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Muse Developments Limited

Directors’ Report
For the year ended 31 December 2010

The Directors present their annual report on the affairs of Muse Developments Limited (‘the
Company’) and its subsidiaries (the ‘Group’) and the audited financial statements for the year ended
31 December 2010

Principal activities

Muse Developments Limited and 1ts subsidtary and joint venture undertakings form a UK-wide urban
regeneration business specialising in the dehvery of complex mixed use development projects,
predominantly 1in town and city centre locations Muse Developments has a portfolio of around 30
projects, the majority of which are delivered in partnership with public and private sector landowners
The Company has established a track record of successful regeneration projects over the last 20 years

The subsidiary and associated undertakings principally affecting the results or net assets of the Group
in the year are listed 1n note 11 to the financial statements

Business review

2010 2009
Group turnover £46m £32m
Profit before positive goodwill amortisation and tax! ~ £2 5m’ £1 Im
Profit / (loss) before tax £0 6m {£1 5m)
Cash at bank and 1t hand £1 5m £51m
Share of future development pipeline £1 4bn £1 4bn

Modest improvement in the market drives leads to increased profit before goodwill amortisation
and tax

The Group saw a modest improvement in market conditions, which helped 1t to increase turnover to
£46m (2009 £32m) This growth was delivered through stronger sales of open market residential
units, an increase n development management fee income from regeneration projects, completion of a
number of forward-sold new developments and by land trading opportunities Also, as part of its
strategy to enhance 1ts portfolio, the Group was successful during the year 1n buying out its joint
venture partners on three schemes as explained in more detail mn note 11 The increase n activity led
to a recovery 1n profit before positive goodwill amortisation and tax to £2 5m (2009 £1 im)

Progress made on major regeneration schemes

The Group continued with its strategy of targeting and developing high quality regeneration
opportunities During the year construction commenced on two new major regeneration projects, at
Doncaster, a £300m town centre redevelopment where the first phase comprises a new 185,000 square
feet council office building, and at Canning Town where the first phase will deliver 271 residential
apartments 1n a 21-storey tower The latest phase of the development of the Eurocentral Business
Park in Lanarkshire was delivered with the construction of two new energy efficient distnibution umits
totalling 158,000 square feet These buildings have been forward-sold to an investment syndicate

1 Stated before deduction of positive goodwill amortisation of £1,895,000 (2009 £2,588,000) of which £303,000
(2009 £357,000) relates to joint ventures, but after negative goodwill amortisation credited to the profit and loss
account of £460,000 (2009 £nil) Profit before total goodwill amortisation and tax 1s £2 1m (2009 £1 1m)




Muse Developments Limited

Directors’ Report (continued)
For the year ended 31 December 2010

Business review (continued)

At Wakefield, following the completion of the first phase of apartments, offices and retail units, the
development of a new council office building commenced mid-year On the sales front, 2010 saw the
release and subsequent sale of the final 54 residential umits at Chatham Place, Reading

Outlook for 2011
With the significant financial resources of the Morgan Sindall group behind us, we enter 2011 well
poised to take advantage of further opportunities as and when they arise

Focus on development of existing portfolio

The Group’s share of its development pipeline, its best measure of forward activity, remains at
£1 4bn This 1s due to the Group concentrating 1ts resources on continuing to develop its existing
portfolio whilst there have been relatively few quality new development opportunities in the market
during 2010 This portfolio 1s now 1n an enhanced position and, through the restructuring of deals, the
Group 1s well-placed to act on opportunities as they present themselves 1n the medium-term

Financial position and liquidity
The financial position of the Group 1s presented n the consolidated balance sheet The total
shareholders® funds of the Group at 31 December 2010 were £49 Om (2009 £48 5m)

The Group has net current assets of £10 5m (2009 £2 ém), and had £1 5m of cash at 31 December
2010 (2009 £5 Im) In addition, the Company 1s a subsidiary of Morgan Sindall Group ple ("Morgan
Sindall’) and as such 1s a member of Morgan Sindall’s banking arrangements under which 1t 15 a cross
guarantor In addition to the Morgan Sindall group cash balances, which stood at £149m at 31
December 2010 (2009 £118m), the Morgan Sindall group has £100m of loan facilities available until
June 2012

Key performance indicators

An analysis of the key performance indicators employed by Morgan Sindall, which includes those
used by the Company, 15 discussed in the Busimess Review in Morgan Sindall Group plc’s Annual
Report, which does not form part of this report

Principal risks and uncertainties

The management of the business and the execution of the Group’s strategy are subject to a number of
nsks The key business risks and uncertainties affecting the Group are considered to relate to the
market environment, the availability of new business opportunities, the ability to attract and retain
talented individuals and legal nsks Further discussion of these risks and uncertainties, in the context
of Morgan Sindall Group plc as a whole, is provided in the Business Review in Morgan Sindall Group
plc’s Annual Report, which does not form part of this report The Group does not own a large land
bank, instead the Group typically controls land through Development Agreements with public or
private sector landowners This has helped the Group to mitigate some of the land write-down 1ssues
that have affected a number of competitors recently The Group 1s not totally immune to market risk
and the Group reassesses, on a regular basis, the realisable value of its work 1n progress




Muse Developments Limited

Directors’ Report (continued)
For the year ended 31 December 2010

Financial risk management

The Group’s operations expose 1t to a variety of financial ri1sks that include credit risk and interest rate
nisk

With regard to credit risk the Group has implemented pelicies that require appropriate credit checks
on potential customers, investment partiners and key suppliers before legal agreements are signed

In respect of interest rate risk the Group has interest bearing assets These include cash balances
which have interest rates applied at floating tarket rates

Dividends
No interim dividend was paid during the year (2009 £nil) and the directors do not recommend the
payment of a final dividend (2009 £ml)

Directors
The directors who served during the year and since the year end are shown on page 1

Employment policies

The Group nsists that a policy of equal opportunity employment 1s demonstrably evident at all times
Selection criteria and procedures and training opportunities are designed to ensure that all individuals
are selected, treated and promoted on the basis of their merits, abilities and potential

Creditor payment policy

Muse Developments Limited values 1ts suppliers and acknowledges the importance of paying mnvoices
promptly The Group’s policy is to negotiate and clearly set down the terms of payment with suppliers
and subcontractors when agreeing the terms for each transaction and to make payments 1n accordance
with 1ts obligations, save in the case of genuine dispute

As at 31 December 2010 the Group and Company’s number of creditor days outstanding was
equivalent to 39 days’ purchases, based on the average daily amount invoiced by suppliers during the
year (2009 23 days™)

Post balance sheet events
Details of sigmficant events after the balance sheet date are contained in note 26 to the financial
statements

Auditor
In the case of each of the persons who are directors of the Company at the date when this report was
approved

e So far as each director 1s aware, there 15 no relevant audit information of which the
Company’s auditor 15 unaware, and

¢ Each director has taken all the steps that they ought to have taken as a director in order to
make themself aware of any relevant audit information and to establish that the Company’s
auditor 1s aware of that information




Muse Developments Limited

Directors’ Report (continued)
For the year ended 31 December 2010

Auditor (continued)

This confirmation 1s given and should be interpreted 1n accordance with the provisions of s418 of the
Companies Act 2006

Deloitte LLP have indicated their willingness to be reappointed for another term and appropriate
arrangements have been put in place for them to be deemed reappointed as auditor in the absence of

an Annual General Meeting

Approved by the Board and signed on 1ts behalf by

D
Director

28 Apnl 2011




Muse Developments Limited

Directors’ responsibilities statement

The directors are responsible for prepaning the Annual Report and the financial statements m
accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that
law the directors have elected to prepare the financial statements 1n accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and applicable
law} Under company law the directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs of the Company and of the profit or
loss of the Company for that period In preparing these financial statements, the directors are required
to

. select suitable accounting policies and then apply them consistently,

. make judgments and accounting estimates that are reasonable and prudent,

. state whether applicable UK Accounting Standards have been followed, subject to any
matenal depariures disclosed and explained 1n the financial statements, and

. prepare the financial statements on the going concern basis unless 1t 1s inappropnate to

presume that the company will continue 1n business

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Company’s transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Compantes Act 2006 They are also responsible for safeguarding the assets of the Company and hence
for taking reasonable steps for the prevention and detection of fraud and other irregularities




Muse Developments Limited

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MUSE DEVELOPMENTS
LIMITED

We have audited the financial statements of Muse Developments Limited for the year ended 31
December 2010 which compnse the Consolidated Profit and Loss Account, the Consolidated
Statement of Total Recognised Gains and Losses, the Consolidated Balance Sheet, the Company
Balance Sheet, the Statement of Principal Accounting Policies and the related notes 1 to 26 The
financial reporting framework that has been applied 1n their preparation 1s applicable law and United
Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

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

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsible for
the preparation of the financial statements and for being satisfied that they give a true and fair view
Our responsibility 1s to audit and express an opimon on the financial statements 1n accordance with
applicable law and International Standards on Auditing (UK and Ireland) Those standards require us
to comply with the Auditing Practices Board’s (APB’s) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtamning evidence about the amounts and disclosures n the financial statements
sufficient to give reasonable assurance that the financial statements are free from material
musstatement, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the group’s and the parent company’s circumstances and have
been consistently applied and adequately disclosed, the reasonableness of significant accounting
estimates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements

In our opinion the financial statements

. give a true and fair view of the state of the Group’s and the parent company’s affairs as at 31
December 2010 and of the Group’s profit for the year then ended,

. have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice, and

] have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the mformation given in the Directors’ Report for the financial year for which the
financial statements are prepared 1s consistent with the financial statements




Muse Developments Limited

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF MUSE DEVELOPMENTS
LIMITED (continued)

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

. adequate accounting records have not been kept by the parent company, or returns adequate
for our audht have not been received from branches not visited by us; or

. the parent company financial statements are not in agreement with the accounting records and
returns, or

. certain disclosures of directors’ remuneration specified by law are not made, or

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

Alan Fendall (Senior Statutory Auditor)

for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
Manchester

United Kingdom

1 M ‘-49 LN




Muse Developments Limited

Consolidated profit and loss account
For the year ended 31 December 2010

Notes 2010 2009
£°000 £000
Turnover
Existing operations 21,206 31,859
Acquisitions 24,588 -
Group turnover 1 45,794 31,859
(in addition, share of joiat ventures tumnover was £16,164,000 (2009 £26,136,000))
Group cost of sales 2 (37,253) (25,374)
Gross profit 2 8,541 6,485
Admimistrative and other operating expenses 2 {7,723) (8,112)
Other operating income 23 460 -
Operating profit / (loss) 3
Existing operations (4,428) (1,627)
Acquisitions 5,706 -
Continuing operations 1,278 (1,627)
Share of operating profit of joint venture companies 103 1,199
Profit / (loss) on ordinary activities before finance
charges 1,381 (428)
Finance charges
Net interest recervable 6 172 324
Share of net interest payable of joint venture
companies (920) (1,381)
Profit / (loss) on ordinary activities before taxation 1 633 (1,48%)
Tax on profit / (loss) on ordinary activities 7 (143) 509
Profit / (Joss) on ordinary activities after taxation 18,19 490 (976)

The results for the year derive from continusng operations

The Group has no recognised gains and losses other than those included 1n the results above and
therefore no separate consolidated statement of total recognised gains and losses has been presented

Operating profit from acquisitions of £5,706,000 (2009 £nil) relates to wholly owned entities that
were previously 50% owned joint ventures and includes 100% of the operating profit of these entities

from the date at which they became 100% owned by the Group




Muse Developments Limited

Consolidated balance sheet
31 December 2010

Fixed assets
Goodwll
Negative goodwill
Intangible assets

Tangible assets
Investments
Joint ventures
Share of gross assets
Share of gross Liabilities
Goodwill arising on acquisition
Loans from Group

Current assets

Stocks

Debtors

- due within 1 year

- due after more than 1 year
Cash at bank and 1n hand

Creditors
Amounts falling due within one year

Net current assets

Total assets less current liabilities
Provisions for liabilities

Net assets

Capital and reserves

Called up share capital

Profit and loss account

Shareholders’ funds

Approved by the Board on 28 Apni 2011

Director

10

Notes

o

10

11

12

13
13

14

15

17
18

19

2010 2009
£2000 £000
10,721 11,043
(1,130) -
9,591 11,043

333 551
42,653 52,918

(33,065) (39,616)
4,784 6,357
18,527 20,636
32,899 40,295
42,823 51,889

30,571 25,011
10,252 7,679

664 -
1,520 5,089
43,007 37,779

(32,544) (35,133)
10,463 2,646
53,286 54,535
(4,311) (6,050)
48,975 48,485
40,000 40,000

8.975 8,485
43,975 48,485




Muse Developments Limited

Company balance sheet
31 December 2010

Notes 2010 2009
£°000 £°000
Fixed assets
Intangible assets 9 8,296 9,760
Tangible assets 10 333 551
Investments 11 30,430 33,362
39,059 43,673
Current assets
Stocks 12 26,277 24,973
Debtors 13 21,449 18,923
Cash at bank and 1n hand 1,360 5,089
49,086 48,985
Creditors
Amounts falling due within one year 14 (41,024) (41,522)
Net current assets 8,062 7,463
Total assets less current liabilities 47,121 51,136
Provisions for liabilities 15 (3,277) (5,127)
Net assets 43,844 46,009
Capital and reserves
Called up share capital 17 40,000 40,000
Profit and loss account 18 3,844 6,009
Shareholders’ funds 43 844 46,009

The financial statements of Muse Developments Limited, registered number 02717800, were
approved by the Board on 28 April 2011

11




Muse Developments Limited

Principal Accounting Policies
For the year ended 31 December 2010

The principal accounting policies are summarised below They have all been applied consistently
throughout the year and the preceding year

Basis of accounting
The financial statements have been prepared under the historical cost convention and 1n accordance
with applicable law and United Kingdom accounting standards

The Company’s and Group’s business activities, together with the factors likely to affect therr future
development and position, are set out in the Directors® Report on pages 2 to 5

The Group 1s expected to trade profitably for the foreseeable future, taking account of uncertainties in
the economic chimate The Group participates in the Morgan Sindall group’s centralised treasury
arrangements and participates in banking arrangements, including the provision of cross guarantees,
with 1ts ultimate parent Morgan Sindall Group plc and fellow subsidiaries

The directors, having assessed the responses of the directors of Morgan Sindall Group ple to their
enquirtes, and having received confirmation regarding 1ts continued support, have no reason to believe
that a material uncertainty exists that may cast significant doubt about the ability of the Morgan
Sindall group to continue as a going concern or 1ts ability to continue to trade with the current banking
arrangements

On the basis of thewr assessment of the Company and the Group’s financial position and of the
enquiries made of the directors of Morgan Sindall Group ple, the Company’s directors have a
reasonable expectation that the Company and Group will be able to continue 1n operational existence
for the foreseeable future Thus they continue to adopt the going concern basts of accounting in
preparing the annual financial statements

Basis of consolidation

The Group financial statements consolidate the financial statements of the Company and 1its
subsidiary undertakings drawn up to 31 December each year The results of the subsidiaries acquired
or sold are consohdated for the periods from or to the date on which control passed Acquisitions are
accounted for under the acquisition method

Cash flow statement

The Company has taken advantage of the exemption given under FRS 1 (revised) not to produce a
cash flow statement as the Company’s ultimate parent undertaking, Morgan Sindall Group ple,
publishes a consohdated cash flow statement

Revenue recognition

Revenue from the sale of development properties and other goods 1s measured at the fair value of the
consideration received or receivable net of VAT Revenue is recogmised when all the sigmificant risks
and rewards of ownership have been transferred to the buyer, there 1s no continuing management
involvement with the development and the amount of revenue can be estimated reliably

The timing of the transfer of nisks and rewards vanies depending on the individual terms of the
contract of sale. In accordance with FRS 5 Application Note G (*“Revenue Recognition™), where the
terms of the contract of sale are such that it 1s classified as an agreement for the rendering of services,
revenue 1s recognised by reference to the stage of completion of the development

12




Muse Developments Limited

Principal Accounting Policies (continued)
For the year ended 31 December 2010

Revenue recognition (continued)

Where the terms of the contract of sale are such that it 1s classified as an agreement for the sale of
goods, revenue 1s recognised at the point where the transfer of control and the significant risks and
rewards of ownership occurs This can occur at a single pomnt in time or continuously through the
course of the development and 1s dependent on the specific characteristics of each development

Acquisitions

On the acquisition of a business, fair values are attributed to the net separable assets and where the
cost of acquisition exceeds the fair values attributable to such net assets, the difference 1s treated as
purchased goodwill and capitalised in the balance sheet in the year of acquisition

Intangible fixed assets - goodwill

Goodwill anising on the acquisition of subsidiary undertakings and businesses, representing any
excess of fair value of the consideration given over the fair value of the identifiable assets and
habilities acquired, 1s capitalised and written off on a straight kine basis over its useful economic life
which is 20 years Provision 1s made for any impairment

Negative goodwill 1s similarly included n the balance sheet and 1s credited to the profit and loss
account 1n the periods in which the acquired non-monetary assets are recovered through depreciation
or sale. Negative goodwill 1n excess of the fair values of the non-monetary assets acquired 1s credited
to the profit and loss account 1n the peniods expected to benefit

Goodwill ansing on piecemeal acquisitions of subsidiaries during the year has been accounted for in
accordance with FRS 2 ‘Accounting for subsidiary undertakings’ which requires a departure from the
Accounting Regulations 2008

Tangible fixed assets
Tangible fixed assets are stated at cost or valuation, net of depreciation and any provision for
umpairment Depreciation 1s provided on all tangible fixed assets at rates calculated to write off the
cost or valuation, less estimated residual value, of each asset on a straight line basis over its expected
useful life, as follows

Fixtures, Fittings and Equipment — between three and five years
Residual value 1s calculated on prices prevailing at the date of acquisition or revaluation

Joint ventures

In the Group financial statements investments n joint ventures are accounted for using the gross
equity method The consolidated profit and loss account includes the group’s share of joint venture
profits less losses while the group’s share of net assets of the joint ventures 1s shown in the
consolidated balance sheet Goodwill arising on the acquisition of joint ventures 1s accounted for in
accordance with the policy set out above

Investments

In the Company balance sheet, fixed asset investments 1n subsidiaries and joint ventures are shown at
cost less provision for impairment

13




Muse Developments Limited

Principal Accounting Policies (continued)
For the year ended 31 December 2010

Stocks and work in progress
Stocks and work in progress are stated at the lower of cost and net realisable value

Operating leases
Rental costs under operating leases are charged to the profit and loss account in equal amounts over
the period of the leases

Pensions
The Company contributes to The Morgan Sindall Retirement Benefits Plan, which 1s of a defined
contribution type The annual costs are charged to the profit and loss account as incurred

Taxation

Current tax, including United Kingdom Corporation Tax, 1s provided out of amounts expected to be
paid (or recovered) using the tax rates and laws that have been enacted, or substantively enacted, by
the Balance Sheet date

Deferred tax 1s recognised in respect of all timing differences that have originated but not reversed at
the balance sheet date where transactions or events that result 1n an obligation to pay more tax in the
future or a night to pay less tax in the future have occurred at the balance sheet date Timing
differences are differences between the Group's taxable profits and its results as stated in the financial
statements that arise from the inclusion of gains and losses in tax assessments in periods different
from those 1n which they are recognised n the financial statements

A net deferred tax asset is regarded as recoverable and therefore recognised only to the extent that, on
the basis of all available evidence, 1t can be regarded as more likely than not that there will be suitable
taxable profits from which the future reversal of the underlying timing differences can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply in the periods in which the

timing differences are expected to reverse, based on tax rates and laws that have been enacted or
substantively enacted by the balance sheet date Deferred tax 1s measured on a non-discounted basis

14




Muse Developments Limited

Notes to the financial statements
For the year ended 31 December 2010

Operating profit / (loss) is stated after charging / (crediting)

Depreciation of owned tangible fixed assets
Amortisation of positive goodwill (excluding joint
ven{ures)
Amortisation of negative goodwil! (classified as other
operating income)
Operating lease rentals

- Plant and machinery

- Other

15

2010
£000

221
1,592

(460)

1.  Analysis of turnover and profit / (loss) on ordinary activities before taxation
All turnover and profit / (loss) on ordinary activities before taxation relates to the group’s
principal activities carried out in the UK The group’s share of joint venture tummover also
relates to the group’s principal activities carried out in the UK.
2. Cost of sales, gross profit and other operating expenses (net)
2010
Existing Acquisitions Total
Operations Continuing
Operations
£°000 £°000 £000
Cost of sales 17,942 19,311 37,253
Gross profit 3,264 5277 8,541
Admumstrative and other operating
expenses 7,692 31 7,723
Other operating income - (460) (460)
Other operating expenses (net) 7,692 (429) 7,263
Cost of sales, gross profit and other operating income / expenses from acquisitions relates to
wholly owned entities that were previously 50% owned joint ventures and includes 100% of the
results of these entities from the date at which they became 100% owned by the Group
All turnover, cost of sales, gross profit, admimstrative & other operating expenses and other
operating mcome 1n 2009 was derived from existing operations There were no acquisitions In
2009
3.  Operating profit / (loss)

2009
£000

272

2,231

22
25




Muse Developments Limited

Notes to the financial statements (continued)
For the year ended 31 December 2010

3.  Operating profit / (loss) (continued)
Amortisation of goodwill relating to joint venture companies (note 11(a)) 1s included n the
Group share of operating profit of joint venture companies in the consolidated profit and loss

account

Analysis of auditor’s remuneration 1s as follows

2010 2009
£°000 £000
Fees payable to the Company’s auditor for the audit of
the Company’s annual accounts 37 35
Fees payable to the Company’s auditor for the audit of
annual accounts of subsichary companies 48 27
85 62
Group share of fees payable to the Company’s auditor
for the audit of annual accounts of yoint venture
companies 10 36
Total audn fees 95 98

There were no non-audit fees payable to the Company’s auditor in the year (2009 nil)

4, Staff costs

2010 2009
Group and Company £000 £000
Wages and salaries 4,293 3,998
Social security costs 538 533
Pension costs 423 229
5,254 4,760
No. No

The average number of employees during the year was
Directors 4 4
Other 46 45
50 49

Staff costs and employee numbers exclude the impact of directors JC Morgan and DK Mulhgan
who are members of the Morgan Sindall Group plc board of directors and are remunerated by
Morgan Sindall Group plc

16




Muse Developments Limited

Notes to the financial statements (continued)
For the year ended 31 December 2010

5. Directors’ remuneration

2010 2009

£000 £000

Total emoluments paid to directors in the year 1,460 1,204

Contributions paid to money purchase pension scheme 95 77
Number of directors who are members of money
purchase pension schemes at year end (including

highest paid director) 4 5

Highest paid director’s emoluments 501 382

Penston contributtons of highest pad director 43 31

Directors’ remuneration excludes the impact of directors JC Morgan and DK Mullhigan who are
members of the Morgan Sindall Group plc board of directors and are remunerated by Morgan
Sindall Group ple

6. Net interest receivable

2010 2009
£7000 £7000
Bank interest payable 8 -
Interest payable to parent company 8 13
Interest payable to joint ventures - 27
Total interest payable 16 40
Bank interest receivable (39 (25)
Interest receivable from parent company (15) -
Interest receivable from joint ventures (134) (339)
Total interest receivable (188) (364)
Net interest receivable {172) ~ {324)

17




Muse Developments Limited

Notes to the financial statements (continued)
For the year ended 31 December 2010

7.  a) Tax on profit / (loss) on ordinary activities

Current tax

UK corporation tax payable / (receivable) at 28%
(2009 28%)

Adjustment in respect of prior years

Total current tax charge / (credit) (note 7b)

Deferred tax

Onigination and reversal of timing differences
- current year

Adjustment 1n respect of prior years

Total deferred tax charge (note 16)

Share of joint venture current tax (credit) / charge for
the year

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

18

2010 2009
£7000 £7000
169 (712)
(108) (1,233)
61 (1,945)
(30) (29)
141 960
11 931
(29) 505
143 (509)




Muse Developments Limuted

Notes to the financial statements (continued)
For the year ended 31 December 2010

7.  b) Factors affecting the current tax charge / (credit) for the year

The standard rate of corporation tax for the year 1s based on the UK standard rate of
corporation tax which averages 28% for 2010 (2009 28%) The actual tax charge / (credit) for
the current and previous year differs from the standard rate for the reasons set out n the

following reconciliation

2010 2009
£000 £°000
Profit / (loss) on ordinary activities before tax
- Company and subsidianes 1,450 (1,303)
- Share of joint ventures (817) (182)
633 (1,485)
Profit / (loss} on ordinary activities multiplied by the
standard rate of corporation tax in the UK of 28%
(2009 28%) 177 {416)
Effects of
Depreciation for the year in excess of capital
allowances 54 52
{Income not chargeable) / expenses not deductible for
tax purposes 9on 157
Adjustments to tax charge in respect of previous periods (108) (1,233)
Loss / (profit) of joint venture undertakings 29 (505)
Current tax charge / (credit) for the year (note 7a) 61 (1,945)

8. Loss/ profit attributable to the Company

The loss for the financial year dealt with in the financial statements of the parent company was
£2.165,000 (2009 profit of £1,944,000) As permitted by section 408 of the Companies Act
2006 a profit and loss account of the parent company 1s not presented as part of these accounts
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Muse Developments Limited

Notes to the financial statements (continued)
For the year ended 31 December 2010

9. Intangible fixed assets — goodwill

Group Positive Negative Group
Goodwill Goodwill Goodwill
£2000 £000 £000
Cost
As at 1 January 2010 16,294 - 16,294
Transfer from investments n joint ventures 1,445 - 1,445
Arnising on purchase of subsidiaries - (1,590) (1,590)
As at 31 December 2010 17,739 (1,590) 16,149
Amortisation
As at 1 January 2010 (5,251) - (5,251)
(Charge) / credit for year (1,592) 460 (1,132)
Transfer from investments 1n joint ventures (175) - (175)
As at 31 December 2010 (7,018) 460 (6,558)
Net book value
As at 31 December 2010 10,721 (1,130) 9,591
As at 31 December 2009 11,043 - 11,043
Company Positive
Goodwill
£000
Cost
As at | January 2010 and 31 December 2010 14,835
Amortisation
As at 1 January 2010 (5,075)
Charge for year (1,464)
As at 31 December 2010 (6,539)
Net book value
As at 31 December 2010 8,296
As at 31 December 2009 9,760

The total company goodwill net book value as at 31 December 2010 relates to the acquisition in

2007 of certain net assets and the development business

The total positive group goodwill at cost relates to the acquisition in 2007 of certain net assets
and the development business as detailed above, and also to the acquisition of certain holdings
m subsidiarnies The goodwill relating to the acquisition of holdings in certamm investments in
Joint ventures 15 mcluded within the carrying value of joint venture investments and 1s disclosed
n note 11(a) The negative group goodwill at cost relates to the piecemeal acquisition of

subsidianies during the year as detailed in note 11(b)
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For the year ended 31 December 2010

9.

10.

Intangible fixed assets — goodwill (continued)

Amortisation charges n respect of intangtble assets with a finite life are recorded within
administrative expenses (for positive goodwill amortisation) or other operating income (for
negative goodwill amortisation) in the profit and loss account Positive goodwill relating to net
assets and business acquired 15 amortised over 20 years on a straight line basis Negative
goodwill relating to the piecemeal acquisition of subsidiaries (see note 11b) 1s credited to the
profit and loss account over the period in which the acquired non-monetary assets are expected

to be sold

Tangible fixed assets

Group and Company

Cost

As at 1 January 2010
Additions

As at 31 December 2010

Accumulated depreciation
As at 1 January 2010
Charge for the year

As at 31 December 2010

Net book value
As at 31 December 2010

As at 31 December 2009
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Fixtures,
Fittings &
Equipment
£°000

1,052

3
1,055

(501)

(221)
722

333
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Muse Developments Limited

Notes to the financial statements (continued)
For the year ended 31 December 2010

11.

Fixed asset investments

Fixed asset investments comprise

2010 2009
Group Company Group Company
£°000 £°000 £°000 £000
Investments in joint ventures (note 11(a)) 32,899 6,225 40,295 10,687
Investments in subsidiaries {note 11({b)) - 24,205 - 22,675
32,899 30,430 40,295 33,362

(a) Investments in joint ventures

The parent company and the Group have investments n the following joint ventures which
principally affected the results or net assets of the Group To avoid a statement of excessive
length, details of investments which are not significant are not included All of the fixed asset
mvestments held by the Group and parent company have property development as their
principal activity

Name of company Country of Proportion of
incorporation ordinary
shares held

Lewisham Gateway Developments Limited England 50%
North Shore Development Partnership Limited England 50%
Bromley Park Limited England 50%
ISIS Waterside Regeneration Limited Partnership!'! England 25% equuty
participation
Enghish Cities Fund Limuted Partnership'") England 12 5% equity
participation
Ashton Leisure Park Limited England 50%
Durham Heart of the City Limited England 50%
Lingley Mere Business Park Development
Company Limited?! England 50%
Hulme High Street Limited!! England 80 1%
St Andrews Brae Developments Limited England 50%
Intercity Developments Limited England 50%

U1 The mvestments in these Jomt ventures are held by subsidiary undertakings

2! The financial statements of Lingley Mere Business Park Development Company Limited are not
coterminus with those of the group as the company has a financial year-end of 31 March

B Whilst the Group holds 80 1% of the ordinary shares, Hulme High Street Limited 1s jointly controlled
50 1s treated as a joint venture
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11.

Fixed asset investments (continued)

(a) Investments in joint ventures {continued)

The above investments comprise

2010 2009

Group  Company Group Company

£000 £000 £°000 £°000

Cost of shares 17,511 2,939 17,609 7,059
Goodwill 4,784 - 6,357 -
Loans 18,527 3,286 20,636 3,628
Share of accumulated losses (7.923) - (4,307) -
At 31 December 32,899 6,225 40,295 10,687

The following information 1s given in respect of the Group’s share of all joint ventures

Fixed assets
Current assets

Liabilities due within one year
Liabilities due after one year

Share of net assets

2010 2009
£000 £000
1,989 892
40,664 52,026
42,653 52,918

(16,602)  (19,816)
(16,463)  (19,800)

(33,065) _ (39,616)

9,588 13,302

Detailed below 1s the Group’s share of the following joint ventures for which the Group share
of the individual joint venture gross assets at 31 December 2010 exceeds 25% of the total

Group gross assets at the same date

Group share of:

Turnover

Loss before tax

Taxation

Loss after tax

Fixed assets

Current assets

Liabihities due within one year
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ISIS Waterside
Regeneration Limited

Partnership
£°600

5,792
(378)
106
(272)
5
22,550
(5,810)




Muse Developments Limited

Notes to the financial statements (continued)
For the year ended 31 December 2010

11.

Fixed asset investments (continued)

(a) Tovestments in joint ventures (¢continued)

The movement in investments 1n joint ventures durimg the year was as follows

Cost

At 1 January 2010
Share of net assets and loans
Goodwill

Movement during the year

Share of net loss for the year

Additional loan advances

Loan repayments received

Dividend received

Net investment transferred on acquisition as subsidiariest”
Loans transferred on acquisition as subsidiaries

At 31 December 2010

At 31 December 2010
Share of net assets and loans
Goodwill

Accumulated amortisation of goodwill

At 1 January 2010

Charge for the year

Net investment transferred on acquisition as subsidiaries
At 31 December 2010

Net book amount at 31 December 2010
Share of net assets and loans
Goodwill

Total investments in joint ventures

2010
Group  Company
£°000 £°000
33,938 10,687
7,133 -
41,071 10,687
(485) -
2,795 1,297
(841) (152)
(1,451 -
(3,223) (4,120)
{4,063) (1,487
33,803 6,225
28,115 6,225
5,688 -
33,803 6,225
(776) -
(303) -
175 -
(904) -
28,115 6,225
4,784 -
32,899 6,225

(1 The net investment transferred on acquisition as subsidiartes of £3,223,000 includes £1,445,000

relating to the transfer of goodwill
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11.

Fixed asset investments (continued)
{b) Investments in subsidiary undertakings

The parent company has investments 1n the following subsidiaries which principally affect the
profits or net assets of the Group To avoid a statement of excessive length, details of
investments which are not significant are not included

Name of compan Country of Proportion of
pany ry p

incorporation ordinary

shares held

NQD ple England 100%
Mutanderis (94) Limited England 100%
Muse (ECF) Partner Lirmted England 100%
Muse (Warp 4) Partner Limited England 100%
Muse Developments (Durham) Limited England 100%
Rail Link Europe Limited England 80 1%
Mossend Developments Limited England 75%
Eurocentral Partnership Limited England 100%
Chatham Place (Bwilding 1) Limited England 100%
Ician Developments Limited England 100%

The ordinary shares held by Muse Developments Limited in Rail Link Europe Limited and
Mossend Developments Limited confer the right to 100% of the subsidiary’s results and net
assets The shareholdings held by or on behalf of persons other than Muse Developments
Limited do not confer rights to a share of the results or net assets of the relevant subsidiary No
minority interests are thus included within the financial statements of Muse Developments
Limited

The imvestment 1n Eurocentral Partnership Limited 1s held indirectly by Muse Developments
Limited through 1ts ownership of the entire share capital of Eurocentral Holdings Limited
Eurocentral Holdings 1s the immediate parent company of Eurocentral Partnership Limited

Piecemeal acquisition of subsidiary undertakings

The group acquired the remamning 50% shareholding of three joimnt ventures during the year
Each became 100% owned by the group The acquisitions are accounted for under the
acquisition method Results of the acquired joint ventures have been accounted for using the
gross equity method up to the various dates of acquisition during the year and fully
consolidated since acquisition
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11.

Fixed asset investments (continued)
{b) Investments 1n subsidiary undertakings {continued)

The following table sets out the 50% share amounts of the identifiable assets and Labilities
acquired and their fair value to the group There were no fair value adjustments required

Eurocentral Chatham Place Ician
Partnership (Building 1) Developments
Limited Limited Limited
£'000 £000 £°000
Fixed assets
Tangible fixed assets - - -
Current assets
Work 1n progress 2,605 3,615 135
Debtors 692 335 28
Cash 601 337 128
3,898 4,287 291
Creditors - (933) (63)
Contract accruals (504) - -
Shareholder loans (1,803) (2,602) (160)
Dividend payable - (7s51) -
(2,307) (4,286) (223)
Net current assets 1,591 1 68
Total assets less current
liabilities 1,591 1 68
Creditors amounts falling due
after more than one year - - -
Net assets 1,591 1 68
Negative goodwill (1,590) - -
Satisfied by:
Cash paid 1 i 68
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11.

Fixed asset investments (continued)
(b) Investments in subsidiary undertakings (continued)

In addition to the cash consideration paid to acquire the remaining 50% shareholdings (£70,000
detailed above), each acqusition included an element of consideration to acquire the
shareholder loans due to the former joint venture partner Cash consideration relating to the
acquisition of shareholder loan balances was as follows

Eurocentral Partnership Limited £1,724,000
Chatham Place (Building 1) Limiuted £2,602,000
Ician Developments Limited £160,000

The total cash consideration paid for shareholdings and loan balances was £4,556,000

The remaining 50% shareholding in Eurocentral Partnership Limited was acquired on 24 March
2010 Eurocentral Partnership Limited made a profit after taxation of £825,000 in the year
ended 31 December 2010 (2009 £102,000) of which a loss after tax of £8,000 arose in the
period 1 January 2010 to 24 March 2010

With effect from 1 January 2010, Muse Developments Limited acquired the remaining 50%
shareholding in Chatham Place (Building 1) Limited Chatham Place (Building 1) Limited
made a profit after taxation of £2,034,000 in the year ended 31 December 2010 (2009
£2,823,000) which all arose 1n the period after the effective date of acquisition In accordance
with the sale and purchase agreement, a dividend of £751,500 was paid to each shareholder on
1 June 2010 representing a distribution of retained profits as at 31 December 2009

The remaining 50% shareholding in Ician Developments Limited was acquired on 19 March
2010 Ician Developments Limited made a profit after taxation of £997,000 in the year ended
31 December 2010 (2009 £78,000) which all arose in the period after the effective date of
acquisition {19 March 2010)

The movement 1n mvestments 1n subsidiary undertakings during the year was as follows

Company
2010 2009
£°000 £2000
Cost and net book value
At 1 January 22,675 22,675
Addons 1,530 -
At 31 December 24,205 22,675
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12.

13.

Stocks and work in progress

Development land and work 1n
progress

Debtors

Due within 1 year

Trade debtors

Amounts owed by joint ventures
(note 25)

Amounts owed by subsidiaries
Other debtors

Prepayments and accrued income
Group relief recervable — owed by
parent company

Deferred tax asset (notes 15 & 16)

Due after more than 1 year
Other debtors

Other debtors due after more than one year are loans receivable which relate to residential
property legal completions where a Group company has retained an equity interest through
agreement to defer recovery of a percentage of the market value of the property These loans

2010 2009
Group  Company Group Company
£000 £000 £000 £000
30,571 26,277 25,011 24,973
30,571 26,277 25,011 24,973
2010 2009
Group Company Group  Company
£000 £000 £°000 £000
2,760 2,392 3,836 2,743
4,283 4,283 1,394 1,394
- 13,659 - 12,300
2,199 24 35 35
165 165 100 100
845 845 2,314 2,314
- 81 - 37
10,252 21,449 7,679 18,923
664 - - -
664 - - -

are secured by a legal charge over the property
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14.

18,

Creditors

Amounts falling due within one
year:

Contract accruals

Trade creditors

Amounts owed to group undertakings
Amounts owed to jont ventures
{note 23)

Amounts owed to subsidiaries

Other taxation and social secunty
Accruals and deferred income

Provisions for liabilities

Group

At 1 January 2010
Increase n provision
Utilisation of provision
Release of provision
At 31 December 2010

Company

At 1 January 2010
Increase 1 provision
Utilisation of provision
Release of provision
At 31 December 2010

2010 2009
Group  Company Group Company
£000 £000 £000 £°000
(5,073) (3,244) (8,848) (8,504)
(3,105) (2,128) (2,166) (2,166)
(22,584) (21,685) {22,708) (22,708)
(744) (744) (744) (744)
- (11,404) - (6,733)
(192) (973) (516) (516)
(846) (846) (15D (151)
(32,544) (41,024) (35,133) (41,522)
Deferred tax Other Total
£000 £000 £°000
(923) (5,127) {6,050)
(111 (1,506) (1,617)
- 2,645 2,645
- 711 711
(1,034) (3,277) (4,311)
- (5,127) (5,127)
- (1,506) (1,506)
- 2,645 2,645
- 711 711
- (3,277) 3,277)

“Other” provisions relate to the costs of remedial works, warranty costs, third party land
compensation claims and rent guarantees, where amounts are likely to be payable over a period

up to 2017

Further details relating to the deferred tax balances are disclosed within note 16
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16.

17.

Deferred tax

Deferred tax 1s provided as follows

2010 2009
Group Company Group Company
£°000 £'000 £000 £°000
Accelerated capital allowances 20 20 2 2
Deferred tax on gocdwll 61 61 35 35
Short term timing differences (1,115) - (960} -
Deferred tax (hability) / asset (1,034) 81 (923) 37
At 1 January 2010 (923) 37
Deferred tax (charge) / credit in
profit and loss account for the year:
Origination and reversal of timing
differences
- Current year 30 30
- Prior year (141) 14
At 31 December 2010 (notes 13 and 15) (1,034) 81
Called-up share capital
2010 2009
Group and Company £°000 £°000
Authorised
40,000,000 ordinary shares of £1 each (2009 40,000,000) 40,000 40,000
49,043,720 Irredeemable preference shares of £0 01 each 490 490
40,490 40,490
Allotted, called up and fully paid
40,000,000 ordinary shares of £1 each (2009 40,000,000) 40,000 40,000
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18.

19.

20.

21.

Reserves
2010

Group Company

£°000 £000
Profit and loss account
At 1 January 8,485 6,009
Retained profit / (loss) for the year 490 (2,165)
At 31 December 8,975 3,844
Reconciliation of movements in group shareholders’ funds
2010 2009
£000 £°000
Profit / (loss) on ordinary activities after taxation 490 (976)
Net addition to / (reduction in) shareholders’ funds 490 (976)
Opening shareholders’ funds 48,485 49,461
Closing shareholders’ funds 48,975 48,485

Pension costs

The Company contributes to employees’ pension arrangements The annual costs charged to the
profit and loss account for the year ended 31 December 2010 were £423,000 (2009 £229,000)
The pension creditor at 31 December 2010 was £ml (2009 £nil)

Contingent liabilities

Performance bonds have been entered into in the normal course of business Performance bond

facilities and the bank accounts of the group and associated undertakings are supported by cross
guarantees
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22,

23,

24.

25.

Financial commitments

The Group has a commitment to provide additional funding to ISIS Waterside Regeneration
Limited Partnership of up to £08m (2009 £18m) In addition, the Group has future
commitments to purchase land with a combined purchase price of £9 Im (2009 £16 6m) of
which contracts have been signed to sell land with a sales value of £2 5m (2009 £7 8m)

Operating leases

The future annual commitments under operating leases were as follows

Group and Company 2010 2009

Land & Other Land & Other
Buildings Buildings

£°000 £°000 £000 £°000
Expiring within 1 year - - - -
Expiring between 2 and 5 years - 16 - 16
Expiring after 5 years - - - -
Total - 16 - 16

Ultimate parent company

The company regarded by the directors as the ultunate parent company and controlling party 1s
Morgan Sindall Group plc which 1s incorporated in England Copies of this company’s
accounts can be obtained from Morgan Sindall Group ple, Kent House, 14 - 17 Market Place,
London, WIW 8AJ This 1s the largest group in which Muse Developments Limited is
conschidated

Related party transactions

In the ordinary course of business, the Company has traded with 1ts ultimate parent company
Morgan Sindall Group ple, a Company registered in England and Wales, together with its
subsidiaries  Advantage has been taken of the exemption permitted by Financial Reporting
Standard 8 not to disclose transactions with wholly owned entities that are part of the Morgan
Sindall Group plc group Balances with these entities are disclosed 1n notes 13 and 14 of these
financial statements

Muse Developments Limited 15 a wholly owned subsidiary of Morgan Sindall Group plc, who
report consolidated financial statements Transactions between the Company and its
subsicharies, which are related parties, have been eliminated on consohdation and are not
disclosed 1n this note Transactions between the Group and its jomt ventures are disclosed
below
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25.

Related party transactions (continued)

Trading transactions

During the year, Group companies entered into transactions with related parties which are not
members of the Group Amounts owed at the year end and transactions during the year are as

follows

Ashton Leisure Park Limited

Bromley Park Limited

Bromley Park Limited

Ician Developments Limited

Intercity Developments Limited
Lewisham Gateway Developments Limited
North Shore Development Partnership
Limited

Eurocentral Partnership Limited

ECF General Partner Limited

Chatham Place (Building 1) Limited

St Andrews Brae Developments Limited
Total

Included within Amounts owed by joint
ventures (note 13)

Included within Amounts owed to joint
ventures (note 14)

Total

2010

Amounts owed by
/ (to) related

2009
Amounts owed by
/ (10) related

parties parties

£°000 £°000

- 2
(591) (591)

8 14

- 355
(153) (153)

196 152

81 71

- 232

(2) 555

- 13

4,000 -

3,539 630

4,283 1,394
(744) (744)

3,539 650

During the year Muse Developments Limited recharged costs of £6,500 to Bromley Park

Limuted (2009 £12,000)

During the year Muse Developments Limited was charged interest of £n1l on a loan advanced
by Lingley Mere Business Park Development Company Limited (2009 £28,000) and made
repayments of £l against the loan (2009 £3,561,000) During the year Muse Developments

Limited received dividends of £mil (2009 £2,248,000)

During the year Muse Developments Limited earmed loan note interest of £41,000 on loans
made to Lewisham Gateway Developments Limited (2009 £41,000) and recharged costs of
£6,500 to Lewisham Gateway Developments Limated (2009 £4,000)
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25.

26.

Related party transactions (continued)

During the year North Shore Development Partnership Limited was recharged costs and fees of
£1,500 by Muse Developments Limited (2009 £3,000) and Muse Developments Limited
earned nterest of £15,000 on loans made to North Shore Development Partnership Limited
(2009 £16,000).

Durning the year ECF General Partner Limited was recharged £1,670,000 in respect of
development management fees by Muse Developments Limited (2009 £1,450,000)

During the year Muse Developments Limited received dividends of £700,000 from Ician
Developments Limited (2009 £mil) and £751,500 from Chatham Place (Building 1)} Limited
(2009 £nil).

Directors’ transactions

In the course of the year, Eurocentral Partnership Limited (a wholly owned subsidiary of the
Group) sold some land and buildings to a syndicate of investors on arm’s length terms The
Group mitially retained a small mmority investment 1n this syndicate Two directors of Muse
Developments Limited, John Morgan (£269,000) and Nigel Franklin (£85,000) and three senior
employees of the Group (£72,000) subsequently purchased part of the investment in the
syndicate from the Group 1n cash

In addition, Paul Smith, a director of Morgan Sindall Group plc (the ultimate controlling party)
purchased £163,000 of the investment from the Group in cash

All transactions were carmned out on an arm’s length basis and on the same commercial terms as

those offered to the other investors 1n the syndicate There are no amounts outstanding

Subsequent events

On 24 January 2011 the company acquired the 50% sharehelding in North Shore Development
Partnership Limited held by Urban Splash Yorkshire Limited and related shareholder loans for
consideration of £405,000 North Shore Development Partnership Limited became a wholly
owned subsidiary of Muse Developments Limited from that date
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