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Report of the directors

The directors present therr report and the audited financial statements of the company for the year ended
31 July 2006.

Mission and principal activities

The company’s mission 13 10 use rechnology to transform the skills and emplovabihity of the working populaton o
mprove the U'N's producory.

The company's prnapal activities during the vear were:
- Providing web-enabled leaming for indeviduals so they can develop both personally and professionaliy;

= the sale of products and services to UK emplovers to improve the skills of the workforce and enhance
productivity,

. the provision of an impartal information., advice and careers gudance service to aduits,
. the managenent of the natnonal UK Online centre network.

Review of business and future developments

The company has enjoved a successful year exceeding many of the kev performance targets set b the Learning and
Skills Counal (1.8C), which have largely been focused around furthenng the skills of prioniey learners.

. Course completions by prienty learners reached over 775,000 and 58,984 learners achieved therr first Skalls
for Life qualifications, which was around 25%% of the total Skills for Life qualificanons achieved in Fngland.

» The development of capacity to deliver Nagonal Vocational Qualifcations NV and during the vear
1.918 full NV(Qs were delivered.

. The ncrease m course complenons resulted in a cost per weighted funded complenon of 1159 a key vahe
for money measure, which was an 11%% improvement over 2004/05.

. Leamer sansfaction improved to 90%c.

. The learner advice service recetved over 213,000 "pre level 2" telephone callers (callers with less than 5

GOSTL/'O levels or equivalent) to its helpline and over 9 mulhion visits to 1es advice website.

In addinon the company successfully mtroduced the “Life 1n The UK” (Citizenship) test programme via a network
of selected tearming centres on behalf of the Home Office. Smee the official launch m November 2003, over 83,000
tests had been raken by July 2006

IFrom January 2006, the company also commenced a national relephone carecrs grudance pilot under contract with
the DTS and has provided careers gudance to over 49,0000 mdividuals mn the seven months since the start of thus
palot.

Dunng the vear the company completed its eyghteen moath restructunng programme. The aim of this propramme
was to streamline the company’s core activinies and to put in place an organisation able to respond more effectively
to opportunitics i the leaming market and ro provide better value for money agamst the background of reduced
funding levels from the 1SC, whilst at the same time developmg alternative income streams. fter extensne
consultation and analyvsis it was concluded that the company was able to mmprove quality and reduce delivery costs by
having fewer tiers between ttself and its leamers. As a result the decision was taken not to renew cortracts with hub
vperators and instead to directdy manage the learming providers under a new natonal management structure with
sunplifed systems and processes from August 2006, At the same tme it was deaided o reduce the number of
providers i the network and to concentrate resources with fower but larger providers 1o improve learner qualiny and
value for money. With reduced dehvery tiers and fewer providers and the introduction of consistent nanonal
processes the company has been able o wdennfy estimated annual net savings of at least £10m i operanng costs
starning from August 2000 The exceprnional costs incurred from this restructunag programme are shown m the
Profit and .oss account i accordance with Fnancaal Reporang Standacd 3: Reporting Financial Performance.
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Report of the directors

Income 15 expected to decrease in 2006-07 as the core contract with the L.5C continues to be targeted towards
prionty areas with basic skills. The reduction i income will be marched by a reducnon m group costs resultng from
the restructunng programme descrbed above and will allow the company to continue its programme of work.

From june 2006, Ufi Limited became subject to the requirements of the Freedom of Information Act 2000,

Reserves

The reserves policy of the company 1s to mamtain a level of reserves to enable the company to adjustin a measured
way to a sigmficant change m activity mcluding meeung the unavoidable costs of winding-up where such costs are
not expressky covered in contracts for the provision of services. Accordingly the directors have determined to
transfer the surplus for the vear to reserves.

Directors and their interests

L Booth* (appointed 22 November 2005)

S Banton IT

It A Cann* I

1> Clark (appointed 28 Seprember 20053)

B Davies I1

I Frost*

A W Hall* (resipned 11 September 2006) I

S Jones I, IV

Prof M D O'Reilly
N W Stuart
Sir G Sweeney

] Weston* {Chairman)

T WAlson 1,11
C Flatley* {(appomted 14 December 2006)

T Crooks {appointed 14 December 2006)

R Barmes {appointed 14 December 2006}

None of the directors had any interest in the shares of the company at 31 Julv 2006 or 31 fuly 2005.
~Nominees of the Secretary of State for [iducation and Skalls.

Membership of sub-committees of the board

I Member of the Learnung and Technolopgy Committee

11 Member of the Fquality and Diversity Commuttee

i Member of the Ufi Cymru Subr Committee

v Member of the Executive Strategre Management Commuttee

Financial risk management objectives and policies

The company uses financial instruments, other than derivanves, comprising cash and other hqud resources and
various other items such as trade debtors and creditors that anse directlv from irs operations. The company also has
a loan from DFfES, however this 1s interest free and repavable on return on the corresponding rental deposit. The
matn purpose of these financial nstruments 15 1o raise finance for the company's operanons. the main nsk ansing
from the company hnancial instruments s hquidity nsk. The directors review and agree policies for managing this
risk summansed below. The policy has remained unchanged from previous penods.
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Report of the directors

Liquidity risk

The company seeks to manage financial nsk by ensunng sufficient hiqudity 1s avatable to meet foreseeable needs and
to invest cash assers safely and profitably. Pamanly thas 15 aclueved through pavment arrangements made with the
LSC under the Financal Memorandum,

Directors’ responsibilities for the financial statements

The directors are responsible for preparng the Annual Report and the financial statements i accordance with
applicable law and United Kingdom Accounting Standards /UK GAADP).

(ompam law requires the directors o prepare financial statements for each fmancial penod which give a true and
tair view of the financial activines of the company durng the penod and of the fimancial posiion at the end of the
perod.  In prepanng those inancat statements, the directors are required ro:

. select surable accounting policies and rhea apply them consistently
. make judgements and esnmates that are reasonable and prudent
- state whether applicable accounting standards have been followed. subject to any matenal departures

disclosed and explamned in the financial statements
= prepare the financial statements on the gong concern basis unless 1t 18 wappropriate to presume that the
company will continue in business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy ar any
time the fmancial posttion of the company and enable them to ensure thar the financeal szatements comply with the
Compares Act 1985, They are also responsible for safepuarding the assers of the company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

In so far as the directors are aware:

- there 1s no relevant audit information of which the company's auditors are unaware; and
- the directors have taken all steps that thev ought 1o have taken to make themselves aware of any relevant
audit information and to establish that the auditors arc aware of thar information.

The directors are responsible for the maintenance and nteggity of the corporate and financial mformanon wcluded
on the company's website. Legislatnon 1 the United Ringdom goveming the preparation and dissemination of
financial statements may differ from legislation 1n other unsdichons.

Political and charitable donations

The company made chantable denations of £634 (31 Julv 2003: £316) durmg the vear, No polincal donanons were
made duting the year (31 july 2005 £iul).

Employees

The COMPAany encourages applicanions for employment by disabled persons by dhpl'mng the ‘two ticks” symbol on
adverisements. Apphcanons from people with disabiitics are given full consideration based on their skills and
abiines. In the event of members of staff becoming disabled, eversy effort s made to ensure that their cmplovment
with the company continues and that appropeiate traming is arranged and adjustments made. It s the policy of the
company that the tramung, carecr development and promonon of a disabled person should, as far as possible, be
wenteal to that of a person who does not suffer from a disabiiny

The company promotes cqual opportunity for all emplovees and wms to ensure that no person receives less
favourable treatment ansing from therr race, religion, sex or disabilie
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Report of the directors

Consultanion with employees or their representanves has contnued at all levels, with the wm of ensuring that views
are taken mto account when decisions are made that are likely to affect their mrerests and thar all emplovees arc
aware of the financial and economic performance of the company. Commumication with emplovees continues
through brcfings, electronic communications, regultar meetings berween managers and employees and the emplovee
consulrative group.

Remuneration policy for Senior Management Team Members

The ebjecnves of the remuneranon polcy are to atteact, retain, motivate and reward high calibre indiaduals from
bath the public and private sectors.

The Remuneration Committee underrakes regular survevs of pay practices n the pubhic and povate sectors,
examining base pay, vanable pav and benefit packages.

The remuneranon strategy of the company s to ensure that all members of the semor management team have the
opportunity to carn basic pav and vanable performance refated annual bonus payments which are in line wirh the

upper quartile of public sector pay prachce. The benefits package 15 compentive, drawing approprately on data from
both the pubhic and private sectors.

Creditors payment policy

It 1s the policy of the company to settle the terms of pavment with suppliers when agreeing the erms of the
transachion to ensure that suppliers are aware of these terms and abide by them.

Auditors

Grant Thomton UK LLP offer themselves for reappomtment as auditors in accordance with section 385 of the
Compames Act 1985,

JEALEF QI THE BOARILD

[ Wesron
Chairman
14 December 2006
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Statement of internal control

Principles of Corporate Governance

Uh Limuted 1s commutted o exhibinng best practice tn all aspects of corporate governance and implementation of
the terms of the Finanaal Memorandum with the Learning and Skills Counctl (LSC), including the 1.SC's Audit Code
of Practice. There 18 a clear separanon of activities funded under the terms of the Financial Memorandum and the
activities of UL Chantable Trust and related group companes. None of the funding provided by the LSC under the
Fmancral Memorandum has been passed to UFI Chantable Trust or used to subsidise the activities of any related
group company. Transacnons are conducted on an arms length basis between U Limited and learndirect Solutrons
Limated, governed by s commercial services agreement.

The summary describes the manner in which the company has applicd the panciples set out 1n sectwon one of the
Combined Code on Corporate Gevernance issued by the London Stock Exchange. In the opinton of the board, n
so far as 1t is relevant to the company, the best practice of the Combined Code has been applied throughout the vear
ended 31 July Z006.

Board Structure

Dunag the veur the board compnsed the Chairman, the Chief Fxecutive and directors. The board 15 responsible to
the company’s stakcholders: princpally 1s shareholder U1 Chantable Trust, the Department for Bducation and
Skills {IDf1:8) and the LSC for the proper management of the company. The Non-Fxecunve Direcrors have a
particular responsibility to ensure thar the strategies proposed by the Chief Executive and her Semor Management
team are fully considesed. To enable the board to discharge its duties, all directors have full and timely access 1o all
relevant miormanen and there 18 a procedure for all directors, in furtherance of their dunies, to take independent
professional advice. if necessary, at the expensc of the company. The board has a formal schedule of marters
reserved 1o 10 and meets five ttmes a vear. [t 1s responsible for the overall company strategy, approval of major
capital expenditure projects and consideration of significant hnancing matters.

The following group committees, which have wntten terms of reference, deal with specific aspects of the company’s
affairs.

The Nominatnon Commuteee 18 chared by the Chairman and comprnises four Non-Lixecutive Ehrectors. The
Computtee 15 responsible for proposing candidates for appomtment to the board, where theyv are not appomted by
the Secretary of State, having regard 1o the balance and structure of the board. In appropnate cases recruitment
consultants are used to assist the process. All non-executive directors are subject o re-clection at Jeast every three
vears,

The Remuneration Committee 1s tesponsible for making recommendations to the UFI Charitable Trust board ou rthe
group’s framework of execuave remuneranon and its cost. The Committee determines the contract terms,
remuneration and other benehts for each of the Senior Management team, mcluding performance related bonus
schemes. pension nghts and compensation pavments. The Committee 15 compased of Non-Executive Dircctors.

The Audir Commuttee 1s compnsed of five Non-Executive Directors. Its prime tasks arc to review the scope of
mternal, external and fundmg audis, to receive regular reports from the mnternal, the external and the funding
auditors, and 1o review the annual financial statements before they are presented to the board, focusmg in parbcular
on accountng pohicies and arcas of management judgment and esnmaton.

The Audit Commuttee actz az a forum for discussion of internal control 1ssues and contnbutes to the board’s review
of the effecniveness of the company’s mternal control and risk management systems and processes. The Audst
Commuttec 1¢ responsible for momtering the controls that are in force to ensure the integrity of the informanon
reported 10 the board and other stakeholders. The Audit Commuttee also conducts a review of the remut of the
internal audit sevice, 1ts authonty, resources and scope of work. It adviges the board on the appomtment of external
auditors and on their remuneration for both audit and non-audit work, and discusses the narure and scope of the
audit with the external auditors.
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Statement of internal control

The Audit Commuttee, which meets at least theee nmes per vear, provides a forum for repornng by the company’s
externa auditors. Meetings are also attended by the Chaef Bxecutive, Chief Finanaial Officer and Head of Rusk and
Audit. The Audir Commuttee also monmtors the effectrvensess, quahey and value for money of the work of the
internal and external auditors.

Internal Control

Scope of responsibility
The directors of Ufi Lanuted are responsible for the company’s system of mtemal control and reviewing its
effectiveness.

The purpose of the system of internal control

The board has designed the company’s svstem of internal control in order to provide the directors with reasonable
assurance that its assets are safeguarded. that transactions are authonsed and properly recorded and that matenal
errors and wrregulantes are erther prevented or would be detecred within a tmely period. However, no system of
internal control can elimmate the sk of fafure to achieve business objecaves or provide absolute assurance aganst
material mis-statement or loss.

Capacity to handle risk

The beard regularly reviews the key nsks to which the company 1s cxposed together wath the operating, financial and
compliance controls that have been implemented to mitigate those nsks. The board considers that there 15 a formal

ongomg process for wentfying, evaluating and managing the company’s signtficant nsks that have been in place for

the vear ended 31 July 2006 and up to the date of approval of these statements.

The risk and control framework

The sysrem of nternal control s based on a framework of regular management informaron, admensrrative
procedures mcluding the segreganon of dunes, and a system of deleganon and accountabibty. In particular, it
mchades:

. comprehensive budgenng svitems with an annual budget, which are reviewed and agreed by the board;

. regular reviews by the board of perodic aad annual financial reports, which indicate financial performance
agatnst budgets and forecasts;

. setting targets 1o measure financial and other performance;

- clearly defined caprtal nvestment control gudehines;

. the adoption of formal project management disciphnes, where appropriate.

The company has an mternal audit service which s provided mdependently of the external audit service. The
internal audit work 15 performed to provide assurance that the controls that have been put in place to mitigate risks
are operatng cffectively. The work of the mternal audit service 1s informed by an analysis of the nsks to which the
company 15 exposed, and annual inteenal audit plans are based on thes analysis. The analysis of nisks and the internal
aucit plans are endorsed by the board on the recommendatoa of the Audit Commuttee. The Audir Committee
receives reports from both intenal and external audhtors on a repular basis and from the Lixecunve Directors of the
company, ‘The mtemal audir service regulardy review the control of financial systems and their associated computer
environments, business unit operanons and comphance. During she yvear, the Audit Commuttee has reviewed the
effectiveness of the system of mnternal control as described above. The board recerves penodic reports from all
commitrees.

There are no significant issues disclosed in the reports for the vear ended 31 July 2006 and up to the date of approval
of this statement that have requared the board to deal with any related matenal mtemal control ssues.

The directors confirm that the Audit Commuitee on behalf of the board has reviewed the effectiveness of the system
of mremal control as described dunng the vear and has reported on s activites to the board.

During the vear the 1.5C has undertaken a provider assurance review of U Limited and did not identify any arcas of
SErIOUs concern.
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Statement of internal control

Significant internal control problems

Fast vear we reported on a weakness in mternal control thar allowed non-unmique passwords to exist on the learmer
support enveronment. and the sisk that this placed over the mieguny of leamer pavments. We had introduced a senes
of measures last vear to remove the 1ssue and dunng the year have completed a widespread examination of centre
records idennified as being of high nsk. A full ceport of the investganon and the lessons learnt s availlable on our

wdentificd as a consequence of the nom-unique password tssue.

We also reported last vear that a learming centre, FT2 Home Lid had been suspended followmg nonfication by the
Pohee of aninvesugation mio an indmidual asscoated with the centre. Dunng the vear we have conducted an
mvesngation of the centres activities relanng to 2004/05. Our investigation indicated that an amount of funding
claimed m the vear was not adequately supported by audit evidence mcuding the possibility of fraudulent claims. We
have recovered the full amount of fanding at nsk from the hub operator and have passed the report of the
mvestigation to the Police.

Going Concern

The directors confirm that they are sansfied thar the company has adequate resources 1o continue in busmess for the
foresceable future. For this reason, they continue 1o adopt the going concern basis in prepanng the financial
staternents.

BY ORDLR OF THE BOARD

S Jones
Chief Fxecuhve
14 December 2006
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Statement of Accounting Officer's Responsibilities

Under the Finanaial Memorandum with the Learning and skills Councail (1.5C), Uh Limited's Chief Fxecunve 1s
designated as Uf Limued's Accounting Officer by the Counad’'s Accountmg Otficer and has the following
responsibilities for:

. ensurng that all pubhc funds made avalable to Uf Limited are used for the purpese mtended and that such
monics. together with Uf Limated's assets, equipment and staff. are used economucally, efhaenthy and
effecnvely;

- the proper management of Uft Limsted's eesources and staff;

. ensunng high srandards of corporate governance m accordance with gudance ssued from nme o ame; and

. ensunng that the conditions of funding set out 1 the Fmancaial Memorandum with the 1.5 and the

Schedules are complied with.

BY ORDER OF THE BOARD

> lones
Chief Executree (as Accounting Officer)
14 December 2006
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Report of the independent auditor to the members of
Ufi Limited

We have audited the financial statements of U Limited for the year ended 31 July 2006 which compnse the
prncipal accounting pohicies, the income and expenditure account, the balance sheet and notes 1 to 24 These
financial statements have been prepared under the accounting policies set out theremn.

Thas report 13 made solely to the company’s members, as a body, in accordance with Secnon 235 of the Companies
Act 1985, Our audit work has been undertaken so thar we mughr state to the company’s members those matters we
are required 1o state to them w an auditosy’ report and for no other purpose. To the fullest extent permiceed in law,
we do net accept or assume responstbility to anyone other than the company and the compamy’s members as a body,
for our andit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibihties for prepanng the Reporr of the Directors and the financial statements i accordance
with inired Kingdom law and Accounting Standards (United Kingdom Generally Accepted Accountig Pracnee)
are set out m the Statement of Directors” Responsibilities.

Qur responsibility s to audit the financial statements m accordance with relevant legal and regulatory requirements
and International Standards on Audinng (UK and Ircland).

We report to vou our opinion as to whether the financial staternents give a true and fair view, whether they are
properly prepared n accordance with the Companies Act 1985 and whether the mformanon given in the Report of
the Dircctors 1s consistent wath the financial staternents. We also report to you if, in our opimien, the company has
not kept proper accounting records, if we have not recerved all the information and explanations we require for our
audit, or if information specified by law regarding directors’ remuneratnon and other transactions is not disclosed.

We read the Report of the Directors and consider the implications for our report if we become aware of any
apparent musstatements within it

Basis of audit opinion

We conducted our audit n accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board. An audit includes examination, on 2 test basis, of evidence relevant to the amounts and
disclosures in the financial statements. 1t also mncludes an assessment of the signihcant estmates and judgements
made by the directors i the preparation of the financial statements, and of whether the accounting policies arc
approprate to the company's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the informanon and explanations which we considered
necessary in order 1o provade us with sufhcient evidence to give reasonable assurance that the fimanaal statements
arc free from material misstatement, whether caused by fraud or other icregulariry or error. In forming our opinton
we also evaluated the overall adequacy of the presentanon of mformation in the fmancial statements.
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Report of the independent auditor to the members of
Ufi Limited

Opinion
In our opioion:

- the fpaiicial statements e a true and fair view, 1 accordance wath United Kingdom Generally Accepted
Aetounting Pracnce, of thelstate of the company's affairs as at 31 July 2006 and of 1ty surplus for the year
then ended;

the financial statements haye been properly prepared in accordance with the Companes Act 1985; and

the information given mthe Report of the Directors is consistent with the financial statements for the year

ended 31 July 2006.

SNUFHFILLD
18 December 2006
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Principal accounting policies

Basis of preparation

The financal statements have been prepared in accordance with apphicable United Kingdom accounting standards.

The majority of the compan's mcome dunng the vear has been provided by the Leaming and Skalls Councal (1.5C)
under a [inanaal Memorandum. Thrs s supplemented by grant funding for specific projects, other funding
contracts awarded by the Department for Fducanion and Skills (DEES) and mcome from the sale of keaming
materials and services. The company's prosections of cash flows and income and expenditure for the vear to 31 fuly
2007, together with the 1.5C Fioancial Memorandum whuch has been agreed unnl 31 Tulv 2008 ndicates that the
company should have adequate financial resources for the foreseeable future. Accordingly the directors consider it s
approprnate for the financial staternents to be prepared on a going concern basis.

The principal accounting pelicies have remawmed unchanged from the previous vear except for the adopuon of FRS
17 Retirement Benefits, 'R 21 Events after the Balance Sheet date and FRS 25 Finanaial Instraments: disclosure
and presentanon. Implementanon of these reporang standards has not resulted 10 any material effect on the
company’s financial statements.

Income

The company's general activiues dunng the vear were mamly financed by a contract with the LSC. General funding
from the LSC was made avalable, and accounted for, on an accruals basis. Income recerved in respect of tangible
assets 15 treated as deferred income. which 1 credited to the income and expenditure account over the esomated
cconomue hives of the related assers in line with the depreciation policies set out below:.

Revenue from other course sales s recognised at the point of learner entolment. When revenue is recetwved for
speaific projects on a cost reimbursement basis thus 1s recognised on an accruals basis once the cligible expenditure

has been incurred.

Licence revenue from the use of matenals and services for the provision of funded learming is recognised in the year
tor which the charge 15 made.

Grants awarded

Grants awarded are charged to the SOFA m the vear in which the company becomes committed to theie payment m
accordance with the individual scheme rules.

Capital Grants

Capital grants recervable are treared mn ine with the awarding bodies” requirements. Linless the awarding body
specifics otherwise, capital grants receivable will be treated as deferred mcome and amortised to the mcome and
expenditure accounts as the underlving asscts are depreciated.

Fixed assets

The cost of tangible hixed axsets 13 their purchase cost, plus own labour costs together with any incrdental expenses
of acquisinon. Only assets which cost more then £1,000 are capitalised. Income recerved for the puschase of fixed
assets 13 treated in hne with the policy above.
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Principal accounting policies

Depreaanon s calculated so as to wnte off the cost of rangable fixed assets, less their estmated residual value, on a
straight-hne basis over their estimated economic lives. The estimated cconomic Lves used for this purpose are:

lLeasehold improvements shorter of lease term and 50 vears
Fixtures and firangs 5 vears

Computer software and equipment 2 to 3 vears

Motor vehacles 2 1o 3 vears

Assets relating 1o speafic projects shorter of uscful life or project hte
Stocks

Stocks are stated at the lower of cost and net realisable value, after making due atowance for promononal, obsolere
and slow moving items.

Leased assets

leasing agreements and hire purchase contracts which transfer to the company substantially all the benefits and risk
of ownership of an asset ("finance leases”) are treated as if the asser had been purchased outnght. Assets held under
such agreements are mcluded n fixed assets and the capital element of commitments 15 shown as obligations under
finance leases. Payments under such agreements are treated as consisting of caprtal and interest clements. The
nterest element is charged to the income and expenditure account over the primary lease penod m proportion to the
reducing capatal element outstanding.  Assets held under finance leascs are depreciated over the shorter of the lease
terms and the useful bives of equivalent owned assets.

All other leases are treated as operating leases, the costs of which are charged on a straght-line basis over the lease
term.

Research and development

Research and development expenditure 1 written off 1n the SOFA in the perod in which it s incurred.
Development of computer software 15 capitalised as descnbed m the bixed Assers policy above. Direct costs
including purchases, directly atrnbutable own labour costs and anv mcdental expenses of acquisinon are capitalised

as mcurred and deprecuated on a steaight-line basis over its useful economic life.

Pensions

Retirement benefits to employees of the group are provided under the following arrangements:

. a group stakeholder pension scheme;
ol the Feachers' Pension Scheme (I'PS); and
- contnbutions to personal pension plans of the emplovee's chowce,

Contrnbunons to the group stakcholder pension scheme, which s a defined contnbugon scheme, are charged to the
mcome and expenditure i line with recoguition of earmings and 10 accordance with the rules of the scheme.

The TPS is a defined benefit scheme which s externally funded and contracted our of the Stare Famings Related
Pension Scheme. Contributions to the scheme are charged o the income and expenditure account in hae with
recogmnon of carungs. The contnbunions are determined by qualthed actuanes oa the bases of quinguenmal
valuanons, using a prospective benefit valuanon method.

Conmbutions 10 personal pension plans of the emplovee's choice are charged to the income and expendirure
account m line with recognition of earmmps and n accordance with the rules of the scheme.
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Principal accounting policies

Deferred taxation

Deferred tax 1 provided m full on nonng differences thar resule i an obligation at the balance sheet date to pav
more fax. ot a nght to pav less tax, at a future date, at rates expected o apply when they ¢rvstailise based on curreat
tax rates and law. Deferred tax s not provided on nming ditferences ansing from revaluanen of fixed assers where
there 15 no commutment o sell the asser. Deferred tax assets are recognised to the extent that it s regarded as more
likely than not thar they will be recovered. Deferred tax assers and habilities are not discounted.

Exemption from the obligations to prepare a cash flow statement

The company has taken advantage of the exempnon from the obligation to prepare a cash flow statement, on the
grounds that the company is a whollv ewned subsidiarye of U1FT Chantable Trust and the results and cash flows of the
company are wicluded in the consolidared fhnancal statements of thar chanty.

Related party transactions

The company has taken advantage of the exemption contancd m FRS 8 not to disclose transactions with its fellow
group underrakings.

Financial instruments

Financeal nstruments and equity mstnuments are classified accordmg to the substance of the contractual
arrangements entered 10to. \n equiny instrument s any contract that evidences a residual interest in the assets of the
entity after deductmg all of its financial habilines. Finance costs and gains or losses relating ro fmancial abihines are
included m the income and expendhture account. Fnance costs are calculated so ag to produce a constant rate of
return on the outstanding habilits.

Recognition of contingent assets

Recoverable amounts are recogmised only when it has become virtually certain that an inflow of economic henefit
will anse. 'T'he recognition will be in the perod in which the change occurs.
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Income and expenditure account

Note
Income
Income recewved 1
Expenditure
Staff costs 4

Other operanng costs:
Learner funding
Hub funding and management fees
Product de\'elopmenr and licences
1Cr
Debivery support, audiv and distibunon
Natonal learmer advice line costs
UK Online
Marketing and communications
Other expenses 3
My Gude
Guidance Tnal
Life in the UK

Operating surplus/ {deficit)

Restructunng costs d
Interest recervable 7
Interest pavable and similar charges 8
Surplus on ordinary activities before taxation 2
Tax on surplus on ordmary actvities 0
Surplus after taxation transferred to reserves 18

There were no other recognised gains or losses m the vear.
Allitems dealt with i arnving at the cesult above relate to connnuing operations,

The 2005 comparatives have been restated for consistency with 2000,

The accompanying accounnng policies and notes form an mtegral part of these financual starements.

414
2006 2005
restated
£ )
226,173,299  246,320222
14,772,742 16,860,662
98,885,194 107,225 301
42,700,098 49,190,241
4,411,328 7,200,603
4,721,754 0,134,662
6,218,948 11,478,183
15,396,099 13,164,780
7,507,751 12,024099
11,296,126 14,496,443
6,005,224 8,131,054
2,938,990 3061,336
6,447,037 _
712,390 327,069
222,013,681 246,559,633
4,159,618 (239.411)
(4,573,722) -
759,654 797,353
- (769
345,550 557173
(93,905) (149,006
251,645 408,173
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Financial statements for the year ended 34 July 2008

Note 2066 2005

£ £
Fixed assets
Tangble assees 1 3,097,001 4,033,830
Current assets
Stock 11 162,706 428,232
[Debtors 12 19,623,551 27,822,094
Cash at bank and 1n hand 15,162,560 8,094,475
34,948 817 36,944,801

Creditors: amounts falling due within one year 14 (35,044,017) (38,665,225
Net current Liabilities (95,200y  (1,720,424)
Total assets less current liabilites 3,001,801 2,313,400
Creditors: amounts falling due after more than one year 15 (2,341,883) (1,905,133
Net assets 659,918 408,273
Capital and reserves
Share capital 17 100 100
Income and expenditure account 18 659,818 408,173
Shareholders' funds 19 659,918 408,273
The finan teméyts were approved by the board of directors on 14 Decemnber 2006,

| Weston Chairman

S jones Director

The accompanving accounting policies and naotes torm an mtegral part of these finanoal statements.
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Notes to the financial statements
Income
2006 2005
restated
£ L
L5C funding for general activitics 17,302,318 29.961,980
L5 learner fundmg 98,885,195  1u7.225301
LSC hub funding 42,700,098 49,190,241
LSC{DEES) UK Online funding 7,736,347 13,558,281
L5C Natonal Leamer Advice service funding 18,819,587 16,985,665
LSC (IES) income for small projects 2,695,155 796,921
My Gude 3,064,805 499,593
Cudance 6,447,037 .
Lite in the UK 771,966 327,069
Income from leaming matenals and services 24,380,202 24.068,532
Other grants received 2,192,867 2,735,766
Other trading mcome 775,332 549743
Other income 402,390 421,130
226,173,299  246,320222
Income 15 stated exclusive of VAT and anses wholly withun the United Kingdom.
The 2005 comparatives have been restated for consistengy with 2006.
Surplus on ordinary activities before taxation
The surplus on ordinary activiaes before taxation is stated after charging/ (crediting) the following;
2006 2005
£ £
Auditors' remuneration:

External audit 27,295 19,750

(ther non-statutory services 18,750 29.850
Operating lease rentals:

Equpment and velncles 9.104 9114

Other 349,313 349.313
Crrants pavable:

UK Online grants 6,281,263 10,049,627
Depreciation 2,716,454 4,679 457
Profit on disposal of fixed assets (18,048) (11.235)
Relense of deferred income on disposal of fixed assets (150,880) (2,799}
Release of deferred income in respect of fixed asset depreciation (2,716,456)  (4,679457)
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Notes to the financial statements

Other expenses

Other expenses are further analvsed as follows:

2006 2005

restated

£ L

Accommodation and other office costs 2,585,638 2,001,416
Cither staff related expenditure 2,422.1n1 3442 887
Legal and professional fees 997,395 1,786,751

6,005,224 8.131,054

The 2005 comparatives have been restated for consistency with 2006,

Staff numbers and costs

Staff costs during the vear were as follows:

2006 2005
£ £
Salanes 16,443,379 14,358,451
Soctal secunty costs 1,388,320 1,278 480
Pension costs (note 21) 1,307,520 1,034,354
Other staff costs 158,551 112,002
Sccondee costs 15,259 70,775
19,313,029 16,801,662

Less:
Redundancy costs shown as exceprional (2,861,233) -
Capitahsed own labour (652,458) -
Charged to projects (1,026,596) -

14,772,742 16,6800,662

Durning the vear mdividuals have been seconded to the company from a aumber of different organusations.
Secondec costs represent the amounts invowced to the company by these orgamisanons for the provision of these
secondees.

Included within staff costs 15 £267,890 (2005: £802,716) of redundancy costs vnrclated to the restructunng
programme.

The monthly average number of full ime equivalent peomanent emplovees (mcluding the Chief Execunve and
secondees} duning the vear was as follows:

2006 2005

Number Number

Corporate development, support services and admunsteation 58 50
Leaming and technology 79 80
Marketing 64 65
[earnmg delivery and advice 164 166
365 37

The bref penod dunng which mdividuals eransferred mto the company under TUPE (note &) did not aftect the
average number of staff during the vear.
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Notes to the financial statements

Staff numbers and costs (continued)

The 11 members of the Semor Management Team have not consented to disclose their remuneration indnidually

but have consented to disclose their reruneration in bandings as follows:

2006 2003
Emoluments (in bands of £5,000)
£25000 - £294999 3
£30000 - £34.999 2 -
£40000 - 444,999 - 1
L£70,000 - £74999 - 1
£90,000 - £99.999
L£100,000 - £104,999 - 1
A105,000 - £109,999 - 2
£120,000 - £124,999 1
£135,0000 - £139,999 1
£155,000 - £159,999 2
£163,000 - £169,999 1 -
£180,000 - £184,999 - 1
11 6
2006 2005
Benefits in kind (in bands of £100)
£nil 10 4
£1000 - 1999 - 1
£11,900 - £11,999 1 -
£23700 - £23.799 - 1
1 O
2006 2005
Employers' pension contributions (in bands of £100)
£nil 2 1
£2600 - £2699 1 -
L2800 - f2899 1
£2900 - £2999 2 -
L4100 - £4199 - 1
L7300 - £7.399 1
£10.600 - £10,699 - 1
£10900 - £10,999 1
£12500 - £12,599 1 -
L£13200 - £13,299 1 -
£15000 - £15999 - 1
£21400 - £21.499 - 1
£22100 . £22199 - 1
£23000 - £23099 1
1 6
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Notes to the financial statements

Staff numbers and costs (continued)

Benefits in kind
Benefits 1n kind mcluded leased cars and relocanon allowances.

The members of the Senior Management Team dunng the vear were as follows:

S lones, Chief I'xecutive Officer

| Brown, Group Strategic Business Development Director {retired 31 May 2000)

P Llovd, Depury Chief Excontive Officer

H Milner, Group Strategie Business Development Director {untl 5 Aprd 20003)

R Peace, Chief Financial Officer

I Wade, Group Director of Markenng, Rescarch & Policy {resigned 4 Aprl 2006)
G Craven, Director of Organisanonal Development {appointed > April 2006)
K Dronaelly, Dhrecror of Producrs & Markeung {(appointed 5 Apnl 20006)
M Lofthouse, Director of Business Development (appointed 5 April 2006)
R Moore, Ditector of Technology {appointed 5 Apnl 2006)
15 Wood, Director of Operations {appointed 5 Apnl 2006}

Directors’ emoluments

2006 2005
£ £

Aggregare emoluments 167,900 99,583

Onlyv one director, who 1s also by defiunon the laghest pad director, was remunerated in the vear.

No retrremnent benefits are accrmng to directors under defined benefir or money purchase peasion schemes during
20006 or 2005,

Restructuring costs

During the vear the company completed s eighteen month restructuring programme. The aim of the programme
was to streamline the company's core activities and to put in place an orgamisation able to respond more effectively
and o provide betier value for money by having fewer ters hetween itself and the learmers. Under the provisions of
the Transfer of Underrakings Protecnon of Emplovmenr (TUPE) regulations, duang late July 2006, over 200
mcdividuals were transferred into the company. Of these 118 were made redundaet plus a further 39 employvees of
the company.

The main costs were: 2006

L
Redundancy costs 2,861,233
Other costs 1,712,489

4,573,722
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Interest receivable
2000 2005
£ £
On bank deposits 759,054 797,353
interest payable and similar charges
2006 2005
£ L
On bank loans and overdrafts - 769
Taxation
2006 2005
£ £
Current tax
UK corporation tax on surplus of the vear 107,000 149,000
Adjustmert 1 respect of prior penods (6,051) -
Total current tax 100,949 149 000
Deferred rax:
Ongmation and reversal of timing defferences (7.,044) -
Tax on surplus on ordinary activities 93,905 149,000
The tax assessed for the vear s lower than the standard rate applying i the UK (30%). The differences are
explaned below:
2806 2005
£ £
Surpius on ordmary activities before taxation 339,499 357,173
Surplus on ordinary activines muinplied by standard rate of corporannn tax m the
UK of 30 % (2005: 30%0) 101,356 167.132
Effects of
Benefit ot wl rate band - {7
Eixpenses not deductble for tax purposes 5,384 12,323
Non taxable recetpts (5,414) (3.37h
Allowable taxation relief - (20,719
Other - ((1.31())
Adjustment in respect of prior periods {6,051) -
Marginal relief {3,005)
Other ming dhfferences 7,044 -
Rounding on rax charge 1,741 -
Current tax charge for the vear 100,949 149,000




10

11

12

U Limited 24
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Notes to the financial statements
Tangible assets
Computer
software
Leasehold Fixtures and Motor
improvements  and fittings  equipment Vehicles Total
£ £ £ £ £

Cost
At 1 August 2005 1.333.885 #27.941 25015736 331,773 27509335
Addinons - 03,764 1,728 935 - 1,779.699
Disposals - (150,954 (331,773 (482,727,
At 31 Julv 2006 1.333,885 878.705 26,593,717 - 28800307
Depreciation
At 1 August 2005 032,205 723,665 21,787 802 331,773 23475505
Charge for the vear 133,389 32,186 2,530,879 - 2,716,454
Disposals - (150,880) (331,773) (482.653)
At 31 July 2006 763,654 773851 24167801 - 257709306
Net book amount at 31 July 2006 568,231 102,854 2,425,916 N 3,097,001
Net book amount at 31 July 2005 701.620 104,276 3,227,934 i} 4,033 830

All addinons during the year were financed through grant m aid recervable from the 15C. None of the disposals
during the vear were financed through grant in aid receavable from the 1LSC

Computer software and equpment includes assets under construction of £1,344,486 at 31 July 2006 (2005: £nd).

Stock

Stocks of learmng matenals

Debtors

Trade debtors

Amounts owed by 1L.SC

Amounts owed by group undertakings
VAT recoverable

Other debtors

Prepayments

Deferred tax asset (note 13}

2006 2005

£ L

162,706 428,232
2006 2003

£ £
1,192,693 1,509,621
14,467,256 21,736,585
400,000 321,951
1,524,988 1,905,374
453,504 154,647
1,578,066 2,193,916
7,044 -
19,623,551 27.822.094

Under the terms of a lease agreement for premuses in Shetheld, the DEFS has placed £518,193 10 a designated bank
account for the parpose of providing secunty against default on the lease. Ths rental deposii has been recorded 1

both prepavments {above) and credstors (note 14) and falls due after more than one vear.




13

14

15

L1 Limited
Financial statements for the vear ended 31 July 2008

Notes to the financial statements

Deferred taxation

The movement m the deferred taxanon asset duning the vear was:

Provision brought torward
Income and expeaditure movement arsmg dunng the vear

Provision carnied forward

The asset for deferred raxation consists of the tx effect in respect of nnming differeaces mn respect oft

Orther aming diffecences

Creditors: amounts falling due within one year

Trade ¢reditors

Leamer funding due to hubs

Amounts owed 10 .50

Amounts owed to group undertakings
Taxanon and social secunty

Corporation tax

Orther creditors

Accruals

Deferred mncome (note 16}

Deferred mcome - UFI Chaarable Trust grant

The 2005 comparatives have been restated for consistency with 2006.

Creditors: amounts falling due after more than one year

DS rent deposit loan
Deferred income

2E
2006 2005
L £
7,044 -
7,044 -
2006 2003
L £
7,044 -
2006 2005
restated
L £
7,838,099 8.281.141
9,817,377 11,188,131
5,673,753 6.7206,820
785,248 304,902
436,089 395,751
167,000 149,000
662,767 15,015
8,050,374 8,457,356
1,273,310 2,046,890
400,000 300,000
35,044,017 38,665,225
2006 2005
£ £
518,193 518.193
1,823,690 1.3806,9-1)
2,341,883 1,905,133
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Financial statements for the year ended 34 July 2006

Notes to the financial statements

Deferred income

23

Deferred income represents mcome recewved for the purchase of fixed assets. This s credited to the income and

expenditure account in accordance with the company's accounting pohey:

As at 1 August 2005

Income received in vear for capital assets (net of disposals)
Release to mcome and expeaditure accouat

As at 31 July 2000

Represented by

Deferred income less than 1 year
Deferred income greater than 1 year

Share capital

Ordinary shares of £1 each

Reserves

At 1 August 2005
Surplus after taxation

At 31 July 2000

Reconciliation of movement in shareholders’ funds

Surplus for the penod after taxation
Opening shareholders” funds at T August 2005

Closing shareholders’ funds at 31 Julv 2006

2006 2005

£ £
4,033,830 7,536,834
1,779,626 1,176,453
(2,716,456) {4,679.457)
3,097,000 4,033,830
1,273,310 2,646,890
1,823,690 1,386,940
3,097,000 4,033,830}
Called up

issued and

Authorised fully paid
£ £

10,0060 100

Income and

expenditure

account

£

408,173

251,645

659,818
20006 2005
£ £
251,645 408,173
408,273 100
659,918 JU8.273
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Notes to the financial statements

Financial commitments

At 31 July 2006 the company had annual commitments under non-cancellable operating leases expiring as follows:

Land and buildings Other
2006 2003 2006 20035
£ £ £ £
Within one vear - - 759 -
Withm two e Ave vears - - - 9.108
After five vears 457,313 433,313 - -
457,313 433,313 759 9,108

The operanng lease for the THead Office 1s held by the pareat company UFI Charitable Trust on behalf of the group.
Uf Limited re-tmburses UFI Chantable Trust for the annual rental coses smce it occupies substantially all of the
premises. ‘Fhe Directors believe the disclosure of the operating lease commitments and IDfES Rent Loan Deposit by
U'fi Limited more accurately reflects the substance of these arrangements.

Pension commitments

Group stakeholder pension scheme

Contanbunons are pard to the scheme and charged to the mcome and expenditure account as they become pavable.
Contriburions patd by the company dunng the vear under this scheme was £926,760 (2005: £925,313) which
represented W% of emplovees' salaries.

The Teachers' Pension Scheme
The Teachers' Pension Schemie 1s an unfunded scheme. Contnbutions on a 'pay as you go' basss are credited to the
bixchequer under arrangements governed by the Superannuation Act 1972.

The pension cost 15 assessed every five vears i accordance with the advice of the government actuary usmg a
prospective benefits valuation method. The larest acrvanal valuaton of the scheme was ar 31 Maech 2001, The
scheme has been invested notonally in government securtnes. A gross rate of interest of 7%% per annum was
assumed as the return on the mvestnent and the rate of increase 10 salades was assumed to be 5% per annum.

The value of the assets {estimates future contribution together with the proceeds from the notional investments held
ar the valuatton date) was £142.880 mallion.

On the basts of the last actuanal valuaton. the company contnbutes at a rate of 13.5% of emplovee salary.
Contrbutions paid by the company during the vear were £70,642 (2005: £86,901).

It 15 not possible to dentify each snmution's share of the underyving assets and liabilities of the Teachers” Pension
and hence the company has taken advantage of the exemption m FRS 17 whereby the scheme 15 accounted for as of
the scheme was a defined contmbution scheme.

Personal pension plans
Contnbutions to personal penston plans are charged to the meome and expenditure account as they become pavable.
Contnbutons pad by the company durmg the vear were £23,069 (2005: £22,140).

There are no cutstanding or prepand conimbunions to any of the pension schemes at the bulance sheet date.

Various external pension schemes

Conmbunons were payable to varncus external schemes due to a number of redundanicy agreements as part of the
company's cighteen month restrucunng programme fnote 6) and charged o the profit and loss account as they
become pavable. Contributions pavable by the company for these various external schemes were £287,049 (2005
£2ab. This amount was outstanding at the vear end. (2005 NI,
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Notes to the financial statements

Capitali commitments

At 371 Tuly 2006 £393,342 (2005 fmil) was contracted for but not provided in the fmanciad statements.

Contingent liabilities

The DLES holds a fixed and floating charge over the assets of the company,

Related party transactions

unng the vear, Uh Limited entered into the following transactions. which were m the course of normal business
and conducted at arms teagth.

. It receved matenal funding from the Learning and skills Council, for whom Sir G Sweeney was a Special
Advisor.
- It supphed leaming marenal courseware of £85.000 (2005 F79.000) to Ystrad Mynach College, for whom B

Davies was Principal. £1,123 was outstanding at the end of July 2006 and collected m August 2006.

- It sponsored Adult Learner Wecks” (England and Waies) and sumilar campaigns for £25,913 (2005
£110,0009 with the Natonal Insurute of Adult Connnumg Hducanon (Fngland Wales), for whom N Sruart
and B Davies were Trustees. £14,448 was outstanding ar the cad of 31 july 2000 and paid during August
2006,

. [t used secretanal services of £4,398 (2003 Nil) provided by Spirent Commumicanons ple, for whom
1 Weston was non-executive Charrman. £1,101 was outstandmg ar vear end and pad dunng October 2006,

. It pard for award sponsership and exhibinon space of £3.480 20053 £Nal) with Féorwm, for whom B [Davies

was Director. No amount was outstanding at the vear end.

Ultimate controlling party

The immediate controlling party 18 UFI Chantable Trust by virtue of ats 10805 sharcholding in the company. The
financial statements of UT'T Chantable Trust and Uft Limited can be obramed from the registered office at Deanng
House, 1 Young Street, Shefheld, ST 4177
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Report of the independent auditors to the Members of
Ufi Limited and the Learning Skills Council ('the LSC')

In accordance wath the terms of our engagement letter dated 7 Julv 2005 and further to the requirements of the 1.5C,
we have carried out a review ro obtain assurance abour whether, in all matenal respects, the expenditure disbursed
and income received of Ui Tamited during the year ended 31 July 2006 have heen applied to the purposes identified
by Parlament and the financial transactions conform to the authonnes which govern them.

This repost 1s made solely to the Members and the 1LSC. Our review work has been undertaken so thar we might
state to the Members and the 1.SC those matters we are required to state to it 1n a report and for no other purpose.
To the fullest extent permuirtted by law, we do not accept or assume responsibility to anyone other than the Members
and the LSC, for our review work, for this report, or for the opimon we have formed.

Respective responsibilities of the Members of Ufi Limited and the Auditors

The Members are responsible, under the requirements of the financial memorandum, for ensunng that expendirure
dishursed and ncome recerved 15 applied for the purposes intended by Parliament and the fmancial rransacnons
conform to the authonnes which govern them.

Our responsibilines for this review are established in the United Kingdem by our profession’s ethical gudance and
the audit guidance set out in the Audit Code of Practice and the Regulanty Audit Framework 2004 /03 issued by the
1.5C. We report to vou whether, in our opmnion, m all matenal respects, expenditure disbursed and wcome recerved
during the vear ended 3% July 2006 have been applied to purposes mtended by Parhament and the financial
rransactions conform to the authontes which govern them.

Basis of opinion

We conducted our review in accordance with the Audit Code of Practice and the Regulanty Audit Framework
2004703 sssued by the 1.5C. Our review mcludes examinaton, on a test basis, of evidence relevant w0 the regulanty
and proprety of Uh Limited's income and expenditure. The scope of our testing ends at the point where funding has
been pard over o hubs within the Learndirect network 1n accordance with the agreement made with the 1.5C on 16
March 2005.




