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this document.

A copy of this document, which comprises a prospectus drawn up in accordance with the Public Offers of Securities Regulations 1995 as
amended (the “POS Regulations”) and the AIM Rules, has been issued in connection with the application for admission to trading of the
Enlarged Issued Share Capital on AIM and has been delivered to the Registrar of Companies in England and Wales for registration in
accordance with Regulation 4(2) of the POS Regulations.
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The Directors and Proposed Directors, whose names appear on page 3 of this document, accept responsibility, both individually and
collectively, for the information contained in this document including responsibility for compliance with the AIM Rules. To the best of the
knowledge and belief of the Directors and the Proposed Directors (who have taken all reasonable care to ensure that such is the case) the
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Seymour Pierce Limited, which is regulated by the Financial Services Authority, is acting as Nominated Adviser and Broker exclusively for
the Company in connection with the arrangements described in this document and is not acting for any other person and will not be responsible
to any other person for providing the protections afforded to customers of Seymour Pierce Limited, or for advising any other person in
connection with the arrangements described in this document. The responsibilities of Seymour Pierce Limited, as Nominated Adviser, are
owed solely to the London Stock Exchange plc.

A notice convening an Annual General Meeting of the Company is set out at the end of this document. A Form of Proxy for use at the
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DEFINITIONS

The following definitions apply throughout this document, unless the context requires otherwise:

“Acquisition”

“Acquisition Agreement”

uACtn

“Admission”

“AIM”

“AIM Rules”

“AM&M”

“Annual General Meeting”
or “AGM”

“Board” or “Directors”

6‘C0de’9
“Company” or “Air Music”

“Completion”

“Concert Party”

“Consideration Shares”

“CREST”

“Deferred Consideration Shares”

“Enlarged Group”

“Enlarged Issued Share Capital”

the proposed acquisition of the entire issued share capital of
Redworth pursuant to the Acquisition Agreement

the conditional agreement dated 13 September 2004 between (1) the
Vendors and (2) the Company, further details of which are set out in
paragraph 12 of Part VII of this document

the Companies Act 1985 (as amended)

admission of the Enlarged Issued Share Capital to trading on AIM
and such admission becoming effective in accordance with Rule 6
of the AIM Rules

the market operated by the London Stock Exchange and known as
AIM

the rules for AIM published by the London Stock Exchange

Air Music & Media Limited, a wholly owned subsidiary of the
Company

the annual general meeting of the Company to be held at 10 a.m. on
6 October 2004 and any adjournment thereof, notice of which is set
out at the end of this document, and at which the Resolutions will
be proposed

the directors of the Company, whose names are set out on page 3 of
this document

The City Code on Takeovers and Mergers
Air Music & Media Group plc

completion of the Acquisition pursuant to the Acquisition
Agreement

the Vendors, all of whose details are set out in paragraph 9 of Part
VII of this document

100,000,000 Ordinary Shares to be issued to the Vendors pursuant
to the Acquisition Agreement (which exclude, for the avoidance of
doubt, the Deferred Consideration Shares)

the computerised settlement system to facilitate the transfer of title
of shares in uncertificated form, operated by CRESTCo Limited

up to £10,000,000 of new Ordinary Shares which may be issued to
the Vendors in addition to the Consideration Shares pursuant to the
Acquisition Agreement, subject to the Vendors not holding more
than 49.99 per cent. of the issued share capital of the Company and
the earn out provisions contained therein, further details of which
are set out in paragraph 12 of Part VII of this document

the Group as enlarged by the Acquisition

the Existing Ordinary Shares, the Placing Shares and the
Consideration Shares



“Entertainment Solutions Direct”

“Existing Articles”

“Existing Ordinary Shares”

“Form of Proxy”

“GFSL”

“Group”

“IFPI”

“Loan Facility”

“Loan Notes”

“London Stock Exchange”

“MBL”

“New Articles”

“New Ordinary Shares”
“Notice”

“Official List”
“Ordinary Shares”
“Panel”

“Placing”

“Placing Agreement”

“Placing Price”

“Placing Shares”

“POS Regulations”

Entertainment Solutions Direct Limited, a wholly owned subsidiary
of Redworth

the existing articles of association of the Company, as adopted by
ordinary resolution on 11 June 2002

the 205,830,747 Ordinary Shares in issue at the date hereof

the form of proxy enclosed with this document for use by
Shareholders in connection with the AGM

Going For A Song Limited, a wholly owned subsidiary of the
Company

the Company and its subsidiaries listed in paragraph 1 of Part VII of
this document

the International Federation of the Phonographic Industry

the £10,000,000 secured loan facility granted by Barclays Bank
PLC to the Company dated 13 September 2004 for the purposes of
funding part of the cash element of the consideration payable in
respect of the Acquisition, details of which are set out in paragraph
12 of Part VII of this document

the £1,615,297 guaranteed loan notes of the Company to be issued
by the Company pursuant to the Acquisition Agreement

London Stock Exchange plc

Music Box Leisure Limited, a wholly owned subsidiary of
Redworth

the articles of association of the Company proposed to be adopted
by the Company pursuant to Resolution 11, further details of which
are set out in paragraph 11 of Part VII of this document

the Consideration Shares and the Placing Shares

the notice of the AGM set out at the end of this document
the official list of the UKLA

ordinary shares of 2.5p each in the capital of Company
The Panel on Takeovers and Mergers

the conditional placing by Seymour Pierce of the Placing Shares at
the Placing Price pursuant to the Placing Agreement

the conditional agreement dated 13 September 2004 between (1) the
Company (2) the Directors (3) the Proposed Directors and (4)
Seymour Pierce relating to the Placing, details of which are set out
in paragraph 12 of Part VII of this document

8p per Placing Share

64,075,000 new Ordinary Shares to be issued in connection with the
Placing

the Public Offers of Securities Regulations 1995 (as amended)



“Potential Enlarged Issued Share
Capital”

“Proposals”

“Proposed Directors”
“Redworth”

“Redworth Group”

“Resolutions”

“Seymour Pierce”

“Shareholders”
“UK” or “United Kingdom”
6‘UKLA’?

“uncertificated” or
“in uncertificated form”

“Vendors”

“Waiver”

the Enlarged Issued Share Capital and the Deferred Consideration
Shares

together the Acquisition, the Placing, the Waiver and the adoption
of the New Articles

Trevor Allan, Janice Beer and Alexander Sorrell
Redworth Limited

Redworth and its subsidiaries listed in paragraph 1.12 of Part VII of
this document

the resolutions set out in the Notice

Seymour Pierce Limited, the Company’s Nominated Adviser and
Broker

holders of Existing Ordinary Shares
the United Kingdom of Great Britain and Northern Ireland

the United Kingdom Listing Authority, being the Financial Services
Authority acting in its capacity as the competent authority for the
purposes of the Financial Services and Markets Act 2000

recorded on the relevant register of the shares or securities of the
company concerned as being held in uncertificated form in CREST
and title to which by virtue of the CREST Regulations, may be
transferred by means of CREST

Trevor Allan, Tonya Allan, James Allan, Janice Beer, Alexander
Sorrell and Alexander Sorrell and Halliwell Landau Trustees
Limited as trustees of the Alexander Sorrell Settlement (a trust of
which Alexander Sorrell and his family are beneficiaries), all of
whose details are set out in paragraph 9 of Part VII of this document

the waiver by the Panel of the obligation on the Vendors that would
otherwise arise under Rule 9.1 of the Code to make an offer for the
entire issued ordinary share capital of the Company not already
owned by them



PLACING AND ACQUISITION STATISTICS

Number of Existing Ordinary Shares
Number of Consideration Shares to be issued on Admission
Percentage of Enlarged Issued Share Capital being issued to the Vendors on Admission

Number of Deferred Consideration Shares that may be issued to the Vendors
(based on the Potential Enlarged Issued Share Capital and assuming no
other issues of Ordinary Shares)

Maximum percentage of Potential Enlarged Issued Share Capital that may be
issued to the Vendors (assuming the maximum issue of Deferred Consideration Shares)

Placing Price

Number of Placing Shares to be issued

Percentage of Enlarged Issued Share Capital being placed pursuant to the Placing
Gross proceeds of the Placing

Estimated net proceeds of the Placing to be received by the Company

Ordinary Shares in issue following completion of the Proposals and Admission
(excluding the Deferred Consideration Shares)

Market capitalisation of the Enlarged Group on Admission at the
Placing Price (excluding the issue of any Deferred Consideration Shares)

EXPECTED TIMETABLE

Publication date of this document
Latest time and date for receipt of the Form of Proxy
Annual General Meeting

Dealings anticipated to commence on AIM in the
Existing Ordinary Shares and the New Ordinary Shares and
CREST member accounts credited (where applicable)

Expected despatch of definitive share certificates for the
New Ordinary Shares (where applicable)

205,830,747
100,000,000

27.03%

169,851,769

49.99%
8p
64,075,000
17.32%
£5,126,000
£4,581,000
369,905,747

£29,592,459

13 September 2004

10 a.m. on 4 October 2004

10 a.m. on 6 October 2004

8.00 a.m. on 7 October 2004

by 14 October 2004



PART I

LETTER FROM THE CHAIRMAN OF AIR MUSIC
& MEDIA GROUP PLC

(Incorporated and registered in England and Wales under the Companies Act 1985 with registered number 04198290)

Directors: Business address:
John French, Non-executive Chairman Chiltern House
Mark Frey, Chief Executive 184 High Street
Michael Infante JP, Commercial and Marketing Director Berkhamsted
Ruth Salsbury, FCCA, Finance Director Hertfordshire
Ivan Taylor, Executive Director HP4 3AP

Roger Putnam, Non-executive Director
13 September 2004

Dear Shareholder
Acquisition of Redworth Limited
Placing of 64,075,000 new Ordinary Shares at 8p per share
Amendment to the Articles of Association
Notice of Annual General Meeting

Admission to trading on AIM

Introduction and background

Your Board announced today that the Company has conditionally agreed to acquire the entire issued share
capital of Redworth for an initial consideration of £27.6 million. The initial consideration for the Acquisition
is to be satisfied by the issue of 100,000,000 Consideration Shares, the issue of £1,615,297 of Loan Notes
and a cash payment of £15,984,703. In addition, up to £10,000,000 of deferred consideration may be payable
to the Vendors, in Deferred Consideration Shares and/or cash, subject to the achievement of agreed future
financial performance of Redworth. Further details regarding the terms of the Acquisition are set out below.

The Acquisition constitutes a reverse takeover under the AIM Rules and, as such, requires the consent of the
Shareholders at the Annual General Meeting to be held on 6 October 2004.

In addition, due to the proposed holdings and potential holdings of Ordinary Shares by the Vendors, the
Company is also proposing to seek a waiver of certain obligations that would otherwise be placed on the
Vendors by Rule 9 of the Code. Accordingly, Shareholders will also be asked at the AGM to consent to the
holdings and maximum potential holdings of Ordinary Shares by the Vendors following completion of the
Acquisition.

Your Board also announced today that the Company proposes to raise £5,126,000 before expenses from the
placing of 64,075,000 Placing Shares at 8p per share. The Placing has been fully underwritten by Seymour
Pierce conditional, inter alia, on Admission.

The Company has also entered into the Loan Facility with Barclays Bank PLC whereby it will borrow
£10,000,000. The proceeds of the Placing and the Loan Facility will be used to fund the cash element of the
consideration payable in respect of the Acquisition. The Loan Facility is conditional upon completion of the
Acquisition and Admission.

The Company is also proposing to amend the Existing Articles to reflect developments in legislation and
business practices.

The purpose of this document is to set out the reasons for and details of the Proposals and to explain why
your Board considers that they are in the best interests of the Company and its Shareholders as a whole and
to recommend that you vote in favour of Resolutions numbered 6 to 11 to be proposed at the Annual General
Meeting which are necessary to approve and implement the Proposals. A notice for this purpose is set out at
the end of this document.



Information on Air Music

The Group’s business was founded in 1996, when Air Music commenced trading with North American and
European customers. The Group set up two record labels through its subsidiary, GFSL, between 1997 and
2000 and has access to approximately 80,000 music tracks. The Company established a trading facility for
its ordinary shares on OFEX in September 2001, which was then cancelled in July 2002 when its Ordinary
Shares were admitted to trading on AIM.

The Group’s core activities are the development and acquisition of music copyrights, the licensing in of third
party music copyrights, the exploitation of those rights through the production and sale of budget priced
audio CDs and the manufacture and distribution of DVDs. At present, the Group’s sales are entirely business
to business, predominantly to audio-visual wholesalers and distributors. In addition, copyrights owned by the
Group are licensed to third party producers of music products.

The content of the Group’s music products is diverse and covers a broad spectrum of music genres.
Collectively, the products can be referred to as “middle of the road” or “easy listening”. The majority of the
Group’s music products are of music by well known artists or compilations such as ‘50s’, ‘60s’, “70s’ and
‘80s’ music and rock ‘n’ roll, country, jazz, blues, ambient, new age and world music.

The Group has access currently to over 1000 movie titles and a growing catalogue of music DVD titles. It is
the intention to allow MBL to have access to this catalogue where appropriate and to market those products.
MBL has been a customer of many of these products. The Group deals with over 30 licensors of DVD
products, each of them offering exclusive licenses on all genres of movies, special interest, music and TV
programming. Following the Acquisition, the Group intends to approach its DVD licensors and appraise
their top market ranges with a view to licensing in additional products not yet marketed by the Group. This
would allow MBL to procure a greater range of DVD products beyond that currently offered by the Group.
Also the Enlarged Group’s bulk buying power is expected to be reflected in product cost savings.

The Group has expanded its operations and sales through a combination of organic growth, the acquisition
of music copyrights and the acquisition of businesses with music and DVD copyrights and/or product
distribution.

The Market

The Directors believe that the Group’s total product sales reflect the market demand for CDs and DVDs at
retail level. Since the acquisition of Hollywood DVD in December 2002, sales of DVDs by the Group have
shown year on year increases. Sales of DVD movies now represent some 50 per cent. of the Group’s sales.

World sales of recorded music fell by 7.6 per cent. in value in 2003. This was the fourth consecutive year of
falling music sales and is attributed to the combined effects of digital and physical piracy and competition
from other entertainment products. There has been a global rise in music DVD sales. DVD music video now
accounts for 5.7 per cent. of global music retail revenue compared to 3.1 per cent. in 2002.

The Directors believe that the products offered for sale by the Group are primarily of a nostalgia genre and
are not subject to the same pressures of downloading and pirating due to the low price nature of the products.

Information on Redworth

A partnership trading under the name “Music Box” was established by Trevor Allan and members of his
family in 1996. In 1998 MBL was incorporated and in 2002 a holding company, Redworth, was established.

MBL distributes audio, visual and multi-media products to retailers via a “one stop shop” approach to the
supply of CDs, cassettes, videos, DVDs and computer software. MBL seeks to offer a product mix and range
of titles to retailer customers for whom audio, visual and multi-media products are not their main sales
offering, including supermarkets, discount retailers, ferries and motorway retailers. These customers require
a supplier who can maximise profit on return from the space provided and increase the ‘average basket
spend’ within their stores. Recently, Redworth incorporated Entertainment Solutions Direct, a wholesaler of
CDs and DVDs.



MBL aims to maximise product turn by creating a varied title range for each chosen retailer. It sources
products from all major audio and visual companies including Sony, Warners, Disney and Universal. MBL’s
store sales representatives visit customers on a frequent basis. MBL's largest customer is a large supermarket
chain and the maintenance of this relationship is therefore very important. Depending on the level of service
agreed with the customer, in addition to supplying the customer’s title range, some of the field sales team
also keep the sales area tidy, place orders for restocking and ensure there is no significant duplication of
titles. Typically, MBL creates a multi-buy range with a diverse selection of products without following
exclusively either the chart or budget route. Redworth has grown to its current size through organic growth
to reach its current turnover of over £37 million per annum.

The table below shows a summary of the profit and loss account for Redworth for the 7 month period ended
31 March 2003 and the year ended 31 March 2004:

7 months ended Year ended

31 March 2003 31 March 2004

£°000 £°000

Turnover 21,324 37,081
Operating profit 1,756 3,684

Profit after tax 1,178 2,377

Further financial information on Redworth can be found in Part IV of this document. Prospective investors
should read the whole of this document and should not rely on the summary of information set out above.

Background to and reasons for the Acquisition

The Directors and Proposed Directors believe that by combining the business of Air Music and MBL by way
of the Acquisition, the Enlarged Group will derive the following benefits:

. the product ranges of Air Music and MBL are complementary and they supply different customers, so
there is good opportunity to cross sell products;

. MBL'’s control of shelf space at store level will afford a direct route to market for the Group’s products.
The Enlarged Group intends to develop proprietary ranges of products from copyright owned or
licensed by the Group, thus retaining third party profit costs in-house;

. the combined sales team provides an opportunity to increase sales turnover;

. a new sales opportunity exists for the Group’s international sales team to offer MBL products overseas.
The Group supplies 55 countries worldwide primarily through wholesalers. These wholesalers source
products similar to those stocked by MBL from MBL’s competitors. The Directors and Proposed
Directors believe that the Enlarged Group would be able to offer MBL third party goods to this market
thus generating incremental sales to existing customers; and

*  MBL’s warehousing and distribution resources will enable the Group to reduce its reliance on out-
sourced warehousing and distribution services over the medium-term, thus generating increased
efficiency and cost savings.

Please also see the risk factors set out in Part II of this document.

Terms of the Acquisition

Under the terms of the Acquisition Agreement, the Company has conditionally agreed to acquire the entire
issued share capital of Redworth from the Vendors for an initial consideration of £27.6 million. The
consideration for the Acquisition is to be satisfied on Completion by the issue of 100,000,000 Consideration
Shares, by the issue of £1,615,297 of Loan Notes (to be constituted conditional on Admission) and a cash
payment of £15,984,703 (of which £2,600,000 shall be payable within 48 hours of Completion or the next
business day immediately after such period). The terms of the Loan Notes are set out in paragraph 12 of Part
VII of this document.
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In addition, there may be further consideration determined by the future financial performance of Redworth.
Any additional consideration due to the Vendors will be satisfied by the allotment and issue to them of
Deferred Consideration Shares provided that the maximum number of Deferred Consideration Shares that
can be issued does not increase the aggregate shareholding of the Vendors over 49.99 per cent. of the then
enlarged issued share capital. In the event that the amount of further consideration payable is such that it
exceeds the value of the maximum number of Deferred Consideration Shares that may be issued, the balance
of the consideration will be payable in cash.

The Acquisition Agreement is conditional, inter alia, on the passing of the Resolutions numbered 6 to 11 by
the Shareholders, the grant of the Waiver and Admission.

Further details of the Acquisition Agreement are set out in paragraph 12 of Part VII of this document.

Lock-ins and orderly market arrangements

Following Admission, the Vendors will have interests in an aggregate of 100,000,000 Ordinary Shares,
representing approximately 27.03 per cent. of the Enlarged Issued Share Capital, and could be issued
Deferred Consideration Shares. The Vendors have undertaken to the Company and Seymour Pierce not to
dispose of such interests (except in certain limited circumstances) for a period of 12 months following
Admission and to comply with certain orderly market arrangements for the next 12 months thereafter.

Reasons for the Placing and use of funds

The Placing is being undertaken by the Company to help fund the cash element of the consideration due to
be paid to the Vendors under the Acquisition Agreement and the costs associated with making the
Acquisition and the Placing.

Details of the Placing

On behalf of the Company, Seymour Pierce has conditionally placed a total of 64,075,000 Placing Shares,
at the Placing Price, to raise £5,126,000 before expenses. It is estimated that the net cash proceeds of the
Placing will be £4,581,000. The Placing has been fully underwritten by Seymour Pierce, conditional, inter
alia, on completion of the Acquisition and Admission.

The Placing Shares will represent approximately 17.32 per cent. of the Enlarged Issued Share Capital and
will, on Admission, rank pari passu in all respects with the Existing Ordinary Shares.

The Placing is conditional, inter alia, upon the passing of the Resolutions numbered 6 to 11, completion of
the Acquisition, the grant of the Waiver by the Panel, completion of the Acquisition Agreement and
Admission. It is expected that Admission will become effective and that dealings in the Enlarged Issued
Share Capital will commence on 7 October 2004 (or such later date, being not later than 20 October 2004,
as Seymour Pierce and the Company may agree). If Admission has not so occurred, application monies will
be returned to applicants without interest as soon thereafter as is practicable.

Further details of the Placing Agreement are set out in paragraph 12 of Part VII of this document.

Details of the Loan Facility

The Company has entered into a conditional loan facility with Barclays Bank PLC pursuant to which it can
borrow up to £10,000,000 for the purposes of funding, in part, the security arrangements in respect of the
Loan Notes and the cash element of the consideration payable to the Vendors under the Acquisition
Agreement and to provide working capital. The Loan Facility is conditional, inter alia, on the passing of the
Resolutions numbered 6 to 11 by the Shareholders, the grant of the Waiver by the Panel and Admission. The
Company’s obligations under the Loan Facility will be secured by fixed and floating charges over the assets
of the Group.

Further details of the Loan Facility are set out in paragraph 12 of Part VII of this document.
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Current Trading

The results of the Group for the three years ended 31 March 2004 are set out in the accountants’ report in
Part III of this document. The table below sets out a summary of the consolidated results of the Group for
the three years ended 31 March 2004.

Year ended Year ended Year ended
31 March 2002 31 March 2003 31 March 2004
£7000 £7000 £7000
Turnover

Continuing operations 3,447 5,116 14,162
Acquisitions 927 2,916 1,598
Total turnover 4,374 8,032 15,760

Operating profit
Continuing operations — recurring 576 557 1,469
Acquisitions 247 447 246
Total operating profit 823 1,004 1,715

Profit after tax 523 593 1,047

The Directors are encouraged by sound trading in the first four months of the current financial year (being
the period for which financial information is available) with performance in line with their expectations.

Directors and Employees

Summaries of the Directors’ service contracts are set out at paragraph 7 of Part VII of this document, which
also sets out the terms of the proposed service contracts for the Proposed Directors.

Directors

John French, aged 65, Non-executive Chairman

John French has had extensive experience in media and marketing having established his own company, F.
John French Agency Limited, which he sold to Osprey Communications plc (“Osprey”). As chairman and
chief executive of Osprey, he oversaw its development into a broad based marketing services group through
both core growth and acquisition. During this period the company represented such major names as British
Gas and Jaguar Cars. He resigned from the board of Osprey upon its acquisition of the SMS Group. John
was also actively involved in the redevelopment of Cosalt plc, a fully listed company with interests in caravan
manufacture, rope and twine and ships’ chandlery.

John is currently the chairman of Croma Group plc, an AIM listed company which originates and markets
surveillance equipment and systems with civil and military applications. He is also the chairman of the
Claims People Group plc, an AIM listed company which provides loss adjustment services. John is also a
non-executive director of Avanti Screenmedia Group plc, an AIM listed company which provides in-store
television services.

Mark Frey, aged 46, Chief Executive

Mark Frey has been the Chief Executive of the Group since its formation in 1995. He is responsible for the
overall management of the Company and identifying new acquisition opportunities. Mark has over 19 years’
experience in the production, trading and exploitation of music copyrights. Between 1993 and 1994 Mark
was joint chief executive of Tring International Group plc, which listed on the Official List of the London
Stock Exchange in 1994 with a market capitalisation of £50 million.

Michael Infante JP, aged 47, Commercial and Marketing Director

Michael Infante JP co-founded the Group with Mark Frey in 1995. He is responsible for the acquisition and
licensing of music catalogues and the Group’s marketing activities. Michael has over ten years’ experience
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of the production, trading and exploitation of music copyrights. Michael was head of marketing and
recording projects of Tring International Group plc for three years and was the managing director of The
Long Island Music Company Limited, one of Tring International Group plc’s subsidiaries, between July
1995 and December 1995. Prior to this he was sales and marketing director of a subsidiary of Hazlewood
Foods plc.

Ruth Salsbury, aged 36, Finance Director

Ruth Salsbury joined the Group as Finance Director in 1999. Ruth was initially responsible for strengthening
the Group’s financial and commercial functions and has since been responsible for the financial integration
of the companies acquired by the Group. Ruth qualified as a chartered certified accountant in 1992 with
Casson Beckman. From 1995 to 1999, Ruth was chief accountant of NVC Arts Limited, a subsidiary of
Warner Music International Services Limited.

Ivan Taylor, aged 53, Executive Director

Ivan Taylor joined the Group as Sales Director in 1996. As well as his responsibility for Group product sales,
Ivan is the managing director of GFSL. Between 1993 and 1996 Ivan was the UK sales manager for Tring
International Group plc. Ivan has more than 22 years’ experience of sales management, having previously
worked in the food industry and for a distribution business.

Ivan Taylor will step down from the Board after the AGM to concentrate on his operational responsibilities
as a director of Air Music & Media Limited.

Roger Putnam, aged 59, Non-executive Director

Roger Putnam is the chairman of Ford in Britain and began his career at Lotus Cars in 1966 before moving
to JCL Marine Limited as a director of sales and marketing. He returned to Lotus as a director of sales and
marketing in 1976. Later that year, he joined Jaguar Cars as a director of marketing and UK sales operations,
before being appointed to its board in 1986 as director of sales and marketing. As well as being chairman of
the Jaguar Daimler Heritage Trust and a trustee of both the British Motor Industry Heritage Trust and the
National Motor Museum at Beaulieu, Roger is also a member of the CBI Presidents Committee, a director
of the Society of Motor Manufacturers and Traders and an assistant to the Court of the Worshipful Company
of Coachmakers and Coach Harness Makers. He is also non-executive chairman of Halcyon Days Limited.

Proposed Directors

Trevor Allan, aged 39, Managing Director

Trevor Allan founded the business currently undertaken by Redworth in 1996 and is currently the managing
director of Redworth. Trevor started his career as a sales representative in 1984 and became a national
accounts manager at Lifetime Entertainment (now Handleman U.K. Limited), a UK supplier and
merchandiser of home entertainment products, where he was employed from 1988 until 1996. Trevor has
more than 20 years of experience in the business of selling music and DVD products.

Janice Beer, aged 42, Executive Director

Jan Beer is currently the sales director of Redworth and started her career in merchandising in 1986. Jan was
employed by a number of companies in sales and distribution roles before joining Lifetime Entertainment
(now Handleman U.K. Limited), a UK supplier and merchandiser of home entertainment products, as a
national account manager in 1992. Jan became the new business development manager at Lifetime
Entertainment before joining as sales director of MBL in 1997.

Alexander Sorrell, aged 37, Executive Director

Alex Sorrell graduated from Edinburgh University in 1989, as a Bachelor of Commerce (Hons) in Business
Studies and Accountancy. He trained with Price Waterhouse from 1989 to 1992 and qualified as a chartered
accountant with the Institute of Chartered Accountants in Scotland. He was an audit manager, specialising
in retail, with Price Waterhouse in Los Angeles from 1992 to 1995 and an audit and advisory senior manager,
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specialising in entertainment and media, with PricewaterhouseCoopers in Manchester from 1995 to 2002.
Alex became the finance director of Redworth and its subsidiaries in 2002.

Employees

The Board has given assurances to the Vendors that the existing employment contracts, including the pension
rights, of all employees of the Redworth Group will be fully safeguarded and will be eligible to participate
in the Company’s share option schemes.

The Directors and the Proposed Directors have confirmed that the existing employment contracts, including
the pension rights, of all employees of Air Music will be fully safeguarded.

Corporate Governance

The Board recognises the importance of sound corporate governance and the Directors and the Proposed
Directors intend to ensure that, following Admission, the Company continues to apply policies and
procedures which reflect the principles of Good Governance and the Code of Best Practice as published by
the Committee on Corporate Governance (commonly known as “the Combined Code”) as are appropriate to
the Company’s size.

The Company has an Audit Committee and a Remuneration Committee with formally delegated duties and
responsibilities. The Audit Committee consists of John French and Roger Putnam. The Remuneration
Committee also consists of John French and Roger Putnam. The Audit Committee will determine the terms
of engagement of the Enlarged Group’s auditors and will determine, in consultation with the auditors, the
scope of the audit. The Audit Committee will receive and review reports from management and the Enlarged
Group’s auditors relating to the interim and annual accounts and the accounting and internal control systems
in use throughout the Enlarged Group. The Audit Committee will have unrestricted access to the Enlarged
Group’s auditors.

The Remuneration Committee will continue to review the scale and structure of the executive directors’ and
senior employees’ remuneration and the terms of their service or employment contracts, including any share
option scheme adopted by the Company and other bonus arrangements. It is proposed that the remuneration
of executive directors be reviewed after the Completion of the Acqusition, but no later than 31 January 2005.

The Directors and the Proposed Directors intend to comply with Rule 19 of the AIM Rules relating to
directors’ dealings as applicable to AIM companies and will also take all reasonable steps to ensure
compliance by the Enlarged Group’s applicable employees.

Dividend Policy

It is the intention of the Directors and the Proposed Directors to focus on achieving capital growth. It is
therefore inappropriate to make a forecast of the likely level or timescale for the payment of any future
dividends. The Directors and the Proposed Directors intend to keep the dividend policy under review.

Taxation

Information regarding taxation is set out in paragraph 15 of Part VII of this document. If you are in any doubt
as to your tax position you should consult your own independent financial adviser immediately.

CREST

The Ordinary Shares are eligible for CREST settlement. Accordingly, settlement of transactions in the
Existing Ordinary Shares and the New Ordinary Shares following Admission may take place within the
CREST system if the relevant Shareholder so wishes. CREST is a voluntary system and Shareholders who
wish to receive and retain share certificates will be able to do so.
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The City Code on Takeovers & Mergers

The issue of the Consideration Shares and the Deferred Consideration Shares to the Vendors pursuant
to the Acquisition Agreement gives rise to certain considerations under the Code. Brief details of the
Panel, the Code and the protections they afford to Shareholders are described below.

The Code has not, and does not seek to have, the force of law. It has, however, been acknowledged by
both government and other regulatory authorities that those who seek to take advantage of the
facilities of the securities markets in the UK should conduct themselves in matters relating to
takeovers in accordance with high business standards and so according to the Code.

The Code is issued on behalf of the Panel. The Code applies to all takeovers and merger transactions,
however effected, where the offeree company is, infer alia, a listed or unlisted public company resident
in the UK, the Channel Islands or the Isle of Man and to certain categories of private limited
companies. Air Music is such a company and its Shareholders are entitled to the protections afforded
by the Code.

Under Rule 9 of the Code (“Rule 9”), where any person acquires, whether by a series of transactions
over a period of time or not, shares which (taken together with shares held or acquired by persons
acting in concert with him) carry 30 per cent. or more of the voting rights of a company that is subject
to the Code, that person is normally required by the Panel to make a general offer to the shareholders
of that company to acquire the balance of the equity share capital of the company.

Similarly, where any person or persons acting in concert already hold more than 30 per cent. but not
more than 50 per cent. of the voting rights of such a company, a general offer will normally be required
if any further shares are acquired.

An offer under Rule 9 must be in cash and at the highest price paid within the preceding twelve
months for any shares in the Company by the person required to make the offer or any person acting
in concert with him.

Under the Code, a concert party arises where persons acting together pursuant to an agreement or
understanding (whether formal or informal) actively co-operate, through the acquisition by any of
them of shares in a company, to obtain or consolidate control of that company. Control means holding,
or aggregate holdings, of shares carrying 30 per cent. or more of the voting rights of the company,
irrespective of whether the holding or holdings give de facto control.

The Concert Party consists of the Vendors, who, for the purposes of the Code, are all deemed to be
acting in concert by virtue of the fact that they are all shareholders in a private company.

On Admission, the Concert Party will hold 100,000,000 Ordinary Shares in aggregate, representing
approximately 27.03 per cent. of the Enlarged Issued Share Capital. In addition, under the Acquisition
Agreement, deferred consideration of a value of up to £10,000,000 may also be payable, subject to the
achievement by Redworth of certain profit targets, such deferred consideration to be satisfied by the
allotment and issue of up to 169,851,769 Deferred Consideration Shares to the Concert Party (based
on the Potential Enlarged Issued Share Capital and assuming no other issues of Ordinary Shares
before that time). If this maximum number of Deferred Consideration Shares are issued, the earliest
opportunity being 15 May 2005, the Concert Party will hold Ordinary Shares in aggregate,
representing approximately 49.99 per cent. of the then enlarged issued share capital fully diluted by
the maximum number of Deferred Consideration Shares.

Details of each member of the Concert Party are set out in paragraph 9 of Part VII of this document.
The shareholdings of each member of the Concert Party following Admission and following the issue
of the Deferred Consideration Shares are set out in paragraph 4.1 of Part VII of this document. No
member of the Concert Party currently holds Ordinary Shares.

The Panel has agreed, subject to Resolution 7 being passed on a poll by independent shareholders at
the AGM, to waive the obligation on the Concert Party, under Rule 9, to make a general offer for the
entire issued share capital of the Company which would otherwise arise on completion of the
Proposals and the issue of the Deferred Consideration Shares. Accordingly, independent shareholders’
approval for the waiver of the obligations under Rule 9 is sought in Resolution 7.
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Immediately following Admission, the Concert Party will hold less than 30 per cent. of the Company’s
Enlarged Issued Share Capital. However, if the maximum number of Deferred Consideration Shares
are issued (assuming no other issues of Ordinary Shares before that time), the Concert Party will hold
Ordinary Shares, representing approximately 49.99 per cent. of the issued ordinary share capital of
the Company as enlarged by the issue of the maximum number of Deferred Consideration Shares
(assuming no other issues of Ordinary Shares). So long as the Concert Party controls 30 per cent. or
more but less than 50 per cent. of the voting rights of the Company, the Concert Party would not be
able to increase its holding in the Company without incurring an obligation under Rule 9 to make a
general offer to other shareholders, even if no Deferred Consideration Shares are issued.

Articles of Association

Since the adoption of the Existing Articles, there have been certain developments in the legislation relating
to the use of electronic communications, treasury shares and CREST. In addition, certain investor bodies
require that the articles of association of listed companies are reviewed regularly to ensure they remain in
keeping with modern business practices. It is proposed that the New Articles, which reflect such legal
developments and corporate governance practices, be adopted and the adoption of the New Articles is
proposed in Resolution number 11.

Your attention is drawn to the summary of the principal amendments to the Existing Articles as incorporated
in the New Articles, which appears in paragraph 11 of Part VII of this document.

AGM

The approval of the Shareholders in relation to the Proposals would normally be sought at an extraordinary
general meeting of the Company. As the timing for such approval coincides with the proposed holding of the
AGM of the Company, the approval of the Shareholders will be sought by the tabling of Resolutions 6 to 11
as special business at the AGM.

You will find set out at the end of this document a notice convening the AGM of the Company to be held at
10 a.m. on 6 October 2004 at Nicholson Graham & Jones, 110 Cannon Street, London EC4N 6AR, for the
purpose of considering and if thought fit, passing the Resolutions.

At the AGM, ordinary resolutions will be proposed to receive and adopt the directors’ report and audited
accounts for the financial year ended 31 March 2004, to re-elect Directors retiring by rotation, to reappoint
Kingston Smith as auditors of the Company and to authorise the Directors to fix the remuneration of the
auditors.

Resolutions 6 to 11 will, if passed:
1. approve the Acquisition on the terms set out in the Acquisition Agreement;

2. approve the issue of the Consideration Shares and the Deferred Consideration Shares to the Concert
Party for the purposes of the waiver of the obligations contained in Rule 9.1 of The City Code on
Takeovers and Mergers which would result in the Concert Party having an aggregate shareholding
representing up to 49.99 per cent. of the issued share capital of the Company;

3. increase the authorised share capital of the Company from £10,000,000 to £20,000,000 by the creation
of 400,000,000 new Ordinary Shares. This represents an increase of 100 per cent. over the previous
authorised share capital of the Company. The principal reason for such increase is to enable the
Directors to issue the Consideration Shares, the Placing Shares and the Deferred Consideration Shares
and to leave an appropriate margin of authorised but unissued share capital following the Placing and
the Acquisition;

4.  authorise the Directors generally and unconditionally to exercise all the powers of the Company to allot
relevant securities pursuant to section 80 of the Act up to an aggregate nominal amount of:

(1) £6,746,294.23 in connection with the Acquisition;
(i) £1,601,875 in connection with the Placing; and
(iii) £4,623,821 generally.
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In aggregate, this authority represents approximately 252 per cent. of the issued share capital of the
Company. If passed, this authority will expire on the earlier of 5 January 2006 and the conclusion of
the next Annual General Meeting of the Company. Other than the issue of the Consideration Shares,
the Deferred Consideration Shares and the Placing Shares, the Directors have no present intention of
issuing any authorised but unissued share capital of the Company (except any shares issued pursuant
to the Company’s EMI option scheme);

5. disapply the provisions of section 89 of the Act and in so doing empower the Directors pursuant to
section 95(1) of the Act to allot equity securities for cash pursuant to the authority referred to in
paragraph 4 above up to an aggregate nominal amount of £2,989,021.55. If given, this power will expire
at the same time as that authority; and

6. adopt the New Articles in substitution for the Existing Articles.

If the Resolutions are duly passed, the authorised share capital of the Company will be £40,000,000 divided
into 800,000,000 Ordinary Shares. The Board will be authorised to allot the Consideration Shares and the
Placing Shares, following which there will be 430,094,253 unissued Ordinary Shares, of which the Board
will be authorised to allot up to 169,851,769 Deferred Consideration Shares pursuant to the Acquisition
Agreement, and to allot a further 55,485,862 Ordinary Shares (representing approximately 15 per cent. of
the Enlarged Issued Share Capital) on a non pre-emptive basis.

Irrevocable Undertakings to approve the Proposals

John French, Mark Frey, Michael Infante JP and Ivan Taylor, Directors of Air Music, have each irrevocably
undertaken to vote in favour of the Resolutions numbered 6 to 11 at the AGM in respect of their beneficial
holdings of 111,450,000 Ordinary Shares in aggregate, which represent approximately 54.2 per cent. of the
current issued ordinary share capital of the Company.

Further information

Your attention is drawn to Parts II to VII of this document which provide additional information.

Action to be taken

Shareholders are asked to complete and return the Form of Proxy enclosed with this document to the
Company’s registrars, Neville Registrars, 18 Laurel Lane, Halesowen, West Midlands B63 3DA, as soon as
possible so as to arrive no later than 10 a.m. on 4 October 2004. The completion and return of the Form of
Proxy will not preclude Shareholders from attending the AGM and voting in person should they wish to do
so. Accordingly, whether or not shareholders intend to attend the AGM they are asked to complete and return
the enclosed Form of Proxy as soon as possible.

Recommendation

The Directors, having been so advised by Seymour Pierce, consider the terms of the Acquisition and
the Waiver to be fair and reasonable and in the best interests of the Company and its Shareholders as
a whole. In providing advice to the Board, Seymour Pierce has taken into account the commercial
assessments of the Directors.

Accordingly, the Directors unanimously recommend that all Shareholders vote in favour of the
Resolutions numbered 6 to 11 as they have undertaken to do in respect of their own beneficial holdings
of 111,450,000 Ordinary Shares, representing approximately 54.2 per cent. of the current issued
ordinary share capital of the Company.

Yours faithfully

John French
Chairman
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PART II

RISK FACTORS

In addition to the other information set out in this document, the following specific factors should be
considered carefully in evaluating whether to make an investment in the Company. The investment
opportunity offered in this document may not be suitable for all of its recipients. If you are in any doubt
about the action you should take, you should consult a person authorised under the Financial Services
and Markets Act 2000 who specialises in advising on the acquisition of shares and other securities. In
this Part II, “the Group” shall mean the Group or the Enlarged Group, as the context requires. There are
various risk and other factors associated with an investment of the type described in this document. In
particular:

1.

10.

A substantial percentage of the Group’s product range is derived from copyrights licensed from third
party licensors. The duration of these licences varies. The future growth of the Group will depend in
part on the ability of the Directors and the Proposed Directors to retain and renew its existing music
copyright licences.

The Group has a limited number of direct customers and its sales and profitability are therefore reliant
on relatively few sources. MBL is particularly reliant on its relationship with a large supermarket chain.
In addition, in several cases there is no long-term agreement in place with the relevant customer and
the Group simply invoices the relevant customer for relevant deliveries.

The future growth of the Group will depend in part on the ability of the Directors and the Proposed
Directors to identify and license or acquire suitable music copyright and to identify and acquire
attractive opportunities to acquire music product distribution businesses.

The record labels and DVD labels used by the Group in its business are not registered trade marks of
the Group. This means that third parties may be able to use or register record label trade marks which
are identical or similar to those which will be used by the Group. Depending upon the circumstances,
such use or registration could therefore result in the Group ceasing to be able to use its existing labels.

The sales of the Group are seasonal, with the pre-Christmas period being the time of strongest sales.
The success of the Group depends on effective stock management in meeting demand and maintaining
cash flow.

In order to fund the Group’s expansion plans in the longer term, and in particular to fund future
acquisitions, it may be necessary to raise further funds by way of equity or debt or a combination of
both. The Group’s expansion plans may be constrained to the extent that it is unable to raise further
equity finance or that banks are not willing to provide the additional debt and other facilities required.

The success of the Group, in common with other businesses of a similar size, has been, and will be,
dependent on the expertise and experience of its directors and senior management. Measures are in
place and are under review to reward and retain key individuals and to protect the Group from the
impact of staff turnover. However, risks in this area cannot be totally eliminated.

While the budget price market in which the Group operates is not dominated by large international
music organisations, the Group faces competition from market participants which may have greater
financial resources than the Group.

Like other music industry participants, the advent of the purchase of music tracks and DVDs via the
internet may pose a threat to the Group’s business. The Directors and the Proposed Directors consider
that the nature and pricing of the Group’s products mean that the Group is less likely to be threatened
by internet downloading than equivalent businesses dealing with chart or fashion music.

AIM is not the Official List. It is a market designed primarily for emerging or smaller companies. The
market in the Company’s shares may therefore be relatively illiquid or subject to fluctuations.
Consequently, it may be more difficult for investors to realise their investment in the Company.
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11. The price which investors may realise for their holding of Ordinary Shares, when they are able to do
so, may be influenced by a large number of factors, some of which are specific to the Company and
others of which are extraneous. Investors may realise less than the original amount invested by them.
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PART III

ACCOUNTANTS’ REPORT ON AIR MUSIC & MEDIA GROUP PLC

The Directors

Air Music & Media Group Plc
Chiltern House

184 High Street

Berkhamsted

Herts

HP4 3AP

The Directors

Seymour Pierce Limited
Bucklersbury House

3 Queen Victoria Street
London

EC4N S8EL

13 September 2004
Gentlemen

AIR MUSIC & MEDIA GROUP PLC

We report on the financial information set out in Part III of the Prospectus of Air Music & Media Group PLC
(““Air Music” or the “Company”) dated 13 September 2004 (‘“Prospectus”). This financial information has
been prepared for inclusion in the Prospectus.

Basis of Preparation

The financial information set out in Part III of the Prospectus is based on the audited financial statements of
Air Music for the period from 1 April 2001 to 31 March 2004. It has been prepared on the basis set out below,
to which no adjustments were considered necessary.

Responsibility

Such financial statements are the responsibility of the directors of Air Music who approved their issue.
The directors of Air Music are responsible for the contents of the Prospectus in which this report is included.

It is our responsibility to compile the financial information set out in our report from the financial statements,
to form an opinion on the financial information and to report our opinion to you.

Basis of Opinion

We conducted our work in accordance with the Statement of Investment Circular Reporting Standards issued
by the Auditing Practices Board. Our work included an assessment of evidence relevant to the amounts and
disclosures in the financial information. The evidence included that previously obtained by us relating to the
audits of the financial statements for the three years ended 31 March 2004. It also included an assessment of
significant estimates and judgments made by those responsible for the preparation of the financial statements
underlying the financial information and whether the accounting policies are appropriate to the company’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our work so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial information is free from material misstatement whether caused by fraud or other irregularity or
erTor.
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Opinion
In our opinion the financial information gives, for the purpose of the Prospectus, a true and fair view of the
state of affairs of Air Music at the dates stated and of its results for the periods then ended.

Consent

We consent to the inclusion in the Prospectus of this report and accept responsibility for this report for the
purposes of paragraph 45(1)(b)(iii) of Schedule 1 to the Public Offers of Securities Regulations 1995.

Yours faithfully

Kingston Smith

Chartered Accountants and Registered Auditors
60 Goswell Road

London

ECIM 7AD
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CONSOLIDATED PROFIT AND LOSS ACCOUNT

Note

Turnover 2
Continuing operations
Acquisitions

Cost of Sales
Continuing operations
Acquisitions

Gross Profit
Continuing operations
Acquisitions

Administrative Expenses
Continuing operations
Acquisitions

Other operating income

w

Group operating profit

Interest receivable and similar income 4

|91

Interest payable and similar charges

Profit on ordinary activities before taxation
Taxation 7
Profit on ordinary activities after taxation

Dividends on equity shares

Retained profit for the financial year
for the Group 19

Basic earnings per share 8

Diluted earnings per share 8

Year to Year to Year to
31 March 31 March 31 March
2002 2003 2004
£ £ £
3,447,324 5,116,180 14,161,711
927,049 2,915,855 1,598,363
4,374,373 8,032,035 15,760,074
(1,864,039) (3,240,482) (9,913,577)
(443,912) (2,111,653) (1,114,549)
(2,307,951) (5,352,135) (11,028,126)
1,583,285 1,875,698 4,248,134
483,137 804,202 483,814
2,066,422 2,679,900 4,731,948
(1,137,913) (1,319,126) (2,779,591)
(236,007) (356,725) (237,389)
(1,373,920) (1,675,851) (3,016,980)
130,000 - -
822,502 1,004,049 1,714,968
2,162 1,738 8,812
(20,893) (97,126) (107,103)
803,771 908,661 1,616,677
(280,912) (315,869) (569,601)
522,859 592,792 1,047,076
522,859 592,792 1,047,076
0.43p 0.42p 0.58p
0.41p 0.56p

There are no recognised gains or losses in the year other than the profit for the year.
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CONSOLIDATED BALANCE SHEET

Fixed Assets
Intangible assets
Tangible assets

Current Assets

Stock

Debtors

Cash at bank and in hand

Creditors: Amounts falling due within
one year

Net Current Assets
Total Assets Less Current Liabilities

Creditors: Amounts falling due after
more than one year

Provisions for liabilities and charges
Deferred tax

Net assets

Capital and reserves
Called up share capital
Share premium

Profit and loss account
Merger reserve

Shareholders’ Funds

Notes

10
11

13
14

15

16

20

19
19
19
19

23

As at As at As at
31 March 31 March 31 March
2002 2003 2004
£ £ £
3,071,330 8,809,484 7,994,407
46,865 77,907 156,579
3,118,195 8,887,391 8,150,986
670,084 1,811,002 1,550,234
1,407,987 3,300,487 6,061,041
268,788 1,223,425 2,223,399
2,346,859 6,334,914 9,834,674
(1,953,224) (5,202,582) (7,582,226)
393,635 1,132,332 2,252,448
3,511,830 10,019,723 10,403,434
(1,720,000) (5,791,782) (2,769,445)
(142,727) (2,228) -
1,649,103 4,225,713 7,633,989
3,043,383 4,124,543 4,931,658
365,075 1,267,733 2,824,689
1,040,441 1,633,233 2,677,438
(2,799,796) (2,799,796) (2,799,796)
1,649,103 4,225,713 7,633,989




CONSOLIDATED CASHFLOW STATEMENT

Notes

Net cash inflow from operating activities 24

Returns on Investments and Servicing of Finance
Interest received
Interest paid

Net cash outflow from returns on investments
and servicing of finance

Taxation
Corporation tax paid

Capital Expenditure and Financial Investment
Payments to acquire tangible fixed assets
Receipts from sale of tangible fixed assets
Payments to acquire intangible fixed assets
Receipts from sale of intangible fixed assets

Net cash outflow from capital expenditure
and financial investment

Acquisitions and disposals

Purchase of subsidiary undertaking 27
Net cash acquired with subsidiary 27
Deferred consideration paid for subsidiary

Financing

Receipts from bank loan

Issuing of ordinary share capital

Expenses paid in connection with share issue
Repayments of short term debt

Repayments of long term debt

Hire purchase repayments

New secured loan repayable 2009

New short term borrowings

(Decrease)/Increase in cash in the year 26

24

Year ended Year ended Year ended
31 March 31 March 31 March
2002 2003 2004

£ £ £

652,763 823,200 1,384,703
2,162 1,738 8,812
(20,893) (97,126) (95,711)
(18,731) (95,388) (86,899)
(156,302) (206,581) (556,731)
(26,650) (33,054) (75,058)

- 5,267 13,406
(2,176,264) (396,362) (693,973)
— — 73,979
(2,202,914) (424,149) (681,646)
(434,853) (860,342) (419,627)
94,057 1,478 _
— — (81,250)
(340,796) (858,864) (500,877)
1,880,000 - -
- 1,650,000 1,975,000
- (416,182) (67,175)
- - (651,145)
— (2,103,855) (295,577)
- - (17,465)

- 1,812,359 -

- 650,000 -
(185,980) 830,540 502,188




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1  Principal Accounting Policies

Accounting basis and standards

The financial statements have been prepared under the historical cost convention, and in accordance with
applicable accounting standards.

Basis of Consolidation

The Group accounts consolidate the accounts of Air Music and all its subsidiary undertakings up to the
balance sheet date. The acquisition of Air Music & Media Limited and its subsidiary undertakings has been
accounted for under ‘Merger accounting principles’ as set out in FRS6. Accordingly, the results in the year
of acquisition are for a full 12 month period and the comparatives are those of Air Music & Media Limited
for 12 months.

The purchase of Legacy Entertainment, Ontario Limited, Hollywood DVD Limited and the Original Record
Company Limited have been accounted for in accordance with acquisition accounting and hence these
results are shown from the date of acquisition.

Turnover

Turnover represents the invoiced value of goods sold and services provided net of value added tax.

Depreciation

Depreciation on fixed assets is provided at rates estimated to write off the cost, less estimated residual value
of each asset, over its expected useful life, as follows:

Plant and machinery 33.3% straight line

Fixtures, fittings and equipment 10%/25%/33.3%/50% straight line
Motor vehicles 33.3%

Amortisation

Amortisation on intangible fixed assets is provided at rates estimated to write off the cost of each asset over
its useful economic life, as follows.

Catalogue rights, licences, masters and artwork 5% — 33.3% straight line
Goodwill 5% straight line

Stocks

Stocks are stated at the lower of cost and net realisable value. Cost includes all direct costs incurred in
bringing the stocks to their present location and condition.

Deferred taxation

Full provision has been made for deferred tax assets and liabilities arising from timing differences between
the recognition of gains and losses in the financial statements and their recognition in a tax computation,
calculated at a rate at which it is estimated that tax will be payable.

Leased Assets

Assets held under finance leases and hire purchase contracts are capitalised in the Balance Sheet and
depreciated over their expected useful lives. The interest element of the rental obligations is charged to the
Profit and Loss Account over the period of the lease on a straight line basis.

Rentals paid under operating leases are charged to income on a straight line basis over the lease term.
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Royalties

Royalties due to the Mechanical Copyright Protection Society are calculated and accounted for on the basis
of pressings made, except in New Sound Limited where they are payable and accounted for on the basis of
sales made. Other royalties are accounted for, where relevant, when the sale is made.

Foreign Currencies

Transactions denominated in foreign currencies are translated into Sterling at the exchange rate ruling at the
date of the transaction. Assets and liabilities in foreign currencies are translated into Sterling at the rates of
exchange ruling at the end of the financial year. All exchange differences are dealt with in the profit and loss
account.

Intangible fixed assets

Catalogue rights and licences are capitalised at cost.

Pension scheme arrangements

The Group makes contributions to a money purchase contribution scheme, the assets of the scheme being
held separately from the assets of the company. The pension cost charge represents contributions payable to
the scheme.

2 Turnover

2002 2003 2004
£ £ £
Principal Activities:
Distribution and manufacture of media products —
continuing activities 4,374,373 8,032,035 15,760,074
The geographical analysis of turnover is as follows:
2002 2003 2004
£ £ £
United Kingdom 1,366,485 4,034,043 9,692,131
Europe 1,450,894 1,498,998 1,408,280
North America 1,142,128 2,009,309 3,579,654
Africa 6,122 27,650 228,719
Asia 4,026 26,870 -
Rest of the World 404,718 435,165 851,290
4,374,373 8,032,035 15,760,074
3 Operating Profit
2002 2003 2004
£ £ £
The operating profit is stated after charging:
Auditors’ remuneration 19,778 24,000 26,000
Auditors’ remuneration — non audit services - 102,325 96,464
Depreciation — owned tangible fixed assets 21,954 40,475 57,504
Depreciation — assets held under hire purchase - - 7,250
Amortisation — Goodwill 25,466 123,424 189,003
Amortisation — Intangible assets 195,352 241,459 341,146
Loss on foreign exchange 9,293 64,532 70,032
Other operating lease rentals 73,500 114,347 150,904
Aborted flotation and acquisition costs 55,822 - -
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4 Interest Receivable and similar income

2002 2003 2004
£ £ £
Bank interest received 2,162 1,738 8,749
Interest received on tax refund - - 63
2,162 1,738 8,812
5  Interest Payable and similar charges
2002 2003 2004
£ £ £
Bank overdraft and loan interest 19,764 94,708 89,731
Interest on overdue taxation 1,129 1,738 14,337
Other interest - 680 3,035
20,893 97,126 107,103
6  Directors and Employees
2002 2003 2004
£ £ £
Total directors’ remuneration 370,256 460,784 448,641
The average number of persons employed by the group (including directors) during the period was:
2002 2003 2004
Selling and distribution 12 19 17
Administration 11 19 19
23 38 36
Their total remuneration was:
2002 2003 2004
£ £ £
Wages and salaries 615,313 855,400 1,156,405
Social Security costs 54,841 80,207 105,201
Other pension costs 3,000 - -
Compensation for loss of office 15,000 - -
688,154 935,607 1,261,606
The number of directors receiving contributions into a money purchase scheme is 1.
For the highest paid director:
Aggregate emoluments 104,911 105,319 127,167
Aggregate pension contributions 3,000 - -
107,911 105,319 127,167
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7 Taxation

2002 2003 2004
£ £ £
(a) Analysis of charge in period
Current tax:
UK Corporation tax on profits of the period (Note 7(b)) 231,289 283,354 561,962
Foreign tax 43,042 30,736 -
Adjustment in respect of prior year 5,031 5,030 13,657
279,362 319,120 575,619
Deferred tax:
Origination and reversal of timing differences 1,550 (3,251) (1,518)
Adjustment re prior years - - (4,500)
Tax on profit on ordinary activities 280,912 315,869 569,601
(b) Factors affecting tax charge for the period
The tax assessed for the period is higher/lower than the
standard rate of corporation tax in the UK (30 per cent).
The differences are explained below:
Profit on ordinary activities before tax 803,771 908,661 1,616,677
Profit on ordinary activities multiplied by standard
rate of corporation tax in the UK of 30.0% 241,131 272,598 485,003
Effects of:
Expenses not deductible for tax purposes 53,479 26,388 70,005
Depreciation for period in excess of capital allowances - 1,410 5,997
Effect of small company relief - - (6,502)
Utilisation of tax losses (4,997) 19,984 -
Adustments to tax in respect of previous years 5,031 5,030 13,657
Other tax differences (15,282) (6,290) 7,459
Current tax charge for the period (Note 7(a)) 279,362 319,120 575,619

8  Earnings per Share

The basic earnings per share is based on the profit after tax of £1,047,076 (2003: £592,792; 2002: £522,859)
and the weighted average number of ordinary shares in issue during the the year of 180,996,181 2.5p shares
(2003: 141,745,262 2.5p shares; 2002: 30,433,830 10p shares subdivided into 121,735,320 2.5p shares).

The earnings per share has been fully diluted to take into account the deferred consideration on the purchase
of Hollywood DVD Limited and The Original Record Company Limited. This increased the weighted
average number of shares used in the basic EPS calculation from 180,996,181 to 188,514,533 used in the
fully diluted EPS calculation.

The earnings per share for 2003 has been fully diluted in the financial statements for 2004, as it was
considered necessary to give a meaningful comparative in light of the additional information that has come
to light this year regarding contingently issuable shares. These contingently issuable shares increased the
weighted average number of shares from 141,745,262 to the 144,778,416 shares used in the diluted earnings
per share calculation.

No fully diluted earnings per share has been presented for 2002 as the deferred consideration at 31 March
2002 was not dilutive at that date.
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9 Profit for the Financial Year

As permitted by section 230 of the Companies Act 1985, the profit and loss account of the Company is not
presented as part of these financial statements. The Group profit for the financial period of £1,047,076 (2003:
£592,792;2002: £522,859) includes a loss of £243,748 (2003: loss £154,351; 2002: £nil), which is dealt with
in the financial statements of the Company.

10 Intangible Assets

Catalogue rights,
licences, masters

Goodwill and artwork Total
£ £ £

Cost
At 1 April 2001 - 577,698 577,698
Additions 857,963 2,224,824 3,082,787
At 1 April 2002 857,963 2,802,522 3,660,485
Exchange difference - (875) (875)
Additions due to acquisition of Hollywood DVD Limited 5,707,217 - 5,707,217
Additions - 396,362 396,362
At 1 April 2003 6,565,180 3,198,009 9,763,189
Exchange difference - 958 958
Additions due to acquisition of The Original Record
Company Limited (note 27) 2,030,725 82,595 2,113,320
Additions - 652,825 652,825
Disposals - (93,691) (93,691)
Adjustment to original estimate of Hollywood DVD
Limited deferred consideration (2,964,007) — (2,964,007)
At 31 March 2004 5,631,898 3,840,696 9,472,594
Amortisation
At 1 April 2001 - 368,337 368,337
Charge for the period 25,466 195,352 220,818
At 1 April 2002 25,466 563,689 589,155
Exchange difference - (333) (333)
Charge for the year 123,424 241,459 364,883
At 1 April 2003 148,890 804,815 953,705
Exchange difference - 229 229
Charge for the year 230,827 354,962 585,789
Disposals - (19,712) (19,712)
Adjustment to original estimate (41,824) - (41,824)
At 31 March 2004 337,893 1,140,294 1,478,187
Net Book Value
At 31 March 2004 5,294,005 2,700,402 7,994,407
At 31 March 2003 6,416,290 2,393,194 8,809,484
At 31 March 2002 832,497 2,238,833 3,071,330
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11 Tangible Fixed Assets

Fixtures, fittings
and other assets

£
Cost
At 1 April 2001 86,277
Additions 26,650
At 1 April 2002 112,927
Additions due to acquisition of Hollywood DVD Limited 64,143
Exchange difference (371)
Additions 33,054
Disposals (15,000)
At 1 April 2003 194,753
Exchange Difference 365
Additions due to acquisition of The Original Record Company Limited 13,408
Additions 140,241
Disposals (33,340)
At 31 March 2004 315,427
Depreciation
At 1 April 2001 44,108
Charge for the period 21,954
At 1 April 2002 66,062
Additions due to acquisition of Hollywood DVD Limited 16,429
Exchange difference (154)
Charge for the year 40,475
Disposals (5,966)
At 1 April 2003 116,846
Exchange difference 151
Charge for the year 64,754
Disposals (22,903)
At 31 March 2004 158,848
Net Book Value
At 31 March 2004 156,579
At 31 March 2003 77,907

At 31 March 2002 46,865
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12 Investments — Company

The Company holds more than 20 per cent. of the share capital of the following:

Country of Class of Proportion Nature of
Name Incorporation share held business
Principal subsidiary undertakings:
Air Music & Media Limited England Ordinary 100% Music & media
Legacy Entertainment Inc. Canada Ordinary 100% Music & media
Clifford Asset Management Limited England  Ordinary 100% Dormant
London Media Securities Limited Jersey  Ordinary 100% Dormant
1276353 Ontario Limited Canada  Ordinary 100% Holding company
Going for a Song Limited England Ordinary 99.98% Music & media
Hollywood DVD Limited England Ordinary 100% Film & media
The Original Record Company Limited England Ordinary 100% Dormant
New Sound Limited England  Ordinary 100% Music & media

All shares in the Company’s subsidiaries carry one voting right each. Voting rights are therefore identical to
the proportion of shares held.

The shares in Going for a Song Limited and New Sound Limited are held by Air Music and Media Limited
which is itself a 100 per cent. subsidiary of the company.

All the above companies have been consolidated in these accounts. As described in Note 1, Legacy
Entertainment Inc., 1276353 Ontario Limited, Hollywood DVD Limited and the Original Record Company
Limited have been consolidated in these accounts using acquisition accounting principles. The other group
companies that were acquired in the year ended 31 March 2002 were consolidated using merger accounting
principles.

A summary of the assets and liabilities of the acquired entities is given in Note 27. No fair value adjustments
were considered necessary.

Legacy Entertainment

On 3 October 2001, the Company acquired control of Legacy Entertainment Inc. This was achieved by
purchasing the share capital of 1276353 Ontario Limited, which held 50 per cent. of Legacy Entertainment
Inc, and acquiring the remaining 50 per cent. directly. Both these entities are Canadian companies and the
consideration consisted of cash of Can$900,000 and Can$1,400,000 in Convertible Loan notes. The
Convertible Loan notes were converted into 2,433,830 ordinary shares between 10 January 2002 and 7
February 2002. The conversion gave rise to a share premium of £365,065. Goodwill on this transaction
amounted to £902,424.

The only accounting adjustment considered necessary was to capitalise masters and artwork in line with Air
Music policy.

Air Music and Media Limited

On 7 September 2001, the Company acquired control of Air Music and Media Limited and its subsidiary
undertakings. This was achieved by issuing 28,000,000 10p Ordinary Shares to the acquired entities as
consideration for the purchase. The purchase has been accounted for using merger accounting principles.
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12 Investments — Company (continued)

The summarised profit and loss accounts for the substantial acquisitions from the beginning of the financial
year ended 31 March 2002 to the date of acquisition, were as follows:

Legacy
Entertainment Ontario

Inc. Limited Total

£ £ £

Turnover 231,859 — 231,859
Cost of Sales (70,494) - (70,494)
Gross Profit 161,365 — 161,365
Administrative Expenses (154,226) - (154,226)
Net Profit before taxation 7,139 - 7,139
Taxation (3,028) - (3,028)
4,111 - 4,111

Hollywood DVD Limited

On 18 December 2002, the company acquired 100 per cent. of the share capital of Hollywood DVD Limited.
This was achieved by issuing 12,746,431 2.5p ordinary shares at a premium of 3.38p and a cash payment of
£860,342, including expenses, as consideration for the purchase. In addition, deferred consideration not
exceeding £4,500,000 is payable dependent on future performance. The purchase has been accounted for
using acquisition accounting principles.

A summary of the assets and liabilities of Hollywood DVD Limited is shown in note 27. No fair value
adjustments were considered necessary. Goodwill of £5,707,217 has arisen on this purchase taking account
of a fair estimate of the deferred consideration.

The Original Record Company Limited (“TORC”)

The company purchased 100 per cent. of the share capital of TORC on 7 October 2003. The trade and net
assets acquired were immediately transferred to another group subsidiary, New Sound Limited. Immediately
prior to its acquisition, TORC acquired certain assets from New Sound 2000 Limited. These were all
transferred and therefore there are no previous results recorded in TORC.

The initial consideration for the acquisition was £794,627 including expenses, satisfied by £419,627 cash
and £375,000 as an issue of 4,604,666 shares to vendors at a premium of £0.05644.

In addition deferred consideration of £1,236,198 is payable, dependent on future performance. A summary
of the assets and liabilities of The Original Record Company Limited is shown in note 27. No fair value
adjustments were considered necessary.

Goodwill of £2,030,225 has arisen on this purchase taking account of a fair estimate of the deferred
consideration.

13  Stocks
2002 2003 2004
£ £ £
Raw materials 27,283 - -
Work in progress 12,384 4,593 12,755
Finished goods 630,417 1,806,409 1,537,479
670,084 1,811,002 1,550,234
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14 Debtors

2002 2003 2004
£ £ £
Trade debtors 1,169,493 2,575,408 4,895,988
Other debtors 97,569 95,245 172,256
Prepayments and accrued income 140,925 629,834 992,797
1,407,987 3,300,487 6,061,041

15 Creditors: Amounts falling due within one year
2002 2003 2004
£ £ £
Net obligations under hire purchase contracts - 14,258 12,729
Bank loans and overdrafts 486,421 1,397,240 1,204,881
Trade creditors 805,565 2,106,485 3,119,409
Corporation tax 245,804 633,122 654,061
Social security and other taxes 11,724 345,953 421,369
Other creditors 13,530 30 7,221
Accruals and deferred income 390,180 705,494 2,162,556
1,953,224 5,202,582 7,582,226

The bank holds a charge over the rights in sound recordings comprising the SBI catalogue in respect of the
group overdraft and long term borrowings. Personal guarantees have also been given by M. Infante
(£270,000) and M. D. Frey (£630,000).

The Group has also given an unlimited cross guarantee and is part of a collective net overdraft facility in
conjunction with the other group companies, to secure the bank liabilities of each other.

The maximum potential liability for the company at the balance sheet date was £290,123 (2003: £96,225,
2002: £2,163,500).

The Group companies party to the charges and the guarantee are:

Air Music & Media Group plc
Air Music & Media Limited
Going for a Song Limited
New Sound Limited

16 Creditors: Amounts falling due after more than one year

2002 2003 2004
£ £ £
Bank loans and overdrafts 1,720,000 1,291,782 1,035,205
Other creditors — deferred consideration - 4,500,000 1,671,586
Obligations under hire purchase contracts - - 62,654
1,720,000 5,791,782 2,769,445

Amounts repayable by instalments:
In less than one year 160,000 946,722 1,207,411
In more than one year but not more than two years 160,000 256,577 1,937,620
In more than two years but not more than five years 480,000 730,732 770,931
In more than five years 1,080,000 304,473 60,894
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17 Controlling Party

There is no controlling party.

18 Transactions with Related Parties — Company

During the year Air Music & Media Limited was invoiced £8,734 (2003 — £104,024), (2002 — £46,641) by
Fladgate Fielder, a firm of solicitors in which N. Greenstone (a non-executive director of the company until
17 November 2003) was a partner, on normal commercial terms.

During 2004, the group made payments of £117,960 (2003: £nil) to Creative Film Entertainment, a trading
name owned by W. Goldberg. W. Goldberg is the father of M. Goldberg, a director of a group subsidiary.

The Group also made consultancy payments direct to W. Goldberg amounting to £13,177 (2003: £Nil). S.
Pearce, a director of a group subsidiary, and J. Curtiss, a former director of Hollywood DVD Limited, a
group subsidiary, have given a guarantee limited to £100,000 (2003: £100,000, 2002: £Nil) to HSBC Invoice
Finance (UK) Limited in respect of the indemnity under the factoring agreement for that subsidiary
company.

19 Shareholders’ Funds

Profit and Share Share Merger
Loss Account Capital Premium Reserves Total
£ £ £ £ £
Shares issued on acquisition of
Air Music & Media Limited - 2,800,000 - - 2,800,000
Shares issued on acquisition of
Legacy Entertainment Inc. — 243,383 365,075 — 608,458
Excess of par value of shares issued
over par value of shares of merger
company acquired - - - (2,799,796) (2,799,796)
Reserves of merged company 517,582 - - - 517,582
As restated 517,582 3,043,383 365,075 (2,799,796) 1,126,244
Profit retained for period 522,859 - - - 522,859
At 1 April 2002 1,040,441 3,043,383 365,075 (2,799,796) 1,649,103
Shares issued on acquisition of
Hollywood DVD - 318,660 431,340 - 750,000
Shares issued during the year - 762,500 471,318 — 1,233,818
Retained profit for the year 592,792 - - - 592,792
At 31 March 2003 1,633,233 4,124,543 1,267,733  (2,799,796) 4,225,713
Exchange difference (2,871) (2,871)
Shares issued on acquisition of The
Original Record Company Limited - 115,115 259,885 - 375,000
Shares issued during the year - 692,000 1,297,071 - 1,989,071
Retained profit for the year 1,047,076 - - - 1,047,076
At 31 March 2004 2,677,438 4,931,658 2,824,689 (2,799,796) 7,633,989
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19 Shareholders’ Funds (continued)

The group operates an Enterprise Management Incentive Scheme for both directors and employees.

At 31 March 2004, options to acquire 3,220,000 2.5p ordinary shares were outstanding under this Scheme.
These options are exercisable at Sp between 17 September 2004 and 15 May 2013.

2002 2003 2004

The share capital comprises: £ £ £
Authorised:
400,000,000 Ordinary shares of 2.5p each 5,000,000 10,000,000 10,000,000
Called up, allotted and fully paid:
197,266,385 (2003: 164,981,720) ordinary shares

of 2.5p each (2002: 30,433,830 Ordinary shares

of 10p each) 3,043,383 4,124,543 4,931,658

During the year ended 31 March 2004, the Company issued 32,284,634 2.5p ordinary shares at the following
prices:

Shares Issued Issue Price Purpose of Issue
1,125,813 7.217p Hollywood DVD Limited deferred consideration
22,333,334 7.5p Cash
4,604,616 8.144p The Original Record Company Limited acquisition
4,000,000 7.5p Cash

The two cash issues raised funds of £1,907,825 after expenses, and were used to provide additional working
capital for the Group.

During the year ended 31 March 2002, the Company allotted 30,433,830 ordinary shares of 10p each. In
September 2001, the Company allotted 28,000,000 ordinary shares of 10p each upon its acquisition of Air
Music and Media Group Limited, where the shares were used as consideration.

In October 2001, the Company acquired Legacy Entertainment Inc for Can$900,000 cash and Convertible
Loan Notes of Can$1,400,000. The conversion price of the loan notes was 25 pence per ordinary share. The
loan notes were converted into ordinary shares of 10p each by the holders between 10 January and 7
February 2002. Upon conversion 2,433,830 new shares were issued, giving rise to a share premium of
£365,075.
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20 Provisions for Liabilities and Charges

Deferred taxation

Provision for deferred taxation has been made in these financial statements in accordance with the
accounting policy described in Note 1. The amounts provided and full potential liability are as follows:

2002 2002 2003 2003 2004 2004
Amount  Potential Amount  Potential Amount  Potential
provided liability  provided liability  provided liability
£ £ £ £ £ £

Group
Chargeable gain rolled over 137,248 137,248 - - - -
Accelerated capital allowances 5,479 5,479 2,228 2,228 — —
142,727 142,727 2,228 2,228 — -

At the year end, the Company did not have any provisions for liabilities.

The chargeable gain rolled over relates to the disposal of Airborne Security and Investigation Services
Limited, a subsidiary of Air Music & Media Limited, in November 1999, which crystallised in 2002.

Included within other debtors is a deferred tax asset of £3,790 (2003: £Nil, 2002: £Nil) arising from
Accelerated Capital Allowances claimed by the Group. The Group have recognised this and the Directors
believe sufficient future profits will be made to recover this asset.

21 Capital Commitments
At 31 March 2004, the Group had committed to pay £90,623 for the purchase of new computer accounting

software.
22 Future Financial Commitments

Operating leases

At 31 March 2004 the group had annual commitments under operating leases as set out below:

Land and Land and Land and
Buildings Other  Buildings Other  Buildings Other
2002 2002 2003 2003 2004 2004
£ £ £ £ £ £

Operating leases which expire:

Within 1 - 2 years - 6,374 - - 10,800 8,543
In the second to fifth year - 33,549 39,000 34,049 - 27,317
After 5 years 27,365 - 27,365 - 27,356 -
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23 Financial Instruments

The Group’s financial instruments comprise borrowings, some cash and liquid resources and various items
such as trade debtors, trade creditors etc. that arise directly from its operations. The main purpose of these
financial instruments is to provide the working capital for the Group’s operations.

It is, and has been throughout the period under review, the Group’s policy that no trading in financial
instruments shall be undertaken.

The main risks arising from the Group’s financial instruments are interest risk, liquidity risk and foreign
currency risk. The Board reviews and agrees policies for managing each of these risks and they are
summarised below. These policies have remained unchanged since 1 April 2003.

Interest rate risk

The Group finances its operations through a mixture of retained profits and bank borrowings. The Group
borrows in the desired currencies at both fixed 3 monthly and floating rates of interest. The Group’s policy
is to keep at least 60 per cent. of its borrowings at 3 monthly fixed rates of interest. At the year end 57.6 per
cent. of the Group’s borrowings were at 3 monthly fixed rates.

Liquidity risk
As regards liquidity, the Group’s policy has, throughout the year, been to ensure continuity of funding. At
the year end 5 per cent. of the Group’s borrowings were due to mature in more than five years.

Short term flexibility is achieved by overdraft facilities.

Foreign currency risk

The Group has one significant overseas subsidiary, Legacy Entertainment Inc., which operates in Canada and
North America and whose revenues and expenses are denominated exclusively in Canadian dollars.

About one third of the sales of the Group’s UK business is to customers outside of the UK. Those sales are
priced and invoiced in sterling to mitigate the foreign exchange risk.

Interest rate risk profile of financial assets and financial liabilities

Financial Assets

The interest rate profile of the Group’s financial assets (excluding short-term debtors) at 31 March 2004 was:

Financial

assets on

Fixed rate which no

financial interest is

Total assets received

Currency £ £ £
Sterling 1,671,867 - 1,671,867
Euro 14,260 - 14,260
Canadian dollar - _ _
US dollar 537,272 - 537,272
Total 2,223,399 - 2,223,399
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23 Financial Instruments (continued)

Financial liabilities

The interest rate profile of the Group’s financial liabilities at 31 March 2004 was:

Floating

rate

financial

Total liabilities

Currency £ £
Sterling 2,240,086 948,304

3 Month
fixed rate
financial
liabilities
(LIBOR +
1.5/2.25%)

£

1,291,782

The floating rate financial liabilities comprise overdrafts and short-term borrowings that bear interest based

on LIBOR + 2.25 per cent.

Maturity of financial liabilities
The maturity profile of the Group’s financial liabilities at 31 March 2004 was as follows:

2004 2003

£ £

In one year or less, or on demand 1,204,883 1,397,240
In more than one year but not more than two years 243,577 256,577
In more than two years but not more than five years 730,732 730,732
In more than five years 60,894 304,472
2,240,086 2,689,021

Borrowing facilities

The Group has no undrawn committed borrowing facilities.

Fair values of financial assets and financial liabilities

Both book values and fair values of the Group’s financial assets and liabilities are not considered to be

materially different as at 31 March 2004.

Primary financial instruments held or issued to finance the Group’s operations

Short-term financial liabilities and current position of long-term borrowings
Long-term borrowings
Financial assets
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Book value
and fair
value

£

(1,204,883)
(1,035,203)

2,223,399



24 Reconciliation of Operating Profit to Net Cash Inflow from Operating Activities

2002 2003 2004
£ £ £
Operating profit 822,502 1,004,049 1,714,968
Depreciation charges 21,954 40,475 64,754
Amortisation 220,818 364,883 530,149
Loss/(Profit) on disposal of tangible assets - 3,767 (2,969)
(Increase)/Decrease in stock (34,800) (142,507) 260,768
Decrease/(Increase) in debtors 206,452 (82,658) (2,754,713)
(Decrease)/Increase in creditors (584,163) (359,443) 1,575,560
Net effect of foreign exchange differences - (5,366) (3,814)
Net Cash Inflow from Operating Activities 652,763 823,200 1,384,703
25 Analysis of Net Debt
At Cash At Cash At Cash Other At
31.3.2001 Movement 31.3.2002 Movement 31.3.2003 Movements Movements 31.3.2004
£ £ £ £ £ £ £ £
Cash in hand and at bank 276,102 (7,314) 268,788 954,637 1,223,425 999,974 - 2,223,399
Overdraft (147,755) (178,666)  (326,421) (124,097) (450,518) (497,786) - (948,304)
128,347 (185,980) (57,633) 830,540 772,907 502,188 - 1,275,095
Debt due within one year - (160,000)  (160,000)  (786,722)  (946,722) 690,145 - (256,577)
Debt due after one year - (1,720,000) (1,720,000) 428,218 (1,291,782) 256,577 - (1,035,205)
Obligation under hire purchase - - - - - 17,465 (92,848) (75,383)
- (1,880,000) (1,880,000) (358,504) (2,238,504) 964,187 (92,848) (1,367,165)
Total 128,347 (2,065,980) (1,937,633) 472,036 (1,465,597) 1,466,375 (92,848) (92,070)
26 Reconciliation of Cash Flow to Movement in Net Debt
2002 2003 2004
£ £ £
(Decrease)/Increase in cash in the period (185,980) 830,540 502,188
Change in net debt resulting from cashflows (1,880,000) (358,504) 964,187
Change in net debt resulting from other changes - - (92,848)
Net funds/(debt) at beginning of the year 128,347 (1,937,633) (1,465,597)
Net (debt)/funds at the end of the year (1,937,633) (1,465,597) (92,070)
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27 Purchase of Subsidiary Undertakings

Net assets acquired:

Intangible assets

Tangible assets

Stock

Debtors

Cash at bank

Creditors: Amounts falling due within one year
Creditors: Amounts falling due after more than one year

Goodwill

Satisfied by:

Shares Allotted

Cash

Deferred consideration

2002 2003 2004

£ £ £

- - 82,595

4,098 47,714 13,408
110,757 998,411 120,277
522,370 2,034,687 100
94,057 1,478 -
(590,396) (2,667,478) (216,280)
- (11,687) -

140,886 403,125 100
902,424 5,707,217 2,030,725
1,043,310 6,110,342 2,030,825
608,457 750,000 375,000
434,853 860,342 419,627
- 4,500,000 1,236,198
1,043,310 6,110,342 2,030,825

The subsidiary undertaking acquired during the year ended 31 March 2004 contributed £128,579 to the

group’s net operating cash flows and utilised £234,403 for capital expenditure.
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PART IV

FINANCIAL INFORMATION ON REDWORTH LIMITED

FINANCIAL INFORMATION ON REDWORTH LIMITED (“REDWORTH”) FOR THE YEAR
ENDED 31 MARCH 2004 AND THE SEVEN MONTHS ENDED 31 MARCH 2003

Basis of financial information

The financial information contained in Part IV of this document does not constitute statutory accounts within
the meaning of section 240 of the Act. The financial information for the year ended 31 March 2004 and the
period ended 31 March 2003 has been extracted, without material adjustment, from the audited consolidated
financial statements of Redworth Limited for those periods. Copies of the financial statements for these years
have been delivered to the Registrar of Companies in England and Wales. The financial statements for these
years have been prepared in accordance with applicable law and the Redworth Directors accept
responsibility for them. Grant Thornton Chartered Accountants and Registered Auditors, of Heran House,
Albert Square, Manchester, M60 8GT, have made a report under section 235 of the Act in respect of the
statutory consolidated financial statements for the seven months ended 31 March 2003. Pannell Kerr Forster
Chartered Accountants and Registered Auditors, of 52 Mount Pleasant, Liverpool, L3 5UN, have made a
report under section 235 of the Act in respect of the statutory consolidated financial statements for the year
ended 31 March 2004. These reports were unqualified and did not contain a statement under section 237(2)
or (3) of the Act.

41



PROFIT AND LOSS ACCOUNT

Turnover
Cost of sales
Gross profit

Distribution costs
Administrative expenses

Operating profit

Share of associate’s operating loss
Amortisation of goodwill arising on acquisition of associate

Interest receivable and other income
Share of associate’s interest receivable
Interest payable and similar charges
Share of associate’s interest payable

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit for the financial period

All amounts relate to continuing operations.

Redworth

Limited Redworth
Consolidated Limited

7 Month  Consolidated

period to Year to

31 March 31 March

2003 2004

Continuing

Acquisitions activities

Note £ £
2 21,323,519 37,081,182
(17,238,632) (29,733,231)
4,084,887 7,347,951
(307,765) (531,564)
(2,020,714) (3,132,614)

3 1,756,408 3,683,773
- (66,240)
- (7,560)

1,756,408 3,609,973

5 26,239 48,108
- 241
6 (40,752) (16,355)
- (1,337)

1,741,895 3,640,630
7 (564,125) (1,263,143)
17 1,177,770 2,377,487

There were no recognised gains or losses for the year other than the profit for the financial period.

There was no material difference between the reported result and the result calculated on an unmodified

historical cost basis.
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BALANCE SHEET

Fixed assets
Intangible
Tangible
Investments

Current assets

Stocks

Debtors

Cash at bank and in hand

Creditors: amounts falling due within one year
Net current assets
Total assets less current liabilities

Creditors: amounts falling due after more than one year

Capital and reserves
Called up share capital
Merger reserve

Profit and loss account

Equity shareholders’ funds
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11
12

13

14

16
17
17

18

Redworth Redworth
Limited Limited
Consolidated  Consolidated
As at As at
31 March 31 March
2003 2004
£ £
2,715,874 2,576,001
445,644 391,429
181,588 76,782
3,343,106 3,044,212
4,214,482 4,776,967
4,267,792 5,774,774
676,619 2,657,420
9,158,893 13,209,161
(6,646,704) (8,027,900)
2,512,189 5,181,261
5,855,295 8,225,473
(7,858) (549)
5,847,437 8,224,924
10,000 10,000
4,659,667 4,659,667
1,177,770 3,555,257
5,847,437 8,224,924




CASHFLOW STATEMENT

Notes
Net cash inflow from
operating activities 19

Returns on investments and
servicing of finance

Interest paid

Finance lease interest paid

Interest received

Net cash (outflow)/inflow from returns on
investments and servicing of finance

Taxation

Capital expenditure and
financial investment
Purchase of tangible fixed assets
Sale of tangible fixed assets
Loans made to other entities

Net cash outflow from capital expenditure
and financial investment activities

Acquisitions and disposals
Payments to acquire associate undertaking
Purchase of subsidiary undertaking
Net cash from purchase of
subsidiary undertaking

Net cash inflow/(outflow)
from acquisitions
Net cash inflow before financing

Financing
Issue of share capital
Payment of deferred consideration
for subsidiary
Capital element of finance lease rentals

Net cash outflow from financing

Increase in cash for the period 20

Redworth
Limited
Consolidated
7 Month
period ended
31 March
2003
£
2,015,705
(39,342)
(1,410)
26,239
(14,513)
(1,230,460)
(53,162)
35,616
(181,588)
(199,134)
(1,062,044)
1,173,019
110,975
682,573
3,000
(8,954)
(5,954)
676,619
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Redworth

Limited

Consolidated

Year ended

31 March

2004

£

4,187,200
(15,246)
(1,109)
48,108

31,753

(911,444)
(133,299)
101
56,222

(76,976)
(300,000)

(300,000)

2,930,533
(1,000,000)
(11,590)

(1,011,590)

1,918,943



NOTES TO THE FINANCIAL INFORMATION

1  Accounting policies

Basis of preparation of financial statements

The financial statements have been prepared under the historical cost convention and in accordance with
applicable accounting standards.

The consolidated financial statements comprise the audited financial statements of Redworth and its
subsidiary and associate undertakings made up to 31 March 2004.

A separate profit and loss account for the parent company has not been prepared as permitted by Section
230(2) of the Companies Act 1985.

Turnover

Turnover comprises the amounts receivable by the group for goods supplied and services provided, net of
VAT and trade discounts.

Intangible fixed assets

Intangible fixed assets are stated at cost less amortisation. Amortisation is provided at rates calculated to
write off the cost of intangible fixed assets, less their estimated residual value, over their expected useful
lives.

Tangible fixed assets

Tangible fixed assets are stated at cost less depreciation. Depreciation is provided at rates calculated to write
off the cost of fixed assets, less their estimated residual value, over their expected useful lives on the
following basis:

Leasehold improvements over the lease term
Motor vehicles 25 per cent. straight line
Fixtures, fittings, plant and equipment 25 per cent. straight line

Finance leases and hire purchase

Assets acquired under finance leases or hire purchase are treated as tangible fixed assets and depreciation is
provided accordingly. The present value of future rentals is shown as a liability and the interest element of
rental obligations is charged to the profit and loss account over the period of the lease.

Operating leases

Operating lease rentals are charged in the profit and loss account on a straight line basis over the lease term.

Investments

Investments are stated at the lower of the carrying value and recoverable value.

Stocks

Stocks are stated at the lower of cost and net realisable value after making allowance for obsolete and slow
moving items. Cost is determined on a first in first out basis and represents the purchase price of products.
Net realisable value is based on estimated selling price allowing for all further costs of disposal.

Foreign currencies

Assets and liabilities in foreign currencies are translated into sterling at the rates of exchange ruling at the
balance sheet date or at the forward exchange contract rate. Transactions in foreign currencies are translated
into sterling at the rate ruling on the date of the transaction or the forward exchange contract rate. Exchange
differences are taken into account in arriving at the operating profit.
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1  Accounting policies (continued)

Deferred taxation

Provision is made for deferred taxation using the full provision basis in accordance with Financial Reporting
Standard 19. Deferred tax is recognised on all timing differences which have originated but not reversed at
the balance sheet date. Timing differences represent accumulated differences between the company’s taxable
profit and its financial profit and arise from the differences between accelerated capital allowances and
depreciation. Deferred tax is measured on a non-discounted basis.

Pensions

Contributions to the Redworth group’s defined contribution pension scheme and employee personal pension
plans are charged in the profit and loss account in the year in which they become payable.

Associated undertakings

The Redworth group’s share of profits less losses of associated undertakings is included in the consolidated
profit and loss account and the group’s share of net assets is included in the consolidated balance sheet. These
amounts are taken from the latest audited financial statements of the undertaking concerned, which has the

same accounting reference date as the rest of the group.

2 Turnover

Turnover is attributable to one class of business.

All turnover arose within the United Kingdom.

3 Operating profit
The operating profit is stated after charging:

Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
Auditors’ remuneration
— audit services 13,000 13,500
— non audit services 5,020 1,500
Depreciation
— owned assets 65,708 175,315
— assets held under finance leases and hire purchase contracts 6,409 10,483
Amortisation of intangible assets 81,593 139,873
Operating lease rentals
— plant and machinery 15,284 25,928
— motor vehicles 83,689 94,386
— land and buildings 104,750 152,333
Exceptional Item:
Impairment of fixed asset investment (see note 10) - 273,688
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4  Directors and employees

Staff costs during the period were as follows:

Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
Wages and salaries 1,630,504 2,636,732
Social security costs 143,213 278,743
Other pension costs 74,113 98,933
1,847,830 3,014,408

The average number of employees, including executive directors, during the period was:
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
Number Number
Administration 17 25
Sales 14 17
Warehouse 72 80
103 122

Remuneration in respect of directors was as follows:

2003 2004
£ £
Emoluments 438,114 632,091
Contributions to money purchase pension schemes 40,034 50,984
478,148 683,075

During the year 3 (2003: 3) directors participated in money purchase pension schemes.

Directors’ remuneration shown above included the following amounts payable in respect of the highest paid

director:
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
Emoluments and benefits under long term incentive schemes 258,401 280,966
Pension contributions 32,154 30,384
290,555 311,350
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5 Interest receivable

Interest receivable from group companies
Other interest receivable

6  Interest payable and similar charges

On bank loans and loan notes
Finance charges in respect of finance leases and hire purchase contracts

7  Tax on profit on ordinary activities

(a)

Analysis of charge on year

The taxation charge is based on the profit for the period and represents:

Corporation tax at 30%
Prior period adjustments

Deferred tax
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Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
- 4981
26,239 43,127
26,239 48,108
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
39,342 15,246
1,410 1,109
40,752 16,355
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
572,125 1,278,856
- (4,138)
572,125 1,274,718
(8,000) (11,575)
564,125 1,263,143




7  Tax on profit on ordinary activities (continued)

(b) Factors affecting the tax charge for the period

The tax assessed for the period is higher than the standard rate of corporation tax in the United

Kingdom of 30 per cent. The differences are explained as follows:

Profit on ordinary activities before taxation

Profit on ordinary activities before taxation multiplied by standard
rate of corporation tax in the United Kingdom of 30 per cent.

Effects of:

Expenses not deductible for tax purposes
Depreciation for the period in excess of capital allowances

Over provision in prior year
Impairment provision not allowed

Share of associate’s loss and interest

8 Intangible fixed assets

Cost
At incorporation
On acquisition of subsidiary (note 21)

At 1 April 2003 and 31 March 2004
Amortisation

At incorporation
Charge for the period

At 1 April 2003
Charge for the year

At 31 March 2004

Net book value
At 31 March 2004

At 31 March 2003
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Redworth Redworth

Limited Limited

Consolidated  Consolidated

2003 2004
£ £

1,741,895 3,640,630

522,569 1,092,189

45,661 67,677

3,895 16,684
- (4,138)

- 82,106

- 20,200

572,125 1,274,718

Goodwill
£

2,797,467
2,797,467

81,593

81,593
139,873

221,466

2,576,001

2,715,874



9  Tangible fixed assets

Fixtures,
Leasehold fittings
Freehold Improve- plant and Motor
Property ments equipment Vehicles Total
£ £ £ £ £

Cost
At incorporation - - - - -
Acquisition of business 30,129 194,556 548,979 104,121 877,785
Additions - 22,877 32,238 - 55,115
Disposals (30,129) - (111,001) (44,022) (185,152)
At 1 April 2003 - 217,433 470,216 60,099 747,748
Additions - 12,095 119,550 1,654 133,299
Disposals - - (3,553) - (3,553)
At 31 March 2004 - 229,528 586,213 61,753 877,494
Depreciation
At incorporation - - - - -
Acquisition of business 1,466 53,221 237,043 39,372 331,102
Charge for year - 28,728 42,177 1,212 72,117
Disposals (1,466) - (83,390) (16,259) (101,115)
At 1 April 2003 - 81,949 195,830 24,325 302,104
Charge for year — 49,193 121,270 15,335 185,798
Disposals - - (1,837) - (1,837)
At 31 March 2004 - 131,142 315,263 39,660 486,065
Net book value
At 31 March 2004 - 98,386 270,950 22,093 391,429
At 31 March 2003 - 135,484 274,386 35,774 445,644

The figures stated above include fixtures, fittings, plant and equipment and motor vehicles with a net book
value of £19,508 (2003: £29,991) which are held under finance leases and hire purchase contracts.
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10 Fixed asset investments

Group Loan to Goodwill
Investment unlisted on acquisition
in associate investment of associate Total
£ £ £ £
Cost
At 1 April 2003 - 181,588 - 181,588
Additions 135,045 - 164,955 300,000
Share of associate’s results (67,336) - - (67,336)
Loans 125,366 (181,588) - (56,222)
Amortisation - - (7,560) (7,560)
At 31 March 2004 193,075 - 157,395 350,470
Provisions
At 1 April 2003 - - - -
Impairments — exceptional 116,293 - 157,395 273,688
At 31 March 2004 116,293 - 157,395 273,688
Net book amount
At 31 March 2004 76,782 - - 76,782
At 31 March 2003 - 181,588 - 181,588

Dynamic Entertainment Limited 45 per cent. associate

During its latest financial year Dynamic Entertainment Limited made a loss after tax of £144,765 (2003:
£Nil) and at the end of that year the aggregate of its capital and reserves was £150,463 (2003: £Nil).

The directors have assessed the carrying value of the investment in the associate undertakings as at 31 March
2004, based on the performance of investments since incorporation. Having initially assessed the goodwill
to have a useful economic life of 20 years the directors concluded that the goodwill has no remaining useful
economic life at 31 March 2004.

Consequently an impairment provision for the unamortised balance at 31 March 2004 has been established.
As detailed below a provision against part of the loans due from Dynamic Entertainment Limited has been
made. The impairment provision and the provision against the loans due totalling £273,688 has been
included as an exceptional item within administrative expenses (see note 3).

On 1 May 2003, Redworth converted £207,121 of its loans to Dynamic Entertainment Limited, a company
incorporated in England and Wales, and subscribed a further £92,879 in return for 45 per cent. of its “B”
ordinary share capital. The nature of the business is the wholesale of audio and video products.

Included in the investment in associate is a loan of £125,366 to Dynamic Entertainment Limited. The loan
together with any overdue interest must bear interest at the rate of 2 per cent. above the base rate of HSBC
Bank plc for the period of two years commencing on 1 May 2003 and at a rate of 3 per cent. above such base
rate thereafter.

Interest is payable quarterly in arrears. Any loans to Dynamic Entertainment Limited shall be repayable in
full on 1 May 2006. In the opinion of the Directors a provision against these loans in the amount of £116,293
is required as at 31 March 2004.

Redworth Limited owns 100 per cent. of the ordinary share capital of Music Box Leisure Limited, a company
incorporated in England and Wales. The nature of the business is the wholesale of audio and video products.

The results of Music Box Leisure Limited for the first full year since acquisition are profit for the year after
tax of £2,894,686 and its net assets at 31 March 2004 totalled £8,107,342.
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11 Stocks

Finished goods

12 Debtors

Trade debtors

Prepayments and accrued income

Amounts due from undertakings in which the company
has a participating interest

Other debtors

Deferred tax

13 Creditors: amounts falling due within one year

Bank loans and overdrafts
Trade creditors

Corporation tax

Other tax and social security
Accruals and deferred income
Other creditors

Deferred consideration

Hire purchase and finance lease obligations (see note 15)
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Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004

£ £
4.214,482 4,776,967
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004

£ £
4,183,181 5,665,142
57,180 77,653

- 1,962

19,431 10,442
8,000 19,575
4,267,792 5,774,774
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004

£ £

- 61,858
3,780,786 5,628,588
371,026 734,300
375,461 397,222
1,011,359 1,074,707
96,024 123,458
1,000,000 -
12,048 7,767
6,646,704 8,027,900




14 Creditors: amounts falling due after more than one year

Hire purchase and finance lease obligations (see note 15)

15 Finance Leases

Finance leases are repayable as follows:
Within one year

Between one and two years

Between two and five years

Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004

£ £

7,858 549
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004

£ £

12,048 7,767

6,464 549

1,394 -

19,906 8,316

Net obligations under finance lease and hire purchase creditors are secured on the assets concerned.

16 Share capital

Authorised:
10,000 Ordinary shares of £1 each

Allocated, called up and fully paid:
10,000 Ordinary shares of £1 each

Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004

£ £

10,000 10,000
10,000 10,000

On 28 May 2004 the company issued 460 ordinary £1 shares to Mrs J D Beer, a director, at par for cash

consideration.

17 Reserves

Profit

Merger and Loss
Reserve Account Total
£ £ £

Group

At incorporation - - -
Premium on allotment during the period 4,659,667 — 4,659,667
Profit for the financial period - 1,177,770 1,177,770
At 1 April 2003 4,659,667 1,177,770 5,837,437
Profit for the year - 2,377,487 2,377,487
At 31 March 2004 4,659,667 3,555,257 8,214,924
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18 Reconciliation of movements in equity shareholders’ funds

Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
Profit for the financial period 1,177,770 2,377,487
Issue of shares 4,669,667 -
Opening shareholders’ funds - 5,847,437
Closing shareholders’ funds 5,847,437 8,224,924
19 Net cash inflow from operating activities
Redworth Redworth
Limited Limited
Consolidated  Consolidated
2003 2004
£ £
Operating profit 1,756,408 3,683,773
Depreciation 72,117 185,798
Amortisation 81,593 139,873
Impairment of fixed asset investment - 273,688
Loss on sale of tangible fixed assets 48,421 1,615
Increase in stocks (1,573,056) (562,485)
Decrease/(increase) in debtors 1,585,208 (1,495,407)
Increase in creditors 45,014 1,960,345
Net cash inflow from operating activities 2,015,705 4,187,200
20 Analysis of changes in net (debt)/funds
Acquisition Other At At
(excluding cash Cash Non-Cash 1 April 31 March
and overdrafts) Flow Changes 2003 Cashflow 2004
£ £ £ £ £ £
Cash in hand
and at bank - 676,619 - 676,619 1,980,801 2,657,420
Overdrafts - - - - (61,858) (61,858)
1,918,943
Obligations under
finance leases (26,907) 8,954 (1,953) (19,906) 11,590 (8,316)
Deferred
consideration (1,000,000) - - (1,000,000) 1,000,000 -
(1,026,907) 685,573 (1,953) (343,287) 2,930,533 2,587,246
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21 Acquisitions

On 1 September 2002 Redworth Limited acquired the entire share capital of Music Box Leisure Limited for
a consideration of £6,728,711 satisfied in cash and share for share exchange. The purchase has been
accounted for by the acquisition method of accounting. The goodwill arising on consolidation has been
capitalised and is to be amortised over a period of 20 years.

The profit after taxation of Music Box Leisure Limited for the period from 1 April 2002, the beginning of
the financial year, to 1 September 2002, the date of acquisition, was £591,706. Profit after taxation for the
year ended 31 March 2003 was £1,873,118.

The following table sets out the book values of the identifiable assets and liabilities acquired and their
provisional fair value to the group:

Book and

Fair Value

£

Tangible fixed assets 546,683
Stocks 2,641,426
Debtors 5,845,000
Cash at bank and in hand 1,173,019
Other creditors (5,218,616)
Corporation tax creditor (1,029,361)
Hire purchase creditor (26,907)
Net assets acquired 3,931,244
Consolidated goodwill capitalised 2,797,467
6,728,711

Satisfied by:

Cash 1,000,000
Deferred consideration 1,000,000
Share for share exchange 4,666,667
Acquisition costs 62,044

6,728,711

Management consider that the book value of the assets and liabilities acquired is a fair approximation to the
fair values.

The business acquired during the year made the following contributions to, and utilisations of, group cash
flow.

2003
£
Net cash inflow from operating activities 665,026
Returns on investments and servicing of finance 7,535
Taxation (1,142,461)
Capital expenditure and financial investment (17,546)
Financing (8,954)
Decrease in cash (496,400)
Analysis of net inflow of cash in respect of the acquisition was as follows:
2003
£
Cash at bank and in hand acquired 1,173,019
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22 Leasing commitments

At 31 March 2004 the group had annual commitments under operating leases as follows:

Land and Land and
Buildings Other Buildings Other
2003 2003 2004 2004
£ £ £ £

Operating leases which expire:

within one year — 11,771 — 15,470
within one and two years - 33,846 - 26,820
within two and five years 161,250 13,877 161,250 35,150
161,250 59,494 161,250 77,440

23 Related party transactions

During the year Music Box Leisure Limited purchased goods totalling £691,350 from Dynamic
Entertainment Limited, a 45 per cent. associate of Redworth. At the year end Music Box Leisure Limited

owed Dynamic Entertainment Limited £174,130.

During the year Redworth received interest amounting to £4,981 from Dynamic Entertainment Limited.

Also at the year end, Dynamic Entertainment Limited owed amounts to Redworth. The amounts outstanding

are detailed in notes 10 and 12.

24  Controlling Parties
The company is controlled by T S Allan.
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PART V

FINANCIAL INFORMATION ON MUSIC BOX LEISURE LIMITED

FINANCIAL INFORMATION ON MUSIC BOX LEISURE LIMITED (“MBL”) FOR THE YEARS
ENDED 31 MARCH 2003 AND 2002

Basis of financial information

The financial information contained in Part V of this document does not constitute statutory accounts within
the meaning of section 240 of the Act. The financial information for the two years ended 31 March 2003 has
been extracted, without material adjustment, from the audited consolidated financial statements of Music
Box Leisure Limited for those periods. Copies of the financial statements for these two periods have been
delivered to the Registrar of Companies in England and Wales. Grant Thornton Chartered Accountants and
Registered Auditors, of Heran House, Albert Square, Manchester, M60 8GT, have made a report under
section 235 of the Act in respect of the statutory consolidated financial statements for the two years ended
31 March 2003. Such reports were unqualified and did not contain a statement under section 237(2) or (3)
of the Act.
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PROFIT AND LOSS ACCOUNT

Turnover
Cost of sales

Gross profit
Distribution costs
Administrative expenses
Other operating income

Operating profit
Interest receivable and other income
Interest payable and similar charges

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit for the financial period

Year to Year to

31 March 31 March

2002 2003

Note £ £
2 20,712,843 30,938,689
(16,122,227) (25,095,203)
4,590,616 5,843,486
(291,065) (442,312)
(1,874,689) (2,712,028)

3,240 -

3 2,428,102 2,689,146
51,654 50,073
5 (45,038) (38,615)
2,434,718 2,700,604
6 (751,154) (827,486)
1,683,564 1,873,118

There were no recognised gains or losses other than the profit for the financial period.
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BALANCE SHEET

Fixed assets

Tangible fixed assets
Current assets

Stocks

Debtors

Cash at bank and in hand

Creditors: amounts falling due within one year
Net current assets

Total assets less current liabilities
Creditors: amounts falling due after more
than one year

Capital and re