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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

REPORT OF THE DIRECTORS

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

ACTIVITIES

The pnncipal activites of the company, which trades as "Red Funnel®, are the provision of ferry and
associated catenng services  No changs to these actties 15 anticipated n the foreseeable fiture

BUSINESS REVIEW
Financial Overview

The company grew market share in the year and enjoyed a 13% increase in revenue Profit before
tax increased to £2 3m from a loss of £1 5m in 2005

Financial Performance
The financial performance for the year is analysed as follows

2006 2005 Change

£000 £000  £'000 %
Tumover 30,7432 27,0626 38506 13%
Gross Profit 108327 83402 25925 3%
38% 3% 8%  16%
EBITDA 89660 61479 28181  46%

trat
The strategy adopted dunng the year has been to increase revenues by a combmation
of market share improvements, better use of yeld management techniqués and additional focus
on customer requirements

Turmover

The company launched iis new "Steam” coffee product duning the year and revenua from this area
showed an increase of 240% compared to the previous offenng

Gross Profit

The 2005 gross profit was adversely affected by a one-off charge of £1 4m relating to additional
depreciation following a review of vessel useful lves and residual values

The 2006 gross profit has been mantained at the adjusted 2005 level, despite a 50% increase in
fuel pnces

COperating Costs

2005 operating costs included a one-off charge of £1 8m relating to addibonal contnbutions required
by the Merchant Navy Officers Pansion Fund

Excluding thes charge, the company's administratrve costs have ncreased by 13% however a

signdicant proportion of this increase relates to re-orgamisaton costs following a re-structunng of
the company’s ticket office and trave! centre operations

Capiat Expendture
The company has invested £1 5m in new assets dunng the year this was spent on improving

customer facilites both onboard the vessels and at the terminals and on ensunng the reliability
of vessels and shors-side infrastruciure

Summary of Key Performance Indi¢ators

The directors monrtor the progress of the overall sirategy by reference to certain key performance
indicators

2006 2005 Mathod of calculation

Market share (Car Equrvalent Units ("CEU™)} 32 5% 32 1% Total CEU over total market CEU

Tumover growth 13 5% 6 20% Year on year sales growth
expressed as a percentage

Average headcount 404 371 Average of total monthly head-

counts denved from payroll records
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

REPORT OF THE DIRECTORS {Contnued)

Summary of Key Performance Indicators {Continued)

In addition to the financial key performance indicators, the company also monitors ds performance
with reference to a number of non-financial key performance indicators as follows

Vessel relability
Employee tumover
Employee absences
Fuel consumption
Reportable mjunes

Future Developments for the Business

The directors recognise that they are operating in a very competitve markat but are confident that
the strategy for growth, started sucessfully In 2006 will nield the required ncreases i market share
and revenue that will enable further investment in the services prowded

Poncipal Risks and Uncertambies

The management of the business and the company's strategy are subject to a nurmber of nsks The
directors have set out below the pnncipal nsks facing the business The directors” are of the opimon
that a thorough nsk management process is adopted which involves the formal raview of all the nsks
dentfied below Where possible, processes are in place fo monitor and mitigate such nsks

Failure of Vesset or Shore-side |nfrastructure

The company's revenue eaming potential 1s dependent upon a reliabie fleet of vessels and the
associated shore-side infrastruciure Failure of these can have a detnmental impact on the
income achieved by the company

In order to mibigate such nsks the company a policy of annual refits and overhauls for the vessels
and have service contracts in place for cntical plant In addition the company has purchased
business continuity msurance

Fluctuations in Fuel Prices

The ferry service relies on manne gas o), the price of which Is susceptible to fluctuations caused
by market supply and demand

In order to mitigate the impact of such pnce movements management has made the decision to
enter into a Fuel Swap arrangement at a fixed price

Competiion

The cross Solent ferry market 1s highly competitive and as a result there 15 constant downward pressure on
margins The directors have implemented a pncing strategy which when coupled with the serace enhancements
they are confident will give the company a competitive advantage

FINANCIAL RISK MANAGEMENT

The company's operations expose It to credit nsk hquidity & cash flow nsk and fuel pnce nsk

Given the relative size of the company the policies set out by the board of directars of the ultimate

parent undertaking are implemented by an opsrational beard who have responsibtlity for this company

amongst others

Credd nsk

The company has implemented poiicies that require apprepnate eredit checks on potental customers.
before sales are made

Liguidity & Cash flow nsk

The company has a palicy of maintaming debt at a fixed rate to ensure certanty of fulure debt
$ervicing cash flows The company has access 1o group working capital and liquidity facihihes and
the directors review cash flow forecasts regularly

Fuel pnce nsk

The company has implemented a policy of hedging 1its fuel pnce to stabilise cash outflows
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

REPORT OF THE DIRECTORS (Continued)

RESULTS OF THE COMPANY

The profit for the year on ordinary activites before taxation was £2 3 million (2005 loss £1 5 milion)
The profit for the financsal year after taxation was £2 3 mullion (2005 loss £1 5 million)

The deficd for the year, after dividends, of £2 ¢ million (2005 re-stated £6 5 million) 1s to be deducted
from reserves

DIVIDENDS

Dmadends totalling £5 2 mullion (2005 £5 0 million) were paid to ordinary shareholders
during the year and a full and final ordinary dividend of £nil 1s proposed (2005 £nil)

DIRECTORS

The directors of the company dunng the year were as follows
MrR A C Scott

Mr TJ Docherty

Mr C C Hethenngton

A staternent of directors’ interests in the shares of the company 1s set in Note 8 to the accounts
on page 10

POLITICAL AND CHARITABLE DONATIONS

The company made no political contnbutions dunng the year Donations to UK chanties
amounted to £2,8650 (2005 £8,251)

EMPLOYEES

Protecting the health and safety of employees and customers 1s a pnme responsibility
of management and training in navigation, seamanship and other training courses
are sponsored by the group as arcumstances require

It1s the group’s policy that disabled pecple should have the same consideration as
others for shore-based job vacancies for which they apply as suitable candidates
Depending on their gkills and abilities, the disabled have the same career prospects and
opporunites for promotion as other employees

The group has pension and life assurance schemes which cover the majonty of
employees

The group 1ssues a vanety of newsletters and performance indicators which are
circulated to all staff and provide information to employees about current actrvities and
progress

AUDITORS

PncewaterhouseCoopers LLP resigned as auditors on 8 October 2008 and Grant Thornton
UK LLP was appeinted in therr place

A resolution to re-appoint Grant Thomion UK LLP wall be proposed at the Group Annual
General Meeting

1
By order
w / 20 April 2007
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

STATEMENT OF DIRECTORS RESPONSIBILITIES
IN RESPECT OF THE PREPARATION OF ACCOUNTS

The directors are responsible for prepanng the Aanual Report and the financal
statements i1 accondance with applicable law and regulations

Cormpary law requires the drectors (o prepara financial statements for each
financzal year Uinder that law the directors have elected to prepare financal
siatements i accordance with Unrted Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice) The financial statements
are required by law to give a true and fair view of the state of affars of the
company and of the profit or loss of the company for that period

In prepanng those financial statements the directors are required o

- select suitable accounting pobicies and then apply them consistentty
- make judgements and estimates that are reasonable and prudent

- state whather applicable UK Accounting Standards have been followed
subject to any material departures disclosed and explained in the
financial statements,

- prepare the financal statements on the going concem basis unless it
is inappropriate to presume that the company will continue in business

The directors are responsible for keeping proper accounting records which
disciose with reasonable accuracy at any ime the financial position of the
comparty and o enable therm 1o ensure that the financial statements comply
with the Companles Act 1885 They are also responsible for gafeguarding
the assets of the company and hence for taking reasonable steps for the
prevention and detection of fraud and other uTegulanties

In 50 far as the directors are aware

- there is no relevant auda information of which the company's auddors are
unaware,

- the directors have taken all steps that they ought to have taken to make
themsetves aware of any relevant audit information and to estabiish that
the auditors are aware of that information

The directors are responsible for the mamtenance and integrity of the website
and accordingly the audilors accept no responsibility for the nfermation published

Information published on the website 1s accessible i many countries and legislation
in the UK conceming the preparation and dissemination of Financial Statements
may differ from legislation m other junsdichions

i

Company Secratary 20 Apnl 2007
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND

ROYAL MAIL STEAM PACKET COMPANY LIMITED

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2006

NOTES
1&2 TURNOVER

Cost of sales
GROSS PROFIT
Administrative expenses
OPERATING PROFIT

3 Interest recevable and similar income

4 Interest payable and similar charges

7 PROFIT/(LOSS) ON ORDINARY ACTIVITIES
BEFQRE TAXATION

5 Taxation on profit{loss} on ordinary actviies

PROFIT/LOSS) ON ORDINARY ACTIVITIES
AFTER TAXATION

All actrities are derived from continuing operations

There 15 no material difference between the results as reported above and the results

restated on an unmodified histoncal cost basis
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2006 2005
£000 £000
307132 270626
{19 780 5) (18 722 4)
10,9327 8,302
{5155 0y {6 358 0)
57777 1,982 2
132 761
(3.5226) (3,570 2)
2,2683 (1,511 9)
(24) 20
2,265 9 1,513 8)




SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES FOR THE YEAR
ENDED 31 DECEMBER 2006

NOTES

23 Profit/{Loss) for the financial year
sl Actuanal loss on pension scheme

Total recogrused gamns and losses relating o the year

Prior year adjustment - FRS17

Total gams and losses recogrised smce last annual report

Page &

2008 2008
£000 £000
22859 (1,5139)
(384 0) (397 0)
10019 (1,810 9)

- (1,951 9)
_iwie 38628




SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND

ROYAL MAIL STEAM PACKET COMPANY LIMITED

BALANCE SHEET
AS AT 31 DECEMBER 2008

NOTES
FIXED ASSETS
10 Tangible assets
11 Investments
CURRENT ASSETS
12 Stocks

13 Debtors due after more than one year
13 Debtors due wathin one year
14 Investments

Cash at bank and m hand

CREDITORS
15 Amaounts faling due within cne year
NET CURRENT ASSETS
TOTAL ASSETS LESS CURRENT LIABILITIES

CREDITORS
15 Amounts faling due after more than one year

16 PROVISIONS FOR LIABILITIES AND CHARGES
NET ASSETS EXCLUDING PENSION LIABILITY

21 PENSION COMMITMENTS

NET ASSETS INCLUDING PENSION LIABILITY

CAPITAL AND RESERVES
17 Called up share capital
18 Revaluation reserve
18 Profit and loss account

23 SHAREHOLDERS' FUNDS - EQUITY

2006 2005
£000 £000
38,436 9 38,1239
148 0 148 0
36,584 & 38,2719
1438 1776
234005 258300
31424 22315
50 50
1198 556 7
26,8111 28,900 8
{8,952 1} (64525
19,858 0 22,4483
56,443 9 60,720 2
(40,912 5) (42083 7)
(17 5} (175)
15,5139 18,6390
{1,837 0} (16884 0)
13,676 9 16,9750
52451 52451
1,060 6 10606
73712 10,6693
13,676 & 16,9750

The accompanying accounting policies and notes form an integral part of these financial statements and were
approved by the board of directors on 20 Apnl 2007 and were signed on rts behalf by

A ]

RAC Scott

Finance Director
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TC THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

1 ACCOUNTING POLICIES
The following accounting policies have been applied consstently
(1) Basis of preparation

The financial statements have been prepared in accordance with applicable accounting standards
and under the lustoncal cost accounting rules modified to include the revaluation of certan land
and buildings The company has apphed the transitonal rules contained in FRS 15 Tangible fixed
assels to retain previous valuations as the basis on which these assets are held

The company 15 exempt by virtue of $228 of the Companies Act 1985 from the requirement to
prepare group financial statements These financal statements present information about the
company as an indmdual undentaking and not about its group

Under Financial Reporting Standard 1 the company is exempt from the requirement to prepare a
cash flow statement on the grounds that a parent undertakung includes the company in its own
published consoldated financial statements

As the company is a wholly owned subsidiary of Red Funne! Group (Holdings) Limited, the company
has taken advantage of the exemption contained in FRS 8 and has therefore not disclosed
transactions or balances with entiies which form part of the group (or mvestees of the group
qualfying as related parties) The consolidated financial statements of Red Funnel Group (Hoidings)
Limited, withuin which the company 1$ included can be obtained from the address given in Note 22

{u) Tumover
Tumnover Is stated exclusive of value added tax and compnses income from ferry and catenng
services in the UK tncome 15 recognised in the profit and loss account in the year in which the
related services are provided

() Depraciation
Depreciation 15 provided on all tangible fixed assets on a consistent basis at rates calculated to

to wiite off the net book value of each asset, less estimated residual value, evenly over its estmated
remaming useful Ife as follows

Ships

Femes 30 Years
Catamarans 20 Years
Cthers

binkspans pontoons and dolphins 15 Years
Other plant 1C Years
Fixtures and fittmgs 5- 7 Years
Motor vehicles T Years
Freehold buldings 50 Years
Long leaseholds 50 Years
Short leaseholds Over the term of the lease

{iv} Repairs and Renewals

Service costs in respect of the annual mantenance of vessels are charged to the profit and loss
account as incurred

Costs in respect of major engine overhauls and assocated work are caprtalised as incurred and
depreciated over the service life of such work

{v) Investments
Fixed asset investments are stated at cost unless in the opinion of the directors there has been
a pemanent diminution in value, in which case an appropnate adjustment 1s made
Current asset mvestments are stated at the lower of cost and estmated net realisable value
{w1) Stocks
Stocks are valued at the lower of cost and net realisable value
Routine manne spares are charged directly to the profit and loss account when incurred
Manne spares acquired in connection with the annual maintenance of vessels are imitally held In

stock and released to the profit and loss account when the annual maintenance takes place
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SQUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued)

1 ACCOUNTING POLICIES (Continued)

{vii} Taxaton

Current tax 15 provided at amounts expected to be pad or recovered using tax rates and laws that have been enacted or substanbally
enacted by the balance sheet date

Deferred tax 1s recognised in respect of all uming differences that have onginated but not reversed at the balance sheet date where
transachions or events that result in an obhigation to pay more tax in the future or a nght to pay less tax in the fiture have oceurred
Timing diferences are differences between the company’s taxable profits and its results as stated in the financial statements that
anse from the inclusion of gains or losses in tax assessments in penods different from those m which they are recognised in the
finanaal statements

Deferred tax is measured at average tax rates that are expected to apply in penods in which tming differences are expected to

reverse based on tax rates and laws that have been enacted or substantially enacted by the balance sheet date Deferred tax s

measured on a non-discounted basis
(vin) Leased Assets

Where assets are financed by leasing arangements that give nghts approximating to ownership, the assets are treated as ff they
had been purchased outnght with the corresponding lease commitments shown as obligations to the lessor Lease payments are
split between capital and interest elements with depreciation on the relevant assets and interest being ¢harged to the profit and
loss account

All other leases are operating leases and the annual rentals are charged to the profit and loss account as incurred
(ix) Pension Contnbutions

The company operates a defined benefit pension scheme The assets of the scheme are held separately from those of the company
in an independently admimstered fund The amounts charged against profits are set out in Note 21

The company contnbutes to an mdustry-wide funded defined benefit scheme for certain employees Contnbutions by the company
are determined by the level set by the scheme's actuary As allowed under FRS 17, the scheme 1s accounted for as a defined
contnbution scheme by the company, since its share of the scheme assets and lliabiliies cannot be separately identfied

The company operates a defined contribution pension scheme The assets of the scheme are held separately from those of the
company in an independently administered fund Contnbutions to the scheme are charged agamnst income as incurred

(x) Capstalised Interest
The cost of vessels in the course of construction includes interest capialised where financed by speciic borowangs
2 SEGMENTAL INFORMATION

The company currently has one class of business, being the operabon of ferty and asscciated catenng sennces in the United
Kingdom

2006 2005

3 INTEREST RECEIVABLE AND SIMILAR INCOME £000 £ 000

Shert termn deposits and sundry interest 82 581
Other finance income (Note 21) 40 170

132 76 1
—_— e

2006 2005

4 INTEREST PAYABLE AND SIMILAR CHARGES £000 £'000
interest on bank overdraft - repayable on demand - 03
Interest on loans from group undertakings 33270 34035
Interest on finance lease payable to group undertaking 1087 1208
Interest on retrement benefit iabilty 889 456
352286 35702
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND

ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 21 DECEMBER 2006 {Continued)

5 TAX ON PROFITHLOSS) ON ORDINARY ACTIVITIES

Comoration Tax payable on taxable profitsf(losses}
at 30% (2005 30%)

2006

£'000

24

2005
£'000

20

The differences between the total current tax shown and the amount calculated by apphang the standard rate of UK Corporation

1ax to the profit/(loss) before tax are as follows

Profit/(Loss) on erdinary actties bafore tax

Tax on profit!{less) on ordinary actrvibies at standard UK corporation tax rate of 30%

Tonnage tax adjustment

Current tax charge for the year

2006
£000

2,268 3

830 5
(678 1)

24

The company has elected for s resuits to be assessed under the United Kingdom Tonnage Tax Requlations

& DIVIDENDS ON EQUITY SHARES

Equity shares

Pad £0 99 (2005 £0 96) per £1 0 ordinary share

7 PROFITHLOSS) ON ORDINARY ACTIVITIES BEFORE TAXATION
This 1s stated after charging

Auditors' remuneration

Audrt

Other services - fees paid to the auditor and its asscciates

Other services - fees paid to previous auditors

Depreciation owned assets
assets held under finance leases

Operating lease rentals plant and machinery
land and buildings

8 DIRECTORS
Directors' remuneration
Fees

Directors’ emoluments in respect of services provided
Pension contnbutions

2006
£'000

55200 2

2006
£000

216
10

30257
1626

146 8
10967

2006
£000

3308
305
3613

The remuneration detaled above ralates to the directors’ services for all the group companies

Retirement benefits have accrued to three directors under a defined benefit scheme (2005 Three)

The aggregate emoluments of the lughest paid director was £149,623 (2005 £135,567)

No directors hold shares i the company

2005
£'000

50000

2005
£000

1748
10707

2008
£'000

150
62186
200
656 §

Details of shareholdings by directors of this company who are also drectors of Red Funnel Group {(Holdings) Limited, are contained

in the conselrtated financial statements of Red Funnel Group (Holdings) Limited wathin wiich this compary 1$ ncluded
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND

ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCQUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued)

2006 2005
9 STAFF COSTS AND NUMBERS E'000 £000
1} Wages and salarles 21176 82313
Social security costs 8707 7783
Other pension costs (Note 21) 260 4 3139
02880, X ER
iiy Average number of persons employed (including directors)
Sea-fartng staff 204 180
Shore-based staff 98 100
Administration 102 9
404 k14
Land & Buildings
Plant and Short
10 TANGIBLE FIXED ASSETS Ships Equipment  Freehold | hotd Total
£000 £'000 000 £000 £000
COST OR VALUATION
At 1 January 2006 458260 96762 219114 535 5 532288
Additions 1,080 0 4212 - - 1,501 3
Disposals - - - - -
At 31 December 2000 48,608 0 10,097 § 21911 5355 59,730 1
DEPRECIATION
At 1 January 2006 141400 53831 36857 178 1 201049
Prowvded dunng the year 24425 7071 258 129 31883
Disposals - - - - -
At 31 December 2000 18,582 § 6,100 2 4215 1890 23,2932
NET BOOK VALUE
At 31 December 2008 30,323 5 3,997 3 1,789 & 346 5 38,436 9
At 31 December 2005 31,686 0 4,283 1 1,785 4 359 4 38,123 9
The followsng amounts relate to assets held under finance leases
Cost 3,177 9 - - - 31779
Accumulated Depraciation 440 7 - - - 4407
Net Book Value
At 31 December 2008 2!731 1 - - - 27371
At 31 December 2005 2!950 9 - - - 2!950 9
Comparable amounts determined according to the historical cost convention
Cost 48 8080 100875 1431 8 4208 58 B56 2
Accumulated
depraciation 16,582 5 61002 528 0 2820 23,4928
Net Book Value
At 31 December 2008 éaﬂ 5 3,987 3 903 8 1388 35!363 4
At 31 December 2005 31,685 0 4,283 1 §32 5 151 9 37,053 5
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SOUTHAMPTON ISLE OF WIGHT AND SCUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (Contnued)

10 TANGIBLE FIXED ASSETS (Continued)

Certamn of the company's freehold and leasehold land and buildings held at 31 December 1998 were valued at that date by Healey &
Baker, Intemational Real Estate Consultants on an open market exsting use basis These valuations were made in accordance with
the Appraisal and Valuation Manual 1ssued by the Royal Insttute of Chartered Surveyors

The total valuation amounted to £1 2 milkion of which £642 000 was apportioned to land, representing an excess of £17 000 over previous
valuations Buldings are ncluded at a valuation based on open market value or depreciated replacement cost as appropnate,
31 December 1587

No subsequent revaluations have occurred following the company’s adoplion of the transiional rules of FRS 15 "Tangible Fixed Assets™
Included within the cost of ships at 31 December 2006 1s an amount of £1 4 millen which compnses cumulative captalised interest
{2005 £1 4 milion)

11 FIXED ASSET INVESTMENTS

The company cwns the whole of the issued ordinary share capital of the following subsidiary undertakings all of which are incorporated
In the United Kingdom

Red Funnel Distnbution Limited - road transport and warehousing
Masthead Sernces Limited - dormant
Red Funnel Steamers Limtted - dormant
Red Funnel (Pension Trustees) Limited - dormant

All trading subsidiary undsrtakings operate wholly withun the United Kingdom Consohidated financial statements have not been
prepared as the company I1s a wholly owned subsidiary of a company registered in England In the opinion of the directors the
value of the Investment in the subsidiary undertakings (ncluding amounts owing by the subsidiary undertakings) 1s not less than
the aggregate amount shown in the parent undertaking’s balance sheet

2005 2005
£'000 £ 000
Shares in subsidiary undertakings at cost and net book valve 148 0 1480
12 STOCKS
Stocks compnse the followang 2006 2005
£'000 £'000
Fuel ail 822 1196
Manne spares 108 69
Catenng stocks 406 511
143 € 1778
2006 2005
13 DEBTORS £'000 £000
Amounts due after one year
Amounts owed by group undertalings 23,400 5 25§930 0
2006 2005
£'000 £'000
Amounts due within one year
Trade debtors 903 4 9740
Amounts owed by group undertaluings 2268 137
Amounts owed by subsidiary undertakings 12161 4394
Prepayments and accrued mcome 7961 804 4
EREXLTE NEEIER
2006 2005
14 CURRENT ASSET INVESTMENTS £000 £000
Investments at cost
Quoted nvestments 50 50

The drectors estimate that the value of the company’s quoted mvestments is at least equivalent to their cost
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued)

2006
15 CREDITORS £'000
Amounts falling due within one year
Trade creditors 1884 0
Amounts owed {¢ group undertakings 23583
Finance lease creditor owed to group undertakings 2554
Amounts owed to subsudiary undertakings 7092
Taxation and socal secunty 454 5
Other creditors - MNOPF Pension Liability 1238
Corporation tax payable 24
Accruals and deferred ncome 13637

6,9521

2005
£'000

19319
190952
2554
6293
76T
1151
20
1146 9

6l452 -]

Included i the amounts owed to group undertakings 1s £1 027,700 which Is interest beanng (2005 £865,000),

all other balances are intergst free

Amounts shown as owed lo subsidiary undertalings are interest free

2006
£'000

Amounts falling due over one year
Amounts owed to group undertakings 37,7055
Finance lease creditor owed to group undertakings 17488
Qther creditors - MNOPF FPension Liability 1,458 4
40!912 5

The interest rate and repayment profile of the company's financial liabilities at 31 December 2006 was

Fixed rate bormowings (8 58% to group undertakings E‘%
In one year or less by instaliments 7723
In more than one year but not mora than two years 8398
In more than two years but not more than five years 29879
In more than five years 3387786
Y ik
2006
Varjable rate borrowings (1% above bank base rate) owed £000
to group undentakings
In one year of less by mstalments 2554
In more than one year but not more than two years 2554
In more than two years but not more than five years 766 3
In more than five years 7270
20041
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20040
15819

42!063 T

2005
£'000

7100
723
2,747 1
34058 4

39,1878

2008
€'000

2554

2554

7633




SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued)

15 CREDITORS

Fi te borrowings (4 2%) owed to MNOPF
In one year or less by nstalments

In more than one year but not more than two years
in more than two years bul not more than five years

In more than five years

16 PROVISION FOR LIABILITIES AND CHARGES

Balance as at 1 January 2008 & 31 December 2006
Deferred taxation provided in the accounts and the potential amounts are as follows

Amounts
Provided
2008 2005
£000 £000

Taxation on revaluation

surplus - -

2006 2005
£°000 £'000
1236 1151
1320 1236
4458 4214
8795 10359
1,581 9 1,697 0
Pansion
Cost
£000
175§
.
Potentlat
Liabili
2006 2005
£000 £'000
318 2 318 2

The potenual deferred taxatron on the revaluation surplus would becormne payabie If the properties were disposed of at the

revalued amount

The company has elecied i be assessed under Tonnage Tax No provision for accelerated capial elfiowances 1s required

17 CALLED UP SHARE CAPITAL

Authonsed
7 000 DOO ordinary shares of £1 00 each - equity

Issued and fully pat
5 245 129 ordinary shares of £1 00 each - equity

18 RESERVES

Al 1 January 2008

Actuarial loss on pension scheme
Profit for the year after taxation
Dnndends paid in the year

At 31 December 2006

19 CAPITAL COMMITMENTS

2006 2005
£'000 £'000
7,000 0 7,000 0

2008 2005
£000 £000
5;2451 5,245 1
Revaluation Profit and
Reserve Loss Account

2006 2006
£'coe £'000
1,080 8 10,6693

- (364 0)

- 22659

(5200 9)

1,080 § 73712

The company had capital commitments of £0 2m n retaticn to engine overhaul costs as at 31 December 2008 (2005 £ni)
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SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued]

20 LEASING COMMITMENTS

Leasing charges are payable under non-cancellable operating leases on land and buildings and plant and machinery The position

as at 31 December 15 as follows

2008
£000
Operating leases on land and buldings
Annual commitments which expire
Afler five years 8141
Qperating leases on plant and machinery
Annual commitments which axpire
Within one year 783
Between two and five years 549
1332

21 PENSION COMMITMENTS

2005
£'000

897 8

863
604

1487

The company operates a defined benefit pension scheme with assets held in a separatety administered fund In addtion some

employees are members of the Merchant Navy Officers Pension Fund

Defined benefit scheme

An actuanal valuation of the Red Funnel Staff Pension Scheme using the projected unit basis, was camed out as at 31 December
2006 by Alexander Forbas Financial Senvices Limited consulting actuanes The major assumptions used by the actuary were

2006
%
Rate of increase in salanes (not apphcable as scheme 1s closed to future acerual) N/A
Rate of increase for pensions in payment 315%
Discount rate 515%
Inflabon assumption 315%
The assets in the pension scheme and tha expacted rate of retum were
Long-term Long-term
rate of rate of
return retum
expected Value expectad Value
2006 2006 2005 2005
% £'000 % £'000
Equibes 75% 4,1210 7 5% 34280
Insurance policy 45% . 45% 2250
Gilts 4 5% 21060 45% 20880
Cash 48% 550 4 5% 169 0
Total market value of assets 62820 58900
Present value of scheme habilihes (81190} (7 554 0)
Deficit in scheme (1,837 0) (1,664 Q)
Related deferred tax babiity - -
Net pension lkiabihty 51 5837 0! 1,664 0
2006
Analysis of the amount charged to oparating profit £'000
Current senvice cost -
Past service cost -
Total operatng charge -
2006
Amounts credited to other financial income £'000
Expected retum on pension scheme assets 368 ¢
Interest on pension scheme liabilities (364 0)
Net retum 40
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2005
%
N/A
275%
490%
275%

Long-term
rate of
returm
expected
2004

%

75%
50%

2004

N/A
2 75%
540%
275%

Value
2004
£'000

4,316 0
8000

5,116 0
84180
(1302 0)

{1,302 0)

2005
£'000

2005
£'000

3600

(343 Oy
170




SOUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued}

21 PENSION COMMITMENTS {Continued)

2008 2005
Amount recognised in statement of total recognised gains and losses £000 £'000
Actual retum less expected return on pension schems assets 890 5200
Experience gains and losses arising on scheme kabiiies (266 0) {218 0)
Changes i assumptions undertying the present vakue of the schemae babilities 197 0 639 0
Actuarial loss recognised in the STRGL {384 9 (387 0)

2008 2005
The movemeant in deficit during the ysar £000 £'000
Shortfall at 1 January {1,684 0) (13020)
Movement in the year
Current service cost - -
Contnbutions 1870 180
Past service costs - -
Other finance income 40 170
Actuanal loss (364 0) {397 0)
Shertfall at 31 Decamber !1!837 0! !1|8M D!

2006 2005 2004 2003 2002

The history of experience gains and losses is as follows £000 £'000 £000 £'000 £000
Difference between the expected and actual return on scheme assets
Amount 990 5200 1780 1130 {575)
Percentage of scheme assets 03% 14 6% 3 5% 24% 13 3%
Experience gains and loasss arising on scheme liabilities
Amount {266 ) (218 0) {252 0) (6 0) (55)
Percentage of the present value of scheme kabilities 33% 29% 39% 01% 10%
Total amount recognised in the statement of total recognised gains and losses
Amount {364 0) (397 0) (754 0) 1710 (878}
Percentage of the present value of schema fiabiries 55% 5 3% 11 8% 32% 15 8%

The company contnbuted £187,000 in 2006 (2005 £18 000) The full actuarial valuation, carned out as &l 31 January 2005, suggesied that the company

contnbute at the rate of £204,000 per annum from 2006

The company also contributes to the Merchant Navy Officers Pension Fund, an industry-wade funded defined benefit scheme for cenain employees The
contributions to this scheme are determined with reference to the level set by the scheme's actuaries and charged against income as f it were a defined

contnbution scheme

The company has not adopted the accounting reguirements of FRS 17 “Retirement Benefits” n respect of this scheme since it is unable to identify s

share of the underlying assets and llabilities

The cost of contnbutions 1o the scheme totalied £6% 000 (2005 £76,000) An actuaria!l vatuaton of the Merchant Navy Officers Pension Fund was undertaken
as at 31 March 2003 which showed that the Old Section of the Scheme had a surplus of £167 million and the New Section of the Scheme had a deficit of £184
mulfion The trustees have calculated that the company's share of the New Section defictt 1s £1 8 million wiuch is being paid for at the rate of £202,000 per annum
over ten years

The company also contnbutes to defined contribution schemes The contnbutions to these schemes are charged agamst
income as incurred and totalted £199,000 in the year (2005 £209 800}

22 PARENT UNDERTAKING

The company is a subsidiary undertaking of Red Funnel Group (Holdings) Limited, incorporated in the England, which i1s the uftimate parent undertaking The
immediate parent undertaking 1$ Red Funnel Femes Limited

The largest group i winch the results of the company are consofidated 15 that headed by Red Funnel Group (Holdings) Limited, incorporated in England The
consolidated financal statements of this company are avaiable to the public and may be obtained from Red Funnel Group (Holdings) Limited 12 Bugle Street
Southampton S014 2J¥ The smaliest group in which the results of this company are consolidated 1s that headed by Red Funnel Farres Linded meomorated
in England The censoldated finanaial statements of this company are avallable to the public and may be oblamed from Red Funnel Femes Limtted 12 Bugle
Street, Southampton S014 2JY

The company has taken advantage of the exempton i FRS 8 not to disclose transactions between the company and other companies within the group, which
exceed the 90% ownership threshold
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SQUTHAMPTON ISLE OF WIGHT AND SOUTH OF ENGLAND
ROYAL MAIL STEAM PACKET COMPANY LIMITED

NOTES TO THE ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {Continued)

2006 2005
23 RECONCILIATION OF MOVEMENTS IN £'o060 £'000
SHAREHOLDERS' FUNDS
Profit/{loss) on ordinary activiies after taxation 22659 (1,513 9
Ordinary dradends (5.200 0} (5000 0)
(2,934 1) (6,513 9}
Actuanal koss on pension scheme (Note 21) {364 0) (397 0)
Net reduction in shareholders' funds (3,298 1) (6,910 8}
QOpening shareholders’ funds as previously reported 16,9750 258378
Prior year adjustment - FRS 17 - 1951 &
Opaning shareholders’ funds as re-stated 16,9750 23,8859
Closing shareholders’ funds 13,678 9 16,975 0

24 CONTINGENT LIABILITIES

There 1s a fixed charge over the company's nghts under an Issuer/Bormower Faciity Agreement o certain providers
of finance to Red Funnel Finance Public Limited Company

There 1s a fixed and floating charge over the assets of the company under an agreement dated 28 May 2004 to
certain providers of finance to the parent undertaking Red Funnel Group (Holdings) Limited

The company has a contingent liability of £363 000 under the terms of a counter Indemnity agreement with Bank
of Scotland, who have guaranteed a bond with the Passenger Shipping Assocation on behalf of the company

The company has expenenced a number of claims for industrial deafness relaung back to a previous towage
operation The directors have estimated that, should all previous towage crew members make a claim there s
a potential hability of £150,000

As stated In Note 21 the company contributes to the Merchant Navy Officers Pension Fund At the time of signing
these financial staterments, the actuarial valuaton of the Merchant Navy Officers Pension Fund as at 31 March
2006 had not been prepared The directors bebeve that this valuation will show a worsening of the financal posiion
of the Fund and that the company will be cafled upon to Increase 's curment contributons of £202 000 per annum,
aithough they are not able to quantify the increase
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INDEPENDENT AUDITORS’ REPORT TQ THE MEMBERS OF SOUTHAMPTON ISLE OF
WIGHT AND SOUTH OF ENGLAND ROYAL MAIL STEAM PACKET COMPANY LIMITED

We have audited the financial statements of Southampton Isle of Wight and South of England
Royal Mail Steam Packet Company Lanttad for the year ended 31 December 2006, which
compnse the profit and loss account the statement of recognisad gains and losses, the
balance sheet and the related notes These financtal statements have been prepared under
the accounting policies set out theren

Thes report 18 made solely to the company's members as a body in accordance with Section
235 of the Companies Act 1985 Our audt work has been undertaken so that we might state
to the company's members those matters we are required to state to them i an auditor's
report and for no other purpose To the fullest extent permitted by taw we do not accept or
assuma respensibility 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 wa have fommed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The directors' reponsibiliies for prepanng the Annual Report and the financial statements n
accordance with Unirted Kingdom law and Accounting Standards {United Kingdoem Generally
Accepled Accounting Practice) are set out in the Statement of Directors Respensibilities
Practice)

Our responsibifity 1s to audnt the financial statements in accordance with relevant legal and
regulatory requirements and Intemational Standards on Audting (UK and treland)

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 We also report to you
whether, in our opimion the Information given in the Directors Report 18 consistent with the
financial statements

In additon we report to you if i our opinien the company has not kept proper accounting
records f we have not recerved all the information and explanations we require for our audit
or if nformation specified by law regarding diectors' remuneration and other transactions is
not disclosed

We read other information contained in the Annual Report and consider whether o 1s consistent
with the audited financial statements This other nformation compnses only the Directors’ Report
We consider the imphcations for our report ff we become aware of any apparent misstatements
or matenal tnconsistencies with the financial statements Qur respensibiities do not extend to
any ather infermation

BASIS OF AUDIT OPINION

Wa conducted our audit in accordance with International Standards on Auditing (UK and reland)
is3ued by the Auditing Practices Board An audit Includas examination on a test basis of
svidenca ralevant to the amounts and disclosures in the financial statements It also includes an
assessment of the significant estimates and judgements mada by the directors in the preparatien
of the financial statements and of whether the accounting policies are appropriate to the
company's circumstancas consistently applied and adequately disclosed

We planned and performed cur audt 5o as to abtain all tha information and explanations which

we considared necassary in order to provide us with sufficient svidence o grve reasonable

assurance that the financial statements are free from matenal misstatement whether caused

by fraud or other imegulanty or emor In forming our opinien we also avaluated the overall

adequacy of the presentation of infformation in tha financial statements

OPINION

In our opinion

- the financial statements give a true and fair view In accordance with United Kingdom
Generally Accepted Accounting Practice of the state of the company’s affairs as at
31 December 2006 and of its profit for the yaar than ended

- the financsal statements have been property prepared in accordance with the Companias
Act 1985 and

- the information grven in the Diractors' Report 1s consistent with the financial statements

Grant Thormnton UK LLP
Chartered Accountants and Registered Auditors
Southampton

20 Apnl 2007
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