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Directors’ report

The directors submit their report and the Group financial statements for the year ended 31 March 2013.

Principal activity
The Group's principal activity during the year continued to be the provision and operation of safe, secure
and efficient airports which support the communities we serve.

Results and dividends

The Group's operating loss for the year amounted to £896,000 (2012: loss £9869,000), which when
compared with the prior year reflects reduction in winter refated disruption, which has contributed to
negative variances in revenues and operating costs.

The parent company loss after taxation amounted to £387,000 (2012: loss £140,000). The directors
recommend that nc dividend be paid, leaving the full amount to be retained within reserves.

Review of the business

Subsidies from Scottish Government received for the year ended 31 March 2013 totalled £22,189,000
(2012: £26,796,000) made up of revenue of £18,049,000 (2012: £18,096,000) and capital of £4,140,000
(2012: £8,700,000).

Passenger numbers and aircraft movements across the Group increased by 3.1% and decreased by 0.1%
respectively in the year. Excluding Dundee Airport these variance have increased by 4.3% and 1.6%
respeclively. Freight tonnage increased by 1%.

Future developments

The directors aim to ensure that the Group continues to operate and manage its 11 airports in accordance
with Scottish Ministerial policy and to support the social and economic welfare of the areas concerned.
Significant changes in the present nature of the business are not expected in the near future.

Capital expenditure
Investment in property, plant and equipment amounted to £8,418,000. Major works undertaken included: -

a) At inverness, the South Apron has been refurbished at a cost of £1,012,607 which has enabled the
apron to accommodate heavier aircraft.

b) At Campbeltown, the rehabilitation of the runway cost £701,064 and the accommodation of the airports
operational facilities under one roof cost £446,674.

c) At Sumburgh, runway remedial works continued at a cost £655,468 and the refurbishment of a hanger
to accommodate a new tenant cost £518,031.

d) At Benbecula and Sumburgh £279,000 has been spent on work in progress towards fire appliances
being manufactured for delivery during 2013-14.

e) At Stornoway, the main aimort generator was replaced at a cost of £278,822.

Airport consultative committees

Airport consultative committees are established at each airport. These provide a forum for the discussion
of all matters concerning 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 committees are a
means of keeping all interested parties informed of matters affecting them, of providing an opportunity to
reconcile differences of view, resolve difficulties and assess recommendations made by the constituent
members. Additionally representation is made at various transport forums when requested.

Safety and security
The Group is committed to operating safe and secure airports.
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Air Navigation Service Provider (ANSP)

In accordance with EC Single European Sky legislation, HIAL is certificated and designated as an ANSP by
the UK Civil Aviation Authority (“the regulator”). The following information for the year 2012/13 is provided
in accordance with the reporting requirements set out in Commission Regulation (EC) No 2096/2005.

Inverness:

The Thales Primary Surveillance Radar and Mode S Secondary Surveillance Radar, introduced in July
2008, continues to have a very positive impact on the environment in terms of fuel burn, track miles
flown and noise foctprint since its introduction.

In terms of mitigation in relation to sustainable energy projects, one major wind farm developer has
made a significant financial input towards the cost of a technological mitigation against the effects of
wind turbines on the Inverness radar. Whilst the technical mitigation has not yet been developed as a
viable commerciail proposition other alternatives are being pursued.

HIAL is engaged with the Department for Transport (DfT) with regard to the Radar Remediation
consultation effected as a result of the DfT decision to sell off a part of the radio spectrum within which
radar operates. This project is anticipated to be completed in 2013/14.

Inverness has also benefitted from the introduction of replacement navigational aids for distance
measuring equipment and direction finding.

Inverness Airport has also initiated an Airspace Change Proposal with the CAA in order to seek
approval for controlled airspace at Invemess Airport.

Benbecula, Dundee, Kirkwall, Stornoway, Sumburgh and Wick:

HIAL will continue to provide an air traffic control service to meet customer requirements. This
includes providing on call facilities for lifeline services including air ambulance and search and rescue.
We will investigate and evaluate approach control services with new surveillance technologies as they
become available. Naticnal Air Traffic Services (NATS) continue to provide the radar approach
service to Sumburgh Airport.

Kirkwall benefitted from an upgrade to its airport ground lighting in and in additicn Benbecula, Kirkwall,
Stornoway, Sumburgh and Wick from new direction finding navigational aids and Kirkwall also
received new distance measuring equipment,

Barra, Campbeltown, Islay and Tiree:
HIAL will continue to provide a basic air traffic service (a flight information service) to meet the
requirements of our customers.

HIAL has advised the regulator of its intention to engage in the development of GNSS (an instrument
approach utilising satellite technology) approaches at group airports. This is particularly important at
those airports whose main approach aid is a Very High Frequency Omni-directional Radio Range
(VOR) since these navigation aids will be withdrawn from service over the next 5 to 15 years. This
project is underway with three airports Barra, Campbeliown and Benbecula, included in Phase one
due followed by the remaining airporis in Phase two,

The HIAL safety management system (SMS) continues to evolve under the auspices of continuous
improvement and the business is regularly audited against the SMS. A procurement process commenced
for a quality management system with completion due in the next financial year.

Safety is assured and maintained by utilising the SMS to manage any proposed operational and
organisational changes and to audit existing procedures. The revised system encompasses all aspects of
the business and has embedded incident investigation requirements. Pending the procurement of a quality
management system document control relating to safety, audit and risk management is managed through
the use of a shared site on the company intranet.
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Supplier payment policy and practice

It is Company policy that payments to suppliers are made in accordance with terms and conditions agreed
between the company and its suppliers, provided that all trading terms and conditions have been complied
with, At 31 March 2013 the Company had an average of 13 days’ purchases owed to trade creditors
(2012: 15 days).

Human resources

At the year-end the Group employed 577 people, of which 27 were employed on a relief basis. This
represents a small decrease on the previous year's total (578 in total), and with an increased number
employed on a relief basis.

Active management of staff levels and vacancies is a continuous process and this year has seen a
moderate level of staff turnover through retirement, resignation, death in service and termination with 53
individuals leaving the Group. This led to the Group undertaking a tota! of 56 recruitment exercises over
the year, with 19 posts advertised internally only and the remaining 37 also advertised externally. This
resulted in 20 internal staff changes and 52 new employees joining the organisation.

This level of turnover appears to be indicative of the current employment market and over the year, as part
of our active management of staff levels, where posts have been vacated through natural turnover
consideration has been given to leaving them vacant, removing them from the complement or utilising relief
staff. In addition, where opportunities to do so have been identified, workloads have been reviewed and
responsibilities amalgamated with other posts. However, overall staffing numbers have remained relatively
stable.

Over the course of this year, we have reviewed our recruitment processes and launched digitised versions
of our application forms thus enabling candidates to apply for external roles directly from our Company
website. This has improved the application process for candidates meaning they are able to access job
details as soon as the post is advertised. We have also increased our use of our own website for
advertising, thus reducing our need to place adverts in publications thus reducing costs.

Organisational development

Organisational Development continues to be a big focus for the Company, and we continue to strive to
achieve excellence through improved performance and decision-making. Communication to staff flows
through the management structure of the company on a regular basis and given the remote nature of our
aerodromes remains challenging. We previously launched a Staff Newsletter which has proven to be a
very valuable mechanism for communicating, recognising achievements, and spreading good news stories,
and these continue to be published on a regular basis. Alengside this, the Managing Director has
introduced a blog to keep staff up to date with developments and achievements across the Company.

We remain Investors in People accredited, and work towards reaccreditation is on-going and remains a
continuing priority. This year has seen a particular focus on employee reward and recognition with the
launch of ‘Employee of the Month' and ‘Staff Suggestion Schemes’. These schemes are in the early
stages and we plan to publicise them further to assist us in harnessing the creativity and innovation of our
employees and recognising excellence wherever possible.

We again participated in the Best Places to Work in the Not For Profit Sectors 2012 and Not For Profit
Sectors Accreditation 2012 survey with a second annual staff survey undertaken by ‘Best Companies’.
This has again provided valuable information to enable future priorties to be identified in terms of
employee engagement and recognition. Following the survey process and station feedback sessions, a
“Continuous Improvement Programme™ was launched with the top themes identified given priority. Local
groups have been set up at Airports to help shape and deliver a programme of continuous improvement
which aims to make HIAL a great place to work.

We continue to focus on Corporate Social Responsibility and a great deal of work taking place around the
company to ensure we give something back to our local communities, and with employees also
underiaking voluntary work internaticnally.




Highlands and Islands Airports Limited
...

Registered No: SC97647

Directors’ report

Employment policies

We have a framework of employment policies to ensure that we operate in a positive and supportive
culture. We underiake reviews of our policies on a cyclical basis to ensure that they continue 1o either
meet or exceed statutory obligations, are user friendly and are in line with best practise and a number of
policies have been reviewed over recent months. Our continuing aim is for our employment policies to
ensure that equality of epporiunity underpins all that we do and that through flexible working and family
friendly policies we are able to balance our employees’ needs with those of the Company.

We recognise three Trade Unions (PCS, Prospect and Unite). All staff are encouraged to be a member of
the appropriate union. Joint management/Trades Unions meetings are held at least quarterly for each of
the three trading companies with an annual meeting to cover matters affecting all companies.

Training and development

Due to the specialist nature of many of our roles, training and development of our people continues to be
an area of significant focus for us. We strive to achieve a culture of continuous improvement and
achievement of excellence across the business, recognising that it is through our people that we achieve
success.

Following development of our “Leaming and Development Framework” last year, this year we continued
our work to utilise e-learning within the Company which saw the launch of a bespoke Dynamic Learning
Environment (DLE) which currently delivers 50 courses covering Induction, People Management, General
Management, Financial Management, IT, Communications and Personal Effectiveness. Course
development is ongoing as new learning needs are identified and our courses are supported by additional
learning materials and assessments to optimise leaming.

Given our geographic spread, e-learing enables us to reach more people, and faster, on a broader range
of subjects than traditional classroom delivery, and allows individuals to have greater control and flexibility
of when they underlake learning. It also reduces travel needs and the associated time, travel and
environmentat costs.

The e-learning system also supporis our "Maintenance of Competence Scheme” for Fire Service
Personnel, and specifically our CAA recognised Approved Training Provider for new fire service recruits.
This work has led to our being shortlisted for the Business Innovation Award by the Scottish Business
Awards, the second consecutive year the Company has successfully been shortlisted.

Political and charitable donations
During the year, the Group made no political donations but made various charitable donations totalling
£814 (2013; £267).

Going concern

The parent company sets an annual budget which aims to balance income, expenditure and aperating
subsidy provisions set by government. Future operational and legislative requirements are addressed in 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 operating subsidy budget for the year to 31 March 2012
were set at up to £26.6 million (including up to £17.9 million of revenue subsidy) and this was drawn down
during the year. The operating subsidy budget has been set at up to £22.9 million {including up to £17.9m
of revenue subsidy) for the year ending 31 March 2013. This is considered by the directors to be adequate
to sustain the Group as a going concern having considered the 12 months ahead from date of approval.

The Group has adequate financial resources, and continues to receive operating subsidies from Scottish
Government for the continuation of operations at its 11 airports. The directors have a reasonable
expectation that the Company and the Group have adequate resources to continue in operational
existence for the foreseeable future.

As a result of the IAS 19 pension liability the group has a net deficit of £11.370m and the company has a
net deficit of £10.368m at 31 March 2013. This deficit results from bringing a tong term pension liability
onto the balance sheet and does not reflect the group or company’s ability to continue as a going concemn
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or to meet its liabilities as they fall due. Accordingly the group and the company continue to adopt the
going concern basis in preparing their annual financiat statements.

Principal risks and uncertainties
The Group has an established risk committee, the Risk Oversight Group. The managing director, senior
managers and appropriate line managers are responsible for the effective management of risk within the
company and ensure that appropriate procedures, resources and skills are introduced and maintained to
achieve this. The principal risks and uncertainties facing the Group are broadly grouped as liquidity,
competitive, legislative and operational.

+ Liquidity risks
The Group manages liquidity risk by maintaining adequate reserves and banking facilities and
continually monitoring forecast and actuat cash flows.

+  Competitive risks
The income for the Group is derived from a limited number of airline customers. Any external
pressures faced by those customers may lead to them reviewing their operating schedule and this in
turn may impact on Group income and costs.

» Legislative risks
Airport operations across the Group are regulated by the Health and Safety Executive, UK Civil
Aviation Authority and security standards are set by the Department for Transport. These bodies
regularly review and update their standards and requirements and any new Directives are likely to
have a material impact on the cost of airport operations.

«  QOperational risks
The Group manages operational risk through its safety management and risk management systems.

Overall Group strategy and direction is determined by the board of directors and by Scottish Government
policy. In mitigation of the risks identified above, the Scottish Government has a budget of up to £22.9
miliion for the financial year 2012/13 and this may be amended due to operationa! circumstances and by
agreement with the Scottish Government and the Group. As outlined in the going concern statement
above, this s considered by the directors to be adequate to sustain the Group as a going concern.

Auditors

The auditors, Ernst & Young LLP, will be proposed for reappointment in accordance with section 485 of the
Companies Act 2008.

Directors

The directors who served during the year to 31 March 2013 and subsequently are: -
Grenville Johnston Chairman

Inglis Lyon Managing director

Michael Cantlay Director

Andrew Castell Director

David Savile Director

Timothy Whittome Director

Gillian Bruton Director (Appointed 9 August 2013)

Directors’ qualifying third party indemnity provisions

The directors have the benefit of the indemnity provisions contained in the company's Articles of
Association. This provision, which is a qualifying third party indemnity provision as defined by the
Companies Act 2006, was in force throughout the financial year and is currently in force. The parent
company also purchased and maintained throughout the financial year liability insurance for its directors.
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Directors’ statement as to disclosure of information to auditors
The directors who were members of the board at the time of approving the Directors' repor are listed on
page 1. Having made enquiries of fellow Directors and of the Group's auditors, each of these directors
confirms that: -
* to the best of each director's knowledge and belief, there is no information relevant to the
preparation of their report of which the Group’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 information and to establish that the Group's auditors are aware of that
information,

of the board

D

ompany secreta
26 September 2013
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Scope of responsibility

As accountable officer | have responsibility for maintaining a system of internal control that supports the
achievement of the company's aims, objectives and policies agreed between the board and the Scottish
Ministers, whilst safeguarding the public funds and assets for which | am responsible.

The Scottish Public Finance Manual (SPFM) is issued by the Scottish Ministers to provide guidance to the
Scottish Government and other relevant bodies on the proper handling of pubfic funds. It is designed to
ensure compliance with statutory and parliamentary requirements, promote value for money and high
standards of probity and secure effective accountability and gcod systems of internal control. As the
company is a body sponsored by the Scottish Government, guidance contained in the SPFM is applicable.

Purpose of the system of internal control

The system of internal control is designed to mitigate rather than eliminate the risk of failure to achieve the
company's policies, aims and objectives. It can therefore only provide reasonable and not absolute
assurance of effectiveness.

The system of internal control is an active process designed to identify the principal risks to the
achievement of the company’s aims, objectives and policies, to evaluate the nature and extent of those
risks and to manage them efficiently, effectively and economically.

The process within the organisation accords with the SPFM and has been in place for the year ended 31
March 2013 and up to the date of approval of the annual report and accounts.

Risk and control framework

All bodies subject to the requirements of the SPFM must operate a risk management strategy in
accordance with relevant guidance issued by the Scottish Ministers. The general principles for a
successful risk management strategy are set out in the SPFM. All areas of company risk are managed
through the Risk Oversight Group and the senior management team who report to the boards of HIAL, DAL
and AMSL (the Group).

Risk management

The managing director and through him the Board is responsible for the overall risk management of the
business however responsibility for specific risk management areas has been delegated to individual
directors and managers.

The terms of reference for the Risk Oversight Group are as follows: -

»  ldentify new and emerging risks (including opportunities) facing the Group and its operations;

+« Ensure significant risks are being effectively managed across the business by reviewing the
Group risk register and updating as necessary, giving consideration to the Group's risk exposure;

» Coordinate cross functional activities to ensure effective, efficient controls are developed and
maintained;

= Review the operation of internal controls within the Group and identify any gaps;

+ Review the operation of risk and safety management activities within the Group and identify any
gaps;

» Recommend improvements to procedures and processes to reflect best business practice and the
needs of the business;

s  Support and review continuity and recovery plans ensuring the business remains resilient against
all eventualities i.e. business continuity plans, pandemic plans etfc.;

+ Identify common trends arising from internal/external audits, incident investigations, lessons learnt

etc. and drive forward recommendations for suitable actions;

Promote and encourage ownership of corporate responsibility in regards to risk management;

Drive forward new risk management initiatives within the business;

Communicate risk and share good practice;

Review and monitor risk management training;

Undertake specific activities as directed by the Group boards.
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Safety management systems

The company's safety management system was updated during 2009 and is subject to ongoing review. [t
was implemented with a full training programme and provides a robust framework for the management of
safety within the business. Each member of staff is encouraged to work within the framework and to work
with the various management teams in improving the framework where it is necessary.

We all have a responsibility for working in a safe manner. The application of effective aviation safety
management systems is integral 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 contral environment. High standards
of behaviour are supported by rigorous recruitment standards and ongoing staff training and development.

The systems of internal financial control include: -
* An annual budget approved by the board;
» Regular review by the board of actual results;
¢ Aregular review of delegated financial authorities;
» Aregular review of procurement procedures to ensure best value.

More generally, the organisation is committed to a process of continuous review and improvement;
developing systems in response to any relevant reviews and developments in best practice in all areas.

Should the need arise, employees are encouraged to use the procedures within the Group's whistleblowing
policy. The policy details the protection that will be given to employees who report malpractice at work.

Review of effectiveness
As accountable officer | have responsibility for reviewing the effectiveness of the system of internal control.
My review is informed by: -
+ My work with the audit committee and through that the findings of both internal and external
auditors.
e The senior managers within the company who have responsibility for the development and
maintenance of the internal control framework;
+ The senior managers within the company who have responsibility for the internal control
framework in areas which could be impacted by external agencies;
s  Scrutiny of key strategic and operational areas by the board.

The following processes are established: -

The board

The beard is largely responsible for determining the business strategy of the company, taking into account
the Scottish Ministers’ expressed policy to encourage economic and social development in the Highlands
and Islands.

The board is composed of six members. The non-executive chairman, the executive managing director
and four non-executive directors, each of whom are appointed by Scottish Ministers. The board meets on
a six weekly cycle and has adopted a policy of requiring all significant matters to be referred to the board
for decision unless these are specifically within delegated limits given to the managing director.

Monitoring systems used by the board

The board at its regular meetings deals with issues of risk and internal contrel on an ongoing basis. In
particular, it reviews safety, financial performance including variances from budget, commercial and
marketing information and ocbjectives, acquisitions and disposals as necessary, environmental and
regulatory issues, business planning and strategy.

The management team, led by the managing director, monitors financial perfermance by a system of
monthly financial reporting and review together with forward projections.
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Board committees

During the year the audit committee was composed of three non-executive directors: Mr A Castell, Dr M
Cantiay and Mr T Whittome. The committee, chaired by Mr A Castell, works to terms of reference agreed
by the board and meets on a regular basis. The managing director and the company secretary are invited
to attend meetings. The committee receives regular reports from both the intemal and external auditors
and makes periodic reports concerning intemal control to the board. The committee reviews and
comments to the board as to corporate governance compliance and, through internal audit, the adequacy
of risk management arrangements.

Intemal audit

The internal audit concentrates on areas determined by analysis of the degree of risk and in accordance
with the internal audit plan considered and approved by the audit committee. The audit committee
enhances the independence and value of internal audit and provides a forum for senior management to
discuss internal control including issues raised by internal audit.

Operational control
Each of the airports under the company’s control is subject to regutar operational inspections by the Civil
Aviation Authority, as regulator, and by a series of internal audits to augment the regulatory framework.

The assessor
An assessor appointed by the Scottish Ministers is entitled to attend but not vote at any meeting of the
company or its directors.

Appropriate action is in place to address any weaknesses identified and to ensure the continuous
improvement of the system.

Inglis Lyon
Managing director
26 September 2013
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Statement of directors’ responsibilities

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

Company law requires the directors to prepare financial statements for each financial year. Under that law
the directors have elected to prepare financial statements in accordance with International Financial
Reporting Standards (IFRSs) as adopted by the European Union. Under company law the directors must
not approve the financial statements unless they are satisfied that they give a true and fair view of the state
of affairs of the Group and of the profit or loss of the Group for that period. In preparing these financial
statements, International Accounting Standard 1 requires that the directors: -

+« properly select and apply accounting policies,

« present information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information,

e provide additiona!l disclosures when compliance with the specific requirements in IFRSs are insufficient
to enable users to understand the impact of particular transactions, other events and conditions on the
entity's financial position and financiat performance, and

= make an assessment on the Group's ability to continue as a going concern.

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

11
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Independent auditors’ report to the members of
Highlands and Islands Airports Limited

We have audited the financial statements of Highlands and Islands Airports Limited for the year ended 31
March 2013 which comprise the Group income statement, the Group statement of comprehensive income,
the Group statement of changes in equity, Group and company balance sheets, the Group statement of
cash flows and the related notes 1 tfo 26. The financial reporting framework that has been applied in their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by the
European Union and, as regards the parent company financial statements, as applied in accordance with
the provisions of the Companies Act 2006.

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16
of the Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s
members those matters we are required to state to them in an auditor’s report and for no other purpose. To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company's members as a body, for our audit work, for this report, or for the opinions we
have formed.

Respective responsibilities of directors and auditors

As explained more fully in the Statement of directors’ responsibilities set out on page 11, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
fair view. Our responsibility is to audit and express an opinion on the financial statements in accordance
with applicable law and International Standards on Auditing (UK and Ireland). Those standards require us
to comply with the Auditing Practices Board's Ethical Standards for Auditors,

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error. This includes an assessment of. whether the accounting policies are
appropriate to the Group's and the parent company’s circumstances and have been consistently applied
and adequately disclosed; the reasonableness of significant accounting estimates made by the directors;
and the overall presentation of the financial statements. In addition, we read all the financial and non-
financial information in the Report and Financial Statements to identify material inconsistencies with the
audited financial statements. If we become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report.

Opinion on financial statements
In our opinion:

« the financial statements give a true and fair view of the state of the Group’s and the parent
company's affairs as at 31 March 2013 and of the Group’s loss for the year then ended;

« the group financial statements have been properly prepared in accordance with IFRSs as adopted
by the European Union;

+ the parent company financial statements have been properly prepared in accordance with IFRSs
as adopted by the European Union and as applied in accordance with the provisions of the
Companies Act 2006; and

+« the financial statements have been prepared in accordance with the requirements of the
Companies Act 2006.

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

12
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Independent auditors’ report to the members of
Highliands and Islands Airports Limited

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
repor to you if, in our opinion:
+ adequate accounting records have not been kept by the parent company, or returns adequate for
our audit have not been received from branches not visited by us; or
« the parent company financial statements are not in agreement with the accounting records and
returns; or
e cerain disclosures of directors’ remuneration specified by law are not made; or
» we have not received all the information and explanations we require for our audit.

Emat s ousp AL

Eunice McAdam (Senior statutory auditor)

for and behalf of Ernst & Young LLP, Statutory Auditor
Inverness

26 September 2013
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Highlands and Islands Airports Limited

Group income statement
for the year ended 31 March 2013

Revenue
Cost of sales
Gross Loss

Administrative expenses

Other operating income

Other income

Profit/(Loss) on disposal of property, plant and equipment

Operating (loss}

Share of operating {loss} in joint venture
Finance revenue

Other finance revenue — pensions

{Loss) from continuing operations before tax
Tax credit

{Loss) from continuing operations

All activities relate to continuing operations.

Notes

11

20

2013 2012
£000s £000s
17,989 17,437

(34,032) (33,493)

(16,043) {16,056)
(3,323) (3.254)

5 14
18,328 18,341
137 (14}
(896) (969)
(87) (84)
128 119
415 488
(440) (426)

- 291

(440) {135)
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Group statement of comprehensive income

for the year ended 31 March 2013

{Loss) for the year
Other comprehensive income:
Actuarial {(losses) and gains

Tax on items relating to components of other
comprehensive income

Other comprehensive income for the year, net of tax
Total comprehensive income for the year

Company statement of comprehensive income

for the year ended 31 March 2013

{Loss) for the year
QOther comprehensive income:
Actuariai (losses) and gains

Tax on items relating to components of other
comprehensive income

Cther comprehensive income for the year, net of tax
Total comprehensive income for the year

Notes 2013 2012
£000s £000s

(440) (135)

20 (7,431) (5,249)
(7,431) (5,249)

(7,871) (5,383)

Notes 2013 2012
£000s £000s

(387) (140)

20 (7,763) (5,066)
(7,763) (5,066)

(8,150) {5,206)
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Highlands and Islands Airports Limited
k. "~ |

Group statement of changes in equity
for the year ended 31 March 2013

Equity
share Retained Total
capital earnings equity
£000s £000s £000s
At 1 April 2012 50 (3,543) (3,493)
(Loss) in year attributable to equity holders - (440) (440)
Other comprehensive income - {7,431) {7,431)
At 31 March 2013 50 {(11,414) (11,364)

Company statement of changes in equity
for the year ended 31 March 2013

Equity
share Retained Total
capital earnings equity
£000s £000s £000s
At 1 April 2012 50 (2,268) {2,218)
(Loss) in year attributable to equity holders - (387) (387)
Other comprehensive income - (7,763} {7,763)
At 31 March 2013 50 (10,418} {10,368)
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Highlands and Islands Airports Limited

s
Registered No: SC97647

Group balance sheet
for the year ended 31 March 2013

Notes 2013 2012
£000s £000s
ASSETS
Non-current assets
Property, plant and equipment g9 81,477 80,579
Investment properties 10 1,229 1,137
Investments accounted for using the equity method 11 443 524
Intangible assets 12 1,286 1,588
Long term loan to joint veniure 13 1,201 1,116
85,636 84,944
Current assets
Trade and other receivables 14 3,832 3,797
Inventories 15 54 &0
Cash and cash equivalents 16 9,968 14,988
13,854 18,845
Total assets 99,490 103,789
LIABILITIES
Current liabilities
Trade and other payables 17 {5,481} {6,130)
(5,481) {6,130)
Non-current liabilities
Provisions for liabilities and charges 8(d) - -
Defined benefit pension scheme deficit 20 (15,745) (8,039)
Deferred subsidies 18 (89,628) (93,113)
{105,373} {101,152)
Total liabilities (110,854) {107,282)
NET (LIABILITIES) (11,364} (3,493)
EQUITY
Ordinary shares 21 50 50
Retained earnings (11,414) (3,543)

T (11,364) (3,493

W)

Grenville Johnston CA Inglis Lyon
Chairman Managing director
26 September 2013
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. ______________________________]
Registered No: SC97647

Company balance sheet
for the year ended 31 March 2013

Notes 2013 2012
£000s £000s
ASSETS
Non-current assets
Property, plant and equipment g 67,348 65,217
Investment properties 10 999 07
Investments 11 2,337 2,331
Long term loan to joint venture 13 1,201 1,116
71,885 69,571
Current assets
Trade and other receivables 14 3,657 3,556
Inventories 15 20 17
Cash and cash equivalents 16 9,862 14,582
13,539 18,155
Total assets 85,424 87,726
LIABILITIES
Current liabilities
Trade and other payables 17 (5,3986) {5,799)
{5,396) {5,799)
Non-current liabilities
Deferred tax liability 8(d) - -
Defined benefit pension scheme deficit 20 (15,734) {7,665)
Deferred subsidies 18 (74,662) {76,480)
(90,396) (84,145)
Total liabilities (95,792) (89,944)
NET (LIABILITIES} (10,368) {2,218)
EQUITY
Ordinary shares 21 50 50
Retained earnings {10,418) {2,268)
{10,368) {2,218)
)
/%%:f: Q J //\
Grenville Johnston CA inglis Lyon
Chairman Managing director
26 September 2613
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Highlands and Islands Airports Limited

Group cash flow statement
for the year ended 31 March 2013

Cash flows from operating activities

Cash generated from operations

Purchase of property, plant and equipment
Proceeds from sale of property, plant and equipment
Receipt of capital subsidy

Tax paid

Net cash fiow from operating activities

Cash flows from investing activities
Purchase of investments
Net cash flow from investing activities

Cash flows from financing activities
Interest paid

Interest received

Net cash flow from financing activities

(Decrease) / Increase in cash and cash equivalents

Cash and cash equivalents at the end of the period

Notes 2013 2012
£000s £000s

22 (2,076) 860
(7,237) (8.745)

99 96

4,160 8,700

(5,054) 911

34 32

34 32

(5,020) 943

9,968 14,988
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Highlands and Islands Airports Limited
I

Notes to the financial statements
at 31 March 2013

1. Authorisation of financial statements and statement of compliance with IFRSs

The financial statements of Highlands and Islands Airport Limited and its subsidiaries (the Group) for the
year ended 31 March 2013s were authorised for issue by the board of directors on 27 September 2013 and
the balance sheet was signed on the Board's behalf by Grenville Johnston and Inglis Lyon.

The Group’s financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union as they apply to the financial statements of the
Group for the year ended 31 March 2013,

The principal accounting policies adopted by the Group are set out in note 2,
2 Accounting policies
2.1 Basis of preparation

The consolidated financial statements have been prepared under the historical cost convention. The
consolidated financial statements are presented in Sterling and all values are rounded to the nearest
thousand (£000) except where otherwise indicated. The Company is exempt from the regquirement to file
an individual profit and loss account under section 408 of the Companies Act 2006.

The Group receives subsidies from Scottish Government on an annual basis. The annual financial
statements are prepared on the assumption that the Group will continue to receive such subsidies for the
foreseeable future.

Going concern

The Group has adequate financial resources, and continues to receive operating subsidies from Scottish
Government for the continuation of operations at its 11 airports. The directors have a reasonable
expectation that the Company and the Group have adequate resources to continue in operational
existence for the foreseeable future.

As a result of the IAS 19 pension liability the group has a net deficit of £11.370m and the company has a
net deficit of £10.368m at 31 March 2013. This deficit results from bringing a long term pension liability
onto the balance sheet and does not reflect the group or company’s ability to continue as a going concern
or to meet its liabilities as they fall due. Accordingly the group and the company continue to adopt the
going concern basis in preparing their annual financial statements.

2.2 Basis of consolidation

The consolidated financial statements comprise the financial statements of Highlands and Islands Airports
Limited and its subsidiaries as at 31 March 2013.

Subsidiaries are fully consolidated from the date of acquisition, being the date on which the Group obtains
control, and continue to be ¢onsolidated untit the date that such control ceases.

The financial statements of the subsidiaries are prepared for the same reporting period as the parent
company, using consistent accounting policies.

All intra-group balances, income and expenses and unrealised gains and losses resulting from intra-group
transactions are eliminated in full.

2.3 Significant accounting policies
(a) Revenue recognition

Revenue is recognised in accordance with IAS 18 Revenue and comprises amounts received and
receivable in respect of airport services provided in the UK. Revenue is recognised when it is probable that
the economic benefits will flow to the Group and the revenue can be reliably measured. Revenue is
measured al the fair value of the consideration received, excluding discounts, rebates, and sales taxes or
duty.

The principal revenue stream is airport charges which are recognised as the related service is provided. In
addition, rental income is earned through leasing buildings and parts of buildings to various tenants and is
recognised on a straight line basis over the rental period.
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Notes to the financial statements
at 31 March 2013

2.3 Significant accounting policies (continued)
(b} Government grants

Government grants are recognised when there is reasonable assurance that the grant will be received and
all attached conditions will be complied with.

Government subsidies are received from Scottish Government in accordance with Section 34 of the Civil
Aviation Act 1982 along with cther revenue and capital grants. Government grants in respect of capital
expenditure are credited to a deferred income account and are released as other income by equal annual
amounts over the expected useful lives of the relevant assets. Grants of a revenue nature are credited to
other income so as to match them with the expenditure to which they relate.

(¢} income taxes

Current tax assets and liabilities are measured at the amount expected to be recovered or paid to the
iaxation authorities, based on tax rates and laws that have been enacted or substantively enacted by the
balance sheet date.

Deferred income tax is recognised on all temporary differences arising between the tax bases of assets
and liabilities and their carrying amounts in the financial statements, with the following exceptions:

e  where the temporary difference arises from the initial recognition of goodwill or of an asset or liability
in a transaction that is not a business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss;

* in respect of taxable temporary differences associated with investments in subsidiaries and joint
ventures, where the timing of reversal of the temporary differences can be controlled and it is
probable that the temporary differences will not reverse in the foreseeable future; and

¢ deferred income tax assets are recognised only to the extent that it is probable that a taxable profit
will be available against which the deductible temporary differences, carried forward tax credits or tax
losses can be utilised.

Deferred income tax assets and liabilities are measured on an undiscounted basis at the tax rates that are
expected to apply when the asset is realised or the liability is settled, based on tax rates and tax laws
enacted or substantively enacted at the balance sheet date.

Income tax is charged or credited directly to equity if it relates to items that are credited or charged to
equity. Otherwise, income tax is recognised in the Income statement.

(d) Pensions

The Group cperates the Highlands and Islands Airports Pension Scheme, a defined benefit scheme.
Employees of Dundee Airport are members of the Tayside Superannuation Fund, another defined benefit
scheme, which is operated by Dundee City Council. Tayside Superannuation Fund is a multi-employer
pension scheme.

The cost of providing the benefits under the defined benefit plans is determined separately for each plan
using the projected unit method, which attributes entittement te benefits to the current period (to determine
current service cost) and to the current and prior periods (to determine the present value of defined benefit
obligation) and is based on actuarial advice.

The past service costs are recognised as an expense on a straight line basis over the average period until
the benefits become vested. If the benefits have already vested, immediately following the introduction of,
or changes to a pension plan, past service costs are recognised immediately.
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Notes to the financial statements
at 31 March 2013

2.3 Significant accounting policies (continued)
(e) Pensions (continued)

The interest element of the defined benefit cost represents the change in present value of scheme
obligations resulting from the passage of fime, and is determined by applying the discount rate to the
opening present value of the benefit obligation, taking into account material changes in the obligation
during the year, The expected return on plan assets is based on an assessment made at the beginning of
the year of long-term market returns on scheme assets, adjusted for the effect on the fair value of plan
assets of contributions received and benefits paid during the year. The difference between the expected
return on plan assets and the interest cost is recognised in the Income statement as other finance revenue
or cost.

The Group has applied the option in IAS 19 Employee benefits to recognise actuarial gains and losses in
full in the statement of recognised income and expense in the period in which they occur.

The defined benefit surplus or deficit comprises the present value of the defined benefit obligation (using a
discount rate based on high quality corporate bonds), less past service costs not yet recognised and less
the fair value of plan assets out of which the obligations are fo be setiled.

(e) Property, plant and equipment

Property, plant and equipment is stated at cost less accumulated depreciation and accumulated
impairment losses. Such costs include the cost of replacing part of the plant and equipment if the
recognition criteria are met. Likewise when a major inspection is performed, its cost is recognised in the
carrying amount of the plant and equipment as a replacement if the recognition criteria are satisfied. All
other repairs and maintenance costs are recognised in the Income statement as incurred.

Depreciation is provided on the cost less residual value of alt property, plant and equipment, other than
land, on a straight-line basis over its expected useful life as follows:

Freehold buildings over 6 years to 60 years

Leasehold land and buildings over the remaining life of the lease to a maximum of 50 years
Car parks over 10 years to 45 years

Navigation aids over § years to 20 years

Runways, aprons and main services over 3 years to 50 years

Vehicles over 5 years

Specialist airport vehicles over 10 years to 20 years

Ptant and IT equipment over 3 years to 10 years

Furniture and fittings over 3 years to 5 years

The carrying values of property, plant and equipment are reviewed for impairment if events or changes in
circumstances indicate the carrying value may not be recoverable, and are written down immediately to
their recoverable amount. Useful lives and residual values are reviewed annually and where adjustments
are required these are made prospectively.

An item of property, plant or equipment is derecognised upcn disposal or where no future economic
benefits are expected to arise from the continued use of the asset. Any gain or loss arising on the
derecognition of the asset is included in the Income statement in the period of derecognition.
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Notes to the financial statements
at 31 March 2013

2.3 Significant accounting policies {continued)
() Leasing

The determination of whether an arrangement is, or contains, a lease is based on the substance of the
arrangement assessing whether the fulfilment of the arrangement is dependent on the use of a specific
asset or assets or the arrangement conveys a right to use the asset.

The classification of leases as finance or operating leases requires the Group to determine, based on an
evaluation of the terms and conditions, whether it retains or acquires the significant risks and rewards or
ownership of these assets and accordingly whether the lease requires an asset and liability to be
recognised on the balance sheet.

Group as a lessee

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to ownership
of the leased item, are capitalised at the inception of the lease at the fair value of the leased propenrty or, if
lower, the present value of the minimum lease payments. Lease paymenis are apportioned between the
finance charges and reduction of the lease liability so as to achieve a constant rate of interest on the
remaining balance of the liability. Finance charges are reflected in the Income statement.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the
lease term, if there is no reasonable certainty that the Group will obtain ownership by the end of the term.

Operating lease payments are recognised as an expense in the Income statement on a straight line basis
over the lease term.

Group as a lessor

Leases where the Group retains substantially all the risks and rewards of ownership of the asset are
classified as operating leases. Initial direct costs incurred in negotiating an operating lease are added to
the carrying amount of the leased asset and recognised over the lease term on the same basis as rental
income.

(g) Business combinations

The acquisition of subsidiaries is accounted for under IFRS 3 Business Combinations using the purchase
method. The cost of an acquisition is measured at the fair value of the assets given, equity instruments
issued and liabilities incurred at the date of exchange plus costs directly attributable to the acquisition.
Identifiable assets acquired, liabilities and contingent liabilities assumed in a business combination are
measured initially at fair value at the date of acquisition irrespective of the extent of any minority interest.

(h) Geodwill

Goodwill is initially measured at cost, being the excess of the cost of a business combination over the
Group's share in the net fair value of the acquirees identifiable assets, liabilities and contingent liabilities.

If the cost of the acquisition is less than the fair value of the net assets of the subsidiary acquired, the
difference is recognised directly in the Income statement.

After initial recognition, goodwill is stated at cost less any accumulated impairment losses, with the carrying
value being reviewed for impairment, at least annually and whenever events or changes in circumstances
indicate that the carrying value may be impaired.

Where goodwill forms part of a cash-generating unit and part of the operation of that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is
measured based on the relative values of the portion of the cash generating unit retained.
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at 31 March 2013

2.3 Significant accounting policies (continued)
(i) Investments in joint ventures

Entities in which the Group helds an interest on a long term basis and are jointly controlled by the Group
and one or mare other venturers under a contractual arrangement are treated as joint ventures. The Group
recognises its interest in joint ventures using the equity method. The Group presents its aggregate share
of the profit or loss of joint ventures on the face of the Income staternent and the investments are
presented as non-current assets on the face of the Balance sheet.

() Investment properties

Investment properiies are measured initially at cost, including transaction costs. Subsequent to initial
recognition, investment properties are stated at fair value, which reflects market conditions at the balance
sheet date. Gains or losses arising from changes in the fair value of investment properties are included in
the Income statement in the year in which they arise.

Investment properties are derecognised when either they have been disposed of or when the investment
property is permanently withdrawn from use and no further economic benefit is expected from its disposal.
The difference between the net disposal proceeds and the carrying amount of the asset is recognised in
the Income statement in the period of derecognition.

Transfers are made to or from investment property only when there is a change in use. For transfer from
investment property to owner occupied property, the deemed cost for subsequent accounting is the fair
value at the date of the change in use. If owner occupied property becomes an investment property, the
Group accounts for such property in accordance with the policy stated under property, plant and equipment
up to the date of the change in use.

(k) Intangible assets

Intangible assets acquired separately are initially measured at cost. Intangible assets acquired in a
business combination are initially measured at cost being their fair values at the date of acquisition.
Following initial recognition, intangible assets are carried at cost less accumulated amortisation and
accumulated impairment losses. Intangible assets are amortised over their finite useful economic life.

The useful lives of intangible assets are assessed to be either finite or indefinite.

Intangible assets with finite lives are amortised over the useful ecenomic life and assessed for impairment
whenever there is an indication that the intangible asset may be impaired. The amortisation period and the
amortisation method for an intangible asset with a finite useful life is reviewed at least each financial year
end. Changes in the expected useful life or the expected pattern of consumption of future economic
benefits embodied in the asset is accounted for by changing the amortisation period or method, as
appropriate, and treated as changes in accounting estimates. The amortisation expense on intangible
assets with finite lives is recognised in the Income statement in the expense category consistent with the
function of the intangible asset.

() Impairment of non-financial assets

Many of the Group's non-financial assets, including goodwill, have been 100% funded by grants. In
accordance with |IAS 36 Impairment of assels, a grant recognised as deferred income that relates to a non-
financial asset is deducted from the carrying amount of the asset for purposes of an impairment test for that
asset. Therefore, no impairment testing of non-financial assets is required, where those assets have been
funded by grants.

For those assets which have not been fully grant funded the Group assesses whether there are any
indicators of impairment at each reporting date. Assets are tested for impairment when there are indicators
that the carrying amounts may not be recoverable. An asset or cash generating unit's recoverable amount
is the higher of its fair value less costs to sell and its value in use.

When value in use calculations are undertaken, management must estimate the expected future cash flows
from the asset or cash generating unit and choose a suitable discount rate in order to calculate the present
value of those cash flows.
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2.3 Significant accounting policies (continued)
() Impairment of non-financial assets (continued)

An assessment is made at each reporting date as to whether there is any indication that previously
recognised impairment losses may no longer exist or may have decreased. If such indication exists the
Group estimates the asset’s or cash generating unit's recoverable amount. A previous impairment loss is
reversed only if there has been a change in the assumptions used to determine the assef's recoverable
amount since the last impairment loss was recognised. The reversal is limited so that the carrying amount
of the asset does not exceed ifs recoverable amount, nor exceed the carrying amount that would have
been determined, net of depreciation, had no impairment loss been recognised for the asset in prior
periods.

{m) Cash and short term deposits
Cash and short term deposits consist of cash at bank and in hand.
(n) Provisions

A provision is recognised when the Group has a legal or constructive obligation as a result of a past event,
it is probable that an outflow of econcmic benefits will be required o settle the obligation and a reliable
esfimate can be made of the amount of the obligation. If the effect is material, expecled future cash flows
are discounted using a current pre-tax rate that reflects, where appropriate, the risks specific 1o the liability.

(o) Inventories

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

Net realisable value is based on an estimated selling price less any further cosis expected to be incurred to
completion and disposal.

(p) Trade and other receivables

Trade receivables, which generally have 30 day credit terms, are recognised and carried at the lower of
their original invoiced value and recoverable amount. Where the time value of money is material,
receivables are carried at amortised cost. Provision is made when there is objective evidence that the
Group will not be able to recover balances in full. Balances are written off when the probability of recovery
is assessed as being remote.

(q) Financial assets

Financial assets, within the scope of IAS 39 Financial Instruments: Recognition and Measurement, are
recognised when the Group becomes party to the contracts that give rise to them and are classified as
financial assets at fair value through profit or loss, loans and receivables, held-to-maturity investments or
available-for-sale financial assets, as appropriate. The Group determines the classification of its financial
assetls at initial recognition and, where allowed and appropriate, evaluates this designation at each
financial year-end.

When financial assets are recognised initially they are measured at fair value, being the transaction price
plus, in the case of financial assets not at fair value through profit or loss, directly attributable transaction
costs.

The Group considers whether a contract contains an embedded derivative when the entity first becomes a
party to it. The embedded derivatives are separated from the host contract if it is not measured at fair
value through profit or loss and when the economic characteristics and risks are not closely related 1o
those of the host contract. Reassessment only occurs if there is a change in the terms of the contract that
significantly modifies the cash flows that would otherwise be required.

Purchases or sales of financial assets that require delivery of assets within a time frame established by
regulation or convention in the marketplace {regular way trades) are recognised on the trade date, being
the date that the Group commits to purchase or sell the asset.
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2.3 Significant accounting policies (continued)
(q) Financial assets (continued)

The subsequent measurement of financial assets depends on their classification. The Group have no
financial assets at fair value through profit or loss, nor any held-to-maturity investments. The Group have
trade receivables and the Group has made a long term loan to Inverness Airport Business Park Limited
(IABP), the entity over which it has joint control. This constitutes a financial asset and is classified under
Loans and receivables.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market, do not qualify as trading assets and have not been designated as either fair
value through preofit and loss or available-for-sale. Such assets are carried at amortised cost using the
effective interest (EIR) method if the time value of money is significant. Gains and losses are recognised in
the Income statement when the loans and receivables are derecognised or impaired, as well as through
the amortisation process.

{r} Impairment of financial assets

The Group assesses at each balance sheet date whether a financial asset or group of financial assets is
impaired. The Group has trade receivables and a long term receivable carried at amortised cost using the
effective interest rate method. The assets are reviewed for impairment as follows:

Assets carried at amortised cost

If there is objective evidence that an impairment loss on assets carried at amortised cost has been
incurred, the amount of the loss is measured as the difference between the asset's carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset's original effective interest rate (i.e. the effective interest rate
computed at initial recognition). The carrying amount of the asset is reduced, through the use of an
allowance account and the amount of the loss is recognised in administrative costs. If, in a subsequent
period, the amount of the impairment loss decreases and the decrease can be related objectively to an
event occurring after the impairment was recognised, the previously recognised impairment loss is
reversed. Any subsequent reversal of an impairment loss is recognised in the Income statement, to the
extent that the carrying value of the asset does not exceed its amortised cost at the reversal date. In
relation to trade receivables, a provision for impairment is made when there is objective evidence (such as
the probability of insolvency or significant financial difficulties of the debtor) that the Group will not be able
to collect all of the amounts due under the original terms of the invoice. The carrying amount of the
receivable is reduced through use of an allowance account. Impaired debts are derecognised when they
are assessed as irrecoverable.

2.4 Judgements and key sources of estimation uncertainty

The preparation of the Group’s consolidated financial statements requires management to make
judgements, estimates and assumptions that affect the reported amounts of revenue, expenses, assets
and liabilities, and the disclosure of contingent liabilities, at the reporting date. However, the nature of
estimation means that actual cutcomes could differ from those estimates.

The fellowing judgements, estimates and assumptions have had the most significant effect on amounts
recognised in the consolidated financial statements:

Revaluation of investment properties

The Group carries its investment properties at fair value, with changes in fair value being recognised in the
Income statement. The Group engaged independent valuation specialists to determine fair value as at 31
March 2013. For the investment properties the valuer used a valuation technique based on an adapted
discounted cash flow model as there is a lack of comparable market data because of the nature of the
property.

The determined fair value of the investment properties is most sensitive to the estimated yield. The key
assumptions used to determine the fair value of the investment property are further explained in note 10.
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24 Judgements and key sources of estimation uncertainty (continued)
Defined benefit pension schemes

The cost of the defined benefit pension schemes is determined using actuarial valuations. The actuarial
valuations involved making assumptions about discount rates, expected rates of return on assets, future
salary increases, mortality rates ang future pension increases. Due to the complexity of the valuation, the
underlying assumptions and the long term nature of these plans, such estimates are subject to significant
uncertainty. Further details are given in note 20.

2.5 Changes in accounting policy and disclosures

New and amended standards and interpretations

The accounting policies adopted are consistent with those of the previous financial year, except for the
following amendments to IFRS effective as of 1 January 2012:

IAS 12 Income Taxes (Amendment) — Deferred Taxes: Recovery of Underlying Assets

IFRS 1 First-Time Adoption of International Financial Reporting Standards (Amendment} — Severe
Hyperinflation and Removal of Fixed Dates for First-Time Adopters

IFRS 7 Financial Instruments: Disclosures — Enhanced Derecognition Disclosure Requirements

The adoption of the standards or interpretations is described below:

IAS 12 Income Taxes (Amendment) — Deferred Taxes: Recovery of Underlying Assets

The amendment clarified the determination of deferred tax on investment property measured at fair value
and introduces a rebuttable presumption that deferred tax on investment property measured using the fair
value model in IAS 40 should be determined on the basis that its carrying amount will be recovered through
sale. Itincludes the requirement that deferred tax on non-depreciable assets that are measured using the
revaluation medel in IAS 186 should always be measured on a sale basis. The amendment is effective for
annual periods beginning on or after 1 January 2012 and there has been no effect on the Group's financial
position, performance or its disclosures.

IFRS 1 First-Time Adoption of International Financial Reporting Standards (Amendment)
— Severe Hyperinflation and Removal of Fixed Dates for First-Time Adopters

The IASB provided guidance on how an entity should resume presenting IFRS financial statements when
its functional currency ceases to be subject to hyperinflation. The amendment is effective for annual
periods beginning on or after 1 July 2011. The amendment had no impact on the Group.

IFRS 7 Financial Instruments: Disclosures — Enhanced Derecognition Disclosure
Requirements

The amendment requires additional disclosure about financial assets that have been transferred but not
derecognised to enable the user of the Group’s financial statements to understand the relationship with
those assets that have not been derecognised and their associated liabilities. In addition, the amendment
requires disclosures about the entity's continuing involvement in derecognised assets to enable the users
to evaluate the nature of, and risks associated with, such involvement. The amendment is effective for
annual periods beginning on or after 1 July 2011. The Group does not have any assets with these
characteristics so there has been no effect on the presentation of its financial statements.
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2.6 Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the
Group's financial statements are disclosed below. The Group intends to adopt these standards, if
applicable, when they become effective.

Effective for periods
commencing

{AS 1 Financial statement presentation 1 July 2012

{AS 16 (improvement) Property, piant & equipment — definition of property 1 May 2012

IAS 19 (revised) Employee benefits 1 January 2013
IAS 28 (revised) Investments in associates and joint ventures 1 January 2013
IFRS 1 (amendment}  First time adoption - govemment loans 1 January 2013
IFRS 9 Financial instruments: Recognition and measurement 1 January 2015
IFRS 10 & IAS 27 Consolidated financial stalements 1 January 2013
IFRS 11 Joint Arrangements 1 January 2013
IFRS 12 Disclosures with involvement with other entities 1 January 2013
IFRS 13 Fair value measurement 1 January 2013
IFRS 7 & IAS 32 Offsetting of financial instruments 1 January 2013

The above standards and interpretations are expected to be adopted in accordance with their effective
dates and have not been adopted in these financial statements. The directors do not anticipate that
adoption of these standards and interpretations will have a material impact on the financial statements in
the period of initial application.

3. Revenue
Revenue recognised in the Income statement is analysed as follows:
2013 2012
£000s £000s
Revenue from airport charges 15,055 14,708
Concession revenues 1,643 1,578
Rental income 1,291 1,151
Total revenue 17,989 17,437
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4. Other income

Government grants & services rendered

2013 2012
£000s £000s
18,328 18,341
18,328 18,341

The Group receives an operating subsidy, which is receivable from Scottish Government, for the
continuation of operations at its 11 airports. Dundee airport is operated through a subsidiary. In addition
the Air Discount Scheme receives a payment for services rendered. The amount of the subsidy received

in 2013 and 2012 were as follows:

Revenue .

Scottish Government Operating subsidy
Scottish Government Air Discount Scheme
Scottish Enterprise Route Development Fund
HIEIEH Marketing assistance
The Highland Council Marketing assistance
HITRANS Marketing assistance
Miscellaneous Miscellaneous
Capital

Scottish Government Operating subsidy
Dundee City Council Reallocation of mast

5. Group operating (loss)
This is stated after charging / (crediting):

(Increase)/Decrease in fair value of investment properties {(note 10)
Depreciation of property, plant and equipment (note 9)
Amortisation of intangible assets (note 12)

Deferred subsidies release (note 18)

Operating lease payments

Auditors remuneration — audit services
Auditors remuneration — technical advice

2013 2012
£000s £000s
17,900 17,900

149 196
220 198
23 18

36 29
18,328 18,341
4,140 8,700
. 20

4,140 8,720
22,468 27,061

2013 2012
£000s £000s

(92) 98
7,446 7,115

302 303
7,748 7,418
(7,606) (7,430)
44 46

29 29

29 29
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6. Employee benefit expense
2013 2012
£000s £000s
Wages and salaries 17,136 17,153
Social security costs 1,438 1,425
Pension costs 3,539 3,404
Other staff costs 566 809
22,679 22,79

The pension costs are in respect of defined benefit schemes.

The average monthly number of employees, including casuals, during the year was made up as follows:

2013 2012
No. No.
Administration 50 51
Air traffic services 7 70
Airport fire service 191 196
Apron operations 8 9
Engineering 21 21
Management 37 a7
Security 199 194
577 578
Directors® remuneration

2013 2012
£000s £000s
Emoluments 163 168
Pension contributions 22 22

Directors’ emoluments, including pension contributions, fell within the following ranges:
2013 2012
No. No.
£0 to £5,000 - 2
£5,001 to £10,000 4 4
£15,001 to £20,000 - -
£20,001 to £25,000 1 1
£145,001 to £150,000 1 1

The emoluments of the chairman were £21,880 (2012: £21,880) excluding pension contributions of £Nil
{2012: £Nil) and of the highest paid direcior, Inglis Lyon, were £112,144 (2012: £115,976) excluding
pension contributions of £22,303 (£22,303).

Mr Lyon was the only director for whom the Group made contributions during the year as a member of the
Hightands and Islands Airports Pension Scheme.

7. Finance revenue
2013 2012
£000s £000s
Bank interest receivable 34 32
Other finance income 94 87
128 119
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8. Taxation

(a) Tax charged in the Income statement

2013 2012
£000s £000s
Current income tax:
Current income tax (credit) - -
Amounts averprovided in previous years - -
Total current income tax - -
Deferred tax:
Qrigination and reversal of temporary differences - (269)
Effect of decreased tax rate on closing liability - (22)
Total deferred tax - (291)
Tax expense in the Income statement - (291}
The tax credit in the Income statement is disclosed as follows:
Income tax credit on continuing operations - {291)
{b) Tax relating to items charged or credited to other comprehensive income
2013 2012
£000s £000s

Tax on defined benefit pension scheme - -

Total current income tax R .

Deferred tax:
Deferred tax on defined benefit pension scheme - -

Total deferred tax - -

Tax expense in statement of other comprehensive income - -
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8. Taxation (continued)

{c) Reconciliation of the total tax charge

The tax credit in the Income statement for the year is lower than the standard rate of corporation tax in the

United Kingdom of 24% (2012: 26%). The differences are reccnciled below:

2013 2012
£000s £000s
Accounting (loss) before income tax {440) (426)
Accounting (loss) multiplied by the UK standard rate of tax of 24% (2012:
26%) (1086) (111)
Expenses not deductible for tax purposes - 2
Tax losses carried forward 7 66
Government grants exempt from tax (1,833} (1,942)
Pension provisions not tax deductible 66 13
Adjustments in respect of prior periods IFRS - -
Adjustments in respect of prior periods - -
Interest on redeemable shares {20} {20)
Adjustment relating to sale of assets {33} 4
Adjustment relating to tax on UK GAAP {12} N
Net depreciation in excess of capital allowances 1,910 1,978
Small companies tax relief - -
Share of JV not tax deductible 21 17
Deferred tax movement per note 8 (d) - (291)
Total tax credit reported in the Income statement - (291)
{d) Deferred tax
The deferred tax included in the Group balance sheet is as follows:
2013 2012
£000s £000s
*Restated
Deferred tax liability
Accelerated capital allowances {4,012) (4,057)"
Revaluations of invesiment properties (255) (244)
{4,267) (4,301)"
Deferred tax asset
Pensions 3,621 1,840
Tax losses carried forward 1,923 1,987
Deferred revenue 3,231 3,148
Deferred tax not recognised {4,508) (2,674)
4,267 4,301*

Disclosed on the Group balance sheet
Deferred tax (liability) -

A deferred tax asset has not been recognised in respect of temporary differences related to historical
trading losses incurred by the Group, which will be recovered only if the Group begins to make significant
taxable profits. There is insufficient evidence that this asset will be recovered to allow it's recognition in the

financial statements.

The components of the prior year deferred tax balance have been adjusted to reflect the assumption that
the carrying value of Industrial Buildings will be recovered through use rather than sale. There is no overal|

change to the net deferred tax balance at 31 March 2012,
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9. Property, plant and equipment

Group
Land and
buildings Plant and Construction
freehold equipment in progress Total
£000s £000s £000s £000s
Cost or valuation:
At 1 April 2012 42,564 109,850 483 162,897
Additions 1,465 5,454 1,499 8,418
Disposals (10) (838) - (848)
Transfers 29 425 (454) -
At 31 March 2013 44,048 114,891 1,528 160,467
Depreciation and impairment:
At 1 April 2012 (24,270) (48,048) - (72,318)
Provided during the year (1,591) (5,855) - (7,446)
Disposals 1 773 - 774
At 31 March 2013 (25,860) (53,130} - 78,990
Net book value:
At 31 March 2013 18,188 61,761 1,528 81,477
At 31 March 2012 18,294 61,802 483 80,579
Company
Land and
buildings Plant and Construction
freehold equipment in progress Total
£000s £000s £000s £000s
Cost or valuation:
At 1 April 2012 38,822 90,310 480 129,612
Additions 1,464 5,143 1,483 8,090
Disposals (10) (799) - (809)
Transfers 29 420 {449) -
At 31 March 2013 40,305 95,074 1,514 136,893
Depreciation and impairment:
At 1 April 2012 (22,311) {42,084) - (64,395)
Provided during the year (1,360) (4,537} - (5,897)
Disposals 1 745 - 747
At 31 March 2013 (23,670) (45,875) - {69,545)
Net bock value:
At 31 March 2013 16,635 49,199 1,514 67,348
At 31 March 2012 16,511 48,226 480 65,217
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10. Investment property

Investment properties are stated in the statement of financial position at fair value as shown below:

Group Company Group Company

2013 2013 2012 2012

£000s £000s £000s £000s

Valuation at 1 April 1,137 907 1,235 989
Additions - - - -
Disposals - - - -
Fair value adjustment 92 92 {98) (92)
Valuation as at 31 March 1,229 999 1,137 907

Fair value has been determined based on market valuations, in accordance with valuation standards
published by the Royal Institution of Chartered Surveyoers. In arriving at their estimates of market values,
the valuers have used their market knowledge and professional judgement and not only relied on historical
transactional comparables.

The valuations were performed by Jones Lang LaSalle as at 31 March 2013, an accredited independent
with a recognised and relevant professional qualification and with recent experience in the location and
category of investment properties being valued. The critical assumptions made relating to valuations are
set out below:

2013 2012
Yields (%) 8.5%-12% 8.5% - 12%
Inflation rate (%) n/a n/a
Long term vacancy rate (%) n/a n/a
Long term growth in real rental rates (%) nia 0%

11. Investments

Group

(a) Investment in joint ventures

Righlands and Islands Airports Limited owns 34% of the ordinary share capital and 87% of the redeemable

shares in Inverness Airport Business Park Limited {IABP), a jointly controlled entity which is a property
investment company. The Group accounts for its interest in IABP using the equity method.
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11.  Investments (continued)
(a) Investment in joint ventures (continued)}

The share of assets, liabilities, income and expenses of the joinily controlled entity at 31 March and for the
years then ended are as follows:

2013 2012
£000s £000s
Share of the joint venture’s balance sheet:
Non-current assets 443 1,497
Current assets - 15
Current liabilities - (56)
Non-current liabilities - (896)
Share of other reserves - (36)
Share of net assets 443 524
2013 2012
£000s £000s
Share of the joint venture’s resuits:
Revenue - -
Nel operating expenses (87) {65)
(Loss) before taxation (87) (65)
Tax expense - 1
(Loss) after taxation {87) {64)

The financial statements of IABP are prepared for the same reporting period as the Group financial
statements.

(b} Details of Group undertakings

Details of the investments in which the Group holds 20% or more of the nominal value of any class of share
capital at 31 March 2012 and 2013 are as follows:

Proportion of

voting rights Nature of

Name of company Holding and shares held business

Subsidiary undertakings:

Airport Management Services Limited Ordinary shares 100% Airport services

Dundee Airport Limited Ordinary shares 100% Airport operations

Inverness Air Terminal Limited Ordinary shares 100% Dormant

RHIAL Leaseco Limited Ordinary shares 100% Dormant

Joint ventures:

Inverness Airport Business Park Limited Ordinary shares 34% Property investment
Redeemable shares 87%
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11. Investments (continued)

Company
Subsidiary Joint
undertakings ventures Total
£000s £000s £000s
Cost:
At 1 April 2012 407 1,974 2,381
Acquisitions - - -
Additions - 6 6
At 31 March 2013 407 1,980 2,387

Depreciation and impairment:

At 1 April 2012 (50) - (50)
Amortisation during the year - - -
Impairment charges - - -
At 31 March 2013 (50) . (50)

Net book value
At 31 March 2013 357 1,980 2,337
At 31 March 2012 357 1,974 2,331

12. Intangible fixed assets

Other
intangibles Goodwill Total

£000s £000s £000s
Cost:
At 1 April 2012 3,071 22,107 25,178
Acquisitions - - -
Additions - - -
At 31 March 2013 3o 22107 25,178
Depreciation and impairment:
At 1 April 2012 {1,852) {21,738) (23,590}
Amortisation during the year (302) - (302)
Impairment charges - - -
At 31 March 2013 {2,154) {21,738) (23,892)
Net book value
At 31 March 2013 917 369 1,286
At 31 March 2012 1,219 369 1,588

Other intangibles relate to a concession income separately identifiable as part of the acquisition of
Inverness Air Terminal Limited and leasing contracts acquired as part of the acquisition of Dundee Airport
Limited. Both intangible assets were grant funded. These assets were initially recorded at their fair values
of £2,900,000 and £170,500 respectively and subsequently measured under the cost model. The assets
are being amortised over the periods over which the confractual cash flows are expected to arise.
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13. Loans to joint ventures

Group
2013 2012
£000s £000s
Leans to joint ventures 1,201 1,116
Total non-current financial assets 1,201 1,116
Company
2013 2012
£000s £000s
Loans to joint ventures 1,201 1,116
Total non-current financial assets 1,201 1,116

The loan above relates to two amounts loaned to IABP (the Group's joint venture investment) by Highlands
and Islands Airports Limited. The first amount relates to funding provided to IABP for operational expenditure
until IABP starts earning its revenue, which was stipulated under the shareholders’ agreement. The second
part relates 10 redeemable shares issued by the joint venture against a piece of land sold by HIAL to IABP.
The redeemable shares are to be redeemed at IABPs discretion once they have the financial ability to do so.
The funding will be repaid when the joint venture begins 1o eamn revenue.

The loans are classified as loans and receivables, are interest free and are neither past due nor impaired.
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14. Trade and other receivables

Group
2013 2012
£000s £000s
Trade receivables 2,109 2,158
Less: provision for impairment of receivables {125) (71)
Trade receivables net of impairment 1,984 2,087
Receivables from joint ventures 195 166
Prepayments and other accrued income 1,581 1,190
Other receivables 72 354
3,832 3,797

Out of the carrying amount of trade receivables of £1,984,000, £878,070 relates to 3 major customers.

Trade receivables are non-inlerest bearing and are generally on 30 days credit terms and are shown net of
a provision for impairment, As at 31 March 2013, trade receivables at nominal value of £125,000 were
determined to be impaired because of poor payment history or insolvency of the debtor and fully provided

for, Movements in the provision for impairment of receivables were as follows:

2013 2012
£000s £000s
At 1 April (71) (108)
Impairment losses recognised on trade receivables (54) (23)
Amounts written off as uncollectable - 58
Receivables collected previously impaired - 2
At 31 March {125} (71}
2013 2012
£000s £000s
Neither past due nor impaired 1,421 1,822
Past due but not impaired
< 30 days 440 34
30 — 80 days 51 34
60 — 90 days 25 20
90 - 120 days 23 -
> 120 days 24 77
1984 2,087

As of 31 March 2013, trade receivables of £2 109,000 were considered for impairment and of which an
amount of £125,000 was provided with the remaining amount expected to be fully recovered. The
individually impaired trade receivables mainly relate to customers who are in difficult economic situations.

2013 2012
£000s £000s

Ageing of impaired trade receivables:
Up to 3 months - -
Between 3 and 6 months 5 1
More than 6 months 120 70
At 31 March 125 71
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14. Trade and other receivables (continued)

Company

Trade receivables
Less: provision for impairment of receivables
Trade receivables net of impairment

Receivables from subsidiaries
Receivables from joint ventures
Prepayments and other accrued income
Other receivables

2013 2012
£000s  £000s
2,004 1,966
(122) (68)
1,882 1,898
3 60

195 166
1,536 1,061
44 371
3,660 3,556

Out of the carrying amount of trade receivables of £1,882,000, £978,070 relates to 3 major customers,

Trade receivables are non-interest bearing and are generally on 30 days credit terms and are shown net of
a provision for impairment. As at 31 March 2013, trade receivables at nominal value of £122,000 were
determined to be impaired because of poor payment history or insolvency of the debtor and fully provided

for. Movements in the provision for impairment of receivables were as follows:

At 1 April

Impairment losses recognised on trade receivables
Amounts written off as uncollectable

Receivables collected previcusly impaired

At 31 March

Neither past due nor impaired
Past due but not impaired

< 30 days

30 - 60 days

60 - 90 days

90 - 120 days

> 120 days

2013 2012
£000s £000s
(68) (106}
(54) {22)
- 58
- 2
(122) (68)
2013 2012
£000s £000s
1,353 1,862
423 1
34 9
25 -
23 -
24 26
1,882 1,898

As of 31 March 2013, trade receivables of £2,004,000 (2012: £1,966,000) were considered for impairment
and of which an amount of £122,000 was provided with the remaining amount expected to be fully
recovered. The individually impaired trade receivables mainly relate to customers who are in difficult

economic situations.

Ageing of impaired trade receivables:
Up to 3 months

Between 3 and 6 months

More than 6 months

At 31 March

2013 2012
£000s £000s
5 1

117 67
122 68
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15. Inventories

Group Company Group Company

2012 2013 2012 2012

£000s £000s £000s £000s

Aviation fuel a7 3 43 -
Whisky shop stock 17 17 17 17
54 20 60 17

16. Cash and cash equivalents

For the purposes of the Group statement of cash flows, cash and cash equivalents comprises the following:

Group
2013 2012
£000s £000s
Cash at bank 9,968 14,988
Short term deposits - -
9,968 14,988
Cash at bank earns interest at floating rates based on daily bank deposit rates.
Company
2013 2012
£000s £000s
Cash at bank 9,862 14,582
Short term deposits - -
9,862 14,582
17. Trade and other payables
Group
2013 2012
£000s £000s
Trade payables 157 1,172
Other taxes and social security 495 503
Other payables 4,238 2,561
Deferred income 591 1,894
5,481 6,130
Company
2013 2012
£600s £000s
Trade payables 154 1,059
Amounts owed to other Group companies 877 743
Other taxes and social security 328 329
Cther payables 3,459 1,827
Deferred income 578 1,841
5,396 5,799
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18. Deferred subsidies

Group
2013 2012
£000s £000s
Balance at 1 April 93,113 91,849
Subsidies receivable 4,140 8,719
Release to income statement (7,606) (7,430)
Release against asset disposals {19) {25)
Balance at 31 March 89,628 93,113
Company
2013 2012
£000s £000s
Balance at 1 April 76,480 73,732
Subsidies receivable 3,991 8,310
Release to Income statement (5.798) (5,549)
Release against asset disposals {11) (13)
Balance at 31 March 74,662 76,480

19. Financial instruments
Credit risk

Credit risk is the risk of loss resulting from customer default arising on all credit exposures. The Group has
established procedures to minimise the risk of default by its trade receivables including an established
credit control function with the finance department.

There are no significant concentrations of credit risk within the Group unless otherwise disclosed. The
maximum credit risk exposure related to financial assets is represented by the carrying value at the
balance sheet date.

Liquidity risk
Liquidity risk is the risk that the Group will be unable to meet its cbligations as they fall due owing to

insufficient financial resources. The Group manages liquidity risk by maintaining adequate reserves and
banking facilities and continually monitering forecast and actual cash flows.

The table below summarises the maturity profile of the Group's financial liabilities at 31 March 2013 and 31
March 2012 based on contractual undiscounted payments:

Less
On than 3 3to12 Ttob Over 5
demand months months years years Total
£000s £000s £000s £000s £000s £000s
Trade and other payables
Al 31 March 2013 - 5,483 - - 5,483
At 31 March 2012 - 6,130 6,130
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19. Financial instruments (continued)
Fair values of financial assets and financial liabilities

Set out below is a comparison by category of carrying amounts and fair values of all the Group’s financial
instruments that are carried in the financial statements:

Carrying amount Fair value
2013 2012 2013 2012
£000s £000s £000s £000s
Financial assets
Loans and receivables 1,201 1,116 1,201 1,116
Trade and other receivables 3,832 3,816 3,832 3,816
Loans receivable 195 166 185 166
Financial liabilities
Trade and other payables 5,483 6,130 5,483 6,130

The fair values of Loans and receivables and Loans receivable have been calculated by discounting the
expected future cash flows at prevailing market interest rates for instruments with substantially the same
terms and characteristics.

The carrying value of short term receivables and payables are assumed to approximate their fair value
where the effects of discounting are not material.

20. Pensions

The Group's employees are members of two final salary defined benefit pension schemes — the Highlands
and Islands Airports Pension Scheme (HPS) and the Tayside Superannuation Fund (TSF). Group member
numbers of each fund at 31 March 2013 were 438 (2012; 445) and 53 (2012: 53). Both schemes are
operated and located in the United Kingdom and require contributions to be made to separately
administered funds.

The values of the schemes obligations have been determined by a qualified actuary based on actuarial
valuations as at 31 December 2010 for the HPS and 31 March 2011 for the TSF, both updated to the
balance sheet date.
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The assets and liabilities of the schemes at 31 March are:

At 31 March 2013

HPS TSF Total
£000s £000s £000s
Scheme assets at fair value
Equities 47,267 2,673 49,940
Gilts 8,863 264 9,127
Other bonds 25,275 414 25,689
Property - 339 339
Cash 656 75 731
Fair value of scheme assets 82,061 3,765 85,826
Present value of scheme liabilities {97,795) {3,776) (101,571)
Defined benefit pension scheme deficit {15,734) {11) {15,745)
At 31 March 2012
HPS TSF Total
£000s £000s £000s
Scheme assets at fair value
Equities 41,010 2,038 43,048
Gilts 7,905 240 8,145
Other bonds 21,317 330 21,647
Property - 330 330
Cash 353 60 413
Fair vatue of scheme assets 70,585 2,998 73,583
Present value of scheme liabilities (78,250) {3,372) (81,622)
Defined benefit pension scheme deficit {7,665) (374) (8,039)

The amounts recognised in the Group income statement and in the Group statement of comprehensive

income for the year are analysed as follows:

Year ended 31 March 2013

HPS TSF Total
£000s £000s £000s
Recognised in Income statement
Current service cost 3,340 212 3,552
Past service cost - - -
Recognised in arriving at cperating loss 3,340 212 3,552
Expected return on scheme assets (4,439) {191) (4,630)
Interest cost on obligations 4,059 156 4,215
Other finance (revenue) (380) (35) (415)
Taken to the Statement of comprehensive
income
Actual retumn on scheme assets 9,460 525 9,985
Less: expected retumn on scheme assets (4,439) {191) {4,630)
5,021 334 5,355
Other acluarial (losses) and gains (12,784) (2) {12,786}
Actuarial {losses) recognised in the Statement
of comprehensive income (7,763) 332 (7,431)
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20. Pensions (continued)
Year ended 31 March 2012

HPS TSF Total
£000s £000s £000s
Current service cost 3,272 153 3,425
Past service cost - - -
Recognised in arriving at operating loss 3,272 153 3,425
Expected return on scheme assets (4,502) (207) {4,709)
Interest cost on obligations 4,088 133 4,221
Other finance (Revenue) (414) (74) (488)
Taken to the Statement of comprehensive
income
Actual return on scheme assets 2,243 1 2,254
Less: expected return on scheme assets (4,502} (207) {4,709)
(2,259} (196) (2,455)
Other actuarial gains (2,807) 13 {2,794)
Actuarial gains recognised in the Statement of
comprehensive income {5,066) {183) {5,249)

Changes in the present value of the defined benefit obligations are analysed as follows:

HPS TSF Total

£000s £000s £000s

Defined benefit obligation at 1 April 2012 78,250 3,372 81,622
Current service cost 3,340 212 3,552
Past service cost - - -
Interest cost 4,059 156 4,215
Benefits paid (1,410) (47) {1,457}
Contributions by scheme participants 772 81 853
Actuanal Losses 12,784 2 12,786
Defined benefit obligation at 31 March 2013 97,795 3,776 101,571

Changes in the fair value of scheme assets are analysed as follows:

HPS TSF Total

£000s £000s £000s

Fair value of scheme assets at 1 April 2012 70,585 2,998 73,583
Expected return on scheme assets 4,439 191 4,630
Contributions by employer 2,654 208 2,862
Contributions by scheme participants 772 81 853
Benefits paid (1,410) (47} (1,457)
Actuarial Profit 5,021 334 5,355
Fair value of scheme assets at 31 March 2013 82,061 3,765 85,826

The Group expects to contribute £2,951,000 to its defined benefit pension plans in 2013/14.
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20. Pensions (continued)

Pension contributions are determined with the advice of independent qualified actuaries, Barnett
Waddingham, on the basis of annual valuations using the projected unit credit method. The projected unit
credit method is an accrued benefits valuation method in which the scheme liabilities make allowance for
future earnings. Scheme assets are stated at their market values at the respective balance sheet dates
and overall expected rates of return are established by applying published brokers’ forecasts to each
category of scheme assets.

HPS TSF
2013 2012 2011 2013 2012 2011
(%) (%) (%) (%) (%) (%)

Main assumptions:

Rate of salary increases 3.60 3.50 375 34 3.30 3.50
Rate of increase in pensions in
payment 3.60 3.50 3.75 2.6 2.50 2.70
Discount rate 4.65 5.10 5.85 4.7 4.60 5.50
Expected rate of return on assets nia* 6.20 6.70 nfa* 6.10 7.30
RPI Inflation 3.60 3.50 3.75 34 3.30 3.50
Post-retirement mortality rate (in years)
Current pensioners at 65 — Male 226 225 244 20.6 20.6 21.4
Current pensioners at 65 - Female 24.7 24.6 27.9 22.9 22.8 244
Future pensioners at 65 — Male 249 248 26.5 219 21.8 223
Future pensioners at 65 — Female 271 27.0 30.0 245 24.4 25.3

*revisions to IAS19 mean that from next year the expected return on the Scheme’s assets will be
calculated using the same rate as the discount rate assumptions.

Discount rate

The discount rate on the HPS scheme is the yield on the Merrill Lynch Non gilts AA Over 15 year Index
The discount rate on the TSF scheme is the yield on the iBoxx AA rated over 15 year corporate bond index
as at 31 March 2013.

Expected rate of retum on assefs

The expected rate of return on assets is based on the long-term future expected investment return for each
asset class as at the beginning of the period (i.e. as at 1 April 2013 for the year to 31 March 2014). The
return on gilts and other bonds are assumed to be the gilt yield and corporate bond yield (with an
adjustment to reflect default risk) respectively at the relevant date. The retun on equities and property is
then assumed to be a margin above gilt yields.

Mortality
For both schemes, the mortality rates have been updated to be based on the most recent results of the
actuarial valuations.

For the HPS, the S1PA table has been used making allowance for future improvements to be in line with
the 2009 CMI projection model with a long term improvement rate of 1.5% per annum and the projection is
made based on the individual year of birth of each member.

For the TSF, the S1PA table has been adjusted by 120% (to reflect the particular characteristics of the
scheme) making aliowance for future improvement to be in line with the 2011 CMI projection model with a
long term improvement rate of 1% and the projection is made based on the individual year of birth of each
member.

The “*Current” disclosures above relate to assumptions based on longevity (in years) following retirement at
the balance sheet date, with “Future” being that relating to an employee retiring in 20 years time.
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20. Pensions (continued)

Sensitivities

The resulis stated in the tables above are sensitive to the assumptions used. Changing the assumptions
will have the following approximate effect on the HPS scheme liabilities (and hence the deficit at the end of
the year assuming all else is equa):

Change in assumption Change
mortality
assumption
to STPA with
CMI 2009 Reduce
projection discount Increase
improvement rate inflation
by 1 year by 0.25% by 0.25%
£000s £000s £000s
Fair value of scheme assets 82,061 82,061 82,061
Present value of defined benefit obligation (100,050) (104,497} {104,439)
Defined benefit pension scheme deficit (17,989) (22,436) (22,378}

In respect of the TSF scheme, the following table sets out the impact of a change in the discount rates on
the defined benefit obligation and projected service cost, along with a +/- 1 year age raling adjustment to
the mortality assumption:

Change in assumption +0.1% -0.1% + 1 year -1 year

£000s £000s £000s £000s
Present value of defined benefit obligation 3,610 3,862 3,594 3,875
Projected service cost 181 199 181 200

The projected pension expense for the year ending 31 March 2014 is as follows:

HPS TSF Total
£000s £000s £000s
Current service cost 3,728 190 3,918
Net Interest in defined benefit liability (asset) 765 (4) 761
Administration Expenses - 2 2
Total 4,493 188 4,681
Amounts for the current and previous four periods are as follows:
2013 2012 2011 2010 2009
£000s £000s £000s £000s £000s
HPS
Fair value of scheme assets 82,061 70,585 66,052 59,641 40,310
Present value of defined benefit
obligation {97,795) {78,250) (68,457) {64,470) (37,6986)
(Deficit) / surplus {15,734} {7,665) (2,405) {4,829) 2,614
Experience adjustment on plan liabilities 12,784 2,807 (3,453) 22,421 (12,288)
Experience adjustments on plan assets 5021 (2,259) {246) 14,210 (14,911)
2013 2012 2011 2010 2009
£000s £000s £000s £000s £000s
TSF
Defined benefit obligation (3,734) (3,372) (3,015) (3,261) (1,603)
Plan assets 3,720 2,998 2,680 2,287 1,448
(Deficit) (14) {374) {335) {974) (155)
Experience adjustment on plan liabilities - 504 - - -
Experience adjustments on plan assets 301 {201) 15 460 (468)
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21. Share capital

Group and Company

2013 2012

£000s £000s

Authorised shares 50 50

Allotted, called up and fully paid ordinary shares of £1 each 50 50
22. Cash generated from operations

2013 2012

£000s £000s

Operating (loss) (8986) (969)

Amortisation of intangibles 302 303

Depreciation of property, plant and equipment 7,446 7.118

Decrease/ (Increase) in inventories 6 (4)

Decrease in trade and other receivables (185) (353)

(Decrease)/ Increase in trade and other payables (1,717) 1,615

Movement in deferred subsidies (7,606) (7.428)

Fair value movement on investment properties (92) 99

Difference between pensicn contributions and charges 690 539

(Loss) on disposal of property, plant and equipment (24) {58)

Cash (Used in)/ Generated from operations (2,076) 860

23. Obligations under leases and hire purchase contracts
Operating lease agreements where the Group is the lessee

The Group has entered into commercial leases on cerntain property and items of machinery. These leases
have an average duration of between 2 and 10 years. Only property lease agreements contain an option
to extend, with such options exercisable six months before the expiry of the lease term.

Future minimum rentals payable under these nen-cancellable operating leases are as follows:

2013 2012

£000s £000s

Not later than one year 44 46
After one year but not more than 5 years 167 166
Later than 5 years 120 120
3N 332
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24. Related party disclosure

During the year the Group entered into transactions, in the ordinary course of business, with other related
parties. Transactions entered into, and trading balances outstanding at 31 March with other related
parties, are as follows:

Purchases Amounts Amounts

Sales to from owed by owed to
related related related related
party party party party
£000s £000s £000s £000s
Related party
Joint ventures:-
Inverness Airport Business Park Limited 2013 2 - 195 -
2012 82 - 166 -
In relation to key management personnel:- - -
Caledonian Air Surveys Ltd 2013 2 -
Director: T Whittome 2013 1 - - -
VisitScotland 2013 - 17 - 5

The Group has taken advantage of the exemption available in IAS 24 Related party disclosures paragraph
25 for government related entities in relation to related party transactions and outstanding balances,
including commitments with Scottish Government (the ultimate controlling party of the Group). The
significant transactions between the Group and Scottish Government are the subsidies, disclosed in note 4.

Loans to related party
Amount owed by

related party
£000s

Joint ventures
Inverness Airport Business Park Limited 2012 1,201
2012 1,116

The loan made to IABP is not interest bearing. Further details are provided in note 13.
Controlling party

The Company's ultimate controlling party is the Scottish Ministers who own the entire share capital.
25. Commitments and contingencies
Capital Commitments

At 31 March 2013, amounts contracted for but not provided in the financial statements for the acquisition of
property, plant and equipment amounted to £7,415,500 for the Group (2012: £4,306,000) and £7,330,500
for the Company {2012: £4,237,000}.

Contingent liabilities

The Company has guaranteed the bank overdraft of a joint venture {o the extent of £100,000. This has not
been utilised at 31 March 2013. The risk of default by this joint venture is considered fow, and as such the
initial fair value of this guarantee has been assessed as nil.

26. Capital management

The primary cobjective of the Group's capital management is to ensure that it maintains a strong credit
rating and healthy capital ratios in order to support its business and maximise shareholder value.

The Greup manages its capital structure and makes adjustments to it in light of changes in economic
conditions. To maintain or adjust the capital structure, the Group may adjust dividend payments to
shareholders, return capital to shareholders or issue new shares. No changes were made in the
objectives, policies or processes during the years ended 31 March 2012 and 31 March 2013.

The Group’s capital structure consists of equity attributable to the equity holders of the parent, comprising
share capital, reserves and retained earnings.
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Highlands and Islands Airports Limited is subject to economic regulation under the Airports Act 1988 which
requires it to hold permissions from the Civil Aviation Authority to levy airport charges.

Operational activities are required to be allocated between airport charges levied in connection with the
landing, parking and taking off of aircraft (including passenger related charges) and other operational
income.

All revenue and costs from non-operational activities, such as items where the income is not primarily from
airport users, is required to be shown in a separate category.

Costs have been apportioned on a basis obtained b'y an anatysis of 1994/95 actual expenditure.

£000s
AIRPORT OPERATIONAL ACTIVITIES
Airpert income
Airport charges 15,056
Subsidies 18,328
Costs {35,861)
(2,477)
Other income
Revenue 3,075
Costs {1,494)
1,581
NON-OPERATIONAL ACTIVITIES
The Group has no such activities under the Act -
Group operating loss for the year 896

Unless specified elsewhere in these financial statements, the Group received no preferential treatment or
financial support from any associated person or organisation during the period of these financial
statements other than from Scottish Government subsidies.
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