Serco Limited

Amnnual Report and Financial Statements

for the Year Ended 31 December 2010

N

COMPANIES HOUSE

(/{ IllllUﬂl Illlwllll VAREIETEY

11/05/2011 201
COMPANIES HOUSE

A company registered in England and Wales, number 00242246




Company Information

Directors' Report

Directors' Respensibiliies Statement
Independent Auditor's Report

Profit and Loss Account

Statement of Total Recogmsed Gains and Losses
Balance Sheet

Notes to the Financial Statements

Serco Limited

Contents

2toll

12

13

14

15

16

17 to 43




Registered office

Auditors

Serco Limited

Company Information

Serco House

16 Bartley Wood Business Park
Bartley Way

Hook

Hampshire

RG27 9UY

Deloitte LLP
London
United Kingdom

Page 1




Serco Limited
Directors’ Report for the Year Ended 31 December 2010

The directors present their annual report and the audited financial statements for the year ended 31 December 2010 As set
out 1n note 1 to the financial statements, the directors consider 1t appropnate to prepare the accounts on the going concern
basis

Principal activities

The Company operates to improve services mamly in the public sector by managing people, processes, technology and
assets more effectively Serco Limited supports governments, agencies and companmes by offering operational,
management and consulting expertise 1n the aerospace, defence, education, health, home affairs, local government,
science, technology, transport and commercial sectors

The Company's work for national and local governments involves us 1 the most impontant areas of public service,
mncluding transport, defence, science, employment, offender management, IT, BPO and education Our private sector
customers are industry-leading organisations in a wide variety of markets

Business review

Turnover has increased by £59 7m or 3 4% 1n 2010 (2009 ncrease of £190 1m or 12 1%) Operating profit has increased
by £39 5m (2009 decrease of £7 7m) to £87 4m and now represents 4 8% of turnover (2009 2 7%) Profit on disposal of
mvestments amounted to £22 6m (2009 £ml) Net assets of the Company have increased by £63 6m to £523 5m (2009

decrease of £103 6m) A dividend of £30 0m (2009 £40 Om) was paid to the parent company during the year

Restatement of segmental information

At the start of the financial year, the Company repositioned 1ts business to maximise the focus on growth and opportumties
and to ensure that it maintains a flexible and devolved organisation which 1s responsive to its customers’ needs From 1
January 2010, the Company reorgamsed 1ts business into three new divisions focussed on the Company’s principal
markets Civil Government, Local Government and Commercial, and Defence, Science and Nuclear The key changes are
as follows

Civil Government, our Healthcare, Home Affairs and Welfare to Work business, 15 included in the new Civil Government
market segment, and our Consulting, Education, Integrated Services, IT and BPO businesses are part of the new Local
Government and Commercial market segment

Defence has transferred to the new Defence, Science and Nuclear market segment

Transport has been transferred to Civil Government

Science has been transferred to Defence, Sctence and Nuclear

As a consequence of these changes, previously published financial information on turnover by segment 1n note 2 has been
restated There 15 no impact on the Company's primary financial statements
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Serco Limited

Directors’ Report for the Year Ended 31 December 2010

The Company manages 1ts business on a market segrment basis as reported in note 2

Civil Government
This market segment includes our UK and Middle Eastern operations in transport, home affairs {custodral, immigration
and field services and border security and control), welfare to work and healthcare

The Company 1s a major provider of transport facilities, including operation of the Docklands Light Rallway On the
Docklands Light Railway, customer satisfaction was 95 4% for overall service and 96 3% for safety and secunity in the
fourth quarter of 2010 Passenger numbers grew n 2010, and were 9 3% higher than last year a1 75 2 mullion journeys

In August 2010, the Company launched Barclays Cycle Hire for Transport in London By the end of the year, over
110,000 members had registered and the scheme 1s now also available to casual users In total, over 2 milhon journeys
have been made to date and in a survey, 91% of members said that they were happy with the service

In home affairs, the Company signed a contract with the Mimsiry of Justice to provide and operate a new prison alt
Belmarsh West London The contract has a value of approximately £415m over 26 5 years The Company was also
awarded a two year extension, valued at £38m, to our contract to run Colnbrook Immugration Removal Cenitre and a three
year, £32m extension to our contract to manage Yarl's Wood Immugration Removal Centre In addition, the Company
secured an additional two years for our electronic monitoring contract for Scotland, valued at around £10m, and signed a
one year extension 1o our electronic monitoring contract for England and Wales, valued at an additional £38m of revenue
at current levels

In border secunty and control, the Home Office has announced the termination of 1ts e-Borders contract with Raytheon,
the prime supplier of thus advanced border control and secunity services programme to the UK Border Agency As a
subcontractor on the programme, the Company continues to fulfil its obligations to operate key parts of the existing service
and remains fully committed to the e-Borders programme

Within the welfare to werk market, the Company has operated three Flexible New Deal contracts with the Department for
Work and Pensions, helping people ¢laiming Jobseekers Allowance who have been unemployed for mere than 12 months
to find sustainable work These contracts, along with all other existing back to work schemes, will now end 1n June 2011
and be replaced by the Work Programme contracts, of which the Company has been named prime contractor in two areas -
South Yorkshire and the West Midlands

Defence Science and Nuelear
Defence, Science and Nuclear (DSN) represents the Company’s operational support services in the UK defence markets,
science-based businesses such as our energy market operations and nuclear safety and assurance businesses

DSN's revenue reduced by 4 6% which reflected a slowdown beth in decision making and in major contract awards 1n
advance of the UK election and the Strategic Defence and Secunty Review during 2010 Key awards last year included a
renewed and expanded multi-activity contract valued at £100m over ten years to provide services at RAF Halton which
Serco has served since 1997, and RAF High Wycombe, the home of Headquarters Air Command At RAF Brize Norton,
the main gateway for British military personnel on overseas operations, the Mantstry of Defence awarded the Company a
contract for up to sIx years to deliver essential support services, worth approximately £35m

Bridging the defence and energy markets, a new eight year contract wath the MOD valued at around £20m to Serco, will
help the UK tackle climate change through offshore wind energy As prime contractor, the Company 1s working with
Lockheed Martin to introduce radar technology that resists interference from wand farms, removing a sigmficant obstacle
1o the roll out of offshore power across the UK

In the civil energy market, Westinghouse has appointed the Company as their lead nuclear safety advisor i the UK
Serco'’s role 15 to lead a team of experts to help Westinghouse complete Step 4 of the Genenc Design Assessment for the
AP1000, a cntical stage 1n the reactor design approval process being conducted by the UK Nuclear Regulators which 1s
due to complete 1n 2011

In the expanding training market, the Company secured a 15 year contract worth more than £55m to manage and operate

the Emergency Planning College on behalf of the Cabimnet Office, including training delivery and support, sales and
marketing, finance, estate management, ICT and security
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Serco Linted

Directors’ Report for the Year Ended 31 December 2010

Local Government and Commercial

The Local Government and Commercial market segment compnses the Company’s IT & BPO, integrated and
environmental services, education, consulting and commercial businesses Solutions for local government meet a wide
range of local government's current and emerging needs, with services covenng waste management, recyching,
e-government, leisure, education and communications technology (ICT) Business 1 the private sector ts dominated by
multi-service facilities management coniracts delivering a range of services from helpdesk operations to bwildings
maintenance, recephion services, calering, cleamng, chauffeur services and stores management

In the IT and BPO sector the Company won a new contract with Hertfordshire County Council to dehver a ground
breaking strategic partnership The contract, due to commence in Aprtl 2011, 1s valued at up to £200m over eight years and
will achieve efficiency savings for the Council of at least £25m The contract will provide front and back office operations,
imcluding ICT services, business processes such as finance, payroll and human resources, and support services such as
faciitics management, customer contact centres and occupational health

In 2010 the Company successfully rebid for the contract to provide ICT services to the London Borough of Enfield The
new contract will deliver guaranteed cost savings of 20% for the Council, improve services for its employees and improve
commumication and interacuen with residents The initial five year contract 1s valued at £24m, wath an option to extend for
a further four years

The replacement of the Regional Development Agencies with Local Enterprise Partnershipsand related funding cuts wall
see the Company’s regtonal Business Link services clese by the end of 2011

Within the integrated and environmental services business, the Company has been awarded a 25-year Waste Improvement
Plan contract by Sandwell Metropolitan Borough Council, valued at around £650m to provide refuse and recycling
collection, street cleansing services, and delivering waste processing and disposal, icluding the construction of a new
waste transfer station The Norfolk and Norwich University Hospital contract has also been extended for a further five
years untill 2016 The extension, under which we will continue to provide a full range of integrated non-clinical support
services 15 valued at £75m

The Company also began a contract to provide faciliies management services to the new Forth Valley Royal Hospital 1n
Scotland, one of the most modern and well equipped hospitals in Europe The contract 15 valued at £600m over 30 years

Principal risks and uncertainties

The Company has significant receivable balances from long term contracts with third party customers The directors do not
consider that the Company 1s exposed to significant credit nsk due to the nature and size of the contracts and there being
no rehance on an individual customer

The Company has no signtficant external borrowings and so the directors do not consider that the Company 1s exposed to
interest nsk or iquidity nisk
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Serco Limited

Directors’ Report for the Year Ended 31 December 2010

Financial nsk management for the Serco Group 1s undertaken by Serco Group ple The Group nisk register 1s updated at
least quarterly, reviewed six-monthly by the Risk Oversight Group and discussed at quarterly board meetings Principal
risks and uncertamties relating to the Company are as follows

Risk - Significant change 1n Government policies

As a major proportion of Serco's customers are governments and governmental agencies, a substantial part of the business
1s dependent on government policies, budget priorities and regulatory or political constraints As such, these businesses are
susceptible to changes in government, government policy, budget allocations and the political environment, primanly 1n
the UK Any reduction in such government expenditure and funding could result 1n a suspension, cancellation, terminatton
or non-renewal of contracts

[mpact

* Reduction 1n market opportunities

+ Changes to terms of existing or new contracts

* Failure to meet growth or profit expectations

Mitigation

* Buswness strategy

* Diverse business across geographies and markets

» Business significantly focused on developed markets with sirong and established legal sysiems providing protection to
changes 1n contract terms

Riusk - Failure to win a strategic or significant bid or rebid

¢« Failure to win matenal bids or renew material contracts could restrict growth opportumties for the future or have an
adverse impact on Serco’s business, financial condition and results of operations

* Impact

* Failure to meet growth or profit expectations

+ Stgmficant financial loss or cost overrun,

» Damage to reputation resulung n loss of existing or new business,

* Impact on strategic objectives,

Mitigation

* Business Lafecycle Governance process embedded in SMS

» Governance structure managed through Investment Commuttee, Programme and Project Boards, Divisional and Contract
Boards

+ Business strategy and targets managed through internal boards

* Regular review and monitoning of risk register

* Gate review and formal sign off process

Risk - Any harm to the Company’s reputation could adversely impact business

The Company 15 dependent on mamntaining its reputation in each junsdiction 1 which 1t operates in order to maintamn and
grow its business It 1s exposed to the nsk that lihgation, misconduct, operational failures and negative publicity could
harm its reputation

Impact

Failure to meet growth or profit expectations

* Sigmficant financial loss or cost overrun,

* Loss of contract revenue related to operations and service charges,

* Damage to reputation resulting in loss of existing or new business,

= Impact on strategic objectives,

Mitigation

* Robust bidding and contract review process including finaneial, technical and commercial reviews

+ Governance structure managed through Investment Commuttee, Programme and Project Boards, Divisional and Contract
Boards

* Business strategy and targets

* Regular review and monitoning of nisk registers

* Gate review and formal sign off process

* Quality management systerms
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Serco Limited
Directors' Report for the Year Ended 31 December 2010

Risk - Failure of significant programmes, including operating within fixed costs

Serco has a number of complex programmes which 1t 1s contracted to deliver for the customer These are often let on a
fixed price basts wrrespective of the actual costs tncurred, and therefore 1f costs exceed the contract ceiling the Company
may not be able to obtain full reimbursement Further, some projects require delivery in accordance with specified
milestones on agreed dates Sagmficant adverse financial consequences can be imposed where milestones are not met or a
project 15 not delivered on time The length and complexity of such projects mean that management estimates can be
particularly difficult to make and could turn out to be inaccurate

Impact

* Failure to meet growth or profit expectations

* Significant financial loss or cost overrun,

* Loss of contract revenue related to operations and service charges,

* Damage to reputation resulting 1n loss of existing or new business,

* Impact on strategic objectives,

Mitigation

= Robust bidding and contract review process including financial, techmical and commercial reviews

* Governance structure managed through Investment Commuttee, Programme and Project Boards, Divisional and Contract
Boards

* Business strategy and targets

* Regular review and monitoning of risk registers

*» Gate review and formal sign off process

Risk - Major information security breach

Serco must comply with restrictions on the use of confidential and classified data and provide for secure transmission of
such information This 1s a heightened nisk particularly with respect to government contracts due to the sensitive and
confidential nature of government data Despite controls to ensure the confidentiality of such information, Serco may
breach restrictions o be subject to attack from computer programmes that attempt to penetrate its network security and
misappropnate confidential information

Impact

= Damage to reputation resulting in loss of exising or new business (disquahification from future tenders, contract
termination, etc ),

» Impact on strategic objectives,

* Costly to rectify and potential for dilution of shareholder returns,

+ Cniminal and civil action,

= Contract and business external accreditations withdrawn,

= Significant media attention and future scrutiny

Mitigation

» Information Systems policy, systems and embedded governance structure

» Think Privacy campaign to ratse awareness and strengthen control processes

* User and data management including data encryptton, information classificaon, data cleansing and password controls
« 15027000 certification

+ Internal and external audit
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Serco Limited
Directors’ Report for the Year Ended 31 December 2010

Risk- Major IT Failure or prolonged loss of critical IT systems

The IT Strategy 15 focussed on standardising common processes, establishing common business systems and enabling
ways of working by providing and embedding tools that support what we do Failings in the systems have the potential to
serously impact the management of the business

Impact

» Damage to reputation resulting in loss of existing or new business,

+ Impact on strategic objectives,

» Inabality to meet contract requirements or perform core business processes,

» Costly to rectify and potential for dilution of shareholder returns,

* Significant mecha attention and future scrutiny

Mitigation

» Information pohicies and systems and governance structure

* Data recovery capability designed into systems and peniodically tested
* Design out single points of failure

* Server and system performance momtoring and reporting

= Capacity management

» Data back up and business continuity plans in place

Risk - Major accident or incident

It 15 possible that a major catastrophic event, such as a major train derailment or air traffic accident, could occur at one of
the projects in relation to which Serco has provided professional design, construction, engineering or support services
Such a catastrophic event could result 1n the personal mjury or death of one or more employees of the Company,
employees of ether subcontractors working on the project or members of the public, significant, actionable environmental
harm, and/or extensive damage to third party property

Impact

* Deaths or serious wyunes to employees or third parties

* Major environmental damage

« Severe financral inpact (fine by regulators, suspension of aperating licence, compensation, clean up etc )

* Loss of business (disqualification from future tenders, contract termination, etc ),

+* Contract and business external accreditations withdrawn,

* Sigmficant medha attention/future scrutiny,

= Cniminal and civil action against company ot individuals

Mitigation

* Robust management systems subject to external, regulatory and internal audit

» System certificatron and regulatory approval

* Formal oversight through Group Risk Management Commutice, Health Safety and Environment Oversight Group,
divisional and mternal boards

* Cnisis management and business continwty plans in place

* Insurance

= Strategy, objectives, argets and regular reporting

* Formal assurance structure operating within defined competencies

» S1aff induction and traming
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Serco Limited

Directors’ Report for the Year Ended 31 December 2010

Risk - Compliance with complex laws and regulations

Serco must comply with laws and regulations relating to the formation, admimstration and performance of government
contracts that affect how 1t does business and may impose added costs Further it 1s required te obtain enviconmental and
safety permuts from various govemment authorities which require penodic renewal or review of their conditions

Impact

* Substantial monetary damages or cnminal violations

« Damage to reputation resulting 1n loss of existing or new business
= Dhsbarment from tender lists

+ Significant media attention and future scrutiny

Mitigation

» Policies and systems embedded in Serco Management System
+ Code of Conduct

+ Rusk asgessment

» Third Party Contracts

« System certification and regulatory approval

* Internal board and governance structure

» Staff induction and training

Risk - Failure to attract and retain senior management and other key employees

The success of the Company depends on the efforts, abilities, expenence and expertise of the sentor management teams
and on recrurting, retaming, motivating, effectively communicating with and developing highly skilled and competent
people at all levels of the orgamisation

Impact

* Increased cost 1n recrintment activity and time taken to fill roles,

= Instabihity and loss of business continuity,

+ Dalution of brand and values,

* Reduced employee engagement through loss of compelling leadership,

» Strengthen competitors (loss of leaders to them),

* Impact on business - risk of not achieving level of planned growth

Mutigation

= People policies and systems, strategy and targets supported by governance structure including remunerations committee
* Succession planning

* Leadership model

+ Annual external (independent) remuneration review

+ Job structure and grading sysiem

« Talent database and leadership development programme

+ Employment engagement strategy mcluding annual staff survey
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Serco Limited
Directors’ Report for the Year Ended 31 December 2010

Risk - Failure to manage union/industrial relations

A significant number of Serco’s employees are members of trade unions These include operations where a failure to
manage relationships may result in industnal action by Serce staff 1n high profile business operations 1 ¢ where there will
be sigmificant reputational damage, client or media attention Some sectors of the business are subject to union recognition
agreements The Company maintams a number of relationships with trade unions and staff through work councils and
other bodies

Impact

* Failure to deliver contractual requirements

* Instability and loss of business continuty,

+ Dilution of brand and values,

* Reduced employee engagement

* Damage o reputation resulting 1n loss of existing or new business

» Sigmificant media attention and future scrutiny

Mitigation

= Policies and systems embedded 1n Serco Management System
* Industrial Relations strategy

* Industrial Relations Working Group

» Stakeholder management of key relationships

* Annual external (independent) remuneration review

+ Job structure and grading system

» Employment engagement strategy

Risk - Additional funding requirements for pension schemntes

Serco operates defined benefit pension schemes for qualifying employees The nature of a defined benefit scheme means
that the funding levels of the schemes are subject to factors outstde Serco’s control which could create or impact a deficit
in the scheme at future actuarial valuations 1f the deficit in the scheme increases at future actuanal valuations, Serco may
be required te make additional cash contributions to the schemes in the future, preventing the use of cash for other
purposes, which could have a material impact on Serco’s business, financial condition and results of operations over the
long-term

Impact

* Inabtlity to meet profit expectations

* Increase 1n cash contributions to our pension schemes

Mitigation

= Actuanal assessment of scheme labilities

* Appropnate Investment Management

* HR policy, systems and govemance structure including Remunerations Commuttee and Board of Pension Trustees
» Annual external (independent) remuneration review

= Industrial Relations strategy

* Independent measurement of asset returns

* Internal audit
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Serco Limited
Directors’ Report for the Year Ended 31 December 2010

Directors of the company
The directors who held office during the year and to the date of this report were as follows

G Leach

M Brown (resigned 31 August 2010)
N Brown

I Downie (resigned 1 Apnl 2010)

G Hill (resigned 23 Apnil 2010)

R McGuiness (resigned 1 Apnl 2010)
T Raall

J Roberts (resigned 6 Apnil 2010)

A White

D Gibson

A Crawshaw (appeinted 23 Apnl 2010)

Creditor payment policy

The Company requires its business uniis to negotiate and agree the terms and conditions for payment for the supply of
capial and revenue items just as keenly as they negotiate pnees and other commercial matters Suppliers are made aware
of the terms and the way 1n which disputes are to be settled Payment 15 then made 1 accordance with those terms The
Company's average creditor payment terms m 2010 were 28 days (2009 35 days) based on the average daily amount
invoiced by supphers during the year

Donations
During the year the Company made chanitable donations of £200,000 to local and national chanties The Company did not
make any political donations 1n the year

Employment of disabled persons
Full and fair consideration 15 given to applications for employment made by disabled persons, having regard to their
aptitude and ability Appropnate training 1s arranged, including retraining of employees who have become disabled

Employee involvement

Managers are tasked with developing employees' awareness of factors affecting the business and matters concerning them
as employees and noting employees’ views so that they can be taken into account when making decisions that may affect
them or the business Regular meetings are held with employee representatives where trade union or staff associations are
recogmsed or where woerks councils are constituted

Disclosure of information to the auditor

Each director has taken the steps that they ought to have taken as a director m order to make themselves aware of any
relevant audit information and to estabhsh that the Company's auditor 1s aware of that information The directors confirm
that there 15 no relevant information that they know of and of which they know the auditor 1s unaware This confirmation 1s
grven and should be interpreted in accordance with the provisions of s418 of the Compantes Act 2006
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Serco Limited

Directors' Report for the Year Ended 31 December 2010

Auditor

Electtve resolutions to dispense with holding annual general meetings, the laying of accounts before the Company 1n
general meeting and the reappotntment of auditors annually are currently in force Deloite LLP has expressed 1ts
willingness to continue 1n office and will therefore be deemed to have been reappointed

Approved by the Board on 20 Apri! 2011 and signed on its behalf by

%WW
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Serco Limited

Directors' Responsibilities Statement

The directors are responsibie for prepanng the Directors’ Report and the financial statements i accordance with applicable
law and regulations

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

+ select surtable accounting policies and apply them consistently,
* make judgements and accounting estimates that are reasonable and prudent,

*+ state whether applicable UK Accounting Standards have been followed, subject to any matenial departures disclosed
and explamed in the financial statements, and

* prepare the financial statements on the going concern basis unless 1t 1S inappropriate to presume that the company will
continue m business

The direciors are responsible for keeping adequate accounting records that are sufficiemt 1o show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They are also responsible for
safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud and
other uregulanties

The directors are responsible for the mamtenance and ntegnty of the corporate and financial information included on the
company’s website Legislaion 1in the United Kingdom governing the preparation and dissemination of financial
statements may daffer frem legislation in other jurisdictions
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Independent Auditor's Report to the Members of

Serco Limited

We have audited the financial statements of Serco Limited for the year ended 31 December 2010, compnising the profit
and loss account, the statement of total recognised gains and losses, the balance sheet and the related notes 1 to 31, set out
on pages 14 to 43 The financtal reporting framework that has been applied 1n their preparation 1s applicable law and
Umited Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

This report 15 made solely to the company’s members, as a body, 1n accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the company’s members those matters
we are required to state to them in an auditor’s report and for no other purpose To the fullest extent permitted by law, we
do not accept or assume responsibility to anyone other than the company and the company’s members as a body, for our
audt work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

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

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenial misstatement, whether caused by fraud or error
This mncludes an assessment of whether the accounting policies are appropnate to the company’s circumstances and have
been consistently apphied and adequately disclosed, the reasortableness of sigmificant acceunting estimates made by the
directors, and the overall presentation of the financial statements

Opinion on the financial statements
In our optnion the financial statements

» give a true and fair view of the state of the company’s affairs as at 31 December 2010 and of 1ts profit for the year then
ended,

= have been properly prepared in accordance with United Kmgdom Generally Accepted Accounting Practice, and

* have been prepared in accordance with the requirements of the Companies Act 2006

Opimon on other matter prescribed by the Companies Act 2006
In our opiuon the nformation given in the Directors’ Report for the financial year for whach the financial statements are
prepared ts consistent with the financial statements

Matters on which we are required to report by exception
We have nothing to report 1n respect of the following matters where the Companies Act 2006 requires us to report to you
if, 10 our opinion

* adequale accounting records have not been kept, or retums adequate for our audit have not been received from
branches not visited by us, or

+ the financial statements are not in agreement with the accounting records and returns, or
» certain disclosures of directors’ remuneration specified by law are not made, or

+ we have not received all the information and explanations we require for our audut

Lendon, Umted Kingdom

20 Aprit 2011
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Serco Limited

Profit and Loss Account for the Year Ended 31 December 2010

Tumover
Cost of sales
Gross profit

Other admmnistrative expenses
Amortisation of intangible fixed assets

Admimstrative expenses

Operating profit

Profit on disposal of investments

Interest receivable and simuilar income
Interest payable and similar charges

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

Profit for the financial year

Turnover and operating profit derive wholly from continuing operations
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Note

o0~

2010 2009

£fm £m
1,8195 1,759 8
(1,594 9) (1,573 9)
224 6 1859
(94 4) (100 3)
(42 8) G717
{137 2) (133 0)
874 479
226 -
13 11
(109) (10 4)
100 4 386
(220) (11 3)
78 4 273




Serco Limited

Statement of Total Recognised Gains and Losses for the Year Ended 31 December 2010

Note 2010 2009
fm £m

Profit for the financial year 784 273

Credit in relation 1o share-based payment reserve 25 51 47

Amortisation of cash flow hedging reserve 25 03 02

Net fair value gain on cash flow hedges during the year 25 01 02

Tax charge on hedging and translation reserve 25 on o1
Net actuanal gain/(loss) on defined benefit pension schemes 25 124 (146 8)
Actuanal gains on reimbursable rights 25 17 134

Tax (charge)/credit on actuanal gain/(loss) on defined benefit

pension schemes 25 “43) 375

Total recognised gains and losses relating to the year 936 (63 6)
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Serco Limited
{Registration number: 00242246)
Balance Sheet at 31 December 2010

2010 2009
Note fm £m

Fixed assets
Goodwill 11 3242 344 5
Other intangible assets 11 603 633
Tangible fixed assets 12 557 540
Investments 13 537 537
Denvative financial instruments 29 04 03

494 3 5158
Current assets
Stocks 14 315 294
Debtors amounts falling due within one year 15 356 4 5452
Debtors amounts falling due after more than one year 15 62 1 692
Denvative financial instruments 29 01 01
Cash at bank and n hand 1342 1210

5843 764 9
Creditors: amounts falling due within one year
Creditors amounts falling due withun one year 16 (463 Q) 523 0)
Denvative financial instruments 29 on wn
Net current assels 1192 241 8
Total assets less current liabilities 6135 7576
Creditors: amounts faliing due after more than one year
Creditors amounts falling due after more than one year 17 (61 6) (234 5)
Denvative financial instruments 29 04 on
Provisions for hiabilities and charges 21 44 {69)
Net assets excluding pension hability 5471 5161
Defined benefit pension hability 27 (23 6) (56 2)
Net assets 5235 4599
Capital and reserves
Called up share capital 23 02 02
Share premium account 24 4573 4573
Hedging and translation reserve 25 02 o0n
Share based payment reserve 25 276 225
Profit and loss account 25 172 1 1237
Retirement benefit obligation reserve 25 (133 9) (143 7)
Shareholders' funds 5235 4599

Approved by the Board on 20 Apri] 2011 and signed on 11s behalf by

o Cean~—
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Serco Limited

Notes to the Financial Statements for the Year Ended 31 December 2010

1 Accounting policies

The principal accounting policies are set out below and have been applied consistently throughout the current and
preceding financial year

These financial statements have been prepared 1n accordance with UK GAAP and applicable UK law and accounting
standards

The Company’s business activities, together with the factors likely to affect its future development, performance and
position are set out 1n the Directors’ Report on pages 2 to 5

As described 1n note 2 the segmental information has been restated to reflect the reorgamisation effective from 1 January
2010

Basis of preparation
The financial statements have been prepared under the historical cost convention

Exemption from preparing a cash flow statement
The company 1s exempt from prepaning a cash flow statement as 90% or more of the voung rights are held withun the
group

Exemption from preparing group accounts

These financial statements present information about the Company as an individual undertaking and not about its group
Censolidated financial statements have not been prepared as the Company 1s a wholly owned subsidiary of a company
incorporated 1n Great Britain and registered in England and Wales and so 1s therefore exempt, by virtue of 5400 of the
Companies Act 2006, from the requirement to prepare and deliver group accounts The only group Company for which
consolidated financial statements are prepared ts Serco Group plc

Related parties
The Company 15 exempt under the terms of FRS 8 "Related Party Transactions” from disclosing related party transactions
with entitics that are 100% owned by Serco Group ple group

Going concern
The financial statements have been prepared on a going concern basis

The directors have acknowledged the latest gmdance on going concern and financial reporting published by the Financial
Reporting Council in October 2009 Whilst the current economic environment 1s uncertain, the broad base of the
Company's contract portfolio and with 90% of the Company’s customers being government bodies, the Company 15 well
placed to manage 1ts business risks successfully, including those arising from the failure of customers to meet contractual
obligations

The Company's revenues are largely denived from long-term contracts with governments which historically have been
largely unaffected by changes in the general economy The Company also has a large future order book and high visibility
of future revenue streams Based on detailed projections management beheve that the Company has adequate resources to
continue in operational existence for the foreseeable future, and as a result these accounts have been drawn up on the going
concern basis

Turnover

Turmnover 1s measured at the fair value of the consideration recerved or recervable and represents amounts recervable for
goods and services provided in the normal course of business, net of discounts, VAT and other sales-related taxes Sales of
goods are recognised when goods are delivered and title has passed To the extent that the Company acts as an agent under
the defimitions of FRS 5 "Reporting the Substance of Transactions”, Application Note G, amounts invoiced 1n respect of
rtems procured on behalf of customers are not recogmised within turnover
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Notes to the Financial Statements for the Year Ended 31 December 2010

v weeeee CORtinued

Goodwill

Goodwill ansing on the acquisition of businesses 1s capitalised on the balance sheet 1n accordance with FRS 10 "Goodwill
and Intangible Assets” Goodwill represents the excess of consideration paid over the fair value of assets acquired
Amortisation of goodwill 1s provided on a straight line basis over the useful economic life of the asset or a period of 20
years, whichever 1s shorter Goodwill 1s reviewed for imparrment at [east annually Any impairment 1s recognised
immediately in the profit and loss account and 15 not subsequently reversed

Intangible assets
Research expenditure 1s written off as incurred

Development expenditure relating to software 1s capitalised as an intangible asset only 1f all of the following conditions are
met

+ an asset 15 created that can be 1dentified,
» 1115 probable that the asset created will generate future econormic benefits, and
* the development cost of the asset can be measured reliably

Development expenditure 1s amortised over the peniod over which the Company (s expected to benefit This period 15
between three and five years, or the length of the contract 1f longer Provision 15 also made for any impairment All other
development expenditure 1s written off as incurred

Pension related mntangibles represent assets ansing in relation to the Company's nght to manage and operate contracts
where there 15 a defined benefit pension scheme and 1t 1s not virtually certain that contributions will be recovered from the
customer but where the Company's obligation to contribute to the scheme ends when the contract ends The intangible
assets represent the Company's share of scheme net liabihities on the date that the contracts commence and are amortised
on a straight line basis over the contract life

Tangible fixed assets

Tangeble fixed assets are stated at cost or valuation, net of depreciation and any proviston for impairment

The gain or loss ansing on the disposal or retirement of an asset 1s determined as the difference between the sales proceeds
and the carrying amount of the asset and 1s recogmised in the profit and loss account

Depreciation
Depreciation 1s provided on tangible fixed assets so as to write off the cost or valuation, less any estimated residual value,
over their expected useful economic life as follows

Asset class Depreciation method 2nd rate

Ereehold bulidings 25%

Short leasehold building improvements The higher of 10% or rate produced by lease term
Machinery 15% - 20%

Motor vehicles 18% - 50%

Fumiture 10%

Office equipment 20% - 33%

Leased equipment The higher of the rate produced by either the lease term

or useful hife

Fixed asset investments
Fixed asset investments are stated at listorical cost less proviston for impairment
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v ..continued

Stocks, work 1n progress and long-term contracts

Stocks are stated at the lower of cost and net realisable value and comprise service spares and long-term project-based
contract balances Cost compnses direct matenials and, where applicable, direct labour costs that have been incurred 1n
bringing the stocks te their present location and condition

Amounts recoverable on long-term contracts, which are included tn debtors, represent costs mcurred on specific contracts,
net of amounts transferred to cost of sales 1n respect of work recorded as tumover by reference to the stage of completion
of the work carried oul 1o date and provision for anticipated future losses on contracts No profit 1s recogmsed until the
contract has advanced to a stage where the total profit can be assessed with reasonable certainty Advance payments are
included 1n creditors to the extent that they exceed the related work 10 progress

Pre-contract costs

All bid costs are expensed through the profit and loss account up to the potnt where contract award (or full recovery of
costs) 1s virtually certain, 1n accordance with Urgent Issues Task Force Abstract 34 "Pre-contract Costs” Bid costs
ncurred after this point are then capitalised within debtors On contract award, these bid costs are amortised through the
profit and loss account on a straight line basis over the contract period, unless separately reimbursed

Provisions

Provisions are recogmsed when the Company has a present obligation as a result of a past event and 1t 1s probable that the
Company will be required to settle that obhigation Prowvisions are measured at the directors' best estimate of the
expenditure required to settle the obhigation at the balance sheet date

Current tax

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected to be pard or recovered using
the tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred tax

Deferred tax 15 recogmised mn respect of all uming differences that have onginated but not reversed at the balance sheet
date where transactions or events that result i an obligation to pay more tak n the {uture or a night to pay less tax n the
future have occurred at the balance sheet date Timing differences are differences between the Company’s taxable profits
and uts results as stated 1n the financial statements

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

Basis of translation of foreign currencies

Transactions in currencies other than pounds sterling are recorded at the rates of exchange on the dates of the transactions
At each balance sheet date monetary assets and habilities that are denomunated in forewgn currencies are retranslated at the
rates prevailing on the balance sheet date Gains and losses ansing on retranslation are included 1n the profit and loss
account for the pertod

Hire purchase and leasing
Rentals payable under operating leases are charged on a stratght line basis over the term of the relevant lease, even 1f the
payments are not made on such a basis

Assets held under finance leases are recognised as assets of the Company at fair value or, 1f lower, at the present value of
the mimmum lease payments determuined at the inception of the lease The corresponding hability to the lessor 1s included
in the balance sheet as a finance lease obligation Lease payments are apportioned between finance charges and reduction
of the lease obligation so as to achieve a constant rate of interest on the remaimng balance of the liabilty Finance charges
are charged directly against income unless they are directly attnbutable to a qualifying asset, in which case they are
capitalised 1n accordance with the Company's general policy on borrowing costs
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Share-based payment

The Company has applied the requirements of FRS 20 "Share-based Payment” In accordance with the transitional
pravisions, FRS 20 has been applied to all grants of equity instruments after 7 November 2002 that were not fully vested
as of 1 January 2007

The ultymate parent, Serco Group ple, 1ssues equity settled share-based payments to certain employees and operates an HM
Revenue & Customs approved Save As You Earn share option scheme open to eligible employees which allows the
purchase of shares at a discount These are measured at fair value at the date of grant The fair value s expensed on a
straight line basis over the vesting penod, based on the Group's estimate of shares that will eventually vest

Fair value 15 measured by use of the Binomial or Monte Carlo simulation models, depending on the type of scheme
Further details can be found n note 33 of the Serco Group plc financial statements The expected life used in the models
has been adjusted, based on management's best estimate, for the effects of non-transferability, exercise restrictions, and
behavioural considerations When relevant, the value of the option has been adjusted to take account of market conditions
applicable to the option

Financial instruments

Denvatives are accounted for imtially and measured at fair value on the date that a denvative contract 1s entered into and
subsequently measured at fair value The gain or loss on remeasurement 1s taken to the profit and loss account, except
where the denvative 1s designated as a cash flow hedging instrument The accounting treatment of denvatives classified as
"hedges" depends on their designaticn, which occurs on the date that a denivative contract 15 commutied to The Company
designates dervatives as

« a hedge of the fair value of an asset or habihity (“fair value hedge™)
* a hedge of the income/cost of a highly probable forecast transaction or commitment ("cash flow hedge")

Gains and losses on fair value hedges are recorded 1n the profit and loss account with the gan or loss on the hedged 1tem
attnibutable to the hedged risk

Gains or losses on cash flow hedges that are regarded as mghly effective are recogmsed in equity Where the forecast
transaction results in a financial asset or hability, only gains or losses previously recognised in equity are reclassified to
profit or loss in the same penod as the asset or habihity affects profit or loss Where the forecast transaction or commitment
results 1n a non-financial asset or liability, any gains or losses previously deferred 1n equity are included in the cost of the
related asset or habihty 1f the forecast transaction or commuitment results 1n future income or expenditure Gains and losses
deferred in equity are transferred to the profit and loss account 1n the same period as the underlying mcome or expenditure
The neffective portion of the gain or loss on the hedging instrument 1s recogmsed in the profit and loss account

For the mneffective portion of hedges or transactions that are not designated for hedge accounting under FRS 25 "Financial
Instruments Disclosure and Presentation”, any change 1n assets or habilities 1s recognised immedaately 1n the profit and
loss account Where a hedge no longer meets the effectiveness cnitenia, any gains or losses deferred 1n equity are only
transferred to the profit and loss account when the commuited or forecast transaction 1s recogmsed 1n the profit and loss
account However, where cash flow hedge accounting has been applied for a forecast or committed transaction that 1s no
longer expected to occur, then the cumulative gain or loss that has been recorded in equuty at that tme remains in equaty
and 1s recogmsed when the forecast transaction 1s uliimately recogmised 1n the profit and loss account
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Retirement benefit costs
Payments to defined contnbution pension schemes are charged as an expense as they fall due

For defined benefit pension schemes, the cost of providing benefits 1s determuned using the projected untt eredit method,
with actuanal valuations being carried out at each balance sheet date Actuarial gains and losses are recogmsed n futl 1n
the penod in which they occur They are recognised outside the profit and loss account and are presented 1n the statement
of total recogmsed gamns and losses

The current service cost represents the increase 1n the present value of the plan habilities expected to artse from employee
service 1 the current pertod

Past service cost 15 recogrised immediately to the extent that the benefits are already vested, and 15 amortised on a straight
line basis over the average penod until the benefit becomes vested Gains and lesses on curtailments or settlements are
recogmsed tn the pertod 1n which the curtailment or settlement occurs

The retirement benefit obligation recogmsed on the balance sheet represents the present value of the defined benefit
obligation, as adjusted for unrecognised past service costs, and as reduced by the fair value of scheme assets Any asset
resultng from this caleulation 1s limited to past service cost, plus the present value of available refunds and reductions 1n
future contributions to the plan

Defined benefit obhgations arising from contractual obhgations

Where the Company takes on a contract and assumes the obligation to contribute variable amounts to the defined benefit
pension scheme throughout the peried of the contract and 1t 15 not virtually certain that the contributions will be recovered
from the customer, the Company's share of the defined benefit obligation less 1ts share of the pension scheme assets that it
will fuad over the peniod of the contract i1s recognised as a liability at the start of the contract, with a corresponding amount
being recognised as an itangible asset The intangible asset, which reflects the Company's right to manage and operate the
contract, 1s amortised over the contract pertod The Company's share of the scheme assets and liabilities 1s calculated by
reducing the scheme assets and liabilities by a franchise adjustment The franchise adjustment represents the amount of
scheme deficit that will be funded outside contract period Subsequent actuarial gamns and losses n relation to the
Company's share of pension obligations are recogmised outside the profit and loss account and are presented in the
statement of total recogmsed gains and losses

Multi-employer pension schemes

Multi-employer pension schemes are classified as either defined contnbution pension schemes or defined benefit pension
schemes, depending on the terms of the scheme The Company accounts for these schemes as 1f they were defined
contribution schemes

Pension costs. defined contribution schemes

Contributions for the year i respect of defined contnibution schemes are charged to the profit and loss account as they fall
due Dnfferences between charges accruing during the year and cash payments are inciuded as either accruals or
prepayments 1n the balance sheet
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Turnover

The Company manages its business on an operating segment basis and these segments are the basis on which the Company
reports its segment information

Details of the different products and services provided by each operating segment are included in the Directors’ Report
From | January 2010, the Company has reapportioned 1ts business into three new divisions The Company’s reportable
operating segments are

Civil Government - UK, Europe and Middle East civil government and transport,

Defence, Science and Nuclear - UK and Europe defence and science-based businesses, and

Local Government and Commercial - UK and Europe IT and BPO, integrated services, education and commercial
businesses

Turnover by ¢lasses of business

2010 2009
£m £m
Restated

Civil Government 7198 678 2
Defence, Science and Nuclear 463 7 486 2
Local Government and Commerctal 6360 5954
Total 1,819 5 1,759 8
An analysis of turmover by geographical location 15 given below

2010 2009

£fm £m
United Kingdom 1,736 9 1,694 0
Overseas 826 658
Total 1,819 5 1,759 8

Turnover 1s shown by geographical ongin Turnover analysed by geographical destination 1s not matenally different

Page 22




Serco Limited
Notes to the Financial Statements for the Year Ended 31 December 2010

woneness CORNINKEd

Operating profit

Operating profit s stated afier charging/(crediting)

2010 2009

£m £m
Amortisation of goodwill 22 i 221
Amortisation of other intangible assets 207 156
Net foreign exchange (gains)/losses 0n 22
Research and development costs 98 60
Operaung leases - land and buildings 24 4 159
Operating leases - plant and machinery 146 110
Depreciation of tangible fixed assets - owned 126 132
Depreciation of tangible fixed assets - held under finance leases 45 42
Fees paid to the Company's auditor for the audit of the Company’s annual accounts 01 01
Other non-audit fees - tax services 01 01
Other non audit fees - other services 01 01
Profit on disposal of investments

2010 2009

£fm £m

Profit on disposal of investments 226 -

During the year, as part of 1ts ongeing exercise to rationalise 1ts legal entity structure and liquidate entities which are no
longer required, the Company hiquidated its subsidiary, ITNET Limuted and its two subsidiary companies, French
Thormnton Partnership and Serco Solutions Limited The total gain on disposal was £22 6m

Particulars of employees

The average number of employees employed by the company (including directors) during the year was 24,017 (2009
25,083)

The aggregate payroll costs were as follows

2010 2009
£m £m
Wages and salaries 6918 686 3
Soctal security costs 648 630
Staff pensions 474 432
Share-based payment 51 47
809 t 7972
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6 Directors' remuneration

The directors' remuneratton for the year was as follows

2010 2009

Aggregate emoluments 27 31

During the year, nine directors (2009 three) received or were entitled to receive shares under long term incentive schemes
Ten directors (2009 ten) exercised shares options Five directors (2009 six) were accruing benefits under defined benefit
pension schemes Two (2009 two) directors were members of a defined contnibution scheme

In tespect of the highest paud director

2010 2009

£m £m
Remuneration 04 04
Company contnibutions to money purchase pension schemes 0t
Defined benefit accrued pension entitlement at the end of the penod - 00

Durnng the year the highest paid director exercised share options and also recerved or was entitled to receive shares under a
long term incentive scheme

Interest receivable and similar income

2010 2009
£m £m
Income from investments 02 -
Bank interest recervable 03 02
Interest recervable from group compames 06 07
Other interest recelvable 02 02
13 11
Interest payable and similar charges
2010 2009
£m £m
Bank loans and overdrafts 10 t2
Other interest payable 15 02
Interest payable to group compantes 61 45
Net interest payable on retirement benefit obligations 11 34
Amounts payable under finance leases 12 11
109 104
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9 Taxation

Tax on profit on ordinary activities

2010 2009

fm £m
Current tax
Umited Kingdom corporation tax charge at 28% 219 83
Group relief 08 02
Adjustments 1n respect of pnor years 10 3B
Double taxation relief on -
UK Corporation tax 23 6 54
Foreign tax 01 -
Total current tax 237 54
Deferred tax
Ongmation and reversal of iming differences 16 46
Adjustment 1n respect of pnior years (33) 13
Total deferred tax (17N 59
Total tax charge on profit on ordinary activities 220 113

Factors affecting current tax charge for the year

The current tax recogmsed on the profit on ordmary activities for the year 1s lower than (2009 - lower than) the standard
rate of corporation tax in the United Kingdom of 28% (2009 28%)

The reason for this are set out below

2010 2009

£m £m
Profit on ordinary activities before taxation 100 4 386
Corporation tax charge (credit) at standard rate 281 108
Group relief with no consideration 2n 37
Expenses not deductible for tax purposes 55 65
Capital allowances 1n excess of depreciation (15) (13)
Other short term tuming differences 05 33
Tax incentives and tax exempt income (72) (0 5)
Adjustment 1n respect of prior perods 10 a3n
Current tax charge for the year 237 54

10 Dividends
2010 2009
£m £m

Dividends paid
Equity dividend of £140 35 (2009 £187 14) per ordnary share 300 400
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11 Goodwill and other intangible assets

Licences, Pension Total
software and related £m
Goodwill
development £fm
£fm
expenditure
£m

Cost
At 1 January 2010 4423 1035 44 5502
Additions 18 186 - 204
Disposals - (89) - 39
Transfers to group compames - omn - 07
At 31 December 2010 444 | 1125 44 5610
Accumulated amortisation
At 1 January 2010 978 424 22 142 4
Charge for the year 221 200 07 428
Eliminated on disposals - 87 - (87)
At 31 December 2010 1199 537 29 176 5
Net beok value
At 31 December 2010 3242 588 15 3845
At 31 December 2009 344 5 611 22 407 8

On 30 November 2010, Serco Limited purchased the trade and assets of RB Solutions Limited, a fellow group company,
for a consideration of £2 0m The fair value of net assets acquired was £0 2m, and the resultant goodwill amounted to
£1 8m
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12 Tangible fixed assets

Machinery,
Short motor

Frechold leasehold vehicles,

land and building furmiture and

buildings improvement equipment Total

£m £m £m £

Cost
At 1 January 2010 24 233 1181 143 8
Additions - 04 196 200
Foreign exchange - - 01 01
Disposals - - (10 0) (10 0)
At 3] December 2010 24 237 127 8 1539
Accumulated depreciation
At 1 January 2010 11 119 76 8 89 8
Charge for the year 01 27 143 17 1
Foreign exchange - - 01 01
Eliminated on dhsposals - - (8 8) (88)
At 31 December 2010 12 146 824 98 2
Net book value
At 31 December 2010 12 91 454 557
At 31 December 2009 13 114 413 540

Finance lease assets
Included within the net book value of tangible fixed assets 1s £16 3m (2009 £18 3m) n respect of assets held under
finance lease agreements Depreciation for the year on these assets was £4 5m (2009 £4 2m)
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13 Investments held as fixed assets

Shares in group undertakings and participating interests

Subsidiary Joints
undertakings ventures Total
£m £ém £
Cost
At ] January 2010 48 2 55 537
At 31 December 2010 482 55 537
Details of undertakings

Most of the contracts are held 1n divisions within the Serco Limited company However, the compames histed below are, in
the opinion of the directors, the principal subsidiary and joint venture undertakings of Serco Limited The percentage of
equity capital held directly by Serco Limuted 1s shown The compames are incorporated and principally operate n the
Umited Kingdom

Full details of related undertakings will be attached to the Company's Annual Return to be filed with the Registrar of
Companies

Proportion of voting rights
Undertaking Holding and shares held Principal activity

Subsihary undertakings
Serco Geografix Limited ordinary shares 100% Manufacture and leasing of
electronic tagging equipment

Joint ventures
GSTS Pathology LLP 50% Pathology services

Service Glasgow LLP 50% Provision of facility
management services
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14 Stocks

Service spares
Parts awaiting installation
Long-term preject-based contract balances

There 15 no matenal difference between the value of stock and 11s replacement cost

15 Debtors

a) Amounts falling dee within one year

Trade debtors

Amounts recoverable on long term contracts
Amounts owed by group companies
Amounts owed by joint ventures
Corporation tax recoverable

Other debtors

Prepayments and accrued income

Amounts owed by group compames are due within 30 days of the balance sheet date and do not bear interest

b) Amounts falling due after more than one year

Amounts recoverable on contracts
Owed by group companies
Amounts owed by joint ventures
Deferred tax asset

Other debtors

Prepayments and accrued income

2010 2009
£m £m

14 1 110

132 112

42 72

3ts 294
2010 2009
£fm £m

208 4 2226

136 32

568 2389

20 15

0l 34

259 264

49 6 49 2

3564 5452
2010 2009
£fm £m

307 47 8

01 -

25 25

16 7 151

14 33

107 05

62 1 692

Amounts owed by group companies have no fixed repayment date and bear interest based on LIBOR munus (¢ 2%
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Deferred tax
The movement 1n the deferred tax asset in the year 1s as follows

2010 2009
£m £m
At1 January 151 185
Transferred 1n on transfer of trade - 06
Deferred tax credited/(charged) to the profit and loss account 17 2N
Items taken duwrectly to equity on on
At 31 December 167 151
Analysis of deferred tax
2010 2009
£m £m
Difference between accumulated depreciation and amortisation and capital allowances 28 50
Other ttming differences 139 101
167 151
There are no unprovided deferred tax balances
16 Creditors: Amounts falling due within one year
2010 2009
£m £m
Other toans 155 24 1
Obligations under finance lease and hire purchase contracts 53 55
Trade creditors 729 9210
Amounts owed to group companies 192 526
Amounts owed to joint ventures - 02
Corporation tax 08 42
Other taxes and social security 48 8 523
Other creditors 510 336
Accruals and deferred income 2515 2595
4650 5230

Amounts owed to group companies are due within 30 days of the balance sheet date and do not bear interest
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17 Creditors: Amounts falling due after more than one year

U

2010 2009
£m £m
Obhgations under finance lease and hure purchase contracts 90 98
Amounts owed to group companies 372 2141
Other creditors 154 106
616 2345
Amounts due to group companies have no fixed repayment date and beas interest based on LIBOR plus 2%
Analysis of loan repayments:
2010 2009
£m fm
Within one year 155 241
Obhgations under finance leases and HP contracts
Amounts repayable:
2010 2009
£fm £m
On demand or within one year 53 55
Between two and five years 90 98
143 153
Finance leases are secured by retention of title 1o the relevant assets
Provisions
Other
provisions Total
£m £m
At 1 January 2010 69 69
Utilised duning the year 25 (2 5)
At 31 December 2010 44 44

Provisions include amounts relating to employee awards, property and contracts
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22 Contingent liabilities

The Company, together with 1ts ultimate parent and certain other subsidianes, 15 included within mterest pooling
arrangements mvolving cross guarantee structures The maximum overdraft permitted by these arrangements 1s £12 Om

(2009 £12 Om) The overdraft was undrawn on 31 December 2010

The Company 15 aware of claims and potential claims which mvolve or may mvolve legal proceedings agamst the
Company The directors are of the opiuon, having regard to legal advice recerved and the Company's insurance
arrangements, that 1t 1s unlikely that these matters will, 1n aggregate, have a matenal effect on the Company's financial

position

23 Share capital

Allotted, called up and fully paid shares

2010 2009
fm £m
213,744 (2009 213,744) ordinary shares of £1 each 02 02
24 Share premium account
2010 2009
£m £m
At 1 January and 31 December 4573 4573
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Reserves
Share-based Retirement
Hedging and payment benefit
translation reserve obligation Profit and
reserve £m reserve loss account Total
£m £m £m £m
At January 2010 01 225 (143 7) 123 7 24
Profit for the year - - - 784 184
Equity dividend paid - - - 300y (30 0)
Credit in relation to
share-based payment - 51 - - 51
Amortisation of cash flow
hedging reserve 03 - - - 03
Net fair value gain on cash
flow hedges duning the year ol - - - 01
Tax charge on hedging and
translation reserve o1 - - - on
Net actuarial loss on defined
benefit pension schemes - - 124 - 124
Actuanal gains on
reimbursable rights - - 17 - 17
Tax credit on actuanal losses
on defined benefit pension
schemes - - “3) - 43)
At 31 December 2010 02 276 (133 9) 172 1 660

Full details of the Group's share schemes, 1n which the Company participates, may be found 1n note 33 to the Serco Group
plc consolidated financial statements
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Reconciliation of movement in shareholders’ funds

2010 2009

£m £m
Profit for the financial year attributable to the members of the Company 78 4 273
Equity dividends paid (300) (40 0)
Credit to share-based payment reserve 51 47
Amortisation of cash flow hedging reserve 03 02
Net fair value gain on cash flow hedges during the year 01 02
Tax charge on hedging and translation reserve ((1B)] oD
Net actuarial loss on post employment schemes net of tax 98 959
Net addition/(reduction) to sharcholders’ funds 636 (103 6)
Shareholders' funds at 1 January 4599 563 5
Shareholders' funds at 31 December 5235 4599

Pension schemes

Defined contribution schemes

Pre-funded defined benefit schemes treated as defined contribution

The Company paid employer contnbutions of £32 3m (2009 £25 4m) into UK defined contnbution schemes and foreign
state pension schemes

Defined benefit schemes
The company operates defined benefit schemes for qualhifying employees 1n the UK

The assets of the funded plans are held independently of the Company's assets 1n separate trustee admanistered funds The
Company's major plans are valued by independent actuaries annually using the projected umit credit method This reflects
service rendered by employees to the dates of valuation and incorporated actuarial assumptions primarily regarding
discount rates used m detemuning the present value of benefits, projected rates of salary growth, and long term expected
rates of return for plan assets Discount rates are based on the market yields of high quality corporate bonds in the country
concermned Long term expected rates of return for plan assets are based on publhished brokers' forecasts for each category of
scheme assets Pension assets and habihities in different defined benefit schemes are not offset unless the Company has a
legally enforceable right to use the surplus 1 one plan to settle obligations in the other plan and intends to exercise this
nght

The amounts recognised 1n the consolidated balance sheet are grouped together into two categenies - contract specific and
non-contract specific

The normal contributions expected to be paid during the financial year ended 31 December 2011 are £29 Om (2010
£29 0m)
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Principal actuarial assumptions

The principal actuanal assumptions at the balance sheet date are as follows

Duscount rate

Future salary increases

Future pension mcreases (RPI basis)

Future pension increases (CPI basis)

[nflation (RPI basis)

Inflation (CPI basis)

Expected return on scheme assets - equities
Expected return on scheme assets - bonds (except LDI}
Expected return on scheme assets - LDI

Expected return on scheme assets - gilts

Expected return on scheme assets - property
Expected return on scheme assets - cash and other
Expected return on scheme assets - annuity pelicies

Post retirement mortality assumptions

Current pensioners at retirernent age - male
Current pensioners at retirement age - fernale
Future pensioners at retirement age - male
Future pensioners at retirement age - female

2010
%

54
35
31
26
31
26
83
54
49
42
55
05
54

2010
Years

208
233
224
245

The replacement of the retail prices index with the consumer prices index for retirement benefits
The UK government announced 1n 1ts June 2310 budget that when they pubhsh the statutory increase figure mn the future

they will use the CPI measure of inflation rather than the RPI This was confirmed on 8 December 2010

2009
Y

58
37
33

33

86
58
52
45
58
05
58

2009
Years

203
232
216
244

Certan of the Group's pension schemes reflect the lower hability where the benefits are exphicitly based on statutory
increases in the Rules m 31 December 2010 pension hability figures If this change had not occurred, the hability of the
pension schemes on the Company balance sheet would show a net ligbihty for the pension schemes before deferred tax of
£61 7m There 15 no impact on the operating profit of the current year due to applying the change
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Contract specific

These are pre-funded defined benefit pension schemes The Company has obligations to contribute vanable amounts to the
pension schemes over the terms of the related contracts At rebid any deficit or surplus would transfer to the next
contractor The Company has recogmsed as a Lability the defined benefit obligation less the fair value of scheme assets
that it wall fund over the period of the contracts with a corresponding amount recognised as an intangible asset as the start
of the contract Subsequent actuarial gains and losses n relatton to the Company's share of the pension obhgatton are
recogmsed 1n the statement of total recognised gains and losses The intangible assets are amortised over the term of the
contracts

Reconciliation af scheme assets and lrabiltties to assets and liabiltties recogmised

The amounts recognised 1n the balance sheet are as follows

2010 2009
£m £m \
Fair value of scheme assets 725 632
|
Present value of scheme habilities (92 9) (81 6) |
(20 4) (18 4)
Franchise adjustment 154 116
Deficit in the scheme 5 0) (6 8)
Related deferred tax asset 13 19
Net liabihity k) 49)
2010 2009
£m £m
Related intangible assets (note 11) 15 22
Scheme assets
Changes in the fair value of scheme assets are as follows
2010 2009
£m £m
Fair value at start of year 632 499
Expecied return on assets 47 35
Employer contributions 51 47
Contnbutions by scheme participants 05 05
Benefits paid (20) (an
Actuanal gains and losses 10 57
Farr value at end of year 725 6172
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Analysis of assets

The major categories of scheme assets are as follows

010 2009

£m £m
Equittes 463 406
Bonds 113 108
Gilts 74 63
Property 13 -
Cash and other 52 26
Annuity policies 10 29

725 632

Actual return on scheme assets

2010 2009

fm £fm
Actual return on scheme assets 57 92

The pension scheme has not inwested n any of the company's own {inancial instruments or m properties or other assets

used by the company

Scheme habilities

Changes in the present value of scheme habilities are as follows

2010 2009

£fm £m
Present value at start of year 816 557
Current service cost 37 29
Contributions by scheme participants 05 04
Interest cost 48 34
Benefits paid (20) (10
Actuanal gains and losses 43 202
Present value at end of year 929 816
Amounts recognised in the profit and loss account

2010 2009

£m £m
Amounts recognised in operating profit
Current service cost - employer 37 29
Recognised in arniving at operating profit 17 29
Amounts recogmised in other finance cost
Expected return on scheme assets @7 (3 5)
Interest on franchise adjustment 7 -
Interest cost 48 34
Recogmised 1n other finance cost (0 6) 1
Total recogmsed 1n the profit and loss account 31 78
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Amounts recognised in the statement of total recognised gains and losses

Actual return less expected return on scheme assets
Other actuanal losses
Change 1n franchise adjustment

Total pension cost recognised n the statement of total recogmsed gains and losses

2010 2009
£fm £m
10 57
43 (202)
31 116
¢2) 29

The cumulative amount of actuarial gamns and losses recognised in the statement of total recogmsed gamns and losses since

1 January 2004 15 £6 3m loss (2009 £6 1m loss)

History of experience adjustments on scheme assets and liabilities

Amounts for the current and previous 4 penods are as follows

2010 2009 2008 2007 2006

£m £m £m £m £m
Fair value of scheme assets 725 632 499 503 420
Present value of scheme
habilities (92 9} (81 6) (357 (66 0) (58 3)
Deficit in scheme {20 4) (184) (5 %) (157 {16 3)
Expenence adjustments

2010 2009 2008 2007 2006

Em Em £m £m £m
Expenence adjustments
arising on scheme assets 10 57 (88) 31 21
Expenence adjustments ansing
on scheme habilities (03) (52) 09 50) ©3)

Non contract specific

This consists of a pre-funded defined benefit scheme that does not relate to any specific contract The funding policy 1s to
contribute such vaniable amounts, on the advice of the actuary, as will achieve 100% funding on a projected salary basis

Any habihties ansmng are recogmsed in full

Trienmal funding valuation

Among our non-contract specific schemes, the largest is the Serco Pension and Life Assurance Scheme (SPLAS) The
most recent full actuanal valuation of this scheme was undertaken as at 6 Apr:l 2009 and resulted in an actuartally assessed
deficit of £141m Following this review, the Group agreed with the Trustees to make cash contnbutions of 30% of
members’ pensionzable salaries until 2019, plus lump sum payments of £20m, which was paid in December 2010 and £40m
which was paid 1n January 2011 The level of benefits and contributions under the scheme 1s kept under continual review

in light of the needs of the business and changes to pensions legislation
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Reconciliation of scheme assets and liabilities to assets and liabilities recognised

The amounts recogmised 1n the balance sheet are as follows

2010 2009

£m fm
Farir value of scheme assets 874 1 776 6
Present value of scheme habilities (902 9) (851 1)

(28 8) (74 5)

Members' share of deficit 15 33
Deficit in the scheme (273) (712)
Related deferred tax asset 74 199
Net hability 1n the balance sheet (19 9) (51 3)
Scheme assets
Changes 1n the fair value of scheme assets are as follows

2010 2009

£m £m
Farir value at start of year 776 6 718 5
Expected retum on assets - employer 459 352
Expected return on assets - employee 14 10
Employer contnbutions 459 269
Contributions by scheme participants 12 14
Benefits paid (312) 31D
Actuartal gains and losses 343 247
Fair value at end of year 874 1 776 6

Employer contributions for non-coniract specific schemes 1n 2010 included a £20m special contribution pard 1n 2010

Analysis of assets
The major categories of scheme assets are as follows

2010 2009

fm £m
Equities 366 41 4
Bonds except LDI 16 6 152
Liability dnven investments (LDI) 6513 493 6
Gilts 11 09
Property 95 89
Cash and other 1339 1922
Annuity policies 251 244

874 1 776 6

Page 39




Serco Limited
Notes to the Financial Statements for the Year Ended 31 December 2010

crres s confinued

Actual return on scheme assets

2010 2009
fm £m

Actual return on scheme assets 816 609

The pension scheme has not vested 1n any of the company's own financial 1nstruments or 1n properties or other assets
used by the company

Scheme liabilities

Changes in the present value of scheme liabelities are as follows

2010 2009

fm £m
Present value at start of year 8511 669 3
Current service cost - employer 142 14 2
Current service cost - employee 05 06
Past service cost 03 07
Contnbutions by scheme participants 08 08
Interest cost - employer 47 6 387
Interest cost - employee 13 11
Benefits paid (315) (31 3)
Actuanal gains and losses 18 6 157 0
Present value at end of year 9029 851 1 |

In some schemes, employee contributions vary over time to meet a specified proportion of the overall costs, including a
proportion of any deficit The hiabilihies recogmised 1n the balance sheet for these schemes are net of the proportion
attributed to employees In addition, the amounts charged to the consohdated income statement for these schemes are net
of the proportion attributed to employees The amounts attnbuted to employees are shown separately 1n the reconciliation
of changes 1n the fair value of scheme assets and habilities

Amounts recognised in the profit and loss account

2010 2009
im £m
Amounts recognised in operating profit ‘
Current service cost - employer 142 14 2 |
Past service cost 03 07
Recognised wn amiving at operating profit 145 14 ¢
Amounts recognised in other finance cost
Expected return on scheme assets - employer 459 (352)
Interest cost on scheme habilities - employer 476 387
Recogmised in finance cost 17 35
Total recogmsed mn the profit and loss account 162 12 4
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Amounts recognised in the statement of total recognised gains and losses

2010 2009

£m £m
Actual return less expected return on scheine assets 343 247
Other actuanal losses (18 6) (157 0)
Change 1n members' share (14) 18
Total pension (cost)/iIncome recognised in the statement of total recogmsed gans and
losses 143 (130 5)

The cumulative amount of actuarial gains and losses recognised in the statement of total recogmsed gains and losses since

1 January 2004 1s £38 5m loss (2009 £52 8m loss)

History of experience adjustments on scheme assets and liabilities

Ameunts for the current and previous 4 pertods are as follows

2010 2009 2008 2007 2006

£m £m £m £m £m
Fair value of scheme assets 874 1 776 6 7185 744 2 642 9
Present value of scheme
habtlities (902 9 (851 1) (669 3) (774 0) (765 5)
{Deficit)/surplus in scheme 28 8) (74 5) 492 (29 8) (122 6)
Experience adjustments

2010 2009 2008 2007 2006

£m £m £m £m £m
Expenience adjustments
ansing on scheme assets 343 247 (74 7) 26 145
Expenence adjustments ansing
on scheme habilhities 24) (329 26) 13 (111
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Commitments

Capital commitments

Amounts contracted for but not provided 1n the financial stztements amounted to £1 6m (2009 £2 7m)

Operating lease commitments

As at 31 December 2010 the company had annual commitments under non-cancellable operating leases as follows

Operating leases which expire

Land and buildings
Within one year

Within two and five years
Over five years

Other

Within one year

Within two and five years
Over five years

Derivative financial instruments

Forward foreign exchange contracts

Analysed as

Non-current
Current

2010 2009
£m £m
18 12
133 94
18 28
17 4 134
24 09
129 117
03 -
156 126
2010 2010 2009 2009
Assets Liabilties Assets Liabihties
£fm £fm fm fm
05 05) 04 02)
2010 2010 2009 2009
Assets Liabilities Assets Liabilities
£m £m fm £fm
04 (04 03 on
01 ©nH 01 ©on
05 {05 04 (02)
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3G Post balance sheet events

31

As detailed 1n note 27, certan of the Group’s pension schemes now reflect a lower pension habilhity due to the use of CPI
as the statutory increase measure

Following this, in April 2011, the pension hiability has further reduced by approximately £35m due to the Company

applying the CPI measure of tndexatton for non-statutory pension increases where this change 1s permitted by the scheme
rules

Control

The immediate parent company 1s Serco Holdings Limited The ultimate parent company and controlling party of the
Company 1s Serco Group plc, a company incorporated 1t Great Britain and registered in England and Wales Serco Group
plc 1s the parent undertaking of the smallest and largest group to consolidate these financial statements The financial
statements of Serco Group plc are available from the Company Secretary, Serco Group Plc, 16 Bartley Wood Business
Park, Bartley Way, Hook, Hampshire RG27 9UY
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