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- GNER Holdings Limited
Directors' Report

The directors present therr report and audited financral statements for the vear ended 31 December 2006

1 ACTIVITIES

The Company acts as a holding company for Great North Eastern Railway Lumited (GNER), which
operates the Intercity East Coast Mam Line rail service In March 2005, the Strategic Rail Authonty
signed a new Franchise Agreement with GNER  The Franchise Agreement provided for GNER to pay a
premium each year to the Department for Transport During 2006 it became apparent that, due to a
combination of circumstances unforeseen at the tume of signing the Franchise Agreement, GNER would
not be able to continue to meet the agreed premmm payments

In March 2006 the Office of Rail Regulation announced plans to allow another Train Operating Company,
Grand Central Railways, access to the East Coast Mamn Line used by GNER As GNER faled n a legal
challenge, Grand Central Railways will be commencing services later in 2007, with routes to London,
from Sunderland / Hartlepool and Bradford / Halifax When this competing operation commences, 1t will
have an adverse effect on GNER's revenue growth

On 15 October 2006, Sea Containers Ltd, the Company's ulimate parent and certain of Sea Containers
Ltd's subsidianes each filed for Chapter 11 protection under the US federal bankruptcy laws

In December 2006 GNER signed a Franchise Management Agreement with the Department for Transport

This provides for GNER to continue operating the service and earn an incentive payment, while the Inter-
City East Coast franchise 15 re-let Due to the financial position of 1ts parent company, GNER was not in a
position to submut 2 bid as part of the franchise re-let process Consequently, it will cease operating the
franchise when the new Franchise Operator commences trading This 15 expected to be towards the end of
2007

Further iformation 1s included m Note 1 to the financial statements

2 REVIEW OF DEVELOPMENTS AND FUTURE PROSPECTS

The Company made a profit after taxation of £1,319,000 mn the current year (2005 - £33,862,000 profit)
The directors do not recommend a dividend (2005 - £55 million per share)

The directors expect sumular results m 2007, subject to the effect of the commencement of Grand Central
Rarlways

Further mformation on the future prospects of the Company are set out in note |1 to the financial
statements

3 EVENTS SINCE THE BALANCE SHEET DATE

In Apnl 2007, the Company announced 1ts participation 1n the Inter-City East Coast franchise bad being
prepared by Inter City Raillways Ltd, a company jowntly owned by the Stagecoach Group and the Virgin
Group

The Company’s subsidiary, GNER, has continued to mvest i the operation of the Franchise, m particular,
replacement of the engines and a full refurbishment of the interior of 1its HST fleet GNER 1s expecting to
commence half-hourly services between London and Leeds in May 2007 and 15 continuing to tnvest in
upgrades to its Stations
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DIRECTORS AND THEIR INTERESTS

The dwrectors who served durmng the year and thereafter and thewr mterests m the share capital of the
Company were as follows

C W M Garnett (Resigned 31 August 2006)

I C Durant

] B Sherwood (Resigned 20 March 2006)

R D Mackenzie {Appomted 2 May 2006)

None of the directors had any notifiable interests in the shares of the Company or of other group
compames duning the year or at the year end {2005 none)

AUDITORS

Each of the persons who 1s a director at the date of approval of this report confirms that

(1) so far as the director 15 aware, there 13 no relevant audit information of which the Company’s auditors
are unaware, and

(2} the director has taken all the steps that he/she ought to have taken as a darector 1n order to make
himselftherself aware of any relevant audit mformation and to establish that the Company’s auditors are
aware of that information

This confirmation 1s given and should be nterpreted 1n accordance with the provisions of S 234ZA of the
Companies Act 1985

Deloitte & Touche LLP will be re-appointed as the Company’s auditors mn accordance with the elective
resolution passed by the Company under section 386 of the Compames Act 1983

By order of the board

R D Mackenzie
Director

Sea Contamers House
20 Upper Ground
London SE1 9PF

i 1 MAY 2007



GNER Holdings Limited
STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the annual report and the financial statements The directors have
chosen to prepare the accounts for the company m accordance with Umited Kingdom Generally Accepted
Accounting Practice ("UK GAAP")

Company law requires the directors to prepare financial statements for each financial year which give a true and
fair view m accordance with UK GAAP of the state of the affaurs of the company and of the profit or loss of the
company for that period, and comply with UK GAAP and the Companies Act 1985 In prepaning those financial
statements, the directors are required to

= select suitable accounting policies and then apply them consistently,

= make judgements and estimates that are reasonable and prudent,

» prepare the financial statements on the gomng concern basis unless 1t 1s nappropriate to presume that the
company will continue 1 business, and

+ state whether apphicable accounting standards have been followed, subject to any material departures
disclosed and explamned 1n the financial statements

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at
any time the financial position of the group and of the company and to enable them to ensure that the financial
statements comply with the Companies Act 1985 They are also responsible for the system of nternal control,
for safeguarding the assets of the company and hence for taking reasonable steps for the prevention and detection
of fraud and other iregulanties




INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF GNER Holdings Limited

We have audited the financial statements of GNER Holdings Limited ("“the Company") for the year ended 31 December
2006 which compnise the profit and loss account, the balance sheet, the statement of accounting policies and the related
notes I to 13 These financial statements have been prepared under the accounting pohcies set out therem

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

Respective responsibilities of directors and auditors

The directors' responsibilities for preparing the Annual Report and the financial statements m accordance with
apphcable law and Umted Kmgdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)
are set out 1n the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and regulatory requirements and
International Standards on Auditing (UK and Ireland)

We report to you our opmmion 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 1if, in our opmon, the directors’ report 1s not
consistent with the financial statements, 1f the Company has not kept proper accounting records, if we have not received
all the information and explanations we require for our audst, or if information specified by law regardng directors’
remuneration and transactions with the Company 1s not disclosed

We read the directors’ report for the above year and consider the implicatiens for our report if we become aware of any
apparent misstatements or material inconsistencies with the financial statements

Basis of audit opimon

We conducted our audit 1n accordance with International Standards of Auditing (UK and Ireland) issued by the Auditing
Practices Board except that the scope of our work was limited as explained below An audit includes exarmunation, on a
test basis, of evidence relevant to the amounts and disclosures 1n the financial staternents It also includes an assessment
of the sigmificant estimates and judgements made by the directors in the preparation of the financial statements and of
whether the accounting policies are appropriate to the Company’s circumstances, consistently apphed and adequately

disclosed
We planned our audit so as to obtan all the information and explanations which we considered necessary in order to

provide us with sufficient evidence to give reasonable assurance that the financial statements are free from matenal
musstatement, whether caused by fraud or other uregulanty or error However, the evidence available to us to was
hmited because, as described in note 1, the Company’s ultimate parent, Sea Containers Limted (*SCL”} and two of its
subsidianies have sought protection from thewr creditors under Chapter 11 of Tatle 11 of the US Bankruptcy Code

Under the protection of Chapter 11, SCL and two of its subsidianes are currently 1n discussions with their creditors
regarding repayment with an intention to agree a restructuring of 1ts financial oblhigations and to emerge from Chapter
11 protection under the US federal bankruptcy laws in due course

As the future of the SCL group 1s dependent on third parties, and limited information was available to the directors of
SCL group companies about the possible outcome of the ongoing negotiations with those third parties, the compantes 1n
the group have been unable to prepare detailed profit and cash flow forecasts As a result, the directors of the Company
have not been able to assess the recoverabihity of inter-company debtors In addition, negotiations are ongomg wath the
trustees of certamn pension schemes n the SCL group and the directors have not been able to assess the extent to which
the Company may be required to contribute to any penston deficits

The Company has also announced that, whilst its trading subsidiary Great North Eastern Railways Ltd will cease trading
when the Inter-City East Coast franchise 1s re-let, the Company 15 to participate i the franchise bid by Inter-City
Railways Limited, a Company jomtly owned by the Stagecoach group and the Virgin group Because these
negotiations with group creditors and pension trustees are ongoing, and the results of the franchise bid are unknown, we
have been unable to obtain sufficient appropnate audit evidence over wntra-group balances, pension liabihties, the
outcome of the Company's franchise bid and the appropriateness of the gomg concern basis and, given the significance
of these tems, we have been unable to form 2 view on the financial statements

In forming our opimon we also evaluated the overall adequacy of the presentation of information 1n the financal
statements
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF GNER HOLDINGS LIMITED

Opmion: disclaimer on view given by financial statements

Because of the possible effect of the limitation m evidence available to us, we are unable to form an opinion as to
whether the financial statements give a true and fair view of the state of the Company’s affairs as at 31 December 2006 in
accordance with United Kingdom Generally Accepted Accounting Practice, and the profit for the year then ended, and
have been properly prepared in accordance with the Companies Act 1985

In respect of the limitation of our work referred to above

*  We have not obtained all the information and explanations that we considered necessary for the purpose of our audit,
and

*  We were unable to determine whether proper accounting records have been kept

Notwithstanding our disclaimer on the view given by the financial statements, in our opimon the information given i the
directors’ report 1s consistent with the financial statements

Gl 8 doh 1rp

Delostte & Touche LLP
Chartered Accountants and Registered Auditors
London

ll Maa/a‘oo?




GNER Holdings Limited
Profit and Loss Account
for the year ended 31 December 2006

Notes 2006 2005

£'000 £'000

Dividend mncome - 35,740
Admnistrative expenses 4 1,319 (1,878)
Profit on ordmary activities before taxation 1,319 33,862
Taxation 5 - -
Profit for the financial year 11 1,319 33,862

All activities as of now are continuing

Statement of Total Recognised Gains and Losses

The Company has no recogmised gains or losses other than those reflected m the profit and loss account for
the years ended 31 December 2006 and 31 December 2005




GNER Holdings Limited
Balance Sheet
as at 31 December 2006

Fixed assets
Investments

Current assets
Debtors

Total assets less current habilities

Creditors: amounts falling due after
more than one year

Net assets

Capital and reserves
Called up share capital
Profit and loss account

Shareholders' funds

These financial statements were approved at a meeting of the Board of Directors held on

Signed on beAS of oard of Directors

™~

R D Mackenzie

Director

i 1 MAY 2007

Notes

10
11

2006
£'000

5,382

34,562

39,944

39,944

39,944

39,944

2005
£'000

5,382

36,258

41,640

(3,015)

38,625

38,625

38,625




GNER Holdings Limited
Notes to the financial statements
for the year ended 31 December 2006

1 Accounting policies

Accounting convention and basis of consolidation

The financial statements are prepared under the historical cost convention The financial statements of the subsidiary
comnpanies have not been consolidated with those of the Company as 1t 1s exempt under Section 228 of the Compames Act
1985 as the Company is a wholly owned subsidiary of a company incorporated in Great Britam which prepares
consolidated financial statements Accordimgly, these financial statements present mformation about the Company as an
mdividual undertaking and not about 1ts group The accounting policies adopted have been applied consistently m both
the current and prior year

Going concern

The Company 1s a member of the Sea Contaners Ltd (“SCL”) group of companies and is reliant on SCL and Sea
Contamers Services Limuted for financial, administrative and management support

On 3 October 2006 the common shares of SCL (ticker symbol SCRA and SCRB) and its senior notes were suspended
from wrading on the NYSE and the NYSE Arca ©On 15 October 2006, SCL and two of its subsidianies, Sea Containers
Services Ltd and Sea Containers Canibbean Inc, voluntanly filed for protection under Chapter 11 of Title 11 of the United
States Bankruptcy Code with the US Bankruptcy Court for the District of Delaware  Filing for Chapter 11 1s an action by
SCL 1n the United States to seek protection from its creditors and was undertaken principally because of a maturing $115m
public note obligation on 15 October 2006 which SCL was unable to pay Under Chapter 11, the directors are left n place
to manage SCL under US Court supervision

SCL has not generated positive cash flows from operations for the six months ended 30 June 2006 and durmng the year
ended 31 December 2005 and has suffered from material asset impairments In addition to the public note payment
default, SCL 1s 1n default under many of its secured credit faciliies due to breaches of certain financial covenants and
other requirements contained 1n these facihties Since filng for Chapter 11, SCL has been in discussions generally with
creditors regarding repayment and a Commuttee of creditors has formed to represent creditor’s interests, with the intention
that SCL agrees to a restructuring of 1ts financial obligations and emerges from Chapter 11 1n due course

The future of the SCL group 1s dependent on third parties, and as limited information was available to the directors of SCL
group companies about the potential outcome of the ongoing negotiations with those third parties, the compantes in the
group have been unable to prepare detailed profit and cash flow forecasts As they were unable to prepare such forecasts,
the directors of the Company have not been able to assess the recoverability of mter-company debtors In addition,
negotiations are ongoing with the trustees of certain pension schemes in the SCL group and the directors have not been
able to assess the extent to which the Company may be required to contribute to any pension deficits

As described 1n the directors’ report, i December 2006 Great North Easten Railways Ltd ("GNER"), the Company’s
trading subsidiary, entered into a franchise management agreement with the Department for Transport ("DfT*) Under the
terms of thus agreement, GNER will continue to operate the service on behalf of the DfT and earn an incentive payment
until the Inter-City East Coast franchise has been re-let In April 2007, the Company announced 1ts participation m the
Inter-City East Coast franchise bid being prepared by Inter City Raillways Ltd ("ICR"), a company jointly owned by the
Stagecoach Group and the Virgin Group If ICR wins the franchise then, subject to the successful outcome of SCL's
negotiations with 1ts creditors, the directors of the Company intend that the Company will conttnue to trade I ICR does
not win the franchise then 1t 1s hkely that the Company will cease trading




GNER Holdings Limited
Notes to the financial statements
for the year ended 31 December 2006

1 Accounting policies (continued)

Going concern (continued)

On the basts of discussions with the directors of ICR and SCL about the prospects of ICR's franchise bid and SCL's
negotiations with 1ts creditors, the directors of the Company believe that 1t 1s appropriate to prepare these financial
statements on the going concern basis However, the matenal uncertamnties around the franchise bid and the eventual
outcome of the negotiations with the group's creditors and the impact of these on the Company cast significant doubt on
the Company's ability to continue as a gomng concemn and therefore, 1t may be unable to realize 1ts assets and discharge 1ts
Liabilities 1n the normal course of business The financial statements do not reflect any adjustments that may be necessary
were the going concern basis to be mappropnate

Foreign currency

Assets and hiabilities denominated 1n foreign currencies are translated at the exchange rate ruling at the balance sheet date
Exchange gains or losses on the above translations, and conversion of foreign cumrency transactions arising mn the ordinary
course of trading, which are translated at the average exchange rate for the year, are mcluded mn the profit / (loss) on
operations before interest and taxation

Taxation

Current tax 15 provided at amounts expected to be paid (or recovered) using the tax rates and laws that have been enacted
or substantively enacted at the balance sheet date

Deferred taxation 15 recogmsed i respect of all iming differences that have onginated but not reversed at the balance
sheet date where transactions or events that result in an obhigation to pay more tax in the future or a right to pay less tax 1n
the future have occurred at the balance sheet date Tiuming differences are differences between the Company’s taxable
profits and 1ts results as stated m the financial statements that anse from the inclusion of gams and losses 1n tax
assessments m pentods different from those i which they are recogmsed 1n the financial statements

A deferred tax asset 1s regarded as recoverable and therefore recognised only when, on the basis of-all available evidence,
1t can be regarded as more likely than not that there will be suitable taxable profits from which the future reversal of the
underlying differences can be deducted Deferred tax assets and habihities are not discounted

Cash flow statement

The Company has taken advantage of the exemption under FRS 1 (revised) not to prepare a cash flow statement as the
Company's intermediate parent undertaking, Sea Contamers U K Ltd, pubhshes a consolidated cash flow statement

2 Ultmmate parent company and controlling party

The immedhate parent company 1s Sea Containers British Isles Linuted

The smallest group for which consolidated financial statements are prepared 1s Sea Containers UK Lumted Copaes of its
accounts can be obtained from the company's registered office at 20 Upper Ground, London SE1 9PF

The largest group for which consohdated financial statements are prepared 1s the ultimate parent and controlhng company
15 Sea Contaners Ltd, a company ncorporated in Bermuda Copies of 1ts accounts can be obtained from 1its registered
office at 22 Victoria Street, Hanmlton, Bermuda

3 Information regarding Directors and Employees

All of the directors were employed by other companies within the group and 1t 1s not practicable to apportion their total
emoluments as regards to their services to this company All of the directors were members of a defined benefit pension
scheme




GNER Holdings Limited
Notes to the financial statements
for the year ended 31 December 2006

4  Operating profit

The auditors' remuneration 1s paid by Sea Centamers UK Limted
Administrative expenses mnclude a credit of £3,015,000 (2005 - £mi), which relates to the release of an intercompany
balance

5 Taxation

(a) Tax on profit on ordinary activities

The tax charge 1s made up as follows
2006 2005
£'000 £'000
Current tax charge:
Current tax on mcome for the year - -

Deferred tax:
Ongmation and reversal of timing differences - -

Total tax charge on profit on ordinary activities - -

(b) Factors affecting current tax charge

The difference between the effective statutory rate and the actual current tax charge 1s reconciled as follows

2006 2005

£'000 £'000
Profit on ordinary activities before taxation 1,319 33,862
Profit on ordinary activittes multiplied by the applicable
statutory rate 30% (2005 - 30%) 396 10,159
Non deductible expenses 509 563
Non taxable dividend recerved from UK subsidiary undertaking - (10,722)
Non taxable income (905) -

Total current tax charge - -

(¢) Factors that may affect future tax charges

There are no significant factors that may affect future tax charges

There are no trmng differences on which deferred tax should be recorded

10




GNER Holdings Limited ’
Notes to the financial statements
for the year ended 31 December 2006

6

Investments
£'000

Cost
At | January and 31 December 2006 5,382
Provision for impairment
At 1 January and 31 December 2006 -
Net book value
At 1 JFanuary and 31 December 2006 5,382
Subsidiary Place of Holding Cost of Principal

meorporation mvestment activities

% £'000
Great North Eastern Raillway Lumted England & Wales 100 5,277 Rail services
GNER Itaha Srl Italy 65 105 Non trading
Great South East Railway Limited England & Wales 71 - Non trading
Great South Western Railway Limited England & Wales 50 - Non trading
The London & Western Raillway Company Limuted England & Wales 50 - Non trading
5,382

In the opmion of the directors the aggregate value of the investments n subsidiary undertakings 1s not less than the amount
at which they are stated 1n the accounts

Debtors
2006 2005
£'000 £'000
Amounts due from group undertakings 34,562 36,258

The amount due from group undertakings above, of £34,562,000 (2004 £36,258,000) 1s due in greater than one year

Creditors: amounts falling due after more than one year 2006 2005
£'000 £'000
Amounts owed to parent and group undertakings - 3,015

11
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Notes to the financial statements
for the year ended 31 December 2606

10

11

12

13

Guarantee

On 10 June, 2003, Sea Contamers British Isles Limuted, the immediate parent company, entered into a2 one-year
US$158,000,000 credit agreement (subsequently reduced to $120,000,000) with a syndicate of banks led by Citigroup
secured on various assets being sold by Sea Contaners Ltd, the Company’s ultimate parent company, and by fellow
subsidiary companies The facility 1s guaranteed by Sea Contaners Ltd, GNER Holdings Limuted and by other group
companles which have also provided additional security

In December 2003, the repayment period for the loan was extended to 31 October 2004, in November 2004 the repayment
period was agam extended te 2 July 2007

On 21 November 2005, the balance outstanding was fully repaid and the credit agreement was cancelled on 31 January
2006

Share capital 2006 2005
£ £

Authorised

100 ordinary shares of £1 each 100 100

Allotted, called up and fully paid

2 ordinary shares of £1 each 2 2
Profit and loss account 2006 2005
£'000 £'000
At 1 January 38,625 114,763
Profit for the year 1,319 33,862
Dividends paid - (110,000)
At 31 December 39,944 38,625

Related parties

The Company has taken advantage of the exemption under FRS 8 not to disclose transactions with group undertakings as it
15 a subsidhary undertaking which 1s at least 90% controlled by the ultimate parent undertaking

Events since the balance sheet date

In Apnl 2007, the Company announced 1its partictpation in the Inter-City East Coast franchise bid being prepared by Inter
City Railways Ltd, a company jointly owned by the Stagecoach Group and the Virgin Group

The Company's subsidiary, GNER, has continued to 1nvest 1n the operation of the Franchuse, i particular, replacement of
the engines and a full refurbishment of the mtenor of 1its HST fleet GNER 1s expecting to commence half-hourly services
between London and Leeds in May 2007 and 1s continuing to invest in upgrades to 1ts Stations

12
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