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Somerston Hotels (Hemel Hempstead) Limited
Directors' Report

The directors present their annual repert and accounts for the year ended 31 December 2008.

Directors
The directors who held office during the year were as follows:

C D Budden

K [ Griffiths

T E Towers (resigned 27 June 2008)

S Robinson (appointed 27 June 2008)

H Etlingham {appointed 27 June 2008, resigned 21 October 2008)
D Lyko-Edwards (appointed 21 October 2008}

The directors believe that each of the transactions or arrangements referred to above and in note 17 to the accounts have
been entered into on arms length terms.

The directors who held office at the date of approval of this directors’ report confirm that, so far as they are each aware,
there is no relevant audit information of which the Company’s auditors are unaware; and each director has taken alf the
steps that they ought to have taken as a director to make themselves aware of any relevant audit information and to
establish that the company’s auditors are aware of that information.

Dividends
Dividends amounting to £246,000 were paid during the year (2007: £nil).

Auditors

Pursuant 1o Section 487 of the Companies Act 2006, the auditors will be deemed to be reappointed and KPMG LLP will
therefore continue in office.

Key Perfermance Indicators (KPIs)
The Directors use a number of KPIs to monitor and measure business performance in order to achieve the strategic plan
for the company. The main KPI's used are:

Earnings Before Interest, Tax, Depreciation and Amortisation (EBITDA)

EBITDA is calculated both before and after repairs and maintenance expenditure as the Directors consider it essential
& monitor the operating performance separately from the discretionary cost of repairs and maintenance. The strategy is
to ensure repairs and maintenance expenditure, together with capital expenditure is a primary focus and that the level of
spend is appropriate to maintain the high quality facility Jor our clientele and generates an optimum return for
sharcholders.

Client Satisfaction
The Company uses the InterContinental Group guest monitoring process to regularly obtain feedback on guest
satisfaction.

Business Review

Introduction
The Company is the owner and operator of the Express by Holiday Inn at Stationers Place in Hemel Hempstead. The
Company is a wholly-owned subsidiary within the Somerston Hotels UK Limited group (the "Group™).

EBITDA before repairs and maintenance for the year ended 31 December 2008 was £0.7m, representing a 21.7%
decline on the prior year.

As part of its banking arrangements the Company has previded Anglo lIrish Banking Corporation ("AIBC") with
security over its assets and these form part of a cross-collaterised facility with the rest of the Group companies.

Accordingly the remainder of the Directors' report refers to the performance of the Group due to the challenging current
economic environment and its potential impact on the going concern of the Company, as disclosed in the Accounting
Palicy note 1.
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Introduction (continued)

The principal business of the group continues to be the domestic corporate and business traveller market, supported by
travel and leisure guests. The Express By Holiday Inn Brand is considered to be at the top end of the limited service
Hote! Matket in the United Kingdom and in addition the Directors feel that the significant levels of capital expenditure
invested in the hotels in the past two years place the Somerston Hotels towards the top end of the Express by Heliday
Inn brand in terms of the quality of the assets. Therefore, the hotels are well positioned (o attract those customers
wishing to stay in a limited-service hotel in locations where the hotels are situated. Despite increasingly fierce
competition, published benchmarking information confirms the group’s hotels in general achieve at least a fair share of
the available levels of business within this market place.

The Group currently has 33 trading hotels within the portfolio, 32 operated under the Express by Holiday Inn brand and
one under the Ramada Inn brand. A further hotel is under construction due to trade under the Hampton by Hilton brand.
The changes during the year have been as follows:

+ The Holiday Inn at Woking was sold on 28 February 2008 for £27.7m.
« A new Holiday Inn Express at Lincoln was opened on 15 December 2008.

+ Construction commenced for @ Hampton by Hilton at Hurst Street, Liverpool in August 2008 and is due to open in
April 2010.

The Lincoln hotel build costs were directly financed using the proceeds from the Woking sale, whereas the Liverpool
development is a turnkey operation supported by a bank guarantee from Anglo Irish Bank Corporation Limited
{AIRC™) and will be fully fundzd cut of existing bank facilities.

Trading Performance

Conditions in the UK hotel market have deteriorated significantly since October 2008 as the general economy
contracted and consumer and business confidence levels fell. The combined tmpact of these pressures resulted in
falling demand for hotel room nights and the Group has experienced a significant drop in occupancy levels (-5.8%) in
the last quarter of 2008. Room rates remained largely unaffected.

Whilst the portfolio ended the year with trading revenue and EBITDA down only 0.6% and 4.1% compared to prior
year respectively, trading revenue for the fourth quarter was down more markedly at -5.6% compared to prior year,
Consequently, EBITDA for the fourth quarter fell sharply, down 11.6% compared to prior year.

All Hotels excluding Woking and Year Ended 31 December 2008 Quarter Ended 31 December 2008
Lincoln

‘Actual> - )5S Prier Year o 0f T CActual ] -Prior Year: |

rading  Revenue  (excludin £71.5m) £72.4my £16.8m] £17.8
Rental Income’of £1,1m) =75 "

EBITDA - €312 £32.5 £6.9] £78

In early anticipation of a slowdown in trading revenues, management has made considerable progress in implementing 2
cost reduction programme, which has resulted in annualised fixed cost savings at the hotel level of £0.8m (compared to
prior year) and at central management level of £0.4m (compared to prior year). The full benefit of these cost savings
will be seen in 2009.

Management is continuing to seek efficiencies within the business 1o capitalise on revenue generation, to cul cosis and
to preserve cash,
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Reconciliation of EBITDA to Group Operating Profit

£m
EBITDA-excluding Woking & Lincoln 3.2
Net Rental Income 1.1
Central Office costs 2.9
Adjusted Operating Profit
(before interest, tax, depreciation and nen-recurring or discontinued items) 29.4
EBITDA for Woking & Lingoln 0.3
Depreciation (8.9)
Developments costs written off’ 0.7)
Restructuring costs (0.2)
Other non-recutring costs (0.2)
Loss on disposal of Woking {0.3)
Group Operating Profit £19.4m

Balance Sheet

Net Assets of the Group have been reduced by £135.6m to £2.3m (2007: £137.9m). The hotel portfolio has fallen in
value by £146.%m (30.7%) to £331.4m. In addition to the hotels, other assets owned and used by the management
company have increased from £0.2m to £0.4m. However, excluding the sale of the Holiday Inn Woking and the
addition of the Holiday Inn Express Lincoln, the hotel portfolio has fallen in value by £]127.5m (28.4%) to £321.4m.
The valuation of the portfolio was performed by the Direciors.

Holiday Inn Woking was sold for £27.7m in February 2008. Additions in the year of £17.3m were comprised of the
Holiday [nn Express Lincoln hotel (£8.3m), significant capital expenditure in respect of air conditioning, bedroom and
Great Room refurbishment (£7.5m) and other fixed asset additions (£1.5m), A net increase of £2.3m in other net assets
accounted for the remaining movement in Net Assets of the Group.

The Directors believe the impairment in value of the hotels is temporary and the fall in value has thercfore been
charged to the revaluation reserve account. However, it is acknowledged that there is an inherent risk that in the short
to medium term the hotel values may fall further as set out in the “Principle risks and uncertainties” section below. The
Directors believe that values will recover within a 4 to 5 year time perigd.

Due to the write-down of asset values, the intercompany debtor owed to Somerston Hotels UK Limited has been
impatred, and accordingly a provision has been made against the debtor which has been charged to the Profit and Loss
account, creating a negative Profit & Loss reserve account in the Balance Sheet of Somerston Hotels UK Limited
("SHUK Ltd").

Accordingly, any future redemptions of preferred ordinary shares will have to be made out of capital until the negative
Profit & Loss reserve zcoount is restored fo a positive balance. Such redemptions out of capital will require a Directors’
declaration of solvency covering the next 12 months. This will also need to be accompanied by a statutory report by
SHUK Ltd’s auditors.

The Group cash position as at 31 December 2008 is £8.6m and after making an allowance for working capital, the
Group has surplus cash balances of approximately £5.4m, which the Directors believe should be retained in the Group
1o protect the business during the current economic downturn,

Following the sale of the Holiday Inn in Woking in February 2008, the Group decided to repay £10m of its senjor debt
(comprising £9m debt together with £1m from surplus cash within Somerston Hotels (Woking) Ltd). Current
indebtedness stands at £332.18m (2007: £342.18m) which matures in May 2015. Total annual interest rate payable,
including margin and fees is 6.72%. The underlying rate is fixed using swap instruments until May 2015, the margin
and fee element is subject to change should any aspects of the facility be required to be renegotiated.
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Capital Expenditure

During 2007 and 2003 the Group has invested heavily in the quality of its hotels with a total spend of approximately
£19m and management believe the portfolio is in good order. This investment over the past few years should help
mitigate the effects of a deteriorating business environment and help the individual hotels withstand an increasingly
competitive market place,

Incarder to preserve cash, the Board has put all major capital projects on hold for 2009 including the rebranding of all
the hotels.

It should be noted that the Group is obligated to rebrand all hotels by 31 December 2010 and the capital commitment
for this project is estimated at approximately £1.5m although none of this expenditure is planned for 2009.

The construction of Hampton by Hilten hotel in Liverpool is underway and is expected to be completed by April 2010,
with a longstop date of December 2010. This is a turnkey development agreement with a capital commitment of
£14 3m supported by a guarantee from AIBC.

Banking Relationship and Facility Agreement

The relationship with AIBC, the Group’s provider of senjor loan funding, is considered by the directors to be both
positive and very supportive, The covenants attached to the senior debt have been reviewed with AIBC and agreement
has been reached in December 2008 to amend these covenants in the light of current and anticipated future trading
conditions. In pariicular, (i) the annual requirement for a third party valuation (i) the lean 10 value covenant and (iii)
the tangible net worth covenant have been waived until 30 April 2010. In addition, the trading covenant ratios (interest
cover and EBITDA Multiple) have been increased marginally. A fee of 0.2% per annum of the loan amount has been
agreed to be paid for the waivers and amendments to the loan covenants.

Looking forward, the Directors believe the Group will trade within the amended trading covenant limits as long as the
recession does not become any maore severe than currently anticipated by the consensus of commentators in this sector.

Trading patterns in January and February 2009 provide management with some comfort that this should be achievable,
although March shows a further softening in demand. More concerning, is that recent trading shows signs of more
aggressive competition for room nights which is leading to pressure on rates, and this increases the likelihood of the
Group trading towards the lower end of its internal forecasts.

The Directors also believe that conditions in the wider UK economy could result in the Group trading towards the
lower end of its internal trading forecasts.

These risks represent a material uncertainty, which may require the Group to revisit its covenants with AIBC and, if
necessary, re-set its covenant package. In this instance, a fatlure to agree a revision, or to obtain other funding, may
cast significant doubt about the Group’s ability to continue as a going concern such that the Group could be unable to
realise its assets and discharge its liabilities in the normal course of business,
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Principal risks and uncertainties

The Directors have assessed gach of the risk areas affecting the group and have categorised each as either Low,
Medium or High Risk. Each risk area is considered below:

* Access to senior loan factlity - the current facility with AIBC has a further six years before expiring in May 2015.
Accordingly, the Group does not need to finance or refinance the loan within the foreseeable future. Access to senior
debt is not seen as a key risk - subject to the other risks noted below - to the business during the review peried and
management has assessed this as Low Risk.

* Ability 1o service the interest - bank interest is paid quarterly in arrears. The cash flow forecast shows EBITDA would
have to fall by over 30% before interest could not be paid within the 12 month review period and accordingly,
management has assessed this as Low Risk.

+ Ability to trade profitably (at Group Operating Profit Level) - revenue would need to fall in excess of 50% before the
Group reported a Trading Loss. Therefore, this is not considered a key risk to the business and management has
assessed this as Low Risk.

* Likelihood of breaching a senior loan trading covenant - whilst the directors believe the Group will trade within its
trading covenants for the review period, this is the area in which the business is potentially at risk. Given the
deterioration of trading experienced in the fourth quarier of 2008 and the acceleration in the deterioration of trading in
the first quarter of 2009, management consider there is a Medium Risk that trading covenants could be breached during
the next 12 months.

» Potential Negative Net Asset Position — the Balance Sheet as at 31 December 2008 shows a positive net asset
position. However, the value of the hotels represent - by far - the biggest asset on the balance sheet. Given the current
state of the investment market the Group's balance sheet may show a negative net asset position, following a
revaluation of the portfolio as at 31 December 2009, should investment yields for limited service hotels increase
compared to those applied to the current valuation as at 31 December 2008 or should the Group experience a further
deterioration in trading. Management presently believe that any negative net asset position should be considered
temporary and that the Group should continue te be able to meet its liabilities as and when they fall due. However, the
Directors consider the likelihood of a negative net asset position to be High Risk.

Political and charitable coniributions
The company has made no political or charitable donations in the year (2007: £nil).

Creditor payment policy
It is group and hotel policy to agree terms and conditions for purchases with suppliers. Payment is then made in
acgordance with those terms subject 1o the terms and conditions being met by the supplier.

Employees

The group and hotel policy in relation to disabled people is to offer the same opportunities as to all others in respect of
recruitment and career advancement, provided their disability does not prevent them from carrying out the dutics
required of them,

By order of the board

D Lyko-Edwards
Company Secretary

Ryon Hill House
Ryon Hill Park
Warwick Road

Stratford-upon-Avon




Semerston Hotels (Hemel Hempstead) Limited
Statement of Directors' Responsibilities in respect of the Directors’ report and
the financial statements

The directors are responsible for preparing the Directors’ report and the financial statements in
accordance with applicable law and regulations.

Company law requires the directors to prepare financial statements for each financial year. Under
that law they have elected to prepare the financial statements in accordance with UK Accounting
Standards and applicable law (UK Generally Accepted Accounting Practice),

The financial statements are required by law to 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 year.

In preparing these 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;

+ state whether applicable UK Accounting Standards have been followed, subject 1o any
materiai departures disclosed and explained in the financial statements; and

+ prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the company will continue in business.

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



Independent auditors’ report
to the members of Somerston Hotels (Hemel Hempstead) Limited

We have audited the financial statements of Somerston Hotels (Heme! Hempstead) Limited for the year ended
31 December 2008 which comprise the Profit and Loss Account, the Statement of Total Recognised Gains and
Losses, Note of Historical Cost Profits and Losses, the Balance Sheet and the related notes. These financial
statements have been prepared under the accounting policies set out therein.

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

Respective responsibilities of directors and auditors

The directors' responsibilities for preparing the financial statements in accordance with applicable law and UK
Accounting Standards (UK Generally Accepted Accounting Practice) are set out in the Statement of Directors'
Responsibilities on page 6.

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

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Companies Act 1985. We also report to you whether in our opinion the
information given in the Directors' Report is consistent with the financial statements.

In addition we report to you if, in our opinion, the company has not kept proper accounting records, if we have
not received all the information and explanations we require for our audit, or if information specified by law
regarding directors' remuneration and other transactions is not disclosed.

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

Basis of andit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by
the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosutes in the accounts. It also includes an assessment of the significant 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 applied and adequately disclosed.

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




Independent auditors' report
to the members of Somerston Hotels (Hemel Hempstead) Limited

Emphasis of matter: Going concern

In forming our opinion on the financial statements, which is not qualified, we have considered the adequacy
of the disclosure made in the Accounting Policies note on page 12 concerning the company’s ability to
continue as a going concern and in view of guarantees given in respect of the group’s borrowings. These
conditions, along with the other matters explained in the Accounting Policies note, indicate the existence of a
material uncertainty which may cast significant doubt on the company’s ability to continue as a going
concern. The financial statements do not include the adjustments that would result if the company were
unable to continue as a going concern.

Opinion

In our opinion the financial statements:

+ give a true and fair view, in accordance with UK Generally Accepted Accounting Practice, of the state of the
company's affairs as at 31 December 2008 and of its loss for the year then ended,

¢ have been properly prepared in accordance with the Companies Act 1985; and

+ the information given in the Directors' Report is consistent with the financial statements.

i
KPMG LLP § Salisbury Square
Chartered Accountants London
Registered Auditor EC4Y 8BB
8




Somerston Hotels (Hemel Hempstead) Limited
Profit and Loss Account
for the year ended 31 December 2008

Notes 2008 2007

£ £
Turnover 2 1,720,494 1,906,321

Cost of sales {685,402) (636,948)
Gross profit 1,035,092 1,269,373

Administrative expenses (617,445) (623,285)
Operating profit 3 417,647 646,088
Interest receivable 5 138,177 81,788

Interest payable 6 (573,437) (537,153)
(Loss)/profit on ordinary activities belore taxation (17,613} 190,723
Tax (charge) / credit on (loss)/profit on ordinary acti 7 (208,236) 46,064
{Loss)/profit for the financial year {225,849) 236,787

Continuing operations
None of the company's activities were acquired or discontinued during the above two financial years.

The notes on pages 12 to 20 form part of these financial statements.




Somerston Hotels (Hemel Hempstead) Limited
Statement of total recognised gains and losses
for the year ended 31 December 2008

Notes

{Loss)/profit for the financial year

Unrealised deficit on revaluation of properties 8

Total recognised gains and losses related to the year

Note of historical cost profits and losses
for the year ended 31 December 2008

Reported (loss) / profit on ordinary activities before taxation

Difference between an historical cost depreciation
charge and the actual depreciation charge calculated on
the revalued amount

Histerical cost profit on ordinary activities before taxation

Historical cost (loss) / profit on ordinary activities after taxation

10

2008 2007
£ £
(225,849) 236,787
(5,685,693) (814,614)
(5,911,542) (577,827)
2008 2007
£ £
(17,613) 190,723
39,726 52,651
22,113 243,374
(186,123) 289,438
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Somerston Hotels (Hemel Hempstead) Limited

Balance Sheet
as at 31 December 2008

Notes
Fixed assets
Tangible assets 8
Current assets
Stocks
Debtors 9

Cash at bank and in hand

Creditors: amounts falling due
within one year 10

Net current liabilities

Net (liabilities)/assets

Capital and reserves

Called up share capital 11
Revaluation reserve 12
Profit and loss account 13
Shareholders' funds 14

2008
£
5,553,536
1,558
2,261,099
171,433
2,434,090
(8,976,324)
(6,542,234)
(988,698)
1,000
(803,824)
(185,874)
{988.698)

These financial statements were approved by the board of directors on

on its behalf by:

K I Griffiths
Director

11

2007

£

11,420,000
1,450
2,098,057
85,522
2,185,029

(8,436,185)
(6,251,156)

5,168,844

1,000

4,921,595

246,249

5,168,844

April 2009 and were signed




Somerston Hotels (Hemel Hempstead) Limited
Notes to the Financial Statements
for the year ended 31 December 2008

1

Accounting policies

The financial statements have been prepared in accordance with applicable Accounting Standards in the
United Kingdom, which have been applied consistently, and with the Companies Act 1985.

Basis of accounting
The financial statements have been prepared under the historical cost convention as modified by the
revaluation of land and buildings.

Going Concern

In determining the appropriate basis of preparation of the financial statements, the Directors are
required to consider whether the Company can continue in operation for at least the next 12 months.
Notwithstanding the fact thai the Company has net current liabilities, the directors have prepared the
accounts on the going concern basis. The directors have received confirmation from Somerston Hotels
Limited, the Company’s immediate parent company, of its intention to support financially the Company
such that the Company can meet its obligations as they fall due for a period of at least twelve months
from the date of the directors’ approval of these accounts. The Company is a wholly-owned subsidiary
within the Somerston Hotels UK Limtited group (the “Group™).

The Group has a senjor loan facility provided by Anglo Irish Bank Corporation (*AIBC”), which
includes certain financial covenants which are subject to testing at a Group level only. The Company is
party to the senior loan facility by virtue of certain cross-guarantees attached to the Group’s term loan
as a whole.

Accordingly, due to the nature of the cross-guarantee within the senior loan facility with AIBC, and the
related covenants, it is necessary to cousider the going concern position of the Group in order to assess
that of the Company.

The Directors of Somerston Hotels UK Limited make the foilowing disclosures in their financial
statements for the year ended 31 December 2008, which were approved on 22 April 2009:

Following a detailed and comprehensive review of the business, the Directors believe the Group to be a
going concern and, further, the Directors have no reason or intention to liquidate the Group or cease its
trading activities over the foreseeable future.

The Group has a term loan, expiring in May 2015, with AIBC and has cash balances as at 31 December
2008 of £8.6m and after making allowance for working capital has surplus cash baiances of £5.4m. The
Group’s term loan includes certain financial covenants. In December 2008 the Group obtained a waiver
in respect of two of its covenants; loan to value and tangible net worth covenants which are now
scheduled to be tested next on 30 April 2010,

The Group reported an Adjusted Operating Profit (before interest, tax, depreciation and non-recurring
or discontinued items) of £29.4m for the year ended 31 December 2008 (as reconciled on page 3 of the
Directors’ Report). Net Interest for the year was £21.2m. After interest, non-cash items and non-
recurring or discontinued items, the Group retained a loss of £3.0m. However, the directors are
anticipating Adjusted Operating Profit for the year ending 31 December 2009 10 be materially beiow
2008 with the current economic environment remaining challenging. In particular, the Directors
consider that the outlock presents significant challenges in terms of falling occupancies and competitive
pricing as well as contrelling the operational cost base and retaining an acceptable level of customer
service and these conditions have been reflected in the directors’ projections.

12




Somerston Hotels (Hemel Hempstead) Limited
Notes to the Financial Statements
for the year ended 31 December 2008

1

Accounting policies (continued)

Going Concern (continued)

Whilst the Directors have instigated measures to reduce the operational cost base, there can be no
certainty in the revenue projections included in the cash flow forecasts prepared by the directors for the
next 12 months, These cash flow forecasts anticipate the Group operating within the terms of its loan
facilities and maintaining covenant compliance (excluding those covenants waived until 30 April 2010)
on both budget and in stressed conditions (based on the Directors® assessment of reasonably possible
downside projections, notably revenue falls of between 7% and 10%).

in addition, and as stated above, the loan to value and tangible net worth covenants are not scheduled
to be retested until 30 April 2010, however, based on the current Directors’ vaiuation it is anticipated
that these could be in breach at that date.

Were the Group to breach any of its loan covenants this would result in its term debt becoming
repayable on demand, subject to certain remediation periods (ranging from 3 months to 6 months
depending on the nature of the breach). In this instance, the Group is confident that it would
successfully renegotiate the terms of its [oan in advance of any such breaches and, in particular, in
advance of the loan to value and tangible net worth being tested on 30 April 2010. However, if AIBC
did not agree to re-set the terms of the loan, the Group would need to secure new financing, which
could prove difficult in the current environment. AIBC has indicated to management its intention to
renegotiate the terms of the loan and this is anticipated to take place in the fourth quarter of 2009.

The directors have concluded that the combination of these circumstances represents a material
uncertainty that may cast significant doubt upon the Group’s and the Company’s ability to continue as
a going concern. They may therefore be unable to continue realising their assets and discharging their
liabilities in the normal course of business.

Nevertheless, after making enquires, and considering the uncertainties described above, the Directots
have a reasonable expectation that the Company and the Group have adequate resources to continue in
operational existence for the foreseeable future, For these reasons, the Directors consider it appropriate
they continue to prepare the financial statements on a going concern basis. These financial statements
do not include any adjustments that would result from the going concern basis of preparation being
inappropriate.

On the basis of the above position, the Directors of the Company believe that it remains appropriate to
prepare the financial statements on a going concern basis. However, the material uncertainty referred 1o
above may cast significant doubt on the Company's ability to continue as a going concern and,
therefore, to continue realising its assets and discharging its liabilities in the normal course of business.
The financial staiements do not contain any adjusiments that would result from this basis of
preparation being inappropriate.




Somerston Hotels (Hemel Hempstead) Limited
Nates to the Financial Statemenis
for the year ended 31 December 2008

1

Accounting policies (continued)

Cash flow

The Company is a wholly owned subsidiary of Somerston Hotels Limited and its cash flows are included
in the consolidated group cash flow statement of the intermediate parent undertaking, Somerston Hotels
UK Limited. Consequently the Company is exempt under the terms of Financial Reporting Standard 1
from publishing a cash flow statement.

Depreciation
Depreciation is provided to write off the cost or valuation less the estimated residual value of tangible
fixed assets by equal instalments over their estimated useful economic lives as follows:

Fixtures and fittings 3 to 10 years
Hotel buildings (core) 50 years
(Surface finishes and services) 20 years

In ling with FRS 15, and the Guidance Notes for the Hotel Industry on Tangibie Fixed Assets, issued by
the British Association of Hospitality Accounts, the Company splits the hotel properties into two
elements, the core of the building and the surface finishes and services. The core is written off over 50
years with a suitable residual value and the surface finishes and services are written off over 20 years.

Assets in the course of construction are included as a fixed asset, and are depreciated at the appropriate
category rate on the completion of the project.

Hotels properties are carried at valuation.
Land has been subject to revaluation and is not depreciated.

Stocks
Stock is valued at the lower of cost and net realisable value.

Taxation

The charge for taxation is based on the profit for the year and takes into account taxation deferred
because of timing differences between the treatment of certain items for taxation and accounting
purposes. Deferred tax is tecognised in respect of all timing differences that have originated but not
reversed at the balance sheet date where an event has occurred that results in an obligation to pay more
or less tax in the future, except that:

{i) Provision is not made in respect of revaluation surpluses

{ii} Deferred tax assets are recognised only to the extent that it is more likely than not that there will be
suitable taxable profits in the future

Deferred tax is measured on a non-discounted basis at the tax rate applying en the balance sheet date.

Pensions

The company participates in the Somerston Hotels UK Limited group pension scheme which is a defined
contribution plan. Contributions are charged to the company's profit and loss account as they become
payable in accordance with the rules of the scheme,

14




Somerston Hotels {Heme! Hempstead) Limited
Notes to the Financial Statements
for the year ended 31 December 2008

2  Turnover

Turnover, which is wholly generated in the United Kingdom, represents the amounts (excluding value

added tax) derived from the provision of goods and services to customers.

3 Operating profit

2008 2007
£ £

This is stated after charging:
Depreciation of owned fixed assets 203,235 214,433
Auditors' remuneration for audit services 5,100 4,800
Auditors' remuneration for tax services 3,300 3,100
4 Staff costs 2008 20067
£ £
‘Wages and salaries 239,335 217,310
Social security costs 18,800 16,771
Other pension costs . 2,087 1,138
260,222 235,419
Average number of employees during the year Number Nurmber
Directors | 4
Hotel administration 16 16
20 20

Directors’ remuneration for K 1 Griffiths, J E Towers and ID Lyko-Edwards is borne by the Company’s
immediate parent undertaking, Somerston Hotels Limited. All other directors' remuneration is borne by a

related Company, Somerston Capital Limited.

5 Interest receivable 2008 2007
£ £
Bank interest receivable - 2,128
Interest receivable from parent undertaking 138,177 79,660
138,177 81,788
6 Interest payable 2008 2007
£ £
Interest payable to parent underiaking 573,437 337,153
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Somerston Hotels (Hemel Hempstead) Limited
Naotes to the Financial Statements
for the year ended 31 December 2008

7 Tax charge / (credit) on profit on ordinary activities

2008 2007
£ £
(i) Analysis of charge / (credit) for the year
Current tax: - -
Deferred tax:
Depreciation in gxcess of capital
- Accelerated capital allowances 84,896 80,407
-Unutilised trading losses 127,226 (126,471)
-Adjustment in respect of prior years (3,885) -
208,237 (46,064)
Tax charge / (credit) on profit on ordinary activities 208,237 (46,064)

(ii) Factors affecting the tax charge for the year
The differences between the tax assessed for the year and the siandard rate of corporation 1ax are
explained as follows:

2008 2007
£ £
(Loss)/profit on ordinary activities before tax (17,613) 190,723
Standard rate of corporation tax in the UK 28.5% 30.0%
£ £
Profit on ordinary activities multiplied by the standard rate of
corporation tax (5,020) 57,217
Effects of:
Expenses not deductible for tax purposes 6,417 64,330
Transfer pricing (37,413) (41,184)
Capital allowances for period in excess of depreciation 20,327 (228,817)
Group relief surrendered 15,689 3,577
Utilisation of tax losses - 144,877

Current tax charge for period - -

(iii} Factors that may affect future tax charges

No provision has been made for taxation which might become payable if the company’s investment
properties were sold at the net amount at which they are stated in the financial statements; the additional
tax liability could amount to approximately £nil (2007: £1,273,786).

Deferred tax of £232,178 has not been recognised as the Directors believe that there is insufficient profit
in future years to justify carrving the asset in  the financial statements.




Somerston Hotels (Heme! Hempstead) Limited
Notes to the Financial Statements
for the year ended 31 December 2008

8 Tangible fixed assets

Freehold

land and Fixtuves and

buildings fittings Total

£ £ £

Cost or valuation
At 1 January 2008 11,378,795 728,342 12,107,137
Addittons - 22,464 22,464
Deficit on revaluation (5,685,693} - {5,685,693)
Disposals - - -
At 31 December 2008 5,693,102 750,806 6,443,908
Depreciation
At | January 2008 442,287 244,850 687,137
Charge for the year 123,080 80,145 203,235
At 31 December 2008 565,377 324,995 890,372
Net book value
At 31 December 2008 5,127,725 425811 5,553,536
At 31 December 2007 _ 10,936,508 483,492 11,420,000

The Directors valued the hotel at £5,553,536 on 31 December 2008 as fully equipped operating hotel.
The valuation was conducted using the income capitalisation method. The members of the Board have
extensive real estate, hotel operations, financial and business experience. The valuation takes acconnt of
the purchasers' costs (2%) but no provision has been made for the sellers’ costs which is consistent with
prior years,

The Company’s hotel was externally valued at £11,420,000 on 31 December 2007 as a fully equipped
operating hotel by CBRE Hotels Limited, registered Chartered Surveyors. Valuations were carried out
on an open market value basis in accordance with the Appraisal and Valuation Manual of the Royal
institution of Chartered Surveyors, The depreciated historical cost of the property is £6,326,870 (2007:
£6,467915).

Interest capitalised within fixed assets amounts to £170,404 (2007: £170,404).
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Somersion Hotels (Hemel Hempstead) Limited
Notes to the Financial Statements
for the year ended 31 December 2008

9

U

10

Debtors

Trade debtors

Amounts due from parent undertaking
Prepayments and accrued income
Deferred tax (i)

Deferred tax
At ] January
Credit/(charge) for the year

At 31 December

Representing;:
Accelerated capital allowances

Unutilised trading losses (gross)

Creditors: amounts falling due within one year

Trade creditors
Amounts owed to group undertakings

Other creditots including taxation and social security

Accruals and deferred income

2008 2007
£ 3
61,170 88,401
2,169,904 1,771,238
30,025 30,182
- 208,236
2,261,099 2,098,057
2008 2007
£ £
208,236 162,172
(208,236) 46,064
- 208,236
I January Credit 31 December
2008 2008
£ £ £
(49,448) 49,448 -
257,684 (257,684) -
208,236 (208,236) -
2008 2007
£ £
47,621 66,726
8,807,608 8,258,684
53,741 60,975
67,354 49,800
8,976,324 8,436,185
18
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Somerston Hotels (Hemel Hempstead) Limited
Notes to the Financial Statements
for the year ended 31 December 2008

11 Share capital

Authorised:
1,000 Ordinary shares of £1 e¢ach

Allotted, called up and fully paid:
1,000 Ordinary shares of £1 each

12 Revaluation reserve

At 1 January

Arising on revaluation during the year
Transfer in respect of depreciation on revalued
tangible fixed assets

At 31 December

13 Profit and loss account

At 1 January

(Loss)/profit for the financial year

Dividends

Transfer in respect of depreciation on revalued
tangibie fixed assets

At 31 December

2008 2007
£ £
1,000 1,000
2008 2007
£ £
1,000 1,000
2008 2007
£ £
4,921,595 5,788,860
{5,685,693) (814,614)
(39,726) (52,651)
(803,824) 4,921,595
2008 2007
£ £
246,249 (43,189)
(225,849) 236,787
(246,000) -
39,726 52,651
(185,874) 246,249




Somerston Hotels (Hemel Hempstead) Limited

Notes to the Financial Statemenis
for the year ended 31 December 2008
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15

16

17
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Reconciliation of movement in shareholders' funds 2008 2007

£ £
At 1 January 5,168,844 5,746,671
(Loss)/profit for the financial year {225,849) 236,787
Dividends (246,000) -
Other recognised gains and losses {5,685,693) {814,614y
At 31 December {988,698) 5,168 844
Capital commitments

InterContinental Hotel Group ("IHG") are currently undertaking a rebranding exercise to reposition
"Express by Holiday Inn" as "Holiday [nn Express". As a franchisee, Somerston Hotels (Hemel
Hempsiead) Limited are obligated to comply with the requirements of the rebranding by the end of
2010. Whilst this expenditure is not currently planned during 2009, the company expects the cost of
complying with the rebranding exercise to be £61,211, and as such acknowledge a capital commitment
in this respect.

Other financial commitments

At the year end the company had annual commitments under non-cancellable operating leases as set out
below:

Other Other
2008 2007
£ £
Operating leases which expire:
within two to five years 2,678 2,678

Related party transactions \
The Company has taken advantage of the exemption, allowed by Financial Reporting Standard 8, not to
disclose transactions with related parties which are at least 90% owned within the same group and
whose consolidated financial statements are publicly available.

Holding company

The Company’s immediate parent undertaking is Somerston Hotels Limited, a company registered and
incorporated in England and Wales. The parent undertaking of the smallest group for which financial
statements are drawn up is Somerston Hotels UK Limited, a company registered and incorporated in
England and Wales. Copies of the consolidated financtal statements of Somerston Hoteis UK Limited
can be obtained from Companies House.

The directors regard Carlton International Holdings Limited (“Carlton™), a BVI registeted company to be
the ultimate controliing company. The shares of Cartton are ultimately owned by Stornaway Limited
acting as trustees of a settlement governed by the laws of Jersey (“the Jersey trust”). The directors regard
the Jersey trust as the controlling party of Carlton,



