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AIRBLES CONSTRUCTION {(No 2 ) LIMITED
DIRECTORS' REPORT

The directors present their report and the audited financial statements for the year ended
31 December 2006

PRINCIPAL ACTIVITY

The company intends to enter into a contract for a future build with The Governor and Company
of the Bank of Scotland incorporated by the Act of Scottish Parliament in 1695

BUSINESS REVIEW

No butlding contracts were undertaken dunng the current or proceeding year
RESULTS AND DIVIDEND

No activities were undertaken during the current or preceding year
DIRECTORS AND DIRECTORS' INTERESTS

The directors at the date of this report are as listed on page 2

Diwrectors’ beneficial interest in the ordinary shares of HBOS plc during the year were as
follows: -

{References to "HBOS plc shares™ are to ordinary shares of 25p each in HBOS plc)

During the year, no director had any beneficial interest in the share capital of the company or of
any group undertaking other than i HBOS plc, the ullimate holding company

The beneficial interests of the directors and their immediate families in HBOS plc shares are set
out below

At
31 December 2005 or date of At
appointment if later 31 December 2006
HBOS plc shares HBOS plc shares
A Allen 2,192 2,508
D Fisher 58,929 58,443

Short term Incentive Plan - HBOS scheme and former Halifax scheme

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

Grant effective from Shares at 31 December 2006

A Allen March 2006 1,850
D Fisher March 2004 4,120
Apnl 2005 5,366

March 2006 4,960




AIRBLES CONSTRUCTION (No 2.} LIMITED
DIRECTORS' REPORT

DIRECTORS AND DIRECTORS' INTERESTS (Cont'd}

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

At 31
December
2005 or date Granted
of (G) or Added as a Dividend
Grant appointment lapsed (L) resultof reinvestment Released
effective from if later In year performance shares in year
D Fisher January 2003 17,291 16,578 2,683 36,552
January 2004 18,596
January 2005 18,253
January 2006 16,385(G)

At 31
December
2006

18,506
18,253
16,385

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, in the hght of the
performance outcome, grants were released at 183% of the conditional award On matunty,
dividend reinvestment shares equivalent to approximately 15 5% of the oniginal conditional grant

were also released to participants in accordance with the rules of the plan

Sharesave Plan

Share opticns granted under these plans are set out below

At Granted (G), lapsed (L) At
31 December 2005  or exercised (E) in year 31 December 2006
D Fisher 3,936 3,936

Options under these plans were granted using middle market prices shortly before the dates of

the grants, discounted by 20%




AIRBLES CONSTRUCTION {No 2 ) LIMITED
DIRECTORS®' REPORT

GOING CONCERN

The Directors are satisfied that Airbles Construction (No 2 ) Limited have adequate resources to
continue 1n business for the foreseeable future and consequently the going concern basis
continues to be appropnate in preparing the accounts

AUDIT INFORMATION
The Directors who held office at the date of approval of this Director's Report confirm that, so far
as they each are aware, there 1s no relevant audit information of which the Company’'s auditors

are unaware, and each Director has taken all the steps that they ought to have taken to
establish that the Company’s auditors are aware of that relevant audit information

AUDITORS AND ANNUAL GENERAL MEETING
Pursuant to a resolution passed by the members, the company has elected to dispense with the

holding of Annual General Meetings, of laying financial statements and reports before the
company In General Meeting, and with the obligation to reappoint auditors annually

By Order of The Board

WM POBbck

LJWBLACK
SECRETARY

The Mound
EDINBURGH
EHT 1YZ

Date ]\\\0\'[061




AIRBLES CONSTRUCTION (No 2.) LIMITED
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 n
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financtal year
Under that law they have elected to prepare the financial statements in accordance with IFRSs
as adopted by the EU

The financial statements are required by law to present fairly the financial position and
performance of the company, the Companies Act 1985 provides In relation to such financial
statements that references in the relevant part of that Act to financial statements giving a frue
and fair view are references to their achieving a fair presentation

In prepanng these 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 in accordance with IFRSs as adopted by the EU,
and

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

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

Under applicable law and regulations, the Directors are also responsible for preparing a
Director's Report



INDEPENDENT AUDITORS REPORT TO THE MEMBERS
OF AIRBLES CONSTRUCTION (No 2 ) LIMITED

We have audited the financial statements of Airbles Construction (No 2 ) Limited for the year
ended 31 December 2006 which comprise the Income Statement, the Balance Sheet, the Cash
Flow Statement and the related notes These financial statements have been prepared under
the accounting policies set out theremn

This report 1s made solely to the company’s members, as a body, in accordance with section
235 of the Companies Act 1985 Our audit work has been undertaken so that we might state to
the company’s members those matters we are required to state to them in an auditor's report
and for no other purpose To the fullest exient perrmitted by law, we do not accept or assume
responsibility to anyone other than the company and the company's members as a body, for our
audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Directors' Report and the financial statements in
accordance with applicable law and International Financial Reporting Standards (IFRSs} as
adopted by the EU are set out in the Statement of Directors’ Responsibiiittes on page 6

Our responsibility 15 to audit the financial statements in accordance with relevant legal and
regulatory requirements and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and
are properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS
Regutation ‘We also report to you if, in our opinion, the Directors’ Report 15 not consistent with
the financial statements, If the company has not kept proper accounting records, If we have not
received all the information and explanations we require for our audit, or if information specified
by law regarding directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the implications for our report iIf we become aware
of any apparent misstatements within it

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and
Ireland) 1ssued by the Auditing Practices Board An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the financial statements It also includes
an assessment of the significant estimates and judgments made by the directors in the
preparation of the financial statements, and of whether the accounting policies are approprate
to the company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to pravide us with sufficient evidence to give reasonable
assurance that the financial statements are free from matenal misstatement, whether caused by
fraud or other wregulanty or error In forming our opinion we also evaluated the overall
adequacy of the presentation of information In the financial statements




INDEPENDENT AUDITORS REPORT TO THE MEMBERS
OF AIRBLES CONSTRUCTION (No 2.) LIMITED {Cont'd)

Opinion
In our opinion

» 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 the result for
the year then ended,

+ the financial statements have been properly prepared in accordance with the Companies
Act 1985, and

the information glve in the Directors’ Report 1s consistent with the financial statements

KP udit Plc

Chartered Accountants 1 The Embankment
Registered Auditor Neville Street
LEEDS LS14DW

Date LO % Zc-a-




AIRBLES CONSTRUCTION (No 2 ) LIMITED
BALANCE SHEET AS AT 31 DECEMBER 2006

2006 2005
Note £ £ £ £
CURRENT ASSETS
Trade and other receivables 1 1
TOTAL ASSETS 1 1
EQUITY
Issued capital 2 1 1

TOTAL EQUITY AND LIABILITIES 1 1

The company has not traded since its incorporation and consequently there 1s neither a profit
nor a loss to report

k
These financial statements were approved by the Board of Directors on IO O:((OT and were
signed on Its behalf by

A ALLEN
DIRECTOR

INCOME STATEMENT

The company had no recognised gains or losses in the current or preceding financial year, other
than the income and expenses shown above, accordingly no statement of recognised income and
expenses s recognised

CASH FLOW STATEMENT
The Company had no cash flows in the current or preceding financial year

The notes on pages 10 to 11 form part of these financial statements



AIRBLES CONSTRUCTION (No 2.) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006

1. SIGNIFICANT ACCOUNTING POLICIES

11 STATEMENT OF COMPLIANCE

The 2006 statutory financial statements have been prepared in accordance with International
Financial Reporting Standards as adopted by the European Union ('IFRS’)

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

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

12  BASIS OF PREPARATION

The financial statements are presented In pounds sterling, rounded to the nearest pound They
are prepared on the historical cost basis and on a going concern basis

The preparation of financial statements in conformity with IFRS requires management to make
judgements, estimates and assumptions that affect the application of policies and reported
amounts of assets and habilities, income and expenses The estimates and associated
assumptions are based on histonical experience and vanous other factors that are believed to
be reasonable under the circumstances, the resuits of which form the basis of making the
Judgements about carrying values of assets and liabiities that are not readily apparent from
other sources Actual results may differ from these estmates The estimates and underlying
assumptions are reviewed on an ongoing basis

Revisions to accounting estmates are recognised in the period in which the estimate 1s revised
if the revision affects only that perod, or In the period of the revision and future penods if the
revision affects both current and future periods

13 ADOPTED IFRS NOT YET APPLIED

IFRS 7 ‘Financial instruments Disclosure’ and the ‘Capital disclosure amendment’ to IAS 1
‘Presentation of financial statements’ which are applicable 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 sheets, income statement or cash flow statements as they are only
concerned with disclosure

10



AIRBLES CONSTRUCTION (No 2.) LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (Cont'd)

2 CAPITAL AND RESERVES

Reconciliation of movement in capital Share Total
and reserves Capital equity

£ £
Balance at 1 January 2005 1 1

Total recogrused income and expense
Balance at 31 December 2005 1 1

Balance at 1 January 2006 1 1
Total recognised income and expense

Balance at 31 December 2006 1 1

Share capital

The share capital 1ssued as at 31 December 2005 and 31 December 2006 relates to 1 ordinary
share with a par value of £1

At 31 December 2008, the authorised share capital comprised 100,000 ordinary shares (2005
100,000) each with a par value of £1

The holders of ardinary shares are entitled to receive dividends as declared from time {0 ime
and are entitled to one vote per share at meetings of the Company All shares rank equally with
regard to the Company's residual assets

3. ULTIMATE PARENT UNDERTAKING

HBOS plc 1s the ultimate parent undertaking of Airebles Construction (No 2 ) Limited and heads
the targest group into which the accounts of the Company are consolidated

The Governor and Company of the Bank of Scotland incorporated by the Act of Scottish
Parhament in 1695 heads the smallest group into which the accounts of the Company are
consolidated  The accounts of The Governor and Company of the Bank of Scotland
incorperated by the Act of Scottish Parliament in 1695 may be obtained from its Head Office at
The Mound, Edmburgh, EH1 1Y2

4 RELATED PARTIES

Staff costs and audit costs are borne by the parent undertaking There have been no related
party transactions {including transactions with key management personnel) during the current or
preceding financial year
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