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Kew Green Hotels Limited

Directors' report
For the year ended 31 August 2011

The directors present their report and the financial statements for the year ended 31 August 2011
Principal activities

The principal acuvity of the company 1s to develop and operate a number of hotels

Business review

On 4 March 2011 the company and its subsidiaries were acquired by Kew Green Holdings Lunited as part of the
overall group financal restructuning As a result, the company's core borrowings reduced to £80,000,000, following
a debt for equity swap of £42,746,387 Of the £80,000,000, £79,950,000 has been disclosed as falling due outside
one year substantially strengthemng the balance sheet Further financing via a newly negotiated £3,000,000 capiral
expenditure factity and a £1,500,000 overdraft facility were agreed Costs n relanon to this restructunng totaliing
£2,409,314 have been expensed during the year, reducing operating profit Thus 1s disclosed within exceptional
costs

Also within exceptional costs 15 an mcrease in the provision for losses of trading subsidiaries of £9,978,828,
increasing the total balance sheet provision to £15,748,828 However, to counter this, the company capitalised
£42,746,387 of 1ts inter-company berrowings with Kew Green Holdings Limited, effectvely recogrusing the
benefit of the debt for equity swap 1n this company This has resulted 1n a much improved year end balance sheet
posttion of £27,623,134

During the year, new management contracts were signed to manage a 150 bedroom Holiday Inn in Walsall
increasing management charges from this valuable income stream

Overall, this restructuring has provided a firm foundauon to enable the company and 1ts subsidiaries to focus on 1ts
trading operauons

Going concern

To suppott the successful financial restructunng in March 2011, detaded cash flow projectons were prepared to
support the new structure and these forecasts are conunually updated and momtored These forecasts, taking into
account the challenging trading conditions, show that the group will be able to operate within 1ts revised factlites
Post restructure, trading conditions have improved drniven by stronger occupancies and a reduced operating cost
base, although the direcrors remain cautous about future trading conditions

The directors have considered the company's financial positon, trading prospects, cash flow and financial forecasts
and have a reasonable expectanon that there are adequate resources to allow 1t to conunue n operational existence

for the foreseeable future Accordingly, they have determuned that it 15 appropmnate to conunue to adopt the going
concern basis of accounting 1n the preparation of these financial statements

Results

The loss for the year, after taxation, amounted to £9,714,030 (2010 - loss £5,315,531)
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Kew Green Hotels Limited

Directors' report
For the year ended 31 August 2011

Financial risk management objectives and policies

The company finances 1ts operatons through a sentor debt facility and a group wide overdraft faciicy The
company's exposure to interest rate fluctuations on 1ts borrowings is managed on a group basis by the use of fixed
and floatng facihuoes, incerest rate swap facilies and regular review with the company's bankers

'The company seeks to manage financial nisk by ensuring sufficient hquidity 1s available to meet foreseeable needs
and to mvest cash assets safely and profitably Pnmanly this 1s achieved through an overall group treasury facility
Short term flexibility 15 achuieved by a group overdraft facility

Directors
The directors who served during the year were

Mr ] Lamb

Mr P Johnson

Mr J Richardson (resigned 7 September 2010)

Mr F Ternofsky (resigned 4 March 2011)

Mr G Sidwell (resigned 4 March 2011)

Mr G Stanley (alternate director to Mr G Sidwell) (resigned 4 March 2011)

Statement of directors’ responsibilities

The directors are responsible for prepanng the Directors’ report and the financial statements 1n accordance with
applicable law and regulauons

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements in zccordance with United Kingdom Generally Accepted
Accounting Pracuce (Unuted Kingdom Accounting Standards and applicable law) Under company law the
directors must not approve the financial statements unless they are satisfied that they give a true and fair view of
the state of affairs of the company and of the profit or loss of the company for that penod In prepanng these
financial statements, the directors are requured to

. select suitable accounung poltcies and then apply them consistently,
. make judgments and esumates that are reasonable and prudent,
. prepare the financial statements on the going concern basis unless 1t 15 mnappropriate to presume that the

company will conunue n business

The directors are responsible for keeping adequate accounting records thac are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any tme the financial posinon of the company
and enable them to ensure that the financial statements comply with the Compamies Act 2006 They are also
responsible for safeguarding the assets of the company and hence for taking reasonable steps for the prevenuon
and detection of fraud and other uregulanues

Page 2




Kew Green Hotels Limited

Directors' repott
For the year ended 31 August 2011

Provision of information to auditor

Each of the persons who are directors at the time when this Directors' report 1s approved has confirmed that

. so far as that director 1s aware, there 15 no relevant audit information of which the company's auditor 1s

unaware, and

. thar director has taken all the steps that ought to have been taken as a director m order to be aware of any
mnformation needed by the company's auditor 1 connection with preparing its report and to establish that
the company's audior 15 aware of that informanon

Auditor
Under section 487(2) of the Compames Act 2000, Grant Thornton UK LLP will be deemed to have been
reappointed as auditor 28 days after these financial statements were sent to members or 28 days after the latest

date prescribed for filing the accounts with the registrar, whichever 1s earhier

Thas report was approved by the board on 14 JO.J’\ Ve 61U . and signed on its behalf

Q«Qawlo

Mr J Lamb
Durector
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° GrantThornton

Independent auditot's report to the members of Kew Green
Hotels Limited

We have audited the financial statements of Kew Green Hotels Limuted for the year ended 31 August 2011, which
comprise the Profit and loss account, the Balance sheet and the related notes The finanaal reporting framework
that has been applted 1n their preparation 1s applicable law and United Kingdom Accounung Standards (Unuted
Kingdom Generally Accepted Accountng Pracuce)

This report 1s made solely to the company's members, as a body, 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the company's members those
matters we are requured to state to them i an Auditor's report and for no other purpose To the fullest extent
permutted by law, we do not accept or assume responsibility to anyone other than the company and the company's
members as a body, for our audit work, for this report, or for the opimons we have formed

Respective responsibilities of directors and auditor

As expluned more fully 1n the Statement of directors' responsibilities, the directors are responsible for the
preparation of the financial statements and for being sausfied that they give a true and fair view Our responsibility
15 to audit and express an opiuon on the financal statements 1n accordance with applicable law and International
Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board's
Ethical Standards for Auditors

Scope of the audit of the financial statements
A descripuon of the scope of an audit of financial statements 1s provided on the Auditing Practices Board's website
at www frc org uk/apb/scope/private cfm

Opinion on financial statements
In our opimon the financal statements

. give a true and fair view of the state of the company's affairs as at 31 August 2011 and of 1ts loss for the year
then ended,

. have been properly prepared m accordance with United Kingdom Generally Accepted Accounung Pracuce,
and

- have been prepared in accordance with the requirenents of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the mformation given m the Directors' report for the financal year for which the financial
statements are prepared 1s consistent wath the financial statements
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o GrantThornton

Independent auditor's report to the members of Kew Green
Hotels Limited

Matters on which we are required to report by exception
We have nothing to report 1 respect of the following matters where the Companies Act 2006 requures us to report
to you if, in our opinion

adequate accounting records have not been kept, or returns adequate for our audit have not been recerved
from branches not visited by us, or

the financial statements are not m agreement with the accountng records and returns, or
certam disclosures of directors' remuneration specified by law are not made, or

we have not recerved all the information and explanations we require for our audit

C»mem A L4

Stephen Mills (Sentor statutory 2uditor)
for and on behalf of

Grant Thornton UK LLP

Chartered Accountants

Statutory Auditor

Southampton

Date (A4 | wVL -
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Kew Green Hotels Limited

Profit and loss account
For the year ended 31 August 2011

Note
Tumover 1,2
Admmistrative expenses
Exceptional administrative expenses 9
Total administrative expenses
Other operating incormne 3
Operatung loss 4
Net interest payable and sumilar charges
Loss on ordinary activities before taxation
Tax on loss on ordinary activinies 10
Loss for the financial year 19

All amounts relate to continung operatons

2011 2010
£ £
4,413,309 3,888,470
(1,687,639) (1,399,629)
(12,388,142) (5,770,000}
(14,075,781) (7,169,629)
652,302 224267
(9,010,170) (3,056,892)
(703,860} (2,258,639)
(9,714,030) (5,315,531)
(9,714,030) (5,315,531)

There were no recogmsed gains and losses for 2011 or 2010 other than those included 1n the Profit and loss

account

The notes on pages 8 to 18 form part of these financial statements
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Kew Green Hotels Limited
Reglstered number: 3993178

Balance sheet
As at 31 August 2011

Fixed assets
Intangible assets
Tangible assets

Investments

Current assets
Debtors
Cash at bank

Creditors: amounts falling due within one
year

Net current assets/ (lhabilities)

Total assets less current hiabilittes

Creditors: amounts falling due after tmore
than one year

Provisions for habihues

Other provisions
Net assets/ (habihtes)

Capntal and reserves
Called up share capital
Share premium account

Profit and loss account

Sharcholders' funds/(deficit)

Johnson
Dhirector

Note

1
12

13

14

15

16

17

18
19
19

20

2011 2010
£ £ £ L
173,921 207,727
64,127 75,619
88,301,080 88,301,080
88,539,128 88,584,426
27,093,430 33,644,582
2,341,572 1,280,558
29,435,002 34,925,140
(5,132,645) (125,706,397)
24,302,357 (90,781,257)
112,841,485 (2,196,831)
(84,810,531) (3,212,392)
(407,820) -
27,623,134 (5,409,223)
47,200 47,200
43,144,212 397,825
(15,568,278) (5,854,248)
27,623,134 (5,409,223)

| statements wese approved and authonsed for 1ssue by the board and were signed on its behalf on

14 .20\

The notes on pages 8 to 18 form part of these financal statements
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

1.

Accounting policies

11

1.2

13

14

15

Basis of preparation of financial statements

The financial statements have been prepared under the historical cost convention and 1n accordance
with applicable accountng standards

The company 1s 1tself a subsidiary company and 1s exempt from the requirement to prepare group
accounts by virtue of section 400 of the Compantes Act 2006 These financial statements therefore
present nformation about the company as an individual undertaking and not about 1ts group

Going concemn

Following the financial restructuring, the finanaal stability of the new group, headed by Kew Green
Holdings Linuted, has been secured through a debt for equuty swap amountng to £42,747,000 The
remaining sentor debt of £80,000,000 has been extended to 31 October 2015, with capital repayments
of £1,400,000 planned over this period In addition, the group has a new capital expenditure facihty of
£3,000,000 and a short term working facility of £1,500,000

Detailed cash flow projections have been prepared to support the new structure and these are regularly
updated and monitored These forecasts, taking account of the challenging rading condittons, show
that the company will be able to operate within the level of 1ts revised facilities

On this basis, the directors have a reasonable expectation that the company has adequate resources to
continue mn operanonal existence for the foreseeable furure Thus they continue to adopr the gomg
concern basts of accounting in preparing the annual financial statements

Cash flow

The company, being 4 subsidiary undertaking where 90% or more of the voung rights are controlled
within the group whose consolidated finanaal statements are pubhcly available, 1s exempt from the
requrement to draw up a cash flow statement 1n accordance with FRS 1

Turnover

Turnover comprses management charges recewvable from 1ts trading subsidianes and management
income from third parnies, exclusive of Value Added Tax and trade discounts

Intangible fixed assets and amorusation

Amortisation 15 calculated so as to write off the cost of an asset, less 1ts estmated residual value, over
the useful economuc life of thar asset as follows

Amortsation 1s provided at the following rates

Franchise applicaton fees - 20% straight hine or length of franchise agreement
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

1.

Accounting policies (continued)

16

17

1.8

19

110

Tangble fixed assets and depteciation
Tangble fixed assets are stated at cost less depreciation  Depreciation 1s provided at rates calculated to
write off the cost of fixed assets, less their esimated residual value, over their expected useful lives on
the following bases

Fixnures & fittngs - up to 10 years straight line
Investments
Investments are recorded at cost less provision for impairment
Operaung leases
Rentals applicable to operatung leases where substantially all of the benefits and nsks of ownership
temain with the lessor are charged aganst profits on a straight line basis over the penod of the lease
Deferred taxation
Deferred taxation 1s recogmsed on all uming differences where the transactions or events that give the
company an obligatton to pay more tax in the future, or a nght to pay less tax i the furure, have
occurred by the balance sheet date Deferred tax 1s measured using current rates of tax
Deferred tax assets are recogrused only to the extent that the directors consider that 1t 1s more hikely
than not that there will be swrable profits from which the future reversal of the underlying tming
differences can be deducted

Pensions

The company contributes to personal pension plans of certain directors and key employees

Turnover

‘The whole of the turnover 1s attnibutable to the principal acovity of the company

All mrnover arose within the United Kingdom

Page 9




Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

3.

Other operating income

2011 2010
£ £
Amortisanon of non-repayable IHG loan 200,017 200,017
Amortisation of non-repayable Cendant loan 24,250 24,250
Rebates and other muscelianecus income 428,035 -
652,302 224,267
Operating loss
The operanng loss 1s stated after charging
2011 2010
£ £
Amortisation - intangible fixed assets 49,482 47 938
Depreciation of tangible fixed assets
- owned by the company 9,730 7,882
Operatng lease rentals
- other operatng leases 88,744 88,784
Excepuonal administranve expenses (see note 9) 12,388,142 5,770,000
Auditors’ remuneration
201 2010
£ £
Fees payable to the company's auditor for the avdit of the company's
annual accounts 6,000 22,000
Fees payable to the company's auditor and its associates in respect
of
The audiung of accounts of fellow group companies 50,000 33,000
Ovther services relating to taxation 19,000 20,000

The company incurs fees payable to the company's auditors for the entire group These fees are recharged to

fellow group compamies by the management charge
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

7.

Staff costs

Staff costs, including directors' remunerauon, were as follows

2011 2010

£ £

Wages and salaries 1,423,165 753,791
Social secunty costs 179,064 96,157
Other pension costs 65,351 46,713
1,667,580 896,661

The average monthly number of employees, mcluding the directors, during the year was as follows

2011 2010
No. No
Head office staff 21 15
Directors' remuneration
2011 2010
£ £
Emoluments 779,879 508,251
Company penston contributons to defined contribunon pension
schemes 65,351 46,713
Amounts pad to third parues for directors' remuneration services 4,167 9,999

Dunng the year retirement benefits were accruing to 3 directors (2010 - 3} 1n respect of defined contnbution
pension schemes
The highest paid director recerved remuneranon of £355,173 (2010 - £175,687)

The value of the company’s contributions paid to a defined contribunon pension scheme n respect of the
highest patd director amounted to £33,385 (2010 - £12,000)
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

9.

10.

Net interest payable

On bank loans and overdrafs
Interest recetvable from group compames

Exceptional items

Reorganisation and restructuring costs
Provision against losses of subsidiaries

2011 2010

£ £

7,766,893 8,915,766

(7,063,033) (6,657,127)

703,860 2,258,639

2011 2010

£ £
2,409,314 ]

9,978,828 5,770,000

12,388,142 5,770,000

The reorganisation and restructunng costs have been treated as allowable costs for tax purposes where

appropriate, thereby further increasing the tax losses carned forward

Taxation

Factors affecting tax charge for the year

The tax assessed for the year 15 higher than (2010 - higher than) the standard rate of corporation tax m the

UK of 27 16% (2010 - 28%) The differences are explained below

Loss on ordinary actvities before tax

Loss on ordmnary acuvites multplied by standard rate of
corporation tax n the UK of 27 16% (2010 - 28%)

Effects of.,

Expenses not deducuble for tax purposes, mcluding provision for
losses of subsidianes

Capital allowances for vear 1n excess of depreciation

Group relief claimed

Other short term nming differences

Current tax charge for the year (sce note above)

2011 2010
£ £
(9,714,030) (5,315,531)
(2,638,331) (1,488 349)
2,732,956 1,617,220
(1,860) 1,775
(61,551) (183,938)
(31,214) 53,292
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

11.

12.

Intangible fixed assets

Cost

At 1 September 2010
Addinons

At 31 August 2011

Amortisation

At 1 September 2010
Chatge for the year

At 31 August 2011

Net book value
At 31 August 2011

At 31 August 2010

Tangible fixed assets

Cost

At 1 September 2010
Additions
Disposals

At 31 August 2011

Depreciation

At 1 September 2010
Charge for the year

At 31 August 2011

Net book value
At 31 August 2011

At 31 August 2010

Franchise
applicaton
fees

£

371,265
15,676

386,941

163,538
49,482

213,020

173,921

207,727

Fixtures &
fitangs

£

102,154
9,983

(11,745)

100,392

26,535
9,730

36,265

64,127

75,619
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

13. Fixed asset investments

Cost

At 1 September 2010 and 31 August 2011

Net book value
At 31 August 2011

At 31 August 2010

Subs:idiaries
including
loans

£

88,301,080

88,301,080

88,301,080

The company has the following wholly owned subsidianies, all of which operate hotels (except where stated)
and all of which are incorporated 1n the United Kingdom (except where stated)

Kew Green Fotels (Derby) Limited

Kew Green Hortels (Notangham) Lirmured

Kew Green Hotels (Portsmouth) Limited

Kew Green Hotels (Stansted) Limited (intermediate holding company)
Kew Green Hotels (Luton) Lumuted

Kew Green Hotels (Wakefield) Limited

Kew Green (Square) Limited

Kew Green Hotels {Norwich) Limited

Kew Green Hotels (Gatwick) Limited

Kew Green Hotels (Speke) Lirmuted

Neptune Hotels Lumited

Kew Green (SCP) Lumited (registered in Jersey, owns 11 hotels)

All of the above companies are wholly owned by Kew Green Hotels Limited except for Neptune Hotels

Limited which 1s owned by Kew Green Hotels (Speke) Limuted

14, Debtors

Trade debtors

Amounts owed by group undertakings
VAT repayable

Other debtors

Prepayments and accrued income

2011 2010

£ L

125,064 136,277
26,255,230 32,363,941
511,803 431,477
163,263 137,493
38,070 575,394
27,093,430 33,644,582
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

15.

Creditors:
Amounts falling due within one year

2011 2010

£ £

Bank loans 50,000 121,172,103
Other loans 224,265 224,267
Trade creditors 61,632 84,811
Amounts owed to group undertakings 3,777,679 3,000,674
Social security and other taxes 127,989 128,556
Other creditors 177,684 399,322
Accraals and deferred mcome 713,396 696,664
5,132,645 125,706,397

Interest rate swaps

In 2008, the company entered 1nto interest rate swap agreements i order to hedge aganst fluctuanons n
LIBOR As part of the restructuring during the year, the group amended these swap agreements to reflect
the new sentor debt The principle amount over which swaps applied at 31 August 2011 was (80,000,000
(31 August 2010 - £85,907,000) These mnstruments effectively fix LIBOR at 4 41% The fair value of the
instruments as at 31 August 2011 was a hability of £10,162,000 (2010 - hability £8,303,000)

Debt restructuring

In March 2011, a restructuning was agreed, principally comprising a debt for equity swap of £42,747,000
The remaining sentor debt of £80,000,000 has been extended to 31 October 2015, with repayments of
£1,400,000 planned during this period In addition, the group obtamed a capital expenditure facthry of
£3,000,000 and a working capital factity of £1,500,000 Of these facihties, £500,000 of the capital
expenditure facihty has been drawn down

All bank facihittes are secured by fixed and floaung charges over certain of the group's property and assets
Certain group companies are party to a compostte guarantee in respect of these borrowings
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Kew Groen Hotels Limited
Notes to the financial statements
For the year ended 31 August 2011

16. Creditors:
Amounts falling due after more than one year

2011 2010
£ £
Bank loans 81,342,403 -
Other loans 2,988,128 3,212,392
Other creditors 480,000 -
84,810,531 3,212,392
Included within the above are amounts falling due as follows
201 2010
£ £
Between one and two years
Bank loans 50,000 -
Other loans 224,267 224267
Between two and five years
Bank loans 81,292,403 -
Other loans 630,341 654,590
Over five years
Other loans 2,133,520 2,333,535
Creditors mclude amounts not wholly repayable within 5 years as follows
2011 2010
£ £
Repayable by amortisation 2,133,520 2,333,535
17. Provisions
Other
ptovisions
£
At 1 Seprember 2010 -
Net provision in year 407,820
At 31 August 2011 407,820

Other provistons

Other provisions comprises esamated costs ansing from vanous contractual disputes within the company
and 1ts trading subsidianies
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 Augusrt 2011

18.

19.

20.

21.

Share capital

2011 2010
£ £

Allotted, called up and fully paid
259,601 (2010 - 259,600) Ordinary shares of £0 10 each 25,960 25,960
212,400 'A’ Ordmary shares of £0 10 each 21,240 21,240
47,200 47,200

During the year, as part of the financial restructuring, the company 1ssued one ordinary share of £0 10 for a
total consideraton of £42,746,387 This resulted in an mncrease i the share premuum account of
£42,746,387 The consideration of £42,746,387 was met by settling the intercompany balance created on the
novation of bank borrowings by the company to Kew Green Holdings Limited (which were subsequently

subject to the debr for equury swap)

Reserves
Share
premium Profit and
account loss account
£ £
At 1 September 2010 397,825 (5,854,248)
Loss for the year - (9,714,030)
Premuum on shares issued during the year 42,746,387 -
At 31 August 2011 43,144,212 (15,568,278)
Reconciliation of movement in shareholders’ funds
2011 2010
£ £
Opening shareholders' deficic (5,409,223) (93,692)
Loss for the year (9,714,030) (5,315,531)
Share premium on shares 1ssued 42,746,387 -
Closing shareholders' funds/(deficit) 27,623,134 (5,409,223)

Capital commitments

The company had no capital commitments at 31 August 2011 or 31 August 2010
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Kew Green Hotels Limited

Notes to the financial statements
For the year ended 31 August 2011

22.

23.

24.

25.

Operating lease commitments

At 31 August 2011 the company had annual commtments under non-cancellable operanng leases as follows

Land and buildings

2011 2010
£ £

Expiry date:
Between 2 and 5 years 52,000 52,000

Contingent liabilities

The company 15 party to a composite guarantee securing the net bank borrowings and other commitments
of group companies

At the year end rotal group net borrowings, mcluding this company, amounted to £81,392,403 (2010 -
£117,970,089)

Related party transactions

The company 15 exempt under Financial Reportng Standard No 8 from disclosing any transactions or
balances between fellow whelly owned group companies

On 4 March 2011, Kew Green Holdings Limited acquired the Kew Green Hotels Limited group of
companies Bank of Scotland PLC, Barclays PLC and Lloyds TSB PLC own 60% of the voung nghts of
Kew Green Holdings Lunited Durning the year, the company has pad £7,766,893 mterest to these banks
Further, as part of the restructuning, the company paid £800,000 i bank arrangement fees, of which
£,640,000 remams unpaid at 31 August 2011 In addivon, the company paid legal and other fees of £575,369
in relation to the restructuring on behalf of the bank

Ultimate parent undertaking and controlling party

The immediate and ultumate parent company of this company 1s Kew Green Holdings Limited, for which
consolidated financial statements may be obtained from the company's registered office
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