment in new fixed assets amounted to £9,497,000 Expenditure was incurred on major items as follows

a) At Benbecula, improvements to the terminal buwilding required to meet increased security and operational

requirements were completed at a cost of £456,000

b) At Inverness, a project to extend the South Apron to provide additional arrcraft parking to accommodate continued
growth was completed at a cost of £352,000 A long stay car park was built to improve facilities for passengers at a
cost of £691,000 The North Apron was strengthened to provide additional parking for larger aircraft at a cost of
£1,433,000 A project to provide a dedicated airpert RADAR service commenced at a cost of £696,000 As part of a
company wide project to improve safety, areas of the airfield were ramped at a cost of £345,000 A replacement fire

training simulator was purchased, to facilitate the ongoing requirement for hot fire trarning, at a cost of £365,000




) At Sumburgh, the 09/27 runway cxiension project was completed at a cost of £2.862,000 1n the year giving a total
cost to date of £9,740,000 A new car park was built, to 1ncrease capacily, at a cost of £333,000 Areas of the 09/27

runway were also resurfaced during the year at a cost of £927,000

The 09/27 runway extension project has been developed by the Sumburgh Awport Strategic Partnership, which
compnses Shetland Islands Council, Shetland Enterprise, Sumburgh Airport Consulianve Committee and Highlands
and Islands Auwrports Limited The project attracted the following levels of funding dunng the year, £1,250,000 from
the Scotuish Executive, £852,000 from Shetland Islands Council and £702,000 from the European Regional

Development Fund via the Highlands and Islands Special Transitional Programme 2000 2006

d) At Wick, a water main was replaced and improved at a cost of £169,000

AIRPORT CONSULTATIVE COMMITTEES

Arrport Consultative Commutiees are maintained at each awport These provide a forum for the discussion of all matters
concermng the development or operation of the airport, which have an impact on the users of the airport and on people living
and working in the surrounding area Consultative Commuittees are a means of keeping all interested parties informed of

matters affecting them, of providing an opportumity to reconcile differences of view and resolve difficulties

SAFETY
The group 1s commntted to ensuring, as far as 1s reasonably practicable, a high standard of health, safety and welfare for

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

CREDITOR PAYMENT POLICY AND PRACTICE

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

company and 1ts supplers, provided that all trading terms and conditions have been complied with

At 31 March 2007 the company had an average of 13 days’ purchases outstanding 1n trade creditors

HUMAN RESOURCES

At the year end the company employed 307 staff, an increase of three on the previous year total

Over the course of the year we recruited to fill 25 permanent posts plus a number of fixed term and part time positions  Staff
turnover through retirement, resignation and death 1n service saw 22 people leave the company while promotions, re grading

and transfers resulted i 24 internal staff changes

To ensure that company appropnately addresses the changing operational and regulatory environment within which it operates

some 1niernal restructuring was cdrried out and a number of new posts were created, 1ncluding Director of Safety and
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Operations, Assistant Operations Manager and Inverness Assistant Arrport Manager Recruitment and traimmng of radar

qualified air traffic controllers was also undertaken at Inverness

TRAINING AND DEVELOPMENT

We recognise that our staff play a vital role mn successful business delivery HIAL 1s commutied to maintaining appropriate

staffing levels and skulls across the company to meet the needs of the business

Traming and development strategies were reviewed to ensure that these are appropriate for developing and maintaining
relevant skills and competencies across the company In particular, a comprehensive programme of recruitment and training 1s
1n place to address future air traffic control resourcing 1n hight of an industry wide shortage of qualified personnel HIAL also
recetved regulatory approval for its in house maintenance of competency programme for airport fire service personnel with

elements of their training now being delivered within the company rather than through external providers

Communication to staff flows through the management structure of the company on a regular basis Steps were taken to
improve mternal communications with the troduction of a company weekly staff bniefing note while an nial external

assessment was taken with a view to working towards Investors in People reaccreditanion for the company

EMPLOYMENT POLICIES
The company recognses three Trades Umons (PCS, Prospect and T&G) and encourages all staff to be a member of the

appropriate union Jomnt management/Trades Unions meetings are held at least quarterly

As a company HIAL promotes a posttive and supportive working environment with equality of opportumty, suppoerted by
appropriate employment policies This includes equality of opportuntty for people with disabilities within the workplace from
the imtial recruitment stage through to development and career progresston HIAL offers flexible working and family friendly
policies and supports these requests whenever this 1s operationally possible HIAL also has employment policies, which meet

statutory requirements and 1n the case of maternity, paternity and adoptive leave go beyond the statutory minimum

Changes in legislation saw the company’s retirement age mcreased to 65 and alterations were made to the travel and
subsistence pelicy to bnng it into line with best business practice Consultation commenced on proposed amendments to the
company’s penston scheme in order to address a series of admimistrative anomahies and to introduce greater flexibility with

regard to early ill health retirements

POLITICAL AND CHARITABLE CONTRIBUTIONS

No political contnibutions were made during the year The company made chantable contributions of £250 each to the

Crossroads (Inverness) Care Attendant Scheme and Highland Vision Services during the year
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GOING CONCERN

The company sets an annual budget which aims to balance income, expenditure and subsidy provisions sct by government
Future operational and legislative requirements are addressed 1o a ten year corporate plan which includes provision for revenue
and capital items such as major repairs to runways or new or replacement equipment The subsidy provisions for the year to
31 March 2007 were origmally set at £22 7 mullion and were increased during the year to £25 1 mlhon  £20 226 million was
drawn down dunng the year The company has applied to carry forward £4 424 million to meet future expenditure,
predominantly on the Inverness RADAR project The balance of £0 45 milhon was not drawn down from the Scottish
Executive The subsidy provisions have been set at £23 2 million for the year ending March 2008 This 1s considered by the

directors to be adequate to sustain the company as a going concern

AUDITORS
Ernst & Young LLP were reappointed as auditors at the Annual General Meeting on 4 August 2006 A resolution to reappoint

Ernst & Young LLP will be laid before the Annuat General Meeting on 27 July 2007

DIRECTORS AND THEIR INTERESTS

The directors who served duning the year to 31 March 2007 and subsequently are
Alex Matheson, Chairman {retired 28 February 2007)

David F Sutherland, Chairman (appointed 1 April 2007}

Inglis E Lyon, Managing Director

Charles Alexander Goodlad, Director

Grenville § Iohnston, Director

Shona C MacLennan, Director

Linn Phipps, Drrector

None of the directors had an interest in the share capital of the Company The Register of Directors’ nterests may be
examined by prior arrangement with the Company Secretary during normal office hours at the Registered Office of the

company

DIRECTORS’ INDEMNITY INSURANCE
Duning the year the company purchased and maintained liability insurance for its directors as permitted by section 309C of

The Companies 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

enguines of fellow directors and of the company’s auditors, each of these directors confirms that

* to the best of each director’s knowledge and belief, there 15 no information relevant to the preparation of their report

of which the company’s auditors are unaware, and
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» cach director has taken all the steps a director might reasonably be expected to have taken to be aware of relevant

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

By order of the board

7 June 2007



STATEMENT ON INTERNAL CONTROL

SCOPE OF RESPONSIBILITY
As Accountable Officer I have responsibility for maintaining a sound system of internal control that supports the achrevement
of the company’s polictes, aims and objectives agreed between the Board and the Scottish Mimsters, whilst safeguarding the

public funds and assets for which I am personally responsible, in accordance with the responsibilities assigned to me

The Scottish Public Finance Manual (SPFM) 1s 1ssued by the Scothish Mimisters to provide guidance to the Scottish Executive
and other relevant bodies on the proper handling of public funds 1t 1s mainly designed to ensure compliance with statutory
and parhamentary requirements, promote value for money and high standards of propriety and secure effective accountability
and good systems of 1nternal control  As the company 1s a body sponsored by the Scottish Executive, guidance m the SPFM 1s

apphcable insofar as it 1s relevant and consistent with any statutory requirements

PURPOSE OF THE SYSTEM OF INTERNAL CONTROL
The system of internal control 1s designed to manage rather than eliminate the risk of failure to achieve the company’s policies,

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

The system of internal control 1s based on an ongoing process designed to identify the principal nisks to the achievement of the
company’s policies, aims and objectives, to evaluate the nature and extent of those nisks and to manage them efficiently,

effectively and economically

The process within the orgamsation accords with the SPFM and has been 1n place for the year ended 31 March 2007 and up to

the date of approval of the annual report and accounts and accords with guidance from the Scottish Ministers

RISK AND CONTROL FRAMEWORK
All bodies subject to the requirements of the SPFM must operate a nsk management strategy in accordance with relevant

guidance 1ssued by the Scottish Ministers  The general principles for a successful nsk management strategy are set out in the

SPFM

Risk Management
The managing director, sentor managers and appropriate line managers are responsible for the effective management of risk
within the Company and ensure that appropniate procedures, resources and skills are introduced and maintained to achieve

this

Policy aims and objectives adopted by the Board 1n relation to nisk are
+  Minnmusation of the nisks of injury, damage, loss of facihties and inconvenience to the travelling public, other service
users, staff and service providers ansing from the provision of company facihties and services,
*  Business continulty,
*  Raising awareness of the need for Risk Management throughout the company,
* LEnabling the Board of Directors and management of the company to antictpate and respend to changmg social,

environmental and legislative cenditions,




» Apphcation ot a documcnted robust framework and procedures for identfication, analysis, assessment and
management of risk,
*  Minimsation of the cost of rsk,

*  Ongomg maintenance and review of the Risk Register for the company

Formal reporting lines on nisk follow existing management structures  Strategic risk 15 managed and reviewed at Board level

Safety Management Systems

The company 1s also 1n the process of working with Safety Regulation Group within the Cival Aviation Authonty to develop a
Safety Management System covering our Aur Navigation Service Provision to meet the EU Common Requirements
Regulation This 15 due to be completed by December 2007 This involves the development of a hazard assessment matrix for

all operational areas to enable further proactive management of risk and enhancement of control measures

I am committed (o implemenung, developing and improving appropnate strategies, management systems and processes to
ensure that all our aviation activities uphold the highest level of safety performance and meet National, European and

International standards

Safety 1s the furst pnionty 1 all our aviation activities  The safety intiatives for the coming year are

*  Establish and measure our aviation safety performance against objectives and/or targets,

*  Develop and implement a Safety Cntical Events Scheme to assist in nisk momitoring and mitigation and as safety
related key performance indicators,

¢ Continue to develop the hazard logs and safety nsk registers for all the airports and for Head Office,

*  Develop a company wide operational competency standards scheme and robust incident investigation processes,

*  Develop an operational requirements awareness programme for all our staff,

* Introduce a peer group audit programme to assure the efficacy of our operahonal procedures and safety management
sysiem,

»  As far as reasonably practicable achieve the highest levels of safety standards and performance 1n all our aviatton
activities,

*  As far as reasonably practicable continually improve our safety performance,

e Form an Aviation Safety Review Group to review safety progress utihsing external industry expertise

We all have a responsihility for working 1n a safe manner The application of effective aviation safety management systems 15

ntegral to all our aviation activities with the objective of achieving the highest levels of safety standards and performance

Control Environment
Capable, competent personnel are viewed as an essential part of the control environment High standards of behaviour are
supported by high recruitment standards and ongoing staff traming and development
The systems of mternal financial control include
= Anannual budget approved by the Board,
*  Regular consideratton by the Board of actual and budget results,

*  Delegated financial authonities,

*  Clearly defined procurement and evaluation procudures

8




More generally, the organisation 15 committed to a process of continuous development and improvement, developing systems
in response to any refevant reviews and developments in best practice in this area  In particular, 1n the period covenng the
year to 31 March 2007 and up to the signing of the accounts a Board member has been specifically designated with

responsibility for safety on behalf of the Board

REVIEW OF EFFECTIVENESS
As Accountable Officer T have responsibility for reviewing the effectiveness of the system of internal control My review 1s
mformed by
* The semor managers within the company who have responsibility for the development and maintenance of the
internal control framework,
*  The work of the internal audriors, who submut to the company’s Audit Committee regular reports which include their
objective opinion on the adequacy and effectiveness of the system of mternal control, together with recommendations
for improvement,

*  Comments made by the external auditors 1 their management letters and other reports

The following processes are established

The Board
The Board 1s responsible for determiming the busmess strategy of the company, taking into account the Scottish Minsters’

expressed policy to encourage economic and social development in the Highlands and Islands

The Board 1s composed of six members appomnted by the Scotish Mimsters The six members are the non executive
chairman, the executive managing director and four non executive directors The Board meets on a six weekly cycle and has
adopted a pohicy of requinng all significant matters to be referred to the Board for decision unless these are specifically within

delegated himits given to the managing director

Monitoring systems used by the Board

The Board at 1ts regular meetings deals with 1ssues of nisk and internal control on an ongoing basis  In particular, 1t reviews
safety, financial performance including vanances from budget, commercial and marketing formation and objectives,
acquisitions and disposals as necessary, environmental and regulatory 1ssues, business planning and strategies

The management team led by the Managing Director monitors financial performance by a system of monthly financral

reporting and review together with forward projections

Board Commttees

During the year the Audit Commuttee was composed of three non executive directors Mr G S Johnston, Dr C A Goodlad and
Ms S Maclennan The Commuttee, chaired 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 mvited to attend meetings The Commuttee
recerves regular reports from both the internal and external auditors ar'ld makes penodic reports concerning internal control to
the Board The Commuttee reviews and comments to the Board as to corporate governance comphance and the adequacy of

risk management arrangements
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Internal Audit

The 1nternal audit concentrates on areas determunced by analysis of the degree of nsk and 1n accordance with the internal audit
plan considered by the Audit Commuttee and approved by the Board The Audit Commuttce enhances the independence and
value of internal audit and provides a forum for semor management to discuss internal control including 1ssues rased by

internal audat

Operational Control

Each of the airports under the company’s control 1s subject to regular operauonal inspections by the Crvil Avianon Authority

as regulator
The Assessor
An Assessor appoinied by the Scotush Minsters 1s entitled to attend but not vote at any meeting of the company or 1its

directors

Appro tion 15 1n place to address any wZiknesses identified and to ensure the continuous improvement of the system

1E Lyon > \/\
anaging Director )

7 June 2007
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STATEMENT OF DIRECTORS' RESPONSIBILITIES
IN RESPECT OF THE ACCOUNTS

The directors are responsible for preparing the Annual Report and the financial statements 1n accordance with the apphcable

law regulations

Company law requires the directors to prepare accounts for each financial year Under that law the directors have elected to
prepare financial statements 1n accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom
Accounting Standards and applicable law) The financial statements are required by law to give a true and fair view of the
state of affairs of the company and of the profit or loss of the company for that pertod In preparing those accounts, the

directors are required to
*  sclect suttable 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 matenal departures disclosed and

explained 1n the accounts,

»  prepare the accounts on the going concern basis unless 1t 1s inappropriate to presume that the company wall continue in

business

The directors are responsible for keeping 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 accounts comply with the Companies Act 1985 They
are also responsible for safeguarding the assets of the company and hence for taking reasonable steps for the prevention and

detection of fraud and other irregularities

11
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GROUP PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 MARCH 2007

Note

TURNOVER

Continuing operations
Ongomng
Acquisitions — Inverness Air Terminal Limited

GROUP TURNOVER (2)
SUBSIDIES
Total receivable 3
Capztal carnied to deferred income 3
Revenue 3)
DIRECT OPERATING COSTS

GROSS PROFIT
ADMINISTRATIVE EXPENSES
OPERATING (LOSS)
Continuing operations
Ongoing
Acqusitions ~ Inverness Air Terminal Limited
GROUP OPERATING (LOSS) (4)(5)
Share of operating (loss) 1n joint venture

TOTAIL OPERATING (LOSS) GROUP AND SHARE OF JOINT VENTURE

PROFIT ON DISPOSAL OF TANGIBLE FIXED ASSETS

INTEREST RECEIVABLE AND SIMILAR INCOME (8)
INTEREST PAYABLE AND SIMILAR CHARGES {9)
PROFIT/(LOSS) ON ORDINARY ACTIVITIES BEFORE TAX
TAX ON ORDINARY ACTIVITIES (10)

PROFIT/LOSS) FOR THE FINANCIAL YEAR

Notes I to 22 form part of these accounts
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2007
£000

13,635

13,635

2006
£000

11,766
147

11,913

23,929
(9,664)

60,704
(45,941)

14,265
27,900
(26.273)

1,627

(3,511)

14,763
26,676

(24.834)

1,842

(3.821)

(1,884)

(2,203)
224

(1,884)

(39)

(1,943)

433
824

1,257

(1,979)

266
(690)
279

(969)
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GROUP STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
FOR THE YEAR ENDED 31 MARCH 2007

2007 2006

£000 £000
Profit/(loss) for the financial year excluding share of losses of joint venture 1,315 {933)
Share of joint venture’s (loss) for the year (58) (36}
Profit/(loss) for the financial year attributable to members of the parent company 1,257 (969)
Actuarial gain on pension scheme 1,000 1,300
Total gain recognised since last annual report 2,257 331

Notes 1 to 22 form part of these accounts
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AS AT 31 MARCH 2007
Note 2007
£000 £000
FIXED ASSETS
Intangible assets (11) 2,923
Tangible assets (12) 59,388
Investments (13)
Investment n joint venture
Share of gross assets 1,486
Share of gross hiabilities (1,249)
Element redeemable to company 1.862
2,099
Other investments (13) 265
64,875
CURRENT ASSETS
Debtors (14) 2,649
Cash 1n hand 5375
8,024
CREDITORS Amounts falling due within one year (15) (2.689)
NET CURRENT ASSETS 5,335
TOTAL ASSETS LESS CURRENT LIABILITIES 70,210
PROVISION FOR LIABILITIES AND CHARGES (16)
ACCRUALS AND DEFERRED INCOME
Deferred subsidies (17 (62,762)
NET ASSETS EXCLUDING RETIREMENT BENEFITS 7,448
Retirerent benefits asset (20) 400
NET ASSETS INCLUDING RETIREMENT BENEFITS 7,848
CAPITAL AND RESERVES
Share caputal (18) 50
* Profit and loss account (19) 7,798
TOTAL SHAREHOLDER’S EQUITY (19) 7,848
LDH—
Notes I to 22 form part of these accounts
14

GROUP BALANCE SHEET

£000

1,472
(1,190)
1,823

3,171
3.192

6,363

3,164

2006
£000

3,188
55,303

3,199
63,898

(579)

(58.128)

5,191
400

5,591

David Sutherland, Chairman

Ipghs Lyon/ Managing Director

Nﬂe 2007




COMPANY BALANCE SHEET

AS AT 31 MARCH 2007
Note 2007 2006
£000 £000
FIXED ASSETS
Tangible assets (12) 59,588 44,230
Investments (13) 3,174 30,921
62,762 75151
CURRENT ASSETS
Debtors (14) 2,649 9,273
Cash 1n hand 53715 1,552
8,024 10,825
CREDITORS Amounts falling due within one year {15) 3,036) (2.896)
NET CURRENT ASSETS 4,988 7.929
TOTAL ASSETS LESS CURRENT LIABILITIES 67,750 83,080
PROVISION FOR LIABILITIES AND CHARGES (16) (21,738)
ACCRUALS AND DEFERRED INCOME
Deferred subsidies (amn {60,115) (56.022)
NET ASSETS EXCLUDING RETIREMENT BENEFITS 7,635 5,320
Retirement benefits asset (20) 400 __ 400
NET ASSETS INCLUDING RETIREMENT BENEFITS 8,035 5,720
CAPITAL AND RESERVES
Share capital (18) 50 50
Profit and loss account (19) 7,985 5.670
TOTAL SHAREHOLDER’S EQUITY (19) 8,035 5,720
o — T

David Sutherland, Chairman

nghs Lyon, Magagimg Director
* ( 7 June 2007
l/ / ~, k/\
/

[
Notes 1 to 22 form part of these accounts
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GROUP CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 MARCH 2007

Note

NET CASH INFLOW FROM OPERATING ACTIVITIES (52)

RETURNS ON INVESTMENTS AND SERVICING
OF FINANCE

Interest receved
CAPITAL EXPENDITURE AND FINANCIAL INVESTMENT
Purchase of tangible fixed assets
Purchase of investments
Receipt of capital subsidy  Scottish Ministers
European Regional Development Fund
Other

Sale of tangible fixed assets

TAXATION
Corporation tax paid
ACQUISITIONS AND DISPOSALS
Purchase of subsidiary undertaking

Net cash acquired with subsidiary undertaking

FINANCING
Repayment of long term loans

INCREASE IN CASH

RECONCILIATION OF NET CASH FLOW TO MOVEMENT IN NET FUNDS

Increase 1n cash in the penod

Net funds at { Apnl

Net funds at 31 March

Notes 1 to 22 form part of these accounts
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2007

£000 £000

144

234
(8,995)
(239)
8,001
702
902
1,439

1,810

(5

2,183

£000

2,183

3,192

5,375

£000

(9,779)

(2,588)

44,156
1,548

237

(28,333)

1,309

20006
£000

350

136

34,788

(27,024)

(6,565)

1,685

£000
1,685
1,507




NOTES TO THE FINANCIAL STATEMENTS

BASIS OF PREPARATION

11

12

13

14

15

ACCOUNTING POLICIES
Basis of preparation

The accounts are prepared 1n accordance with the historical cost convention and 1n accordance with applicable
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
recewve such subsidies for the foreseeable future

Basis of Consolidation

The group accounts consohdate the results of Highlands and Islands Asrports Limited and 1s subsidiary
undertakings drawn up to 31 March each year No mndividual profit and loss account 1s presented for
Highlands and Islands Aurports Limited as permitted n section 230 of the Companies Act 1985 The
Company profit for the year was £1,315,000 (2006 loss £840,000)

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

Goodwill

Positive goodwill ansing on acquisitions 1s capitalised, classified as an asset on the balance sheet and
amortised on a straight line basis over 1ts useful economic life up to a presumed maximum of 10 years It 1s
reviewed for impairment at the end of the first full financial year following the acquisition and n other pertods
if events or changes 11 circumstances indicate that the carrying value may not be recoverable

Intangible Assets

Intangible assets acquired separately from a business are capitahised at cost Intangible assets acquired as part
of an acqusition of a business are capitahised separately from goodwill if the fair value can be measured
rehiably on 1mual recognition, subject to the constraint that, unless the asset has a readily ascertainable market
value, the fair value 1s hmited to an amount that does not create or increase any negative goodwill on the
acquisition [ntangible assets, excluding development costs, created within the business are not capitahised and
expenditure 1s charged against profits in the year in which 1t 1s mcurred

[niangible assets are amortised on a straight line basis over their estimated useful lives up to a maximum of 10
years The carrying value of mntangible assets 1s reviewed for impairment at the end of the first full year
following acquisition and 1n other periods if events or changes 1n circumstances indicate that the carrying
value may not be recoverable

Tangible Assets

Tangible fixed assets are stated at cost Interest and other directly aitributable finance costs 1n respect of loans
for the purposes of constructing assets, are capitalised as part of the cost of constructing the buildings up to the
date of practical completion Subsequent interest 1s charged to the profit and loss account

Depreciation 1s provided on tangible fixed assets to spread the cost by equal annual imstalments over their
estimated useful lives, as follows

Freehold buildings 20 25 years

Leasehold land and buildings over the remaining hife of the
lease to a maximum of 20 years

Navigation aids 7 years
Plant and other equipment 3 10 years
Vehicles 5 years

17
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18

19
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NOTES TO THE FINANCIAL STATEMENTS

Runways, aprons and main services 7 25 years

Runway bases 100 years
The following categortes of tangible fixed assets are not depreciated

Freehold land

Furniture, fixtures and fittings

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

Net Depreciatton (as disclosed in Note 4) includes depreciation charge for the year and release of deferred
subsidies

Investments
Investments are shown at cost less provision for impairment
Subsidies

Subsidies represent amounis recetved from the Scottish Ministers n accordance with Section 34 of the Civil
Aviation Act 1982 along with other revenue and capital grants

Subsidies 1n respect of capital expenditure are credited to a deferred income account and released to the profit
and loss account over the estimated useful lives of the relevant assets

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

Deferred taxation is provided 1n full on tming differences that result in 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 Tuming differences anse from the inclusion of items of income and
expenditure 1n taxation computations n periods different from those in which they are included 1n financial
statements Deferred tax assets and hiabilities 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 Aurports Pension Scheme, a defined benefit scheme
Contributions are charged to the profit and loss account 1n accordance with actuartal recornmendations, so as
to spread the cost over the employees’ remaining working lives with the company

On the advice of an independent qualified actuary, contributions are made to the plan to ensure that the plan’s
assets are sufficient to cover future habilines Pension plan assets are measured using market values Pension
plan habilities are measured using the projected umt method and discounted at the current rate of return on a
high quality corporate bond of equivalent term and currency to the liability  Any increase in the present value
of the liabilittes of the defined benefit pension plan expected to anse from employee service in the penod 15
charged agamst operating profit  The expected return on the plan’s assets and the increase durning the penod m
the present value of the plan’s liabihties anising from the passage of time are included 1n interest receivable

and simmlar income  Actuanal gains and losses are recogmsed 1n the Statement of Total Recognised Gains and
Losses

18
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NOTES TO THE FINANCIAL STATEMENTS

Capital instruments

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

TURNOVER

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

SUBSIDIES

Revenue subsidies from Scottish Ministers and others represent revenue of £13,475,000 received from the
Scottish Ministers 1n accordance with Section 34 of the Civil Aviabon Act 1982 and £153,000 from the
Scottish Ministers to provide admimstrative services for the Air Discount Scheme A total of £68,000 was
received from Firghlands & Islands Enterprise Inverness and East Highland (HIEIEH) towards various studies
A further £569,000 was utilised from the Route Development Fund, which provides support for new routes
from the Highlands and Islands, up to 31 March 2007

2007 2006
£000 £000
REVENUE
Scottish Executive Operating subsidy 13,475 14,375
Scotuish Executive Route Development Fund 569 277
Scottish Executive Barra Hard Runway Study 51
Scottish Executive Enhancement of Wick Air Services 44
HIEIEH Inverness Master plan grant 18 6
HIEIEH Netwaork assistance grant 1 5
HIEIEH Inbound charter study grant 5
Scottish Executive Air Discount Scheme 153
HIEIEH Marketing Assistance grants 32
HIEIEH Website Development grant 17
14,265 14,763
CAPITAL
Scottish Executive Operating subsidy 6,751 6,698
Scotush Executive Inverness Airport PEI buy out 34,957
Scottish Executive Sumburgh Runway extension 1,250 2,500
ERDF Sumburgh Runway extension 761 1,730
Shetland Islands Council Sumburgh Runway extension 852 48
Miscellaneous Terminal Bullding Gateway projects 8
HITRANS {nverness RADAR 50
9,664 45,941
23,929 60,704

19
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NOTES TO THE FINANCIAL STATEMENTS

2007 2006
£000 £000
5 OPERATING LOSS
51 Thus ts stated after charging
Deprecration 5,173 4,325
Auditors’ remuneration — audit services 12 14
Auditors’ remuneration — non audit services 10 7
Goodwill impairment 21,738
Amortisation of other intangible assets 290 56
And after crediting
Deferred subsidies released 4,999 25,612
2007 2006
£000 £000
52 Reconciliation of operaning loss to net cash inflow from operating actvities
Operating (loss) (1,884) (1,979)
Depreciation 5,173 4,325
Deferred subsidies released (4,999) (25,012)
Decrease/(1ncrease) in debtors 582 (477)
(Decrease)/increase 1n creditors (718) 999
Other non cash movements
Current service costs 1,600 1,000
Past service costs 100 300
Amortisation of other intangible assets 290 56
Impairment of goodwil] 21,738
Net cash inflow from operating activities __144 __350
2007 2006
£000 £000
6 STAFF COSTS
Wages and salaries 10,415 6,997
Social secunty costs 879 848
Pension costs 3,893 3,442
Other staft costs 530 450
15,717 14,737

The average number of employees during the period was 304 (2006 308)
22




NOTES TO THE FINANCIAL STATEMENTS

2007
£000
DIRECTORS’ EMOLUMENTS
Emoluments 162
Pension contributions 19

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

2007

No
£1 £5,000

£5,001 £10,000 4
£15,001 £20,000
£20,001 £25,000
£95,001  £100,000

£130,001  £135,000 1

2006
£000

148

19

2006

No

The emoluments of the Chairman were £19,540 (2006 £20,911) including pension contributions of £Nil
(2006 £Nil) and of the mghest paid director, Inghis Edward Lyon, were £112,626 (2006 £82.020) mncluding
penston contributions of £19,360 (2006 £16,039) The highest pawd director’s emoluments for 2007 include
provisions for bonus payments for the two years ended 31 March 2007 whilst the emoluments for 2006 did not

include provision for a bonus payment as the terms had not been agreed at 31 March 2006

Mr I Lyon was the only director for whom the company made contributions duning the year who were

members of the Highlands and Islands Aurports Pension Scheme

Directors’ emoluments include £6,803 that was paid to Solas Business Services Limited for the services of

Shona Maclennan as a director dunng the year

2007
£000
INTEREST RECEIVABLE AND SIMILAR INCOME
Interest recerved 244
Expected return on pension plan assets 2,900
Interest on retirement benefits llabilities (2,200)
Share of joint venture _ 1
_945
2007
£000

INTEREST PAYABLE AND SIMILAR CHARGES

Finance advisory fees

23

2006
£000

136
2,200
(1,900)
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NOTES TO THE FINANCIAL STATEMENTS

TAX ON ORDINARY ACTIVITIES

2007
£000
Current tax
UK corporation tax at 19% (2006 30%) 33
Adjustment 1n respect of prior periods (278)
Total current tax (credit)/charge (245)
Deferred tax
Origination and reversal of timing differences (579)
Tax on profit on ordinary activities (824)

2006
£000

284

The adjustment 1n respect of prior pertods relates to the parent company UK corporation tax provision of

£278,000 made 1n the year ended 31 March 2006 This provision has been released in the current year, a

rollover relief claim having been made 1n respect of the Capital Gain on the sale of the land to Inverness

Aurport Business Park Limited

The deferred tax credit of £579,000 relates to the historical deferred tax provision made by Inverness Amr

Terminal Limited This 1s no longer required as the assets giving nise to the deferred tax hability have now

been hived up into Highlands and Islands Airports Limited and its historical tax losses of £6 1 millhon mean

that this £579,000 provision 15 no longer required

Factors affecting current tax charge

The tax assessed for the period 1s different from the starting/standard rate of corporation tax in the UK of 19%

(2006 30%) The differences are explained below

2007

£000
Profit/{loss}) on ordinary activities before tax _433
Tax at 19%/(30%) thereon 82
Effects of
Adjustments 1n respect of prior periods (278)
Expenses not deductible for tax purposes 12
Other tumung differences 11
Capital allowances in excess of net depreciation 19
Pension provisions not deductible for tax purposes 190
Utilisation of tax losses (13)
Adjustments relating to the sale of fixed assets &}
Profit on sale of fixed assets not taxable - rollover relief claim (265)
Current tax (credit)/charge for period (245)

24

2006
£000

(620)
(207)

(174)

20
300

(1)
338
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NOTES TO THE FINANCIAL STATEMENTS

INTANGIBLE FIXED ASSETS

Goodwill Other Total
£000 £000 £000
Cost
At 1 April 2006 22,082 2,500 24,982
Share ot joint venture 25 25
At 31 March 2007 22,107 2,900 25,007
Amounts provided
At 1 April 2006 21,738 56 21,794
Provided duning the year 290 290
31 March 2007 21,738 __346 22,084
Net book value at 31 March 2007 369 2,554 _2,923
Net book value at 31 March 2006 _ 344 2,844 _3,188

Other itangible assets relates to concession income separately identifiable as part of the acqusition of
Inverness Aar Terminal Limited This 1s being amortised over its useful economic hfe of 10 years

TANGIBLE FIXED ASSETS
Group
Plant Assets in
and Other Runways Course of
Land and Equpment Aprons Construction
Bmldings Vehicles  and Main and
Freehold Navads Furmture Services Installation Total
£000 £000 £000 £000 £000 £000
Cost or valuation
At 1 Apnl 2006 34,452 8,227 16,079 20,684 10,205 89,647
Additons durnng year 1,462 504 398 5,481 1,652 9,497
Disposals during year an (12) (215) (549) (787)
Transfers during year 217 156 9,803 (10,176)
At 31 March 2007 36,120 8,719 16,418 35,419 1,681 98,357
Depreciation
At 1 Apnil 2006 (8,805) (3,833) {11,862) (9,844) (34,344)
Provided duning year (1,803) (980) {805) (1,585) (5,173}
Disposals during year 8 10 181 549 748
At 31 March 2007 (10,600) (4,803) (12,486) (10,880) (38,769)
Net book value
at 31 March 2007 25,520 3,916 3,932 24,539 1,681 59,588
Net book value
at 31 March 2006 25,647 4,394 4,217 10,840 10,205 55,303

25
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NOTES TO THE FINANCIAL STATEMENTS

Company
Plant Assets 1n
and Other  Runways Course of
Land and Equipment Aprons Construction
Buildings Vehicles and Main and
Freehold Navauds Furmture Services Installation Total
£000 £000 £000 £000 £000 £000
Cost
At 1 Apnl 2006 23,322 8,227 16,048 20,684 10,205 78,486
Additions duning year 12,506 504 427 5,481 1,652 20,570
Disposals during year (11) 12) (215) (549) (787)
Transfers duning year 217 156 9,803 (10,176)
36,034 8,719 16,416 35419 1,681 98,269
Depreciation
At 1 Apnl 2006 (8,719) (3,833) {11,860) {9,844) (34,256)
Provided dunng year (1,803) (980) (805) (1,585) (5,173)
Disposals during year 8 10 181 549 748
(10,514) (4,803) (12,484) (10,880) (38,681)
Net book value
At 31 March 2007 25,520 3,916 3,932 24,539 1,681 59,588
Net book value
At 31 March 2006 14,603 4,394 4,188 10,840 10,205 44,230

The net book value of freehold land and buildings includes £312,496 1n respect of land (2006 £311,752)

INVESTMENTS
Group

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

{a) Joint venture — Inverness Airport Business Park Limited

At 1 Apnil 2006
Share of loss retained by joint venture

At 31 March 2007

26

2007 2006
£000 £000
2,099 2,105
265 103
2,364 2,208
£000

(36)

(58)

LY
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NOTES TO THE FINANCIAL STATEMENTS

Additional disclosures are given in respect of Inverness Airport Business Park Limited, which exceeds certain

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

Fixed asseis
Current assets

Share of gross assets

Liabilities due within one year
Liabihties due after more than one year

Share of gross liabilities

Share of net assets

Redcemable shares of £1 each held by the company

Investment 1n joint venture

The summansed results of the joint venture company are as follows

Turnover

Loss before tax
Taxatton

Loss after tax

(b} Other lixed asset 1nvestments

At 1 Apnl 2006
Additions

At 31 March 2007

Company

Cost
Atl Apnt 2006
Additions

Disposal/Hive up transfer

At 31 March 2007

Amounts provided
At 1 Aprl 2006 and 31 March 2007

Net book value at 31 March 2007
Net book value at 31 March 2006

Subsidiary
undertakings
£000

28,383

(27,986)

_397

th
=]

_ 347
28,333

27

Jont
ventures

£000

2,485

2007
£000

1,470
16

1,486

128
1,121

’

’l—
S
NS

237
1,862

2,099

2007
£000

(171)

(171)

Other
mvestments
£000

103
162

265

__265
__103

2006
£000

1,440
32

1,472

104
1,086

1,190

282
1,823

2,105

20006
£000

(105)

(105)

£000

Total
£000

30,971
239
(27,986)

3,224

50

3,174
30,921
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NOTES TO THE FINANCIAL STATEMENTS

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

capital arc as follows

Name of company

Subsidary undertakings

Aarport Management Services Limited
Inverness Air Terminal Limited

Jownt venture

Inverness Aurport Business Park Limied

DEBTORS

Trade debtors

Prepayments and accrued mcome
Amounts owed by subsichary undertaking
Amounts owed by joint venture

Other debtors

CREDITORS

Amounts falling due within one year
Trade creditors

Other creditors

Corporation tax

Amounts owed to subsidiary undertaking
Other taxes and social security costs

Accruals and deferred mcome

Holding

Ordinary shares

Ordinary shares

Ordinary shares

Redeemable shares

Group
2007
£000

1,156
384

122
987

2,649

Group
2007
£000

906
76
33

28

Proportion of

shares held

Company
2007
£000

1,156
384

122
987

2,649

Company
2007
£000

906
76
33

347
361
1,313

100%
1H00%

34%
87%

Group
2006
£000

1,514

133
1,140

Group
2006
£000

544
283

Nature of

Business

Dormant

Non trading

Property investment

Company
2006
£000

1,117
247
6,636
133
1,140

5,273

Company
2006
£000

781
518

278

277
1,042




1

I6

NOTES TO THE FINANCIAL STATEMENTS

PROVISION FOR LIABILHIES AND CHARGES

Deferred tax

Onerous contract provision

Movement on deferred tax
At1 Apnl
Hive up transfer

Movement

At 31 March

Analysis of deferred tax balances
capital allowances 1n advance of depreciation
timing differences relating to pensions

trading losses

A deferred tax asset has not been recogmsed in respect of timing differences related to historical trading losses
incurred by the company amounting to £6 1 mllion, which will be recovered only if the company begins to

make significant taxable profits

Group

2007
£000

579

(579)

812
(300)
(512)

Company
2007
£000

579
(579

812
(300)
(512)

Group
2006
£000

579

579

oh
(=]

|

579

_579

Company
2006
£000

21,738

21,738

There 15 insufficient evidence that this asset will be recovered to allow its recognition n these accounts

The estunated value of the deferred tax asset not recogmsed, measured at a standard rate of 30% 1s £1,330,000
(2006 £2,211,000) £1 7 multlion of the iotal tax losses are being used to reduce the deferred tax labihity to

£N1l meaning the deferred tax asset 1s 1n relation to the remaining £4 4 mullion of tax losses

29
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NOTES TO THE FINANCIAL STATEMENTS

DEFERRED SUBSIDIES
Balance at 1 Apnl

Subsidies recetvable
Deferred grants acquired with
subsidiary undertaking

Hive up transfer
Released to profit and loss account
Released against asset disposals

Balance at 31 March

SHARE CAPITAL

Ordinary shares of £1 each

Group
2007
£000

58,128
9,664

(4,999)
R2Y;

62,762

2007
Number

50,000

Company
2007
£000

56,022
9,664

Authornised

2006
Number

150,000

Group Company
2006 2006
£000 £000

35,797 35,797
45,941 45,941
2,129
(25,612) (25,589)
(127 (127)
58,128 56,022
Company
Issued and
fully paid
2007 2006
£000 £000
50 50

SHARE CAPITAL, MOVEMENT ON RESERVES AND RECONCILIATION OF MOVEMENT IN

SHAREHOLDER'S FUNDS

Group

At 1 Apnl 2006
Retained profit for the year

Actuarial gain on pension scheme

At 31 March 2007

Share
Capital
£000

50

30

Profit
and Loss
account
£000

5,541
1,257

1,000

7,198

The cumulative amount of goodwill written off at 31 March 2007 1s £21,738,000 (2006 £21,738,000)

Total
£000

5,591
1,257
1,000

1,848

Included 1n the profit and loss account above 1s a cumulative amount of £400,000 (2006 £400,000) 111 respect

of the retirement benefits asset net of deferred tax

30
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NOTES TO THE FINANCIAL STATEMENTS

Company

At 1 April 2006
Retained profit for the year

Actuarnal gain on pension scheme

At 31 March 2007

PENSION COSTS

Share
Capital
£000

50

50

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

Profit
and Loss
account
£000

5.670
1,315

1,000

7,985

This note excludes assets and habihities 1n respect of money purchase AVCs and 1nsured penstons

2007
£000
Total market value of assets 48,400
Present value of the scheme’s liabihties 48,000
Surplus/(deficit) in the scheme 400

2006
£000

43,100
42,700

400

2005
£000

32,700
32,600

100

2004
£000
26,300
28.600
(2,300

Total
£000

5,720
1,315

1,000

8,035

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

the above surplus in the scheme has not been recogmsed

2003
£000
21,100
27.600
(6,500

The Company operates a defined benefit scheme in the UK The values of the scheme’s habilities have been

determined by a qualified actuary based on the resulis of an actuarial valuation as at 31 December 2004,

updated to the balance sheet date, and using the following assumptions

2007

Yopa
Discount rate 54
Rate of increase in salartes 46
Rate of increase 1n pensions 1n payment 32
Rate of increase in pensions deferment 32
Rate of inflation 3.2
Mortality table PA92C2020

2006
%opa
50
43
29
29
29

PAS2C2020

2005 2004

Yopa Topa

54 55

43 43

29 29

29 29

29 29
PA92C2020 PA92C2020

2003
Fopa
54
4]
27
27
26

PABO 5

The company’s share of the assets 1n the Highlands and Islands Aurports Pension Scheme and the expected rate

of return were

Expected long

term return

%

Equities 1.5
Other 5.0
Bonds 54

Total market value of asscts

31

Yalue at Expected long
term return

2007
£000

32,200
300
15,900

48,400

%
75
45
50

Value at  Expected long

2006
£000

28,100
300

14,700

43,100

term return

%
7350
475
500

Value at

2005
£000

20,000
300
12,400

32,700




NOTES TO THE FINANCIAL STATEMENTS

Analysts of amount charged to operating profit
Current service cost (excluding employee contnibutions)

Past service cost

Total operating charge

Analysis of amount credited to other finance income
Expected return on pension scheme assets

Interest on pension scheme liabilities

Net return

Analysis of amount recognised in STRGL
Actual less expected return on assets
Experience (losses)/gams on habilities

Effect of change 1n assumptions on habihiies

Actuanai gain recogmsed 1n STRGL

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

Movement in surplus/(deficit) during the year
Surplus 1n scheme al start of the year

Current service cost (excluding employee contributions)
Cash contribution (excluding employee contributions)
Past service cost

Other finance income

Actuanal gan

Surplus 11 scheme at end of the year

32

2007
£000

3,800
100

3,900

2,900
{2,200)

100

(100)
(300)
1,400

1,000

2007
£000

400
(3,800)
2,200

(100)
700
1,000

_.400

2006
£000

3,200
300

2,200
(1,900)

__300

5,500
300
(4,500)

2006
£000

100
(3,200)
2,200
(300)
300
1,300

_ 400
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NOTES TO THE FINANCIAL STATEMENTS

2007 2006 2005 2004
History of experience gains and losses
Dhfference between expected and actual
returns on scheme assets
amount (100) 5,500 1,900 3,600
% of assets at year end (0%) 13% 6% 14%
Expertence (losses)/gains on scheme habilities
amount (300) 300 1,800 1,800
% of Labilities at year end (1%) 1% 6% 6%
Total gain recogmsed in STRGL
amount 1,000 1,300 3,200 4,100
% of liabilities at year end 2% 3% 10% 14%
Group Company Group Company
2007 2007 2006 2006
£000 £000 £000 £000
CAPITAL COMMITMENTS
Contracted __ 503 _ 503 12,7489 2,749
RELATED PARTIES

(a)  During the year the company received subsidies totalhing £22,198,000 from the Scottish Mimsters

(b)  Dunng the year the company contributed £77,000 to Inverness Airport Business Park Limited, a joint
venture company, towards the construction of the new Inverness awrport access road for which
redeemable shares of £39,000 were received

{c)  The directors agreed to restructure the group by hiving up the trade, assets and habilities of Inverness
Aur Termuinal Limited (IATL) into the parent company Highlands and Islands Aurports Limited (HIAL)
Net assets of £3,310,739 were transferred from JATL at their net book value

These transactions were entered into on an arm’s length basis

33

2003

8,400
40%

(300)
(1%)

11,600
42%




NOTES TO THE FINANCIAL STATEMENTS

ECONOMIC REGULATION STATEMENT
FOR THE YEAR ENDED 31 MARCH 2007

Highlands and Islands Airports Limited 1s subject 1o economic regulation under the Aurports Act 1986 which requires the
company to hold permissions from the Civil Aviation Authonity to levy atrport charges

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

All revenue and costs from non operational activities, such as ttems where the mcome 1s not primarnly from airport users, 15
requited to be shown 1n a separate category

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

£000 £000

AIRPORT OPERATIONAL ACTIVITIES
Airport Income
Aurport charges 11,236
Subsidies 14,265

25,501
Costs (28.593) (3.092)
Other Income
Revenue 2,399
Costs (1,191) 1,208
NON OPERATIONAL ACTIVITIES
The group has no such activities under the Act
Group operating loss for the period (1,884)

Unless specified elsewhere mn these accounts, the Group recerved no preferential treatment or financial support from any
associated person or ergamsation during the period of these accounts
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GROUP FIVE YEAR SUMMARY
RESULTS FOR THE YEARS ENDED 31 MARCH

2007 2006 2005 2004 2003
(As restated) (As restated)

£000 £000 £000 £000 £000
PROFIT AND LOSS ACCOUNT
Traffic operations and other income 13,635 11,913 10,826 9,806 9229
Subsidies
Total receivable 23,929 60,704 21,505 24,545 25,149
Capital carried to deferred income (9,664) {45,941)|* (4,101 {7,159) (9,203)
Revenue 14,265 14,763 17,404 17,386 15,946
less net operating costs 29,784 28,655 29,555 27.905 26,543
Operating (loss) (1,884) (1,979) (1,325) (713) {1,368)
Share of joint venture (59) (37
Profit/(loss) on disposal of fixed assets 1,431 1,155 (22) **
Interest receivable 945 437 407 70 64
Interest payable and simlar charges (266)
Tax on ordinary activities 824 (279)
Profit/(loss) for the financial year _1,257 _ (969 (940) (643) (1,304)
BAILANCE SHEET
Fixed assets 64,875 60,699 39,093 38,863 34,826
Net current assets 5,335 3,199 1,864 1,516 1,503
Provision for habilities and charges {579)
Accruals and deferred income (62,762) (58,128) (35,797) (35,079) (30,386)
Retirement benefits — asset/(hability) 400 400 100 (2,300) Ak

7,848 3,591 ~2,260 _3,000 5,943

Share capital 50 50 50 50 50
Reserves 7.798 5.541 5,210 2,950 5.893
Total shareholder’s equity _7,848 _5,591 _5,260 _3,000 5,943
* The caprtal subsidy figure includes £28,333,000 whrch was used to purchase the entire share capital of Inverness

Air Terminal Limited on 20 January 2006 and £6,624,000 which was used to repay a long term loan that existed
at that date

*x The profits/(losses) on disposal of fixed assets for 2003 and 2004 are disclosed within net operating costs

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

2007 2006 2005 2004 2003
STATISTICS
Total passengers 1,232,782 1,152,895 1,015,657 933,779 864,301
Total aircraft movements 101,223 93,234 82,764 81,064 76,119
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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 and
Islands Aurports Limuted for the year ended 31 March 2007 which comprise the Group Profit and Loss Account, the
Group and Company Balance Sheets, the Group Cash Flow Statement, the Group Statement of Total Recognised Gains
and Losses and the related notes 1 to 22 These financial statements have been prepared under the accounting policies
set oul therein

This report 1s made solely to the company's members, as a body, 1n accordance with Section 235 of the Companies Act
1985 Our audit work has becn undertaken so that we mught state to the company's members those matters we arc
required 1o state to them n an auditors’ report and for no other purpose To the fullest extent permutted 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 opimons we have formed

Respective responsibihties of directors and auditors

The directors’ responsibilines for prepaning the Annual Report and the financial statements 1n accordance with
applicable Umted Kingdom law and Accounting Standards (United Kingdom Generally Accepted Accounting Praciice)
are set out 1n the Statement of Directors’ Responstbilities

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

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared
in accordance with the Compames Act 1985 We also report to you whether the information given 1n the directors’
report 1s consistent with the financial statements

In addition we report to you 1f, in our opimon, the company has not kept proper accounting records, if we have not
recetved all the informauon and explanations we require for our audit, or 1f information specified by law regarding
directors' remuneration and other transactions 1s not disclosed

We read other information contamned mn the Annual Report, and consider whether 1t 1s consistent with the audited
financtal statements This other information comprises only the Chawrman's Statement, the Statement of Internal
Control, the Economc 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
responsibilities do not extend to any other mformation

We review whether the statement on page 7 comples with Scottish Executive gmdance on statements of system of
internal contrel We report 1f 1t does not comply with the guidance, or if the statement 1s misleading or inconsistent with
other information we are aware of from our audit

Basis of audit opmmien

We conducted our audit n accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also includes an assessment of the significant estimates and judgments made
by the directors 1n the preparation of the financial statements, and of whether the accounting policies are appropnate 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 1n 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 wregulanty or error In forming our opimon we alse
evaluated the overall adequacy of the presentation of information 1n the financial statements

Opinion
[n our opinion
* the financial statements give a true and fair view, in accordance with Umted Kingdom Generally Accepted
Accounting Practice, of the state of the group’s and the parent company's affairs as at 31 March 2007 and of
the group’s loss for the year then ended,
* the financial statements have been properly prepared in accordance with the Companies Act 1985,
*  the information given 1n the directors’ report 1s consistent with the financial statements, and
= n all material aspects, the income and expenditure presented in the financial statements have been applied to
the purposes mtended by Parliament and the tinancial transactions conform to the authonties which govern
them
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Other opinion

In our opinion the Economic Regulation Statement presents fairly the mformation set forth therein and 1s in accordance
with the requirements of the accounts’ conditions issued by the Civil Aviation Authorntty under section 41(1) of the
Aarports Act 1986

E ~ f\OTu./ % v H"P
Ernst & Young LL
Registered auditor

Inverness

sm/c/éloo7
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