3 St Mary's Square

Bury St Edmunds
P33 2AJ
9™ March 2008
To:
Richard Alderman Esq.
Director
The Serious Fraud Office
Elm House, 10-16 Elm Street, London WC1X 0BJ
Hector Sants Esq.
Chief Executive
The Financial Services Authority
25 The North Colonnade, Canary Wharf, London E14 5HS
Mathew Ives Esq.
Director, Professional Conduct Department
The Institute of Chartered Accountants in England & Wales
Level 1, Metropolitan House, 321 Avebury Boulevard, Milton Keynes MK9 2FZ
Wayne Harrison Esq.
Head of Regulation
Insolvency Practitioners Association
Valiant House, 4-10 Heneage Lane, London EC3A 5DQ
Antony Townsend Esq.
Chief Executive
Solicitors Regulation Authority
8 Dormer Place, Leamington Spa, Warwickshire, CV32 5AE
Gentlemen,
Complaints against
Royal Bank of Scotland,
KPMG llp, Begbies Traynor, Eversheds llp
and

Four Licensed Insolvency Practitioners
numbered 2748, 6418, 8719 and 8977 at the Insolvency Service
(Jamie Taylor, Michael V. McLoughlin, Allan W. Graham and David P. Hudson)
BREACH OF TRUST, FRAUD, THEFT, FALSE ACCOUNTING, UNMERITED FEES
GROSS PROFESSIONAL NEGLIGENCE AND CHEATING THE PUBLIC REVENUE

in the matter of
JUST Group plc and a Creditors Voluntary Arrangement (“CVA”)

I write to make formal complaint against the above entities and Licensed Insolvency Practitioners and set out

the basic facts and allegations in the attached documents.

I fully appreciate that the allegations are extremely serious and please be assured that they have only been made
after careful verification to what I consider represents the criminal burden of proof — i.e. “beyond all reasonable
doubt” - and the accused have been considerable time to consider the matters and provide explanations but none

have been forthcoming.



As the CVA was filed in the High Court on 17" June 2002, there is a pressing need to address any 6 year
limitation rules and accordingly I have caused Claims to be issued in the High Court in relation to some of the
matters, whilst KPMG trundle on with their confused application for directions in relation to another matter, and I
therefore can no longer delay filing these complaints. It is of course trite law that litigation does not delay or

prejudice regulatory investigation.

Given that there are so many different regulatory authorities covering the same facts (albeit in the case of RBS
the sole allegation is Breach of Trust as they must surely be presumed to have had no knowledge of KPMG and
Evershed's subsequent actions, even though nearly 20% of the RBS Directors are retired partners or otherwise
publicly connected with those firms), it seems sensible for me not to burden you with too much paperwork until
you can advise me whether you wish to take a “joined-up” approach to the initial investigations you must now

make or whether each of you requires only the papers related to your particular role.

Many of the documents can in any event be downloaded from the website that I use to communicate with as

many of the 55,000+ shareholders as I can. It is at www.thinkentertainmentplc.blogspot.com

I look forward to hearing from you as soon as possible.

Regards

Mark Hardy

enc: Copy of the CVA



THE BACKGROUND

e JUST and 15 of its subsidiaries were made the subject of Administration Orders on 9" January 2002
and McLoughlin and Graham — partners in KPMG and Insolvency Practitioners licensed by by the ICAEW

— were appointed Administrators.

® NATWEST had lent money to JUST and its subsidiaries secured by Fixed and Floating charges with
Group wide cross guarantees and indemnities. (NB Royal Bank of Scotland replaced NatWest for purposes

of the CVA)

e KPMG set about realising assets with the outcome being forecast that there would be no dividend for

unsecured creditors, and there would be a shortfall to RBS and/or the Preferred Creditors of the Group.

e Prior to the grant of the Administration orders, a shareholder action group had been created (“JAG”) to
investigate what had caused the collapse of JUST and whether shareholders could obtain any legal redress

for their losses.

® Discussions between JAG and KPMG eventually led to suggestions of the CVA on the basis that JAG
had to prove that shareholders would contribute to a new share issue by JUST. JAG solicited money from
shareholders based on representations that it would be securely held by Mishcon de Reya and returned in

full if the CVA did not proceed.

® More than £1,850,000 was raised and KPMG were then able to propose the CVA to the Creditors and
the High Court on 17" June 2002 with Hudson and Taylor — partners of BEGBIES and Insolvency

Practitioners licensed by the IPA - as the Nominees to act as Supervisors of the CVA.

e Creditors and Shareholders approved the CVA on 2™ August 2002

® A total of £5,694,000 was raised by the JUST share issue and monies conditionally held by Mishcon de
Reya became wholly vested in JUST.

e JUST experienced some delays in opening accounts at Barclays and accordingly on 23™ August 2002 at
KPMG and BEGBIES's direction instructed Mishcon to remit to KPMG £1,850,000 from the funds

Mishcons were still holding in their client account, in order to speedily implement the CVA.

® The CVA document makes clear that the sum of £1,850,000 represented:
O £322,000 to be held in Escrow in an account at a clearing bank under the control of BEGBIES for
the sole benefit, and at the sole direction, of RBS in the event that there was a shortfall in repayment to
RBS caused by the existence of a priority preference claim of HM Revenue & Customs in the JUST

subsidiary — EDI Realisations Ltd for unpaid PAYE estimated at £322,000.



O RBS had sole control over the utilisation of the Escrow and were required to ensure its repayment
to JUST if there was no shortfall in repayment of the loans.

O £1,528,000 to be held on trust in an account a clearing bank under the control of BEGBIES and to
be utilised solely to meet any shortfall to the Bank and upto £1,300,000 for any fees properly payable
to KPMG (and KPMG only) for acting as Administrators to the various JUST companies when all
asset realisations had been made

O None of these monies were to be used for payment to any other parties for any services whatsoever.

® RBS having determined that the Escrow was not needed, directed KPMG to repay its loans in full at a

date sometime in late August or early September 2002.

THE COMPLAINTS

1. BEGBIES failed to ensure that the CVA monies were held in accounts under their control and were

disbursed solely in accordance with the terms of the CVA

2. RBS failed to direct that the Escrow monies were repaid to JUST

3. KPMG falsely accounted for the receipt of £1,850,000 in filings with the Registrar of Companies that

they made as Administrators of JUST Group plc and not as Administrators of any other companies.

4. Without any authority whatsoever, and in breach of contract and trust, KPMG transferred monies to

various subsidiaries of JUST and then rendered false accounts to creditors and the Registrar of Companies

5. KPMG falsely stated in accounts to creditors and the Registrar of Companies that the sum of £356,000
was “ring fenced” under the terms of the CVA for the benefit of HMRC and other preferential creditors of
EDI Realisations Ltd

6. KPMG failed to account for and/or repay to JUST the difference between the £1,300,000 estimate of
their time-cost fees and the actual fees payable on a meritorious basis as determined in accordance with the

binding provisions of Statement of Insolvency Practice 9 (“SIP9”).
7. BEGBIES failed to ensure that KPMG properly conducted the Administrations and rendered invoices to
them for any actual shortfall in time-cost fees they had not recovered from the estates by agreement with

the Creditors of those estates and JUST after all asset realisations had occurred.

8. KPMG have Cheated the Public Revenue contrary to Common Law by intentionally failing to

timeously or at all pay the claims of HMRC in the EDI Realisations Administration as required by law.

9. In April 2004 KPMG informed the directors of JUST Group that they could make sworn declarations of



solvency in accordance with the provisions of the Insolvency Act relying on KPMG's representations that
£385,000 should be accounted for as a current asset of JUST for the purposes of inducing its shareholders

to enter into a reorganisation under s110 of the Insolvency Act.

10. BEGBIES failed to diligently exercise their duty of care and verify the reasonableness of the matters
related to the CVA contained in the Declaration of Solvency before confirming to JUST's creditors that the
s110 reorganisation would protect their interests, and in so doing failed to carry out their duty of care to

JUST and its assignees.

11. Think Entertainment plc (“THINK”), successor to JUST by virtue of the s110 was induced into
providing an indemnity to JUST's creditors in part based upon the representations of KPMG and relying
upon the duty of care owed by BEGBIES.

12. Following the s110 reorganisation in May 2004, KPMG attempted to cover up their misconduct by bad
faith and inducing THINK's solicitors, Addleshaw Goddard, into negotiating that EDI Realisations Ltd
would enter into a loan agreement with THINK by falsely representing that they could not pay any monies
away until the Judicial Committee of the House of Lords had ruled in the matter of RBS -v- Spectrum Plus
(“BRUMARK?).

13. Such accounting as does exist proves beyond all doubt that KPMG were lying as to any possible
relevance of BRUMARK to the JUST CVA, as not only had RBS been repaid in full but there was more
than enough cash to pay HMRC and all other preferential creditors in full in early 2003 as they were
required to do, and that their delay was part of a well documented policy by all Insolvency Practitioners not
to pay any monies to HMRC in any Administration, Receivership or Liquidation ahead of the BRUMARK

ruling - even in cases such as JUST where the ruling was of no relevance.

14. In January 2005 relying upon Addleshaw Goddards representations that KPMG had told them not less
than £250,000 would be imminently made available and paid to THINK, without making further enquiry I
accepted the grant of a Power of Attorney to act for THINK. At all times I asked KPMG, and their
solicitors EVERSHEDS why any money was in EDI Realisations and that they justify why BRUMARK

was justification for any delay as to payment.

15. In April 2005 I and the liquidators of JUST wrote to KPMG pleading with them to sort out the monies
and provide accounting for why money was in EDI, as otherwise the liquidation of JUST would have to be

converted from a Members Voluntary to a Creditors Voluntary in late May 2005. They refused.

16. BEGBIES then threatened the liquidators of JUST that unless their outstanding fees as Supervisors of
the CVA, unverified as to merit in accordance with SIP 9, were immediately paid, they would petition the
High Court to have JUST placed in Compulsory liquidation. Such conduct is reprehensible and unethical

and in breach of all applicable codes of professional conduct.



17. After the BRUMARK decision, in January 2006 KPMG, acting by EVERSHEDS (formerly solicitors to
JUST), finally applied to the High Court for directions in the EDI Realisations matter asking to whom the
more than £500,000 remaining should be paid.

18. KPMG and EVERSHEDS made that application knowing they were withholding information relevant
to the Court in relation to the order they sought, with the intention of Perverting the course of Justice
contrary to the Rules of Court and the Perjury Act 1911, and for the purpose of covering up their prior
improper acts and gaining improper financial advantage by obtaining one of the most perverse costs orders
ever given by the High Court. EVERSHEDS and KPMG failed to tell the High Court, THINK and JUST
that in 2003 they had told EDI creditors that £356,000 was ring fenced for HMRC, and it therefore being
unarguable that HMRC should have been paid in full before making the application.

19. Since then KPMG and EVERSHEDS have claimed more than the entire £500,000 on as yet unassessed
fees for themselves, and KPMG have admitted taking more than £60,000 in fees for other administrations
(already ordered closed by the High Court) from the EDI estate contrary to all statutory and professional

obligations.

20. THINK, JUST and HMRC have sought to resolve the EDI matter with KPMG and EVERSHEDS by
agreement but have failed to do so because of what HMRC have stated by letter in November 2007 are
claims for fees that “are, frankly, staggering ... we can see no justification for costs of this magnitude ...
HMRC are of the view that your costs should be assessed by the Court, as a matter of principle and public

interest” an opinion shared by THINK and JUST"s liquidators.

21. EVERSHEDS response in January 2008 was an admission that their and KPMG's fees are usually
reduced by upto 25% upon independent assessment by the High Court in any event. Such a statement
conflicts with the provisions of SIP 9 as to fees and expenses that may be claimed by Licensed Insolvency

Practitioners.

22. Following the November 2007 discovery of the 2003 “ring fenced” statement, which neither THINK
nor JUST could have known about before, THINK has applied to the High Court for an order setting aside
all prior orders in the January 2006 KPMG/EVERSHEDS application and ordering that the entire sum be
paid into Court forthwith together with interest. A directions hearing is set for 20™ May.

RELIEF SOUGHT
e INVESTIGATIONS
e PROSECUTIONS
e SANCTIONS
e RESTITUTION



IN THE HIGH COURY OF JUSTICE NO. OF 2002

INTHE MATTER OF THE INSOLVENCY ACT 1986

AND IN THE MATTER OF

JUST GROUP PLC - IN ADMINISTRATION

REPORT of David Pau] Hudson, a parter in the finn of Messts. Begbies Traynor, the Old Exchange, 234
Southchurch Road, Southend-on-Sea, Fszex $51 268G, a licensed Tnsodvency Practitioner, and the Joint
Mominee named in the Proposal presented by the Administrators of Just Group Ple (“the Company™), under
Section 2 of the Insolvency Act 1986,

I have considered the proposals of the Administrators for the itmplementation of a Voluntary Amangement in
respect of the Company.

1. The Adeinistrators of the Company have submitted to me:

1.1

12

21

22

24

2.5

A Proposal for a Voluntary Arrangement for the Company which includes all the matters raquired
by Rule 1.3(c) of the Insoivency Rules 1986 (“the Rules™) to be stated therein. A copy of the
proposal is attached.

A Statement of Affairs for the Company as at 15th June 2002 with supporting schedules. A copy
of the Statement of Affairs i3 attached to the proposal, The Statement of Affairs and Schedules
melude all matters required by Rule 1.5{2} of the Rules to be stated therein,

In reaching my opinian, [ have taken into consideration the following rhatters:

J have reviewed the Company’s estimated Statement of Affairs as at 13" Juae 2002 1 have also
heen provided with a kst of creditors, including the Tniand Revenue and VAT liabilities. The
company was placed inte Administration on 9% Jarmary 2002 and A. Graham and M. MecLoughlin
of KPMG were appointed Joint Administrators. I have relied npon information provided by the
Administrators and former members of the Company’s staff. In the time aveilable, 1 have not had
an oppoTiunity to examine in detail or verify the financial information upon which the Proposal
and Statement of Affairs are based. However, Creditors’ interests are safeguarded after the
commencement of ithe Voluntary Arrangement. This is because if if is discoverad in the course of
the Voluntary Arrangement that the financial information provided was misleading to Creditors in
a materia) way, the Supervisor will apply to the Court for a Winding Up Order in relation to the
{Cotnpany. :

It is proposed that all assets of the Company will be excluded from the Voluntary Arrangetner,
ather than the continued trading via the Intellectual Property Rights and Licence Rights. Mo
formal valuation of these asgets has been undertaken.

The Administrators have co-operated entirely in relation to the information which | have
requested.

The performance of the Arrangement dees depend upon the response of the gecured creditor,
Rayal Bank of Scotland, who hold a fixed debenture conferring a fixed and floating charge as
security, T have spoken to a representative of the Bank who has advised me that the Bank is
willing to support the proposal

The approval of this Amrangement will not depend upon the response of the preferential creditors,
given their estitnated claims. In any event, shonld the Company be placed into liguidation, it is
unlikely that any of the unsecured creditors would receive a dividend from the Administration or
Liguidatien,

[AFATAVISERSULIAYR QRZ0GII00L OV AMominees Reportijustgroupple dos



2.6

27

2.3

29

JUST GROUP PLC

The approval of the Amangement will depend on the approval of the major Creditors, together
with the approval of the Sharcholders. With representatives of the Shareholders, 1 have sought w
canvass views from 8 number of Creditors. A majority of these Creditors have indicated that e
prospect of receiving a dividend by way of a CVA is preferable to the kquidation of the
Company, given that ao dividend will be payable to the unsecured Creditors in a Liquidation.

Tn the event hat the Arrangement is approved and itmplemented successfully, unsecured Creditors
will receive redeemable loan notes equal to 40% of iheir claim. Preferential Creditors wili be
paid in {ull. In the event that the Company is placed into Haquidation, it is unlikely that thers will
be a dividend for any otdinary unsecured Creditors,

(o the event that the proposal is rejected, it i likely that the Administrators will seek to dispose of
the remaining assets of the Company, It is unlikely that realisations would be sufficient to enable
a dividend to ordinary unsecured Creditors.

i have been advised by the Administrators that a potential preference has been identified in
respect of a payment made by Just Group Ple on ot around 6" August 2001, when contractually,
this payment was not due until 1% October 2001, The Company was placed inko administration
on 9" January 02, Tn the event that the Voluntary Arrangement is accepted, the Supervisors
waould be unable to pursne this action,

3. Opinion
3.1 1 agree with the Administrators that a Voluntary Arvangement is desirable and in the interest of

3z

the Creditors and Shareholders of the Company. Tam satisfled that:-

fa) from the informeation which as been provided 1o me, the Company's position as to assets
and liabilities is not materially different from that which is to be prasented to the Creditors
and Sharsholders,

{b} the Administraiors’ proposals heve a real prospect of being implemented in the way it is
represented.

There is no manifest or prospective unavoidabla unfairness.

| am therefore of the opinion that meetings of the Creditors and Members of the Company should ke convened
and held on the 2nd day of August 2002 at 11.00amm and 2.00 pm respectively.

Signed /

. l;mwd Paui H’iu;lsnn

Dated this 17ih day of June 2042



Just Group Plc.
Just Licensing Limited

Just Eatertainmeni Limited

Proposal for a Company Voluntary Arrangement

under Part I of the Insolvency Act 1986

WE, the Administrators of the Tost Group Ple, Just Licensing Limited and Tust Entertainment Limited propose a Voloatary Atrangement nader
Jection 1 of the Insobvency Act 1986 i satisfaction of the debts of these companies.

The Proposal consists of eight pages and five Appendices as well as three statements of affairs. For the avoidance of doubt, any other documents
sent to you with this Propasal by the Shercholder Ackon Groep, of any other person, does not form, part of it and we accept oo eesponzibility for the
content thereof.

I.

DEFINITIONS

1.1 In this Voluntary Amrangement proposal the following definjtions shail apply, unless the context otherwise requires:

“The Act™
“The Bank"

“The Mew Company™

“The Credirgrs™

“The Directors™

"Fized Date”
"The Administrators™
"The Mominges”

“Preferential Creditors™

“The Bul=s™

“The Supervisors™

“Becured Credingrs"

“Gmupﬂ

“Ungecared Credifors”

"The ¥oluntary Arrangesnent”

The Solicitors

The Sharcholders

The Isolvency Act 1956 and any statniory modification or enactment thereof,

The Royal Bank of Scotland Ple

Tuse Group Ple, Just Licensing Limited and Just Entertatnment Limited -~ at] in Company Voluntary
Arrangement.

The: Secured Creditors, the Preferential Creditors and the Unsecured Creditors.

The Directars of the Group, detsils of whorm are set ot in the Statwtory Information in
“Appendiz 17 & these pruposals.

The date {if any) of approval of this Vohmtary Arrangement,
AW, Graham and M.V. McLoughlin of KPMG.
Liavid Paul Hudson and Jamie Taylor of Beghies Trayror

Creditors te the Group whose claims a5 at the Fixed Date are Preferential under Sectipng 4
and 386 of the Act.

The Inselvency Rules 1986, a5 amended from time ro time,

Eravid Paul Hudson and Jamie Taplor or any other persen for the time being duly appointed Supervisor
of this Voluntary Acrangement,

The Baak, and those companiss listed in paragraph 10.2.1 as having supplied assets wo the Group on
the terms of hire, hire purchase, lease or similar agreements.

Tust Group Pic and subsidiary companies.
Creditors of the Mew Company who would have been entitled to prave i & Liquidarion kad the Mew
Company gone into Creditors Voluntary Liguidation on the Fixed Date inclading prospective and
contingent Creditors other than:

{1) Secured Creditors to the extent of theie SECTALY .

(i} Preferental Creditors.

This Voluntary Aangement in s present fom or with any modification made at the meetings of the
Shareholders or Creditors of the Company summened under Section 3 of the Act

Mischot de Reya who are legal advisors to JAG.

The registered shareholders Tust Group Ple,



U X

21 Just Group Plc was incorporated on the 5 Movember 1993, and on 11th March 1994 acquired the whole of the 1ssued share cagital
of Juzt Licensing Lid, a toy development and lieensing business which was founded i 1937,

22 Thebusincss historically iadsd from Bakewell, Derbyshire.

23 During iay 1996, Just Group Plo was listed on the alternative imvestment market, since when the Group has expanded rapidly.
131 Investment was made during 1999 to secure merchandising rights in a TV property eatitled Jellikins/Tellabies. This was the

Group's first entertainment raperty which was folkowed by significant investments in Buit-Ugly Martians, MeDonalds Famn
and Pinky and Perey. The [P rights of Yellikins(Tellabies are still owned by Fust Licensing Ltd. The 1P rights of Bute Ugly
Martians are co-oamed by Just Group Ple, Just Licensing Limited and Just Entertainment Limited,

232 During 2000, the Geoup acquired two lorther businesses, Opticsl Tmage Lid, a tefevision preduction, motion & post
production house and MediaKey Ple, predominantly a creator and publisher of illustoated reference bBooks and owner of
children’s Tute]lectual Properties, incloding Wide Eve, a pre-school leaming range.

24 The ovetheads of the Group increased substantially following flotation, particalatly from the end of 2000 with the acquisition of
Mediakey Ple,

Buving 2001, the Group incurred significant additional costs associated with the purchase and refurbishment of a freehold office black

in Shepherds Bush, London and the refurbishment of its offtces in Bakewel], Deryshire,

23 Early in 2081, the Direckors became awace of a significant creditor backlog inherited by the Group following it acqnisition of
Mediakey Fle. Consequently, there was a need to raise further cash to sustain the Group's geowth plans and to assist with working
capita. :

164 Dielays jn the uptake of Bow-Usly Martians broadeast licences adversely affected the level of licensing and consumer produst
Fevemies in the spring of 2000, resuléing in further shortfalls in cash generation.

27 Inthe summer of 2001, a cease and desist Yetter was received from Universat in tespect of the Butt-Ugly Martians property,
preventiog the finalisation of a number of licensing contraces, resulting in Torther stpnificant shorifalls in cash generation. This letter
was izsued a5 a result of & dispuie concerning e ownership of the rights, This dispute was Jater resalved.

23 During this period the Board of Directors reviewed its accounting pelicies for revenue tecognition of licensing income. Whilst it
palicy of recognising guaranteed licensing incomea in fuld in the period in which a contract was signed was acceptable accounting
practics, the Board of Directors agreed to change to & movs prident policy and that the new policy should be applied to the April 200
acconnts. The new policy appodioned the guarantesd revenue evenly over the pediod of e licenze, We understand From fhe
Directors that non refundable advances were 0 be included sz a ¢reditor and released in lne with reporied royalties,

2% The Groug's awdivars reparted to the Directors, dening the second half of 2001 that the Group woukd require circa £7.5 million of
additional funding te overcome the creditor pressure chat had accurmiglated,

210 Drespite the Director's efforts to raize additional funds by inviting investreent from financial instibuetions, sufficient funding was not
penerate.

211 By the end of 2001, the Gmu[? had otilised its avaitable funding and the Directors took legal advice which resulted in the following
compaiies within the Group being placed into Administration on the 9th Jatwany 2002,

Just Groap Flo,

Tust Licensing Lintited

Just Uroup Properties Eimited o

Just Publizhing Limited (formerly Buighley Publishing Limited)

Tust Entertainment Limited

Mewsstand Publications Limited

Abbey Home Entertainment Group Liraited

onster Innevations Group Limited

Mediafey Pl .

EDI Fealisations Limited (formerhy known as barshall Editions Limited)

DEY Realisations Limited (formerly kaown as Marshall Editions Developments Limited)

FRL Realizations Limited (formerly known ez Mershall Publishing Limtted)

Ilarshall Information Limited

bfarshall Direci Leaming Limited

telarshall Media Limited

ehfedialkey.com Lod

2.1%  The pupose of the Adminiztration was to enable a more advantageous realization of the Group's assets than would be effected i 2
winding up and of the approval of a Voluntary Arrangement ander the Tnsobwency Act 1986,

Company Yoluntary Arcangement

213 tis proposed that three of the Group's companies enler inle a Company Voluntary Arrangement The companies are:-

Tust Group Plo .

Fust Entettainment Limited

Just Licensing Eimited

214 Just Group Plo was the altimate parent company and holding corpany of the Geoup,

213 Tust Group P, Just Entertainment §imited and Just Licensing Limited form the traditional core of the Just business gwning rights in

Bate-Ugly dMartians and Jellikins/Tellabies respectively.

CURRENT FINANCIAL POSITION

31

Attached a2 *Appendi= 27 iz the csimated Siatement of Affairs submitted to the Administeators of Just Group Ple, Just Licensing
Limited and Just Entertainment Limited a5 at 2Tth Febrary 2002



3L

3.3

attached a5 “Appendix 3° is an Estiraated Statement of Affairs in respect of Just Group Ple, Just Licensing Limited and Just
Entertainment Limited a3 at 13t June 2002

It should be neted that following the submission of the Statemnent of Affairs to the Administrators, assets heve been sold and a review
of the estimated to realise values of assets has been undertaken accerdingly. The Statement of Affairs differ sigaificantly.

FROFOSALS

4.1

4.2

4.3

4.4

4.3

4.

47

4.8

4.8

4.10

The Voluntary Arrangement is proposed as 2 means of enabling Tust Group Ple and ies two subsidiaries, Just Entettainencat Limited
and Just Licensing Limited to continue to trade {the “Newr Company™). Continuing to trade will epahle the New Company to:-

ah Collect rovalties from existing sisned conteacis;
)] Develop the licenses that are held; and
) Seek new opportenittes in the expanding childien’s entertainment market and media indn stry.

By continuing to trade it b= anticipated that a greater return will be provided to Creditors and Shareholders than would be availahle if
the three companies were to enter into [iquidation. B iz anticipated that fn the event of Hauidation, there is litde likelibhood of a
dividend & Unsecured Creditors.

The principal assets of the thres companies relate w0 the rights in Bute-Ugly Martians and Jeliabies/¥elliking. Usiversal Studios has a
sigmificant ownership share of the rights in Butt Ugly Martians and we undersiand from e “Tust Action Cironp” {JALG — See
parzgeaph 4.3) that Unjversal Studios is prepared to support the PmEusal for a Vpluntary Amangement, Fo the event that funds were
realized from a sale of the rights, they would be due to the Bank under the terms of s secucity. There wourld be Jitile
likelihood of a return £ Creditors or Sharehaldexs from any sale.

Following the pranting of the Administration Orders, a shareholders action group st Action Cironip' (JALT) was formed, We
understand from members of JAG that it was formed in order to sesk o preserve value in the Greup for the benefit of Crediors
and Sharehalders. We vnderstand that subistaniial funds have been mimd[:rg}r the Sharshiolders in order to assist in secoring the
acceptance of the Amangenent and to provide working capital for the New Company. These funds would not of course, be
available in the svent of a liguidation.

It is proposed that all the Unsecured Creditors between the three companies will be eated equally as creditors of fhe New Company.
Esch company is dependent vpon the other for supgort and services to meximise the value of its assets and tharefore it is eqUitahic
that the claims against the companies should be treated equally,

In consideration of the claims against the New Company, it is proposed that Just Group Ple. will issue redesmable loan nates. These
notes will be issued as follows:- )

ay The 1oab notes issved by Just Grong Fle. to jts Creditors will %ate ¢ 0% of the agreed unsecnrzd clains of creditors of
Tust Group Ple, Just Licensing Limited and Just Entertainment Linited.

) The repayment of these Ioan notes will equate to 10% of the agreed Unsecurad claims after three years, 104 after five
yeaes and the balance of 20% of the agreed claim after seven yoars, The redemption daie will be the respective saniversary
of the accepiance of the Voluntary Arrangement. Attached as “Appendix 47, is a further explanation of the loan notes.

c} Tnterest will be: peyable on the redeemable toan notes at arate of 39 per annum. This intetest will be payalble apnually in
IrEars.

d} Creditors will be given the apporttnity to transfer the redecmable loan notes into shares i Just Croup Fle. during the seven
years prior ta the final payment under the Toan notes, Shares will be issued on the quarter date #fter the application for
transfer and the share price wifl be edlculated at the mrarket value as at the qearter date.

) Prioe &0 the shares being re-listed on a recognised exchange, the shares will e deemed to have a value of 1.9p, The shares
will only become disposable on the same date and in the same proportions as the loan notes, [f a Creditor cfects to eransfer
Ets entizs holdiag of lown notes to shares during the first three years then 25% van be disposed of between yoars three and five,
50% between years five and seven and 100% after seven years. The commencament of the guarter date for the purposes of
the ransier of lodn notes will be st April,

] The redemption of the final ranche of redeemable 1oan notes will be taken as full and finsl seitlement of o Credivors’ claim
against Just Group Ple, Fust Licensing Limited and just Burertainment Limited.

The cstimated shorefal! to the Bank after taking into consideration assets to be realised and due to the Bank under its security totals
£2.15 million, This figure includes an estimate of the amount required o discharge Administrators' Fees and the cosis of the
Adminiseration. The Bank holds security over the assets of the Grovp ia the form of a debenture comprizing a fixed and foating
charge. There are cross guarantess throwghout the Grong with supporting security. The principal emaining assets velate o 8 fres
hold property and book debis.

Fedeamebée loan notes will be issued g0 the connecked companies/associates in respect of any claim that they may have against Fust
tzrovp Ple, Just Licersing Limited and Just Entertainment Limited. It will be for the Supanvisors to adjudieate any claims submitted,

Thz claims of the Preferential Craditors are estimated at £198,000. The agreed preferential claimsz will be met in full from funds
currently held by Solicitors on behatf of Shareholders. Sufficient funds to meet the estimated Preferential Claims will be passed
iommediately to the Sugrerviso

& Froposal that the Administrators” fees could be drawn on 2 tme cost basis was approved by the Creditors at the Séu:_ti{m 23
Insalvency Act MORG Meeting of Creditors Deld on Jrd April 2002, Tt is estimated that the Administrators” time costs will totaf £1.3m.
This liahility has been includzd in the shodfall to the Bank.

The shorifall to the Bank and the Administration witl be seltlad as followes: -
a} The sum of £1.3 million wiil be paid to the Admintstrators immadiately following the agreement of the Voluntary

Arrangement, The funds i meet this payment have been raized by Shareholders and aie hald by Solicitors on behalf of
Shareholders. The fuads will be used tpwards discharging the estimated shorifali to the Bank,
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1] A further £322 000, which has been rajsed by Shareholders, will be held in escrow, These funds will bot be utilisad unti] the
validity of the Bank’s fixed charge on book debts has bren agreed, The conduct of this matter will be determined solely by
the Bank, but will be i any event settled not more than 24 menths from the date of spproval of the Arrangement, In the event
that the Bank's charge is not valid these funds will be passed to the Bank in reduction of ds Hability, The funds will be
returned 1o the New Company oaly if the Bank’s fixed charze on book debts (s valid and b the extent that there is no
r;mgining shorifall o the Bank. If such a shorefal] exists, the fonds witl e wged first to discharge any remaining shortfal] w
the Bank.

A second further letter from JA to the Shareholders bas been jssued fnviting further funding. The funds mised ag part of this
exercise will be vzed as foliows:-

a} The ferst £2000000 will be paid to the Administrators in redoction of any remaining outstanding iability to the Bagk and
the Adminisration.

by The next £700,000 w4l be paid to Tiger Aspect w allow the New Company 1 purchase the sharehalding Tiger Aspect
biolds in Farget Distribution Limited. The propesed merger with Target Distribution Limited is detailed in paragraph 5.2,

c) The next £364.000 will be ratained by the Mew Company a5 working capital,

dy Fn the event that funds in cxcess of those detailed shove ate raised from Shareholders, they will be utilised to extinguish any
remaining shorifall to the Bank and the Administation.

In the event that more than £1,246,000 of additional funds are mised from Shareholders (followitg the fund raising excercise jn 4.1
above) on o before 28th June 2002 and a shortfail o the Bank still exists, the fiest £136,000 of any remaining shortfabl to the Bank
will bz repaid by the New Comgpany to the Bank within six months of the date of approval of the Voluntary Arrangement. The
repayment will be made in six squal monthly instalments oo the last business day of each month, The first instalment vwill be paid oan
FAst Tuly 2002, Tn the event that theee i5 any residual lishility to the Bank afier the above, the Bank will have the discretian te take
an equity stake in the New Company of apt for repayment of the remaiming shortfall over a petiod to be negotiated between the
Baunk and the Directors of fte New Company. 1t sliould be noted that the Bank retains s security over all the remaining assets of the
Croup untit it is repaid i fol) incleding interest accruing to the date of foll repayment.

In the event that less than £1,246,000 of additonal funds are rajsed from Sharehelders on or before 28th June 2002 2 renggotiation of
the tegms in 4.12 above will be required. The Bank will have the discretion to take an quity stake in the New Company and/or opt
for repayment of the remaining shortfail over a peried to be negodiated between the Bank and the Board of the New Company. In the
event of eitler of the aforementioned options being excercised by the Bank, and regadless of the time taken by the Bank to amive at
its decision, this proposal will remain valid and wil] Revertheless proceed kg voting and approval by the Creditors and Sharehglders
of Tust Group Ple, Just Licensing Limitzd 2nd JTust Entertatniment Limited. T should be noted that the Bank retains its secnrity gver
the assets of the New Company antil it is repaid in full including intetest accruing o the date of full Fepavment.

It is proposed that Frst Growp Plc will assumme the pre-Arvaugement ordinacy unsecored Habilities of Fust Entertainment, Lingited et
dust Licenzing Fimited. Loan notes will be issved &0 the Unsecured Creditors of Tust Entertainment Lintited and Just Licensing
Limited in respect of these liabitities which will equate 1o 40% of Unseonred Creditors' ¢laims in these companics.

It is preposed that Crediters with specified rights under license agreements will be treated a3 Unsecured Creditors and receive
redeetmable loan notes under 4.5, However, the g‘opmed Board of Directors of the MNew Comgany recognizes that these creditors are
of strategic importance, without whose support the Arrangement would not be pogsible, and the Directors will undertake o
Ienegoniate their entidement once the up 12 date royalty position bas been quariified. We understand from JAG thar the strategic
creditors include:-,

i Winchester Entertainment i) Trebor Bassett
i} Universal Studios ¥ Mike Young Productions
vl neoc

Urice to the Group being placed inte Adtninistzation a dispute arose with a firm of accountants reganding due dilipence undertaken in
anticipation by Just Group Ple of the acquisition of MediaKey Ple. The Directars instruceed solicitors (0 review a claim by the Jost
Group Ple against the accountants for neglizence. The Supervisors will review the merits of this claim. Tn the evenr tat any ciaim
i3 successful the funds received by the New Company will go tirst towards discharging any remaining shortfall to the Bank, Thereafter,
15% of the net procecds will be uzed to finanee & dividend tn Craditors in addition to the redeemable foan stock. The maximnm
distribution to Creditors will equate to G0p i the £ on the claim agieed by the Supervisors. The balance will be retained b the Mew
Company as working capital and in meeting the costs of sgreeing disputed Creditors claims,

FUTURE TRADING

t is proposed that a new Board of Directors will be incorporated. This will provide the New Company with a new board g tranage
the New Company’s activities and the ability to develnp the Licenses held, and seek new TRpoTHNIties. A mesting of
Sharcheicders has been convened for the purpose of appointing a new Board of Directors.

Teans have been agreed, conditiomal npon the aceepiance of the Voluntary Asrangement at the Extraordinary General Meeting which
has Dean convened in respect of the Arrangement, for a merger with a peivate company, Tmcglgt Distribotion Limited. JAG befisves
that this company is 2 successfizl and profitable business, established four yoars age. We nnderskand from JAG that the roerger will
provide the Mew Company with almost 1,000 hours of television prograwming and global licensing eppertunities, providing

the potential to creats substantial additional revenie for the New Coimpany.

Ii iy propoced that following the satisfaction of the conditions in 7.1, the Com any ¥oluntary Amangement will be completed.
Following the completion of the Arrangefoent, the New Company will sesk advics from its nominated Brokers and Advisors
regarding the timing and otler izsues in order to seck a re-tisting on a recogaised Stock Exchange.

Any Creditoes whose debts have bren incarred by the Mew Lomapany in the cartying on of the business of the New Cotnpany after
the fixed date, will be paid from the ongoisg trade outside of the Wolunkary Avrangement.

homediately following the Fxed Date:-

331 Tor the duration of the Voluntary Arrangemont and subject 1o the provisions of paragraph 10.2.1, no Creditors (zave for the
Bank and the Supervisors) shall have any remedy apaisst the assets ar the property of the Mew Comnpany nor shall any such
Creditors proceed with or commence any demand, legat procesding, execotion, judgement, distress or other atep whatsoever
against the New Campany.



a6

57

38

&
6.1

The
Some

332 Creditors whe have Issued legal proceedings against the Just Group Ple, Just Licensing Linvited or Just Entertainment Limited
as at. the Pixed Date shall oniy be entitled oo continue those proceedings for the purpose of establishing their claim
in the ¥oluntary Acrangement,

3.5.3  The New Conpany shall execute and deliver to the Supervisors powers of attorney in such form a5 the Supervisors requics
irrevocably appointing the Supervisers the attarncys of the New Company and i their names and on their behalf and in their
k] and deeds or otherwise to seal and deliver and otherwise perfect any deed, assurance, agreement, {nstrimest or right
which may be required or may be deemed proper by the Supervisors for any of the purposes of the Valuntary Arrangement.

The New Company shail provide the Supenvizors with its maragement accounts on a six monthly basts, tozerher with any
explanatory information which the Supervisors may requirs. This wil enable the Supervisars to monitor the perfoemance of the Now
Compiny thronghout the duration of the Yoluntary Arrangesent.

All outstanding Valire Added Tax and Corporation Tax retums are to be rendersd within six months of the approval of the Voluneary
Arrangement ith all future teturns to be rendzred and paid by the due date. In the event that outstzading retums are not lodged
within six months, the Supervisors shall review the position and may extend the pefiod io twebve momths or eighteen months Le., the
devaluation of the srrangement, if appropriate. The New Company recognises that substantial work will be required to reconciis the
Corporation Tax position. In the event that the Mew Company is unable 10 sgree the position in the timeseale detailed the
SupervisorMew Company will seek further ime focen the TnTand Bevenue.

Al tax liabilities not included in the Inland Revenue’s final ¢laim to the Superrisors as Craditors of the New Company shall be paid
az and when they {2l due for payment.

THE SUPERVISORS
PERSONS PROPOSED AS SUPERVISORS

vaposed Superdisors are David Hodson and Jamie Taylor of Messes. Bezbies Traynor, The Old Bxchange, 234 Southchurch Read,
end-on-3ea, Essex 35F 2EG. Both David Hodson and Famée Tayicr are Members of the Insolvency Practitioners Association and sro

both Licensed Insolvency Practidoners,

6.2

6.3

] f SGPERY

&1 The Supervisors their servants or agents shall incur ng personal ligbility n connection with the negotiation ot mplemestation
of theVoluntary Arrangement o andar any deeds Insfmuments or documents entered inte pursitant to o in connection with it

6§12 Inexercising their powers, the Supenisors are deemned to act at all times as the New Company’s agents and without
prejudics o the generality of the foregoing the Mew Comparny shall keep the Supervisors and each of them indesnified on
demand against all actions, claims, procesdings and demands brought of made against them or eitber of them {n respect of
the conduct of the business during L]Pm period of the Voluntary Arrangement and n reapect of ali expenses and liabilities
propetly incumed by them in camying ont their fonctions.

6.2.3  The Supervisors bave all powers specified in Schedulz 1 of the Act as if they were Administrators of the Mew
Coptageany.

624 Any act by be done in conneciion with the Voluntary Arrangement may be dong by any one of the Supervisors,

£.2.5 A person dealing with the Supecvizors in good faith and for vahee is not concerned Bo anguine whether the Supervizors are
acting with jin their powers.

.20 Should this Arrangement be approved by the requisits majority of Creditors and Members, e Supervisors shall within 23
days of the Fixed Dake provide all Creditors with 2 noiice of claim fonmn.

32T  The Supervisors shall comsider the: claims of all persons claiming to be Creditoes of the Mew Company. For the poepose of
quantifying claims of Creditors, the rales in Part 4, Chapter 9, Section E of the Ruies shall apply as if the New Compary had
gone into Creditors Voluntary Liquidation oo the Fixed Date. Mo Craditors shall be entitled to challangs a decision by the
Supervisoes to adimit the claim of another Creditor unless they can prove bad faith on the part of the Supervisors. The
Supervisors shall bave power to compromise the claim of any Craditer at their discretion.

2.8 The Supervisors shatl distribube the funds ratained in the Voluntary Arrangernent in the following order of priovity:-

6281 {a} All fees, costs, charges and expenses of the Adminisiration that have been propetly mctered by the
Administrators in carrying out thefr duties.

() In payine or providing for the fees, costs, charges and expenses of the Yoluntary Arrangement including:-

1 The fees, costs and expenses of the Supervisors fixed by reference to the time properly spent by them
and their staff in attending to matters anising in the Voluntagy Artangement: and

ii] The costs and expenses of any agent or Soliciter appointed by the Supesvisors to assist or advise in. e
porformance of theie duties.

(e The New Cotmpany will within 23 days from the fized date and at the end of every calendar month thereafter
ensure that sufficient funds are passed to the Superviser’s o rneet these liabilitias,

62532 In paying the Preferential Creditors,

6,29  The Supervisoes shall eake initial distributions under paragraphs 6.2.8.2 38 soon a5 reasenably practicable after the Fied
Date. Any Preferential Croditors who Tave oot notiffed the Sopervisors of their claims befora a dividend s paid, but whose
claims ate thereafter admitted by the Supervisors, shatl be entitled we be paid out of any money or property of the New
Company in the Supervizors lands in wespect of any dividend which they have failed to receive before that movey or
property is applicd in payment of Riture dividends, but sech Preferential Creditors ars not entitled fo distuedr disteibuticns
made before they notitied their claim to the Supervisoss.

EU W E 4!

631 The Supervizors will monitor the faymmt of contributions of funds held by Solicitors on behalf of Sharcholders which are
payable upder the tarens of the Yoluntary Atrangemaent,
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They will have such access to the books and records of the New Company as they may require. The Jupervisors witl agree
Creditors elaims and deal with all queries on behalf of Creditors and make fhe appmpriatﬁistr‘ibuttons. I£ iz expressly noted
for the avoidancs of doubt thar the Supervisors shall not in any ciicumstances be personally liable for any Habifities incomed
in cormection with the continued trading of the Mew Company.

6.3.2  Itis proposed to give the Supervisors the. power to convene and hold Fusiher meetings of Creditors and Sharsholders at any
fime throughout the duration of the Vohmtary Atrangement. Any decision or resolutions passed by those meetings should be
binding on the Supervisors, the New Company and ail Creditors.

B33 A Meeting of Creditoes moay be convened at any ime throughout the duration of the Yoluntary Arrangement on not less than
21 days noifve in wiiting by post to the last business address known to the New Company to consider, and if necessary to
vt on, matters of relevance to the Yoluntary Amangement including, without limitabon, the vagation or termination there
of. Such Creditors Meetings may be called at the request of the Supervisar, o one or mere Creditors whose claims it
aggregate excend more than 25% of the total claims at the thme.

¢34 AtaCreditors Meeting pursuant to Clatse 6.3.3 to consider 4 matter of relevance to, including a vasiation in the terms or
termination of the Voluetary Arrangement, u majority in value of 75% calenlated by reference i the provisions of paragraph
.17 of the Rules, pressot and voting in person or by proxy shall be required to approve such variation or terrination.

633 The Supervisors will have the power to compel Creditoss fo lodge with them their claim in the procecdings by serving 0
thein a notice giving at least 21 days notice of an intention to 1ssie the redeemahle loan stack. If any Creditors should faiprg
subnit their claim before expiry of that time then they toay Be excluded from the distribution. In the event that any of the
Creditars claims are disputed, the Supervisers may reject that claim and tnvite that Creditor to issue legal proceedings against
the Mew Company which will ultimately decide the validity of such claimz, The legal costs of defending and any costs
awarded against the New Company are 0 be paid a3 an cxpense of the Voluntary Arrangetnent. 1 within 28 days of such an
invitation being served vpon a Creditor ng Moceedings are received, then the Creditor may be excluded from al distributions
by the fssue of & notice by the Supervisors on the Craditor,

C M ¥ zE T

1 The Voluntary Amangement shall finally be completed when:-

iy The Supzrvisors have received all payments due from the New Company and Shareholders without nesdlessly protraciing the
Voluntary Acmangement and have paid FPreferental Creditors i full,

i) The compaay hag issued the redeemable foan stock to Tnsecored Creditors.
i) All fees, costs, chatges and expenses incurred by the Supervizors have been settled,
A Al fecs, costs, chatges and expenses incormed in e Administration have been settled.

72 (Oace the loan notes have been redeemed and the appmgriate distributionz made by the Supervisors and the New Com&smy toa
Creditor that Crediter shall be deemed to have frrevacably waived and released fhe New Connpany from all claims of that Creditor
and that Creditor shall have no further addiional rights against the New Company in respect of its claims, offer than the redemption
of the: loan nates issued fo them.

13 T the event that the New Company is unable to redeem the Joan notes, any Creditor will have the right to pursue the New Company
fior the amovnt due to thern at the date of the Arcangement, less any funds received from the Mew Company in respece of that deht.

FA LV AR ¢

81 T the event that the New Company fails to pay to the Administrators the shattfall 1o the Bank and the Administration in accordance
with 4.10 and 4.11 within seven days of the date of approval of the Arrangement, the Arrangement will be deemed to have failed.

B2 The Supervisors, in their absolute discrstion, wil] have power to deem that the Voluntary Arrangement has failed and petition for the
winding vp of the New Company on the following grovnds:-

821 Inthe event that the funds deposited with the SUpPETvisers 63 meet preferantial claims are insufficient, the New Coomprany wil]
have 28 days, of such Jonges pericd a3 determined by the Supervisors, from the date the New Company ts notified by the
Supervisors of any deficlency. If fnds are not received to meet ihe claims of the Preferential Creditors withia fat period, the
Arrangement i)l be deemed to have failed.

822 The New Company fails to issue the redeemnable loan notes, a5 requested by the Supervisor

823  Tailure to co-operate with the Supervisors to provide information requited under the termis of this proposal or tequested in
conection with the Mew Company's affairs:

824 Failure to comply with the requirements of paragraph 1013
825 I the Bank appoint & Receiver under the terms of its security.

B3 The Amangement will also be deemed to bave failed should any post Voluntary Arrsngement Creditor suceessfully petition for 4
Winding-up Order against the New Company.

DESIRARIEITY OF 4 VOLUNTARY ARRANGEMENT

The principal teason why & Voluntary Arrangement is desirable and in the interests of the Creditars is fhat they can expect to receive a
higher return than they would recsive i Compulsery or Yoluntary ignidation of Just Group Ble, Just Licensing Limited andfor Tust
Entertainment Limited.

TATTERS REQUIRED BY RULE 1.3 OF THE RULES
k Al B OTHERWISE DEAL] II
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The aszets of the New Company and their estimated realisable values are shown in the Statements of Affairs atached at “Appendix 3°.
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The Mew Company’s liability 6o its Secured Crediters are shown in the Statement of Affairs at “Appendix 37,

Tl;l;e sﬂecurity held by the Secured Creditors is detaifed at “Appendix 17,
1012 EXCLUDEIY ARSETS

With the exception of any funds which are payable by the New Company o the Supervisors, all assets of
the New Company are 0 be excluded from the Voluntary Arrangement,

NEW ” ES
The liabilities of the New Company are set out in the Estimated Statement of Affairs at “Appendix 3*.
1021 SECURED CREDITORS
It iz anlicipated that where the agsets, suliiect to any charge in favour of Secured Creditors, are required for the ongoing rading
purposes of the Mew Company that the New Company #ill maintain the payments scheduled under the respective ageeements. It
shonld be noted that the Bank retaing its security in the form of 2 debenture dated 13th April 2001 conferming & fixed and foating
charge over the assets of the Group. This security will remain until the Hability has been settled in foll including jakerest scoming to
the date of full repayment.
10.2.2 PREFERENTIAL CREDITORS

Preferential Creditors (a5 defined under Section 4 of 326 of the Act} will veceive o dividend out of funds betng paid to the Superdsars.
Praferential Craditers will be paid in full.

1123 UNSECURED CRETMTORS

Unsecured Credivors will receive redesmabie Joan notes in respect of thedr liability. The value of fhe logn notes will equate to 40%
of the outstanding liability.

C ED C D
A 1isk of connected companies and pariies is attached a5 “Appendix 37,
1 A 5

The Batk holds an wndiited guarantee fron) the Group in regprect of the indattedness owed to it across the Group.

5238 Transactions at an undcrvaluc

We are not aware of any such mansactions.
3.039 Preforences
A potential preference has been identified in respect of a payment made by Tust Gronp Fle of £68, 750 on of
around fch Ellgust 2001 when contrectually this payment was due on 1st Octaber 2001, Tust Group Plo wes
laced into Administtation on Sth Tennary 2002, In the event that the Voluniary Arrangement 15 accepted the
gupemsm wnt]dl be unable to pursue this action and the Administrators will therefore give consideration o
pursuing this alleged preference.
5244 Extortionate Credit Transactions
We arc not awaee of any such trapzactions.
5.245 Tnvalid Floating Charges
W are not aware of any such charges having been created.
N OFT RAN
The Voluntary Arrangement is intended to eontinne For | year and & months or ol

13 A1l centributions payable to the Administrators, the Bank and the Supervisors have been received and the sppropriate
distributions made by the Supervisors to the Preferential Creditors.

) A1) redeemable loan notos heve been issved by the Mew Cotmpany to Unsecured Creditors.

1 The Sugervisors may alter the duration of the Voluatary Arrangement in their abzaluic dizcretion if they consider it
AppropTLaks.

FROPOSED DISTRIBUTIONS

TDiistributions are praposed 1o be made to fhe Creditors a5 indicated in paragraph 6.2.% above.
NOMINEES REMUNERATION

The Notinees' temumeration wili be set at a maximum, of £36,000 plus VAT,
SUPERVISORS REMUNERATION

The Sopetvisors’ remuneration 15 addoessed in paragraph 6.2.8.1{c).



(010 GUARANTEES

Mo guarzntees are to be offered by Directors or other persons other than those-already in existenca.

10,11 EL:NDS FOR PAVMENT TO CREDITORS

Funds keld for the purpase of the Voluntary Armmangement are to be ledged in a recognised Clearing Bank vnder the cottrol of the
Stpervisers. Punds held pending distribucian should be invested by the Supervisors on deposit or otherwise with a recognised
Cleating Bank under the control of the Supervisors.

10,12 FUNDS ON TERMINATION

I is propased that ail sums reatised will be distributed tn accordunce with the terms of the Voltuntary Arrangement. If, however, HpoT
the termination of the Voluntary Amangement the Supervisors retain funds for the purpose of payment ta the Creditors and such funds
have not been so paid, the Supervizons will either petura the finds to the New Company or puorssant ko Section T4y of the Act will
seek the directions of the Court or petition to wind up the New Company so that the fonds can be dealt with by a Liguidator.

10,13 FURTHER CRUINT FACILITIES

The New Company will on nortnal ttade berms incar credit from suppliers for the purpose of carrying on its business nnder the
Voluntary Arrangement. The Mew Company will tontinue trading 1%1; sufen or all of the duration of the Voluntary Arrangement
meeting its day to day liabilities 4z and when they fall due. In the event that the Mew Company fails to meet its day to day Habilities
a5 and when they fall due, the Supervisors will notify the New Company of their intention to fail the amangement and tha New
Company will have 14 days in which to respend to this natice prior to the amangement being failed. Following the expiry of this
notice period the Supervisors will have the power w0 cotnmence winding up proceedings against the Mew Ceenpany.

Sipned Deated 17tk Jume 2007

Ioint Administrator
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WITHOUT PREJUDICE SAVE AS TO COSTS

PART 36 OFFER

Dear Sirs
EDI Realisations Limited {“EDI"} (In Administration)

t refer fo previous our correspondence in relation to this mattar. Following a review of the
information relating to costs recently provided, we are now in a position to set out formally
our views on the position reached regarding the trust funds held by your client in the
Administration of ED| (“the Funds”).

In summary, we are extremely concerned about the way in which this whole matter has
been handled. It appears to us that following the CWVA (at a time when secured liabilities to
the bank had been discharged), the Joint Administrators of EDI were holding a sum in
excess of £524 000 in trust monies. We aitach a summary analysis of the Joint
Administrators’ Receipts and Payments, which shows that at January 2005, when the
ownership of the Fund was the cnly outstanding issue in the Administration, they were
holding the sum of £591,488.50.

In reality there can have been very little room for doubt as to whe was entitled to the Funds:
it was inevitably cne or both of Her Majesty's Revenue & Customs {“HMRC") and
Newscreen Media Group Plc (“Newscreen™), the original source of the monies in question.
Indeed, the Joint Administrators’ Reports to Creditors consistently expressed the view that
the Funds should be applied to ssattle the claims of the preferential creditors. |f they had
acted in accordance with that belief, HMRC would have received its preferential claim in full
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and there would have been some £200,000 to return to Newscreen as well as adequate
funds to cover the cost of closing the Administration, (This is reflected in the agresment
which HMRC reached with Newscreen, whereby it was agreed to divide what remained of
the Funds in the proportions 80:40, which broadly equates to HMRC's original claim of
£324,000 out of trust monies of £3524,000)

The manner in which the Joint Administrators chose to deal with the one remaining issue in
refation to ownership of trust monies is also of concern. It ig not gasy to understand why
they did not simply pay the Funds intc Court and allow interested parties o make
representations if they chose to do so. Instead, we are told that your clients have incurred
costs of almost £500,000 in order to have determined an issue in whose gutcome your
clients had no financial interest and which, frankly, could have besn resolved in a far more
straightforward manner. It seems to us that the methad chosen has led to far greater costs
being incurred than was necessary, and that trust monies have been expended in dealing
with other matters unrelated fo the guestion of ownership of the Funds, such as criticism of
the Joint Administrators by Mr Jones and Mr Hardy in relation to their conduct of the
Admtinistration. in this regard, it is helpful fo remind oneseif that as your clients’ counsel put
it at the hearing on 18.12.06: “The Court has already made it plain that the question in this
application is a narrow one, namely who is entitled to these funds. If Mr Jones, Mr Hardy, or
anyone else genuinely believes that as a matter of substance and law the insolvency
practitioners, which [ represent today, have acted in breach of duty in the administration of
the estate of EDI Realisations, then of course it is up to them to bring procesdings to that
effect. But in relation to these proceedings it must be noted that the allegations need to
centre on the funds.” In reality, however, HVMRC considers that the level of costs incurred is
primarily attributable to matters such as the “allegations of false accounting, deception,
conspiracy and fraud” on the part of the Joint Administrators to which refsrence is made in
paragraph 3.5 of Mr Graham’s third witness statement and the conduct of Newscreen's
former directors, rather than the limited issue concerning heneficial ownership of the Funds.

You have recently informed us that of the sum of £591,488.50 which was held by the Joint
Administrators at January 2005, there now remains less than £100,000. Yau have also gone
so far as to state that thess remaining monies could be absorbed in the costs assessment
process, with the consequence that there will be no monies available for distribution to the
parties enfitled.

We can see no justification for costs of this magnitude, when you and your cliepts have
known throughout that you were dealing with trust monias.

We have discussed these matiers with the other parties entitied to the Funds and confirm
that they and HMRC are of the view your costs should be asssssed by the Court, as a
matter of principle and public interest. You should be aware that HMRC will be vigorously
challenging your entire approach in relation to the handling of this issue as well as specific
tems of costs incurred. '

We have alzo briefly reviewed the information provided by you and are concerned by the
foliowing mafters in particular:

» The high level of internal meetings, correspondence and consideration especially by
Eversheds LLP (“Eversheds™). There is no indication that any of this was of any
value 1o the beneficiaries of the Funds.

Information is available in large print, audio tape and Braille formats.
Type Talk service prefix number — 18001
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« The number of staff involved by Eversheds in relation to this issue and the fact that
the total fees exceed £333,000 to date in refation to what can only be regarded as a
fairly simple claim.

» The fees taken by KPMG LLP (“KPMG*) (some £60,000 to April 2007} in relation (so
wie assume) to the Administrations of other group companies, when those
Administrations were closed in April 2004, prior to your ciients’ application being
issied.

An analysis of the costs incured by KPMG and Eversheds in ling with the 8-monthly
Reports to Creditors of EDI fs enclosed herewith. The amounts spent are, frankly,
staggering given the limited role which you and your clients ought to have played.

Howevar, in order to try to avoid further Court proceedings and to try to bring this matter to a
swift resolution HMRC is prepared to make the following proposais in settlement of your and
your clients’ claims:

£000 £000
Mitial trust fund 524
Add interest accrued (from January 2005 at, say, 3.5% A1
per annumj)
575
Reasonahle costs of determining ownership of trust monies
Eversheds (55)
KPMG {50}
Counsel ' {20)
{125}
450
Reascnable costs of closing Administration (KPMG* (25)
Settlement offer __ 425

It should alse be noted that at January 2005 thers were significant funds of some £80,000
to £70,000 available over and above the Funds {i.e. trust monigs) in the Administration,
which would have been available for this purpose if the Administration had been closed
promptly in 2004,

Mo deduction should have been made from the capital sum in respect of fees without the
permission of the Court, and accordingly interest at 3.5% per annum shoutd run throughout
on the full capitat sum. :

Accardingly, HMRC is prepared to settle on the basis that the sum of £425 000 is agreed to
be the amount now available for distribution. Please send 60% of this amount to HMRC and
40% to Newscreen, '

This offer ig intended to have the consequences specified in CPR Part 28, Please note that
if the offer is accepted within 21 days then HWRC will be entitled to the costs of these
proceedings up to the date on which notice of acceptance is served on us. This offar relates
to the whole of your costs in this case.

Informaticn is available in large print, audio tape and Braille formats.
Type Talk service prefix number — 18001
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We look forward to hearing froam you.

Yours faithfully

Paul A J Kreling

Information is available in large print, audio tape and Braille formats,

Type Talk service prefix number — 18001
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Mr M Hardy Date 17 lanuary 2008

3 5t Mary's Square Your ref
Bury St Edmunds Qur ref WOODMX/ 1457 21-000003
IP33 2A) Birect dlal 0845 497 7

Direct fax 0845 497 7477
markwosd @eversheds.com

By email: thinkple@gnail.com
WITHOUT PREJUDICE SAVE AS TO COSTS

Dear Mr Hardy
EDY Reallsations Limlted (in Administration) (“the Company*™)

In accordance with the sealed Orders dated 27th July 2007 and © January 2008 made in
thiz matter, we now write In an attempt {0 reach settlement of the Applicants’
remuneration, costs and expenses, As you are aware, we have until 28 January 2008 to
agree the same before continuing to a costs assessment.

This letter contains an offer to the Respondents of an amount that tha Applicants, as
agents of the Company, are willing to make avallabie in full and final settlement of all
clalms,

A similar letter has been forwarded to all other Respondents in this action.
Background
In providing this offer, we would comment as follows: -

The Court has cenfirmed that the Joint Adminlstrators’ remuneration, costs and EXpenses
of and inctdental 1o their investigatfon of the ownership of the Funds, to include the costs
of and incidental to the application, be paid out of the Funds. The enly issue which is
now subject to the settlement negotfations is therafore the level of the Administrators’
remuneration, costs and expenses of and incidental to their investigation of the
ownership of the Funds, Inciuding the costs of and incidental to the application.

The costs that have been incurred by the Admiinistrators and their advisers in dealing
with this matter have been increased significantly by some of the Respondents’ actions,
the manner fn which they have responded to the application and thelr inakility to agree g
proportional split of the Funds at an earlier date. In particular, we would state as
follows:-

{1 the Respendents failed to agree to Alternative Dispute Resclution (“ADR"} when
this was suggested by Registrar Simmonds at the hearing on 15 May 2006 {lines

15 to 26 of page 11 of the transcript of the hearing) and by suggestion by the

- Administrator’s selicitors In correspondence dated 30 June 2006 and 11 July

2006
Eversheds LLP Tel 0B45 497 9797 - ?x‘ﬁﬁﬁﬁ“&ﬁvﬁé}'&?ﬁﬂ'ﬁ Dattngrshic, e In
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{ii} the Respondents falled to submit evidence as to why they claimed they were
entitled to the Funds as directed by Reqistrar Simmonds on 15 May 20086;

(i}  although the Respondents were claiming entitlement to the Funds, they did not
appear to hold evidence which could be of assistance to the Court in determining
where the Funds should be paid. In this regard, we refer to paragraphs 3 to 7
of the Second Witness Statement of Allan Graham;

(iv)  the Respondents only submitted evidence as to why they believed they were
entitled to the Funds when the Administratars appiied to the Court on 9 October
20086;

(v} the Respondents did not agree until July of 2007 as to who was entitled to the
Funds and in what proportions. The contradictory arguments put forward by the
Respondents are summarised in Allan Graham's Withess Statements and, in
particular, at paragraph 35 of Allan Graham’s Fourth Witness Statement:

{vl)  further substantial correspendence has been necessary due to allegations made
by the Third Respondent and Fourth Respondent, which are more fully
particularised at paragraphs 47 to 49 of Allan Graham’s Fourth Withess Statement
and paragraph 5 and & of Allan Graham's Second Witness Statement;

{vii) the Respondents’ actions also resulted In the further application made by the
Administrators on 15 November 20047 and

{viii) the Administrators and their advisers have responded as fully as possible in the
circumstances to the relevant points raised and information reguested by the
Raspondents, Again, howeaver, this has had the effect of further increasing the
costs in this matter,

The Administrators consider they hawve acted properly throughoui.  They sought
directions frarm the Court given the competing Interasts In the Funds and the Court has
found that the Applicants’ remuneration, costs and expenses are rightfully drawn from
the Funds held. As such, the Administrators consider that they are entitled ko the full
extant of the remunearation, costs and expenses incurred in this mattaer.

We have considered the recent correspondence with our client provided by the raspactive
Respondents and there is nothing contained within those letters that woold lead us to
conclude that our client is not entitled to their ramunearation, costs and expenses to dake.

The Adminlstrators are therefore fully prepared to continue with the directions provided
by the Court and proceed to a detalled costs assessment and to abide by the Court's
decision an the approprlate level of fees In this matter, if this is necessary.

Previous Offers

By email dated 29 October 2007, our clients made a best and final offer to settle this
matter which was avallable for acceptance untll 5.30 pm on 2 November 2007, This offer
was in the sum of £150,000. The Respondents rejected this offer and made a counter
offar in the sum of £425,000 by letter dated 22 November 2007. This was rejected by
the Administrators In & letter dated 11 December 2007.

NOT LOOLALS7FFA1 Davlesall



Page 3

Offar

As you are aware, further ramuneration, costs and expenses have been Incurred by the
Administrators in dealing with this matter since the offer was made on 29 October 2007,
In particular, the Administrators and Eversheds have been involved in the preparation of
two Bills of Costs as well as the Fourth Witness Statement of Allan Graham and dealing
with correspondenca from the Respondents,

The Administrators are entitled to be paid their remuneration, costs and expenses in
investigating the ownership of the Funds and of the assessment process from the Funds.
In addition, the Administrators are entitled to their remuneration and expenses properly
incurred as defined by section 19(4) of the Insclvency Act 1986.

Although the Administrators consider that they are entitled to thelr remuneration, costs
and expenses of dealing with this matter in full, in the interests of reaching a final
settiemeant in this mattar, they are willing ta take a frank and pragmatic approach,

As you may be aware, pariies to costs assessment proceadings rarely obtain full recovery
far their fees. They can typically expect to receive, where the standard basis is
applicable, a reduction of somewhere between 0-25%, and where the indermnity basis is
applicable, a reduction of somewhere between 0-10%. For the purposes only of these
settiernent negotiations the Administrators and Eversheds are wllling to assume that they
would face reductions at the higher ends of these scales: a reduction of 25% in respect
of the Joint Administrators’ fees (£81,000) since they are subfect to assessment on the
standard hasis; and a reduction of 10% in respect of Eversheds' costs (£395,735) which
are subject to assessment on an indemnity basis. We emphasise that these assumptions
are for the purposes of negotiation only, and at any costs assessment proceedings,
racovery in full of both the Administrators feés and Eversheds costs would be vigoroushy
soight.

On the basle of these assumptions, the maximum amount which we estimate would be
avallable to the Respondents, if a cost assessment were to take place, is £71,656, A
breakdown of the calculation of thie flgure is set out at Appendix 1 to this latter. Wa
hawve assumed that an assessment process would proceed smoothly. It is of course salf-
evident to all concerned, that the amount would be much less if the assessment process
became protracted,

We would remind the Respondents of the comments made by Registrar Nicholls at the
hearing on 17 luly 2007 that, if an agreement cannot be reached then in all likelinrood
there will be no Funds available at the end of this matter and that the Order dated 17
July 2007 provides for the legal costs in this matier to be assessed on an indemnity
basis.

In the intarasts of settling this matter, the Administrators and Eversheds are prepared to
offar a slgnificant reduction in their fees in order to make avallable bo the Respondents a
gattlement sum of £105,000. This offer 1z In full and final settlement of all claims
bebtwean the Administrators, Ewersheds, HM Rewvenue & Customs, Mewscrean Media
Group Ple, Mark Hardy and Think Enterlainment Plc,

In view of the much lesser sum which would be avallable were a costs assessment to

take place {on the basis set out above), this offer represents a more favourable outcome
to the Respondents. We logk forward ke recelving Respondents’ responses to this offer.

AT Al I ETTASANTA R A R
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Appendix 1
Item Amount
Appreximate Funds held as at 17January 2008 151,833.400
Less outstanding legal work in progress &60,000.00
Balance 51,833.00
Legs Costs of assessment
Legal fees 20,000.00
Assessor's feas 20,000.00
Jolnt Administrators” fees 10,000.00
Counsel’s faes 15,000.00
Total costs of assessment 65,000.00
Ealance 25,833.00
Plus Estimated Maximum Potential Abatements
Jaint Adminlstrators (25% of £81,000)% 20.250.00
Legal fees (10% of £395,735) 39,573.00
Total Estimated MaxImum Potential Abatements 50,823.00
Balance B6,656.00
Less costs to exit adminlstration
Legal fees 7,500.00
Joint Adminlstratorg” fees 7,500.00
Total costs to exit adminlstration 15,000.00
Maximum estimated amount available to respondents £71,656.00
post assessment
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