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SMG at a glance

OUR VISION IS

TO BE SCOTLAND’S
MOST INFLUENTIAL,
RELEVANT, INNOVATIVE
AND TRUSTED

MEDIA BRAND.

ENTERTAINING SCOTLAND FOR 50 YEARS ..

On 31 August 2007, stv celebrated s 50th year of
commercial broadcasting in Scotland. We celebrated
with all our audiences - onscreen we commissioned
programmes to celebrate 50 years in broadcasting,
staff took part in a special photo shoot which captured
all staff in a large ‘s’ shape {p21} and we celebrated
with our communities




26%

PEAK TIME

AUDIENCE
SHARE ON stv

BROADCASTING

Guardians of the stv brand,
the commercial revenue
around the TV channel and
the PSB requirements for
the TV output including
Scotland Today, North
Torught and the five

thurty show

103

TAGGART EPISODES

COMMISSIONED
OVER 25 YEAR
HISTORY

CONTENT

Creates programming for
stv, ITV and for other TV
channels Famous brands
include Taggart, Rebus
and Jack Qsbouime
Adrenaline Junkie

260,000

VIDEC VIEWS

PER MONTH ON
stv WEBSITES

VENTURES

Develop digital platforms
and new online commercial
activities to ensure a
compelling onhne expenence

2007 SUCCESSES

- Turnaround Plan introduced with broadcasting
business at the core

- Restructured business and strengthened
management team with focus on delivery

- 12 Key Performance Indicators embedded
in the business and on track

~ Identified £5.0m operational cost savings In TV
to benefit 2007 and 2008

~ Disposal of Pnmesight, outdoor advertising business

~ Rights Issue completed raising £95.1m gross
to pay down debt

~ Negotiated a new five year bank deal with HBOS
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Chairman’s Statement

CONFIDENCE
IN OUR VISION

2007 has been a transformational
year for the Company. Since the
appointment of your new board

of directors in February 2007 much
has happened in the wider media
industry and a number of important
actions have been taken within
SMG to re-create a financially stable
company able to more fully develop
and build on its broadcasting assets.

Tha management team, led by Rob Woodward,
have made enormous progress in turming around the
fortunes of the Company and 2008 will see a stronger
and rewitalised broadcasting unit moving forward

with confidence

The first step that the new regime had to take was
a 100 day strategic review of the operations and
the serious debt position, which was a debilitabng
drain on the Company’s financial resources,
management fime and an inhibior to any aspirations
the Company might have had to devetop its core
broadcasting operations

Our turnaround plan placed the tstevision business
at the centre and bas besen founded on a three pitar
strategy of the sale of non core assets, restructunng,
debt and cost reduction, and revenue maximisation
Within that, our aim has and contmues to be to provide
a sohd platierm for organic growih while eliminating
loss making operations and uneconomic contractual
arrangernents This strategy 1s fully embedded n the
Company's operating ethos and 1s already showing
signficant results which will lead to an improvernent
in shareholder value gong forward

Reducing debt was obwously a pronty for the new
board and we are pleased to have actueved this in
our first few monthsg through the sale of Pnmesight
and then, just before Chnstmas, a successful Rights
Issue, which raised a gross £95 1m We achieved
these two successful cutcomes in market condrions
that have rarely been so challenging

As a consequence of the regulansation of our debt
pasition we have been able to close down our
arrangements with the banking consortiurm which
held the Comparny’s debst and move to a new and
more normalised relationshyp with HBOS It also
results in us no fonger being percerved a ‘forced’
seller of those assets we do not consider to be part
of the core business and are able to make disposals
as and when the tme and pnce s considered nght

2007 was a milestone for our broadcasting business,
stv, which celebrated s 50th year of broadcasting

in Scotland We are proud of our hentage in Scotland
and it 1s on this that we waill rebuild stv into Scotland’s
broadcaster of choice once agan

Before | move onto the 2007 business performance

I want to acknowledge our staff, all of whom have
shown great resiience and loyalty to the Company,
the new management team and board While the
last few years have been difficult for the shareholders
it has been equally so for our staff who's livethoods
and careers are bound Yo the Company On behalf
of my Board colleagues | would ke to thank each
one of them for ther comeritment and support

SMG Annual Report & Accounts 2007




01 stv news teams captured

the 2014 Commonwealth ot
Games bid announcement
in a live ong-hour special
from Sn Lanka
BUSINESS PERFORMANCE OUTLOOK

The restructunng of the Company and changes in
strategic direction together with the debt burden,
now thankfully allewviated, has had some impact on
the results for the pencd 1st January to 31st December
2007 but the full beneficial effects, particularty financial,
will come through dunng 2008 and beyond

Group revenue fell 4% to £184 Om (2006 £191 2m)
mainly due to the disposal of Pnmesight iIn October
Excluding Prnmesight, revenues were down 2% dus
10 Jower national airime sales affecting our television
Broadcasting business and lower secondary sales
income in the Content dvision There was strong
revenue growth i Virgin Radto, up 1% (E2 3m),
and growth in Pearl & Dean (£1 5m) due to an
Increase N screen numbers

Exceptional items were a major feature of 2007
nchuding wrtedowns to the carrying value of Virgin
Radio (£49 2m) and a provision for the onerous
Pearl & Dean advertising contract with the Vue
Cinema chain (£15 4m) There was also a £57m
provision for the essential and extensive restructunng
of the business along with staff reductions and
£11 4m of costs relating to debt arrangement fees
and short term increased interest costs

DWIDEND

As we advised sharehoiders at the intenm results

in Qctober, the Boara do not beleve it prudent to
recommend a dvidend payment for 2007 Dvidend
payments will recommence when the Board believes
it wise to do

Cur regional sales team have had a strong 2008

so far with expectations for continued grawth going
into April and May National advertismg 1s down but
remains a better performance than ITV The Board
remains cautious for the future however we have put
in a de nsking process should the market detenorate
In Radio, we are already seeing a strong performance
however there IS vanability across the months and
we expect the market to slow shghtly going into May
In Cinema, the Q1 revenues were down 13% with
poor film products dunng the first quarter however,
this quarter traditionally generates less revenue
and there are strong fims expected for the busy
summer market

The Board remains totally committed to delivering its
strategy and restonng shareholder value While the
macro and media environment remains challenging
we have addressed the Company’s histonc problems,
wa have made excellent progress in stabilising,

re focusing and changing the structure of the business
While we are pleased with our progress to date we
appreciate much remans to be done however, the
tools and the talent ae now in place to complete

the task before u cotﬁﬂdeng\e

Richard Findla
Chairman
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Chief Executive’s Review

DELIVERING
ON PROMISES

On becoming Chief Executive
in February 2007, | said that my
priority was to rebuild SMG
into an independently-owned,
vibrant Scottish-based media
business. One year on, we've
made huge progress in laying
strong foundations for the
turnaround and future growth
of the Company.

From the outset, 1 confirmed that the turnaround
would take between two and three years We've lad
a path, with clear milestones to measure our progress
As | desenbed last year the debt burden being carried
by the Company was simply unsustainable My number
one prionty was to return our balance sheet to a
sustainable position Therefore at the end of 2007

we announced the completion of a successful Rights
lssue that has normahsed our balance sheet and
removed the single biggest nsk facing the Company
At the same hime we have refinanced our debt through
a new loan facility with H80OS In order to pay down
debt we announced the sale of Prmesight, our outdocr
advertising business

THE THREE PILLAR
TURNARQUND PLAN

SELL NON-CORE
ASSETS

i)
Réduce debt, Annuahsed

We also announced our intention to focus on television
as the core business for the future We have a strong
management team leachng three distinct functions -
broadcasting, content and ventures - with clear plans
1o build a thrving business that will position stv as the
broadcaster of choice in Scotland

This 1s a challenging and exciting tme for the
broadeasting industry There are a number of regulatory
iritiatives currently underway including the renewal
of CRR (Contract Rights Renewal} and Ofcom’s review
of Public Service Broadcasting which will determine
the market context in which we are operating Closer
to home, the Scottish medha tandscape will be
influenced by the Scottish Broadcasting Cornmission
appointed by the Scottish Government to adwise on
the future of media n a dynarmic and changing Scotland
We understand the significance of our role as a public
service broadcaster and we are fully committed

to maximising our unigue position as the leading
commercial Scottish based television cormpany

THE JOURNEY TO RECOVERY

In June 2607 we announced the detait of a 100 day
strategic review which set out a cohesive and
transparent turnaround plan for the TV business
with twelve measurable Key Performance Indicators
(KPIs) on which we would reguiarly report progress

RESTRUCTURE o - GROW
THE stv BUSINESS REVENUES

Achieve performarice
focus on sty cash savings improvement in sty

SMG Annual Report & Accounts 2007




KEY PERFORMANCE INDICATORS

ERegfonaliSponsorshiplGrowth]

ElBroadcastingiMargin)

SALE OF NON CORE ASSETS

The reduction of debt was the key objective in 2007
The non-core businesses — Primasight, Pear & Dean
and Virgin Radio — were all confirmed for sale
The disposal of Primesight for a headline figure of
£62 Om and a successful Rights Issue, which raised
a gross £95 1m, have transformed our balance sheet
and put the Company into a sustainable financial
position We will keep the market updated as we
progress with the disposals of Virgin Radio and
Pearl & Dean dunng this year

RESTRUCTURING stv

The broadcasting business 1s the core of stv We are
intent on buillding a telewision husness acknowledged
as the broadcaster of chotce and Scolland’s most
influential, relevant, innovative and trusted media
brand At the heart of our broadcasting business 1s
our unparalleled abifity in reaching Scottish audiences
It I1s this advantage that wili form the cornerstone

of our growth plans

At the end of May we confirmed the leadership tearn
of Bobby Hain, Managing Director of Broadcasting,
Dawid Archer, Managing Director of Ventures and
Elzabeth Partyka, Acting Managing Director of
Content who are supporied by George Wait, Chief
Financiai Officer, Suzanne Burns, HR Director and
Anmar Kawash, Director of Strategy and Planning
This new simplified management structure has
ensured clear focus and accountability, as well as
promoting collaboraticn and teamwork The cutture
of the television business 1$ being transformed
around a single company ethic with a single brand,
an accountable leadership teamn and engaged staff
The cultural shift In the business has been very
significant and 1 a central component of the
successful turnaround

It was clear that the cost base was out of kne with
the revenue potential of the business A core focus
in preparing the Company for growth has been to
significantly reduce our operating costs Savings have
come manly through simplifying and de layenng the

television business At the same time we have
brought In a number of new peaple to refresh the
skills mix required to succeed n a digital environment
As targeted last summer we have achieved our cost
reduction goals and reduced costs by over £5 Om
representing over 20% of our controllable cost base
to benefit 2007 and 2008

Going forward we continue to target further efficiency
savings as a way of de nsking our 2008 plan and
underpinning our 2009 performance

We have instigated a ‘need to have’ versus 'nice to
have’ attitude on all expenditure We have embedded
the attitude of operating with a start up mentality
throughout the Company with the aim of ensuring
that stv operates as a nimble organisation fit for
purpase for the challenges of today's digital media
marketplace We need to do whatever it takes to
challenge how to maximise cur efficiency and we
will benefit from numercus INtiatives  Through staif
reductions and better utlisation of our Glasgow and
Aberdeen offices, we have freed up significant {locr
space and are 1n discussions with prospective
tenants Converging our data and broadcast networks
into a single network has resulted in improved cata
network standards and significant cost savings

REVENUE GROWTH
The third pillar of the tumaround plan 1s revenue

growth In our thres business dmvsions — Broadcasting,

Content and Ventures — each of which 1s charged
with exceeding therr KPI targets We are making
encouraging progress aganst all of our KPIs,

as outlined above and on page 11 17
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Chief Executive’s Review

broadcasting

stv continues to be the most popular
peak time broadcaster in Scotland
with a share of 26% versus BBC1

at 22%. In 2007, stv broadcast

49 of the top 50 commercial
programmes in Scotland and our
commercial impacts were up 1.5%,
outperforming the network at 1.1%

tv

There has been notable success in ratings for our
news output We've developed new programmes and
taken control of the schedule to ensure that we deliver
conant that our auchences wani We've 850 taken
staps to better serve local advertisers and simplify

our relationship with TV

th

BETTER SERVING OUR ADVERTISERS
ncreasing regional adverbising share and sponsorship
18 & prionty for the sales team The emphasis 1s on
performance, excellence in servicing agencias and
clients and winning share from competitors The
feedback from the market was clear in that we needed
to revamp the way we sold artime to our adverbisers
and we needed to promote the benefits of TV versus
other media Therefore in September 2007, David
Connolly, the former Ofcom CRR adjudicator and
previous Yice Chairman of Starcom, joined as
Commercial Director In additon, John MacDougall
of The Union advertising agency has baen appointed
Chent Services Director from May 2008 1o ensure
that we continue to improve our service to existing
clents and agencies and to seek new business from
across the UK

We are improving commercial production quighty
and introducing a new premium audience airtime
package for Scotiish adverbisers We have merged
our commercial production and focal advertising
sales teams 0 that responsibbty for the success of
campagns I1s In one place with a focus on iNcreasing
advertiser loyalty and retention The sales team values
its relationships with advertisers and media buyers
and recently hosted a Thinkbox session examining
independent research into TV advertising effectiveness
and viewer behaviour

In 2007, the local sales team were up 12% on target
and outperforming the market In Iine with our KP4
target we have increased our share of the Scottish
display market to 20% In addiion 2008 has continued
this positive trend with quarter 1 some 16% higher
than 2007

SMG Anruzl Report & Accounts 2007
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Broadcasting

sl

FUD& TARGET

MN%

l72010 TARGET

[ 2010 TARGET

Why 1t’s important
Television advertisng

% 1S core to our broadeast

business and our
regional advertising
sales tearn are
employed by stv,

as opposed to our
national sales which are
outsourced to ITV sales

How we measure it
Using MMS data we
compare stv's regional
sales with the total
display advertising
market for Scotland
The target 1s to grow to
25% from 19% in 2008

Why it's important
Margin iImprovernernit
across the penod
provides evtdence of
profitable growth in the
Broadcast business

How we measure it
[t 1s calculated as
operating profit
dwaded by turnover
and expressed as a
percentage with a
2010 target of 14%

(et

I 2008 TARGET

[2010 TARGET

Why it's important

® Sponsorship packages

are increasingly
attractive to advertisers
as they enable a closer
association with a2
programme for their
product They are also
a fast growth segment
of advertising spend

How we measure «
2007 1s the base
level for sponsorship
revenues and these
are targeted to grow
by 50% over the
period to 2010
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Chief Executive’s Review

0t stv's election coverage
Kicked off with the first Tive
head to head debate between
Scotland's four main poltical
leaders in a umgue broadcast
on sty

BETTER SERVING OUR AUDIENCES
Advertising only works if stv 13 serving its audiences
with a compeling content offering

News sits at the heart of our identity and 1s pivotal m
defining the relationshup wath our audience Cur news
programmes North Torught and Scotland Today go
from strength to strengih with annual audience ratings
at 25%, up two share points or a 9% increase on 2006
aganst the netwoerk share of 20% In January 2007,
we introduced four new regional bulleting within our
two Bpm news proegrammes These micro regions
{(west central Scotland, east central Scotland, Tayside
Angus and Fife, and north Scotland) now benefit
from local newsgathernng resources and a dediated
five minute weekday news service supported by
additional local content on our website stvty These
bufietins often attract the highest audience sharas of
the programime across the five minute penod This
renforces our belief about the Importance of serving
local audiences Our lunchtime bulletin, part of the ITV
half hour news programme, continues to reflect our
first in depth look at the man news of the day We
continue to broadcast bulleting across weekdays,
including morning, lunchtime and early evening at
weekends Our news teams consistently delvered
high quality news coverage from across Scotland,
offering balanced reporting by recognised,
authoritative and respected journalsts based in our
production centres in Aberdeen, Dundee, Edinburgh,
Glasgow, Holyrood, Inverness and Westmmster

In 2007, we responded quickly and successtully to

a number of breaking news events There were many
events of significant Scettish interest in 2007 including
the Scotuish Parlamentary elections, the successful
Commonwealth Games Bid announcement and

the terrenist attack on Glasgow arport The Scottish
elections, an histonic occasion for the Scottish National
Party, was captured in a live one hour special broadcast
at Bpm where we opted out of the 1TV mam news
programme {o bring viewers across Scotland
comprehensive coverage of the vote and comment
on the mplications of the Poll results The programme
was supported by production staff and resources from

hoth Scotland Today and North Tormght teams

It achieved an impressive 30% share and was the
most watched news programme in Scottand that day
it concluded an election campaign i which Scottand
Today and North Torught had congistently been

the most popular news programmes throughout
the election penod

The news team broadcast a spaciat ive one hour
show to capture the moment of Glasgow’s success
in its bid to host the 2014 Commonwealth Games,
with crews reporting live frorn Sn Lanka, the Glasgow
studios and at celebrations around Glasgow The
terronst attack at Glasgow Arport in June demanded
the mobusation of & large number of resources at
short notice in difficult circumstances As well as
providing coverage for local audiences, stv's news
tearm supported TN and international broadcasters
in delvenng compeling coverage on this international
story A sernes of news updates were provided
throughout the Saturday night peak time schedule
and a special half hour programme was ared the
following day

To build on the success of these news programmes
wae Introduced a new half hour daly news driven
magazine show calied the five thirty show In January
2008 This, coupled with the main news programmes,
ensures that we dedicate thireen and a half hours of
e Scothish news and content every week across
Scotland The ratings have proved it successful with
an increase In audience share which regularly wins
against Channel 4's Richard & Judy The onime
success of the show 1s due to the programme’s
editoniat focus and on ar web references The most
popular online content has been a web exclusive
track recorded by musician Amy MacDonald and

a full 18 minute version of the interview with former
Death Row inmate, Kenny Richey

2007 was also a year of celebration for stv, as

we celebrated our 50th anriversary of commercial
broadcasting in Scotland To mark the occasion
wa invested in three dedicated programmes 50 Years
of Scotsport, from SR to Lavvie Heid and stv Gold

SMG Annuzal Report & Accounts 2007



content

Our aim in the Content business 1s
to create and builld new programme
brands, enhance our relationship
with commissioners and other
broadcasters and deepen our
connection with talent, on and

off screen.

2007 was a successiul year n production hours
The current total of 72 hours 1s sigrificantly ahead of
the 18 month KP target In drama, six new Taggart's
and four new Rebus episodes were commissioned
and delvered during the year In February 2008 we
secured our biggest ever commuission from TV to
produce ten Taggart episodes for delivery in 2008
Thus takes the total nurmber of episodes to over one
hundred in the programme’s 25th anniversary year
UKTV also commussioned a cne hour Taggart
documentary to mark the anniversary

We are continung to develop our BAFTA winning
drama Rebus brand and will unvel our plans later

in the year The Ginger Productions team, based in
London, had commussions in 2007 from Living, 1TV2
and Virgin 1 with offerings including Jack Osbourne,
Adrenaine Junkie and Take me 1o the Edge, with
extreme adventurer Leo Houlding

We have also secured a rollaborative agreement
with Alexander McCall Smith to brng s work to TV
and we have secured a major drama development
deal with Channet 4 working with an internationally
renowned Hollywood director

In additton we are launching a £2 5m investment fund
to work with Scottish tatent in order to help stmulate
the Scottish production market and increase the supply
of high quality network projects We will announce
detalls of thus n due course

02 in its 25th year,

Taggart received ns largest
commission from [TV for
10 episcdes for 2008
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Advertsing funded programming will be an important
theme for the future | am delghted to report that
our first major fully funded regional programme —
Posteode Challenge — launched in early December
2007 for a run of 40 shows This weekly half hour
peak time, general knowledge quiz show hosted
by Carol Smillie 1s funded n partnership with the
Dutch organisation, The People's Postcode Lottery
This innovative, long term relationship where stv is
the TV partner for a third party organisation is a
unique commercial partnership creating compeling
content for our viewers and a media platform for the
launch of The People’s Postcode Lottery The show,
which has had robust ratings i an wmportant Monday
evening slat, 15 complemented by a website featunng
exclusive film matenal Wa are currently discussing
plans for 2008 with our partners We have also
secured a further ad funded seres featunng the
Merchant Navy and ‘life at sea’ These programmes
are due for transmission in 2008

In factual, a three part hard hiting ¢nime senes,
Badlands Britain, was commissioned by Bravo

We also co produced a 12 part fiy on the wall senes
Conquer the Castle, followang six city dwellers
charged with running a Scottish castle estate n Blar
Atholi The senes arred in January 2008 on stv and
Sky Travel Other factual commissions included a

six part senes for sty and UK History on the story

of the Highland Clearances

We have also baen working closely with Gaehc Media
Service and are In producton of five new series for
the launch of the new Gaelic digital channel in 2008

Our produchons coentinue (o sell well internationally,
with Taggart, Rebus, Jack Osbourne, Unsolved and
Jetset popular around the world We are seeking
opporturties for our back catalogue and recently sold
75 episodes of Scottish favounte Take the High Road
to Cne Ufe as well as the complete Dr Findlay senes
Also n 2007, 27 back catalogue Taggart episodes
ware added to our deal with UKTV




Chief Executive’s Review

Why it's mportant

14x Our content ibrary
Why it’s important contans over 200,000
A key strategic objective heurs of production
Is to grow our content i which 15 a valuable
business and this i catalogue to be
provides clear evidence E monetised

g0 of that growth —

g — How we measure it
pm— ol g How we measure it — 1B [ 2007 15 the base level
= 2lg| ‘tstewtdahws BEFJ2) 2 for Worary revenues and
% = E*i of new production S these are targeted to
=5 g g delvered In the financial | % g grow by 60% over the
=5 L year to broadcasters S T period to 2010
R BreiEim
(Growth)

Why it's important

Secondary sales in Why it's important
"E:f the UK market and to Margins provide

overseas broadcasters evidence of the leval

provide additional of profit being achieved

revenues and margin In the business

How we measure 1t
It1s calculated as
o logss  OPerating profit dvided
! by turnover and
expressed as a
5 percertage The target
o 15 to mairtain 10% in the
RS context of talent inflation
=
b=

i and broadcaster
bl fanff deflation

How we measure it
2007 13 the base |evel
for content nghts
revenues and these

are targeted to grow by
40% over the penod to
2010, with most growth
in 2010 when our major
drama. seres are re sold
in the UK market

Eua TARGET

L2010 TARGET

L
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ventures

Our ventures business manages
all online activity and our resource
based solutions business. Our aim
15 to exploit our unrivalled regionat
position through the stv brand,
to dominate the Scottish new
media market

In 2007 we refocused our online actvity and
concentrated on developing unique content for
our onling audience 2007 was a transtional year
We have been laying the foundations for rapid growth
in this area and will re launch our online offenngs
later this year Even before re taunch there are some
early encouraging signs Unique users to cur man
website, stv tv are steady at 8,000 a day, with
noticeable increasing volumes when we seed unique
content We expect to see this increase when we
re launch the site this year

In January 2008, we appointed Alistar Brown as
Head of New Media Alstarr led the successfut
online development and launch of onling services

at thelist co uk and scotsman com He will lead
the commercialisation of the stv tv and dnve our daily
visitor numbers to 200,000 by 2010

{1 The Edinburgh
Festival Frreworks
saw s first ever
Inve web streaming
onstviy

Unique user numbers are key to increasing advertising
revenues from the site Alistairr Brown and Dawid
Connolly, our Commercial Director are implementing
a strategy that will maxirmise our sarnings through
online banner and sponsorship and video display
advertising Classified advertising ss anaother area

of revenue potential The Scottish classified rarket
1s worth around £200m and our aim Is to capture
3% of that by 2010 1 will report on progress with this
later in the year

In 2007, we incorporated exclusive live streaming
onto stv tv, a move that proved successful dunng
the Rugby World Cup, The Champions League and
Edinburgh Festival finale Anocther development has
been the introduction of 'catch up' on Postcode
Challenge and the five thirty show Each has a
dedicaled presence on stv tv where viewers can
watch shows again Both sites also have exclusive
materal nciuding uncut Interviews and behind the
scenes footage A new web chal feature was
introduced for our property programme, Safe as
Houses, where the presenter was live online to
answer viewers' questions after each show

Qur other mamn online service, ScollandonTV tv, has
attracted visitors from around the world since its
launch in November 2006 A third of registered users
are from the USA The site onginally streamed archive
footage using stv's extensive library and in 2007, we
added commissioned onginal content to the ste This
addition has proved successful with a 70% increase
in video streaming in the second half of 2007 to
46,000 video views per month
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Chief Executive's Review

Whilst mary other PRTS {Premwuim Rate Telephony
Services) offerings are under pressurg, our onscreen
weekly interactive service Watch to Win has bucked
the nationatl trend and we have grown the number
of weekly users through consistent scheduling, large
cash prizes and regular seasonal offenngs

Our Bingo gaming site at stv tv/binge has performed
well In a highly competitive marketplace The site
was re jaunched in August 2007 with an onscreen
and online advertising campaign featuring Scottish
favountes, The Krankies This raised registration
figures by 75%

Our price companson websites, peopleschampion com
and smartycars com are part of our new media offenng
and as we've said previously, both are currently
undler review

Our solutions busness continues to provide outside
broadcast and post production faciities to a number
of clients In 2007, the team won an Emmy for the
post production work carmed out on 'Staphen Fry -
The Secret Lifa of a Manic Depressive’ We continue
to work with sports broadcaster Setanta and are
currentty in discussions about future work beyond
the existing contract which expires at the end of

the 2007/08 season

VENTURES KPis

T, 8

e

Why 1t’s mportant
Urtque visitors to
stviv are key to dnving
advertising revenues
from the stte

¢

How we measure it
Using analytical tools,
the number of unique
wigitors can be identfied
and collated across
each 24 hour penod

-
1_2008 TARGET
F

Why it’s important
The business model
for our ontine achivities
15 built around wistor
growth generatng
onhpe advertising
which is the fastest
growth area of

=
3

advertising spend
bl o
911 a How we measure it
o | & E This represents banner
§ ﬂ and sponsorship cigplay
N IR advertising on stvtv
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01 stvtv has seen much
nnovation m 2007 with
investment in content
and functionality

02 Cur quiz show Postcode
Challenge benefits from

a dedicated website featunng
a catch up service and
exclustve web matenal
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Why it’s important
Another key online
revenue stream comes
from consumer
transactions cn our
wabsites eg through
bingo games This

13 a high growth
revenue segment

How we measure it
This represents the
revenue earned directly
through transaction
based services

Why it's important
Margin improvement
across the plan penod
provides evidence of
profitable growth In the
Ventures business

How we measure it
it 1s calculated as
operating profit
dmided by turnover
and expressed as

a percentage with a
2010 target of 30%

*this s aloss of 17%

EE
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I 2010 TARGET

Why it's important
Classified advertising 1s a
large area of advertising
revenue which stv has
tradionally nat been
able to access Online
opens Up this area to
stvtv and it is a strategic
objective to grow to

3 0% of the avalable
market by 2010

How we measure 1t
The market share
percentage 1s stviv's
share of the three

key largest classified
markets (jobs, homes,
and cars) In Scotland
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non-core

VIRGIN RADIO

Virgin Radio 1s one of the UK’s leading commercial
radio businesses, with 2 8m regular weekly listeners
across analogue, digital and orilire platforms Thisisa
strong business, performing above the market, with
a strengthened management team and exciting
growth prospects

In 2007, Virgn Radio saw an 87% increase N aperating
profit to £4 9m (2006 £2 3m} due to revenue strength
and a reduction in AM licence fees Virgin Radio has
significantly cutperformed the radio advartising market
In the past three years enjcyng year on year revenug
growth of 11% in 2007 against industry growth of 3%

Senior rachio figure, Richard Huntingford was appointed
Executive Chairman and has full management
responsibibty for the business as well as overseeing
the disposal process Other senor Board appoiniments
ncluded Rosemary Thorne as Senior Independant
Director Rosermary has held Board postions at many
FTSE 100 PLCs including Ladbrokes and J Sainsbury
Cawd Palmer was alsc appointed as Chief Financat
Cfficer The management team has been strengthened
more recently by the appomtments of David Lioyd
former MD of LBC and Galaxy as Programme
Birector and Chanrel 4's Andy Grumbnidge, as Head
of Digital Media

PEARL & DEAN

Qur cinema advertising business Pearl & Dean
remamns non core and a sale process continues

In 2007, Pearl & Dean saw revenue growth of £1 5m
from a 4% ncrease in admissions The terms of our
contract with our major exhibitor chain, Vue Cinernas,
remain anerous and resulted in an exceptional provision
of £15 4m baing made in 2007 to provide against all
future losses under the contract

This remains & difficult business, however, the cinema
advertising market (s currentty in fiux driven largely by
our man compettor CSA We reman hopeful that
these changes in the industry wall create a more posttive
environment for the disposal of Peart & Dean

PRIMESIGHT
In October, we disposed of Pnmesight with the procesds
of the sale used to reduce our debt levels

The disposals of our non core businesses Virgin Radio
and Pearl & Cean are ongoing Due te our position of
financial stability, we are not in a forced seller position
The Board will only dispose of these businesses at
the nght price for shareholders

SMG Annual Report & Accounts 2007
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the future

Although the media market continues to be
challenging, the combination of our strategy of
putting stv at the heart of our Scottish centric
business and our healthy balance sheet provide a
sound foundation for our turnaround We continue
to seek opportunities in the Scothsh media sector
to enhance our brand and ensure that we reach
our goal as the broadcaster of choice in Scotland
The current regulatory initatives combined with

a renaissance of Scottish identity provide both
challenges and opportunities for our company

: d
We are doing what we set out to achieve and we essf@‘gfkh%‘ajggn%? Qe ek
are delivenng as promised The Companyisina :
far stronger position than this time last year and
we have created a strong platform for the
continued turnaround

MPBQ}’QSIQQ Eﬁegj;l\veness Award :
@orporate Bfand Identity Category
Bionde Award for stv logo

Emmy

| look forward to updating you on our progress Bést Decumentary Post Production for

in the autumn Stephen Fry - The Secret Life of a Mamc Depressive
SMG PRODUGCTIONS

Rob Woodward BAFTA Scotland

Chief Executive Best Drama — Rebus
SMG

Seotland’s Health at Work
Bronze Award

VIRGIN RADIO
Gold Sony Award
Best Competition for Who's Cathng Christian

Arguiva Commercial Radio Award
Sales Team of The Year 2007

Media Week Awards 2007
Best Sales Pitch Niche — Churchill Promotion

Instrtute of Sales Promotion Awards
Sitver Award for 24 promotion

Varigus RAB Planners' Choice Awards in 2007
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SOCIAL
RESPONSIBILITY

OUR PEOPLE

The passion, energy, creativity and mnovation of
our people are essential to delivering a successiul
turnaround strategy of our business

Qur 651 people across our television, radio and
cinema advertising business are the key to achieving
this success We also continue to engage a wide pool
of freelance creative talent to support our programming
requirernents, projects and provide a continued
creative input 1o our business

Duning 2007, our people strategy has focused on
mplementing organisational change to establish

a business structure which provides our people with
the opportunity to contribute to bulding on our
strengths and dertifying new growth cpportunities

We have established an organisation culture based en
open communication, clanty of reles and teamwork
and coltaboration to deliver success across the
business This has involved extensive organisational
restructuring to create a business with the required
skills, commercial focus and accountability to deliver
growth and successfully engage with cur audiences
and advertisers to become Scotland's broadcaster
of choice

Organisational design

We have established an integrated business mode!
with Content at it's heart The establishment of

a Ventures division through which our digital
business and other emerging business actvities

can be developed, and a Broadcast busmess which
provides the platform to engage with cur audience
and advertisers, has enabled the development of a
cufture based on collaborative working and teamwork

The activiies of our Sales and Commercial teams
are key to engaging with our advertisers Dunng
2007 we have strengthened the team through the
integration of the Commercial Production function
with Sales and Commercial functions

Qur technical resources functions have also been
restructured to achieve flextilty and a skilt base
akgned with our futre production requirements

Key appointments within Virgin Radio have
strengthened our capab@ities in the development
of a digital business and innovation in programming

Communication and engagement

Effective consultation, communication and
engagement with our employees 1s key to implementing
organisational change and awareness of the
business prionties

Particular emphasis has been placed on engaging
our employess in the turmnaround strategy and
enceuraging participation in consultation on
organisational change A high level of participation
from employeess, trade unions and employea
representatives has effectively delivered organisational
change which 1s supported by emplovees

Engaging employees within the Television business

in the turnarcund of the business has been supported
through the recogriion of discretionary effort and
celebration of success in a wesekly "Making a Difference”
newsletter An extensive programme cf staff roadshows
have also been delivered across the business amed
at engaging staff in the turnaround glan and pronties

The “Open Forum®, our employee information and
consuftation forum comprising representatives from
our Television business, has continued to evolve and
has made a significant contribution to the consultation
process to achieve business restructuning within
Telewision The "Cpen Forum” has successfully
supported chanties and geod causes with
employees undertaking fundraising activities

SMG Annual Reponl & Accounts 2007



01 To rark the 50th annversary
of broadeasting n Scotland,

stv staff formed a human ' at
the Company s headquarters

Reward and recogmition

Attracting and retaining employees of the highest
calbre 1s essential to maintain our position as
broadcaster of choice Dunng 2007 we implemented
a salary, grading and career structure benchmarking
our emnployees remuneration to a range of UK media
companies This reward framework will be progressed
over the next three years to ensure that our reward
and benefits structure enable us ¢ secure and
motivate employees of the highest calibre

Performance management, leaming

and development

Effective performance management and provision

of opportunities to enable perscnal development

arg key to SMG's people strategy Our business wide
performance management pracesses link indwiduals’
parformance and reward to the business cbjectves
and key performance indicators

Business objectives and key performance ncicators
are cascaded down to each manager's annual
business objectives In the form of SMART (Specific,
Measurable, Achievable, Realistic and Timely) objectves

Role specific tachnical competencies are aligned to
our salary and grading framework and staff and
management behavioural competencias are aligned
with our people strategy Performance management
coaching for managers continued to emphasise the
importance of performance differentiation against a
fiva point performance rating scale

Traiming and development needs and actions recorded
at both the intenm and year end performance reviews
are raviewed and form the basis of the Company’s
traning plan Addiionally, during 2007 the learning
and development processes applied within the
Telewision and Radio businesses were externzlly
audited by PwC on behalf of the Broadcasting and
Traning Skills Regulator

In particular, the integrated performance management
processes operating across the business were
cornmended as excellent examples of good practice
within the broadcasting sector

As a broadcaster and production business, trust and
Integnty are essential to engage with our audiences
During the year, workshops have been delvered to
employees within these areas to ensure that we
continue to achieve the highest standards of
complance and mantain our position as the trusted
broadcaster of cheice

Developing new creative talent

Attracting creative talent at alt levels 1s key to the
success of our people strategy We remamn committed
to providing support and opportunities for new
creative talent to acquire relevant ndustry experience
Dunng 2007 we provided over 80 work expenence
placements within our Badio and Television
businesses to graduates and people undertaking
media related stuckes from across the UK

Our support for Television and Young Pecople { TVYP"),
the educational arm of the Edinburgh international
Televisicn Festival, continued during 2007 with
placements being provided to students within

our successful News and Current Affairs tearmn

Equal opportunities and diversity

SMG s committed to mantaining a working environment
where all employees are treated with respect and dignity
and realisaticn of therr full potential can be achieved
We continue to monitor cur performance aganst our
polices to ensure that our approach enables us to
effectively engage with our audiences and ensure

a diverse poot of creative talent 1s attracted to

our business

Applications are encouraged from disabled candidates
(nternally and externally) who meet the minmum cntena
requrred for any vacancy Candidates are requested

to make us aware of any special arrangements they
may require in order 1o participate In the selection
process on account of a disabilty Line manager traning
15 provided to ensure ther equal opportunity for al

In 2007, we cnly received one application form one
registered disabled candidate
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During 2007, no employees became disabled dunng
their employment

During 2007, managers have been provided with
coaching sessions to continue to raise awareness of
our equal opportunittes and diversity obligations Our
bi annual performance management process 1s firmly
embedded as a mechanism to ensure development
needs of all staff are identifisd

Healthy Working Lives

The positive benefits of a healthy Iifestyle on employee
perfermance and creativity are recagnised and we
continue to encourage hegalth promation in the
workplace During 2007 we were awarded a Bronze
Award through the “Healthy Working Lives” inttiative
supparted by the Scottish Government  Additionally,
the Company supports employees’ health and
welfare at work through an Qceupational Health
service providing specialist suppaort and advice on
work refated medical matters and supporting and
smployees with rehabiitation following absences
from work

COMMUNITY RELATIONS

As a broadcaster, SMG 1s present In the communities
and homes of the peaple it entartains and informs on
a dally basis We work hard to ensure that we are part
and parcel of the fabnc of these communities SMG
takes it responsibifiies to its staff, the community,
the ernvironment, supplers and its audiences very
seriously SMG ple s included in the FTSE4Good
Series Index, a body set up to measure the performance
of companies that meets standards in Corporate
Social Responsibility SMG 1s currently reviewing its
overall CSR strategy with plans to implement the

new strategy in 2008

Community engagement 1s very important to sty
across the country and we actively support our local
communities and educaticnal institutions Since
moving to our new studios at Pactic Quay, we have
opened aur doors and welcomed students, chartties
and organisations from across the world In 2007,
we welcomed visitors from Korean Television and

students from Canada, as well as a range of
institutions and groups across the whole of Scotland
In 2007 we supported the Summer Academy at
Strathclyde Urniversity by running a workshop for
students stv North has supported student
placemnents from the Robert Gordon University in
2007, as well as accommaodating visits from various
educational institutions across the region

In September 2007 stv took part In Glasgow's Doors
Open Day for the second year running, offering
mernbers of the public a behind the scenes look at
stv's studios In July 2007 stv offered people guided
tours as part of The Glasgow River Festival —
Glasgow's land and water festival on the Clyde Also
In 2007 stv continued tts relationships with Glasgow's
Tron Theatre, the Assembly Rooms in Edinburgh and
the Royal Scotiish National Orchestra, highlighting
our commitment to the arts in Scotland

SMG's people give a ot of ther time to fundraising
for therr chosen chanties Te support this effort, SMG
launched a match funding intiative called Chanty
Chalienge which matches donations raised by staff
pound for pound Since is launch, Chanty Challenge
has matched indvidual staff fundraising as well as
company wide staff events

In 2007 stv wag the media partner for ChildLine
Scotland's annual chanty five a side tournament,
World Foatie As media partner, stv promoted and
supported the tournament on programmes Scotsport
and Scotland Today, and on stv tv Scotsport
presenters Andy Walker and Grant Stott presented
przes and provded pitch side intervews Commentator
Archie Macpherson provided match commentary

tn October all staff supported Breast Cancer
Awareness month by taking part in "Wear it Pink’
Day, with all the funds raised going to help continue
researching the cure for breast cancer

For the sixth year running, Virgin Radio has teamed
up with the Teenage Cancer Trust Legends from
the mustc and comedy industry put on a week of
fundratsing concerts at the Royal Albert Ball to raise
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01 stv sports presenters and
staff took part in the annual
ChildLine Footie Tournament

In 2007 and are n the ptanning
stage for the 2008 tournament

millons to provide young cancer sufferers access to
specialist teenage units within NHS hosprals Virgin
Radio raised the profile of the charnity using on arr
competitions for tickets and exclusive Interviews with
the stars of the gig

Peart & Dean, along with Vodafone and Bliss
Magazine supported the Anti Bultying campaign

by sponsoring people to make a short film about
anti bullying, with the winning fim being screened
on digital

PROGRAMMING

Matlawn 2007

stv's Christmas Appeal for Malawy in December
2006 helped raise three quarters of a milion pounds
to buld a matermiy hospital in Malaws The appeal,
which was launched on Scotfand Today and North
Toright n December 2006, was backed by former
First Minister Jack McConnell MSP, former Amencan
President Bili Clinton and Sir Tom Hunter, who
matched the money raised In 2007 the Scotfand
Today team travelled back o Malaw to follow the
progress of the maternity hosprtal The Scotiand Today
team filmed matenal for two programmes stv will
continue to bring future updates on this project

Talking Scotland

In 2007, we produced Talking Scotland — a senes of
programmes, spensored by the Scottish Government
These programmes are a platform for a range of
people to communicate 1ssues of soctal and cultural
importance In spring 2007, stv introduced six one
minute films entitled Inspiring Scotfand which provided
an opportunity for entrepreneurs and individuals
involved n business to 1&p nto business intellgence
across a range of subjects

Our Inspinng Women series, compnsed of seven
one minute programmes, featured women working
across different disciplines talking about how they
develop their business and tackle vanous challenges
and 1ssues In ther working Iives Both educational
and informative, these senes prowide ar time for
parts of the community who don't normally receve
such exposure

Media Literacy

stv 1s an active member of the Media Literacy Forum
in Scotland, ensuring representation at meetings
throughout the year in 2007, stv established a
relationship with Common Purpose, a group which
rungs an educational programme for schools around
Glasgow stv hosted a day long event, at which four
senior members of staff presented to a group of
young pecple about the power of the media and its
role In society Areas covered included news and
current affars, sport, general preduction and the
stations presence, work and pasition in Scotland
stv continued #s relationship with the Scottish
Learring Partnership in 2007, providing resources
and presenters for ther annual awards, thus helping
to raise thesr profile within Scetland

Our Viewers

Feedback from our audiences 1s key to our strategy
and in 2007, we reviewed the feedback mechanism
We re vamped and re branded our viewer enquIres
service as Your View, encompassing a number of
changes to the way we gather public mput We
broadcast regular on air announcements directing
viewers 1o the Your View webpage as an immediate
and direct way of gaimng public input
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CHARITABLE DONATIONS
The followng cash donations were made dunng
the year

_ i
£oo0 £000

The Company’s pchicy s not to make donations
which are of & political nattire

THE ENVIRONMENT

We recogrise that our day to day ectvities can, and
do have an effect on the environment and SMG's
envircnmental policy recognises our responsibiliies
towards the environmert We actively seek ways to
mprove our performance where we have armpact
¢n the ervirenment We work hard to minmuse any
damage we do whenever and wherever practical,
while receving business benefits from the protection
of the environment We are committed to continuously
Improving our gnvironmental performance and to
reducing pollution We view environmental regulations,
laws ana codes of practice as the minmum standards
for us to meet and beat

PRINCIPLES
Qur environment pninciples cuthne cur commitment
1o improving our performance

— Only use environmentally safe and sustamable
energy sources to mest our needs wherever possible

— Conserve resources and save energy through
therr efficient use and careful planning

- Becycle material wherever possible

- Minmise waste, especially hazardous waste, and
dispose of it through safe and responsible methods

— Work with suppliers to ensure they recognise
and reduce the impact of therr products and
transportation on the environment

— Engage and involve staff fulty in our
environmental efforts

- Set targets and goals designed to improve our
environmental periormance

— Through the development of a Green Transgport Plan
realise the dual benefits of reduced fuel
consumption and lower exhaust emissions

— At least every year, check our performance
it putting these prnnciples inte practice and n
comphying with aif applicable laws and regulations

This policy applies to all staff and all stes SMG
18 Iisted i the FTSE4AGo0d Senes Index as a
low impact company

SMG Annuat Report & Accourts 2007



01 SMG 1s hsted n the
FTSEAGood Index as
a low mpact company

RESOURCE USAGE

AND WASTE MANAGEMENT

During 2007 we continued to raise staff awareness
and encourage participation in our recycling schemes
through the use of the intranet, email and posters
Dunng the year an average monthly recycling of
34% was achieved up from 25% 1n 2006 In 2006
we worked with our property landlords in London
and Edinburgh to introduce the recycling of all waste
paper This ts proving successiul and we have managed
to recycle approximately 18 tonnes of waste between
these sites throughout 2007 (14 tonnes in 2006}

We have continued to recycle cans, glass and
ptastics in our offices, wiich has proved successful
and we have managed to recycle almost 16 tonnes
throughout 2007 We recerve a rebate for thus
recycling which we donate to ¢harity SMG also
donates toner cartndges and redundant mobile
phones to vanous chantes throughout the UK,
who benefit financially from this sitiative

Since 2006 SMG has cperated a Green Travel Plan in
Glasgow We encourage staff to use more sustanable
means of transport to get to and from work We
provide shower facilities, cycle parking and lockers
We also manage a Car Shanng mitiative matching
employees living In the same area to travel to work
together We actively moniter SMG's emissions and
seek to reduce these We will continue to take advice
from the Carbon Trust on our energy use and promote
any recychng/environmental Schemes throughout
the business

HEALTH AND SAFETY

SMG 1s committed to conducting our Dusiness In
compliance with all workplace health and safety laws
and regulations We continue to strive to provide a
safe and healthy worlang environment for our employees
and anyone we work with We continug to monitor
employes (ll health and accidents closely and we have
proactively undertaken health promotion programmes
designed to reduce health nsk and anhance employee
well being We continue our proactive approach to
improve the Company's management documentation
systems to provide sutable and sufficient information,
instruction, traimng and supervision The Group

has procedures in place for the management of
occupational road nsk which 1s monrtored and
reviawed on a regular basis The number of accidants
caused by dnver error reduced to 21 (2006 28)

Health and safety performance in 2007

SMG report work related accrdents, diseases and
dangercus occurrences in comphance with the
Reporting of Inunes, Diseases and Dangerous
Occurrences Regulation 1995 ("RIDDCR™

BT

RIDDOR three-day repohable accidents ¢ 0
Total of all accidents 19 26

« Acoidents requinng three or more days off work

Analysis of the causes of accidents provides vaiuable
informaticn for implermenting improvements, if and
when required, In working practices and procedures

The Group Facilities Manager 1s responsible for health
and safety matiers

Rob Woodward
Chief Executive
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A YEAR OF

TRANSFORMATION

The restructunng of the Group and
change In strateqgic direction had

a significant impact on the results
for the year and the financral
structure of SMG.

Several important events oceurred inciuding the
sale of Primesight and a successful nghts issue
which raised £85 1m gross (net £91 Om) which
resulted in a refinancing in December of the Group's
rermaining debt into a new £90 Om, five year bank
factty This gives the Group the financial stability
and solid platform necessary for the turnaround of
the business to occur

Increased interest costs and the continuing effects
of lower national ITV artime revenues due to CRR
resulted in profit before tax, exceptional tems and
the benefit under IFRS 5 from not depreciating
assets held for sale, dechning to £4 4m (2006

£10 Om) However, the cost saving actions and
growth intiatives implemented in 2007, together with
interest cost savings following the debt reduction
dunng the year, will agsist in turning around the
financial performance of SMG

REVENUE

Total revenue, which comprnses both contnuing

and discontinuing acivities, decreased by £7 2m

to £184 Om (2008 £151 2m) due manly to the sale
of Primesight in October Exciuding Primesight,
revenue was down 2% with declines in Broadcasting
(£3 9m}, manly due 1o lower national airtime revenues,
and Content (£3 3m), due to lower secondary sales
ncome, offset by strong growth at Virgin Radio — up
£2 3m or 11% - and growth in Peart & Dean {£1 5m)
due to increased screen numbears

OPERATING PROFIT
Group cperating profit, which compnises both
continying and discontinued activities before
exceptional items and IFRS 5, fell by £2 0m to
£16 4m (2008 £18 4m}

Tetewision operating profits fell by £4 7mito £111m
(2006 £15 8m) reflecting the revenus decline in
Broadcast and Content noted previously combined
with the Ventures business moving from a profit

of £18m in 2006 to a loss of £1 Omin 2007

Thus reflected a significant dechne in the profitability
of the Setanta contract

The companson with Jast year was also smpacted
by the sale of Pnmasight (£2 8m impact) and the
ublisation of the onerous contract provision in
Peart & Dean which saw the loss in this business
reduce from £4 2m in 2006 to £O 7m this year
The other ciscontinued achwity of Virgin Radio
saw an 87% increase in operating profit to £4 3m
(2006 £2 3m} reflecting strong revenue growth
and lower AM lcense fees

INTEREST COSTS

Net interest expenses increased by £3 6m to £12 Om
(2006 E8 Am} due to higher average debt levels

and increased interest margins prior to rebanking
The IAS 19 non cash finance credit was broadly similar
to the prior year at £2 8m Interest costs are expected
to fall significantly in 2008 followng the Prmesight
cisposal end Rights Issue

EXCEPTIONAL ITEMS

Excephional items resutted in a net charge of £91 9m
(2008 £84 Om) with the major tems bemng the
non cash wntedown to the carrying value of goodwill
at Virgin Radio {£49 2m) and the onerous contract
provision related to the Vue cinema advertising
contract at Pearl & Dean (£15 4m}

SMG Annual Repoert & Accounts 2007



Iy adichition, there were a number of other tems
prncipally related to headcount reductions following
the restructunng of the television business, (£5 6m),
TV Network stock writedowns (£2 2m), onerous
property leases following the business restructunng
(£2 Om), the loss on sale of Pnmesight (£5 7m), which
reflects the £5 Om contingent loan note not crystalising
due to weak trading performance in Q4 2007 The
non contingent £5 Om Joan note remains payable

In addrtion, significant costs were incurred relating
to the Group's high debt levels and refinancing dunng
the year (£11 4m}

The statutory lass for the year after tax and
exceptional tems and including IFRS & benefits
amounted to £84 6m (2006 £74 5my}

EARNINGS PER SHARE

EPS, pre exceptional items and IFRS & impacts
decreased by 60% to 12p (2006 3 Op) This decrease
was slightly larger than the decline in profit before tax
on the same basis due to an increase n the Group's
effective tax rate to 10% (2006 5%) Both years have
henefited from releases of pnor year tax provisions
EPS cn a statutory basis, Including excephonal items
and IFRS 5 benefits, was a loss of 25 Op (2006 23 6p
loss) with the IFRS 5 benefit through not depreciating
assets which are held for sale amounting to £3 7m

BALANCE SHEET

Balance sheet movements mainly reflected the
sigrificant strategic restructunng actions complated
dunng the year — the sale of Pnmasight and the Rights
tssue — combined with the wntedown to Virgin Radio
goodwill These resulted in significant movements

in the assets “held for sale™ category under IFRS &
and also to the Group's share capital and share
premium reserves

The net 1AS 19 pension defict decreased to £8 1
(2006 £32 8m) reflecting an increase 1n the discount
rate used to value the schemes' labiites and cash
contnbutions made by the Group Since the ten year

deficit funding pattern was agreed with the schemes’
trustees In January 2007, gross payments of £9 7m
have been made into the two pension schemes £5 8m
In 2007 and a further £3 9m in Q1 2008 There have
been no changes made to mortality assumptions
dunng the year and the next formal actuanal valuation
15 due on 1 January 2009

CASH FLOW

Net debt reduced by £110 2m in the year to £471m
(2006 E157 3m) reflecting the disposal proceeds from
the sale of Primesight (£47 3m of net cash) and the
successful Rights Issue (£91 Om net of £4 1m

155Ue Costs)

Waorking capital reduced in the continuing television
business by £3 3m and increased by £3 9m 0
discontinued activities, mainly due to therr sales growth
Capital expenditure fell significantly to £2 7m {2006
£9 7m) reflecting the disposal of Pnmesight, which
incurred high levels of expenditure to fund panel
estate expansion and the pnor year including the final
expenditure, o the new television faciity in Glasgow
Capital expenditure will continue at the lower level
seen durng 2007 in 2008 and future years with

the focus being on Investment N new media activities

This atso resulted in free cash flow conversion rates
of 111% for the Group as a whole and a very strong
130% for television

Other significant cash items N the year refated
to exceplional tems such as debt negetiation
fees and re organisation costs

DIVIDENDS

The Board has previously decided that no dividends
will be declared for 2007 and that dividend payments
will only recommence when there 1s evdence of the
success of the Group's turnaround plan
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Chief Financial Officer's Report

PRINCIPAL ACTIVITIES

The pnncipal activihies of the Group are currently

In the production and broadcasting of telewision
programmes, local and national radio production
and broadcasting, the sale of advertising airtime
and space m these media and in cnema and internet
services However, in ine with the Board's strategy
announced in June 2007, the Group 1s focussing
upon stv’s television and new meda business

SHARES AND OTHER INTERESTS

As at 3 Apnl 2008 the Company's 1ssued share capital
was 851,173,627 fully paud ordinary shares

ot 2 5p each, having no special rights and ranking
equally in alt respects Aiso at this date, the Company
had been notified of the following interests of 3%

or more In its ordinary shares

Total Shares %
UBS Global Asset Mgt 165,386,333 1739
Hanover Investors Partners 115,676,518 1216
Fidelty International (UK) 103,371,179 10 86
Artermis fnvestment Mgt 62,979,581 662
Granada Media plc 53,019,236 557
Legal & General Inv Mgt 43,528,819 458
SISU Capital 38,135,363 401
DC Thornsaon 36,798,936 387
Murray Internationzal
Holdings Ltd 29,307,666 308

No persen holds securities carrying special nghts
afforcing control of the Company

No purchases of own shares were made during
the year

STATEMENT OF DIRECTORS’
RESPONSIBILITIES

The dwectors are responsible for preparing the Annual
Report, the Directors’ Remuneration Report and the
financial staternents in accordance with applicable
law and regulation

Company law requires the directors 1o prepare the
financial statements for each financial year Under that
taw the directors have prepared the Group and parent
company financial statements in accordance with
International Financial Reporting Standards (IFRSs) as
adopted by the European Union In preparnng these
financial statements the directors have also elected

to comply with IFRSs 1ssued by the International
Accounting Standards Board {|ASB} The financial
statements are required by tlaw to give a true and farr
view of the state of the affars of the Company and
the Group and the profit and loss of the Group for
that pencd

In praparing these financial statements the directors
are requirec to

— Select suttable accounting pelcies and then apply
them consistently

- Make Judgements and estmates that are
reasonable and prudent

- State that the financial statements comply with
IFRSs as adopted by the European Union and
iFRSs 1ssued by the IASB

— Prepare the financial staternents on the going
concern basis

The directors confirm that they have comphed
with the above requirements in preparnng the
financial statements
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01-02 Take me to the Edge,
fronted by extreme adventurer
Lec Houlding, was one of the
first commissicns by the new
Virgn 1 channel

02

The directors arg responsible for keeping proper
accounting records that disclese with reasonable
accuracy at any time the financial posiion of the
Company and the Group and to enable them 10
ensure that the financia! statements and the Director's
Remuneration Report comply with the applicable
company law, and as regards the Group financial
staterments, Article 4 of the IAS Regulation They are
also responsible for safeguarding the assets of the
Company and the Group as well as taking reasonable
steps for the prevention and detection of fraud and
other iregularties

The directors are also responsible for the maintenance
and integrty of the webste Legslation in the UK
concerning the preparation and dissemination of
financial statements may differ from legislation n

other junsdictions

AUDITORS AND DISCLOSURE

OF INFORMATION

So far as each director 1s aware at the date of the
accounts there 13 no relevant audit information (that
18 Information needed by the Company's auditors n
connection with prepanng thew report) of which the
Company's auditers are not aware Each director has
taken all steps that thay ought to have taken to make
themselves aware of any relevant audd information
and to establish that the Company's audiors are
aware of that nformation

GOING CONCERN

After making appropnate enquines, the directors
have a reasonable expectation that the Company
and the Group have adeguate resources to continue
in operational existence for the foreseeable future
The financial statements are therefare prepared

on a going concern basis
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Chief Financial Officer's Report

RISKS AND UNCERTAINTIES

Like most businesses, SMG I1s exposed to a number
of nsks which could have an impact on our operating
results, financial condiion and prospects We have
nigorous nternal systerns to dentify, montor and
manage any nsks to the busness

Regulatory environment

Our television and radio broadcast businesses are
operated under kcences, regulated by Ofcom, which
extend untk 2014 and 2012 respectively These
Iicences contan conditions refating to such 1ssues

as reglonal television programme production, radio
station format and matters of taste and decency

It 15 the responsibility of the exscutive named on gach
television Iicence and the Chief Executive of Radio to
ensure that the terms of these licences are adhered
to and they put measures In place internally to ensure
that this cccurs However, 1t s possible that in certan
crcumstances these terms may be inadvertently
breached and sanctions imposed by Ofcom In the
most sertous of circumstances it 1s within the remrt

of Ofcom for licences to be withdrawn

Dependence on advertising

SMG's sales, expenses and operating results could
vary from penod to pencd as a result of a vanety of
factors, scme of which are outside of SMG's controt
These factors include general economic conditions,
condrtans specific to display and general advertising
markets including the commercial television and radio
broadcasting markets and the cinema and outdoor
advertising markets, frends in sales, capital expenditure
and other costs, and the introduction of new services
and products by us or our competitors In responss
te an ever changing operating and competitive
environment, we may elect from time to time to make
certan prcing, service or marketing decisions that
could have a matenial adverse effect on sales, results
of operations and financial conditions

Performance of the ITV Network

stvis a major part of the Group and, as such, our
fortunes are inked with those of the ITV Network

as a whole The programming proviced by the 1TV
Network, i1s ability to attract and retan audiences
and the advertising arhime sales performance of [Tv's
sales house — which 1s responsible for the sale of
SMG's UK national arrime to advertisers — are factors
that affect the performance of stv and, therefore,

the Group as a whele This refaticnship 1s managed
closely, with regular updates on programme and
schedule developments baing provided via ITV
Counci, on which SMG 1s represented, and through
senior SMG staff with responsibility to manage the
sales relationship with ITV
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Pension scheme shortfalls Risk managerment 1s camed out under poheies approved

We believe that the SMG pension schemes are currentty  the Board with financral nsks being identified, evaluated
strong, and the Investment strategy I1s calculated to and hedged In close co operation with the operating
reduce any market movement impacts However, it divisions The Board provides written principles for
1s possible that the Group may be required to increase  overall nsk managerment, as well as wniten polhcles

its contnbutions to cover an increase In the cost of covenng specific areas, such as forexgn exchange nsk,
funding future pension benefits or to cover funding interest rate nsk, credit nsk, use of financial Nstruments
shortfalls which could have an adverse Impact on and mvesting excess kquidity These are described
resuits and cash flow This position s kept under n more detall in note 2 of the Notes to the

regular review by the Board Financial Statements

Financial George Watt

The overall financial position of SMG may be
constrained by our leverage and other debt
arrangements An increase In interest rates could
have an adverse impact on our financiat position

and business results We are exposed to a vanety

of financial nsks that anse from and apply to our
actvities currency risk, credit nsk, iquidity nsk and
cash flow interest rate nsk The Group's overall nsk
management programme focuses on the unpredictabity
of financial markets and seeks to minimise potential
adverse effects on financial performance SMG has
used denvative financial Instruments to hedge certain
nsk exposures whera appropriate

Chief Financial Officer
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1} RICHARD FINDLAY

Chairman (84} 3

Appointed to the Board on 28 February 2007 Richard 1s the
former Chief Executive of Scottish Radio Holdings plc, which
he ran for 10 years building it into a portfalio of 22 radio services
and 45 regicnal newspapers, and consistently delvenng to
shareholders returns that outperformed peer companies

In August 2005, Scottish Radio Holdings plc was sold to EMAP
pic Richard has strong links in the Scottish ants and pottical
estabbshments He alsc chaws the new National Theatre for
Scotland a growing life sciences company and has served

on vanous boards including that of a leading law firm, a
Scothsh University and as char of the Lethian NHS Board

2| ROB WOODWARD

Chief Exacutive {48}

Appointed to the Board on 28 February 2007 Previousty Rob
was Commercial Director of Channet 4 Television Corporation
and on the main board He was formerly CEC of 4Ventures and
achieved a dramatic turnarcund of legacy businasses and bualt
a set of successful new medha and digital businesses Rob was
previously an MD of UBS Warburg and global COO of corporate
finrance n Media and Communicalions He was formerly Managing
Partner of Detoitie’s European Telecoms Media and Technolegy
business and UK strategy consuiting practice

3] GEORGE WATT

Chief Financial Officer (40)

Appointed to the Board n February 2001 as Group Finance
Drector George joined the Company in 1898 as Group Financial
Controlter and Treasurer Prior to joning SMG George worked
with KPMG s audrt and assurance services practice in the UK and
also in the US George 1s a Member of 1he Institute of Chartered
Accountants in Scotland and an Executive Committee Member
of the Scottish Council for Development and industry

4] DAVID SHEARER

Senior Independent Director (49) 1,3

Appointed to the Board on 28 February 2007 Dawid 1s an
expenenced corporate financier and was previously Senior Partner
of Delonte & Touche for Scotland and Northern Ireland and a LK
Executive board member He 1s Chairman of Crest Nicha!son ple
Seniar Independent Director of Renold ple and Superglass
Holdings pke and a non executive director of Aberdeen New Dawn
investment Trust plc, Mithras Investment Trust plc Martin Currie
Limited and Scottish Financia! Enterprise He is also a Governor
of the Glasgow School of Art and was previously a non executive
director of HBOS plc
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5} LORD WAHEED ALLI

Non Executive Director (43) 2

Apponted to the Board on 5 March 2007 Lord Al s currently
Charrman of Chonon Ltd and of AIM listed Asos plc He s also
a Director of Okga Telewision Ltd He was praviously Managing
Director of Planet 24 Productions Lid and Managing Director
of Gariton Telewsion Productions Ltd

6] VASA BABIC

Non Executive Director (41) 12

Appointed 1o the Board ont 28 February 2007 Vasa is a partner n
Hancver Investors Previousty, he was Group Director of Business
Integration at Vodafone pic, leading major global programmes of
change and testructunng Pror te that he was a strategy consultant
for 15 years in the London cffice of Mercer Management Consutbng
and for a number of those years, the youngest senior pariner in
the firm worldwide He worked in a broad range of sectors, with

a focus on sectors Including the Telecoms Internet Media and
Technotogy ndustres  Vasa has an MA in Economics from King s
College Cambndge

7| JAMIE MATHESCGN

Non Executive Director (53} 12

Appointed to the Board on 5 March 2007 Jamie is Executive
Chairman of Brewn Dolphin Heldings PLC a leading private
chient nvesiment manager and stockbroker He was previousty
a non executive director of Scottish Radic Holdings plc urtil
its sale to EMAP plo and 15 currently a non execulive director
of AlM VCTZ plc

8] MATTHEW PEACOCK

Neon Executive Director {46) 3

Appomted to the Board on 28 February 2007 Maithew s the
founding partner of Hanover Investors He has led rvesiments
for over 16 years v amongst other sectors manufaciunng
outsourced business services chemicals financial senvices
textiles and legistics Prior to this he ran the international M&A
tearmn n London at BZW having started his career at Credt Suisse
First Boston in New York He holds an LLM from Cambnidge
University He 1s currently non executive Charman of Benold PLC
and a non executive director of Cosalt PLC

KEY

1 Audit Committee

2| Remuneration Commitiee
3| Nomination Committee
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Corporate Governance

CORPORATE
GOVERNANCE

SMG plc 1s committed to the highest standards of corporate governance The new 2006 Combined Code on
Corporate Governance which applies to reporting years beginning on or after 1 Novembear 2006, supersedes
and replaces the Code 1ssued 1n 2003

Having reviewed the 2006 Code carefully the Board believes that it is fully complant with 47 out of the 48
provisions The provision with which it does not fully comply relates to the constitution of the Audit Committee
as not all of the members are classed as Independent

This section, together with the report by the directors on remuneration, set out on pages 40 to 53, describes
how, 1 respect to the financial year ended 31 December 2007, the Company has applied the principles
of good corporate governance and has complied with the principles set out in the rewsed Combined Code

The Board and its procedures
The membership of the Board dunng the year was as follows

Chairman Chief Executive
Chnis Masters (resigned 28 February 2007) Rob Woodward (appointed 28 February 2007)
Richard Findlay {appointed 28 February 2007)

Independent non executive directors Executive director

David Dunn {resigned 28 February 2007) George Watt

Tim Gardam {resigned 28 February 2007) Dongld Emslhe (resigned 11 Apnl 2007)
Steve Mane (resigned 28 February 2007)

MT Rainey (rasigned 28 February 2007)

Martyn Srruth {resigned 28 February 2007}

Dawid Shearer {appointed Senicr Independent Director 28 February 2007}
Matthew Peacock (appointed 28 February 2007}

Vasa Babic {appainted 28 February 2007)

Jamie Mathescn (appointed 5 March 2007)

Lord Waheed Alli (appointed 5 March 2007)

Donald Emshe was Acting Chief Executive from 18 July 2006 until 28 February 2007

The Board has considered the independence of the non executive directors and has confirmead that while

all the directors are considered to be of independent character, only Richard Findilay, David Shearer, Jamie
Matheson and Lord Waheed All would be considered independent as defined by the revised Combined Code
The wide ranging expenience and backgrounds of all the non executive directors ensure that they can debate
and constructively challenge management in relation to both the development of strategy and performance
agamst the goals set by the Board

SMG Annual Report & Accounts 2007



The non executive directors do not participate in any share option or pension scheme of the Company
Attendance of Board members at Board and Committee meetings I1s set out below

ALIDIT REMUNERATION HNOMINATION
COMRMITTEE COMMITTEE COMMITTEE

[Numberattendad:
[Ct M(M'Mm)

@mra@ma{ta@mmm
SeplHr (s SR
mﬁrﬂm(

@@@6@&@

1.‘

%éﬁ'd Sheamr (appqmsd :

Rob Woodward (ap 2&'2&37}

Geoge Watt 27

Maztthew Peacock (appointed 28/2/07) 17

Vasa Babic {appointed 28/2/07) 17 3 4
Jamia Matheson {appainted 5/3/07) 12 3 4
Waheed All (appointed 5/3/07) 9 2

The number of Board meetings held from 28 February 2007 was 20

Non executive directors are appomnted for a specified penod of three years and re appointment 1s not automatic
Directors also stand for election by shareholders at the first AGM following their appointment and subsequently
every three years The report from the Nomination Committee contaimed in this report explains the precess for

setection of directors and succession planning

There 1s a well established dvision of authonty and responsibility at the most senicr level within the Company
through the separation of the roles of Chairman and Chief Exacutive The Senior Independent Director 1s avalable
to shareholders for concems which cannot be resolved by contact with the Chairman or Chief Executive

Directars and officers of the Company and #s subsidianes have the benefit of a directors’ and officers” hability
insurance policy The Company’s Articles of Association also provide that every director and other officer of the
Company Is to be indemnified out of the assets of the Company against any liability he incurs In defending any
proceedings brought aganst him (provided that judgernent 1z not given against him) Al directors have access
to the advice and service of the Company Secretary and, at the Company's expense, the Group's legal advisers
The Company Secretary 1s an employee of the Company and attends all meetings of the Board and s
committees and 1s responsible for ensunng that all Board procedures are observed and for adwsing the Board
on corporate governance matters

The Board meets regularly, at least mine times a year with additional meetings taking place as requirect
The Board has adopted a schedule of matters reserved for its decision, the principal matters being approval of

— Financial staterents and shareholder circulars, dvidend policy, significant changes in accounting pelicies
or practices

- Board and Committee appointments and terms of reference, and terms and conditions of non executive
and executive directors

— The Group's long ierm objeciives and commercial strategy, annual cperating and capital
aexpenditure budgsts

~ Matenal contracts and significant variations in terms of the Group's borrowing facilities

— Corporate actmty, which 18 subject to The City Code on Takeovers and Mergers or of a matenal nature

— Major changes to the Group's pension schemes, share schemes, and treasury policy

- Internal control and corporate governance arrangements and to act as a court of the last resort in relation
to any investigations undertaken by the Audit Commiltes
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Corporate Governance

Board meetings involve reviews of financial and business performance aganst the plan and budgets approved
by the Board, bath at a Group and divisional level The Board also receves regular presentations from each
of the disisions, enabling it 1o explore specific 1ssues and developments in more detall Any matter requinng
a decision by the Board is supported by a paper analysing all relevant aspects of the proposal mcluding
potental nsks and proposed management action

Throughout the year, the Company also had a Management Team, which mncluded the executive directors,
the human rescurces director, the director of strategy & planning and the managing directors of the
Broadcasting, Content and Ventures divisions The Management Team met weekly and ensured executive
focus on group wide performance and nsk management

The Board has undertaken a formal and ngorous annual evaluation of its own performance and that of its
Committees and individuat directors This was conducted using a detaled guestionnaire end amongst the areas
reviewed were Board composition, Board meetings and processes, Board performance, the performance of
indnidual directors as well as the Board's communication both with external stakehclders and the Company’s
senior management The parformance evaluation questionnaire was followed by meetings of the full Board, the
Charrman with the non executive directors, and non executive directors only On completion of the evaluation
process the directors have concluded that the Board 13 effective m meeting its objectives and fulfiling ts duties
and obligations The directors are also satisfied that the Audit, Remuneration and Nomination Committees all
carry out thew respactive delegated duties effectively and efficiently

The Board 15 supported by the Normination, Remuneration and Audit Committees Reports from the Nominasion
and Audit Committees are contamed within this repont, on pages 36 to 38

Report from the Nomination Committee

The members of the Committee durng These members resigned on 28 Febyruary 2007
the year were and the current membership 1s
Chris Masters (Chairman) Matthew Peacock {Chairman)
David Dunn Richard Findlay
Tim Gardam Dawid Shearer
Steve Mamne
Remuneration Committee These members resigned on 28 February 2007
The members of the Committee during and the current membership s
the year were
Y " Vasa Babic {Chairman)
Bawid Dunn (Charmar) tord Waheed Al
MT Rainey Jamie Matheson
Tim Gardam

The activtres of the Remuneration Committes are described within the report by the drectors on remuneration
on pages 40to 53

The Committee has written terms of reference Its principal duties are to

- Regularly review the structure, size and compasition of the Board and evaluate the balance of skills,
knowledge and experience

- Regularly review plans for succassicn of executive and non executive directors and make recommendations
¢ the Board

- ldentidy and nominate candidates for approval of the Beard using, 1f appropniate, external recrutment
and search adwisers employing objective and industry recognised selection critena

- Recommend to the Board membership of the Audit and Remuneration Commuittees, In consultation
with the chairmen of those Committess

The full terms of reference of the Committee are available on request and on the Gompany’s website
www smg plc uk

SMG Annual Report & Accounts 2007



There 1s a formal and transparent procedure for the appointment of new directors to the Board As part

of the annual performance evaluation conducted by the Beard a review 1s conducted of the Board's size,
composition, diversity and batance of skills The outcome of the review 15 used by the Committee to determine
the selection critena and role specificat:on of non executive directors  External selection consultants are
retained to conduct searches and a shortlist created in consultation with the Committee and, where
appropnate, the executive directors The Committee reviews the profiles of candidates and conducts
interviews pnor to making recommendations to the Board for approval
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All directors are given a comprehensive introduction to the Group's vanous businesses and continuing
development is provided through bnefing sessions In the course of regular Board meetings, covenng business
specific and broader regulatory 1ssues and including presentations from members of senior management

Report from the Aucit Committee

The members of the Committea dunng These members resigned on 28 February 2007
the year were and the current membership 1s

Martyn Smith (Chairman) Dawd Shearer {Chairman)

Dawvid Dunn Vasa Babic

Steve Maine Jamie Matheson

The Audit Committee, chaired by David Shearer, who has recent and relevant financial expenence, 1s authonsed
by the Board to investigate any activty within its terms of reference and to seek any information it requires from
any employee All employees are directed to co operate with any request made by the Committee

Amongst others, the duties of the Committee are to

— Assist the Board In ensunng that the Gompany’s published financial statements comply with statute
and a apphcable accounting standards and good practice

— Review the effectiveness of the Company’s internal financial controls and audit arrangements and
investigate and advise on these or related matters which are referred to it or that it considers necessary

- Review the Company's staternant on internal controt systemns prior to endorsement by the Board

- Consider the major findings of any snternal investigations on control and management's response

— Discuss with the Company’s auditors, matters ansng from their work (in the absence of management
where necessary) and encourage and monitor compliance with relevant codes of best prachice in
corporate governance

— Keep under review the scope and results of the annual audt, its cost effectiveness and the independence
and objectvity of the audrtors

- Consider the appointment of the external auditors, the audit fee, ther ndependence and objectivity and
any matters refating to the resignation or disrmissal of the external auditors

- Review the Company's arrangements for s employees to raise concerns, (n confidence, about possible
wrong doing in financial reporting or other matters

The full terms of reference of the Committee are avalable on request and on the Company's website
www smg plc uk

Mestings of the Committee are normally attended by the Chief Executive, Chief Financial Officer and
representatives of the external auditors The Committee also meets separately with senior management
and the external auditors

The Audit Committee and Board place great emphasis on the cbjectivity of the Group’s auditors
PricewaterhouseCoopers LLP in therr reporting  The audit pariner and manager attend Audit Committee
meetings to ensure full communication of matters relating to the audit The auditors have confirmed to the
Committee that i relation to their services to the Company they comply with UK regulatory and professional
reguiIrements, ncluding Fthical Standards issued by the Auditing Practices Board and that ther objectity

18 not compromised

The Audit Committee monitors fees paid to the auditors for non audit work and duning the year under review,
the non audit work consisted of advice in connection with (3 the amendment to the rules of the 2005 Long
Term Incentive Plan, 41} the disposat of Prmesight, (1) the potential disposal/flctation of Virgin Radio and (iv)
the Rights Issue arcular The Committee believes that 1t 1s cost effective and therefore in the best interests

of sharehoiders for the auditors to carry out these services and that the nature of such work does not impair
the independence and objectivity of the auditors
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A policy has been put in place to prowde that before the auditors carry out any non audit work, the approval
of esthar the Chairman of the Audit Committee or another Committee member must be gven  An explanation
as to why there I1s a preference for using the auditors 1s also required and it 1s felt that this process ensures
that shareholders receive value for money A resclution to re appoint the auditors will be put before the
shareholders at the Annual General Meeting

The Committee has reviewed the Comparw’s intenm and full year resuits pricr to publication, as well
as the Group’s nsk management procedures and risk register, incorporating relevant social, ethical
and environmental nsks

During the first quarter of 2007, the Company's Internal Auditor retired and as a result of the engoing
restructurng of the business, a replacement has not yet been appointed However, the Audit Committee have
thus under review and the intenbion 1s that once the restructunng exercise has concluded later this year, a third
party firm will be engaged to carry out the internal audit function

Internal control and control environment

The directors of SMG pi¢ have overall responsibility for establishing and maintaning an adequate system of
internal controls and for reviewing the effectiveness of the system The systermn of internal control I1s designed to
manage rather than eliminate nsk and In pursuing these objectives, mternal control can only provide reasonable
and not absclute assurance agamnst matenial misstatement or loss

In addition to the external auds, the following key controls are in place

— A comprehensive financial review cycle, which includes annual budgeting approved by the Board, monthiy
reporting of trading results for review and, where necessary, comrective action as well as detaled and
reguiar reforecasting

— Defined organigaticnal structures with appropriate delegation of authority

- Regular reviews of key performance indicators and business nsks and consequent steps to manage any
matters ansing

— Prowision to the Board and management of relevant, accurate, timely information based on comprehensive
management informaton systems, which are continually being improved and updated

The Company has in place a formal procedure by which staff can, in confidence, raise concerns about possible
improprieties in financial and other matters The Audit Committee has reviewed and approved this procedure
No such concerns were raised by staff dunng the year

The executive group s responsible for implementing the nsk management strategy, ensuring that an
appropriate nsk framework 1s operating effectively across the Group, embedding a risk culture throughout
the Group, and prowding the Board and Audtt

Committee with an overall view of the Group's nsk profile, Wentifying any major exposures and mitigating actions

The nsk management framework and internat controls system across the Group, which 1s subject to continuous
development, provides the basis on which the Company has complied with the Combined Code provisions
on nternal control

The Beard has reviewed the effectiveness of the system of internal controt and considlers that the Group
has an established system of internal control which the directors believe 10 be appropriate to the business

Refationship with shareholders

The Chairman meets with mejor shareholders on a periodic basis with the Sentor Independent Director

and all other nen executive directers available for meetings on request In addition, institutons are offered

the opportunity to meet new non executive directors following their appointment to the Board, as part of thewr
induction Furthermore, feedback from major sharehclders 1s regularly sought and reviewed by the Board

Communication with major shareholders, analysts and the financial press 1s maintained throughout the
year with, in adaition, detailed presentations made at the time of the interm and full year results Detaled
reviews of the performance and financial position of each dmsion are included n the Chairman’s statement,
the Chief Executive's and Chief Financial Officer’s reviews, which the Board uses to present a balanced
and understandable assessment of the Group's positicn and prospects Such communication i1s designed
to establish a mutual understanding of objectives In addition, the Group has introduced an electronic
communication facility ta allow shareholders to recewve information more quickly and in a manner mere
convenient for them The Board also welcomes and encourages the participation of all shareholders

at the Company's AGM
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Suppliers

Craditor payment policy

The Company's poticy is to settle the terms of payment with suppliers when agreeing terms of payment by
Inclusion of the relevant terms n contracts, and to pay In accordance with tts contractuat and other legal
obligations Trade creditors of the Company at 31 December 2007 were equivalent to 46 days of purchases
(2006 44 days)

Compliance

Part of the iInformation that fulfils the Companies Act requirements of the Business Review can be found on
pages 2 to 31 The Group’s prncipal operating subsidianes are isted in note 2 to the Company’s financial
staternents and details of the pnncipal risks and uncertamties facing the Company can be found in the
Finance Director’s report on pages 30 and 31 The Key Performance indicators for the Group ¢an be found
on pages 11, 14, 16 and 17

Disclosures required under Part VIl to schedule 7 of the Compantes Act 1985
Appointment/Replacement of Directors

In accordance with the Articlas of Association of the Company, the Board of directors and/or the shareholders
of the Comparty can appeint a director esther to fill a vacancy or as an additionat director, who shall hold office
until the next following general meeting No person may be appointed as a director uniass he s recommended
by the Board or advance notice of that person’s proposed appointment has been given to the sharsholders
The minimum number of directors 1s three

The office of a director shalt be vacated if
{a) he ceases to be a director or becomes prohibited by law from being a director, or
(b) he becomes bankrupt, makes any arrangement or compaosition with his creditors or becomes insolvent,
() hess, or may be, suffenng from mental disorder and ether
{) he s admitted to hospital n pursuance of an application for admission for treatment, or
{} an order 15 made for his detention or for the appointment of a receiver, curator boris or other person
to look after hus affars, or
{d) he resigns or his term of office expires, or
{8) the Board resolves that his office be vacated due to fus absence from meetings for more than six
consecutive months without permission, or
{fy he s requested to resign In writing by not less than three guarters of the other directors

The shareholders of the Company may also by ordinary rescluton remove any director from ¢ffice and appoint
another person n his place

Additionally, in accordance with the Articles of Association of the Company and corperate governance
principles, at every Annual General Meeting of the Company, ¢ne third of the drrectors are requirad to retire
from therr office Such directors can be reappointed at the relevant Annual General Meeting

Directors powers

Subject to company law, the Memorandum of Association and Articles of Association of the Company and any
special resolutions of the shareholders, the drectors are empowered with the managerment of the Company’s
business and have the usual powers granted 1o them which are necessary for the operatian of a company of
this zize There are no unusual or exceptional powers

Included In the directors powers I1s the power of the Board to aflot, grant options over, or otherwise dispose of
the unissued shares In the capital of the Company to such persons on such terms and conditions and at such
tmes as it thinks fit This power 1s subject to company law and any resolution of the Company's shareholders

The Board of directors may, subject to company law, purchase any of the Company’s shares in any way and
at any price {whether at par or above or below par) and may hold such shares as treasury shares provided
that the purchase has been sanctioned by an extraordinary resolution of the Company’s sharehclgers

There are no signiicant agreements to which the company Is party which take effect, alter or terminate upon
a change of control of the company

Amendment to the Company’s Arlicles
The Company has no specfic rules regarding amendments to s Articles and any such amendments require
to be put before shareholders to approve by special resolution in accordance with company law
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REMUNERATION
COMMITTEE REPORT

Introduction

This report has been prepared 0 accordance with The Directors’ Remuneration Report Regulations 2002,
{the “Regulations”} The report also meets the relevant requirements of the Listing Rules of the UK Listing
Authonty and describes how the Beard has applied the principtes and comphed with the provisions

of the revised Combined Caode {the "Code”) on Corporate Governance relating to directors' remuneration
As reguired by the Regulations, an advisory resolution to approve the report will be proposed at the AGM
of the Company at which the financial statements wilf be approved

The audrtors are required to report on the *auditable’ part of this report and to state whether, in their
opinion, that part of the report has been propetly prepared in accordance with the Companies Act 1985
(as amended by the Regutations) The report 1s therefore dvided into separate sections for audited and
unaudited informahon

Part 2 of the Regulations - Unaudited information

Remuneration Commuttee

The directors who were members of the Remuneration Committee dunng the year are shown on page 36
in the section on Corporate Governance

Following the resignation of the Company’s non executive directors 1n February 2007, a new Remuneration
Coromittee was formed

The responsibitity for the establishment of a remuneration poficy and 1ts cost 1s a matter for the full Board,
on the advice of the Remuneration Committee The recommendations of the Remuneration Committes
have been approved without amendment by the Board for submission to shareholdsrs

The Remuneration Committee 1s responsible for developing policy on remuneration for executive directors
and senior management and for determining specific remuneration packages for each of the executive
directors The Remuneration Committee members have no personal financial interest other than as
shareholders in matters to be decided, no potential conficts of iInterests ansing from cross directorships
and no day to day involvement i running the business

Durning the penod under review, the Remuneration Committee sought the assistance of the Charman and
Chief Executive on matters relating to directors’ performance and remuneration The Chairman, Chief Executive
and Suzanne Burns, Human Resources Director, attend meetings by invitation except when therr ndividual
remuneration arrangements are discussed No director takes part in discussions relating to ther own
remuneration and benefits The Remuneration Committee appointed and recaved wholly ndspendent advice
on executive compensation and associated share scheme administration from Halwelt Consulting No other
services were provided to the Company by Hallwell Censulting dunng the year

The Remuneratron Committee 1s formally constituted with wniten terms of reference with the full rermit of the
Commuttee role described A copy of the terms of reference is avallable to shareholders on request by writing
to the Company Secretary whose contact details are set out on page 95 of the Annual Report and on the
Company's website, www smg plc uk

SMG Annual Report & Accounts 2007



Philosophy behind Remuneration Committee’s Approach

The policy 18 designed to encourage, reward and retan the executives and the Remuneration Committee
believes that shareholders’ interests are best served by remuneration packages which have a large emphasis
on performance related pay Emphasis on performance should encourage executives 1o focus on delivering
the business strategy and by providing meaningful incentives o executives ensures that the appropnate balance
between fixed and performance refated pay 1s mantamed
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Remuneration Policy 2006 and 2007

The Remuneration Committes's policy dunng the year (approved by shareholders at the Extraordiary General
Meeting in June 2007) was to set the main elements of the remuneration package at the following quarties

in companson to the Company's Comparator Group

BASE SALARY ANNUAL BENEFITS POTENTIAL TOTAL POTENTIAL POTENTIAL
BONUS IN KIND EHORT-TERM ANNUAL COMPENSATION
FOTENTIAL REMUNERATION SHARE AWARDS | VALLE
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bonus payments Maxln;l'ﬁm bonm‘ar;d*% nears

ara catned by payménts wil only SGeLr for Gpper

executives quartfia performance

Maximum bonus.

payments will only

be earned for upper

quartile performance

performarice

Remuneration Policy 2008
Every year, the Remuneration Committee reviews whether its remuneration policy remains appropnate for
the relevant financial year Factors taken into account by the Remuneration Committee include

- market conditions affecting the Company,

- the recrutment market in the Company's sector,

- changing market practice, and

— changing views of Insttutional shareholders and ther representative bodies

As part of the general review, this year the Committee specifically considered how the SMG plc 2005
Long Term Incentive Plan would be operated during 2008 Following the review the Committee concluded that

— for awards made in 2008, the most appropnate performance critena given the Company’s current
circumstances and prospects, are for

— 50% of awards to be based on a comparative Total Sharehotder Return (TSR) performance condition, and

— 50% of awards to be based on Return on Capital Employed (ROCE) performance targets

— The indmidual maximum award under the LTIP in 2008 will be 200% of salary
In all other respects the policy applied during 2007 will continue to apply for 2008
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200772008
The following companies make up the Comparator Group (CG} used for benchmarking in 2007 and 2008
The Comparator Group has been revised duning 2007 to take account of changes to the Company dunng 2007

Bloomsbury Publishing Plc Chrysalis Group plc Johnston Press plc
Informa plc Mecom Group PLC ITV plc

Dally Mail & General Trust plc Emap plc Pinewood Shepperton plc
Entertanment Rights Pic RDF Medra Group plc Eros international plc
Trinity Mirror plc Euromoney institutional Investor PLC United Business Media plc
Future plc UTV Media plc Witmington Group plc
GCap Media plc Centaur Media PLC

The chart below demonstrates the balance between fixed and vanable performance based compensation
for each executive director for the year ended 31 December 2007

Rob Woodward George Watt Ky
Fixed compensation is calculated as
Salary
Benefits
Performance compensation 1s calculated as
Bonus Avallable
1% Performance comp 55% Pearf: e COmp Far market vaiLe of LTIP and share option

39% Fixed compensation 45% Fixad compensation awards on grant

Elements of Executive Directors’ Remuneration

Bastc Salary

Policy 2007 and 2008 Median to Upper Quartile

For 2008 the Remuneration Committee has applied the critena set out below to determine the salanes payable
and no ncreases to base salary will be awarded in 2008

FroD\Woodward Crist Exaeu YRR 1£380°000)

par
WMadiin
George Watt Chief Financiat Officer £214,200 £214,200 0% 5.3%
Upper Quartile £345 000 £387,000
Median £240,000 £267,000

References to quarties are to quartles in the Comparator Group

When determining the salary of the executives the Committee takes into consideration

- the levels of base salary far simitar posttions writh comparabte status, responsibility and skills, in crganisations
of broadly similar size and complexty, in particular the median and upper guartile salary levels of those
comparable companies within the media sector and the Comparator Group,

- the performance of the Indvidual executive director,

- the indmdual executive director’s experience and responsibilites, and

- pay and conditions throughout the Company

SMG Annual Report & Accounts 2007



Annual Performance Related Bonus

Policy 2007 and 2008 Median to Upper Quartile Bonus Potential

Bonus payments are not pensicnable The following tables summarnse the main features of the Company's
executive bonus plan
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% of salary nfa na
Median Bonus Payments in the

Comparator Group as a % of Salary 69% 50%
Maximumn Benus Potential for 2008 100% 100%

References to quarties are tc quarties in the Comparator Graup

The targets for the annual bonus plan are reviewed and agreed by the Remuneration Comimittee at the
begnning of each financial year to ensure that they are appropnate to the current market condiiions and
position of the Company 1n order to ensure that they continue to remain challenging

After reviewing the bonus targets the Remuneration Committee has set the following performance conditions
for the executive bonus plan for 2008

BONUS TARGET ’ F MAXIMUM BONUS POTENTIAL SUBJECT TC YHE TARGET

inancial P
G}ﬁﬁgagaw_r g X6 F
TV Operating Profit
EPS
Personal Objectives 5%
TOTAL 100%

Share Incentives

Pohcy 2007 and 2008 Upper Quartile

The Remuneration Committea’s pohicy 1s to provide annual share grants to executives at the upper quartile
level compared to the Comparator Group  Share incentives, excluding all employee plans, are provided to
the executives solely through ‘the SMG plc 2005 Executive Long Term Incentive Plan” {the “LTIP”) No further
grants will be made under any other discretionary share plan

The Remuneraton Committee believes that share awards under the LTIP enable the Company to provide
a competitive Incentive and retention tool which 1s also cost effective in respect of both shareholder diution
and P&L cost

2007 Perfermance Conditions

The 2007 awards under the LTIP have absolute share price argets atlached to them In addition, the
Committee will ensure that the underlying financial performance of the Company 1s consistent wath its share
price performance and repert the reascns for its belief at the time of release

The performance conditions for the 2007 LTIP grant are as follows

- the Award 15 spiit into three Parts,

PART OF THE AWARD MEASUREMENT POINT % OF AWARD CAPARLE OF MELEASE

Part 1 Share pnce 12 months after grant 33%
Part 2 Shara pnce 24 months after grant 33%
Part 3 Share price 36 months after grant 34%
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- the performance conditions for each Part of the Award are as follows

ELEMENT SHARE PRICE TARGET % OF PART OF AWARD C.
OF RELEASE

122p 100%"

* Each Part of the Award will become capable of release proporiicnately between pants depending on the Company share pnce
at the relevant measurement pond

- any Part of the Award capable of release in accordance with the above schedule will be "banked” Banked
Parts of the Award will be released on the third anniversary of the date of grant prowided the participant
rernains employed by the Company {the actual value of the banked Parts of the Award to the participant
will depend on the share pnce of the Company at the end of the three year holding period),

- any Part of the Award not capable of release at a particular measurement point will be rolled over into the
next Part of the Award For example if 20% of the 33% of the Award subject to Part 1 was deemed capable
of release and banked the balance of 13% would be added to Part 2,

- for the purposes of determining the extent to which the relevant Share Price Targets have been met,
the Company share price will be based on the average of the closing prices of a Cempany share over
the 30 days ending on the date of the retevant measurement point {set out above)

The rationale behind the selection of absolute share price targets as a performance measure for the 2007 LTIP
grant was as foliows

- the Committee considered that share price growth was a transparent and accurate measure
of the Company’s performance at that time,

- 1t 1s a measure that was requested by some of the Company's larger shareholders,

- 1t1s a measure that 1s comprehensively understood by the executive tearn and 18 something over
which they have a direct Iine of sight, and

- a share price target ensures that executives only denve value from the LTIP where significant value
1$ generated for shareholders

2007 LTIP Grant
ROB WOODWARD GEORGE WATT
(% OF SALARY & FMV) {% OF SALARY & FMV)
il : : 300 (E23457 D) 000! :

Tg1al Fa%:sri\‘aélu; e LTIPa grantecﬁa % of Salary 153% (£492 DOC) 1529 {2280.000)
& FMV at the L!ppér Quartile " 1he 2007 Comparator Group

Executive Shareholding Fequirement 100% (9 62%:) 100%: (15 64%)
as a % of Salary {curent shareholding in bold)

Propased Grants for 2008 Face Value as a % of Salary 200% 200%

1 Far Market Value { FMV') for an award under ihe LTIP 15 based an the value of the shares at the date of grant discounted to take
nto account the prebabilty of the performanca condtions beng satished

2 The Remuneration Commitiee 15 keen 1o encourage executive directors and other members of the executive managernent group to
build significant shareholdings m the Company in refation 1o therr remuneration A sharshelding requirement was therefore introduced
in 2005 which will ensure that over a 5 year penod & minimum holding i1g built up by all members of the executive management group

It shouid be noted that the real value receved by the executive directars under the share incentive
arrangements will be dependent upon the degree to which the associated performance conditions have besn
satisfied at the end of the three year perfermance penod and the share pnce of the Company at this bme
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2008 Performance Conditions
It 1s currently iIntended that 2008 LTIP Grants will be made under the SMG plc 2005 Executive Long Term
Incentive Plan (the “LTIP") and wilt be structured as follows

- 50% of awards to be based on a comparative Total Shareholder Return (TSR} performance condition, and
— 50% of awards to be based subject to Return on Caprtal Employed (ROCE) performance targets

Basis of Performance Condition Selection and Measurement
The Remuneration Committee will take the following factors into account when deciding the appropnate
ROCE perormance condition for the 2008 awards
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- the median and upper quartile histonc levels of ROCE for the Comparator Group companies, and
— the projected ROCE for the Company provided by external analysts

it 18 the view of the Committee that ROCE 1s an appropriate performance condition for part of the awards
granted under the LTIF because

- 1t1s one of the key nvestment critena used throughout the business and a consistent return enhances
shareholder value over the medium to longer term,

— ROCE measures consistent value creation and 1s, therefore, a particularly valuable measure in a highly
cycheal business, and

— ROCE 1s a measure well understood by the executive team and something that they can diectly influence

Comparative TSR 1s viewed as an appropriate performance condition for part of the awards to be granted

by the Remunaration Committes as It ensures that the executives have outperformed therr peers over the
rmeasurement penod in delivenng shareholder value before being entitled to receve any of therr awards
irrespectve of general market conditions In terms of the Comparator Group, the Board believes it i1s
appropriate to make part of the award conditional on the Company's performance compared to a wider group
of companies from the Media Sector Pror to release the Remuneration Cormmittee will also ensure that the
underlying financial performance of the Company 1s consistent with its TSR performance The Rermuneration
GComrmittea will provide a fult explanation and Justification at the time of the release of the element of the award
subject to TSR and why it believes that the underlying financial performance of the Company 15 consistent with
this TSR performance

The Remuneraticn Committee determines whether the performance condmions for share awards or optons
are satisfied Where the performance requirements are based on ROCE the Committes will use the principles
hehind the audited figures disclosed in the Company's financial statements, and may take advice from
independent adwsors as to whether any adjustments are required to ensure consistency In accordance

with the terms of the performance conditions Where the performance measure 15 Total Shareholder Return,
Hallmvell Consulting, the Remuneration Committee’s adwsors, shall calculate the TSR in accordance with the
rules of the LTIP and sign off these figures prior to the release of any award

Dilution

The following table sets out the current level of dilution aganst the ABI imits for all share plans and
discretionary pians {prncipally executive plans) and sets out the commitments o 1ssue shares made dunng
the financial year reported

CURRENT DILUTION ADDITIONAL DILUTION DURING
THE YEAR IN QUESTION

4

10% dilution in ten years 145% 118%
5% dilution in ten years 111% 1 06%
Pension

Pohcy 2007 and 2008 Median

Final salary scheme

George Watt 1s the only current executive director who 1s a member of the Group’s pnincipal pension scheme,
the Scothish and Grampran Television Retiremeant Benefits Scheme, which is an Inland Revenue approved
defined benefit occupat:onal pension scheme In common with all members, George Watt mads contnbutions
of 7% of salary from 1 January 2007 until 5 Aprl 2007 and 9% from 6 Apnl 2007 untl 31 Decernber 2007

to the scheme (2006 7%)
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Subject to Inland Revenue imits the scheme provides members with a pension of twe thirds of final basic
salary upon reaching normal retirement at age 65 (2006 65} The principal features of the pension benefit
acecrued by each executive director are noted below These are

~ the annual accrued pension payable from normal retirement age, calculated as if he had left service
at the penod end,

— the increase in the accrued penston attnbutable to service as a director dunng the year,

— the transfer value of the accrued benefit at the end of the penod, calculated in accordance with
the actuaral Gudance Note GN11,

- the transfer valua of the accrued benefit at the end of the previous penod, calculated in accordance
with the actuanal Guidance Note GN11, and

— the ncrease in the transfer value over the pencd net of employee contributions

Members of the scheme have the option of paying Additicnal Voluntary Contnbutions, but these and the
resulting benefits are not Inchuded n the table shown on page 50

The Company agreed with the Scheme's trustees a new current benefit structure for active members and
this resulted In active member pension contnbutions increasing to 9% of salary (up from 7%} and a reduction
In future service accrual rate from 50ths to 60ths which was effective from 6 April 2007

Money purchase scheme

As a cansequence of A Day pension legislation the Company closed down its Funded Unapproved Retirement
and Death Benefit Schame (FURDBS) Thereafter, members who had accrued pension benefits above the
Ietime afiowance would no longer be able to remain as actve members of the final salary scheme In heu of
pension scherne benefits the executive directors receive a cash pension payment equal to 20% of base salary
Furthermore, following the retention of the earnings cap within the final salary scherme, executive directors
receve as a cash pension supplement 20% of their salary in excess of the earnings cap This pension
supplerment will be excluded from the calculation of any other benefit provided by the Cormpany Executives
will not be compensated for any loss of tax relef ansing from the change n pension legisiation

Benefits in Kind

Policy 2007 and 2008 Market Practice

The Company provides a cash benefits allowance in leu of normal benefits in kind for executives of this levei

in a company of this size, such as company cars, healthcare and pest A Day pension benefits The Company
actively reviews the levels of benefit receved to ensure that they reman market compstitive This cash benefits
allowance 1s excluded from the calculation of any other benefit provided by the Company

Total Compensation

Policy 2007 Median to Upper Quartile depending on Performance

The foliowing table shows the value of each of the main elements of the remuneration package provided to
the executive directors during the year ended 31 December 2007 It should be noted that the FMV of LTIP
awards are not the value that will be receved by the executives but represent the accounting cost to the
Company of prowiding these share incentives under IFRS 2 and therefore represent the ‘cash value' of those
grants at the date of grant The FMV calculation 13 based on a series of assumptions and may not eguate

to the actual value received by the executive directors on release

In agdition, no benefit under the LTIP wil be provided uniess the attached performance conditions are
satisfied and will also depend on the share price on release

NAME SALARY BONUS - BENEFITS TOTAL FMV LTI® TOTAL
PAID " PAYMENTS ACTUAL & FMV

ES @ o 5 * R T ] Por s corews 4 o
Rob Woodward Chief Executive e8,250" €57 606 S NI W
George Watt Chief Financial Ofiicer £214,200 £0 £36,620 £250,820 £88 118 £338 938

Pro rated for penod 28 02 07 311207
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Termination Package provided to Donald Emslie

]
]
The following table summanses the payments and entrtlernents receved by Donald Emslie on the termination 5
of his employment a
3
SALARY & BONUS TERMINATION | TOTAL LTIMS OPTIONS TOTAL VALUE g
BENEFITS OF CONTRACT ; PAYMENTS RELEASED VESTED <
IN KIND PAYMENT ’ 3
450 68 i - ARk [£30.502] tol (9;, .
BT i A INCCpticns) :
statulory. ar
turthef legat
wnh contractual rights against
provisions the Company

Notes
The Remuneration Committee apphed the followng prnciples in determining the termination package provided te Donald Emshe
1 The payments made should only be those that the Company was legally obliged to make due to the Executive's contractual nghts

2 The Board determmed that the Executive was a "good leaver” for the purposes of the Company s discretionary share plans and
therefore the Remuneraticn Gommittee applied the relevant *good leaver” provisions

3 The Remuneration Committee applied the rules of the relevant discretionary share plan and did not exertise any discretion
{other than the designation of gocd leaver) in favour of the Executve

4 In all cases where the rules of the discretionary share plan aktowed performance conditions were appled

Other Remunerabon Matters

All Employee Share Arrangements

The following table summanses the main features of the Company's all employee share arrangements and
thewr current status

NAME STATUS ELIGIBILITY MAIN FEATUHES % OF -
EMPLOYEES
PFARTICIPATING

3 M%W&.Wmﬁmmﬁw ool i
Mw ; g panyl ?::!ing of | purchasmg €1,500 of shares 4 year out of pre-
aperat for 2008 . the egecmwle 1ax salary and providing addichal matchmg shares
directars with a maximum matching rabe of 221 These

matching shares will be normalky refeased three
years after they have been awarded provided that
the associated shares purchased by the employee
hava been retained and prowided the employes 1s
still employed by a Group Company at this ime
Far 2007 the matching ratio was set at 1 matching
share for every two employee purchased shares

Sharesave Scheme+ The Plan s in the AR employess of the  Options are granted over Company shares at a NA
run-off stage with Company including discount of up to 20% to the market value on the
no new invitations the executive date of grant which subject t¢ the satisfaction
1is not currently directors of conditions can be exercised after either three
intended 1o operate or five years

the Plan in the future

* The SMG plc Buy! & Match! Plan ( SIP7)
* SMG plc Sharesave Scheme
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Executive Directors’ Contracts
Details of the service cantracts of the executive dwectors of the Company are as follows

COMPANY CONTRACT DATE UNEX®IRED TERM POTENTIAL
NOTICE PERIOD OF CONTRACT TERMINATION
PAYMENT

EE R e g 5 EAR Reflryesies | Basilineslny

N2 nonths salary.

e,

All executive directors’ contracts are for a fixed period of one year from date of appontment, and will continue
thereafter unless terminated by at least 12 months wntten notice This arrangement 18 in ine with best
corporate practice for listed companies In the event of the termination of an executive’s contract, salary and
benefits will be payable dunng the notice penod {there will, however, bs no automatic entitlement to bonus
payments or share ncentive grants duning the period of notice other than where normal good leaver provisions
apply) All executive directors will be expected to mitigate therr loss in accordance with general legal principles
In the avent of tharr cessation of employment The Remuneration Comimittee will ensure that there have been
no unjustified payments for fallure on an executive director’s termination of employment Thare are no special
provisions in the contracts of employment extending nobce penods on a change of control, iguidation of the
Company or cessation of employment

Non Executive Directors

The remuneration of the non executive directors 1s determined by the Board based upon recommendations
from the Chairman and Chief Executive for, in the case of the Charman, based on recommendations from the
senior independent non Executive director and the Chief Executive) and 1s within the himits set by the Articles of
Association The indmvdual basic and committes fees are as follows

BASIC FEE £ COMMITTEE CHAIRE | COMMITTEE FEE£ TOTALE

i b ool ) 3l
Matthew Peatiock | A= R TERE e £34,500
Vasa Babic £27,000 £7 500 nfa £34,500
Wahead Alli £27 000 n/a £5 000 £32 D00
Jame Matheson £27 000 nfa £5 000 £32 000

For non executive directors, the basic fee only 15 paid in cash Non executive directors do not participate
it any bonus plan or share incentive programme operated by the Company and are not entitied to pension
centributions or other benefits provided by the Company The non executive directars do not have service
contracts, but therr appointments are for fixed terms of three years, subject to the terms of the Company's
Articles of Association, the Comparies Act and shareholder approvat The basis of fees paid tc the non
executive directors 1s as follows

- & basic fee of £27,000 for carrying cut the duties of a non executive director,

- abasic fee of £34,500 for carrying out the duties of senior ndependent non executive director

- afee of £5 000 for carrying out the specific duties of sitting on the Company's Audit and/or
Rermuneration Committees,

- an additicnal fee of £2,500 on top of the Committee fee to reflect the additional duties mvoived in Chamng
that Commttee

The remuneration of the non executive directors will not be changed m 2008 with the exception of the
Chairman’s fee which has reduced to £85,000 with effect from 1 January 2008
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EFFECTIVE DATE
OF APPFOINTMENT .
biC . ; : " ted2§F ary}:
Al ” Appaiifed 5 March
Jarnie Mathesar Appainted 5 March 2007

Directors’ interests in shares

The beneficial interests of the directors and therr families in the ordinary shares of the Company as of 1 January
2007 (or therr date of appointment if later) and as at 3t December 2007 {or therr date of resignation) were, other
than In respect of options or other nghts to acguire ordinary shares, as follows

1 JANUARY 2007 31 DECEMBEM 2007
(OR DATE OF APPOINTMENT) [OR DATE OF RESIGNATIONj

ISSUED SHARE INCENTIVE PLAN ISSUED SHARE INCENTIVE PLAN

[Exacutivelbirectors)
[BoblWoodward)

pichard(p
f“\ﬁh’é{g I . - ;J"; _%%i 1 o,
Visa Babic” 5,845,147 ke bl
Matthew Peacock* 5845 47 115,676,518
Former Directors

Chris Masters 31,410 3 410

Dawvid Dunn 10720 10,720

Steve Maine 19,302 19,302

Tim Gardam 3,606 3 606

MT Rainay 6618 6,618

Martyn Smith 5943 5943

* These shares are held by Hanover The interests of both Matthew Peacock and Vasa Babic are by reference
to the same sharehelding

Total Shareholder Return Performance Graph
The graph shows the Company's performance, measured by total shareholder return {*TSR"), compared
to the constituents of the FTSE Small Cap Meda index over the last five years

Cumutative Total Shareholder Return from 31 December 2002
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Audited Information

‘The total of directors’ emoluments in the year was £1,600,000 {2006, £1,864,000)

The remuneration of sach director, excluding long term incentive awards and pensicns, dunng the year ended
31 December 2007 compared with 2006 (s set out i the table betow

SALARY/FEES BENEFITS {1) ANNUAL PERFCRMANCE | COMPENSATION FOM
RELATED BONUS LOSS OF OFFICE

2007 2006 2007 2006 2007 2006 2007 2006
£000 [ £000 £000 000 £000 000 £000

e sl @)
[DavidlSheared ()
W EERmE

1

[1]

H

00 60

00 v o0

00 ¢ ¥4
00 900

[ U T 1]

\Waheed'AIl3))
PlamieMathesori3) @
Formendirectors,
i 361]
110}

NGB 3o 0 j b uidt
ﬁm)?mg) ¢ ¢ 77 f3 gDk
Steve Maing (5} 7 a2 7 32
MT Ralney (5) 7 32 7 82
Martyn Seilth (5) 7 as 7 35
Andrew Flanagan {8} 257 50 650 957
Allan Stuach (7} 5 15
Total (£000) 942 1042 123 136 0 36 535 850 1 600 1,854

(1) This 1s an allowance to caver standard company benefits such as a car and metheal msurance and post A Day pension benefits
(2) Appomnted 28 February 2007

(3) Apponted 5 March 2007

{4) Resigned 11 Apnl 2007

(5) Resigned 28 February 2007

(B) Resigned 18 July 2006

{7) Resigned 28 May 2006

Pension
For further information on pensions please see the unaudited part of the Remuneration Repert

Final salary scheme

CHANGE IM . ACCRUED TRANSFER TRANSFER CHANGE IN
ACCRUED PENSION AT VALUE AT VALLE TO TRANSFER VALUE
PENSION QVER 31 DECEMBER 31 DECEMBER 31 DECEMBER OVER THE YEAR
THE YEAR (1} 2007 2007 {2} 2008
2060

LESS DIRECTOR'S
o000 CONTRIBUTIONS

Donald Emslie 33 13¢ 191 1,363 549

{1} Penston accruals shown are the ameunts that would be paid annually on retrement based on servica at the end of the current year

(2) Transfer values have been calculated In accordance with Guidance Note GN11 issued by the Faculty and Institute of Actuanes
The transfer values represent the actuanal habity of the pension plan and net the sum paid or due to an indwdual
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Directors’ interests In the Company's share plans

Share Option Schemes

Options to acquire shares In the Company, granted to directors under the Intand Revenue approved and
unapproved Share Option Schemes or under the Sharesave Scheme but not exercised, as at 31 December
2007 are

NOTE; NUMBER DATE OF PERF- EXERCISE EXERCISE
OF OFTIONS GRANT CEMANCE PERICD FRICE
AT 1 JAN CONDITION {FROM -TO) »
2007 .

TRIRED = TENEGE)

20000)

‘{ 3 s, T -
- o Sy BREE -
DonsldtEmsiie A 25076 25‘.%%&' %? i tﬁ%%s T 010708 6550
311208
B w2a4 17284 woeer 1 00800 17355
1006 07
C 262,626 262,626 o402 2 190405 14850
190409
c 219847 219,847 0 2 00306 6550
1003 10
C 206897 205 887 120304 2 120307 116 00
120311
Andrew Flanagan A 25078 04 04 03 0708 65 680
311208

Scheme and performance conditions

Nate Type of Scheme

A SMG Sharesave Scheme

B 8SMG Company Option Scheme (Approved)
C  SMG Executive Opticn Scheme {Unapproved)

1 Options vest if earnings per share { EPS™) growth exceeds the Retall Price index ("RP ) by 12% on a three year roling basis
2 Options vest if EPS growth exceeds RPl by 3% p a

The market price of the Company's shares at the end of the financial year was £0 16 per share and the range
of market prnices dunng the year was between £0 72 per share and £0 13 per share

1999 Long Term Incentive Plan
Approved by shareholders on 7 May 1999

’ INTERESTS - 3 RELEASED LAMSED 31 DECEMBER | AWAND DATE | MELEASE
' AT 1 JAN 2007 | IN YEAR IN YEAR 2007 . DATE

George Watt 69 815 69 815 120304 120307
Donald Emslhe a8 563 98,563 120304 120307

There were no awards granted or during the year and no further awards will be made
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Remuneration Report

Performance condition

15% of the Award will vest if the Compounded Annual Growth Rate {CAGR} of the Companies Earmings
Before Interest, Tax, Depreciation and Amortisation (EBITDA) 1s 4% Above 4% CAGR the Award will vest
on a straght Iine basis with 50% of the full Award vesting at a CAGR of 10%

15% of the Award will vest if the Company's Total Sharsholder Return (TSR) 1s at least equal to the median of
the Comparator Group 50% of the fotal Award will vestif the TSR 1s greater than or equal to the upper quartle
of the Comparator Group The Award will vest on a straight Iine basis In between

2005 Long-Term Incentive Plan
Approved by shareholders on 3 June 2005

IMTEMESTS AT RICHTS ISSUE | EXERCISED LAPSED IMTERESTS AT | AWARD MELEASE
+ JAKUARY 2007 ADJUSTMENT | IN YEAR IN YEAR 3t DECEMBER DATE DATE
l o .

ERF 0606705
j2618256] [4703"06] [EI;]

e 3 30707 W ¥292:743) ;
280,156 16,956 5727200 AR08 091

2007 Long Term Incentive Plan
Approved by shareholders on 3 June 2007

ERESTS AT| AWARDED RIGHTS ISSUE | EXERCISED ED INTERESTS AT | AWARD RELEASE
1 JAHUARY 2007 IN YEAR ADJUSTMENT [ IN YEAR IN YEAR 31 DEGEMEER 2007 | DATE DATE
W T R MMH R

George Watt 839,215 121,116 50,330 120707

The market price on 6 June 2005 was £0 93, 14 March 2006 was £0 83, and 12 July 2007 was £0 515

Performance Conditions

2005 and 20086 Award

50% of the Awards are subject to comparative TSR performance (TSR Award™ 50% of the TSR Award 1s
subject to the Company's performance aganst the Competitor Group and 50% against the Comparator Group
50% of the Awards are subject to the average annual ROCE performance of the Company

COMPETITOR TSR GROUP COMPARATOR TSR GROUP AVERAGE ANNUAL ROCE PERFORMANCE

% OF AWARD QUARTILE % OF AWARD GROUP ROCE % OF AWARD

]
p%”éﬁ%n a
Position 3
Postion 2

Position 1

* Straght Ine refease between points

ky g pl Al H ép
Chrysalls Group plc EMAP ple GCAF‘ Madia plc,2 ITV ple,

Maiden Group plc Ulster Telewsion plc by Rress 3 E% ﬁ%’{w‘ ) pI
GCap Medla pic2 Mawds Group pic Taylor Nelsdn Sofres plc,
1) 2005 Award only Chrysals Group PLC, GWR Group ple® Photo me Internagtional pilc,
2) 2006 Award only Ulster Television ple EMAP plc, ITE Group ple Scottish Radio

Holdings plcé, Unrted Business Media plc

1} 3) 4) 2005 Award only
2} 2006 Award only
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2007 Award
See the unaudited part of the report for detatt of the applicable performance conditions

Inland Revenue Approved Share incentive Plan
Approved by shareholders on 6 Apnl 2001

2007 NUMBEM OF PARTNERSHIP -| 2007 NUMBER OF MATCHING/
SHARES FURCHASED - CIVIDEND SHARES PURCHASED

Do Bl

Partnership Shares are ordinary shares of the Company purchased on a monthly basis {prices ranged from
£013 to £0 72} The market pnee of the Company's shares on 31 December 2007 was £0 16 per share and the
high and low share prices durng the year were £0 72 and £0 13 respectively The nght to the matching shares
awarded under the Plan to Donald Emste lapsed on his cessation of employrment

By crder of the Board

Vasa Babic \/ % .
Remuneration Committee Chairman oSS Qb\_ 'S
SMG ple e—

Pacific Quay
Glasgow G51 1PC
3 Apnl 2008
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ACCOUNTS

SMG plc Company Financial Statements -
Independent Auditors’ Report to the Members of SMG plc

We have audited the Group financral statements of SMG pic for the year ended 31 December 2007 which comprise
the Group Income Statement, the Group Batance Sheet, the Group Cash Flow Statement, the Group Statement
of Recognised ingome and Expense and the related notes These Group financial statements have been prepared
under the accounting policies set out therein

We have reported separately on the parent company financial statements of SMG plc for the year ended 31 December
2007 and on the information in the Directors” Remuneration Report that 1s descnbed as having been audied

Respective responsibihties of directors and auditors

The chractors’ responsibilities for prepanng the Annuat Report and the Group financial staternents in accordance with
apphcable law and International Fnancial Reporting Standards (IFRSs} as adopted by the European Urwon are set out
in the Statement of Directors’ Rasponsibiibes

Our responsibility s to audit the Group finencial statements in accordance with relevant legat and regulatory requirermnents
and International Standards on Augding (UK and irefand) This repoit, ncluding the opinion, has been prepared for and
only for the Company’s members as a body in accordance with Seclion 235 of the Companies Act 1985 and for no
other purpose We do not, n gaang this opimion, accept or assume responsibility for any other purpcse or to any other
person 1o whom this report 1s shown or into whase hands it may come save where expressly agreed by our prior consent
N wrting

We report to you our opinion as to whether the Group financial statements give a true and fair view and whether the
Group financal statements have been properly prepared n accordance with the Companies Acl 1985 and Article 4
of the IAS Regulation Wea atso repart to you whether in our opinion the information grven in the Directors’ Report

15 consistent with the Group financial statements

In addrion we report to you If, In our opinion, we have not recewved all the information and explanations we require for
our audit or d information specifiied by law regarding director s remuneration and other transactions 1s not disclosed

We rewiew whether the Comorate Governance Statement reflacts the Company’s comphance with the nine provisions
ot the Combned Code 2003 spacifted for our review by the Listing Rules of the Financial Services Authonity, and we
report if it does not We are not required to consider whether the Board's statements on internal control cover all nsks
and contrals, or form an opimon on the effectvenass of the Group s corporate governance procedures or its nsk and
control procadures |

We read other information contained in the Annual Report ond consider whether it 1s consistent with the audited Groug
financial statemants  The other information compnses only the other ntems hsied m the contents section of the Annual
Report excluding the 2007 audited financial statements and the auditable part of the Directors’ Remuneration report
We consider the imphcations for our report f we become aware of any apparent misstatements or matenal
inconsistencies with the Group financial statements  Qur responsibilies do not extend to any ather information

SMG Annual Report & Accounts 2007
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Basis of audit opinion

Wa conducted our audit n accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant 1o the amounts and
disclosures In the Group financial statements It also includes an assessment of the significant estimates and judgments
mads by the directors i the preparation of the Group financial statements, and of whether the accounting policies
are appropnate to the Group's circumstances, consistantly applied and adequately disclosed

We planned and performed our audi so as 10 obtain all the information and explanations which we considered
necessary In order to provide us with sufficient evidence to give reasonable assurance that the Group financial
statements are free from material misstaternent, whether caused hy fraud or other rregulanty or error In forming our
opnion we also evaluated the overall adequacy of the presentation of information in the Group financial staternents

Opinicn
In cur opinien

« the Group financsal statements give a true and fair view, In accordance with IFRSs as adopted by the European
Unian, of the state of the Group's affars as at 31 December 2007 and of its loss and cash flows for the year
then ended,

s the Group financial statements have been properly prepared in accordance with the Companies Act 1985 and
Article 4 of the IAS Regutation, and

s the nformatian given in the Directors’ Report 1s consistent with the Group financral statements

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
Glasgow
3 Apni 2008
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Consolidated Income Statement

for the year ended 31 December 2007

2007 2006
Underlying Exceptional Results  Underlying Exceptional Results
results tems for year results emns for year
Note £m £m £m £m £m £m
CONTINUING CPERATICNS
Revenue 3 190 - 1190 1256 1256
Net operating expenses hefore
exceptional costs {107 9) {1079 {109 8) (109 8)
Goodwil imparment 6 {06) 086 - -
Cost of change 6 58) {5 6) - (26} (26
Writedown of inventory B 22 22) 65 6 5}
Onerous lease contracts B {20) {2 0)
Net operating expenses (107 9) {10 4) {118 3) (109 & [ER)] (118 9)
Operating profit 11 (10 4) on 158 © 67
Gaiy on disposal of Investment 5] 04 04
Loss on disposal of proparty <] - ©4) {04)
Profit before financing 11 (10 4} 07 158 91 67
Interest mcome 09 0.8 02 02
Finance costs 7 (129) {11 4) {24 3) 88) (8 6)
{Loss)/profit before tax {09) (21 8) 227) 74 {g91) n7
Tax credit 9 18 05 23 056 25 30
Profit/{loss) for the year from
continuing cperations a9 {21 3) (20 4) 79 {6 6) 13
DISCONTINUED OPERATIONS
Profit/{loss) for the year from
discontinued operations 8 64 {70 6) {64 2) 16 77 4) {75 8)
Profit/{loss) for year 73 91 8) {84 6} 95 840y {74 5)
Attnbutable fo
Equity holders of the parent 75 {919) {84 4} 95 840) {74 5)
Minonty interest {02) {0 2)
73 [GE) {84 6} 95 84 0] (74 5
Earnings per ordinary share
basic ang diuted 1Al 22p (25 0p) 30p {23 6p)
Earmngs per ordinary share
from continuing cperations
basic and diuted 11 03p {6 0p) 2 5p 04p
Uniderlying (pre IFRS &}
Operating profit 35 164 184
Profit befors tax 35 44 100
Earnings per share  basic 35 12p 30p
Consolidated Statement of Recognised Income and Expense
for the year ended 31 Decermnber 2007
2007 2006
£m £m
Loss for the year {84 6) (74 5)
Actuanal gain recogrised in the pension schemes 247 41
Deferred tax charge to eguity (77) (12}
Cash flow hedges 03 08
Net profit recognised directly in equity 173 37
Total recegnised expense for the year {67 3) 70 8}
Attnbutable to
Equity holders of the parent {671} {70 8}
Minority interast {0 2) -
(67 3) (70 8)
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Consolidated Balance Sheet
at 31 December 2007

2007 2006
Note £m £m E
el
ASSETS g
Non current assets &
Goodwill angt other intangble assets 12 83 1135
Property, plant and equipment i3 153 182
Deferred tax asset 22 49 14 8
285 148 5
Cument assets
inventones 14 403 361
Trade and other recenvables 15 357 426
Cash and cash equwalents 16 108 87
Short term bank deposit 16 14 25
Dervative fimancial Instruments - 03
882 90 2
Non current assets classified as held for sale 8 796 767
Total assels 196 3 3134
EQUITY
Capital and reserves attnbutable to the Company's equity holders
Share capital 24 238 79
Share premium 24 1363 602
Merger reserve 1734 173 4
Equity reserve 25 25
Other reserve 25 12 32
Hedging reserve 25 - 03
Minority nterest 25 02}
Retained fosses 25 (273 3) {202 O}
Total equity 537 455
LIABILITIES
Non current hatnhties
Borrowings 18 620 1493
Tracte and other payables 03 -
Provisions 23 22 -
Other financiat labilifies 20 - 11
Retremeant benefit cbligation 33 140 46 7
785 1971
Current lratuhities
Trade and other payables 17 307 3586
Convertible unsecured loan stock 19 225
Current tax liabilties 15
Provisions 23 39 14
346 610
Liabilities directly associated with non current assels classfied as heid for sale 8 195 98
Total iahilities 1326 2679
Total equity and habilities 196 3 313 4

The financial stalements on pages 56 1o 87 were approved by the Board on 3 Apnl 2008 and were signed on its behalf by

Rob Woodward Chief Executive Georgs Wait, Chief Financial Officer
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Consohdated Cash Flow Statement
for the year ended 31 December 2007

2007 2006
Note £m £m
OPERATING ACTIVITIES
Cash generated by operations 27 1z 18
Taxes recetvad/{paw a6 4
Interest paid (30 0} (108)
Pension deficit funding 58) -
Net cash used by operating activihes {23 &) {2 8)
INVESTING ACTIVITIES
Interest received 19 02
Disposal of discontinued operations 26 473 -
Purchase of property, plari and eguipment 27) @7
Net cash generated/{used) by investing actwvihes 465 95
FINANCING ACTIVITIES
Dmidends pad =8 (53)
Net proceeds from nghts 1ssue Mo -
Repayment of exsting borrowings (149 3} -
Repayment of CULS and loan notes (23 6) -
Net borrowings drawn 620 g2
Retease of cash on deposit 11 25
Net cash used by financing activities {22 6) (2 8}
Mavermernt in cash and cash equivatents 04 {149
Net cash and cash equivalents at beginning of year 131 280
Net cash and cash equivalents at end of year 28 1385 131
Reconciliation of moverment in net debt
for the year ended 31 December 2007
2007 2006
Note £m £m
Opening net debt (157 3) {139 1}
Movement in cash and cash equivalents in the year 04 (14 9
Decraase/(increase) n debt financing 873 02
IFRS mncrease in CULS habihty 03
Repayment of CULS and loan note habildies 236 {03)
Net movement in Escrow cash (11) {2 5)
Closing net debt 28 {471} {157 3)
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Notes to the Financial Statements
for the year ended 31 December 2007

1 General information
SMG plc (“the Company"} 1s a company incorporated in the UK under the Companies Act 1985 The address
of the registered office s Pactic Quay, Glasgow, G51 1PQ The nature of the Group's operations and is principal
actviiies are set out in note 3

2 Sigmficant accounting policies
Basis of preparation
The financial statements have been prepared in accordance with the accounting poticies based on International
Financial Reporting Standards (*IFRS™ and IFRIC mterpratations endorsed by the European Union (EU} and with
those parts of the Companies Act 1985 applicable to comparves reporting under [FRS The financial statements
have been prepared under the histoncal cost corvanton as moddied by the revaluation of financial instruments

The Group has elected 10 apply policies based on the amendment 10 (AS 19 issued in December 2004, which
permits actuanal gans and losses to be recognised outside the incomne Statement in the Statement of Recognised
Income and Expense

At the date of authonsation of these financral staterments, the following Standards and $nterpretations,
i which have been applied in these financial statemenits effective In 2007

IFRS 7 Financial nstruments  Disclosures
IFRIC 8 Scope of IFRS 2

i) which have not been applied in these financial statements were In issue but not yet effective

IFRIC 11 1FRS 2 - Group and Treasury Share Transachons

IAS 23 Borrowing costs

IFRS 8 OCperahng segments

IFRIC 12 Service concassion arrangements

IFRIC 13 Customer loyalty programmes

IFRIC 14 IAS 19 — The limit on a defined benefit asses, minmum funding requirements and therr interaction

The diractors anticipate that the adoption of these Standards and Interpretations i future penods will have no
matenal impact on the financial statements when the relevant standards come into effect for penods commencing
on or after 1 January 2008

) which were effective in 2007 but not relevan

Revised guidance on implementing IFRS 4, Insurance contracts
IFRIC 7 Applying the restalement approach under 1AS 29, Financial reporting 1 hyper inflalionary economies
IFRIC 9 Re assessment of embedded dervatives

The preparaton of financial statements in accordance with IFRS requires the use of certan ¢critical accounting
estimates It also requires management 10 exercise judgerent in the process of applying the accounting pohcias
The notes to the financial stalements set out areas Involving a higher degree of judgement or complexity,

or areas where assumptions are significant to the financia! statements such us geodwill Impairment {note 12)
and pensions {note 33)

The principal accounting policies adopted are sat out below

Basis of consolidation

The consolidated financial statements incorporate the inancial statements of the Company and entities controlled
by the Company {its subsidianes) up to 31 December each year Controlis achieved where the Gompany has the
power to govern the financial and operating policies of an entity so as to abtain benefits from its activities

On acquisition, the assets and labiites and contingent labilies of a subsidiary are measured at therr far values
al the date of acquistion Any excess of the cost of acquisiion over the far valuss of the identfiable net assels
acquired 1s recognised as goodwill Any deficiency of the cost of acquisition below the farr values of the dentiiable
net assets acquired 15 credited to the income statement in the penod of acquisition The interest In minority
shareholders 1s stated at the minonty s proportion of the far values of the assets and habilites recognised
Subsequently, any losses applicable to the rinonty interest in excess of the minority interast are allocated against
the interests of the parant

The resutts of subsidianes acquired or chsposed of duning the year are included n the consoldated income
statement from the effective date of acquisition or up to the effective date of disposal, as appropriate
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Notes to the Financial Statements {continued)
for the year ended 31 December 2007

2

Significant accounting policies (continued)

Goodwil!

Goodwilt ansing on consohidation represents the excess of the cost of acquistion over the Group’s Interest in
the far value of the identifiable assets and habiities of a subsidiary, associate or jointly controlied entity or business
at the date of acquisition

Goodwill 1s recognised as an asset and reviewed for imparment at loast annually or whengver there 1s an indicator
of mparment, and 18 deemed to have an indsfinite Ife Any impairment 1s recognised iImmediately in the income
staternent and 1s not subsequently reversed

On disposal of a subsidiary, assoctate or joinily conirolled entity or busmess, the attributable amount of goodwill
15 included 0 the determination of the profit or loss on disposal

Goadwill ansing on acquistions before the date of transition to IFRS has been retained al the previous UK GAAP
amounts subject o being tested for mpaiment Goodwill written off to reserves under UK GAAP prior to 1998
has nof been restated and 1s not included n determining any subsequent prafit or loss on disposal

Exceptional items

Exceptional tems, as disciosed on the face of the ncome statemant, are items which due to ther material and
non recurnng nature have been classfied separately n order 10 draw 1hem to the attention of the reader of the
accounts and to show more accurately the underlying profits of the Group

Non current assets held for sale

Non current assets and disposal groups are classifiect as held for sale if their carrying amount wilt be recovered
principally through a sale transaction rather than through continuing use  Thus condition 1s regarded as met only
when the sale 18 highly probable and the asset {or disposal group) s available for immediate sale in its present
candiiors Management must be committed to the sale, which should be expecied to quallfy for recogniion as

a completed sale within one year from the date of classification

Non current assets {and disposal groups) classified as held for sale are measured at the lower of therr carrying
amount and far value less costs to sell

Impawment

Assets that have an indefinite useful ife are not subject to amortisation and are tested at least annually or whenever
there 1s an indicalor of impaiment  Assets that are subject to amorhisation or deprecialion are reviewed for Impairment
whanever events or changes in circumstances indicate that the carrving amount may nct be recoverable
Anmparment 1088 15 recogised in the ncome statement for the amount by which the asset s carmyng vahue excesds
s recoverable amount For the purposes of assessing mparment, assets are grouped at the lowest levels for
whnch thare are separately identifiable cash flows (cash generating units)

The recoverable amount 15 the higher of an asset's fair value less costs 10 sall and value In usa In assessing value
n use, the estimated fulure cash flows are discounted to ther present value using a pre tax discount rate that
reflects current market assessments of the time value of maney and the nisks specific to the asset

Impairment losses 0 respect of goodwill are not reversed

Property, plant and equipment
Land and buldings are stated In the balance sheet at cost less accumulated depracigtion

Flant, technicat equipment and other assets are stated at cost less accumulated depreciation and recognised
impairment loss

Depraciation 15 charged so as to write off the cost or valuation to residual value of fixed assets over therr estimated
useful ives, using the straxght ine method on the following bases

Freehold puldings between 2% and 4%
Plart and technical equipment between 2% and 4%
Furniture and fittings between 10% and 20%
Cuidoor panels between 10% and 33%
Computers and computer related equipment  20%

Vehicles 25%

No depreciation 1s provided with respect to freehold land
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2 Significant accounting policies {continued)
The Iives of assets listed are reviewed and adpsted, f appropriate, at each balance shest date
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Assets held under finance leases (including leasehold buldings) are depreciated over ther expected useful ives
on the same basts as owned assets or, whera shorter, over the term of the lease

The gain or loss ansing on the disposal or retirement of an asset 15 determined as the difference between
the sales proceeds and the carrying amount of the asset and 15 recognised In ncome

Borrowing costs

Borrowing costs directly attnbutable to the acquisition, construction ar production of qualifying assets, which are
assets that necessanly take a substantal penod of time 1o get ready for therr intended use or sale, ars added to
the cost of those assets, untl such time as the assets ara substantially ready for their intended use or sale Rates
of capttaksation depend on whether a specific (oan has been taken out (when the actual interest rate and interest
paid are used) or whether the construction has been financed by general borrowings {when a weighted average
18 calcutated on all non specific borrowings} All other borrowing costs are recogmised n the income statement

in the penod in which thaey anse

Leasing
Leases are classfied as finance leases whenever the terms of the lease transfer substantially alt the nisks and rewards
of ownership to the lessee All other leases are classified as operating leases

Assets held under finance leases are recognised as assets of the Group at ther farr value or, if lower, at the present
value of the minimum lease payments, each determined at the inception of the lease The corresponding hiabiity
to the lessor 1s mcluded m the balance sheet as a finance lease obligation Lease payments are apportioned
between finance charges and reduction of the lease oblgabion so as to achieve a constant rate of interest on the
remaining balance of the labiity Finance charges are charged directly against income, unless they are diractly
attributable to qualifying assats, In which case they are capitalised n accordance with the Group's general policy
on barrowing costs (see above)

Costs in respect of operating leases are charged to the income statement on a straight ine basis aver the lease term

Benefits recenved and recevable as an incentive to enter mo an operating lease are also spread on a straight hne
basis over the lease term

Inventories

Inventones are stated at the lower of cost and net realisable value Cost comprises direct matenals, and where
applicable, direct labour costs and those overheads that have been incurred in bringing the inventories 1o their
present location and condition Net realisable value represents the estimated selling pnce less estimated costs
of completion and the estmated seling costs

Film rights, recorded programmes and films

Acquired film nghts are valued at direct cost less appropnate provisions and are written off at 70% on first
transmission and 30% on subsequent ransmission For acquired film nghts an asset 1s recognised as payments
are made and 1n full when the acquired programming 1s available for transmission Recorded programmes are
valued at direct cost ncluding labour and overheads less appropriate provisions, and are writien off after the first
tfransmission or sale Programming made for third parties 15 valuad at cost, fess appropnate provisions, and is
charged to the income statement against related ncome

Foreign currencies

Transactions In cuirencies other than pounds stering are recorded at the rates of exchange prevaling on the dates
of the fransactions Monetary assets and labities denominated in foreign currencies at the balance sheet date are
reported al the rates of exchange prevailing at that date

61



62

Accounts

Notes to the Financial Statements {continued)
for the year ended 31 December 2007

2 Sgnificant accounting policies (continued)

Revenue recognition

Revenue 15 measured at the farr value of the consideration received or recewable and represents amounts receivable
for goods and services provided i the normal course of business, net of discounts and VAT Revenusg from the
sale of goods 1s recognised when the Group has transferred the signficant nsks and rewards of ownership and
control of the goods sold and the amount of revenua can be measured reliably Key classes of revenue are
recognised on the following basis

Aurtime revenue — on transmission
Spansorship — evenly over the Iife of the contract
Programme production — on delivery

Revenua on barter transactions 1 recogrised only when the goods or services being exchanged are
of a dissimilar nature

Taxahon
The tax expense represants the sum of cument tax and deferred tax

The tax currently payable s based on taxable profit for the year Taxable profd differs from net profit as reported

n the iIncoma statemen? because 1 excludes tems of income or expense that are taxable or deductible in other

years and i further excludes items that are never taxable or deductible The Group’s labiity for current tax s

calculated usmg tax rates that have been enacted or substantvely enacted by the balance sheat date '

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying amounts
of assets and liabihies in the financial statements and the corresponding tax bases used in the computation of
taxabie profit, and 1s accounted for using the balance sheet hability method Deferred tax flabities are generally
recognised for all taxable temporary differences and deferred tax assets are recogrised to the extent that

t 15 probable that taxable profits will be avalable against which deduchible temporary differences can be utihsed
Such assets and labilities are not recognised  the temporary differences anse from goodwill or from the mitial
recogniion (ather than N a business combination) of other assets and labilities in a fransaction that affects nerther
the tax profit nor the accounting profit

The carrying amount of deferred tax assets 15 reviewed at each balance sheet date and reduced to the extent
that it 15 no longer probable that sufflcient taxable profits will be avallable to allow all or part of the asset 10 be
recovered

Deferred tax 1s calculated at the tax rates that are expected to apply in the penod when the Lability i1s settlea
or the asset 18 realised Deferred tax 1s charged or credited in the Income statement, except when it relates to
items charged or credited directly to equity, in which case the deferrad tax s also dealt with In equity

Dividends
The habirty for final dwvidends 1s recorded when the dwvidends are approved by the Group's shareholders :
For intenm dividends, the hability 1s recorded when the dividends are paid I

Retirement benefit costs
Payments to defmed contnbution retirement benefit schemes are charged as an expense as they fall due

For defined benafit retirement benefit schemes, the cost of providing benefits 15 determined using the projected

unit mathod, with actuarral valuations bang carned out at each balance sheet date Actuanal gains and losses

are recogrused in full directly in retained sarnings in the penod in which they oceur and prasented in the statement

of racognised income and expense .

The retrement benefd obligation recognised in the balance sheet represents the present value of the defined
benefit obligation as adjusted for unrecognised past service cost, and as reduced by the farr value of
scheme assets

Provisions
Provisions for reorganisation costs are recognised when the Group has a detailed formal plan for .
the reorgamisation that has been communicated to affected parties
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2 Sigmificant accounting pohcies {continued)
Financial risk factors
The Group's activities expose it 1o a variety of financial nsks currency nsk, credit nsk, hquidity risk and cash
flow interast rate nsk The Group's overall nsk management programme focuses on the unpredictability of financial
markets and seeks to mimmise potential adverss effects on the Group’s financial performance The Group uses
denvative financial instruments to hedge certain nsk exposures

Risk management 1s carmed out by a central treasury department (Group Treasury) under policies approved by
the Board of Directors Group Treasury identifies, evaluates and hedges financial nsks in close co operation with
the Group's operating divisions The Board providas wntten pnnciples for overall nsk management, as well as
written policies covenng specific areas, such as foreign exchange nsk, interest rate sk, crednt nsk, use of financial
instruments and investing excess iquidity

{ay Currency nsk
The Group operates almost wholly wiltun the UK and Is exposed to minimal foreign exchange nsk Foreign
exchange nsk anses prmarly with respect to the Euro, US doflar and the Swiss franc Foreign exchanga risk
arises from fulure commercial transactions and trade assets and labilties in foreign currencies

(o) Credit nsk
Credit nsk 1s the nsk of losses due o the falure of the Group's customers to meet ther payment obhgations
towards the Group The Group has no significant concentration of credit nsk It has policies in place to ensure
that sales are made to custorners with an approprate credit history Independent credit ratings are sought
for alt potential customers and based on the outcome of the feedback from the ratngs agency a judgement
1s made on the appropnate level of credit to be given Dervative transaction counterparties are imited to high
credd gqualily financizl institutions

{c}  Liquicity risk
Liquidity nisk 1t the nsk that the Group will be unable to meet ds payment obligations  Prudent hguidity
management imphes mantaining sufficient cash and markstable secunities, the avalability of funding through
an adeguate amount of committed credit facihties and the abiity to close out masket positions  Due to the
nature of the undertying business, Group Treasury ams to maintain fiexibidity in funding by keeping committed
credit hnes avallable

Management moritors rollng farecasts of the Group's iquichty reserve (comprises of the undrawn korowing
facility (note 18) and cash and cash equivalents (note 16} on the basis of expected cash flow This 1s generally
carned oul at a Group level In addition, the Group's iquidily management policy includes projecting cash fiows
and considenng the level of lquid assets necessary to meet these monitorng balance sheet liquidity ratios
against nternal targets and bank faciily requirements, and mantaning debt financing plans

{&) Cash flow interest rate risk
As the Group has no sigrificant Interest beanng assets, the Group’s income and operating cash flows
are substantiatly ndependent of changes in market interest rates

The Group's interest rate nsk anses from long term borrowings  Borrowings ssued at short term fixed rates
expose the Group to cash flow interest rate nsk Group policy 18 to maintan between 40% and 60% of its
borrowings 1n fixed rate nstruments As the facility was entered into close to the year end, it was borrowed
on short term floating rate loans Fixed intarest, long term swaps will be entared mto n 2008 in ine with the
Group’s Treasury Palicy

A monthly sensibvity analysis 1s camed out and on the level of borrowings at 31 December 2007, a movement
of 0 25% in interest rates would change the level of Interest paid In the year by +/ £0 2m (2006 £0 4m)

The Group manages its cash flow interest rate nsk by using floating to fixed interest rale swaps Such interest
rate swaps have the econamic effect of converting borrowing from floating rates to fixed rates Generally, the
Group raises long term borrowings at floating rates and swaps them nto fixed rates that are lower than those
avalable if the Group boriowed at fixed rate direclly Under the interest rate swaps, the Group agrees with other
parties to exchange, at specific intervals {manly quarterly), the difference betwesn fixed contract rates and
floating rate interest amounts calculated by reference to the agreed noticnal princioal amounts
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2 Significant accounting policies {continued)

(&)

Capital nsk managernent

The Group's objgctives when managing capital are to safeguard the Group’s ability to continue as a going
concern Ik order to provide returns far shareholders and bensfits for other stakeholders and to mantan
an optimal capdal structure to reduce the cost of capital

The Group monitors capral on the basls of the gearnng ratic This rahio 1s calculated as net debt dvided
by total capital

2007 2008

£m £m

Total borrowings {note 18) 620 1493

Less cash and cash equivalents {note 16) {122) {112)
Net Debt 408 1381
Total equity 63.7 455
Total caprtal 113.5 183 6
Gearng ratio 44% 75%

The decrease in the geanng ratio dunng 2007 resufted pnmarily from the rights 1ssue and the sale of the
Outdoor busmess which was used to pay off debt financing

Financal assets and Labilities
Financial assets and financial fabilhes are racognised on the Group's balance sheet when the Group becomes
a party to 1he contractual provisions of the nstrument

@

©

&)

(&)

{n

(g}

Trade recewables

Trade recenables do not carry any interest and are stated at their nominal value as reduced by appropriate
allowances for estimated irecoverable amounts A prowision 18 estabhshed for trade recevabies if there 1s
objective evidence that the Group will not be able to cotlect all amounts due according 1o the engmnal terms
of the recewvables

Investrments
investments are measured at reporting dates at far value

Cash and cash equivalents

Cash and cash equivalents compnse cash on hand and demand deposits, and other short term highty iquid
investments that are readily convertible to a known amount of cash and are subject to an insignificant nsk

of changes n value

Bank borrowings

Interest beanng bank loans and overdralts are recorded at the praceeds received, net of direct 1ssue costs
Finance costs, Including premiums payable on settiement or redemption and direct Issue costs, are accounted
for on an accruals basis to the ncomne statement and are added to the carrying amount of the instrument

to the extent that they are not settled In the penod n which they anse

Convertible unsecured ivan stock (CULS)
Convertible unsecured loan stock 1s recorded within the Balance Sheet at the historic farr value less any
conversions to date

Secured and unsecured Joan notes
Interest bearing secured and unsecured loan notes are recorded at the proceads received The interest
expense IS accounted for on an aceruals basis to the income statement

Trade payables
Trade payables are not interest beanng and are stated at tharr nominal value

Equity mstrumenls
Equity instruments 1ssued by the Company are recorgad at the proceeds received, net of direct 1ssue costs
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2 Significant accounting policies (continued)
(0  Dervative financial instruments and hedge accounting
The Group usas dervative financial instruments to hedge 1ts exposures to fluctuations in mterest and
foreign exchanga rates Instruments accounted for as hedges are designated as a hedge at the inception
of contracts

b
o
]
]
c
3
=
]

In order to qualdy for hedge accounting, the Group 1s required to document in advance the retationshp
between the tem being hedged and the hedging instrument The Group 1s also required to document and
demonstrate an assessment of the relationship between the hedged iterm and the hedging nstrument, which
shows that the hedge will be highly effective on an ongoing basis This effectiveness testing s ré performed
at the end of each quarter end to ensure that the hedge remains highly effective

The far value of interest rate swaps 13 based on the market pnce {LIBOR) of comparable instruments at
the measurement date The fair value of currency swaps 1s based on forward exchange rates at the
measurement date

The farr value of the intesest rate swap contract Is calculated on a discounted cash flow basis using market
forward rates Gamns or Yosses ansing from the movement to far value are taken 1o the income statement
except where designated as a cash flow hedge

For cash flow hedges, the effective part of changes in the fair value of the dervative 1s recogrised n equity
The amounts accumulated n equity are transferred to the income statement i the same penod as the hedged
transaction occurs, for example when interest ansing on floating rate debt 1s paid or the forecast sale or
purchase fransaction lgkes place Any movements in farr value occurmng after the ime when hedging contracts
cease to be cash flow hedges are taken directly to the income statemant Gains or losses refaling 1o any
ineflective part of changes in farr value are taken iImmediately to tha income statement

Share hased payments

The Group has not taken the optional exemption under IFRS 1, and on the basis that the far value of equity
instruments has previously been publicly disclosed, IFRS 2 has been fully retraspectively applied to ali options
granted but not fully vested at the relevant reporting date As a result, the share based payment chargs for 2007
includes al! options granted and not fully vested at 31 December 2007, rather than only the value of options
granted since 7 November 2002 {the effective date of IFRS 2) This approach is encouraged in the standard

and gives a batter ndication of how past and future results are affected by IFRS 2

The Group 1ssues equity settied share based payments to certain employees Equity settied share based
payments are measurad at far value at the date of grant The farr value determined at the grant date of the equity
seltled share based payments is expensed on a straight ine basis over the vesting peried, based on the Group's
astirnate of shares that will ultimately vest

Far vaiue s measured by use of the Black & Scholes model or Monte Carlo model as relevant The expected lives
used In the model have been adjusied, based on management's best estimate, for the effects of non transferabilty,
exercise restrictions and behavioural considerations

3 Business segments
During the year, for management purpeses the Group was organised into four operating dwsions — Telewsion, Radio,
Cinema and Outdoor These divisions are the basis an which the Group reports s primary segment information
with the exception of Telewision which is further broken down into Broadeasting Ceontent and Ventures segments

Principal actmiies are as follows

Television - the production and broadcasting of tefevision programmes and assoctated enterpnses
Radio the operation of commercial radio i the UK

Cinema the prowision of advertising space within cinema complexes

Outdoor the provision of advertising soluttons across vanous outdoor media

On 13 Septemnber 2008, the Group put its Outdoor and Cinema businesses up for sale, followed Dy Radio on
12 Apni 2007 The completion of the Qutdoor disposal occurred on 30 October 2007 Radio and Cinema continue
to mest all the conditions to be classhied as held for sale and are therefore classed as discontinued operations
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3 Business segments (continued)
Begment information about thess businessas 1s prasented as follows
External sales

2007 2006
SEGMENT REVENUES £m £Em
Continuing operations
Broadcasting 953 992
Content 181 214
Ventures 56 50
Television 1190 125 6
Discontinued operations
Radio 240 217
Cinema 221 208
Qutdoor 18 9 233
650 6586
1840 1H 2
Independent Telewision Comimission (*ITC"} quakfying revenue was £94 Om (2006 £97 (m)
Revenue in 2007 includes £1 8m of revenues from sources outside the UK (2006 £2 2m)
Underlying segment resut Exceptional tems Segment result
2007 2006 2007 2006 2007 2008
SEGMENT RESULT £m £m £m m Em £m
Continuing operations
Broadcasting 90 00 (5 8) 59 32 41
Content 31 40 {0 8) (07} 25 33
Veniures (10) 18 {32) 03) (4 2) 156
Telavision 111 i5 8 {9 6) 6 9) 15 89
Cost of change atinbutable 1o Group (08) 22)
Operating profit 07 67
Gain on disposal of nvestment - 04
Loss on disposal of property - 04
Financing (120) 84)
Exceptional financing costs 4 -
Loss before tex (227 (17)
Tax credn 23 30
{Loss)/profit for the year from continuing operations (20 4) 13
Discontinued operations
Radio 49 23 49 2) (59 ) (44 3) {51 3)
Cinema 051 42 (157} 180 16 2) 222
Qutdoor 46 45 46 45
90 26 {64 9} (77 6) {55 9) 750
Attributable tax {charge)/credit (2 6) {10) 02 (2 6) {08
64 16 (64 9) {77 4) {58 5) {75 8)
Loss on disposal of discontinued cperations 57)
Loss for the year {rom discontinued operations (64 2} {75 8)
Net loss attnbutable to equity shareholders (84 6) (74 5)
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3 Business segments (conhinued)
Operatng profit n 2007 includes £1 0m ansing outside the UK (2006 £13m)

The resutt of discontinued operations for 2007 includes an IFRS 5 adjustment refating to depreciation of £3 7m
(2006 nil) which ceased to be charged when the businesses were classified as held for sale

In 2007, the exceptional tems in Broadcasting relate to £2 2m for stock wntedown, £1 6m for cost of change
provision and £2 0m of onerous lease provisions {2006 £5 8m stock writedown and 20 6m cost of change
provision), n Content £0 6m for cost of change provision (2006 £0 7m stock writedown) and In Ventures
£2 6m cost of change provision and £0 6m for goodwill impairment (2006 £0 3m cost of changs provision)

The exceptional tems n the Radio dvision m 2007 refate to goodwill mpairment and asset witedown loss
of £49 2m (2006 £0 8m Ofcom settlement and goodwill impairment of £58 8m} and in the Cinema division
the exceptional tems relate to the Vue onerous contract provision of £15 4m and cost of change provision of
£03m {20068 £18 Om goodwill imparment)

Assets Lrabiities

2007 2006 2007 2006

SEGMENT ASSETS AND LIABILITIES £m £m £m £m
Broadcasting 623 840 265 239
Content 325 285 49 89
Ventures 27 31 09 08
Radio 674 M7 47 40
Qutdoor 626 - 75
Cinema 122 141 148 23
Total of all segments 1771 2840 518 45 4
Unallocated corporate 192 294 808 2255
Consohdated 196 3 3134 1326 2679
OTHER Broadcasting Content Ventures Radio Outdoor Cinema
SEGMENT 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
INFORMATION £fm_ m £m £m £fm £m fm  £m fm €m fm Em
Capital additions 14 50 - 01 02 01 24 10 290 01
Dapreciation 20 21 - 04 04 - 06 26 - D2
Impairment - - 06 - 492 588 - 80

Segment assets consist prmarty of goodwill inventones and trade and other recevables They exclude cash
and bank deposits and deferred tax assets

Segment labilties compnse operating liabiities (ncluding trade and other payables and provisions) They exciude
Group borrowings, retirement benefit obligations, tax liabiites, dvidends payable and other non current hatilities

Alt the net assets in 2006 and 2007 were held in the UK and therefore d operates in a single geographical segment
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4 Operating expenses by nature

2007 2008
£m £m
Changes in inveniones 42 23
Other external charges 1241 1290
Staff costs 259 291
Depreciation 24 59
Operating loase charges
- plant and machinery 3z 19
other 34 34
Other operating charges 07 12
1639 1728
Aftributable to
Contmuing 1079 1088
Discontinued 560 630
163 9 1728
Services provided by the Group’s auditor
During the year the Group obtaned the following
Semvices from the Company’s auditor
2007 2006
£m £m
Group
Fees payable to company auditor for the audt of parent
company and consclidated financial statements g2 0z
Fees payable to the Company's audtor and t's associates for other services
- The audit of Company’s subsidianes pursuant to legislation o1 a1
- Other services pursuant to legistation 09 04
— Tax services 02 02
14 09

Included in the aucht fees payable 1s £5k (2006 £5kK) paid in respect of the parent company The audit of Company’s
subsidiaries pursuant 1o legistaten includes an amount of £25k (2006 £21k) for the audit of pension schames

Other non audst services comprise vendor due digence, reporting accountant and pension advisory serices
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5 Staff costs
The average monthiy number of employees (ncluding executive directors) was
2007 2006
Number Number

g
[v]
[+]
]
c
3
=
w

Television
Established 387 448
Contract 132 175
5§19 623
Radio
Established 89 85
Contract & [3]
95 N
Outdoor
Established 75 66
Gontract 2 -
77 66
Cinema
Established 35 35
Contract 2 1
37 38
Tota! 728 816
Thar aggregate remuneration comprised
2007 2006
£m £m
VWages and salaries 243 266
Social securtty costs 22 25
Retrement beneft oblgation (see note 33) {0 6)
259 291

Included within the retirement obligation above 1s a £2 2m pension cost (2606 £2 Ym) and a £2 8m interesl
credit (2006 £2 7m} The interest element is included within finance costs on the face of the income statement

& Exceptional tems

) Goodwill imparrment
A goodwill mparrment loss of £0 8m has been recogrised in 2007 in accordance with IAS36 on the carnsng
value of Peopleschampion

n} Cost of change
A provision of £5 8m, has been prowided in 2007 {ollowing the announcement of restructunng plans principally
across all areas of the Group's Television business in relation to the execution of the new turnaround strategy

In 2006 a provision of £2 Bm was made in relztion to headcount reductions i Television foliowing the
move 1o Pacific Quay, Glasgow and 1n carporate functions foflowing the announcement of the Qutdoor
and Cinema disposals

my  Wrtedown of inventory
During the year a stock wntedown of £2 2m has been provided, £2 1m relating to 1TV1 network stock write
offs and the remaining £0 1m relates to regional drama stock

&9




70

Accounts

Notes to the Fmancial Statements {continued)
for the year ended 31 December 2007

6 Excephtional items (continued)

iv)

v)

i)

Vi)

A stock writedown of £6 8m was provided In 2006 £5 4m related 1o network stock that had not been
transmitted and would not be transmitted on 1TV1 in the future £0 8m related ta regional drama stock
following Ofcom’s decision to reduce the future annual commitment for regional transmission The remalning
£0 3m related to a writedawn of deficit funded stock following a review of the future sales prospects for the
deficit funded matenal

Onerous lease contracts
A prowision of £2 Om has been provided i 2007 in respect of the leases on three non core properties

Gain on disposal of mvestment
In 2008, the wiie back of a provision for legal and professional fees relating 1o the sale of the Group's stake
n Heart of Midiothian plc resulted 1in a net gan of £0 4m

Loss on chsposal of property
A et loss on disposal of £0 4m was recognised in 2006 following the exit from the Group's Cowgaddens,
Glasgow property

Finanging costs

Exceptional fees and costs of £11 4m ncurred as a rasult of the amended banking agresment dated Apnl
2007 andd the costs of the CULS replacement facility entered into n September 2007 ware written off

in the penod

7 Finance costs

2007 2006
fm £m
Interest expense
Bank borrowings 146 98
CULS and loan note interest t1 15
157 113
Pengion finance income {2.8) 27
129 86
Exceptional financing costs 114
Finance costs 243 86

The Group capitalsed £nil of interest dunng 2007 (2006 £0 2m) The rate of capitahsation was 6 25% in 2008

8 Discontinued operations
n 30 October 2007 1he disposal of the Group's Outdoor business, Primesight, was completed

2007 2006
£m £m
Post tax results from discantinued operations {64 2} (75 8)

Exceptional tems ncluded within the results are as follows

Cost of change prowvision
A prowision of £0 3m has been provided in 2007 within Cinema division

Onerous contract provision
A provisicn of £15 4m has been made to cover future losses axpecied from the Vue contract within Cinema dmision

Goodwill impairment and asset writedown
A further £49 2m goodwill impawrment and asset wnitedown loss has been recogrused dunng the year on the carrying
value of Virgin Raclo to reflect the current markst value

Goodwill imparment losses ot £76 8m were recognised in 2006 in accordance with 1AS36 on the carrying value
of Virgin Radho (£58 8m) and Pearl & Dean {£18 0m) These writedowns were due to weaker trading performance
expenenced i both businesses m 2006
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8 Discontinued operations (conttnued)
Loss on disposal of discontmued cperations
On 30 October 2007, the Group completed the sale of ts Outdoor business, Prmaesight, to GMT Communications
Pariners (*GMT"} for a gross consideration of £62 Om The considaration was made up of £52 Om cash and
two £5 Om loan notes payable at the earlier of five years from Completion or an exit from the business by GMT
One of the loan notes was contingent on the 2007 results of Pimesight and as the performance tnggers were
not reached this amount will not now be received The remaining deferred loan note has a discounted value
of £3 6m rasuling In a net consideration of £55 6m and a foss on disposal of £5 7m
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Ofcom settlement
In previous years the Group beheved that £0 8m of analogue hcence fees had been overpad to Ofcom Dunng
2006 the Group decided 4o write this amount off following a decision to accept the revised analogue licence terms

2007 2006

Cash flows from discontinued operations £m £m
Net cash fliows from operating actmties 39 60
Net cash flows from investing actvities 12 19
51 79

The major classes of assets and labiilies compnsing the operations classified as held for sale are as follows

2007 2006

£m £m

Goodwill 558 324
Property, plant and equipment 36 204
Inventcnes - a2
Trade and other receivables 175 193
Cash and cash equivalents 27 44
Total assets classified as held for sale 796 67
Trade and other payables 92 83
Prowistons for habiltes and charges 103 -
Tax habxhties - 15
Total habilities assoctated with assets classified as held for sale 195 98

Net assets of disposal group 601 66 9
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9 Tax
2007 2006
£m fm
Current tax
UK corporation tax on profit for the penod - 06
UK corporation tax adjustment in respect of pnor years (2 0) {4 7)
20 {41)
Deferred tax
Ornigination and reversal of timing differences 23 19
Tax {credit)/charge for the year 03 {(22)
Attnbutable to
Continuing operations {2 3) (30)
Discontinued operations 26 08
03 {22)
The charge for the year can be reconcilad to tha (loss)/profit per the income statement as follows
2007 2006
£m £m
Loss before tax from continuing operations (22 7) 17
Loss profit before tax from discontinued operations {61 6) (75 0)
Loss profit before tax (84 3} (76 7)
Tax at the UK corporalon tax rate of 30% 253 (23 0)
Other expenses not deductible for tax purposes 02 g2
Adjustments fo tax charge in respect of previous periods 17) 2 6)
Tax effact of exceptional tems 271 236
Other timing differences 04}
Tax {credit)/charge for the year 03 22
A deferred tax asset of £13 2m (2006 £3 7m), all of which 15 due to tax losses, has not been recognisad,
as sutable mcome may not be avallable to utilse this asset In the foreseeable future
10 Dividends
2007 2006
£m £m
Amounts recognised as distributions to equity helders in the pencd
Finat dwvidend for the year ended 31 December 2005 of 1 7p - 53
interim dvidend for the year ended 31 December 2006 of 1 2p 38
38 53

No dvidend 1s proposad by the Beard for the year ended 31 Decernber 2007 (2006 1 2p)

11 Earnings per share
Basic sarnings per share (“EPS7), 18 calculated by dividing the profit attributable to equity sharehalders by the
waighted average number of ordnary shares inissue dunng the panod, excluding ordinary sharas purchased
by the Company and held as treasury shares

In order to calculate diluted EPS, the weighted average number of ordinary shares in 1ssue 1s adjusted tc assume

conversion of all dilutive potential ordnary shares The Company has two types of dilltve potential ordinary sl

hares

namely share options granted to employees and convertible unsecured loan stock ("CULS", the latter in 2006 only

as the GULS were repaid durning the year

EPS has been presented below both mcluding and excluding exceptonal tems in arder to provide a fuller
understanding of the Group s underlying performance
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11 Earnings per share (continued)

2007 2006
Weighted Weighted
average Per average Per
Eamings number of share Earnings  number of share
fm__ shares {m} Pence £m_ shares (m) Pence
Undenying EPS
Basic EPS
Eamings atinbutable to
ordinary shareholders 75 3374 22p 95 3153 30p
EPS from continuing operations
Basic EPS 75 3374 22p 95 3153 30p
Pre tax (profit) from discontinued operations {9 0) {2 7p) {26) {0 8p}
Tax relating 1o discontnued operations 26 08p 10 03p
Basic underlying EPS from
continuing operations 11 3374 03p 79 3153 30p
EPS including exceptional items
Basic EPS
Earnings attnbutable to ordinary
shareholders {including exceptional iterns) (84 4) 3374 (25 Op} {74 5) 3153 (23 6p)
EPS from continuing operations
Basic EPS {84 4) 3374 {25 Op) {74 5) 3153 (23 Bp)
Pre tax loss/profit) from
discontinued operations 616 18 2p 750 23 8p
Tax relating 10 cdiscontinued operations 26 08p 08 03p
Basic EPS from continuing operations {20 2} 3374 {6 Op) 13 3153 C4p
EPS from discontinued operations
Basic EPS
Pre tax {loss)/profit from
discontinued operations {61 6) 3374 {18 2p) (75 0) 3153 {23 8p)
Tax relating to discontinued operations (2 8) 08p {08 {0 3p}
Basic EPS from
discontinued operations (64 2) 3374 (12 Op) {75 8) 3153 (24 Op)

The impact of exceptional items includes a tax credit of £0 5mn 2007 (2006 £2 5m)
There 1s no difference between basic and diluted EPS as there 1s no matenal impact from dilutive share options
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12 Goodwill and other intangible assets

Goodwill Other Total
Em £m £m
Cost
At 1 January 2007 2277 2277
Additions - 04 04
Classified as held for sale {217 1) (217 1)
At 31 December 2007 1086 04 10
Accumulated amortisabion and impairment
At 1 January 2007 114 2 - 114 2
Impairmant writadown 498 - 498
Classified as held for sale {1613} - {161 3}
At 31 December 2007 27 - 27
Net book value at 31 December 2007 79 04 83
Net book value at 31 December 2006 135 - 1135

Goodwil compnses capitalised goodwill on acquistiions completed since 1 January 1998 Other mtangible assets

of £0 4m (2006 nil} relate to capitaised software costs
Impairment tests for cash generating units contaimng goodwill

The following urids have signdficant camying amounts of goodwill

2007 2006

£m £m

Radio - 1050
Multiple units without individually significant goodwill 79 85
79 1135
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13 Property, plant and equipment
Plant,
Land and  techmical
buidings equipment

p-d
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leasehold  and other Total
£m £m £m
Cost
Al 1 January 2006 08 880 888
Additions 17 80 97
Disposals - 37 @3N
Classified as held for sale - {38 7) (38 7}
At 1 January 2007 25 536 561
Additions - 26 26
Disposals o7 a7
Classified as beld for sale 21) {31) 52
At 31 December 2007 04 538 54 2
Accumulated depreciation and impairment
At 1 January 2006 06 622 528
Charge for year 04 55 59
Disposals 2 5) (25
Classriied as held for sale - (18 3) {18 3}
At 1 January 2067 10 369 379
Charge for year 01 23 24
Disposals - 08 08
ClassHied as held for sale (10) (10} (2 0)
At 31 December 2007 01 388 389
Net book value at 31 December 2007 03 150 153
Net book value at 31 December 2006 15 167 18 2
14 Inventories
2007 2006
£m £m
Raw matenal and consumables 01
Film nghts 151 153
Recorded programmes and films 252 207
40 3 361

Inventanes recognised as an expense durng the year are included within operating expenses analysed in note 4

Includad within the abave 1s £0 2m (2006 £0 3m} of mventones held at far value less costs to sell
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Notes to the Financial Statements (continued)
for the year ended 31 December 2007

15 Trade and other recevables

2007 2006

£rn £m

Trade recevables 1438 167

Less Provision for impairment of recenvables 04) 03
Trade recelvables  net 144 164
Prepayments and accrued ncome 176 241
Cther recervables 37 21
357 42 6

As of the 31 December 2007, trada receivables of £0 7m (2006 £4 4m) are past due but not mparred These
relate 10 a number of independent customers for whom there 1s no recent history of default The aging analysis
of the trade recevables s as follows

2007 2006
Gross  Prowision Gross Provision
£m £m £m £m

Up to 3 months 138 - 127
310 5 months o1 - 04 -
Qver 5 months 09 0 4) 36 3
148 {0 4) 167 03)

The directors consider that the carrying amount of trada and other recevables approxmates therr far value
All recevables are are expected to be recovered

16 Cash and cash equivalents

2007 2006

£m £m

Cash and cash equivalents 10.8 87
Short term deposits 14 25

The short term bank deposi relates 10 £1 4m placed in Escrow for use by GMT in relation to certain planning
consents currantly being sought by Prirmesight The remaining £2 5m placed in Escrow in respect of certan

of 8MG's pension refated indemnity cbhgations given under the sale and purchase agreement of the Publishing
dision disposed of on 4 Aprit 2003 was released during 2007

17 Trade and other payables

2007 2006
£m £m
Amounts faling due within one year
Trade and other payablas 251 260
Socal security and other taxes 29 21
Other payables 27 75
307 358
Amounts falling due after one ysar
Trade and other payables 03

The directors consider that the carrying amount of trade and other payables approximates their far vatue

The aging analysis of the trade payables 1s as follows

2007 2006

£m £m

Withun one year 251 260
Dug within ona to two years 03

254 260
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17 Trade and other payables (continued)
The Company’s policy 1s to settle the terms of payment with suppliers when agreeing terms of payment by
nclusion of the relevant terms in contracts, and to pay in accordance with 1is contractual and other legal cbligations
Trade creditors of the Group at 31 December 2007 were equivalen! to 46 days of purchases (2006 44 days)
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18 Bomowings

2007 2006
£m £m
Bank loans 620 1493

The borrowings are repayable as follows
Within one year - 150
Expinng int one to two years - 134 3
Expinng in two to five years 620 -
620 149 3

All undrawn committed borrowing facilities are repayable within twa to five years (2008 one to two years)
The directors consider that the value of current barrowings approximate thair fair valua

The effective interest rates were as follows

2007 2008

Yo %

Bank loans (ftoating} 86 66
Bank loans (fixed)” 66
Interest rate swap {floating) - 53
interest rate swap {fixad) - 49

*After taking into account interest rate swaps entered into by the Group

A new £90 Om five year credtt faciity was entered into on 27 December 2007 The facdity consists of a £40 Om
term facility, £45 Om revolving credit facility and £5 Om overdraft Secunty has been provided to the debt provider
under this new facility by way of cross guarantees and a share pledge

As the facility was erered into close to the year end, 1t was borrowed on short term floating rate loans
Fixed interest, long term swaps will be entered into 1 2008 n ine with the Group s treasury policy

19 Convertible unsecured loan stock
The CULS were repaid on 28 September 2007

20 Other non current financial habilities

2007 2006

£m £m

Secured loan notes 06
Unsecured loan notas - 05

- 11

Both secured and unsecured loan notes were repaid dunng the year
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Notes to the Financial Statements {continued)
for the year ended 31 December 2007

21 Financial instruments
In aceordance with 1AS 39, Fnancial mstruments Recogrition and measurement, the Group has reviewed all
contracts for embedded denvatives that are required to be separately accounted for f they do not meet certan
rexquirements set out n the standard The Group had no such embedded dervatives dunng the year

Interest rate swaps

In 2008, the denvative financial asset of £0 3m arose as a result of an interest rate swap The notional principal
amount of the outstanaing interest rate swap contract at 31 December 2006 was £80 Om At 31 December 2006
the fixed interest rates were 4 94% and floating rates wers 5 :31% (3 month LOBOR)

Foreign exchange

The Group has mimimal exposure to foreign exchange nsk and it 1s Group policy to ensure that any matenal
payments or receipts are fully hedged At 31 December 2007 the Group had no forward foreign exchange
contracts m place {2006 nily

22 Deferred tax
The movernent in deferred tax assets and labilies duning the year, taking into consideration the offsetting
of balances within the same tax junsdiction, s as follows

Retirement

Share based Accelerated benefit
payments tax obligations Total
£m £m £m £m
At 1 January 2007 07 02 (139 (14 8)
Charge/icredit} to Income o7 04 13 24
Charge {0 equdy 77 7T
02 49) 47)
Assats held for resale 02} - 02)
At 31 December 2007 (4 9) {49)
2007 2006
£m £m

Deferred tax asset

Deferred tax to be recovered after more than one year (4 6) {12 7)
Deferred tax to be recovered within ong year {0 3) {21)
4 9} {14 8
Net deferred tax asset “9 (14 8)

Cerlain deferred tax assels and liahilities have been offset The following 1s the analysis of the current deferred tax
balances (after offset)

23 Prowisions

Cost of change Other Total

Provision Provisicn Provisions

2007 2006 2007 2008 2007 2006

£m £m fm £m £m £m

At 1 January 14 a3 14 33
Provided dunng the year 56 26 32 a8 26
Utihsed durnng the year {4 0) {4 5) {01) {41) (4 5}
At 31 December 30 14 31 61 14

During 2007 a provision was created tor cost of change ntatives with Telewision dvision and Group See note 8{i)
for dletais The provision of £3 O0m s expected to be utlised within one year
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23 Prowvisions {continued)
Cther provisions of £3 2m were created for cnerous leases, £1 2m of which 1s included within the loss on sale
of discontinued operations This provision s held within the continuing Group and 1s expacted to be utlised wihin
one to two years
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24 Share capital

Numberof  Ordinary Share
shares shares premium Total
({thousands) £m £m £m
At 1 January 2007 315,940 79 602 681
Issued dunng the year 1,063 01 a9 10
Rights 1ssus 533,850 158 752 910
At 31 December 2007 950,853 238 1363 1601

On 19 December 2007, a two for one nghts 1ssue was completed resutting in the 1ssue of 633,850,240 ordinary
shares of 2 5p each for gross proceeds of £95 1m  After deducting costs of £4 1m, net proceeds of £21 0m
were rarsed

The total authorised number of ordinary shares s 851 million with a par value of 2 5p per share Allissued shares
are fulty paid

25 Statement of changes in reserves
Other Hedging Mincnty Retained

reserve reserve interest earnings

£m £m £m £m

Al 1 January 2006 32 03 (202 Q)

Net loss - - (84 )

Dwidends - (38

Movement in IFRS 2 reserve 20

Movement in own shares - {02)

Acturaral gain - 247

Deferred tax thereon - - @7
Movement in minonty interest - 02

Release of hedging reserve 0 3} - 03

At 31 December 2007 12 - (02) {273 3)

2007 2006

£m £m

Retained earnings excluding pension habiity (264 2) {169 2)

Amount relating to defined benefit pension scheme kabibty, net of related deferred tax {91) {32 8)

(273 3) (202 0)

There have been no movements in the merger reserve and equity reserve during the year ended
31 December 2007
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26 Disposal of discontinued operations
As referred to n note 6, on 30 October 2007 the Group disposed of its mterest In Primesight

The assets of Pnmaesight at the date of disposal and al 31 December 2006 wers as follows

30 October
2007 20086
£m £m
Property, plant and equipment 196 204
Inventones 02 Q2
Trade and other recevables 5.8 193
Cash and cash equivalents 03 44
Trade and other payables 0 4) 83}
Tax labilimes (18} {15}
Attributable goodwill 324 324
Working capital adjustment agreed as part of disposal 11 -
56 6 869
Disposal expenses 33
Loss on chsposal 57
Total consideration 54 2
Satisfied by
Cash 520
Funds placed in Escrow (14)
Deferred consideration {discounied £5 Om non cortingent deferrad loan note) 36
b4 2
Net cash inflow ansing on disposal
Cash consideration 473
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27 Notes to the cash flow statement

28

29

2007 2008
£m &m
Contimuing operations
Operating profit (before exceptional tems) 111 158
Depreciation and other non cash itemns 14 16
Operating cash flows before movements in working caprtal 125 174
Increase in nventones {5 6) 9Qq
Decrease/(increasse) in frade and other recenvables 65 (7 5)
Increase in frade and other payables 24 71
Costs of change costs a1 (4 1)
Cash generated from continuing operations 117 39
Discontinued operations
Qperating profit (before exceptional tems} 90 26
Depreciation and other non cash tems {51} 34
Operating cash flows before movements in working caprtal 39 60
{Increase)/decrease in trade and other recevables 22) 23
Decrease in trade and other payables a7 -
Costs of changs and onerous contract costs - 04
Cash flow for discontinued operations 79
Cash generated from operations n7 118
Analysis of movements m net debt
At At
1 January 31 December
2007 Cash flow 2007
£m £m fm
Cash and cash eguivalents 87 21 108
Cash and cash equivalents ncluded in
the disposal groups held for sale (note 8) 4.4 (17} 27
131 04 135
Bank borrowings {149 3) 873 620)
Short term deposits 25 (11) 14
Convertible unsecured loan stock {22 5) 225 -
Unsecured loan noies {0 5) 05 -
Secured loan notes {0 6) 06 -
Net debt (157 3) 1102 {471)

Capital commitments

At 31 Dacember 2007 the Group had no contracted for but not provided capital commitments (2006 i}
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Notes to the Financial Statements (continued)
for the year ended 31 December 2007

30 Operating lease commitments

2007 2006
£m £m
Minimum lease payments under operating leases recognised in sncome for the year 66 53

At 31 December the Group had minimum comritments i respect of non canceliable operating
leases for leasehold buldings as follows

2007 2006

£m £m

Expinng within one year - -
Expinng within two to five years 04 02
Expinng in over five years 425 474
429 476

31 Contingent habiities
The Group has a 100% hokding in both Scottish Media Group (Holdings) and Dawn Chorus Holdings, which
ars unlimited companes

32 Transactions with related parties
Thera wera no transactions with any related parties during the year

Key management personnel are deemed to be the executive and non executive directors of the Group,
as they have authorty and responsibility for controlling the Group’s activities

Key management remuneration is detaled as follows

2007 2006

£rn £m

Salanes and short term employee benefits 16 19
Share based payments - 03
16 22

There have been no other transactions with key management personnel as defined under 1AS 24

33 Retirement benefit schemes
Defined contnbution schemes
The Group operates two money purchase schames, the SMG Pension Scheme and the Pearl & Dean Cinemas
Pension Scheme, for which the pension cost charge for the year amounted to £0 5m (2006 £0 5m}

Defined benefit schemes

The Group operates two defined beneft pansion schemes The schemes are trustee admimstered and the
schemes’ assets are held independently of the Group's finances Pansion costs are assessed in accordance
with the advice of an independent professionally qualified actuary
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33 Retirement benefit schemes {continued)
The schemes are the Scottish and Grampian Television Retrement Benefit Scheme and the Caledorian Publishing
Pension Scheme They are closed schemes and therefare under the projected unit methed the current service
cost will increass as the members of the scheme approach retirement
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A full actuanal valuation of the schemes was camed out at 1 January 2007 and updated to 31 December 2007
by a qualfied independent actuary The major assumptions used by the actuary were

At 31 December At 31 December

2007 2006

Rate of ncrease In salanes 36% 33%
Rate of increase of pensions in payment 31% 28%
Discount rate 60% 51%
Inflation 31% 28%

Mortality rate
Assumptions regarding future mortally expenence ara set based on advice, published statistics and expenence
In each termtory

The average hfe expectancy n years of a pensioner retnng at age 65 15 as follows

At 31 Decernbar At 31 December
2007 2006
Years Years
Retinng at balance sheet date
Male 150 150
Female 179 179
Retrng in 20 years
Male 166 166
Female 195 195
Amount charged to operating profit
2007 2006
tm £m
Current service cost  defined benefit 7 (2 2}

The total amount charged to profit from operations 1s £2 2m {2008 £2 7m} which also includes the defined
coninbution charge of £0 5m {2006 £0 5m})

Actuanal gains and losses have been included m the statement of recogrised ncome and expense

Amount credited to net finance costs

At 31 December At 31 December
2007 2006
£m £m
Expected return on scheme assets 179 1686
Interest cost {151) 13 9)
28 27
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33 Retirement benefit schemes (continued)
Amount recognised In statement of recognised income and expense

2007 2006

131] £m

Actual return less expected retum on pension assets 82) {19}

Expenance gans and losses {32 9) (71}
Changes in assumptions 65 8 131
247 41

The far value of the assets in the schemes, the present value of the habiities in the schemes and the expsctad

rate of return at each balance sheet date was

At 31 December At 31 December At 31 December At 31 December
2007 2006 2005 2004
£m £m £m £m
Equities 143 2 1459 146 2 1318
Bonds 1219 1147 109 6 a01
Fair value of
schemes’ assets 2651 2606 2558 2219
Present value of defined
benefit abligations {2791) 307 3} (308 8) (3221)
Defieit in the schemes {14 0) 46 7) (53 0) (100 2)
Equites 80% 84% 80% 80%
Bonds 44% 61% 46% 52% 41% 4 9% 4 5% 53%

A related offsetting deferred tax asset of £4 9m (2006 £13 9m) 13 included under non current assets Therefore
the net pansion scheme deficit amounts to £9 1m al 31 December 2007 (£32 8m at 31 December 2008)

The movement In the aggregate scheme deficits dunng the vear was pnncipally due to high bond yields

and cash contributions

The movement in the far value of the schemes’ assets dunng the year 1s shown as follows

2007 2006
£m £m
At 1 January 260 6 2558
Expected return on plan assets 179 166
Actuaral losses 82} {19
Employer contributions 69 17
Employee contnbutions 06 06
Benefits paid from plan/Company {12 7) (12 2)
At 31 December 2651 260 6
Moverment in the defined benefit obligation s as follows
2007 2006
£m £m
At 1 .January 3073 308 8
Current service cost 17 22
Intarest cost 151 139
Conirnbutions from plan participants 06 a6
Actuaral gains {32 9) 60
Benefits paid from plan/Company (12 7) (12 2)
At 31 December 2791 3073

The actual return on plan assets for 1he year was £9 7m (2006 £14 7my}
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33 Retirement benefit schemes (continued)
History of expenence gains and losses
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2007 20068 2005 2004
Difference between the expected and actual
return on scheme assets
Amount ({£m} 82 (19) 224 89
Percentage of scheme assets (3%) {196) 9% 4%
Expenence gains and losses on scheme habihties
Amount {Em;) (329) {71) 222 42)
Percentage of the present value of scheme liabilibes {12%} (2%} (7%} (1%)
Total amount recognised in statement
of recogmised gains and losses
Amount (Em) 247 41 450 86
Percentage of the present value of scheme fiabilities 9% 1% 15% (3%}

The estmated amounts of contnbutions expected to be paid to the scheme durng the curent financial year 1s £1 6m

34 Share based payments
Equity settled share option plans
The Group Exectitive and Company share option plans provide for a grart pnce approximately equai o the quoted
market price at the date of grant The vesting penad 1s generally three years If the options remained unexercised
after a penod of seven 1o ten years from the date of grant, the options expire Furthermore, options are forferted
if the employee leaves the Group before the options vest

2007 2008

Executive share Executive share

option scheme option scheme
Weighted Weighted
average average
exercise axercise
Options price {£) Options price (£)
Outstanding at 1 January 3,523,657 135 7,130,560 139
Exercised - 252,366 085
Cxpired 1,988,302 173 3,354,537 148
Outstanding at 31 December 1,535,355 085 3,523,657 135
Exercisable at 31 Becember 1,635 355 085 2,725,997 140

2007 2006

Company share Company share

option scheme ophion scheme
Weighted Wesghted
average average
exercise EXETCISE
Options price (E) Options price (£)
OQutstanding at 1 January 1,214 976 220 1,512,681 215
Expied 480,668 199 297,705 193
Cutstanding at 31 December 724,308 235 1,214,976 220
Exercisable at 31 Decembar 724,308 235 1185317 225

The executive scheme options outstanding at 31 December 2007 have a waighted average exercise pnce
of £0 85 (2006 £1 35), and a weighted average remaining contractual life of 12 (2006 24) months

No options were exercised dunng the year for the Executive share options scheme In 2006, the weighled average
share price for optons was £0 84
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34 Share based payments {continued}
The Company scheme options cutstanding at 31 December 2007 have a weighted average exercise price
of £2 35 (2006 £2 20), and a weighted average remaining contractual life of 24 {2006 36) months

MNo options were exercised dunng the current and previous year for the Company share option scheme
The exercise pnces for options under both schemes range from £0 65 to £3 25
No new awards were made dunng 2006 and 2007

Expected volatility was deterrined by calculating the histoncal volatility of the Group's share price over the
previous three years Expected Ife 1s the average expected period 10 exercse The risk free rate 15 the yield
on zero coupon UK government bonds of a term consistent with the assumed ophion life Expected dvidend
yield 1s based on tha average dividend yield over the pressous thiee years pror to the award

Other share based payment plans

The employee sharesave plans (three years and five years) were offered until 2004, at which time they were open
to aimost all employees They provided for a grant pnce approximately equal 1o the guoted market price at the
date of grant The shares can be purchased once or twice a year in the sx week perod following announcement
of the annual and ntehm results The exercise prices for options under both sharesave schemes range from £0 65
to £2 60 At 31 December 2007, there were 342,382 (2008 664,845) options outsianding under the schemes
with a weighted average exercise price of £0 78 (2006 £0 86) per option Dunng the current penod, 322,263
optons expired  The sharesave plans were replaced in 2005 by the Share Incentive Plan

The long term incentive plan is for executive directors and other senior executives The parformance cntena
for this scheme are based on a combination of earnings growth ana total shargholder return and as such have
been valued using both Black & Scholes and Monte Carlo models respectively The Group issued options over
4,884,309 ordinary shares n 2007 (2006 2,237,136) At 31 Decermmber 2007, there were 5,748,894 (2006
3,624,797) options outstanding under this scheme, with a weighted average far valus of £0 18 per option

at 31 Decemnber 2007 (2006 £0 62)

IFRS 2 Analysis of far values

Faliowing the introduction of FRS 2 (Share based Payments), companies are required 10 account for the cost
of share based payments made to employees All options awarded post 7 November 2002 are required 10 he
accounted for Any options priar to this date can only be accounted for where the fair value of the awards made
has been publicly disclosed by the Company The far value of each of the awards has been determined using
the Black & Scholes medet or Monte Carlo model as relevant

The Group Executive and Gompany share option plans and Sharesave scheme have been valued using the
Black & Scholes model The vesting of awards under the Performance Share Plan 1s contingant upon the Company
achieving both Total Sharehalder Return and EBITDA growth targets and as such the scheme is valuad using both
the Black & Scholes and Monte Carlo models Tha far values of each of the schemes, as determined at the grant
date, are detaed on the next page
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Share based payments {(continued)

Analysis of farr values Company and Executive Share Options and Sharesave

Company Executive Sharesave Sharesave
Share Option Share Option Three Year  Five-Year
Date of award Scheme Scheme Scheme Schemse
10 Jun 1997 22p
11 Mar 1998 32p 32p
08 Sep 1998 29p 29p
12 Mar 1999 38p 38p
0B Sep 1999 40p 40p
01 Dec 1999 70p
23 Feb 2000 56p 56p
01 May 2000 89p
22 Aug 2000 56p 56p
01 Nov 2000 55p
27 Feb 2001 80p 90p
09 Apr 2001 64p 84p
01 May 2001 43p 67p
11 Jun 2001 77p 77p
24 Sep 2001 39
22 Oct 2001 39p 3%9p
19 Apr 2002 53p 53p
01 Jun 2002 53p 68p
11 Sep 2002 34p
10 Mar 2003 22p 22p
01 Jul 2003 30p 38p
12 Mar 2004 44p 44p
01 Jul 2004 39p 46p
Analysis of far values Performance Share Plan
Performance Performance
Share Plan Share Plan
Date of award {Black & Scholes} [Monte Carlo)
27 Feb 2001 226p 139p
24 Sep 2001 29p 50p
19 Apr 2002 136p 76p
10 Mar 2003 59p 30p
12 Mar 2004 109p 76p
06 Jun 2005 85p 47p
14 Mar 2006 77p 48p
12 Jul 2007 - 10p
Reconciiation of underying results
Group
underlying
Continuing Discontinued results
2007 2008 2007 2006 2007 2006
£m £m £m £m £m £m
Operating profit 111 158 53 26 16 4 184
Profit before tax ©9) 74 53 26 44 100

EPS 15 calculated based on proft adusted for tax at 10% {2006 5%) using the weighted average number of shares

N 13s5UE per note 11
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SMG plc Company Financial Statements -
Independent Auditors' Report to the Members of SMG plc

We have audited the parent company financial statements of SMG plc for the year ended 31 December 2007 which
comprse the balance sheet and the related notes These parent company financial statements have been prepared
under the accounting policies set out therein We have also audited the information in the Bireclors’ Remuneration
Report that 1s descnbed as having been audited

We have reported separately on the Group financial statements of SMG plc for the year ended 31 December 2007

Respettive respensibilities of directors and auditors

The directors' responsibilties for preparing the Annuat Report, the Directors’ Remuneration Report and the parent
company financial statements in accordance with applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice) are set out in the Statement of Directors” Responsibilities

Our responsibility 1s to audit the parent company financial statements and the par of the Directors’ Remuneration
Report to be audited in accordance with relgvant legal and regulatery requirements and International Standards on
Auditing (UK and Ireland) This report, ncluding the opimion, has been prepared for and only for the Gompany’s membars
as a body i accordance with Section 235 of the Companies Act 1985 and for no other purpose We do not, in gving
this opinion, accept or assume responsibility for any cther purpose or to any other person to whom this report 15
shown or Into whose hands it may come save where expressly agreed by our prior consent in wniing

We report 1o you our opinion as 1o whether the parent company financial statements give a trus and farr view and
whether the parent company financial statements and the part of the Directors’ Remuneration Report to be audited
have bean properly prepared in accordance with the Companies Act 1985 We alsa report to you whether in our
opinion the information given in the Directors' Report 18 consistent with the parent company financial statements

In addrtion we report to you If, m our opinion, the Company has not kept proper accounting records, f we have not
receved all the inforrmation and explanations we requugre for our audit, or if information speciiied by law regarding
diractors’ remuneration and other fransactions 1s not disclosed

We read the Directors’ Report and consider the imphcations for our report f we become aware of any apparent
migstatemants or matenal nconsistencies with the parent company financial staternents  Qur responsiciities do
not extend to any other Information

Basis of audit opinion

We conducted our audit in accordance with internaticnal Standards on Auditing (UK and Ireland} issued by the
Audning Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the parent company financial statements and the part of the Directors’ Remuneration Report to be audited
It also includes an assessment of the significant estimates and jJudgments made by the directors in the preparation of
ihe parent company financial statements, and of whether the accounting policies are appropnate to the Company's
circumstances, consistently applied and adequately disclosed

We planned and performed our audit o as to obtain all the information and explanaticns which we considerad
necessary in order to prowide us with sufficient evidence 1 give reasonable assurance that the parent company
financial statements and the part of the Directors’ Remuneration Report to be audited are free from matenal
misstatement, whether caused by fraud or other iregulanty or error In forming cur opinion we also evaluated
the overall adequacy of the presentation of information 0 the parent company financial statements and the part
of the Directors’ Remuneration Report to be audited
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Opinion

In qur opinon

* the parent company financial staterments give a true and farr view, in accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the Company's affars as at 31 December 2007,
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*  the parent company financial statements and the part of the Drrectors’ Remuneration Report to be audited have
been property prepared in accordance with the Companies Act 1985, and

¢ the information given in the Directors’ Report s consistent with the parent company financial statements

(reany

PncewaterhouseCoopers LLP

Chartered Accountants and Regrstered Auditors
Glasgow

3 Apnl 2008
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Company Balance Sheet
at 31 December 2007

2007 2006
Notes £m £m
Fixed assets
investments 2 355 6 405 4
Current assets
Debtors and prepayments 3 1301 124 9
Cash at bank and in hand 25
Corporation tax 50 51
1351 1325
Creditors amounts faling due within one year
Creditors and accrued charges 4 (182 (17 2)
Convertible unsecured loan stock (22 8)
(182} {400)
Net current assets 116 9 925
Total assets less current hatilities 4725 4979
Creditors amounts faliing due after more than one year
Creditors and accrued charges S 201 2) (216 2)
Bank loans (114 5) (153 7)
(3157} (369 8)
Net assets 156 8 1280
Capital and reserves
Called up share capital 7 238 79
Share prermum account 7 1363 602
Profit and oss raservas 7 {4 5) 567
Other reserve 7 12 32
Total equity shareholders’ funds 156 8 1280

The accompanying notes are an integral part of this balance sheet

The financial statements on pages 80 to 93 were approved by the Board on 3 Apnl 2008 and were signed

on its behalf by

Rob Woodward, Director

/)

George Watt, Diregtor
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Notes to the Company Financial Statements
for the year ended 31 December 2007

1 Accounting pohcies
Accounting convention and basis of preparation
The separate financial statements of the Company are presented as required by the Companies Act 1985
The separate financial statements have been prepared m accordance with all apphcable UK Accounting Standards
and have been prepared under the histoncal cost convention, in accordance with applicable accounting standards
on a going concern basis

Basis of consolidation

As permitted under Sectron 230 of the Companies Act 1985, no separate incoma staternent for the holding
Gompany Is presented The consalidated financial statemenits as presented within the Annuat Report mclude
the results of SMG pic, the holding Company, and all of ts subsidianes and associated undertakings up to
31 December 2007

Cash flow statement
A cash flow statement has not been included within these financial statements in accordance with the exemption
avallable within FRS 1 {Revised)

Investments
Feted asset mvestments are stated at cost, less any provision for impairment

Impairment

Assets that are subject to amortisation or deprecialion are reviewed for impairment whenever evenis or changes
In circumstances indicate that the carrying amount may not be recoverable An imparment loss 1s recognised in
the profit and loss account for the amount by which the assets canmying value exceeds its recoverable amount

Share based payments

Equity settled share based payments are measured at far value at the date of grant The farr value determined

at the grant date of the equity settled share based payments 1s expensed on a straight kne basis over the vesting
perod, based on the Company’s estimate of shares that will ultimately vest

Full disclosure of share based payment awards 15 provided as a note within the Group's financial statements

Diidends
The labilty for finat dvidends 1s recorded when the dividends are approved by the Company’s sharsholders
For interim dvidends, the habiidy 1s recorded when the dividends are paid

Taxation
Current tax 1s provided at amounts expected to be paid {or recovered) using the tax rates enacted or substantiatly
enacted by the balance sheet date

Deferred taxation 15 provided in full on timing differences that resull in an obligation at the balance sheet date to
pay more tax, or a right 10 pay less tax, at a fuiure date, at rates expected to apply when they crystalise based
on current tax rates and law Twning differences anse from the incluston of lems of ncome and expenditura in
tax computatons in penods aifferent from those in which they are included in the financiat statements Deferred
tax assets and habiities are not discounted

The taxation llabides of certamn Group Companies are reduced wholly or in part by losses surrendered by other
Group Companies The tax benefils ansing from Group relief are recognised in the accounts of the surrendenng
and recipient companias

Bank borrowings

Interest beanng bank loans and overdrafts are recorded at the proceeds received, net of direct 1ssue costs
Finance costs, Including premiums payable an settlement or redemption and direct issug costs are accounted
for on an accruals basis 1o the income statement and are added to the carrying amaunt of the instrument to the
extent that they are not settled in the panad i which they arnse
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Notes to the Company Financial Statements (continued)
for the year ended 31 December 2007

2

invastments
2007 2006
fm £m
At 1 January 405 4 4818
Addrtions duning the year - 06
impaiment wrtedown (49 8) {76 8)
At 31 December 355 6 405 4

In 20086, Peopleschampicn com was acquired for a consideration of £0 5m with acquisition costs of £01m
The impairment wntadown in 2007 relates to Virgin Radio (£49 2m} and Peopleschampion {£0 8my)

The impairment writedown in 2006 relates to Virgin Radio (£58 8m) and Cinema (£18 0m} and 1s as a result

of weaker trading performance experenced n both busmesses in 2006 In calculating this mpairment, the cash
flows in perpetuity are extrapolated using growth rates in the range of 2% to 4% which are deemed appropnate
owing to the long term nature of the business and discount rates in the range of 8 2% 1o 10 2% have been used
1o discount the cash flows based on the Group's weighted average cost of capital

Calculations have been made on a valug in use basis for Radio and far value less costs to sale basis for Cinema,
using cash flow projections over the next five years

Subsidiary undertakings

The directors consider that to give full particulars of all subsidiary undertakings would lead to a statement of
excessive length The following information redates to the subsidiary undertakings whose results or financial
position, in the opinion of the directors, principally affect the results of the Group

Country of mcorporation or

Undertaking registration and pperation Principzal activity
stv Central Limited Scotland Telewvision broadcasting
stv North Limiteg Scotland Teievision broadcasting
SMG Proguctions Limited Scotland Programme produchon
Ginger Television Producticns Limited England Programme production
Virgin Radio Limited England Radio broadcasting
Fearl & Dean Cnemas Limitad England Cinema advertising

Nene of the above investments are held directly by SMG pic The investments are stated in the balance sheet
at cost less amounts written off for imparrment in valug Al shares are ordinary shares

Debtors
2007 2006
£m £m
Amounts owed by group undertakings 1141 080
Prepayments and accrued income %0 169
1301 124 9

Amounts owed by group undertakings are unsecured, nterest free and have no fixed date of repayment
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Craditors amounts faling due within one year

2007 2006
£m £m
Trade creditors and accruals - 32
Amounts due to subsidiary undenakings 182 140
182 172
Craditers amounts faling due after more than one year
2007 2006
£m £m
Unsecured lpan notes - 03
Deferred consideration 03 02
Amounts due to subsidiary undertakings 2009 2157
2012 216 2
The unsecured loan notes were paid dunng the year
Convertible unsecured loan stock
The CULS were repaid on 28 September 2007
Reserves and movements in shareholders’ funds
Profit
Share Share and loss Other
Captal Premium reserves reserve Total
£m £m £m £m jai]
At 1 January 2007 79 802 567 32 1280
Shares 1zsued 01 09 10
Rights 1ssue 158 752 - 910
Movement in own share reserve - 20) (20)
Retained loss for the year = 612) (612)
At 31 December 2007 238 136 3 {4 5) 12 156 8

The retained loss for the year of £681 2m includes an imparment wntedown of £49 8m (refer note 2)

Transactions with related parties

There were no transactions with any related parties duning the year other than those exermnpted from disclosure

under FRS 8
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Five year Summary of Financial Statements

for the five years ended 31 December 2007

UK GAAP IFRS
2003 2004 2005 2006 2007
£m £m £m £m £m
Revenue
Continuing operations 188 2 2012 1370 1256 1190
Discontinued operations 210 - 730 656 650
Total revenue 2092 2012 2100 191 2 184 0
Net operating expenses* {178 4) {173 2) {178 8) {172 B) (163 9)
Operating profit*
Continleng operations 285 280 241 158 111
Discontinued aperations 23 -~ 71 286 90
Group operating profit* 308 280 312 184 201
Share of asscciates 95 24 - —
Profit on ordinary activities before financing charges* 404 304 312 184 201
Net financing charges (e3 4 (15 4 112 B84 (12 0}
Profit on grdinary achvities before taxation® 170 150 200 00 81
Tax on ordinary actvities (17) 03 (4 8) (0 6) {09)
Profit on ordinary activities after taxation* 153 147 152 94 72
Dwvidends (79) {31) 85) 53) (38)
Transferred 10 reserves* 74 118 67 41 34
Earnings per ordinary share {pence)’— basic 49 47 48 30 21
- dilutad 49 47 48 30 21
Dmdends per ordinary share (pence} 25 25 29 12 -

" These figures are stated before, exceptional tems and FRS 10

*  The 2005 resulls have been restated to spit out the discontinued activities of the disposal groups consisting

of Qutdoor and Cinema dvisions
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Investor Information

Registrars

Capita Registrars, Northern House, Woodsome Park
Fenay Bridge, Huddarsfield, West Yorkshira HD8 OLA
T| 0871 664 0454 T| (overseas) +44 20 8639 3388
Fl 020 8639 2342 E| ssd@caprtaregistrars com
www capitaregistrars com

Independent Auditors
PricewaterhouseCoopers LLP, Glasgow

Sohcitors
Herbert Smith, Burness LLP

Principal Bankers
Bank of Scotland plc

Stockbrokers
Hoare Govett Corporate Finance Limted

Investment Bankers
Jeffenes International Limited, Hawkpoint Partners Limited

Secretary and Registered Office

Jane E A Tames

SMG plc, Pacific Quay Glasgow G51 1PQ

T} 0141 300 3074 E| jane tames@smg plc uk

Company Registration Number SC203873

Annuai Report on Internet

The 2007 Annual Report of SMG ple including
the financial statements 1s avalable at

www smg plc uk

Armalgamation of Accounts

Shareholders who recewve duphcate sets of
Company mailings because they have muttiple
accounts should write to the Registrars to have
the accounts amalgamated

Investor Relations

For nvestor enguines please cantact

Debbie Johnston Head of Communications

3SMG ple, Pacric Quay, Glasgow G51 1PQ

T| 0141 300 3168  E| debbie johnston@smg plc uk

Share Price Information

The share price of SMG plc 1s published In most
newspapers and also in the United Kingdom on Ceefax
and Teletext The current price of the Company’s shares
{delayed by up to 15 minutes) can be abtained from the
Company s website www smg plc uk

Cazlls cost 10p per minute plus network exiras

Indradual Savings Accounts {ISAs)

The Company has Maxi and Mini ISAs which offer United
Kingdom resident shareholders a simple, low cost and
tax efficient way to invest in the Company’s shares

Full details and an apphcation form are avadable from
Stockirade, a dwision of Brewin Dolphin Secunties
Limited, on 0131 240 0441

Dwvidend Reinvestment Plan

SMG ple operates a Dividend Reinvestment Plan

to provide United Kingdom sharehalders with a
facility to mvest cash dividends by purchasing further
SMG plc shares Further detads are avallable from
the Registrar on 0871 664 0454~

Your Shareholding
You can check your shareholding at any time by visiting
the Regstrar's website at www capitaregistrars com

Capita Shars Dealing Services

Caprta offer a quick and easy share dealing service to buy
or sell SMG plc shares An online telephone dealing facility
1s avaitable provichng SMG plc shareholders with an easy
to access and simple to use service Thera is no need to
pre-register and there are no complicated forms to fillin
The online and telephone dealing services allow you to
trade “real time” at a known pnce which will be given to
you at the tane you give your instruction For further
informahon on this service, or 10 buy and sell shares,
please contact www capitadeal com (online dealing,,
0871 664 0454* (telephone dealing)
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Appendix

Principal changes introduced in the
proposed new Articles of Association

The principal changes tncluded m the proposed New Ariicles are as follows

Provisions on corvening and the length of notice of general meetings are amended to conform to the Companies
Act 2008 In particular, a general meseting {other than an Annual General Meeting) 1o consider a Special Resolution
can now be convened on 14 days’ notice {previously 21 days' notice} In addition, the now defunct distinction
betwesn ordinary and speciat business has been removed

Provisions have been inserted specifically dealing with the appointment of proxies by shareholders who hold
therr shares in the uncertificated farm

It 18 proposed to remove references to the 70-year age #mit on directors, in accordance with the Companies Act 2006

The New Articles clanfy that the Company may indemnify a director of any of ts subsidianies or any director of a
company that i3 a trustee of an occupational pension scheme from any kability Incurred 1n the proper performance
of his duties The current articles allow the Company to provide such an indemnity to ds directors only

Further revisions to the New Articles are proposed to take account of the Companies Act 2006 changes to
directors’ conflicts of interegt which are expéectad to come info force on 1 Qctober 2008 The Companies Act 2008
sets out directors’ general duties The prowisions largety codify the existing law, but with some changes Under the
Companies Act 2006, a director must avaid a stuation where he has, or can have, a direct or Indrect nterest that
conflcis, or possibly may confict, with the Company’s interests The requirement 1s broad and could apply, for example,
if a director 15 or becomes a director of another company or a trustee of another orgamisation The Comparues Act
2006 aflows drectors of public companias 1o authonse confiicts and polantal conflicts where approprate and
where the Artcles of Assoclation contain a provision to this effect The New Articles will with effect on and from

1 October 2608 (or such hime as the refevant provisions of the Companies Act 2006 come nto force), give the
directors authority to approve such conflicts of nterests

Directors in considenng any conflict or potential conflict situation must act in a way they consider, in good faith,
will be most tikely to promote the Company's success Direciors wilt also be able to impose limits or conditions
when giving any authonsation or subsequently, # they think this is approprate

Provisions are also proposed relating to confidential information, attendance at board meetings and avaitability
of board papers to protect a drector being n breach of duty if a conflict of Interest or potential conflict of nterest
anses Thase provisions witt only apply where the situation giving nse to the potential conflict has previously been
authonsed by the directors
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