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Introduction Pinewood Shepperton is the leading
European provider of studio and related
services to the film and television
industries. Our facilities support film
production, filmed television and studio
television recording, post production sound
services and media related businesses.
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Highlights
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= Turnover up 22% at £40.7m (2005: £33.4m)

= Operating profit before exceptional items up 70% at
£9.1m (2005: £5.3m)

= Reported operating profit of £10.1m (2005: £3.7m)

* EBITDA up 37% at £12.3m (2005: £8.9m) before
exceptional items

= Adjusted earnings per share of 9.3p (2005: 3.4p)
= Reported earnings per share of 13.3p (2005: 0.9p)

» Recommended final dividend of 2.1p (2005: nil) resulting
in a total dividend relating to 2006 of 3.0p (2005: nil)

= Year end net debt decreased by £24.3m to £17.8m
(2005: £42.1m)

= Television revenues up 32% at £11.8m (2005: £8.9m)

= Entered into a Joint Venture in September 2006 for
Shepperton Studios with Morley Fund Management to
accelerate master planning development

= 007 Stage now fully operational following its destruction
in July 2006
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Fred Claus The Warner Bros comedy stars Vince
Vaughn as Santa Claus’ elder deadbeat brother
Fred, a down-at-heel repossession man who steals
things after he repossesses them. When he lands
himself in jail, Santa agrees to bail him out on one
condition: that he works off his debt by making toys
at the North Pole.

The improved trading performance of Pinewood Shepperton during 2006
was mainly attributable to the ongoing recovery in film production in the
UK following the anticipated resolution of UK film fiscal policy. Nearly all
of the increase was accounted for by the rise in inward investment from
international film-makers, particularly the major Hollywood Studios.

In television, the major broadcasters and independent producers are
increasing their investment in television programme production. This
focus augers well for Pinewood Shepperton’s growing television business,
which recorded increased revenues during 2006. As UK consumers enjoy
more available channels, we expect to continue to build our television
studio market share as well as hosting a number of channels, particularly
at our Teddington Studios.

In September 2006 we entered into a 50:50 Joint Venture with Morley
Fund Management (part of Aviva plc) which acquired an interest in our
Shepperton Studios site, in order to accelerate the pace of redevelopment
of this asset in accordance with the outline planning consents recently
achieved by the Group.

| am pleased to report that the Board is recommending a final dividend
of 2.1p, taking the total dividend relating to 2006 to 3.0p.

Pinewood Shepperton competes in a global market for its film business.
This international market is driven by a variety of fiscal incentives used
by national and federal governments around the world to attract
international film business. Pinewood Shepperton believes that the
competitive tax environment for UK film created by recent government
legislation, together with the creative excellence on offer to filmmakers
from our domestic industry, make the UK an attractive, secure and long-
term destination for making films.






Operating review

Pinewood Shepperton plc Annual Report & Accounts 2006

His Dark Materials - The Golden Compass

Chris Weitz directed and wrote the screenplay for this
adaptation of the award-winning novel, the first in the
His Dark materials series, by Phillip Pullman, which
stars Nicole Kidman and Daniel Craig. In a parallel
Oxford, young Lyra Belacqua begins a dimension-
crossing odyssey that builds from a merely atypical
children’s adventure into a complex, and frequently
quite dark, philosophical epic.

Film and television markets overview
Film production spending in the UK rose 48% to £840m in 2006, up from
£569m in 2005, making it the second highest spend on record.

This production spending reflects:

= 50 UK financed films shot locally costing £148m (37 costing £166m
in 2005)

» 57 UK co-productions shot in the UK costing £122m (62 costing £91m
in 2005)

= 27 inward investment productions (mainly Hollywood films made with
US studio funding but filmed in the UK) costing £570m (25 costing
£312min 2005)

The increase in film production spend in 2006 is directly linked to improved
confidence in the UK resulting from the new film tax credit announced in
the 2006 Budget and the related qualifying procedures, ‘the Cultural Test’,
which received European Union approval in December 2006. The new film
tax credit is available from 1 January 2007 with transitional rules being
made available for certain films. Consequent evidence suggests that, as
aresult, film production in the UK is returning to more ‘normal’ levels.

In film, competition from international studios and locations remains
fierce with increasingly attractive overseas tax incentives available,
including from some US states. In Hungary and the Czech Republic
additional studio capacity was created during 2006 and a new studio

has opened in Alicante, Spain. This additional capacity, in some cases
supported by direct government subsidy, has increased competition for
the future. Nevertheless, despite weak current US dollar exchange rates,
we believe that international filmmakers retain an appetite to access the
premium quality of UK facilities and filmmaking talent (such as British
directors, scriptwriters and technicians). Pinewood Shepperton remains
well-positioned in the marketplace as a result of its offering of unique
assets and the depth of its operational expertise.

The UK post production market splits into three operational segments;
picture, sound, and visual effects. Pinewood Shepperton concentrates on
the sound post production segment of the market. Our twin focus has
been to use Pinewood Shepperton’s skills to attract television post
production to our facilities and to seek longer-term outsourcing contracts
from major producers.
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Digital technology continues to transform production and distribution
of audiovisual content. The roll out of digital cinemas has commenced,
notably in the USA, UK and Europe. As these more efficient digital
distribution networks extend we expect demand for film content to
increase further. This demand is supported by the consistent level of
overall worldwide cinema admissions. Worldwide box-office revenues
were up year on year by 5.3% to $21.2bn in 2006.

The UK television market over the past 12 months has undergone and
continues to undergo considerable change. Advertising revenues have
been under pressure for the commercial broadcasters. Declining
programme ratings, alternative forms of advertising and the advent

of multi channel and internet-based audience fragmentation, present
challenges and opportunities to broadcasters.

The major TV networks, who are committed to improving programming
can be expected to direct more of their financial resources to original
programme production. Our decision to invest in this growing sector
has proved timely.

The television studio facilities market is likely to undergo a period

of change as TV companies review their outsourcing opportunities.

In addition, we expect to benefit as television production switches
increasingly to the new high definition format. Pinewood Shepperton is
equipping itself for this change by investing the necessary funds in the
new format and we are positioning ourselves to become a preferred
supplier of television studio facilities. The cost of this upgrade will be
managed within our normal capital expenditure budgets.

The UK is seeing an increasing number of new channels launched.
We expect to continue to build our television studio market share as
well as hosting a number of channels at our Teddington Studios.

Recent Government initiatives have identified the importance of the
‘creative industries sector’ in the overall growth of the UK economy.

This sector, worth an estimated £27bn to the UK economy, is wide ranging
covering film, television, theatre, music, the arts, design and many other
forms. Film and television production are key components of this sector.
We remain committed to developing our studios as a hub for the creative
industries and Pinewood Shepperton is committed to supporting the
industries in which it operates. We now contribute to Skillset, the film and



After You've Gone Nicholas Lyndhurst plays
jack-of-all-trades, Jimmy Venables —who
gets divorced and ends up sharing a home
with his mother-in-law to look after his two
teenagers when his ex-wife volunteers to
tend to victims of a natural disaster in Africa.
A BBC Production, created by Fred Barron, it
continues Barron’s exploration of family life,
focusing this time on one man’s noble attempt
at being a responsible adult and parent
despite the fact that he doesn’t have a clue.
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television industries training body, and have recently begun initiatives
to support UK Post and Services (the industry trade association)
training schemes.

Trading

Film

Our film services activity (which include stages, production facilities and
film post production income) are mature revenue streams which, as
discussed above, showed the benefit of improved confidence, increasing
by 26% to £22.6m (2005: £18.0m) for the 12 months to 31 December
2006. The second half of 2006 in particular benefited from a number of
new productions.

Major films produced using our studios during the year were: Atonement
(Working Title), Bourne Ultimatum (Universal), Casino Royale (Sony
MGM), Children of Men (Universal), Eragon (20th Century Fox), Fred Claus
(Warner Bros), His Dark Materials. The Golden Compass (New Line),
Inkheart (New Line), Stardust (Paramount), and United 93 (Working Title).
A number of the films in production during the second half of 2006, such
as Bourne Ultimatum and Sweeney Todd have continued into the opening
months of 2007.

During 2006, our film facilities operated at a high level of utilisation.
Nevertheless we managed to continue our programme of stage
refurbishment (for example, the recladding of C Stage at Shepperton),
anew workshop at each of Pinewood and Shepperton adding a total of
11,365 sq ft and an ongoing programme of refurbishment of production
offices as the opportunity arose.

In audio post production (which lags principal photography by up to six
months) trading conditions for 2006 proved challenging. We have a new
sales team in place for our audio post production activities and we are
confident these revenues should recover.

Television

We are making considerable progress implementing our strategy of
growing our television revenues and thus increase the diversification of
revenues across the Group.

Television revenues which include: Pinewood television studios,
Teddington television studios, channel hosting, television post production
and filmed television drama on stages, for the 12 months to 31 December
2006 were £11.8m, an increase of 32% over 2005 (£8.9m).



The Amazing Mrs Pritchard Jane Horrocks
stars as the eponymous heroine of Sally
Wainwright's drama. So angry at the state of
politics, so distrustful of the politicians on
offer, local supermarket manager Mrs
Pritchard gets on her soapbox and stands on

an Independent ticket at the General Election,

determined to make a point. What starts as a
joke gathers momentum with some serious
politicians defecting to her side.
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Frequently Asked Questions about Time Travel
Directed by Gareth Carrivick and scripted by Jamie
Mathieson, the film follows three social outcasts -
two geeks and a cynic - as they attempt to navigate
atime-travel conundrum in the middle of a British
pub. Anna Faris plays a girl from the future who
sets the adventure in motion.

&

At Teddington, we enjoyed a full year’s revenue compared to the previous
nine months in 2005, when we purchased this business from administrators.
The increased revenues in 2006 have resulted in a neutral contribution to
Group EBITDA from Teddington based activities.

At Pinewood and Teddington our digital television studios hosted; The
Weakest Link, My Family, Test the Nation, Bremner Bird and Fortune,
The Green Green Grass and Not Going Outamong many other productions.

During 2006 we extended the facilities available to our television studio
customers. Significant refurbishment of Teddington Studios took place
during the year, including upgrading the IT and technical infrastructures
and office accommodation. We are seeing the benefits of this investment
with an increasing number of customers showing interest.

In the year under review, we focused on growing our revenues for filmed
television drama with valuable results. On our film stages we hosted titles
such as: The Amazing Mrs Pritchard, Miss Marple, The Vicar of Dibley,
Last of the Summer Wine, Live Girls, Extras and Primevalamong others.
This remains another television growth area for us.

Media Park income
The Media Park is a vibrant community of over 280 businesses on site,
ranging from make-up artists to film producers, occupying 29% of the estate.

Demand for Pinewood Shepperton’s unique and flexible accommodation
continued throughout 2006, reflecting our increased focus on this revenue
stream and improved letting markets in the proximity of our studio
locations. Our Media Park business enjoyed consistently high levels

of occupancy throughout 2006.

007 Stage

On 30 July, as previously announced, a production was removing its
set on the 007 Stage when it caught fire ultimately destroying the
stage. Fortunately there were no casualties. Pinewood Shepperton’s
comprehensive insurance cover for material damage and business
interruption has meant no material adverse financial impact

from the replacement of the 007 Stage and the related business
interruption losses.

The original 007 Stage was one of the largest dedicated stages in the world
with a usable area of 45,000 sq ft. Planning consent was immediately
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sought and obtained for the replacement of the 007 Stage and as a result
of improved structural design, the same footprint offered an increase in
the usable area to a total of 59,000 sq ft.

The replacement stage was completed at a cost of approximately £8m
and handed over for operational use during March 2007, some 24 weeks
from commencement of construction by the contractor. We have

greatly improved the new stage by adding a number of operational
enhancements, including a drive-in ramp, an improved gantry and
lighting infrastructure and the increased capacity mentioned above.

Shepperton Studios Joint Venture

As announced on the 13 September 2006, Pinewood Shepperton plc
entered into an agreement with Morley Fund Management at its
Shepperton Studios freehold site to form a 50:50 Joint Venture, named
Shepperton Studios Property Partnership. The new venture has acquired
a 999 year leasehold interest of Shepperton Studios with a view to
developing the studios in line with the recently secured planning consents
enabling new and replacement build totalling 836,000 sq ft over a ten

year period.

The long leasehold interest was acquired by Shepperton Studios Property
Partnership at a premium of £41m, which was financed with £10.5m of
equity from each of Morley Fund Management and Pinewood Shepperton
together with a £20m long-term non recourse loan from Aviva plc
managed funds. The transaction generated gross proceeds for Pinewood
Shepperton of £30.5m, before transaction costs, which were used to
reduce Group gearing.

Morley Fund Management will commit funding totalling 75% of each
agreed project with the remaining 25% being provided by Pinewood
Shepperton. An underlease of the Shepperton Studios site has been
retained for a period of 20 years at a basic rent of £1.3m per annum
index linked, plus 10% of the EBITDA of Shepperton Studios’ business,
excluding its post production activities.

The terms of the Joint Venture partnership also includes a right of first
refusal in respect of the Pinewood Studios site. This new venture
represents an opportunity for Pinewood Shepperton to expand its
Shepperton Studios in partnership with a major institutional investor.



Eragon Based on the best-selling novel, this epic
fantasy-adventure centres on a young orphaned
farm boy named Eragon whose destiny is revealed
with the help of adragon. Eragon, now a Dragon
Rider, is swept into a world of magic and power,
discovering that he alone has the power to save —
or destroy —an Empire
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Media communities Pinewood Shepperton
continues to develop media communities as

part of its media park development strategy.

Our expanding media parks have initially focussed
on the film and television production sector of the
UK's rapidly growing creative industries.

Media Park development strategy

Part of our vision at IPO was a long-term strategy to establish state of
the art media hubs at both the Pinewood and Shepperton sites for the
creative industries. The anchor component for each of these hubs will
be Pinewood Shepperton’s own thriving film and television facilities
businesses. Itis our intention to attract a variety of media businesses to
each of the studio sites, to take up occupancy and to contribute to the
vibrant creative environment. We have also instituted a green transport
policy and are working on improving the amenities at both sites.

The first step in this vision for Pinewood Shepperton was entering into the
Joint Venture arrangement with Morley Fund Management in respect of
the Shepperton Studios site. Professional teams have now been appointed
prior to commencement of phased development of specific projects and
new business systems at Shepperton Studios being implemented.

Our strategy to establish these ‘creative industry’ hubs is entirely
compatible with Government policy to grow and expand the ‘creative
economy’. Importantly our Joint Venture partner at Shepperton Studios,
Morley Fund Management, shares our objective.

Current trading and outlook

The current financial year has started in line with expectations. As the
year progresses and producers become more comfortable with the new
fiscal incentives, we expect to see growing use of our film services and an
eventual return to the normal, busy trading levels we enjoyed before the
‘tax policy hiatus’.

Our film services activities have benefited from contracts commenced in
2006 which have run over into 2007. We expect Spring to follow a similar
pattern of trading to last year and we anticipate a larger number of film
projects to commit to production later in the year (notwithstanding the
weakness of the US dollar). The new enhanced 007 Stage, handed over to
Pinewood Studios by contractors in March, is already occupied.

Timing of film production is always a major variable in our film services
activities. Factors beyond the control of individual film producers such

as negotiations with the USA Writers and Screen Actors Guilds (these
agreements are due for renewal in six months and 15 months respectively)
may influence the timing and levels of film activity. However, the UK film
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production market, in which Pinewood Shepperton operates, is expected
to benefit from the recently enacted film tax credit.

The Group’s strategy is to accelerate growth in our television services

and grow our Media Park revenues, to supplement our film services
revenues and counter the volatile timing of demand from film productions.
Television revenues in 2007 have commenced well. Earlier this month

we signed a long-term arrangement with the British Broadcasting
Corporation (BBC) as a preferred supplier. This new contract will
significantly underpin our television growth expectations.

Media Park income continues to grow consistently and modestly, enjoying
high levels of occupancy. Our facilities are however capacity constrained
in the short term.

At Shepperton Studios our Joint Venture with Morley Fund Management
has now formally committed additional funding for the new 60,000 sq ft
‘I’ Building project. The demolition of ‘I’ Stage and adjacent buildings has
already commenced with completion due by Spring 2008. At Pinewood
Studios planning is making good progress with a view to launching our
marketing efforts later this year to new Media Park customers.

These building developments will have an operational impact and
management is working to minimise any short-term disruption to
our film customers. These developments will ensure that Pinewood
Shepperton is exceptionally well placed to benefit from its position
as a unigue media cluster.

Our capital structure has strengthened significantly following the
conclusion of the Shepperton Studios Joint Venture, which will allow
Pinewood Shepperton the opportunity to invest in growth using its
OWnN resources.

The Board views the Company’s prospects with confidence.
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Miss Potter The story of Beatrix Potter, played by
Renée Zellwegger, author of the beloved and best-
selling children’s book, ‘The Tale of Peter Rabbit’,
and her struggle for love, happiness and success.

I I I Revenue
Financi al review Turnover for 2006 was 22% higher at £40.7m (2005: £33.4m) resulting

from improved revenues from film services, up 26% to £22.6m (2005:
£18.0m), and further growth in revenues from television services, up 32%
to £11.8m (2005: £8.9m). Media Park revenues, net of the income no
longer attributable to the Group under our Joint Venture of £0.3m, were
£6.3m (2005: £6.5m).

Profit performance
Gross margin increased to 41% (2005: 35%) and operating margin
t0 22% (2005: 16%) reflecting the benefit of operational gearing.

Operating profit before exceptional items, is the underlying financial
measure we use to report our results. It includes the Group’s share of
the results of our Joint Venture but excludes one off gains and expenses.
Operating profit before exceptional items for the year grew by 70% to
£9.1m (2005: £5.3m).

The Group considers earnings before interest, tax, depreciation and
amortisation (EBITDA) as a valuable measure of its performance,
reflecting the cash generative characteristics of the business. EBITDA
excluding exceptional items for the year ended 31 December 2006, was
up 37% at £12.3m (2005: £8.9m).

Operating profit, including exceptional items for the year, was £10.1m
(2005: £3.7m). The make up of the exceptional items for the year is
detailed below.

Profit before tax, after exceptional items, was £7.2m (2005: £0.6m),
which represents the total pre-tax return for the year after accounting
for finance costs of £2.9m (2005: £3.1m).

Earnings per share

Adjusted earnings per share, excluding the impact of the exceptional
profit of the 007 Stage fire and the Joint Venture transaction at Shepperton
Studios were 9.3p (2005: 3.4p) reflecting increased turnover from film and
television activity in 2006.

The diluted and weighted average number of shares in issue was 45.8m.

Dividend
The Board is recommending a final dividend of 2.1p per share (2005: nil).
Taken together with the interim dividend of 0.9p (2005: nil) the total
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dividend is 3.0p. The dividend for 2006 is covered 3.1 times by adjusted
earnings. Subject to approval by shareholders at the Annual General
Meeting to be held on 25 June 2007, the final dividend will be paid on

29 June 2007 to shareholders on the register on 8 June 2007 (ex-dividend
date of 6 June 2007).

Itis the Board’s objective to continue a progressive dividend policy.

Cash flow and net debt

Pinewood Shepperton is a cash generative business that operates on
negative working capital. In 2007 we also received £5.0m from the 007
Stage fire insurance proceeds and £30.5m from the Joint Venture with
Morley Fund Management.

We reinvested £6.2m in capital expenditure (2005: £5.4m), of which
£2.8m was in respect of the new 007 Stage, which was still in construction
at the year end, and £3.4m in other capital expenditure.

In addition, we paid down debt of £34m. At 31 December 2006 the Group’s
net debt was £17.8m, of which £10m was our 50% share of the Aviva loan
to the Joint Venture which is non-recourse to Pinewood Shepperton. This
is a significant reduction in net debt of £24.3m.

Financial gearing

Following the Joint Venture with Morley Fund Management, our gearing
has been substantially reduced, however over time, gearing will increase
through investment in our development programme across our studios.
Pinewood Shepperton has reduced its revolving credit facility to £35m
(2005: £50m), with an unchanged overdraft facility of £3m. On the basis
of our interest cover ratio of 3.1 times and significant level of undrawn
funds available we are comfortable to see our financial gearing rise
modestly from its current position as we invest in the future development
of the studios.

Gearing at 31 December 2006 was 30.5% (2005: 81.0%).

Hedging

We used an interest rate derivative product to manage our interest rate
exposure. The Board has a hedging policy which seeks to hedge up to
50% of drawn debt. At the year end we had hedged £7.5m.

Interest
Finance costs for the 12 months were £2.9m (2005: £3.1m). Our interest
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Not Going Out A will-they-won’t-they romance,
with well-observed relationships and a witty
script by Lee Mack and Andrew Collins.
Unburdened by ambition or drive, Lee drifts from
one job to another, living off the goodwill and
generosity of his landlady, Kate, a clean-living
Californian. Their easy-going, comfortable
friendship is steadily moving into uncharted
waters — a situation complicated by the fact that
Lee’s best mate, Tim is Kate’s ex-boyfriend
who's struggling to get over his break-up with
Kate and cope with her rapidly blossoming
friendship with Lee.
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At 31 December 2006 proceeds for the claim for loss of earnings
amounting to £0.4m had been received and accounted for as income.

Joint venture with Morley Fund Management

The Joint Venture transaction generated a profit of £0.1m, which is arrived
at by deducting from Pinewood Shepperton’s share of the gross proceeds
of £20.5m, 50% of the carrying value of assets transferred to the
partnership being £18.0m and related costs and provisions for the
transaction totalling £2.4m.





