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REPORT OF THE DIRECTORS

Directors

J K Crnuickshank
I Robertsen
JCONeil

The Directors submut thewr report and audited accounts of the Company for the year ended 31
December 2006

Activity and review of business

The Company’s principal activity 1s the ownership and development of land

Results and Davidends

The profit after tax for the Company for the year to 31 December 2006 was £1,524,428 (2005 loss
of £48,640) A dividend of £880,000 was paid during the year (2005 £NIL)

Gomng Concern

The Directors are satisfied that the Company has adequate resources to continue mn business for the
foreseeable future and consequently the going concern basis contmues to be appropriate 1n preparmg
the accounts

Directors and their interests

The Dhirectors at the date of this report are as stated on page 2

Dates of appomntment and resignation were as follows

Director Date of Appointment Date of Resignation
J C O'Neil 7 July 2006

The other Directors all served throughout the year
Durectors’ beneficial interests in the ordimary shares of HBOS ple dunng the year were as follows
(References to "HBOS plc shares" are to ordinary shares of 25p each i HBOS plc)

During the year no Director had any beneficial mterest in the share capital of the Company or of any
other Group undertaking other than in HBOS ple, the ultimate holding company

The beneficial interests of the Directors and theirr immediate farmlies m HBOS plc shares are set out
below

At311205
or date of appointment 1f later At311206
HBOS ple shares HBOS ple shares
YK Cruickshank 29,657 33,780
I Robertson 64,573 84,658

JC O'Nell 14,153 15,545
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REPORT OF THE DIRECTORS (continucd)

Directors and their interests (continued)

Short term Incentive Plan — HBOS scheme and former Halifax scheme

Certain Directors have conditional entitlements to shares ansmg from the annual incentive plan  Where the
annual incentive for any year was taken in shares and these shares are retained 1n trust for three years, the
following shares will also be transferred to the Directors

Grant effective from Shares as at 31 12 06
J K Cruickshank March 2004 1,583
March 2005 1,233
March 2006 1,060
I Robertson March 2004 1,603
March 2005 5,669
March 2006 3,332
J CO'Neal March 2004 715
March 2005 655
March 2006 563

Long term Incentive Plan — HBOS scheme and former Halifax scheme

Details of the shares which have been conditionally awarded to Directors under the plans are set out below
The conditions relating to the long term incentive plan may be found in the HBOS plc Annual Report &
Accounts 2006

Added as a
result of
performance
At311205 (ncluding
Grant or date of  Granted (G} Dividend on dividend
effecuive  appomtment or lapsed (1) remvestment remvestment Released At
from if later 10 vear shares shares) n year 311206
I Robertson January 17,708 2,748 16,978 37,434
2003
January 25,104 25,104
2004
January 21,428 21,428
2005
January 20,481 (G) 20,481
2006

Shares granted under these plans can crystallise at any level between 0% and 200% of the conditional
award noted in the above table, dependant upon performance  The performance period for the January
2003 grant ended on 31 December 2005 and, mn hight of the performance outcome, grants were released at
183% of the conditional award On maturity, dividend remvestment shares equivalent to approximately
15 5% of the onginal conditional grant were also released to participants in accordance with the rules of the
plan
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REPORT OF THE DIRECTORS {continued)

Directors and their interests (continued)

Long term Incentive Plan

HBOS Scheme, former Bank of Scotland scheme and former Hahfax Scheme

Share options granted between 1995 and 2000 under the Bank of Scotland Executive Stock Option Scheme
1995 are subject to performance pre conditions which have now been satisfied Share options granted
under other plans are not subject to a performance precondition Details of the options outstanding under

these plans are set out below

Options outgtanding At
31 12 05 or date of

appomtment
J K Crurckshank 12,519
I Robertson 57,000
JC ONeil 2,793

Sharesave Plan

Share options granted under these plans are set out below

At311205
J K Cruickshank 2,887
I Robertson 2,933
JC O'Nell 4,114

Granted (G), lapsed (L) or

exercised (E) n year At311206
12,519
7,000 (E) 50,000
2,793

Granted (G) lapsed (L) or

exercised (E) n year At311206
2,887
1,581(E) 1,352
177 (Q)
773 (E) 3,518

Options under these plans were granted using mddle market prices shortly before the dates of the grants,

discounted by 20%
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REPORT OF THE DIRECTORS (continued)

Company Secretary

A 1 Macrae

Audit Information

The Directors who held office at the date of approval of this Directors' Report confirm that, so far as they
each are aware, there 18 no relevant audit information of which the Company's audhtors are unaware, and
each Director has taken all the steps that he ought to have taken as a Director to make himself aware of any
relevant audit information and to establish that the Company's auditors are aware of that information

Auditors

In accordance with s 386 of the Companies Act 1985 (as amended), the Company has elected to dispense
with the obligation to appoint auditors annually Accordingly, KPMG Audit Plc wall continue n office as
auditors

By Order of the Board,

b

crae
Secretary
L2nd /%/W? 2007

Regstered Office
Level 1

Citymark

150 Fountambndge
EDINBURGH
EH3 9PE



WEST CRAIGS LIMITED (formerly known as Meadowfield Developments Linuted)

Income statement

For the year ended 31 December 2006

Sale of crop
Cost of sales
Gross loss

Profit on disposal of investments
Operating expenses

Other mncome
Other expenses
Net other income

Operating profit/(loss) before financing costs

Financial income
Financial expense

Net financing costs
Profit/(Loss) before tax

Income tax credit
Profit/(Loss) after tax for the year

Attributable to:
Equuty holders
Profit/(Loss) for the year

The notes on pages 11 to 17 form part of these accounts

Note

2006 2005
£ £
38,624
(47,774)
(9,150)
1,552,986
(14,522) (12,895)
28,610 13,401
(2,000) (1,325)
26610 _ 12,076
1,555,924 (819)
1,539 2,119
(45,274) (70,785)
(43,735) (68,666)
1,512,189 (69,485)
12,239 20,845
1,524,428 (48,640)
1,524,428 (48,640)
1,524,428 (48,640)




WEST CRAIGS LIMITED (formerly known as Meadowficld Developments Limited)

Statement of recognised Income and expense

For the year ended 31 December 2006

Note
Profit/(Loss) for the year
Total recognised income and expense for the year 13
Attributable to:
Equity holders

Profit/(Loss) for the year

The notes on pages 11 to 17 form part of these accounts

2006 2005

£ £
1,524,428 (48,640)
1,524,428 (48,640)
1,524,428 (48,640)
1,524,428 (48,640)




WEST CRAIGS LIMITED (formerly known as Meadowfield Developments Limited)

Balance sheet

As at 31 December 2006

Assets

Investment 1n subsidiary undertaking
Deferred tax assets

Total non current assets

Inventones

Income tax recervable
Trade and other recervables
Cash and cash equmvalents
Total current assets
Total assets

Equity
Issued capital
Retained earnings

Total equity

Liabilities

Amount due to fellow subsidiary undertaking

Trade and other payables
Total current habilities
Total liabilities

Total equity and habilities

Note

10

11
12

13
13

14

The notes on pages 11 to 17 form part of these accounts

2006 2005

£ £

2

31,927

31,929

1,573,661 1,306,070
12,239 21,683
7,347 9,279
71,614 8,730

TT1,664,861 71,345,762

1,664,861 1,377,691
100 100
381,854 (262,574)
381,954 (262,474)
1,090,787 1,575,868
192,120 64,297
1,282,907 1,640,165
1,282,907 1,640,165
1,664,861 1,377,691

Approved by the board at a meetng on the 21* February 2007 and signed on 1ts behalf by

/\b.\'\\.ﬁ.-.._/\n-‘

——

Durector

Darector
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Statement of cash flows

For the year ended 31 December 2006

Note
Cash flows from operating activities
Operating Profit/(loss)
(Increase) in mventories
Decrease 1 trade and other receivables
(Decrease)/increase 1n amounts due to fellow subsidiary
undertaking
Increase 1n trade and other payables
Profit on sale
Cash generated from operations

Interest paid
Income taxes received
Net cash from operating activities

Cash flows from 1nvesting activities
Interest received

Sales of investment m subsidiary undertaking
Net cash from investing activities

Cash flows from financing activities
Dividends Paid
Net cash from financing activities

Net increase 1n cash and cash equivalents
Cash and cash equivalents at 1 January

Cash and cash equivalents at 31 December 12

The notes on pages 11 to 17 form part of these accounts

2006 2005
£ £
1,555,924 (819)
(267,591) (154,199)
1,932 3,412
(530,349) 130,784
127,823 39,446
(1,552,986)
(665,247) 18,624
(6) (70,785)
53,610 58,772
(611,643) 6,611
1,539 2,119
1,552,988
1,554,527 2,119
(880,000)
(880,000)
62,884 8,730
8,730
71,614 8,730
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Notes to the financial statements

1. Sigmficant accounting pohcies

West Craigs Limited (the “Company™) 1s a company domiciled i Scotland

The financial statements were authorised for 1ssue by the directors on 21" February
2007

(a)

(b)

Statement of comphance

The 2006 statutory financial statements set out on pages 7 to 17 have been prepared m
accordance with International Fmancial Reporting Standards as adopted by the European Union
('IFRS")

The standards adopted by the Company are those endorsed by the European Umion and effective
at the date the IFRS financial statements are approved by the Board

The accounts also comply with the relevant provisions of Part VII of the Compames Act 1985,
as amended by the Compames Act 1985 (International Accounting Standards and Other
Accounting Amendments) Regulations 2004

Basis of preparation
The financial statements have been prepared on a historical cost basis

(c) Adopted IFRS not yet apphed

G

IFRS 7 "Financial Instruments Disclosures” and the "Capatal disclosure amendment” to IAS 1
"Presentation of Financral Statements” which are apphicable for periods commencing on or after
1 January 2007 have not been applied The application of these standards in 2006 would not
have affected the balance sheet or income statement as they are only concerned with disclosure

Inventories
Inventonies are stated at lower of cost and net realisable value

(e) Trade and other receivables

0

®

Trade and other recervables are stated at their cost less imparrment losses

Cash and cash equivalents

Cash and cash equivalents are held for the purpose of meeting short term cash commtments
rather than mvesting or other purposes Cash and cash equivalents consist of cash balances at
banks that are freely available

Impairment

The carrying amounts of the Company’s assets, and deferred tax assets, are reviewed at each
balance sheet date ta deterrune whether there 1s any mdication of impairment If any such
dication exists, the asset’s recoverable amount 15 estimated

An mmparrment loss 1s recogmsed whenever the carrymmg amount of an asset or its cash
generating umit exceeds 1ts recoverable amount Impairment losses are recognised 1n the income
statement
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Notes to the financial statements (continued)

Significant accounting policies (continued)

1)

(1) Calculation of recoverable amount

The recoverable amount of other assets 15 the greater of their net selling price and value 1n use
In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre tax discount rate that reflects current market assessments of the time value of money
and the nisks specific to the asset For an asset that does not generate largely mdependent cash
inflows, the recoverable amount 18 determuned for the cash generating umt to which the asset
belongs

(u) Reversals of impairment

An 1mpairment loss m respect of a receivable carried at amortised cost 15 reversed if the
subsequent 1ncrease 1n recoverable amount can be related objectively to an event occurring after
the impairment loss was recogmsed

In respect of other assets, an impairment loss 1s reversed if there has been a change n the
eshimates used to deternune the recoverable amount

An 1mpairment loss 1s reversed only to the extent that the asset’s carrymng amount does not
exceed the carrying amount that would have been determuned, net of depreciation or
amortisation, 1f no impairment loss had been recogmsed

Trade and other payables
Trade and other payables are stated at cost

Expenses

(1) Net financing costs
Net financing costs comprise mterest payable on borrowings calculated using the effective
interest rate method

Interest income 1s recognised m the mcome statement as 1t accrues, using the effective nterest
rate method

Taxation

Income tax on the profit or loss for the year compnises current and deferred tax Income tax 1s
recogmused in the mncome statement except to the extent that 1t relates to items recogmsed
directly m equity

Deferred tax 1s provided using the balance sheet labihty method, providing for temporary
differences between the carrymg amounts of assets and habilites for financial reporting
purposes and the amounts used for taxation purposes The amount of deferred tax provided 1s
based on the expected manner of realisation or settlement of the carrying amount of assets and
habilities, using tax rates at the balance sheet date
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Notes to the financial statements (continued)

2. Operating expenses

Property expenses
Other operating expenses
Total operating expenses

3. Other Income

Rental ncome
Other Income

4. Other expenses

Audit fee

5. Net financing costs

Interest income
Financial income

Interest expense
Financial expenses
Net financing costs

6. Income tax credit

Recogmsed in the income statement

Current tax credit
Current year
Adjustment for prior years

Deferred tax expense
Prior year adjustment
Total income tax credit in income statement

2006 2005
£ £
8,827 12,895
5,695
14,522 12,895
2006 2005
£ £
18,548 13,401
10,062
28,610 13,401
2006 2005
£ £
2,000 1,325
2006 2005
£ £
1,539 2,119
1,539 2,119
(45,274) (70,785)
(45,274) (70,785)
(43,735) (68,666)
2006 2005
£ £
(12,239) (20,845)
(31,927)
(44,166) (20,845)
31,927
(12,239) (20,845)
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Notes to the financial statements (continued)
6. Income tax credit (continued)

Reconcihation of effective tax rate

Profit/(loss) on ordinary activities before tax

Profit/(loss) on ordmary activihes multiphed by the standard rate of

corporation tax i the UK of 30%
Utilisation of tax losses
Total mcome tax (credit) in mncome statement

7. Current tax assets and habilities

2006 2005
£ £
1,512,189 (69.485)
453,657 (20,845)
(465,896)
(12,239) (20,845)

The current tax asset of £12,239 (2005 £21,683) represents the amount of income taxes payable 1n respect

of the current peniod

8. Investment in subsidiary undertakings

At 1 January 2006
Disposal 1n year
At 31 December 2006

9, Deferred tax assets and liabilities

Recognised deferred tax assets and habilities
Deferred tax assets are attributable to the followmng

Inventories
Total deferred tax asset

Movement in temporary differences 1n the year

Inventories

Inventories

£
2
)]
Assets
2006 2005
£ £
. 31,927
31,927
Balance at Recogmsed Balance at 31
1 Jan 2006 in income Dec 2006
£ £ £
31,927 (31,927)
Balance at Recognised Balance at 31
1 Jan 2005 1n income Dec 2005
£ £ £
31,927 31,927
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Notes to the financial statements (continued)
10. Inventories
2006 2005
£ £
At 1 January 1,306,070 1,151,871
Additions 315,128 154,159
Sale of crops (47,531
At 31 December 1,573,661 1,306,070
11. Trade and other recervables
2006 2005
£ £
Trade and other recervables 7,347 9,279
12. Cash and cash equivalents
2006 2005
£ £
Bank balances 71,614 8,730
Cash and cash equivalents m the statement of cash flows 71,614 8,730
13. Capntal and reserves
Reconcihiation of movement in capital and reserves
Attributable te equity holders of the parent
Share Retained Total equity
capital earnings
£ £ £
Balance at 1 January 2005 100 (213,934) (213,834)
Total recogmised mcome and expense . (48,640) (48,640)
Balance at 31 December 2005 100 (262,574) (262,474)
Balance at 1 January 2006 100 (262,574) (262,474)
Total recogmsed mcome and expense 1,524,428 1,524,428
Dividend Paid (880,000) (880,000)
Balance at 31 December 2006 100 381,854 381,954
Share capital and share premium
Ordinary shares
2006 2005
£ £
On 1ssue at 1 January and at 31 December 100 100

At 31 December 2006, the authonised share capital comprised 100 £1 ordmary shares (2005 100)

The holder of the Ordinary Shares 1s entitled to receive dividends as declared from time to tume and is

entitled to vote at meetings of the Company
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Notes to the financial statements (continued)

14. Trade and other payables

2006 2005

£ £

Other trade payables 190,620 63,297
Non trade payables and accrued expenses 1,500 1,000
192,120 64,297

15. Financial instruments

Exposure to credit and interest rate risk anises in the normal course of the Company’s busmess Credit nsk
and mterest rate risk are managed by the Company’s wlimate parent company, HBOS plc  Details of the
peolicies n place can be found 1n HBOS ple Annual Report and Accounts

Effective interest rates and maturity analysis
In respect of mcome earmng financial assets and interest bearing financial liabilities, the following table
indicates thewr effective interest rates at the balance sheet date and the penods 1n which they mature

Note Effective 2006 6 months  Erecyive 2005 6 months

Interest  Total or less Interest ~ Lotal or less
rate £ £ rate
Cash and cash equvalents 12 4 64% 71,614 71,614 4 5% 8,730 8,730
71,614 71,614 8,730 8,730

Fair values
The fair values together with the carrying amounts shown 1n the balance sheet are as follows

Carrying Far  Carrying Fair
amount value amount value

2006 2006 2005 2005

£ £ £ £

Note

Trade and other recervables 11 7,347 7,347 9,279 9,279
Cash and cash equivalents 12 71,614 71,614 8,730 8,730
Amount due to fellow subsidiary undertaking (1,090,787) (1,090,787) (1,575,868) (1,575,868)
Trade and other payables 14 (192,120)  (192,120) (64,297) (64,297)

(1,203,946) (1,203,946) (1,622,156) (1,622,156)

Unrecogrused (losses) / gans

r—————————

Estimation of faxr values
The foliowmg summarises the major methods and assumptions used mn estimating the fairr values of
financial instruments reflected n the table

Trade and other receivables/ payables
For receivables /payables with a remamning life of less than one year, the notional amount 15 deemed to
reflect the fair value All other receivables/ payables are discounted to determme the fair value
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Notes to the financial statements {(confinued)

16. Operating Leases
The Company leases out various buiidings which are terminable by the Company within periods of less
than one year The rental mcome relates to rent due to the company under these operating leases

17. Parent Undertakings

HBOS plc 1s the ultimate parent undertaking of West Craigs Limuted and heads the largest Group mto
which the accounts of the company are consohdated The consolidated accounts of HBOS plc may be
obtamed from 1its head office at The Mound, Edinburgh EH1 1YZ

The Govemnor and Company of the Bank of Scotland heads the smallest group mto which the accounts of
the Company are consolidated The accounts of Bank of Scotland may be obtained from its head office at
The Mound, Edinburgh EH1 1YZ

18. Related parties

The company has a related party relationslip with its mtermediate parent company The Governor and
Company of the Bank of Scotland A number of banking transactions are entered mto with The Governor

and Company of the Bank of Scotland in the normal course of business including loans and deposits

The Company also has a related party relationship wath its fellow subsidiary undertaking Honzon
Resources Limited This relationship has arisen due to the provision of funding to the Company

Details of the related party transactions during the year are disclosed below

Nature of Related Qutstanding | OQutstanding | Income/ 2005 Disclosure in
transaction Party balance at 1 balance at 31 | expense Comparative | financial
January December included in statements
2006 2006 mcome
statement for
the year
ended 31
December
2006
£ £ £ £
Intercompany | Honzon 1,575,868 1,090,787 Amount due
payable Resources to fellow
Linuted subsidiary
undertaking
Interest The 1,539 2,119 Fmancial
receivable Governor mcome
and
Company of
Bank of
Scotland
Interest Honzon 45,274 70,785 Financial
payable Resources expenses
Limited
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Statement of directors’ responsibilities in respect of the Directors' report and the financial
statements

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

Company law requires the directors to prepare company financial statements for each financial year Under
that law the directors have elected to prepare the company financial statements in accordance with [FRSs as
adopted by the EU

The company financial statements are required by taw and IFRSs as adopted by the EU to present faurly the
financial position of the company and the performance for that period, the Compames Act 1985 provides in
relation to such financial statements that references mn the relevant part of that Act te financial statements
giving a true and fair view are references to their achieving a fair presentation

In prepaning these company financial statements, the directors are required to

* select suitable accounting policies and then apply them consistently,

¢ make judgments and estimates that are reasonable and prudent,

+ state whether they have been prepared i accordance with TFRSs as adopted by the EU, and

* prepare the financial statements on the going concern basts unless 1t 1s appropriate to preswme that
the company will continue 1n business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy
at any time the financial position of the company and enable them to ensure that 1ts financtal statements
comply with the Compames Act 1985 They have general responsibility for taking such steps as are
reasonably open to them to safeguard the assets of the company and to prevent and detect fraud and other
wrregularities

Under applicable law and regulations, the Directors are also responsible for preparing a Directors' Report
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF WEST CRAIGS LIMITED

We have audited the financial statements of West Craigs Limited for the year ended 31 December 2006
which comprise the Income Statement, the Balance Sheet, the Cash Flow Statement, the Statement of
Recognised Income and Expense and the related notes These financial statements have been prepared under
the accounting policies set out theremn

This report ts made solely to the company’s members, as a body, in accordance with section 235 of the
Compantes Act 1985 Our audit work has been undertaken so that we might state to the company’s members
those matters we are required to state to them m an auditor’s report and for no other purpose  To the fullest
extent permutted by law, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for this report, or for the opimions we have formed

Respective responsibilities of directors and auditors

The directors™ responsibilities for preparing the financial statements m accordance with applicable law and
International Financial Reporting Standards {(IFRSs) as adopted by the EU are set out i the Statement of
Directors’ Responsibilities on page 18

Our responsiahity 1s to audit the financial statements 1in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Iretand)

We report to you our option as to whether the financial statements give a true and fair view and whether the
financial statements have been properly prepared m accordance with the Compames Act 1985 We also
report to you whether i our opmion the mformation given mn the Directors' Report 1s consistent with the
financial statements

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

We read the Directors' Report and consider the mmphcations for our report if we become aware of any
apparent nusstatements within 1t

Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 1ssued by
the Auditing Practices Board An auwdit mcludes exarmnation, on a test basis, of evidence relevant to the
amounts and disclosures in the financial statements [t also mncludes an assessment of the sigmificant
estimates and judgments made by the directors in the preparation of the financial statements, and of whether
the accounting policies are appropriate to the company’s circumstances, consistently applied and adequately
disclosed

We planned and performed our audit so as to obtamn all the information and explanations which we
considered necessary 1n order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from matenial musstatement, whether caused by fraud or other uregulanty or
error In formung our opimon we also evaluated the overall adequacy of the presentation of information 1n the
financial statements

Opinion

In our opinton

+ the financial statements give a true and fair view, in accordance with IFRSs as adopted by the EU, of the
state of the company’s affairs as at 31 December 2006 and of 1its profit for the year then ended,

e the financial statements have been properly prepared n accordance with the Compames Act 1985 and,
the information given mn the Directors’ Report 1s consistent with the financial statements

Idone e Ple

KPMG Audit Plc

Chartered Accountants

Registered Auditor

Edinburgh 27 kb, 2007




