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Southampton international Airport Limited

Directors’ report

The Directors present therr annual report and the audied financial statements for Southampton Intemational Awrport
Limited (the ‘Company’) for the year ended 31 December 2010

Principal activities

The Company owns and s the operator of Southampton arport and forms part of the BAA Limited group (the ‘BAA
Group') The Company's financial activihies are ahgned with BAA Limited, and also with its immediate parent company,
BAA (NDH1) Limited, which is the parent underiaking of the smallest group to consolidate these financtal statements

Results and dividends
The profit after taxation for the financial year amounted to £6,272,000 (2009 £899,000) No dividends were proposed or
paid dunng the year (2009 £nil) The statutory results for the year are set out on page 9

Review of business and future developments
Key events occurnng dunng the year and developments since the beginning of 2011 are detailed below

tn the year ended 31 December 2010, passenger traffic declined 3 2% to 1734 milion (2009 1 791 miflion) with
domestic traffic declining 5 0% and international traffic dechning by 1 6% Main domestc destinations affected were
Aberdeen, Leeds and Manchester and internationally were Alicante, Brussels, Cork, Dubrovnik, and Pars Year on year
performance reflected a number of exceptional events including closure of UK and European airspace pnmanly in Apnl
due to ash from an lcelandic volcanc and severe winter weather in both January and December 2010 Whilst some
passengers affected by these disruphons will have completed their journeys later in 2010, adjusting for these factors,
Southampton’s traffic 1s estimated to have increased by upto 1 1%

Turnover for the year ended 31 December 2010 totalled £27,283,000 (2009 £26,647,000) with aeronautical income
accounting for 58 1% (2009 59 7%} of total tumover and retall Income (ncluding car parking) accounting for a further
33 1% (2008 32 1%) The Statement of total recognised gams and losses included a £11,293,000 unrealised gamn (2009
£2,967,000 loss) on revaluation of invesiment properties Car parks compnse the majonty of investment property assets
independently valued at year end and the result reflects improved car park yield management that 1s sustainable going
forward

EBITDA, adjusted for exceptional operating gains and charges, for the year ended 31 December 2010 increased 1o
£9,907,000 (2009 £9,452,000) despite lower traffic with the increase reflecting the net positive effect of higher retail,
property rental and other income, higher employment costs and reduced other operating costs

Dunng the year ended 31 December 2010, the Company invested £5,853,000 in capital expenditure Key capital projects
ncluded renewal of the terminal roof, development of arrside retail facihities and terminal forecourt securty protection

Regulatory developments

Anpert economic regulation review

In March 2011, the new UK coalitton government confirmed its intenton to implement reforms to the framework for
economic regulation of UK awports, as set out in its July 2010 statement, which largely buld on proposals published in
December 2009

The proposed reforms are intended to enable the Crwil Aviation Authonty (‘CAA’) to take a more flexible and targeted
approach to regulation whilst minimising unnecessary regulation This has resulted in the discarding of the onginal
proposal for licences to be introduced for smaller airports such as Southampton awrport Nevertheless the reforms will stil
affect all UK awports in certain imporiant respects including the CAA having a pnmary duty to promote the interests of
passengers which will be supported by a range of supplementary duties

Separately, the Government 1s expected shortly to transpose the EU Airport Charges Directive (ACD’) into UK law This
introduces requirements on all arports above 5 million passengers per annum As Southampton airport currently handles
fewer than 5 million passengers per annum, it falls betow the formal threshold for the ACD

Developments since beginning of 2011

In the first two months of 2011, passenger traffic at Southampton airport dechined 2 9% to 0 204 milion (2010 0210
milion) with traffic increasing in January due to adverse weather that impacted performance in January 2010 and
dechning in February due to weakness in domestic traffic

In February 2011, the Company entered nto a contract with Capgemini for the outsourcing of a range of IT services
prewiously provided by the BAA Group's own IT department These services, which include application management,
support of end user devices, IT infrastructure management and telecoms support, will be provided under an initial five
year contract The arangement will invclve a transition programme dunng 2011 which will include the transfer (o
Capgenmini} or retention of employees withun the BAA Group’s IT department and result in one-off incremental operating
costs duning 2011
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Directors’ report continued

Outlook
The Company expects 2011 to present further significant challenges although i expects a modest recovery in passenger
traffic as the year progresses

Directors
The Directors who served are as follows

Pablo Andres

Kevin Brown Resigned 31 July 2010
David Lees Appointed 31 July 2010
Fidel Lopez Appointed 1 November 2010
Stephen Peat Restgned 1 November 2010

Company secretary

Pursuant to section 270 of the Companies Act 2006, a pnvate company registered within England or Wales 1s not
required to have a company secretary The Company availed itself of this exemption and consequently on 31 August
2010 Shu Mei Qo resigned

Employment policies
The Company has no direct employees The staff are employed by BAA Amports Limited, a fellow subsidiary entity of the BAA
Group

Supplier payment policy

The Company complies with the UK government's Better Payment Practice Code which states that responsible
companies should

» agree payment terms at the outset of a transaction and adhere to them,

= provide supplers with clear guidance on payment procedures,

= pay bills in accordance with any contract agreed or as required by law, and

» advise suppliers without delay when invoices are contested and settle disputes quickly

The Company had 18 days purchases outstanding at 31 December 2010 (2009 26 days) based on the average daily
amount invoiced by suppliers dunng the year

Risk management

Risk management is a key element of the BAA Group's corporate operations of which the Company forms part Risk I1s
centrally managed for the BAA Group as par of corporate services provided under the Shared Services Agreement
('SSA’} (refer to the Accounting policies) The Executive Committee and Board referred to in the notes below relate to the
Executive Committee and Board of BAA Limited

In addition, the Company has a Managing Responsibly Governance Group ('MRGG’), compnsed of functional heads,
which oversees the management of nsks in the arport’s cperation The MRGG covers all aspects of health, safety,
secunty, comphiance, training and environmental issues and formally meets on a monthly basis with representatives from
each department

Risk management in the BAA Group facilitates the identfication, evaluation and effective management of the threats to
the achievement of the BAA Group's purpose, vision, objectives, goals and strategies The vision of nsk management 1s
to embed the awareness of nsk at all levels of the organisation, 1n such a way that all significant business decisions are
nsk-informed Parbcular emphasis 1s given to safety, secunty, environment, reputation and finance in pursuit of the BAA
Group’s strategic framework

A key element of the nsk management process 1s the method of profiing nsk This determines the threals to the
achievement of business objectives and day to day operations in terms of hkelhood and consequence at a restdual level,
after taking account of mittgating and controling acttons Details are maintained in nisk registers which are used as the
basis for regular review of nsk management at the Executive Committee level The nsk registers are also used to make
informed decisions relating to the procurement of insurance cover

The nsk management process 1s also amed at defining and implementing clear accountabilites, processes and reporting
formats that deliver efficient and effective management assurance to the Board to ensure statutory compliance whilst
supporting business units to successfully manage their operations

The operation of the process and the indmvidual registers are subject to penodic review by the BAA Group’s Business
Assurance function, whose pnmary responsibility 1s to provide independent assurance to the Board that the controls put
Iin place by management tc mitigate rnisks are working effectively

The prnincipal corporate and reputational risks as identified by the Executive Committee and the MRGG are
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Directors’ report continued

Risk management continued

Safety nsks

Health and safety i1s a core value of the business and the Company operates a safety management system built around
nsk assessment, inspeciion, asset stewardship, governance and assurance

Risk assessment 1s undertaken for all activities entailing significant nisk and proportionate control measures employed to
safeguard everyone impacted by the Company's business The Company also operates robust asset selection and
inspection and mantenance programmes to ensure property and equipment remain safe Governance, led by the
MRGG, and assurance processes are used to ensure the aforementioned remain effective and to encourage continucus
improvement

Security risks

Secunty nsks are regarded as important nsks to manage throughout Southampton awrport The Company mitigates this
nsk by adopting and enforcing ngorous policies and procedures supported by professional training and by investment i
leading-edge secunty technology The Company works closely with government agencies, including the police and the
UK Border Agency, to match security measures o a level commensurate with the current raised threat environment

Assurance 15 provided through management reporting processes and a specialist comphance audit funchion, reporting
directly to the Health, Safety, Secunty and Enwironment Commitiee

Regulatory environment, legal and other reputational risks

Cvil Aviation Authonty (‘CAA’) regulation

The Company's operations are subject to regulation by the CAA The CAA 1s concerned with arr safety, economic and
arrspace regulation, consumer protection and environmenial research and consultancy The CAA also advises the
Government on aviation 1ssues and ensures that consumer nterests are represented Consequently the Company 1s
exposed to the nisk of changes in day to day operations resulting from regulatory guidelines issued by the CAA and
mitigates this as far as possible Southampten airport i1s represented by dedicated BAA Group staff who ensure full
compliance with formal regulatory requirements, establish a sound relationship with the regulatory bodies and adwvise the
Executive Committee and Board on regulatory matters

Part of the regulatory framework 1s the Company's involvement in constructive engagement with its arline customers In
order to manage the nsk of adverse arrhine relations, the Company consults with airlines on issues that are likely to have
a matenal impact on thewr business In particular, airhnes are engaged on a joint planning basis which provides an
opportunty for them to air views and share plans, thereby ensunng ther on-going regurements are artculated and
understood

Competition rules
The penalties for failing to comply with the 1998 Competition Act and relevant EU law are recognised as nsks to manage
within the Company, given its position in certan markets Clear policy direction, which includes compulsory awareness
training and close support from the internal legal department, reduces the nsk of the Company breaching these
regulations Refer to the Review of business and future developments section for detalls on the Airport economic
regulation review

Capacity shortfall

Southampton airport has created a master plan which details the delivery of capacity and infrastructure requirements
over the coming years and works closely with local authonttes and stakeholders to ensure that its permitted development
status continues

Environmental nsks

Environmental nisk 1s managed throughout the BAA Group as it has the potential to impact negatively upon the BAA
Group's reputation and jeopardise its hcence to operate and to grow The Company has is own dedicated Environment
Manager within the Assurance Team who works closely with local authonties, environmental bodies, arlines and the
general public, in areas such as noise, waste, ar qualty and carbon emissions Specifically, strategies are being put in
place to ensure full comphlance with the Chimate Change Act 2009 An independently audited corporate social
responsibility report 1s published annually covenng all areas of environmental performance

Commercial and financial risk management objectives and policies

Operational disruption

There are a number of circumstances that can pose short term nisks to the normal operations of Southampton airport
such as shocks to the macroeconomic environment, terronsm, wars, aiine bankruptcies, human health scares, weather
conditions and natural disasters whose cause may be remote from the location of Southampton airport Where possible,
the Company seeks to anticipate the effects of these events on its operations and also maintains contingency plans to
mimimise disruption wherever possible
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Directors’ report continued

Risk management continued

Commercial and financial risk management objectives and policies continued

Capital projects

The Company recognises that failure to control key capital project costs and delivery could damage its financial standing
and reputatton The Company mitrgates this nsk through adherence to a robust project process and by a system of
assurance, consisting of project and programme reviews before approval and dunng construction The process I1s
continually smproved incorporating lessons learnt and “best practice” distilled from knowledge sharing with other chent
programmes, expertise within is supply chain and guidance from professional bodies

Changes in demand

The nsk of unanticipated long-term changes in passenger demand for air travel could lead to misaligned operational
capacity within the Company Since it 1s not possible to identify the timing or penod of such an effect, the Company
carries out evaluations through a senes of scenano planning exercises

Industnal relations

The nsk of industnal action by key staff that affects cntical services, curtalls operations and has an adverse financial and
reputational impact on the BAA Group 1s recognised The Company has a range of formal national and local consultative
bodies to discuss pay, employment conditions and business i1ssues with the Trade Unions The 2011 pay negotiations
started in late January 2011 The Company could also be exposed to the effect of industnal action involving other key
stakeholders in the aviation sector such as aifines, air traffic controllers and baggage handlers

Treasury

The Company's financial nsk management objectives are aligned with its immediate parent company, BAA (NDH1)
Limited, which is the parent undertaking of the smallest group to consolidate these financial statements, the company
where external funds are borrowed and on-lent to the Company and the level at which financial nsks for the Company
are managed The treasury pohcies of the BAA (NDH1)} Limited group (the ‘NDM1 Group'} are in accordance with the
wider BAA Group and are set out below

The Board approves prudent treasury policies and delegates certain responsibilities to senior management who directly
control day to day treasury operations on a ceniralised basis

The treasury function i1s not permitted to speculate in financial instruments Its purpose Is to identify, mitigate and hedge
treasury retated financial nsks inherent in the BAA Group’s business operations and funding To achieve this, the BAA
Group enters into interest rate swaps, index-inked swaps, cross-currency swaps and foreign exchange transactions to
protect against interest rate and currency nsks

The primary treasury related financial nsks faced by the NDH1 Group are

(a) Interest rates
The NDH1 Group mamtains a mix of fixed and floating rate debt As at 31 December 2010, fixed rate debt after
hedging with derivatives represented 82% of the NDH1 Group's total external nominal debt

(b) Foreign currency
The NDH1 Group uses foreign exchange contracts to hedge matenal capital expenditure in foreign currencies once a
project 1s certain to proceed

(¢) Funding and hquidity
The NDH1 Group 1s financed through £1,255 0 milhion of bank credit faciliies The NDH1 Group 1s broadly cash
neutral As at 31 December 2010, the NDH1 Group’s cash at bank was £29 4 milkon (including £20 4 million n
restricted cash) and undrawn headroom under the bank credit faciliies was £200 0 million

Funds are borrowed by BAA (NDH1) Limited and on-lent to its subsidiary companies through intercompany loans

Covenants are standardised wherever possible and are monitored on an on-going basis with formal testing reported
to the Board and Executive Commiitee

(d) Counterparty credit
The NDH1 Group's exposure to credit related losses, in the event of non-performance by counterparties to financial
instruments, 1s mitigated by miting exposure to any one party or instrument

The NDH1 Group mamntains a prudent spht of cash and cash equivalents across a range of market counterparties in
order to mitigate counterparty credit nsk Board approved investment policies and relevant debt faclty agreements
provide counterparty investment hmits, based on short- and long-term credit ratings Investment activity 1s reviewed
on a regular basis and no cash or cash equivalents are placed with counterparties with credit ratings lower than A-
2/F1 The NDH1 Group monitors the credit ratng of dernvative counterparties on a daily basis and ensures no
positions are entered into with counterparties with credit ratings below BBB+/A
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Directors’ report continued

Directors’ indemnity

The Company's Articles of Association provide that, subject to the provisions of the Companies Act 2006, but without
prejudice to any protection from Irability which might otherwise apply, every director of the Company shall be indemnified
out of the assets of the Company against any loss or habifity incurred by tum in defending any proceedings in which
judgement 1s given in his favour, or in which he 1s acquitted or 1n connection with any application in which relief i1s granted
to him by the count for any negligence, default, breach of duty or breach of trust by him in relation to the Company or
otherwise in connechon with his duties or powers or office

Auditors
Pursuant to the provision of section 485(4) of the Companies Act 2006, an ordinary resolution was made by the Directors
{0 appont Deloitte LLP as Auditors of the Company for the year ended 31 December 2010

Statement of disclosure of information to the Auditors

Each of the persons who ts a director at the date of approval of this annual report confirms that

» so far as the Director is aware, there 1s no relevant audit information of which the Company's auditors are unaware,
and

= the Director has taken all the steps that he ought to have taken as a director in order to make himself aware of any
relevant audit information and to establish that the Company’s auditors are aware of that information

This confirmation i1s given and should be interpreted in accordance with the provistons of section 418 of the Companies Act
2006

On behalf of the Board

S ==

Director
29 March 2011

Company registration number 02431858
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Directors’ responsibilities statement

The Directors are responsible for prepanng the Annual Report and the financial statements in accordance with apphicable
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 in 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

In preparing these financial statements, the Directors are required to

* select suitable accounting policies and then 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 matenal departures disclosed
and explained m the financial statements, and

* prepare the financial statements on the going concem basis unless it Is inappropriate 1o presume that the Company
will continue in business

The Directors are responsible for keeping adequate accounting records that are sufficent to 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 irregulanties

On behalf of the Board

Rt

David Lees
Director

29 March 2011




Southampton International Airport Limited

Independent auditors' report to the members of Southampton International Airport Limited

We have audited the financial statements of Scuthampton International Airport Limited for the year ended 31 December
2010 which comprise the Profit and loss account, the Statement of total recognised gains and losses, the Reconciliation
of movements in shareholder's funds, the Balance sheet, the Accounting policies, the Significant accounting judgements
and estimates and the related notes 1 to 18 The financial reporting framework that has been apphed in their preparation
1s applicable law and Umted Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the Company's members, as a body, In accordance with Chapter 3 of Part 16 of the
Companies Act 20068 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 auditors' 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 audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully 1n the Directors’ responsibilities statement, the directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and far view Our responsibility 1s to audit and express
an opinton on the financial 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 Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial stalements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or
error This includes an assessment of whether the accounting policies are appropriate to the Company's circumstances
and have been consistently applied and adequately disclosed, the reasonableness of significant accounting estimates
made by the directors, and the overall presentation of the financial statements

Opinion on financial statements

In our opimion the financial statements

» give a true and farr view of the state of the Company’s affarrs as at 31 December 2010 and of its profit for the year
then ended,

« have been properly prepared in accordance with United Kingdom 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 Compantes Act 2006
In our opinion the information given n the Directors’ report for the financial year for which the financial statements are
prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you

if, in our opinion

« adequate accounting records have not been kept, or returns adequate for our audit have not been received from
branches not visited by us, or

v 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 audit

Al T ¢ ley

Andrew J Kelly (Senior Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditors
London, UK

29 March 2011




Southampton International Airport Limited

Profit and loss account for the year ended 31 December 2010

Year ended Year ended

31 December 2010 31 December 2009

Note £000 £'000

Turnover 1 27,283 26,647

Operating costs - ordinary 2 (20,482) (20,396)

Operating gain/{costs) - exceptional 0 1,995 {4,985)

Total operating costs (18,487) (25,381}
Operating profit 8,796 1,266
Net interest receivable/(payable) 4 43 {60}
Profit on ordinary activities before taxation 8,839 1,206
Tax charge on profit on ordinary activities 5 {2,567) (307)
Profit on ordinary activities after taxation 13 6,272 899

Al profits recogmsed dunng the current and pnor year are from continuing operations




Southampton International Airport Limited

Statement of total recognised gains and losses for the year ended 31 December 2010

Year ended Year ended
31 December 2010 31 December 2009
Note £'000 £'000
Profit for the financial year 13 6,272 899
Unreahised gamn/{loss) on revaluation of investment properties 6,13 11,293 (2,967)
Revaluation adjustment - 28
Total recognised gains and losses relating to the year 17,565 (2,040)
Reconciliation of movements in shareholder’s funds for the year ended 31 December 2010
Year ended Year ended
31 December 2010 31 December 2009
Note £'000 £000
Profit for the financial year 13 6,272 899
Unrealised gain/(loss) on revaluation of investment properties 6,13 11,293 (2,967)
Revaluation adjustment - 28
Capital contnbution 13 1,935 -
Tax charge on capital contnbution 11,13 {(522) -
Net movement in shareholder’s funds 18,978 (2,040)
OCpening shareholder's funds 104,522 106,562
Closing shareholder's funds 123,500 104,522
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Southampton International Airport Limited

Balance sheet as at 31 December 2010

Restated’
31 December 2010 31 December 2009
Note E'000 £'000
Fixed assets
Tangtble fixed assets [ 124,619 110,94§
Total fixed assets 124,619 110,949
Current assets
Stocks 7 80 131
Debtors 8 10,878 6,902
Cash at bank and in hand - 1
Total current assets 10,958 7.034
Current habilites
Creditors amounts falling due within one year 9 (5,448) (6,373)
Net current assets 5,510 661
Total assets less current labilities 130,129 111,610
Creditors amounts falling due after more than one year 10 (3,160) (1,132)
Prowvisions for habiities and charges 11 {3,469) (5,956)
Net assets 123,500 104,522
Capital and reserves
Called up share capital 12 40,000 40,000
Revaluation reserve 13 42,964 31,671
Profit and loss reserve 13 40,536 32,851
Total shareholder's funds 123,500 104,522

! The presentation of certain balances for the year ended 31 December 2009 has been restated to be consistent with current year disclosures

The financial statements of Southampton International Airport Limited (Company registration number 02431858) were
approved by the Board of Directors and authorised for issue on 29 March 2011 They were signed on its behalf by

David Lees
Director Director

11




Southampton International Airport Limited

Accounting pelicies for the year ended 31 December 2010

The pnncipal accounting policies applied in the preparation of the financial statements of Southampton Intemational Airport
Limited (the ‘Company’) are set out below These poliies have been apphed consistently to all the years presented, unless
otherwise stated

Basis of preparation

These finanoal statements have been prepared under the historical cost convention, as modified by the revaluation of certain
tangble fixed assets in accordance with the Companies Act 2006 and United Kingdom Accounting Standards (Uruted
Kingdom Generally Accepted Accounting Practice (UK GAAP'))

Going concern

The Directors have prepared the financial statements on a going concern basis which requires the Directors to have a
reasonable expectation that the Company has adequate resources to continue mn operational existence for the
foreseeable future The Company forms part of the BAA (NDH1) Limited group (the ‘NDH1 Group’) which 1s the smallest
group to consolidate these financial statements and the level at which the financial nsks are managed for the Company

Consequently the Directors have reviewed the cash flow projections of the NDH1 Group taking inte account

= the forecast revenue and operating cash flows from the undertying operations,

= the forecast level of capital expenditure, and

= the overall NDH1 Group iquidity position, including the remaiming committed and uncommitted facilities available to &, iis
scheduled debt maturihes and its forecast financial ratios

As a result of the review and having made appropnate enquines of management, the Directors have a reasonable
expectation that sufficient funds will be avalable to meet the Company’s funding requirement for the next twelve months
from the balance sheet signing date

Turnover
Turnover represents amounts recevable for goods and services provided in the nomal course of business, net of discounts,
VAT and other sales-related taxes

Aeronautical

= Passenger charges based on the number of departing passengers on departure

=  Asrcraft landing charges levied according to wetght on landing

= Aircraft parking charges based on a combination of weight and time parked

=  Other charges levied for passenger and baggage operation when these services are rendered

Retail

* Concession fees from retal and commercial concessionaires at or around the arport are based upon turnover
certificates supplied by concessionaires

= Car parking income i1s recognised at the tme of exiting the car park in accordance with operator management fee
arrangements

Property and operational faciities

=  Property letting sales, recognsed on a straight-line basis over the term of the rental period

»  Proceeds from the sale of trading properties, recognised on the uncondiional completion of the sale

=  Usage charges made for operational systems (eg check-in desks), recognised as each service I1s provided
=  Other nvoiced sales, recognised on the performance of the service

Exceptional items

The Company presents, on the face of the profit and loss account, disclosure of exceptional items Exceptional items are
matenal items of Income and expense that, because of the unusual nature and expected infrequency of the events giving
nse to them, ment separate presentation to allow an understanding of the Company’s financial performance

Such events may include gains or lpsses on disposal of businesses or assets, major reorganisation of busmesses,
closure or mothballing of temnals and costs incurred n bringing new airport terminal complexes and airfields to
operational readiness that are not able to be capitalised as part of the project

Provisions to recognise the Company's habibty to fund the BAA Limrted group (the ‘BAA Group') defined benefit penston
scheme deficit under the Shared Services Agreement are also treated as an exceptional tem Refer to the Shared
Services Agreement accounting policy

Additional details of exceptional tems are provided as and when required as set out in Note 0

Interest

Interest payable and mterest recevable are recogrised in the profit and loss account in the penod in which they are
icurred

12




Southampton International Airport Limited

Accounting policies for the year ended 31 December 2010 continued

Tangible fixed assets

Operational assets

Terminal complexes, aifield assets, plant and equipmeni, and other land and bulidings are stated at cost less
accumulated depreciation and impairment losses

Assets in the course of construction are stated at cost less provision for impairment Assets in the course of construction
are transferred to completed assets when substantally all the activiies necessary to get the asset ready for use are
complete Where appropnate, cost includes borrowing costs capitalised, own labour costs of construction-related project
management and directly atinbutable overheads Costs associated with projects that are in the early stages of planning
are capitalised where the Directors are satisfied that i1 15 probable the necessary consents will be received and the
projects will be developed to achieve a successful delivery of an asset such that future commercial returns will flow to the
Company The Company reviews these projects on a regular basis, and at least every six months, to determine whether
events or circumsiances have ansen that may indicate that the carrying amount of the asset may not be recoverable, at
which point the asset would be assessed for impanrment

Investment properties

Investment property, which 1s property held to earn rentals and/or for capital appreciation, 1s valued at the reporting date,
as determined at the intenm and full-year reporting dates by the Directors and by external valuers every year Any
surplus or deficit on revaluation 1s transferred to the revaluation reserve with the exception of deficits below onginal cost
which are expected to be permanent, which are charged 1o the profit and loss account in the penod in which they anse

Profits or losses ansing from the sale of investment properties are calculated by reference to book value and treated as
excephional tems Profits or losses are recogrused on completion

In accordance with Statement of Standard Accounting Practice 19, ‘Accounting for Investment Properties’, no depreciaton 1s
provided in respect of freehold or long leasehold investment properties This 1s a departure from the Companies Act 2006
which requires all properties to be depreciated Such properties are not held for consumption but for Investment and the
Directors consider that to depreciate them would not give a true and fair view Depreciation 1s only one amongst many factors
reflected in the annual valuation of properties and accordingly the amount of depreciation which might otherwise have been
charged cannot be separately identfied or quantfied The Directors consider that this policy results in the accounts giving a
true and fair view

Capitalisation of interest

Interest payable resulting from financing tangible fixed assets whilst in the course of construction 1s capitalised once
planming permission has been obtained and a firm decision to proceed has been taken Capitalisation of interest ceases
once the assei 1s complete and ready for use Interest may be capitalised in the early stages of planning where the
Directors are satisfied that the necessary planning, building and resource consents will be received Interest 1s then
charged to the profit and loss account as a depreciation expense over the hife of the relevant asset

Depreciation
Depreciation s provided on operatonal assets, other than land and assets in the course of construction, to wrte off the cost of
the assets less estimated restdual value by equal instalments over their expected useful ives as set out below

Terminal complexes Fixed asset fives
Termunal building, pier and satellite structures 20 - 60 years
Terminal fixtures and fittngs §-20 years
Aurport plant and equipment
Baggage systems 15 years
Screening equipment 7 years
Lifts, escalators, and travelators 20 years
Other plant and equipment including runway, ighting and building plant § - 20 years
Tunnels, bndges and subways 50 - 100 years
Airfields
Runway surfaces 10- 15 years
Runway bases 100 years
Taxiways and aprons 90 years
Plant and equipment
Motor vehicles 4 - B8 years
Office equipment 5-10 years
Computer equipment 4 -5 years
Computer software 3-7years

Other land and bwldngs
Short leasehold properties Qver penod of lease
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Southampton International Airport Limited

Accounting policies for the year ended 31 Decemnber 2010 continued

Tangible fixed assets continued
Depreciation continued
Asset residual values and useful lives are reviewed and adjusted, if appropnate, at each reporing date

Impaiment of assets

The Company assesses, at each reporting date, whether there 1s an indication that an asset may be impaired If any
such indication exists, or when annual imparment testing for an asset i1s required, the Company estimates the asset's
recoverable amount Where the asset does not generate cash flows that are independent of other assets, the
recoverable amount of the income-generating unit to which the asset belongs 1s estmated Recoverable amount 15 the
higher of an asset’'s net realisable value and its value in use In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the nsks specific to the asset Where the camrying amount of an asset exceeds its recoverable
amount, the asset 1s considered impaired and 1s wntten down to its recoverable amount Impairment losses of continuing
operations are recognised in the profit and loss account in those expense categones consistent with the function of the
imparred asset

An assessment 1s made at each reporting date as to whether there is any indication that previously recognised
impawrment losses may no longer exist or may have decreased If such indication exsts, the recoverable amount 15
estimated A previously recognised impairment loss 1s reversed only if there has been a change in the estimates used to
determine the asset's recoverable amount since the last impairment loss was recogrused If that 1s the case the carrying
amount of the asset 1s increased to its recoverable amount That increased amount cannot exceed the carrying amount
that would have been determined, net of depreciation, had no impairment loss been recognised for the asset in pnor
years After such a reversal, the depreciation charge 1s adjusted in future penods to allocate the asset's revised carrying
amount less any residual value, on a straight-hne basis over its remaining useful ife

Leases

The determination of whether an arrangement i1s or contains a lease 1s based on the substance of the arrangement and
requires an assessment of whether the fulfiiment of the arrangement 1s dependent on the use of a specific asset or
assets and the arrangement conveys a nght to use the asset

Company as a lessee

Operating lease payments are recogrised as an expense In the profit and loss account on a straight-line basis over the
lease term

In the event that lease incentives are received to enter into operating leases, such incentives are recognised as a hability
The aggregate benefit of incentives 1s recogmsed as a reduction of rental expense on a straight-line basis, except where
another systematic basis 1s more representative of the time pattern in which economic benefits from the leased asset are
consumed

Company as a lessor

Leases where the Company retains substantially all the nsks and benefits of ownership of the asset are classified as
operating leases Rental income from operating leases 1s recogrused on a straight-line basis over the term of the relevant
lease Inhial direct costs incurred in negobating an operating lease are added to the canying value of the leased asset
and recognised over the lease term on the same basis as the rental Income

Stocks

Raw matenals and consumables consist of engineenng spares and other consumable stores and are valued at the lower of
cost and net realisable value

Debtors
Debtors are recognised initially at cost less any proviston for diminutton it value and subsequently measured at amortised
cost, using the effective interest rate method, less any proviston for imparment

Cash

Cash, for the purpose of the summary cash flow statement, compnses cash in hand and deposits repayable on demand, less
overdrafts payable on demand

Creditors

Creditors are recognised inifially at cost and subsequently measured at amortised cost, using the effective interest rate
method

Amounts owed to group undertakings

Amounts owed to group undertakings are recognised inially at faw value, net of transaction costs incurred, and are
subsequently stated at amortised cost Any difference between the amount inttially recognised (net of transaction costs)
and the redemption value 1s recogrised in the profit and loss account over the penod of the borrowings using the
effective interest rate method
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Southampton International Airport Limited

Accounting policies for the year ended 31 Decemnber 2010 continued

Deferred income
Conlractual income 1s treated as deferred income and released to the profit and loss account as eamed

Provisions

Provisions are recognised when the Company has a present obligation {legal or constructive) as a result of a past event,
it 15 probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a
rehable estimate can be made of the amount of the obligation Provisions are measured at the best estimate of the
expenditure required to setile the obligation at the reporting date and are discounted to present value where the effect 1s
matenal

Restructurings

A restructunng prowvision 1s recognised when the Company has developed a detailed formal plan for the restructunng and
has raised a valid expectation in those affected that it will camy out the restructunng by starting to implement the plan or
announcing ts main features to those affected by t The measurement of a restructunng provision includes only the
direct expenditures arnsing from the restructuring, which are those amounts that are both necessarly entalled by the
restructunng and not assocated with the on-going activities of the entity

Shared Services Agreement ("SSA’")

All employees of the Company are employed directly by BAA Airports Limited which also acts as the provider of
corporate and administrative services to the Company BAA Airports Limited 1s the sponsor of the related defined benefit
pension plans and grants all employee benefits

On 18 August 2008, the Company entered into a SSA with BAA Airports Limited by which the latter became the shared
services provider of operational staff and corporate services

Operational staff

BAA Aurports Limited charges the Company for the provision of services in relation to staff costs, including wages and
salanes, superannuation costs, medical costs and redundancy payments, as well as any other of s associated
expenses properly incurred by the employees of BAA Ainports Limited in providing the services These costs include the
cost of purchase of any shares in relation to share options granted and any hedging costs related to employee share
options All of the amounts included in the abovementioned costs are settled in cash except for superannuation costs
and costs related 1o hedging of share options, which are only settled when the cash outflow 1s requested by BAA Aurporis
Limited

Corporate and centralised services

BAA Airports Limited also provides centraised aswrport support including 1T applications, general business services,
procurement and financial accounting These services are charged in accordance with the SSA with a mark-up of 7 5%
except for IT applications, or sub-contractor costs, where only full costs are recharged to the Company

Pension costs
Under the SSA the current period service cost for the BAA Group pension schemes are recharged to the Company on
the basis of its pensionable pay base This charge 1s included within ordinary staff pensicon costs

Cash contnbutions are made directly by the Company to the BAA Group defined benefit and defined contnbution pension
schemes on behalf of BAA Airports Limited and the related receivable from BAA Asrports Limited, net of the current
service cost charges to date, 1s recorded within Debtors - Amounts owed by group undertakings - pensions

In addion, the Company has had a legal obligation since August 2008 to fund its share of the BAA Group defined
benefit pension scheme deficit and Unfunded Retirement Benefit Scheme and Post Retirement Medical Benefits pension
related habilites under the SSA These provisions are based on the Company’s share of the actuanal deficit The share
of the deficit has been allocated to the Company on the basis of pensionable salanes of those employees being in the
defined benefit scheme and recorded as an exceptional dem due to its unusual nature These prowisions are recorded as
Provisions for habiities and charges — Pensions, and will only be settled when the cash outflows are requested by BAA
Airports Limited

The BAA Group operates a defined contnbuticn pension scheme for all employees who joined the Company after 15
June 2008 The total cost of defined contnbution penston arrangements are fully expensed as employment costs The
Company has no further payment obligation once the contnbutions have been paid

Curmrent and deferred taxation
The tax expense for the year compnses current and deferred tax Tax 1s recognised in the profit and loss account, except to
the extent that it relates to tems recognised directly in reserves In this case, the tax i1s also recogmsed in reserves
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Southampton International Airport Limited

Accounting policies for the year ended 31 December 2010 continued

Current and deferred taxation continued

Current tax habilites are measured at the amount expected to be recovered from or paid to the taxation authontes The
tax rates and tax laws used to compute the amount are those that are enacted, or substantively enacted, at the reporting
date Management pencdically evaluates positons taken in tax returns with respect to situations in which applicable tax
regulation is subject to interpretation

In accordance with FRS 19, 'Deferred Tax', deferred tax i1s provided in full on tming differences which result in an
obligation at the reporting date to pay more tax, or a nght to pay less tax, at a future date, at rates expected to apply
when they crystallise based on current tax rates and law Timing differences anse from the inclusion of items of iIncome
and expenditure in taxation computahons in penods different from those in which they are included in financial
statements Deferred tax 1s not provided on tming differences ansing from the revaluation of investment properties where
there 1s no commitment to sell the asset

Deferred tax assets are recogmsed to the extent that it 1s regarded as more likely than not that they will be recovered
Deferred tax assets and habiliies are not discounted

Deferred income taxation 1s determined using the tax rates and laws that have been enacted, or substantively enacted,
by the reporting date and are expected 1o apply when the related deferred tax asset or liability 1s realised or settled

Share capital

Ordinary shares are classified as equity and are recorded at the par value of proceeds recewed, net of direct 1Issue costs
Where the shares are 1ssued above par value, the proceeds m excess of par value are recorded in the share premium
reserve

Foreign currency

Transactions denominated in foreign cuirencies are translated into Sterling using the exchange rates prevailing at the
dates of transactions Monetary assets and habities denommated in foreign currencies are retranslated into Sterling at
the rates of exchange ruling at the reporting date Differences ansing on translation are charged or credited to the profit
and loss account

Cash flow statement and related party transactions

The ultimate parent entity in the UK 1s FGP Topco Limited, a company registered in England and Wales The results of
the Company are included in the audited consohdaled financial statements of FGP Topco Limited for the year ended 31
December 2010 The results are also included in the audited consolidated financial statements of BAA (NDH1) Limited
for the year ended 31 December 2010 (immediate parent entity and the smallest group to consohdate these financial
statements) They are also included in the audited consclidated financial statements of BAA Limited for the year ended
31 December 2010 Consequently, the Company has taken advantage of the exemption from preparing a cash flow
statemnent under the terms of FRS 1 ‘Cash Flow Statements (revised 1996)' However, a summary cash flow statement
has been provided on a voluntary basis and 1s included in a note to the financial statements

The Company 1s exempt under the terms of FRS 8 ‘Related Party Disclosures’ from disclosing related party transactions
with entities that are related to, or part of the FGP Topco Limited group However, transactons and balances in relation
to the provision of services under the SSA between the Company and substdianes of the FGP Topco Limited group are
disclosed in the notes to the financial statements
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Southampton International Airport Limited

Significant accounting judgements and estimates for the year ended 31 December 2010

In applying the Company’s accounting policies, management have made estimates and judgements in a number of key
areas Actual results may, however, differ from the estimates calculated and management believe that the following area
presents the greatest level of uncertainty

Investment properties

Investment properties were valued at far value at 31 BPecember 2010 by CB Richard Ellis, Chartered Surveyors (2009
Dnvers Jonas, Chartered Surveyors) The valuations were prepared in accordance with UK GAAP and the appraisal and
valuation manual issued by the Royal Institution of Chartered Surveyors Valuations were camed out having regard to
comparable market evidence In assessing far value, current and potential future income (after deduction of non-
recoverable outgoings) has been capitahsed using yields denved from market evidence Independent valuations were
obtained for 100% of the investment properties Approximately 96% of the investment properties compnse car parks and
airside assets at the arport that are considered less vulnerable to market volatlity than the overal! market
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010

1 Segment information
The Directors consider the business has only one segment All of the Company’s tuover anses in the United Kingdom and
relates to continuing operations Additional detalls of the tumover generated by each of the Company's key activities are

given below

Year ended Year ended
31 December 2010 31 December 2009
£000 £'000

Turnover
Aeronautical income 15,861 15,918
Retall Income 9,019 8,545
Operational facihibes and utiities income 333 352
Property rental income 1,244 1,110
Other income 826 722
27,283 26,647

2 Operating costs - ordinary

Year ended Year ended
31 December 2010 31 December 2009
£000 £'000
Wages and salanes 5,455 5,064
Social secunty 435 389
Pensions 699 583
Other staff related costs 319 291
Share based payments 33 52
Employment costs’ 6,941 6,379
Maintenance expenditure 1,158 1,260
Utility costs 814 735
Rents and rates 1,023 945
General expenses 1,312 1,503
Retail expenditure 1,068 993
Intra-group charges/other 1,683 2,078
Aerodrome navigation service charges 3,377 3.305
Depreciation 3,106 3,193
Loss on disposal of tangible fixed assets - 5
20,482 20,396

' Employment costs include recharges from BAA Airperts Limited for employee services to the Company Refer to the SSA in the Accounting policies

Rentals under operating leases

Year ended Year ended
31 December 2010 31 December 2009
£'000 £'000

Operating costs include
Plant and machinery 1 2
Other operating leases 52 45
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 continued
2 Operating costs — ordinary contitnued
Auditors’ remuneration

Audit fees and non-audit fees for the cument and preceding financial years were bome by BAA Awrports Limited and
recharged in accordance with the SSA as descnbed within the Accounting policies

Year ended Year ended
31 December 2010 31 December 2009
£'000 £'000
Fees payable to the Company’s auditors for the audit for the
Company's annual accounts’
Audrt of the Company pursuant to legislation 5 17
Fees payable to the Company’s auditors and their associates
for other services for other services specific to the Company
Other services - 11
Total fees 5 28

! Auditors’ remuneration for the year ended 3+ December 2010 relates to Deloitte LLP following ther appointment on 1 Apnl 2010 as statutory auditors
{2009 PricewaterhouseCoopers LLP)

Empioyee information

The Company has no employees (2009 ml) However, staff costs of the Company’s operations are borne by BAA
Airports Limited which recharges all such costs direclly to the Company as a part of the SSA as descnbed In the
Accounting policies The average number of employees of BAA Awports Limited engaged in the operation of
Southampton airport during the year was 170 (2009 171} The number of employees does not include headcount related
to central support functions for the Company which are rendered by BAA Airports Limited and charged as intra-group
charges in accordance with the SSA

Directors’ remuneration

Year ended Year ended
31 December 2040 31 December 2009
£000 £'000
Directors’ remuneration

Aggregate remuneration 96 -
Value of Company pension contrnibutions to defined benefit scheme 15 -
111 -
Year ended Year ended
31 December 2010 31 December 2009
Number Number

Number of directors who
are members of a defined benefit pension scheme 1 4

Pablo Andres and Stephen Peat were directors of a number of companies within the BAA Group Both were paid by, but are
not directors of, BAA Airports Limited Kevin Brown was a director of a number of compames within the BAA Group, including
Aberdeen Airport Limited His remuneration was paid by Aberdeen Arport Lmited dunng the penod in which he was director
The Directors do not believe it 1s possible to accurately apportion ther remuneration to individual companies within the BAA
Group based on services provided

In accordance with a leng-term incentive scheme, a cash amount could be awarded to one of the five directors who held
office dunng 2010 which vests in 2012 contingent on achieving or surpassing certain EBITDA targets of the BAA Group over
athree year penod As the financial performance 1s uncertain at this stage no value in relation to this award ts disclosed

No directors (2009 none) exercised any share options dunng the year and no shares (2009 none) were receved or became
receivable under long-term mcentive plans

3 Operating gain/{costs) - excephonal

Year ended Year ended

31 December 2010 31 December 2009

£'000 £°000

Pension credit/(charge) 1,995 {4,985)
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 continued

3 Operating gain/{costs) - exceptional continued

Dunng 2010 there was a net exceptional penston credit of £1,995,000 (2009 £4,985,000 charge) This included a
£1,995,000 crednt (2009 £4,726,000 charge) in refation to the push down of the Company’s share of the reduction in the
deficit on the BAA Group defined benefit pension scheme and £mil (2009 £259,000 charge) in relation to the Unfunded
Retrement Benefit Scheme and Post Retirement Medical Benefits, in accordance with the SSA For more information on
penston costs charged refer to the SSA in the Accounting policies

4 Netinterest receivable/(payable}

Restated'

Year ended Year ended

31 December 2030 31 December 2009

Note £'000 £000

Interest recevable from group undertakings® 55 24
Interest payable to ‘pmup ur‘\dertalmngs3 (58} 113
Interest capitalised 6 46 29
Net interest receivable/{payable) 43 (60)

! The presentabon of certain balances for the year ended 31 December 200% has been restated to be consistent with current year disclosures

? These amounts relate mainly to interest accrued on balances due from BAA (NDH1) Limited (Note 8)

* These amounts relate to interest due on the loan from BAA (NDH1) Limited (Note 10}

‘ Capitalised interest 1s calkculated by applying an average capilalisation rate of 2 31% (2009 2 54%) to expenditure incurred on qualfying assets The
capitalisation rate 1s based on the cost of the NDH1 Group s capital expenditure facility

5§ Tax on profit on ordinary activities

Year ended Year ended
31 December 2010 31 December 2009
Note £'000 £'000
Current tax
Group rehef payable 1,630 1,375
Adjustments in respect of pnor penods 26 (3)
Total current tax 1,656 1,372
Deferred tax
Ongination and reversal of iming differences
current penod 923 (1,018)
prior penods 13 (47)
Change in tax rate — impact on deferred tax llabibes (25) -
Total deferred tax i1 911 {1,065)
Tax charge on profit on orcinary activittes 2,567 307

Reconciliation of tax charge

The standard rate of current tax for the year, based on the UK standard rate of corporation tax 1s 28% (2009 28%) The

actual tax charge for the current and pnor years differs from the standard rate for the reasons set out in the following
reconcihation

Year ended Year ended
31 December 2010 31 December 2009
£000 £'000
Profit on ordinary activihes before tax 8,839 1,206
Tax on profit on ordinary actvities at 28% (2009 28%) 2475 338
Effect of
Permanent differences 112 18
Capital allowances for the year in excess of depreciation {159) N
Capitalised interest {12) (8)
Other short term timing differences (786) 1,124
Adjustments to tax charge in respect of pnor periods 26 (3}
Current tax charge for the year 1,656 1,372

It was substantively enacted at the reporting date that the standard rate of corporation tax in the UK would change 1o
27% with effect from 1 Apnl 2011 On 23 March 2011 the Government announced its intention to introduce legislation for
further reductions in the rate of corporation tax to 26% from 1 Apnl 2011 and 25% from 1 Apnl 2012 Cther than changes

to the tax rate and the unprovided deferred tax discussed in Note 11, there are no items which would matenally affect the
future tax charge
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 confinued
6 Tangible fixed assets continued

Valuation

Investment properties were valued at open markel value at 31 December 2010 by CB Richard Ellis, Chartered Surveyors
(2009 Dnvers Jonas, Chartered Surveyors) at £61,600,000 (2009 £50,300,000) These valuatons were prepared in
accordance with the Appraisal and Valuation Manual 1ssued by The Royal Institution of Chartered Surveyors taking
account, inter alia, of planning constraints and reflecting the demand for airport related uses As a result of the valuation,
a surplus of £11,293,000 (2009 deficit of £2,967,000) has been recognised in the revaluation reserve The revaluation
gamn reflects changes in market assumphons depicted by the valuer on an asset by asset basis and 15 consistent with
capital value movements in the investment property market

Remaining terminal complexes, airfield infrastructure, plant and equipment and other land and buildings and other assets
have been shown at hustoncal cost

Historical cost
The histonical cost of nvestment properties at 31 December 2010 was £18,635,000 {2009 £18,628,000)

Other Iand and buildings
Other land and buildings are all freehold

Assets in the course of construction

Assets in the course of construction compnse capital expenditure on on-going capital projects under the Company’s
capital investment programme Projects in progress at 31 December 2010 include work on the terminal’s retail facilities,
terminal forecourt securtty protection and upgrades to airfield assets

Capitalised interest

Included in the cost of assets after depreciation are interest costs of £766,400 (2009 £738,400) £46,000 (2009
£29,000) has been capitalised in the year at an average capitalisation rate of 2 31% (2009 2 54%) based on the cost of
the NDH1 Group's capital expenditure facility

A tax deduction of £46,000 (2009 £29,000) for capitahsed nterest was taken 1n the year Subsequent depreciation of the
capitalised interest 1s disallowed for tax purposes Consequently, the capitalised interest gives nse to a deferred tax hability,
which 1s released each year in line with the depreciation charged on the relevant assets

Leased assets
The Company had assets rented to third parties under operating leases as follows

31 December 2010 31 December 2008

£000 £000
Cost or valuation 62,852 50,998
Accumulated depreciation (349) (185)
Net book amount 62,503 50,813

Freehold property 1s occupied by third parties under management agreements

7 Stocks
31 December 2010 31 December 2009
£000 £'000
Raw matenals and consumables 80 131

The replacement cost of raw matenals and consumables at 31 December 2010 and 31 December 2009 was not matenally
different from the amount at which they are included in the Balance sheet
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 continued

8 Debtors
31 December 2010 31 December 2009
£'000 £'000
Trade debtors 2,423 1,709
Asmounts owed by group undertakings - interest free’ 615 1,542
Amounts owed by group undertakings - interest bearing® 5,716 2,533
Amounts owed by group undertakings - pensions” 1,537 735
Other debtors 204 142
Prepayments 330 217
Interest receivable from group undertakings 53 24
10,878 6,902

' Amounts owed by group undertakings - interest free largely relate to external payments receved by BAA Awrports Limited under the SSA, on behalf of the
Company which will be remmtted In due course

2 Amounts owed by group undertakings - interest beanng relate to cash sweeps transferred to the Company's immediate parent Cash 1s swept between
the companies on a regular basis As at 31 December 2010, the balance accrues interest at a rate of 2 62% per annum (2009 2 46%)

3 Amounts owed by group undertakings - pensions 1s recervable from BAA Airports Limited net of curment service cost charges to date, due to cash
contnbutans made directly by the Company to the BAA Group defined benefit pension scheme on behalf of BAA Airports Limited

9 Creditors- amounts falling due withih one year

Restated'

31 December 2010 31 December 2009

£000 £'000

Trade creditors® 2,495 2,629
Capital creditors 1,62% 2,045
Amounts owed to group undertakings - interest free® 47 106
Corporation tax payable 443 443
Group relief payable 388 747
QOther creditors 30 83
Other taxes and social secunty costs 126 125
Deferred income 262 186
Interest payable to group undertakings 28 9
5448 6,373

' The presentation of certain balances for the year ended 31 December 2009 has been restated to be consistent with cusrent year disclosures
2 Trade creditors are non-interest beanng and generally on 30-day terms

® Amounts owed 1o group undertakings - interest free largely relate to external payments made by BAA Airports Limited under the SSA on behalf of the
Company which will be settled in due course

10 Creditors amounts falling due after more than one year

Restated’

31 December 2010 31 December 2009

£'000 £000

Amounts owed to group undertakings - interest beanng” 3,160 1,132

' The presentation of certan balances for the year ended 31 December 2009 has been restated to be consistent with curent year disclosures
Armounts owed to group undertakings - interest beanng relate to the loan advanced from the BAA (NDH1) Limited The interest on the loan s set at
0 125% above the rate of BAA (NDH1) Limited’s debt faciity As at 31 December 2010, the balance accrues interest at a rate of 2 62% per annum (2008
2 46%)

11 Provisions for labihities and charges

Deferred Reorganisation Pension
tax costs costs
(a} {b) {c) Total
Note £'000 £000 £°000 £000
1 January 2010 708 155 5,093 5,856
Charged/(credited) to profit and loss account 50 M1 151 (1,995) (933)
Utihsed in the year - (141) - (141)
Charged/{credrted) to profit and loss reserve 13 522 - (1,935) (1,413)
31 December 2010 2,141 165 1,163 3,469
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 continued

11 Prowvisions for habihties and charges continued
(a) Deferred tax
31 December 2010 31 December 2009

£°000 £'000
Excess of capital allowances over depreciation 1,870 1,752
Other himing differences 272 {1,044}
2142 708
Analysis of the deferred tax balance i1s as follows

Un-provided Un-provided
31 December 2010 31 December 2009
£000 £'000

Tax on chargeable gans if investment properties were sold at therr
current valuations 10,508 8,105

Provision has been made for deferred taxation in accordance with FRS 19, ‘Deferred Tax’

No provision has been made for deferred tax on gains recognised on revaluing investment properties to their market
value or on the sale of properties where taxable gains have been rolled over into replacement assets The total amount
of tax unprovided for 1s £10,508,000 (2009 £8,105,000) At present it 1s not envisaged that this tax will become payable
in the foreseeable future

The effect of the changes enacted in the Finance (No 2) Act 2010 has been to reduce the deferred tax provided at 31
December 2010 by £25,000 with a corresponding decrease in the tax charge for the year of £25,000 as shown at Note 5
This decrease in the deferred tax hability 1s due to the reduction in the UK standard rate of corporation tax from 28% to
27% with effect from 1 Apnl 2011, as substantively enacted at the reporting date

(b) Reorganisation costs
The costs associated with the Company’s reorgamisation programme are for severance and pension payments only and
are expected to be ublised in 2011

{c) Pension costs

This provision represents the legal obligation the Company has under the SSA to fund its share of the BAA Group
penston deficit and related pension habilities, and will only be seftled when the cash outflow 1s requested by BAA Airports
Limited

£796,000 (2009 £4,726,000) of the prowision relates to the push down of the Company’s share of the deficit on the BAA
Group defined benefit pension scheme The provision has decreased because of the reduction in the deficit which 1s
partly due to updated actuanal assumptions, parbicularly higher than expected investment retumns In addition, a
commutation payment was made into the scheme followming the disposal of Gatwick Arport Limited This has been
reflected as a capital contnbution in the profit and loss account reserve The remaining £367,000 (2009 £367,000) 1s
held for histoncal accumulated past service pension costs borne by BAA Awports Limited in relation to the Unfunded
Retrement Benefit Scheme and Post Retirement Medical Benefils

For more information on pension costs charged refer to the Accounting policies

12 Share capital

£'000
Authonsed
1 January and 31 December 2010
50,000,000 ordinary shares of £1 each 50,000
Called up, allotted and fully paid
1 January and 31 December 2010
40,000,002 ordinary shares of £1 each 40,000
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 continued

13 Reserves

Revaluation Profit and

reserve loss reserve Total

Note £'000 £'000 £'000

1 January 2010 31,671 32,851 64,522
Profit for the financial year - 6,272 6,272
Unreahsed gain on revaluation of investment properties 6 11,293 - 11,293
Capital contnbution - 1,935 1,935
Tax charge on capital contnbution 11 - (522) (522)
31 December 2010 42,964 40,536 83,500

The capital contnbution relates to the reduction in the Company's share of the deficit of the BAA Group defined benefit
pension scheme following the commutation payment made by BAA (AH) Limited into the scheme after the disposal of
Gatwick Arrport Lirmited

14 Commitments

Commutments for capital expenditure
Contracted capital expenditure commitments amount to £797,000 (2009 £1,266,000)

Commitments under operating leases
At 31 December 2010, the Company was commitied to making the following payments dunng the next year in respect of
operating leases

31 December 2010 31 December 2009
Land & builldings Other leases Land & buldings Other leases
£'000 £000 £'000 £000

Leases which expire
within one year 8 2 50 4
within two to five years - - -

-

8 2 50 5

Other commitments

In July 2008, the BAA Group reached agreement with the Trustee of the BAA Group defired benefit pension scheme to
contnbute £80 0 milhon per annum for a penod of three years ending 31 December 2011 The Company expects to
contnbute its share of this amount, estmated at approximately £1 5 million, to the pension scheme in the year ending 31
December 2011

15 Contingent habilites

Under the SSA, hedging costs properly incurred by BAA Arrports Limited in relation to the Executive Share Option Plan
(‘ESOP’) may be recharged to the Company At 31 December 2009, the ESCP swaps held in BAA Airports Limited had a
far value loss of £75 6 milhon (2009 £69 9 miion) The Company may be obhigated to settle its share of these amounts
in the future, which is approximately £1 5 milkon, depending on a number of factors, ncluding the number of options
vesting, the number of options being exercised and the Ferrovial share price at the exercise date Accordingly, this I1s
disclosed as a contingent hability

The Company, together with BAA (Non Des Topco) Limited and each of its subsidianes (other than BAA Lynton Limited),
together the 'Non-Designated Obhgors’, have provided secunty over their assets to secure therr obligations to the lenders
under therr financing arrangements Each of the Non-Designated Obligors, other than BAA (Non Des Topco) Limited,
have provided a cross-guarantee of the obligations of the other Non-Designated Obhigors The BAA Pension Trustee has
a nght to recewve up to £50 milion out of the proceeds of enforcement of the secunty granted by the Non-Designated
Obligors, such nght ranking pan passu with the senior lenders to the Non-Designated Obligors
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Southampton International Airport Limited

Notes to the financial statements for the year ended 31 December 2010 confinued

16 Ulimate parent undertaking

The immediate parent undertaking of the Company 1s BAA (NDH1) Limited, a company registered in England and Wales

The ultmate parent entity in the UK 1s FGP Topco Limited, which 1s the parent undertaking of the targest group in the UK
to consoldate these financial statements The shareholders of FGP Topco Limited are Finecofer SL (55 9%) (a
subsidiary of Ferrovial S A}, Britanma Airport Partners LP (26 5%) (a Caisse de depit et placement du Québec-
controlled vehicle) and Baker Street Investment Pte Ltd (17 6%) (an investment vehicle of the Government of Singapore
Investment Corporation} The ultimate parent entity of the majonty shareholder 1s Ferrowial S A (Spamn)

The Company’s results are also included in the audited consolidated financial statements of BAA (NDH1) Limited for the year
ended 31 December 2010, which 1s the parent undertaking of the smallest group to consoldate these financial statements
They are also included in the audited consolidated financial statements of BAA Limited and FGP Topco Limited for the year

ended 31 December 2010

Copies of the financial statements of FGP Topco Limited, BAA Limited and BAA (NDH1) Limited may be obtained by
writing to the Company Secretanal Department at The Compass Centre, Nelson Road, Hounslow, Middlesex, TW6 2GW

17 Summary cash flow statement

Year ended Year ended
31 December 2010 31 December 2009
£000 £'000
Operating profit 8,796 1,266
Adjustments for
Depreciation 3,106 3,193
Loss on disposal of tangible fixed assets - 5
Working capital changes
Increase In stock and debtors (3,094) (2,112)
Decrease in creditors (169} (3,345)
Increase/(decrease) in provisions 10 (172)
Difference between pension charge and cash contnbutions {802} {665)
Exceptional pension (creditycharge {1,995} 4,985
Net cash inflow from operating activities 5,852 3,155
‘Taxahon — group relief pad {2,015) (431)
Net capital expenditure {5,853) (3,222)
Net cash inflow/(outflow) before financing {2,016) (498)
{Decrease)/increase in amounts owed to group undertakings 2,015 499
(Decrease)increase In cash {1} 1

18 Post balance sheet events
There were no significant post balance sheet events
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AIRPORTS ACT 1986
SOUTHAMPTON INTERNATIONAL AIRPORT LIMITED
PERMISSION TO LEVY CHARGES

YEAR ENDED 31 DECEMBER 2010

The following information 1s disclosed 1n accordance with the accounts conditions
imposed under Section 40(1) (a) of the Airports Act 1986

Statement A Operational/Non - Operational Trading Results
Statement B Prninciples of Cost Allocation

Statement C Connected Party Transactions

Statement D Independent Auditors’ Report

The information in Statements A, B and C attached, was approved by the Board of
Directors on 29 March 2011

@
Dawvid
Director




SOUTHAMPTON INTERNATIONAL AIRPORT LIMITED
PERMISSION TO LEVY CHARGES
STATEMENT A

Operational/Non-operational trading results in accordance with Conditions 3 and 4
for the year ended 31 December 2010.

Profit before
Income Expenditure interest and tax
£'000 £'000 £'000

Operational activities:
Aurport charges 15,861 (12,503) 3,358
Other operational activities 11,423 {6,565) 4 858
Total operational activities 27,283 (19,068) 8,218
Non-operaticnal activities - - -
Total 27,283 (19,068) 8,216

These disclosures have been prepared under the histoncal cost convention as modified
by the revaluation of certain tangible fixed assets and are in accordance with the
accounting policies disclosed within the Southampton International Airport Limited
financial statements for the year ended 31 December 2010




SOUTHAMPTON INTERNATIONAL AIRPORT LIMITED
PERMISSION TO LEVY CHARGES
STATEMENT B

Broad principles of cost allocation in accordance with Conditions 2 and 3 for the
year ended 31 December 2010.

Costs have been allocated into the following categones

Airport charges
Other operational activities
Non-operational activities

Airport charges comprise all activities In respect of which airport charges are levied
Airport charges compnse landing charges, passenger charges, and aircraft parking
charges All other activities are classified as other operational activittes except for the
provision and operation of facilites for commercial advertising, spectator areas and
some miscellaneous services

The majonty of the income and direct costs are directly allocated to each activity Other
support costs which cannot be directly attnbuted are allocated between actwvities as
indirect charges or overheads on appropnate bases These Include

Direct expenditure excluding depreciation
Area occupied
Staff deployed

Total costs include costs incurred by BAA Arrports Limited Those costs which are
assessed according to the usage are attributed to subsidianes on that basis The
remaining BAA Airports Limited costs are allocated to subsidianes proportionately on the
basis of operating profit subject to a minimum charge of £100,000 Within the Company
these costs are allocated between activities as overheads




SOUTHAMPTON INTERNATIONAL AIRPORT LIMITED
PERMISSION TO LEVY CHARGES
STATEMENT C

Disclosure Transactions in Accordance with Condition 1 for the Year Ended 31
December 2010

BAA Airports Limited Costs

The Company 1s charged by BAA Airports Limited £1 7 million for services supplied in
carrying out the Company's business This charge includes those costs which are
assessed according to usage and are attributed to Southampton International Airport
Limited and other operating compantes on that basis The charge also includes the
costs of centrally provided services for IT, procurement and retail marketing Other BAA
Airports Limited charges include items of expenditure relating directly to the Company
which have been charged to the Company The remaining BAA Airports Limited costs
cannot be separately attnbuted on a usage basis because of the nature of the services
supplied and have therefore been allocated proportionately on the basis of operating
profit subject to a minimum charge of £100,000

Inter Company account

Amounts owed by group undertaking relate to the cash sweeps transferred from the
Company's immediate parent Cash I1s swept between the companies on a regular
basis The balance of the debtor as at 31 December 2010 1s £5 7 million

Borrowings from group undertaking relates to a loan from BAA (NDH1) Limited, which
accrues Interest at a rate of 2 46% and 1s repayable on demand The balance of the
loan as at 31 December 201015 £3 2 million

Funding and liquidity

The NDH1 Group 1s financed through £1,255 @ mullion of bank credit facilittes The NDH1
Group is broadly cash neutral As at 31 December 2010, the NDH1 Group's cash at
bank was £294 million (including £204 million In restncted cash) and undrawn
headroom under the bank credit faciiies was £200 0 million

Funds are borrowed by BAA (NDH1) Limited and on-lent to its subsidiary companies
through intercompany loans

Covenants are standardised wherever possible and are monitored on an on-going basis
with formal testing reported to the Board and Executive Committee
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SOUTHAMPTON INTERNATIONAL AIRPORT LIMITED
PERMISSION TO LEVY CHARGES

STATEMENT C (continued)

Contingent Liabilities and Guarantees

Under the Shared Services Agreement, hedging costs properly incurred by BAA Airports
Limited in relation to the Executive Share Option Plan (‘(ESOP') may be recharged to the
Company At 31 December 2010, the ESOP swap held in BAA Airports Limited had a
farr value loss of £75 6 millon The Company may be obligated to settle its share of
these amounts In the future which I1s approximately £1 5 million, depending on a number
of factors, including the number of options vesting, the number of options being
exercised and the Ferrovial share price at exercise date Accordingly, this 1s disclosed as
a contingent liability

The Company, together with BAA (Non Des Topco) Limited and each of its subsidianes
(other than BAA Lynton Limited), together ‘the Non-Designated Obligors’, have provided
security over their assets to secure therr obligations to the lenders under the Non-
Designated Facility Each of the Non-Designated Obligors, other than BAA (Non Des
Topco) Limited, have provided a cross-guarantee of the obligations of the other Non-
Designated Obligors The BAA Pension Trustee has a nght to receive up to £50 million
out of the proceeds of enforcement of the secunty granted by the Non-Designated
Obligors, such right ranking pan passu with the senior lenders to the Non-Designated
QObligors

Other Transactions

There were no other maternial transactions which would require disclosure under
Condition 1 of the accounts conditions




%

Deloitte.

2 New Street Square
London EC4A 382

Tel +44 (0) 20 7936 3000

Fax +44 (0) 20 7583 1198
The Directors LDE DX 599

Southampton I[nternational Atrport Limited www deloitte co uk
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The Civil Aviation Authonty
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45-49 Kingsway

London
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29 March 2011

Dear Sirs

Report of Factual Findings of the Permission to Levy Charges for Southampton International
Awrport Limited

We have performed the following procedures as agreed with Southampton International Airport
Limited (the “Arport”) and the Civil Aviation Authority (the “CAA™) 1n connection with the Airport’s
submission of Permission to Levy Charges, 1n accordance with the International Standard on Related
Services Engagements “Engagements to Perform Agreed-Upon Procedures Regarding Financial
Information™ as per our engagement letter dated 31 January 2011 The procedures were perfermed
solely for the purpose of assisting the Asrport in the submission of the Transparency Statements to the
CAA (the “Statement”) as required by the CAA under section 46(2) of the Airports Act 1986

The directors are responsible for the preparation of Transparency Statements A to C, for ensuring that
the Airport maintains accounting records which disclose with reasonable accuracy, at any uime, the
financial position of the Arport, properly recording transactions n the accounting records and
establishing and maintaining internal controls sufficient to permut the preparation of financial
information, 1dentifying and ensuring that the Airport complies with the laws and regulations applicable
to 1its activities in accordance with the Airport Act 1986 and ensuring that the Airport prepares the
Transparency Statements as required by the CAA under Section 40(1) of the Awrport Act 1986 The
Statement, for which the directors of the Airport are solely respensible, 1s attached to this report

This report has been prepared for and only for the Airport and the CAA for the purpose of assisting the
Aurport in the submission of the Transparency Statements to the CAA (the “Statement”) as required by
the CAA under section 40(1) of the Airports Act 1986 We do not, 1n 1ssuing this report, accept or
assume responsibality for any other purpose or to any other person to whom this report 1s shown ar into
whose hands it may come save where expressly agreed by our prior consent in wniting

Scope of our work and factual findings

Procedures Findings
1 Obtain a copy of the Accounts Condition Done and no exceptlions noted
Statements A-C as prepared by the Airport’s
directors, according to the template described 1n
Appendix 3 to our engagement letter dated 31
January 2011,

Defentte LLP 15 a bmited hability partnership registered in England 2nd Wales with registered number OC303675 and s
reqstered office &t 2 New Street Square London EC4A 3BZ, United Kingdom

Eeloitte LLP 15 the United Kingdom member firm of Deloitte Jouche Tohmatsu (ETT?) a Swiss Verein whose member firms are
legally separate and independent entiies Please see www delaitte co uklabout for a detaited descniption of the legal structure
of DTT and its member firms

officral professionni services provider

Member of Deloitte Touche Toahmatsu to the Olympic and Parclympic Games
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2 Obtain a signed copy of the audited Financial Done and no exceptions noted
Statements of the Airport for the year under
review (31% December 2010) and formally
approved by the Airport’s directors  Agreed total
income and expenditure and total profit before
interest and tax recorded n Statement A of the
Accounts Condition Statements to the audited
Financial Statements of the Airport to the year
under review,

3 Identfied and understood the process in place | Done and no exceptions noted
by which the Airport’s directors compile the
Statements and the factors they considered 1n
compiling the statements,

4 Agreed the processes described in the Done and no exceptiens noted
Principles of Cost Allocation in Accounts
Condition Statement B, by which the Airports
directors compile Statement A have been followed
1n the preparation of Statement A,

5 Agreed that the financial information provided | Done and ne exceptiens noted
in Accounts Condition Statements A and C has
been accurately extracted from the Airport’s
books and records,

6 Recalculated, 1f appropnate, all calculations in | Done and no exceptions noted
Statement C,

7 Agreed the allocations of income, expenditure | Done and no exceptions noted
and profit before interest and tax statement 1n
Statement A have been prepared in accordance
with the procedures set out in B, and

8 Checked that any necessary amendments to the | Done and no exceptions noted
Statement arising from the above work were
correctly reflected in the final Statements
approved by the Directors

The scope of our work n preparing this report (“Report”) was limited solely to those procedures set out
above Accordingly we do not express any opmnion or overall conclusion on the procedures we have
performed You are responsible for determining whether the scope of our work specified 1s sufficient
for your purposes and we make no representation regarding the sufficiency of these procedures for your
purposes If we were to perform additional procedures, other matters might come to our attention that
would be reported to you

Our Report should not be taken to supplant any other enquiries and procedures that may be necessary to
satisfy the requirements of the recipients of the Report

The procedures we performed did not constitute a review or an audit of any kind We did not subject
the information contained 1n our Report or given to us by the Directors to checking or verification
procedures except 10 the extent expressly stated above This is normal practice when carrying out such
limited scope procedures, but contrasts significantly with, for example, an audit The procedures we
performed were not designed to and are not likely to reveal fraud

Audit work

The audit work of Deloitie LLP on the financial statements of the Company was carried out in order to
report to the Company’s members as a body i accordance with the statutory obligations under the
Companies Act 2006 and any other statutory obhigation and 1s subject to a separate engagement letter
The audit work was undertaken to state to the Company's members those matters required to be stated 1n an
auditor’s report and for no other purpose  The audtts of the Company’s financial statements were not
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planned or conducted to address or reflect matters in which anyone other than such members as a body
may be interested

In particular, the scope of the audit work was set and judgements made by reference to the assessment
of materiality in the context of the audited accounts taken as a whole, rather than in the context of the
Report contemplated in this letter  Deloitte LLP have not expressed an opimion or other form of
assurance on individual account balances, financial amounts, financial information or the adequacy of
financial, accounting or management systems

Deloiite LLP do not accept or assume responsibility to anyone other than the Company and the
Company's members as a body, for their audit work, for their audit report or for the opimons they have
formed To the fullest extent permitted by law, Deloitte LLP do not accept or assume responsibility or
liabthity to anyone by virtue of this engagement or our Report 1n relation to our audits of the Company’s
financial statements

Use of Report

Our Report has been prepared solely for your exclusive use and solely for the purpose specified above
Our Report 1s not to be used for any other purpose, recited or referred to in any document, copied or
made available (in whole or in part) to any other person without our prior writien express consent We
accept no duty, responsibihity or hability to any other party in connection with the Report or this
engagement

Yours faithfully

plode LLE

Deloitte LLP
Chartered Accountants
London




