Financial review

Broadcasting

A further impressive year of growth in BBC World Service audiences and online users was underpinned
by sound management of our finances. Costs were kept under firm control with overheads reduced
from an already low base.

In 2000/01 BBC World Service received additional funding of £5 million for operating expenditure and
£7 million for capital, as a result of the 1998 Government Spending Review. This brought the total 2000/01
Grant-in-Aid for BBC World Service Broadcasting to £181.8 million, comprising £153.4 million for operating
expenditure, £4.2 million for a subscription to BBC Monitoring and £24.2 million for capital. The World
Service Broadcasting surplus for the year of £8.8 million arises primarily from an excess of capital
Grant-in-Aid received for the Oman transmitter project over depreciation and other capital charges.

Looking forward, the Government’s 2000 Spending Review, announced last July, will provide further
increases in funding over the three financial years 2002/02 to 2003/04.

Value for money

BBC World Service has an ongoing programme of efficiency improvements. Including the reduction
in costs achieved by other BBC divisions, which provide English language programmes and technical
and support services to BBC World Service, we were able to achieve overall efficiency savings of
£3.4 million (2.3%) in the year.

The efficiency savings helped us to finance inflationary increases in our cost base so that the additional
£5 million operating funding from Government was applied largely to new developments. These included
the new multimedia websites in Russian and Spanish which both came on stream during the year;
securing a presence on FM in 10 further capital cities around the world; and the major change in
programme scheduling for the English network which went live in April 2000.

We seek to achieve the best value for money in all that we do. This not only includes a firm control over
costs, but also a continuing search for opportunities to offset costs by raising additional income in a
manner consistent with the BBC's editorial and commercial guidelines. External income of £4.5 million
was generated in the year from a number of sources, including the sale of programmes, co-production
deals and publishing activities.

We add further value to the core Grant-in-Aid through partnerships with radio stations around the
world, which rebroadcast our programmes at no cost to BBC World Service. As online becomes an
increasingly important part of our overall offer, this model is now being extended to partnerships
with key internet service providers in individual countries, enabling us further to expand reach without
additional distribution costs.

Monitoring

The new subscription-based funding arrangement for BBC Monitoring has now been in place for four
years. Subscription income from stakeholder customers (including World Service Broadcasting) amounted
to £19.5 million in 2000/01.

Andrew Hind
Finance & Business Development Director
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Financial statements

Statement of Income and Expenditure for the year ended 31 March

2001 2000

Note £m £m
Grant-in-Aid 181.8 170.0
Other income 22.7 221
Total income 1 204.5 1921
Operating expenditure 2 (194.8) (194.9)
Operating surplus/(deficit) 1 9.7 (2.8)
Interest receivable 0.7 06
Surplus/(deficit) before taxation 1 10.4 (2.2)
Taxation 4 (0.2) 0.2
Surplus/(deficit) for the financial year 11 10.2 (2.4)
Transfer (to)/from capital reserve n (8.3) 3.8
Transfer from revaluation reserve 1 0.8 0.8
Surplus for the year transferred to operating reserve 2.7 2.2

The above results are derived from continuing operations.
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Financial statements (continued)

Balance Sheet at 31 March

2001 2000
Note £m £m
Fixed assets
Tangible fixed assets 5 116.9 109.4
Current assets
Stocks 7 0.2 0.3
Debtors 8 10.0 12.2
Cash at bank and in hand 13 10.2 7.7
20.4 20.2
Creditors — amounts falling due within one year 9 (8.6) (9)
Net current assets 11.8 11
Total assets less current liabilities 128.7 120.5
Provisions for liabilities and charges 10 (4.5) (6.5)
Net assets 124.2 114.0
Represented by
Capital reserve 109.7 1014
Revaluation reserve 7.2 8.0
Operating reserve 7.3 46
1 124.2 114.0

The financial statements were approved by the governors and the BBC World Service Management

Board on 11 June 2001 and signed on their behalf by :

Sir Christopher Bland
BBC Chairman

Greg Dyke
Director-General, BBC

Mark Byford
Director, BBC World Service

Andrew Hind

Finance and Business Development Director, BBC World Service
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Financial statements (continued)

Historical Cost Surplus and Deficit for the year ended 31 March

2001 2000
Note £m £m
Surplus/(deficit) before taxation 10.4 (2.2)
Difference between historical cost depreciation charge and actual
depreciation charge for the year calculated on revalued assets 1 0.8 0.8
Historical cost surplus/(deficit) before taxation 11.2 1.4)
Historical cost surplus/(deficit) for the financial year 11.0 (16)
Reconciliation of Movement in Reserves for the year ended 31 March
2001 2000
Note £m £m
Surplus/(deficit) for the financial year 10.2 (2.4)
Opening reserves 114.0 116.4
Closing reserves 1 124.2 114.0
There were no recognised gains or losses other than as stated in the statement of income and
expenditure.
Cash Flow Statement for the year ended 31 March
2001 2000
Note £m £m
Net cash inflow from operating activities 12 25.6 147
Return on investments and servicing of finance
Interest received 0.7 0.6
Taxation
Taxation paid (0.2) 0.2
Capital expenditure and financial investments
Purchase of tangible fixed assets (23.6) (13.2)
Increase in cash 13 25 19
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Statement of accounting policies

BBC World Service, funded principally by parliamentary Grant-in-Aid, is a division of the British
Broadcasting Corporation, a body incorporated by Royal Charter.

The financial statements have been prepared in accordance with the provisions of the BBC's Charter
and Agreement. Although not mandatory, BBC World Service has chosen to follow the accounting and
disclosure provisions of the Companies Act 1985 and applicable UK accounting standards to ensure that
its financial statements are prepared on a basis consistent with that of UK companies.

BBC World Service does not produce consolidated financial statements as the activities of its subsidiaries
and associates are not material.

Basis of accounting

The financial statements are presented under the historical cost accounting convention as modified
by the revaluation of certain plant and machinery and furniture and fittings. BBC World Service has
adopted early the following accounting standards:

« Financial Reporting Standard (FRS) 17: Retirement Benefits BBC World Service has adopted early the
first year transitional arrangements of FRS 17. These arrangements require certain additional
disclosures to be given which are included in note 3d of the financial statements. There is no effect
on the results or financial position of BBC World Service, as the transitional provisions require only
disclosures to be made. FRS 17 will be fully adopted in the financial statements for the year ended
31 March 2002.

= FRS 18: Accounting Policies Adoption of this standard has not had a material impact on the results
of BBC World Service.

« FRS 19: Deferred Taxation There is no material impact on the results of BBC World Service but
additional disclosure is provided in note 4.

Income
Grant-in-Aid from the Foreign and Commonwealth Office is intended to meet estimated expenditure
in the year but unexpended receipts for the year, within predetermined limits, are not liable to surrender.

Other income received by BBC World Service is set out in note 1a of the financial statements.

Foreign currency translation
Transactions in foreign currencies are translated into sterling at the rates of exchange ruling at the
date of the transactions.

Assets and liabilities denominated in foreign currencies are translated into sterling at the rates of
exchange ruling at 31 March or at forward rates where related hedging contracts are in place. Surpluses
and deficits arising from the translation of assets and liabilities at these rates of exchange, together with
exchange differences arising from trading, are included in the statement of income and expenditure.

Pension costs
The BBC operates both defined benefit and defined contribution schemes for the benefit
of employees.

The defined benefit scheme, the BBC Pension Scheme, provides benefits based on final pensionable pay:.
Amounts are charged to expenditure so as to spread the cost of pensions over employees' working lives
with BBC World Service. Any difference between the charge to the income and expenditure account and
the contributions paid is shown as a provision or prepayment on the balance sheet. The assets of the BBC
Pension Scheme are held separately from those of the BBC group.

As noted above, the BBC has adopted early the first year transitional arrangements of FRS 17
and additional disclosure regarding the BBC Pension Scheme has been provided.

The amount charged as expenditure for the defined contribution scheme represents the contributions
payable by BBC World Service for the accounting period in respect of this scheme.

Operating leases
Operating lease rentals are charged on a straight line basis over the term of the lease.
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Statement of accounting policies (continued)

Tangible fixed assets
Expenditure on fixed assets is capitalised together with incremental and internal direct labour costs
incurred on capital projects.

Depreciation is calculated so as to write off the cost or valuation less estimated residual value of fixed
assets on a straight line basis over their expected useful lives. Depreciation commences from the date
an asset is brought into service.

The useful lives for depreciation purposes for the principal categories of assets are:

Land and buildings

Freehold land not depreciated
Freehold and long-leasehold buildings 50 years
Short-leasehold land and buildings unexpired lease term
Plant and machinery three to 25 years
Computer equipment three to five years
Furniture and fittings three to ten years

Plant and machinery and furniture and fittings are stated at the estimated current replacement cost of
the assets, as adjusted for remaining service potential, as at 1 April 1996, or cost if acquired subsequently,
less accumulated depreciation.

Originated programme stocks and work in progress

Originated programme stocks and work in progress, including those commissioned from independent
producers, are stated at cost. The full stock value is written off on first transmission. Cost includes all
direct costs and a proportion of production and other attributable overheads.

Acquired programmes
The costs of acquired programmes are written off on first transmission.

Reserves

The value of the capital reserve is equal to the net book value of fixed assets at historic cost. The
revaluation reserve reflects the difference between this sum and fixed assets at their revalued amount.
The operating reserve is the accumulated surplus of the income and expenditure account to the balance
sheet date.

Grant-in-Aid is used to fund both capital and revenue expenditure and a transfer is made to or from the

capital reserve equal to the movement in the historic cost net book value of tangible fixed assets during
the year.
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Notes to the financial statements

for the year ended 31 March

1 Income, surplus/(deficit) and net assets
1a Analysis by activity

Broadcasting Monitoring Total
2001 £m £m £m
Grant-in-Aid 181.8 - 181.8
Subscriptions - 15.3 5.3
Intra World Service trading (4.2) 4.2 -
Other income 4.5 2.9 7.4
Total income 182.1 22.4 204.5
Operating expenditure (173.5) (21.3) (194.8)
Operating surplus 8.6 11 9.7
Interest receivable 0.3 0.4 0.7
Surplus before taxation 8.9 15 10.4
Taxation (0.2) (0.2) (0.2)
Surplus for the financial year 8.8 14 10.2
Transfer (to)/from capital reserve (8.8) 0.5 (8.3)
Transfer from revaluation reserve 0.8 - 0.8
Surplus for the financial year transferred
to operating reserve 0.8 1.9 2.7
Net assets 100.1 24.1 124.2

Broadcasting Monitoring Total
2000 £m £m £m
Grant-in-Aid 170.0 - 170.0
Subscriptions - 151 151
Intra World Service trading 4.3) 4.3 -
Other income 47 2.3 7.0
Total income 1704 217 1921
Operating expenditure (174.3) (20.6) (194.9)
Operating (deficit)/surplus (3.9) 11 (2.8)
Interest receivable 0.3 0.3 0.6
(Deficit)/surplus before taxation (3.6) 14 (2.2)
Taxation 01) (0) 0.2)
(Deficit)/surplus for the financial year 37 13 (2.4)
Transfer from/(to) capital reserve 3.9 0.1 38
Transfer from revaluation reserve 0.8 - 0.8
Surplus for the financial year transferred
to operating reserve 1.0 12 2.2
Net assets 91.3 227 114.0
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Notes to the financial statements (continued)

1 Income, surplus/(deficit) and net assets continued
1b Analysis by geographical location

BBC World Service income, operating expenditure and surplus/(deficit) primarily arise in the United

Kingdom.

Within the total net assets of £124.2 million (2000 £114.0 million), the majority of transmission fixed
assets are located overseas. Other net assets are located in the UK.

United Kingdom Rest of the world Total
2001 £m £m £m
Land and buildings 134 135 26.9
Plant and machinery 17.3 41.6 58.9
Fixtures and fittings 14 0.4 1.8
Assets under construction 7.2 22.1 29.3
Total fixed assets 39.3 77.6 116.9
Other net assets 7.3 - 7.3
46.6 77.6 124.2
United Kingdom Rest of the world Total
2000 £m £m £m
Land and buildings 15.7 14.3 30.0
Plant and machinery 187 445 63.2
Fixtures and fittings 15 0.5 2.0
Assets under construction 5.4 838 14.2
Total fixed assets 413 68.1 109.4
Other net assets 4.6 - 4.6
45.9 681 114.0
2 Operating surplus/(deficit)
The operating surplus/(deficit) is stated after charging the following items:
2001 2000
£m £m
Payments under operating leases:
— Land and buildings 7.5 7.6
Depreciation:
— Annual charge 14.8 16.1
— Accelerated charge - 19
Loss on disposal of tangible fixed assets 0.9 01
Auditors’ remuneration: audit 0.1 01
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Notes to the financial statements (continued)

3 Employees and remuneration

3a Persons employed
The average number of persons employed (full-time equivalent) in the year was:

2001 2000

Number Number

Broadcasting 1,214 1,182
Monitoring 482 470
1,696 1,652

Within the averages above, 162 (2000 179) part-time employees have been included at their full-time
equivalent of 92 (2000 105), and 98 (2000 136) persons on guaranteed minimum contracts have been
included at their full-time equivalent of 19.

In addition to this, BBC World Service employed an average 101 (2000 119) persons on a casual basis.
Their payroll costs are included in note 3b below.

3b Staff costs

2001 2000

£m £m

Salaries and wages 54.1 51.2
Social security costs 4.2 4.2
Other pension costs 34 33
Redundancy costs 1.3 17
63.0 60.4

3c Management Board remuneration

The members of the Management Board who served during the year are shown on page 23. On page
45, the remuneration report contains more information on the remuneration policy of the BBC for the
BBC World Service Management Board.

Restated

2001 2000

£000 £000

Management Board emoluments 1,413.3 1,072.0
Employer’s pension contributions 52.2 416
1,465.5 1,113.6

Management Board emoluments for 2001 include those in respect of nine regional heads and professional
heads from October 2000 who joined the Board on that date, increasing the Board to 17 members.

Due to the restructuring of the Management Board during the year, a redundancy payment of £191,000
was made, which is in addition to the above figures.

The highest paid member of the Management Board in the year was Mark Byford, director. The aggregate
of his emoluments to 31 March 2001 was £280,000 (2000 £256,000). As a member of the BBC’s defined
benefit scheme his total accrued annual pension at 31 March 2001 was £66,000 (2000 £61,000).

Comparative figures for 2000 have been restated to show emoluments with bonuses accounted for
on an accruals basis. Previously bonuses were accounted for on a paid basis.

All 17 members of the Management Board have retirement benefits accruing under the BBC'’s defined
benefit scheme (2000 9 members).
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Notes to the financial statements (continued)

3 Employees and remuneration continued

3d Pensions

BBC Pension Scheme

Many BBC World Service employees are members of the BBC Pension Scheme, which provides salary
related pension benefits on a defined benefit basis from assets held in separate, trustee-administered,
funds. The scheme is subject to independent valuation by a professionally qualified actuary at least every
three years, on the basis of which the actuary certifies the rate of employer’s contributions. These,
together with the specified contributions payable by employees and proceeds from the scheme’s assets,
are expected to be sufficient to fund the benefits payable under the scheme. The most recent full
actuarial valuation of the scheme was prepared as at 1 April 1999 by Watson Wyatt, consulting actuaries,
using the projected unit method. The pension charge for the year derives from this full actuarial valuation
following Statement of Standard Accounting Practice 24 (SSAP 24).

At 1 April 1999, the market value of the assets of the scheme was £6,294 million and the actuarial value
of the assets was sufficient to cover 114% of the benefits due to members, after allowing for expected
future increases in earnings. The scheme surplus is being amortised over 12 years, the expected average
remaining service life of the employees.

The BBC World Service pension charge for the year for this scheme is £2.8 million (2000 £2.7 million),
which derives from an effective accounting contribution rate of 10.4% of pensionable salaries. Both BBC
World Service and employees continue to contribute at a cash rate of 4.5% of pensionable earnings. The
scheme continues to benefit from full tax relief under the Inland Revenue guidelines.

An amount of £0.3 million is included in provisions which represents the excess of the cumulative pension
cost over the cumulative contributions paid (2000 £1.2 million prepayment).

A new accounting standard, FRS17: Retirement Benefits, is being introduced which changes the method by
which pension information is calculated and presented in financial statements. BBC World Service will take
advantage of the provisions included within FRS 17 and account for the BBC Pension Scheme as if it were
a defined contribution scheme. This is because it is not possible to identify the share of the underlying
assets and liabilities of the scheme relating to BBC World Service on a consistent and reliable basis. The
pension charge under FRS 17 will therefore represent the contributions payable in the year. These
contributions will benefit from the surplus in the scheme and accordingly will be lower than the regular
cost. The surplus in the scheme for the BBC group at 31 March 2001 was £1,708 million. Additional
disclosure is provided in the BBC group accounts.

Other schemes
BBC World Service made payments of £0.6 million in the year (2000 £0.6 million) into the Group
Personal Pension Scheme and other schemes.

4 Taxation

4a Analysis of charge for the period
The charge for the year is based on a rate of corporation tax of 30% (2000 30%).

2001 2000
£m £m
Current year — UK corporation tax 0.2 0.2

4b Factors affecting the tax charge

The BBC World Service taxation charge is based primarily on interest receivable. The tax assessed for
the year is therefore significantly lower than the standard rate of corporation tax in the UK (30%), as
explained below.

2001 2000
Note £m £m

Surplus/(deficit) before taxation 10.4 (2.2)

Surplus/(deficit) before taxation multiplied by the standard rate of

corporation tax in the UK of 30% (2000 30%) 3.1 0.7)

Effect of non-taxable (external income)/deductible costs (2.9) 0.9

Current tax charge for the year 4a 0.2 0.2
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Notes to the financial statements (continued)

4 Taxation continued

4c Factors that may affect future tax charges
BBC World Service anticipates a similar tax charge in future years since Grant-in-Aid and BBC Monitoring
subscription income are not subject to taxation.

5 Tangible fixed assets

Land and Plant and Furniture Assets under
buildings machinery and fittings construction Total
£m £m £m £m £m

Cost or valuation
At 1 April 2000 55.3 1161 4.3 14.2 189.9
Additions - 28 - 20.4 23.2
Brought into service 01 49 0.3 (5.3) -
Disposals 0.7) 4.3) 0.1 - (5.2)
At 31 March 2001 54.7 119.5 4.5 29.3 208.0
Depreciation
At 1 April 2000 253 529 2.3 - 80.5
Charge for the year 3.2 11 0.5 - 14.8
Elimination in respect of disposals 0.7) (3.4) 03) - 4.2)
At 31 March 2001 27.8 60.6 2.7 - 91.1
Net book value
At 31 March 2001 26.9 58.9 1.8 29.3 116.9
At 31 March 2000 30.0 63.2 2.0 14.2 109.4

BBC World Service's plant and machinery and furniture and fittings were revalued at 1 April 1996 based
on the estimated current replacement cost of the assets, adjusted for service potential.

Following the introduction of FRS 15:Tangible Fixed Assets, BBC World Service has retained these revalued
assets at their valuation as adjusted for depreciation. BBC World Service does not plan to revalue these
assets on an ongoing basis.

Assets under construction include £15.9 million relating to the construction of a new transmitting station
in Oman.

Historical cost basis
The net book value of tangible fixed assets included in the above table determined on an historical cost
basis is as follows:

Plant and Plant and Furniture and Furniture and

machinery machinery fittings fittings

2001 2000 2001 2000

£m £m £m £m

Cost 174.2 170.8 7.2 7.0
Depreciation (122.5) (115.6) (5.4) (5.0)
Net book value 51.7 55.2 1.8 20

Included within fixed assets is £24 million at cost relating to a relay station in Thailand. These assets are
transferable to the Royal Thai Government in return for the payment of a nominal sum. BBC World
Service will retain the right to repurchase the assets, should the operation cease, for a similar nominal
sum. The use of these assets is not affected by this transaction and therefore they will continue to be
carried at cost less attributable depreciation in the balance sheet.
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Notes to the financial statements (continued)

5 Tangible fixed assets continued
Land and buildings at net book value comprise:

2001 2000
£m £m

Freeholds 155 16.0
Short leaseholds 11.4 14.0
26.9 30.0

The members of the Management Board are satisfied that there has been no impairment in the carrying
values of freehold properties at the balance sheet date.

Land and buildings include freehold land at a cost of £4.2 million (2000 £4.2 million) which is not
depreciated.

6 Investments
BBC World Service holds the following interests in companies, at cost:

Holding of issued
ordinary shares
%

Subsidiaries

BBC East Asia Relay Company Limited (incorporated in Hong Kong) 100
BBC Radiocom (Bulgaria) OLLC (incorporated in Bulgaria) 100
BBC Radiocom (Hungary) Limited (incorporated in Hungary) 100
BBC Radiocom (Romania) SRL (incorporated in Romania) 100
BBC Radiocom (Slovakia) Limited (incorporated in the Slovak Republic) 100
BBC Radiocom (Praha) Sro (incorporated in the Czech Republic) 100
BBC Polska SP Zoo (incorporated in Poland) 100
BBC do Brazil Limitada (incorporated in Brazil) 100
BBC Radiocom Deutschland GmbH (incorporated in Germany) 100

BBC World Service Trust*

*The BBC World Service Trust is a charitable company limited by guarantee, of which the BBC
is the sole member.

Associates

Caribbean Relay Company Limited (incorporated in Antigua) 45
Multimedia Ventures Limited (incorporated in Great Britain) 50
Ascension Island Commercial Services Limited (incorporated in Great Britain) 33

The above companies’ results and balances are not material to BBC World Service and therefore
consolidated financial statements have not been prepared.

7 Stocks
2001 2000
£m £m
Goods for resale - 0.2
Work in progress — programmes 0.2 01
0.2 03
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Notes to the financial statements (continued)

8 Debtors
2001 2000
Note £m £m
Receivable within one year
Trade debtors 4.6 59
Amounts owed by BBC Home Services Group 0.8 11
Amounts owed by associates 0.1 0.2
Amounts owed by subsidiaries 1.0 10
VAT recoverable 0.8 06
Other debtors 0.6 12
Prepayments 21 10
Prepaid pension contributions 3d - 12
10.0 122
9 Creditors
2001 2000
£m £m
Amounts falling due within one year
Trade creditors
Programme creditors 0.2 0.2
Salaries and wages 0.9 0.7
Other trade creditors 1.6 24
2.7 3.3
Other creditors
Fixed asset creditors 1.2 16
Corporation tax 0.5 0.5
Other 4.2 37
5.9 58
8.6 91

Creditors payment policy

It is the BBC's policy to comply with the CBI prompt payment code in relation to the payment of

suppliers, provided that the supplier is complying with the relevant terms and conditions of their contract.
BBC World Service monitors compliance against the terms of this code. BBC World Service’s creditor

days outstanding at 31 March 2001 was 14 (2000 17).

10 Provisions for liabilities and charges

Dilapidations Pension Other Total

£m £m £m £m

At 1 April 2000 5.6 - 0.9 6.5
Utilised during the year - - 0.9) (0.9)
Released during the year (2.0 - - (2.0)
Charge for the year - 0.3 0.6 0.9
At 31 March 2001 3.6 0.3 0.6 4.5

The dilapidations provision represents a liability to restore Bush House to its original condition on the

future move of BBC World Service to Broadcasting House in Portland Place.

Other provisions relate to estimated costs of restructuring. Further information on the pension provision

is provided in note 3d.
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Notes to the financial statements (continued)

11 Reserves
Capital Revaluation Operating
reserve reserve reserve Total
£m £m £m £m
At 1 April 2000 1014 8.0 46 114.0
Broadcasting
Surplus for the financial year - - 8.8 8.8
Revaluation reserve transfer - (0.8) 0.8 -
Capital reserve transfer 8.8 - (8.8) -
8.8 0.8) 0.8 8.8
Monitoring
Surplus for the financial year - - 14 1.4
Capital reserve transfer (0.5) - 0.5 -
(0.5) - 19 14
At 31 March 2001 109.7 7.2 7.3 124.2
12 Reconciliation of operating surplus/(deficit) to net cash inflow from operating activities
2001 2000
£m £m
Operating surplus/(deficit) 9.7 (2.8)
Loss on disposal of tangible fixed assets 0.9 01
Depreciation 14.8 18.0
Decrease in stocks 0.1 -
Decrease/(increase) in debtors 2.2 0.7)
(Decrease)/increase in creditors (0.2) 0.7
(Decrease) in provisions (2.0) (0.6)
Net cash inflow from operating activities 25.6 14.7
13 Analysis of changes in net funds
2001 2000
£m £m
Cash at bank and in hand at the beginning of the year 7.7 58
Increase in cash 285) 19
Cash at bank and in hand at the end of the year 10.2 7.7
14 Commitments
14a Contracts placed for future expenditure
2001 2000
£m £m
Fixed asset additions 17.3 315

This includes the ongoing contract with Merlin Communications International Limited in respect
of building the new transmitting station in Oman.
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Notes to the financial statements (continued)

14b Other financial commitments

BBC World Service has entered into contracts with Merlin Communications International Limited for a
period of ten years commencing March 1997 for the provision of transmission services. The charge for
the year ended 31 March 2001 was £30.2 million (2000 £30.2 million).

14¢ Operating leases
Operating lease commitments payable in the following year analysed according to the period in which
the lease expires:

Land and Land and

buildings buildings

2001 2000

£m £m

Within 1 year 0.1 01
In 2 to 5 years 7.2 7.4
After 5 years - -
7.3 75

15 Contingent liability

A subscription-based funding arrangement for BBC Monitoring was introduced in April 1997. BBC
Monitoring reserves of £7.0 million (2000 £5.1 million) include amounts arising as a result of charging
a return on capital employed to its stakeholder customers, together with other accumulated excesses
of income over expenditure. There are limitations placed upon the use that BBC Monitoring can make
of these funds and the return of some funds at some point in the future to HM Government remains
a possibility.

16 Related party transactions
The related party transactions of BBC World Service have been presented in accordance with
FRS 8: Related Party Disclosures.

16a Transactions with subsidiaries
At 31 March 2001 BBC World Service Trust owed BBC World Service £1.0 million (2000 £1.0 million).

16b Transactions with associates

At 31 March 2001 Caribbean Relay Company Limited owed BBC World Service an amount of £0.1 million
(2000 £0.2 million) being the net of amounts transferred less BBC World Service's propor tion of
operating expenses.

At 31 March 2001 Ascension Island Services owed BBC World Service £0.5 million (2000 £0.7 million)
being the net of payments and receipts processed on its behalf. A provision of £0.2 million was held
against this balance at the year end.

16¢ Transactions with key management
During the year there were no disclosable transactions with key management.

16d Other transactions

During the year BBC Home Services Group charged BBC World Service net costs of £148.3 million
(2000 £136.6 million) comprising recharges in respect of operating and capital costs. At 31 March 2001
BBC World Service was owed £0.8 million (2000 £1.1 million) by BBC Home Services Group.
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Reports on compliance and regulatory matters

Responsibility for BBC World Service is vested in the BBC Board of Governors appointed under the
BBC Royal Charter. The BBC governors have clearly defined regulatory responsibilities under the BBC's
Charter and Agreement. They must satisfy themselves that BBC World Service complies with all legal
obligations, with high standards of corporate governance and with the BBC's own guidelines and codes
of practice. This and the following pages contain reports on BBC World Service's policies, procedures
and compliance as follows:

1 Statement of Board of Governors’ and BBC World Service Management Board responsibilities for
the preparation of the financial statements

2 Auditors’ report to the governors of the BBC

3 Governors’ report on BBC World Service Trading Protocols
4 Corporate governance

5 Remuneration report

6 Employment and diversity

7 Donations and gifts

1 Statement of Board of Governors’ and BBC World Service Management Board responsibilities for
the preparation of the financial statements

The governors and BBC World Service Management Board are required by the BBC's Charter and

Agreement and the Financial Memorandum with the Foreign and Commonwealth Office to prepare

financial statements for each financial year which give a true and fair view of the state of affairs of BBC

World Service and of its income and expenditure for that period. In preparing those financial statements,

the governors and BBC World Service Management Board are required to:

« select suitable accounting policies and then apply them consistently;

* make judgements and estimates that are reasonable and prudent;

= state whether applicable accounting standards have been followed and disclose and explain any
material departures in the financial statements; and

= prepare the financial statements on a going concern basis unless it is inappropriate to do so.

In addition, BBC World Service has voluntarily decided to comply with the accounting and disclosure
provisions of the Companies Act 1985 and, where applicable, of the Financial Services Authority Listing
Rules.

The governors and BBC World Service Management Board are also responsible for keeping adequate

accounting records and taking such steps as are reasonably open to them to safeguard the assets of
BBC World Service and to prevent and detect fraud and other irregularities.
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2 Auditors’ report to the governors of the British Broadcasting Corporation (BBC)
We have audited the financial statements on pages 26 to 39.

Respective responsibilities of the governors and BBC World Service Management Board and auditors
The governors and BBC World Service Management Board are responsible for preparing the Annual
Review including, as described above, the financial statements in accordance with applicable United
Kingdom law and accounting standards. Our responsibilities, as independent auditors, are established

in the United Kingdom by statute, by the Auditing Practices Board, our profession’s ethical guidance and,
in accordance with the terms of our appointment, the Companies Act 1985.

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985. We also report to you if, in our opinion,
the financial review on page 25 is not consistent with the financial statements, if BBC World Service has
not kept proper accounting records, if we have not received all the information and explanations we
require for our audit, or if information specified by law regarding the BBC World Service Management
Board's remuneration and transactions with BBC World Service is not disclosed.

We read the other information contained in the Annual Review, including the corporate governance
statement, and consider whether it is consistent with the audited financial statements. We consider the
implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the financial statements.

In addition to our audit of the financial statements, the governors and BBC World Service Management
Board have instructed us to review their corporate governance statement as if BBC World Service were
required to comply with the Listing Rules of the Financial Services Authority in relation to these matters.
We review whether the statement on pages 42 to 45 reflects BBC World Service's compliance with the
seven provisions of the Combined Code specified for audit review by those rules, and we report if it
does not. We are not required to form an opinion on the effectiveness of BBC World Service’s
corporate governance procedures or its internal controls.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board.
An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the financial statements. It also includes an assessment of the significant estimates and judgements made
by the governors and BBC World Service Management Board in the preparation of the financial
statements, and of whether the accounting policies are appropriate to BBC World Service’s
circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance

that the financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation
of information in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the state of affairs of BBC World
Service at 31 March 2001 and of the surplus of BBC World Service for the year then ended and have
been properly prepared in accordance with the provisions of the BBC’s Charter and Agreement, the
Financial Memorandum and the provisions of the Companies Act 1985 as if those provisions had applied
to these financial statements.

KPMG, 11 June 2001, Chartered Accountants, Registered Auditors, London
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3 Governors’ report on BBC World Service Trading Protocols

BBC World Service is responsible for commissioning and scheduling its own programmes and for making
programmes for its language services, but purchases English language programme-making and technical
and support services from other divisions in the BBC (the supplier divisions). These arrangements were
established in 1997 and were broadly unaffected by the reorganisation of the BBC Home Services in
April 2000.

It was agreed by a joint Foreign and Commonwealth Office (FCO)/BBC World Service Working Group
that the BBC would draw up new guidelines to govern the trading relationship between BBC World
Service and the supplier divisions, in order to ensure that BBC World Service maintains its distinctive
voice and to preserve the clear separation between Grant-in-Aid and licence fee income. These Trading
Protocols were approved by the Governors' Fair Trading Compliance Committee in 1997,

Each of the supplier divisions then drew up detailed agreements with BBC World Service, specifying:

= the services to be provided,;
« criteria to ensure the quality of the services; and
» the cost of the services.

The Fair Trading Compliance Committee is responsible for monitoring and reviewing compliance with
the Trading Protocols. The Committee receives regular reports from management on the effectiveness
of the systems and procedures in place to ensure compliance with the Trading Protocols.

KPMG has reviewed a summary of the value of transactions and the related cash flows which have taken
place during the year between BBC World Service and the supplier divisions. KPMG has reported to the
governors that, in their opinion, the information contained in the summary of transactions for the year
ended 31 March 2001 has been properly extracted from the books and records of the supplier divisions
and has been properly prepared on the bases of cost allocation and apportionment methods set out in
the agreements between BBC World Service and the supplier divisions and that, on this basis, there has
been no material cross-subsidy between Grant-in-Aid and licence fee funds.

Governors' statement on BBC World Service Trading Protocols
Following regular reports to the Fair Trading Compliance Committee by the controller, Fair Trading,
and internal and external auditors, the governors are satisfied that:

= the Trading Protocols reflect the requirements of the FCO/BBC World Service Working Group;
= agreements are in place which are consistent with the Trading Protocols; and
« there has been no material cross-subsidy between Grant-in-Aid and licence fee funds.

4 Corporate governance

BBC World Service’s commitment
The BBC, including BBC World Service, has an obligation under its Charter to demonstrate high
standards of corporate governance.

The Combined Code, issued by the London Stock Exchange in June 1998, sets out principles of good
corporate governance. BBC World Service voluntarily complies with the Combined Code to the extent
it is applicable.

Additionally, BBC World Service adheres to the seven principles of public life as set out in the reports
of the Nolan Committee of Standards in Public Life.
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Statement of principles
The requirements of the Combined Code are applied to BBC World Service with the following
exceptions:

« those requirements relating to shareholders
BBC World Service is not accountable to external shareholders. Rather, through the stewardship of the
governors, it is accountable to the Foreign and Commonwealth Office, to Parliament and to taxpayers.
« those requirements relating to non-executive directors, remuneration and audit committees
The BBC governors consider that BBC World Service should comply with the Combined Code in a
manner which is common practice for an entity whose parent is complying with the Code. Hence the
governors do not consider it appropriate for BBC World Service to have separate non-executive
directors or remuneration and audit committees from those established by the BBC, or to disclose the
remuneration of the members of the BBC World Service Management Board, except to the extent
that this is required by the Companies Act 1985.

Details of how BBC World Service has applied the remuneration principles are covered separately within
the remuneration report on page 45.

Board structure

The structure of the BBC World Service Management Board is shown on page 23. As explained above,
BBC World Service does not have any non-executive directors. However, the Management Board is
represented on the BBC’s Executive Committee and is accountable to the BBC governors who constitute
the members of the Corporation and act as trustees for the public interest.

The governors are appointed by the Queen on advice of ministers. They are now appointed for a term
of four years (previously five years) and are independent of BBC executive management. A register of
interests of the governors is maintained and may be inspected by written application to the secretary
of the BBC.

The BBC World Service Management Board meets every two weeks. Other members of management
attend as required.

A formal schedule of matters is reserved for Management Board decisions. This includes:

« considering management structure and senior management responsibilities;

« agreeing membership and terms of reference of board committees and task forces and deciding action
on recommendations, receiving minutes and reviewing decisions taken;

~ agreeing contracts with major suppliers;

« deciding significant staff and industrial relations issues;

 agreeing business strategy;

« approving financial statements;

= approving annual budgets, subject to final approval by the Board of Governors; and

« agreeing a code of ethics and business practice, establishing an overall framework for proper controls.

Management Board members are given appropriate documentation in advance of each Board meeting.
The Management Board members have access to the advice and services of the World Service secretary
who is responsible for ensuring that Board procedures are followed.

The Board of Governors refers some matters relevant to BBC World Service to BBC sub-committees
as follows:

* Audit Committee;

e Fair Trading Compliance Committee; and
= World Service Consultative Group.

43 BBC World Service Annual Review 2000/2001



Reports on compliance and regulatory matters (continued)

Relationship with Foreign and Commonwealth Office (FCO)

BBC World Service is primarily funded by parliamentary Grant-in-Aid received through the FCO. BBC
Monitoring is funded by stakeholder subscriptions. The relationship between the FCO and BBC World
Service is defined in the FCO/BBC World Service Broadcasting Agreement which sets out the aims and
objectives of BBC World Service and provisions for performance assessment. The financial arrangement
with the FCO is set out in the FCO/BBC Financial Memorandum.

Accountability and internal control

Financial reporting and going concern

The respective responsibilities of the governors and BBC World Service Management Board and the
external auditors are set out on page 41.

A detailed review of the financial position of BBC World Service is included in the financial review by
the finance and business development director on page 25. This, together with the director’s overview
on pages 3-4, provides an assessment of BBC World Service's performance and current position.

The going concern basis has been adopted in the preparation of the financial statements as the
governors and BBC World Service Management Board believe that BBC World Service will continue
to receive adequate resources to continue its operations for the foreseeable future.

Internal control

The BBC World Service Management Board has responsibility for maintaining an adequate system of
internal control and for reviewing its effectiveness. Such a system is designed to manage rather than
eliminate the risk of failure to achieve business objectives and can provide only reasonable, and not
absolute, assurance against material misstatement or loss.

The governors and BBC World Service Management Board consider that there is an ongoing process for
identifying, evaluating and managing the significant risks faced by BBC World Service. The process has
been in place for the year ended 31 March 2001 and up to the date of approval of this report and
financial statements. As part of the BBC'’s overall risk management process it has been regularly
reviewed by the governors and BBC Executive Committee and accords with the guidance set out in the
ICAEW's guidance for directors Internal control: Guidance for directors on the Combined Code.

While an established system of risk management and control, including procedures to monitor and
evaluate key risks, has been in existence throughout the year, further steps to reflect more fully the
substance of the guidance have been taken during the course of the year.

The Management Board exercises control through an organisational structure with clearly defined levels
of responsibility and authority and appropriate reporting procedures. The key control procedures
operating during the year are described below:

= risk management
The Management Board is responsible for identifying and managing risk on an ongoing basis. BBC World
Service has a formally constituted Internal Control Committee (ICC), comprising the members of the
Management Board, World Service financial controller and a representative of BBC Internal Audit. The
ICC update their assessment of BBC World Service's exposure to risk, and the extent to which these
risks are controlled, every four months. These risks have been effectively managed throughout the year.

= monitoring of controls
BBC Internal Audit undertake regular testing of control systems based on a regularly updated
assessment of key risks and issues facing BBC World Service.

« business unit controls
Management have defined the controls and procedures with which each business unit is required to
comply. Key controls over major business risks include performance review and exception reporting.
Reviews by BBC Internal Audit monitor the operation of controls.

e computer systems
BBC World Service has established controls and procedures over the security of data held on
computer systems. Arrangements are in place for computer processing to continue and data to
be retained in the event of failure of BBC World Service’s own data processing facility.
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= controls over outsourced transaction processing
The majority of BBC World Service's financial transaction processing is outsourced to a service
company, Media Accounting Services Limited (MedAS), which is independent of the BBC. The finance
and business development director has established monitoring procedures to review the performance
of MedAS on a regular basis. These include regular visits to MedAS by BBC Internal Audit.

« financial reporting and controls
There is a comprehensive budgeting system with an annual budget approved by the Board of
Governors, prepared in line with the BBC World Service three-year plan. Monthly financial information,
including a balance sheet, cashflow statement and operating results, is reported against corresponding
budget figures, with corrective action being taken by the Management Board as appropriate. All capital
expenditure over certain upper thresholds must be approved by a BBC investment approval
committee and, in some cases, by the FCO and HM Treasury. In April 2001 BBC World Service
implemented new financial processes and software, as part of the BBC-wide SAP implementation.

Audit Committee
Matters relating to BBC World Service are also considered by the BBC's Audit Committee, which
comprises four of the BBC's governors.

The Audit Committee meets four times a year, and is charged with reviewing the effectiveness of internal
control; approving and monitoring the Internal Audit work plan; considering issues arising from Internal
Audit’s work; reviewing management's response to internal control issues; approving the external audit
fee; considering the external audit strategy and plans; reviewing the external auditors’ reports; and
reviewing and approving the financial statements. Both internal and external auditors are given the
opportunity to meet privately with the Audit Committee without any member of management present.

Statement of compliance with the Combined Code of Best Practice

BBC World Service has complied throughout the year ended 31 March 2001 with the specific provisions
in Section 1 of the Combined Code with the exception of those provisions relating to non-executive
directors, remuneration and audit committees and shareholder requirements which, as discussed earlier,
are not applicable to BBC World Service.

5 Remuneration report

This report explains the remuneration policy of the BBC for the BBC World Service Management Board.
Details of Management Board remuneration are included within Note 3c to the financial statements on
page 33.

One of the responsibilities of the Board of Governors is to act as a remuneration committee. In this role,
the governors have responsibility for setting executive remuneration policy, including the remuneration
package for BBC World Service's director. The remuneration of other members of the BBC World
Service Management Board is recommended by the director and approved by the BBC director-general.

The director measures the performance of the Management Board members before recommending
their annual remuneration and bonus awards. BBC World Service's controller, human resources provides
technical support to the director in this respect, but has no input into decisions affecting her own
remuneration.

The BBC aims to ensure that the packages offered to Management Board members:

« enable BBC World Service to attract, retain and motivate high-calibre executives;

» remunerate individuals fairly for individual responsibility and contribution, while providing an element
of performance-related pay, reflecting the underlying performance of BBC World Service; and

« take into account salary policy within the rest of the BBC and the relationship that should exist
between the remuneration of Management Board members and that of other employees.
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The remuneration arrangements for Management Board members include the following components:

Basic salary
Basic salaries are reviewed in August each year, taking into account external market levels and internal
comparisons as well as the individual's responsibilities and performance.

Annual bonus

Management Board members are eligible to receive a bonus of up to 10% of basic salary for meeting
certain performance targets. Qualitative and quantitative objectives are set at the beginning of the
financial year, and performance is reviewed at the end of the year. As a member of the BBC Executive
Committee, the director, BBC World Service, participates in a performance-based annual bonus scheme
under which payments may be awarded of up to 30% of basic salary.

Bonuses are now reflected in the financial statements on an accruals basis for the performance period
under review.

Benefits

The director is eligible for a company car and fuel for private use. Other Management Board members
are eligible for a company car and some members are entitled to fuel for private use. All Management
Board members are eligible for medical insurance covering the executive and family and, where there is
a business need, digital reception equipment.

Pensions

Management Board members are eligible to participate in the BBC Pension Scheme, which provides
salary-related pension benefits on a defined benefit basis, with an accrual rate of 1/60th of final salary
per year of service, subject to the Inland Revenue earnings cap where appropriate. Only basic salary is
pensionable. The scheme provides for early retirement on medical grounds and life insurance cover of
four times salary.

6 Employment and diversity
BBC World Service complies with the requirements of employment legislation, including the Asylum and
Immigration Act, and has a policy framework in place which aims to reflect best employment practice.

Diversity
BBC World Service is committed to developing a diverse workforce, with oppor tunities for all,
irrespective of race, colour, creed, ethnic or national origin, gender, marital status, disability or age.

Proportion of ethnic minorities in the BBC World Service workforce

The composition of the workforce of BBC World Service reflects the multi-lingual nature of its
broadcasting and exceeds the BBC group target of 8%. As this target had already been exceeded, the aim
for the year was, as a minimum, to maintain the proportion of ethnic minorities in the BBC World
Service workforce.

At 31 March At 31 March BBC group

2001 2000  minimum target

% % %

Staff working in the United Kingdom 27.4 26.8 8

Across the BBC, ethnicity targets have recently been reviewed; now standing at 4% for senior managers
and 10% for the rest of the BBC, to be achieved by 2003.
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Proportion of women in BBC World Service management

At 31 March At 31 March BBC group

2001 2000  minimum target

% % %

Senior executives 30.6 294 30
Senior managers 30.5 35.6 40
Middle management and senior professionals 37.7 379 40

Disability

People with disabilities are fully and fairly considered for vacancies within BBC World Service and have
equal opportunities for training, career development and promotion. The BBC has recently produced
guidelines on employing disabled people. These aim to ensure not only that we meet our legal
responsibilities under the Disability Discrimination Act, but also to increase the number of people
with disabilities within our workforce.

Age
BBC World Service's policies and practices are in line with the Code of Practice on Age Discrimination
in Employment.

Employee participation
The BBC Forum provides all BBC staff with an important platform to discuss policy and other issues
with senior managers. BBC World Service has one elected member to the BBC Forum.

Management hold regular meetings with the recognised trade unions, BECTU and NU..

Development and Training

BBC World Service invested £1.7 million in training and development during the year. Staff in all areas
have opportunities to develop their skills and development initiatives tackle priority areas, such as
reskilling and new ways of learning.

7 Donations and gifts

BBC World Service does not make political donations.

The Financial Memorandum permits BBC World Service to make gifts of equipment and services.
Government accounting guidelines on gifts must be followed with Foreign and Commonwealth Office
(FCO) approval required for gifts of a value exceeding £10,000. Gifts of cash, of whatever value, cannot
be made without the prior agreement of the FCO.

No gifts were made during the year.
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BBC World Service

Bush House, Strand, London WC2B 4PH, UK

Tel. (National): 020 7240 3456 (International): +44 (0)20 7240 3456
Fax: +44 (0)20 7557 1258

E-mail: worldservice@bbc.co.uk

Website: www.bbc.co.uk/worldservice

Radio Schedules and Frequencies
For information visit www.bbc.co.uk/worldservice/schedules

If you have any comments or suggestions about BBC World Service programmes in any language, or
would like further details about how to receive them, please contact Audience Relations at the above
address. Listeners in English can also air their views in the Write On programme. E-mail: writeon@bbc.co.uk

BBC On Air Network

To keep you up-to-date with our schedules and frequencies, BBC World Service and BBC On Air
magazine now offer a free e-mail service called BBC On Air Network. You can choose e-mail updates
on topics such as sport, science, world affairs and arts each month. We will also send you scheduling
information to keep you in touch with all that’s new from the World Service. Joining is simple.

Just e-mail onair.network@bbc.co.uk

BBC Monitoring

Caversham Park, Reading RG4 8TZ, UK

Tel: +44 (0)1189 486 000 Fax: +44 (0)1189 462 927
E-mail: csu@mon.bbc.co.uk, Website: www.monitor.bbc.co.uk

BBC World Service Press Office (for media enquiries about BBC World Service,
including BBC Monitoring)
Tel: +44 (0)20 7557 2941 Fax: +44 (0)20 7557 1912

BBC On Air magazine (the BBC’s international magazine and programme guide)
Tel: +44 (0)20 7557 2211 (answerphone), E-mail: on.airmagazine@bbc.co.uk
Website: www.bbc.co.uk/worldservice/onair

BBC Focus on Africa magazine

Tel: +44 (0)20 7557 2906

E-mail: focus.magazine@bbc.co.uk

Website: www.bbc.co.uk/worldservice/focus

BBC English (for information on learning English materials (radio and online)
Tel: +44 (0)20 7557 1200 Fax: +44 (0)20 7557 1311

E-mail: bbc.english@bbc.co.uk

Website: www.bbc.co.uk/learningenglish

BBC World Service Shop

The BBC World Service Shop and Information Centre at Bush House sells an exclusive range of
World Service gift items, along with BBC books, videos and audio cassettes and a range of short
wave radios. Information on BBC World Service radio and television programmes is available.
There is a mail order and online shopping service for the UK only at www.bbcshop.com.

Tel: +44 (0)20 7557 2576 Fax: +44 (0)20 7240 4811

E-mail: worldservice.shop@bbc.co.uk

BBC Training and Development, World Service
Tel: +44 (0)20 7557 2200 Fax: +44 (0)20 7497 0288
E-mail: wstraining@bbc.co.uk

BBC World Service Trust

Tel: +44 (0)20 7557 2462/3 Fax: +44 (0)20 7379 1622
E-mail: ws.trust@bbc.co.uk

Website: www.bbc.co.uk/worldservice/trust

Annual Review online

You can access a version of the BBC World Service Annual Review 2000/01 online
at www.bbc.co.uk/worldservice/aboutus
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