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Highlights of the year
In a year when we celebrated 25 years of uk, we had several notable achievements
* Income 1ncreased by 9% to £21 5 mullion

* Net growth of 11% equating to an extra 0 9 mullion domains in the register By December 2010 the total of uk domain names
registered passed 9 nullion

» Became the fifth largest registry 1n the world by volume of domains registered

* uk ran smoothly and we delivered extremely hugh availability across our entire suite of registry systerns
* At our EGM 1n February 2010 members voted to change our constitution to enshrine our public purpose
* Signed uk to be DNSSEC enabled, a key step 1n improving Internet securnity for uk

» Revised the uk policy process to mcrease stakeholder engagement

» Donated £5 mullion to Nomunet Trust

* Won Oxfordshire Business Awards, ‘Customer and Staff Care Award’

* Won Thames Valley Business Magazine Awards, ‘Best Place To Work®

* Lesley Cowley awarded OBE for services to the Internet and e-commerce

* Qur Dispute Resolution Service was awarded a special commendation by CEDR (Centre for Effective Dispute Resolution)
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Who we are

Normunet 1s the not-for-profit organisation responsible for the smooth and secure running of the uk infrastructure A public purpose
ethos dnves everything we do — we are commutted to making the Internet an ever more trusted space for everyone who uses 1t

As one of the world’s largest Internet registries, we maintain a ‘directory’ of domain names ending 1n uk, and run the technology
which locates the computer hosting the website or email address you are Jooking for when you type 1 a web address or send an email
to an address that ends i uk

We have a reputatton for excellent customer service that 1s consistently reflected wn the results from our sausfaction surveys, and are
renowned for our expertise in providing a range of first-class registry services Other Internet registries often visit us to share
expenences and learn from what we do

We have approaching 3,000 members (not shareholders, so we pay no dividends) We are not a governing or regulatory body, but
provide a public service for the uk namespace on behalf of the UK Internet community We recogruse that our responsibilities are
wide and varied, so we consult regularly with our stakeholders on any changes 1n pohcy
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Our vision, mission and values

Vision

Nomuinet’s vision 1s to be a leading force 1n making the Internet a trusted space, which everyone can be part of and has a positive

1mpact on people’s hives

Mission

Our mussion 1s to make a positive difference to our stakeholders, driven by their needs and to fulfil our public purpose We will do this

by

Being a driving force 1n shaping the development of the Internet 1n the UK and globally
Delivering a safe and secure uk

Delivering excellence and innovation 1n our products and services

Creating 2 company where our people are skilled, talented and engaged

We are open, honest and unbiased

We bring a human touch to technology

We listen, can be trusted and rehed upon to do the nght thing

We are commutted to making a positive impact on the community we live in

We learn from others and share our knowledge to help shape the future of the Internet
We mnnovate and continuously improve everything we do
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The domain name market

Global domain name volumes

At the end of 2010 there were over 200 mullion doman names registered warldwide, representing an increase of 6 4% on the previous
year's figure However, there 15 a difference between the growth in generic Top Level Domains and country code TLDs Generic TLD
growth stood at 10 6% — driven by strong growth 1n com and 1nfo — whereas ccTLD growth has fallen to below 1% This 1s manly
due to cn, which had experienced a substantial reduction 1n the volume of domains registered and renewed The ccTLD growth rate
excluding China was a healthy 14%, higher than com, showing that there 1s still signuficant growth 1n the ccTLD market

Global domain name registrations
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It 1s estinated that there are now almost 2 billon Internet users globally, an increase of 14% from last year Thus represents
approximately 29% of the global populauon Internet use differs sigmficantly between continents with Europe and North America
having Internet penetratbion figures of 59% and 77% respectively, and Africa and Asia just 11% and 21% In the UK 1t 15 estimated
that 82 5% of the population now access the Internet, increasing from 79 8% last year

Internetworldstats.com and Nielsen Online

Growth of .uk

The uk register grew by 11 2% 1n 2009 and by 10 8% 1n 2010 Comparative growth for com n 2009 and 2010 was
7% and 9%, and for Germany’s de was 6 8% and 5 5%
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Annual growth of the .uk register
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Meonthly new registrations grew year on year for most of the past ten years, with current registrations averaging around 170,000 per
month The average volume of new registrations per month over the past 10 years was around 100,000

As the chart below shows, 1n March 2010 we had over 200,000 new registrations, the highest monthly figure since the com boom n
1999 and 2000

Domain name registrations and company incorporations
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Looking at the UK economy, there 1s a strong correlation between the number of new companies tncorporated at Companies House
and domain name registrations The dips in company incorporations 1n December 2009 and May 2010, along with the peak in March
2010, correlate clearly with falls and increases in domain name registrations at the same time
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Renewals

As the size of the uk register has grown there has been pressure on renewal rates During the past 12 months the rolling 12-month
average for renewals remained at 69% as 1n 2009 This was lower than previous years when renewal rates were regularly in excess of
70% Strong growth n monthly new registrations over the past few years has increased this pressure as a large volume of domain
names are reaching their first renewal
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Trust in .uk

Trust amongst Internet users varies based on their knowledge and experience of using the Internet One factor that affects this trust 1s
the Top Level Domain of the site that the person 15 using This year’s research shows that UK consumers continue to have a distinet
preference for uk websites This preference 1s driven by a higher level of trust and a perception that uk sites deliver a more secure
browsing and buying expenence
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When consumers were asked 1f they would choose 1o visit a uk site over a com site when presented with a search result, 80% said
that they would click on the uk website This same question has been asked over the past four years, and the trend shows that
consumers increasingly expect uk to provide a trusted environment, presenting relevant and local information This 18 particularly
sigruficant for businesses wanting to atiract consumers and shows that a uk domain name 15 an important part of their marketing
strategy when dealing with UK consumers

Trust In uk
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Chair’s Statement

The Internet has such social, economic and poliucal importance that it 1s, quite stmply, 100 important to fail, so 1n my capacity as the
new Chair of Nomunet I am delighted to share in the responsibility of making sure that uk continues to run smoothly for all

The many companies and organisations involved in making the Internet work —in the UK and globally — have a good story to tell in
providing a secure mnfrastructure, creating the nght condiuons for innovation to thrive This combination has underpinned the economic
growth of the last decade and more

Thus 1s why the self-regulatory model 1s so importam for the Internet — the need to be able to not only respond to change, but to promote
and encourage 1t Self-regulation has worked well and thus approach to the Internet 1n the UK has been one of the keys 1o our success in
the digital economy  As a responsible orgamsatron with a public purpose, we continue to look at how we mught best respond to the
expectations of all UK Internet users 1believe that 1t 1s incumbent on all of us who work in this space to make a positive difference 1o
our stakeholders - the tens of mulhions of people 1n the UK who use the Internet every day

Thus 1s why 1t was so important that, at our EGM last February, Nominet's membership overwhelmungly voted to enshrine a public
purpose 1nto our constitution It was the start of an era where we shape our company and our policies so that we can clearly demonstrate
that we are working 1n the best interests of our stakeholders

With our public purpose focus 1n mind, 1t 1s also important for us to involve and engage stakeholders when we formulate uk policy
Duning this year the Policy Advisory Body has been replaced by a process that puts stakeholders at the ¢centre and gives scope for
specific 1ssues to be raised which are dealt wath 1n specially convened Issue Groups We want to hear from all stakeholders, we want
them te know that we are histeming, and value their mput in shaping the future direction of our uk policy We would urge interested
parties to get involved with an Issue Group so that they can have their say

We cannot put the UK Internet into 1ts own little bubble and survive 1n a global economy, and that 1s why Nominet continues to be a
strong supporter of the UN Internet Governance Forum (IGF) since its inception The IGF brings together interested parties from across
all types of organssation - governments, legislators, civil soctety, acadermcs, industry, individuals It works by improving our
knowledge and understanding of the 1ssues and concerns I helps us pool ideas, see what works and what doesn’t — sharing best
practice

For Nominet thts opportumty to learn from others was what stimulated us to launch the Nominet Internet Awards (formerly the Best
Pracuce Challenge) Over five years the awards have helped us celebrate the achievements of some of the many companies,
orgamisations and individuals that are making that difference, making the Internet a safer, surer, more inclusive and more enjoyable
place We were very pleased this year to have unearthed so many great examples of inventive grassroots projects that are using the
Internet to have a real impact on society We were able to showcase some of the winning entries in Parbament and at the UN Internet
Governance Forum in Vilmus, as examples of UK Internet innovation i action

A further example of our public purpose approach 1n acuon was the work we carried out duning this period to develop

www knowthenet org uk, an educational website offering impartial advice, hints and tips about getting the most out of the Internet,
helping everyone to use the Internet with confidence For Nominet, knowthenet org uk will also play an important part in our
commutment to working in the public interest Our vision 1s to be a leading force 1n making the Internet a trusted space, which everyone
can be part of and has a posittve inpact on people’s hves Knowthenet org uk 1s one of the ways we can see that vision becoming a
reality

We also continue 1o support the development of the Nonunet Trust, a chantable organisauon that funds Internet education, inclusion and
safety imtiatives, which goes from strength to strength Norunet Trust has so far invested over £3 5 rmlhon 1n over 120 projects,
benefituing more than 3 muillion people Annika Small has been appointed as Trust Director and we are confident her team will develop
and strengthen the good work of this chanty over the comung years Following a review of Nominet Trust’s second year of activities and
careful consideration of our long term plans and financial forecasts, the Nominet Board approved a further donation of £5m to Nommet
Trust 1look forward with interest to seeing the types of projects that will benefit from this funding and the impacts they will have for
Internet users

10
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We have an enthusiasic Nomunet Board and we have worked well together in what has been another highly successful year for the
company I would hike to thank my Board colleagues for their commutment and insight 2010 was a successful year for Nomunet 1n many
ways and 1t ended with us heanng that Lesley Cowley had been awarded an OBE for services to the Internet and e-commerce 1n the
Queen’s New Year’s Honours List This award is recogrution of the professionalism, hard work and dedication of Lesley and all of the
Nomunet staff to making using the Internet a trusted and positive expenence for all

I look forward to working with Nominet members and the wider Internet community 1 the comng year

Baroness Rennmie Fritchue DBE
Chair

11
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Chief Executive’s statement

I am pleased to present this report and the financial statements for 2009/10

2010 was another very successful year of growth for Nominet, and appropriately in the year we celebrated 25 years since the first
registration and enshnined our public purpose into our constitution, one of the most successful ever for the uk Top Level Domain
New registrations hut their highest level since 2000, and 1n March 2010 we surpassed 200,000 new uk domarn names 1n a single
month Renewal rates have settled into a relling 12-month average of 69%, and this consistency of renewal rates combined with the
strength of new registrations has contributed to a uk growth rate of more than 11% for the year In December 2010, we also passed
another milestone with the registration of the nine mullionth uk domain name It 1s amazing to see how the UK domain namespace has
developed 1n the last quarter of a century, from uts humble origins in academa to s central role as part of critical national
infrastructure today

We have had another excellent year of operations, which has seen a number of important developments 1n our systems and services for
registrars and registrants alike We have also maintained our usual exceptional standards of customer service even though this has
been an extremely busy period, with greater volumes of domain name registrations than we have seen for many years This 1s once
again testament to the skill, dedication and sustained hard work of our people

Qur income for the year totalled £21 5m, 9% growth versus 2009 We generated £8 6m of operating profit (2009 — £6 3m) before
adjusting for £0 3m investment provision movement and the £5m donation (2009 — £3m) to the Normunet Trust

To have achieved such sigmificant growth duning a penod of mcreasing economic uncertainty both globally and 1n the UK 15 a
considerable achrevement [t s also encouraging to see that 2010 has been a good year for the domain name 1ndustry as a whole, with
the recent decline in growth rates having come to an end, and most Top Level Domains having experenced an improvement m
domain name sales We were pleased to see uk regain its position as the world’s second largest country code TLD registry after de,
and closer to home, research for our annual Domain Name Industry Report revealed that 80% of consumers 1n the UK prefer to use a
uk website over a com website, an increase of 3% on last year

Trust and confidence 1n the vk domain namespace 1s equally important for UK consumers and businesses, so with our public purpose
focus 1in mind, we continue to work hard to ensure that uk 1s a safe, secure and stable environment 1n which all Internet users can
thrive Durning 2010 we introduced new tools for registrars to use in the battle aganst cybercrime The Phushing Feed and Investigation
Lock allow registrars to quickly idenufy and remove domain names suspected of crimuinal activity from the domain name system,
effectively rendering the site inaccessible while investigations are carried out

The past year has also been a signmificant one in terms of further securing the Domain Name System nself Amongst other registries we
are 1mplementing DNSSEC (secure extensions for DNS) in the zones under our management DNSSEC prevents the interception and
tampering with DNS guenes between nameservers, which, 1n turn, prevents the faking of websites, and ulumately makes the Internet
safer The first phase of this programme was to add DNSSEC information to the top-level uk domain which we successfully
implemented on 1 March 2010, and a major milestone was passed on 16 July 2010 when the root zone of the Domain Name System
(the top-level zone of the whole DNS hierarchy) was fully signed We expect that work to secure our second level domains ( co uk,
org uk etc) will be completed in 2011 and we will be working with other global registrnes to encourage take up of DNSSEC amongst
registrars, ISPs and the wider Internet community

Thus past year has seen Nominet continue 1ts positive work 1n the arena of international Internet governance and we have been active
in the Internet Governance Forum, the UK-IGF and at ICANN We are still commutted to the multi-stakeholder participation approach
to Internet policy development, and welcome the extended tenure of the IGF for a further five years Our experience during the year
has made 1t clear that not everyone shares thus approach and has also 1llustrated that there 15 an urgent need to establish a better
understanding and appreciation of the benefits of involving non-governmental stakeholders in this process We have contnued to
represent uk to our established contacts at the Department for Business, Innovation and Skills (BIS) together with Parliamentarians,
and we were pleased to welcome Ed Vaizey, the Minister for Communtcation, Culture and the Creative Industries to Nominet in
October 2010

12
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Over the past few years we have seen mncreasing political pressures on Internet governance 1n the UK, and the passing of the Dhgital
Economy Act has given us further proof of this during 2010 This combined with our public purpose means that the UK domain name
mdustry has to carefully balance the needs of all stakeholders when formulating policy and come up with innovative solutions to the
1ssues we face 1f we are to conunue to self-regulate My colleagues and I passionately believe that a self-regulated Internet model 1s
the nght one for both Nominet and our industry and we were delighted that our members demonstrated their support for this model so
emphatrcally at our Extraordinary General Meeting tn February 2010 The resulting changes to our constitution have enabled us to
move forwards posttively, demonstrating the public service ethos behind our commitment to making the Internet an ever more trusted
space for everyone who uses 1t

As we look forward to the coming year, there 1s no doubt that wath the long-awaited launch of new Top Level Domains there are fresh
opportunities cn the horizon for the broader industry and for us at Nomunet The re-launch of co illustrated the strength of the market
for new domains and the 1ssue of new TLDs 1s one that registries, registrars and businesses, 1n particular, need to be aware of during
2011 As far as Nomnet 15 concerned, we will continue to seek opportunities to grow our business that use our skills and experience to
add value m our chosen markets, whilst ensuring that we satisfy the current and future needs of our stakeholder communties and our
public purpose

We look forward to the future with confidence as we work together with our membershup to deliver a uk experience which consumers
and busimesses alike can be proud of

Fmally, I would like to say a sincere ‘thank you and well done’ to all our people at Nominet, who have shown great unity and
enthusiasm for their work and driven the company forward in a year of considerable change and challenge

Lestey Cowley OBE
Chief Executive

13
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Excellence and innovation in our products and services

Providing an excellent standard of service to our customers continues to be a priority for us. Our award winning support
teams are highly skilled and provide a world-class service level to all our customers.

Providing an excellent customer experience

We continue to focus on the provision of hugh quality service to our customers and stakeholders whether through our online systems,
call eentre support or account management This 15 recogmsed 1n our consistently high customer satisfacuon scores for registrants and
registrars, 84 9% and 91 8% respectively

We Taunched several new systems this year armed at improving our customers’ experience Our reseller functionahty allows our
registrars (o record their resellers’ details against domain names which provides greater clanty for the end customer and ensures we
can better support them 1f the customer 15 unable to contact them or their relauonship with the reseller breaks down The new phishing
feed and investigation lock functionalities are aimed at helping our registrars respond to phishing and other criminal acuvaty 1 uk

The Dispute Resolution Service (DRS) continues to provide an efficient and effective mechamsm for the resolution of uk domain
name disputes

. 651 complamts were made to the DRS 1n the financial year 2009-10,

. 12% of all complaints resulted 1n an immediate resolution,

. Of the complaints that were referred to one of Nominet's 1n-house mediators, 62% were resolved by the mediator,

. 32% of all complaints were resolved by a decision of one of our panel of independent experts,

. Approximately half of all complaints subrnutted in this period resulted in a transfer of the domain name(s) 1n question to the
complainant

The DRS was also shortlisted this year for an award for “Excellence 1n the field of Dispute Resolution” by the Centre for Effective
Dispute Resolution (CEDR) The awards panel commended Nominet for “[continuing] to operate, further develop and enhance 1ts
highly effective, multi-level ADR process for domam name dispute resolution an the UK”

Our responsive approach on criminal activity associated with uk (removal of criminal sites from the zone file, Phushing Feed and
Investigation Lock} 1s ground-breaking for a large, open TLD registry This activity was referenced in the Digital Economy Act fact
sheet and we feel 1t 1s a clear example of Nomunet meeting our public purpose

As previous winners, we continue to participate 1n judging the Help Desk Institute Customer Service awards This provides useful
networking opportunittes and valuable insight inte other customer service functions

Contimung to develop an effective registrar channel that sells our products and services and engages with us

We have delivered an increase in the size of the register to 142 4 domain names per thousand inhabitants, above our target for the year
of 138 5 Our renewal rate currently stands at 68 9%

This year we ran our first commercial promotion of uk, ‘The Great uk Prize Draw’, which ran from 2 August to 27 September In
total, 77 registrars signed up to (lus promotion We had 6,137 entrants which equates to 1 8% of domains registered duning the penod

We are working to develop a system 1n the coming year to allow all our registrars access to tnformation and data to help them optimise
their potenuial for sales and renewals of uk domains As part of this project we delivered reports to a sample group of our registrars
during the penod that included sales data and trend analysis of domam name registrauons and renewals We have used the imtial
feedback from these registrars to help shape the new system which will be part of our registrar resources

14
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We held anather successful uk registrar conference, in November 2009, at Lord’s Cricket Ground A range of speakers from outside
the mdustry and from our registrar base led to an engaged and interesting debate on topics ranging from the semantic web to the
Digital Britain Review Our Domain Name Industry Report for the year presented at the conference remains a valuable tool for
helping registrars position the value of a uk domain

Improving the reputation of the industry through the design of our products and services

We launched a Phishing Feed and Investigation Lock during the year These services are intended to help registrars respond promptly
to phishing activity associated with their tag

We have continued to promote the 1dea of working 1n partnership wath our registrars on the removal of domamn names associated with
crimunal activity from the register Thus partnership approach 1s important because the registrar can remove the content (website) as
well as the sign post (domarn name) whereas, as the registry, we can only do the latter

Diversifying

We have focused on laying a sohd foundation for our diversificatton strategy

We carried out a detailed analysis of the requirements set out 1n the ICANN Draft Application Guidelines for new Top Level Domain
operators and 1dentified the development activity required to support a new TLD In response, we have reviewed our systems for
readiness

We have had discussions with stakeholders on potential new gTLDs such as Scotland, Wales and London

In the coming year we will be actively pursiung approprate opporturuties for providing registry services to orgamsations applying for
new gT'LDs under the ICANN application process

Another part of our diversification strategy mvolves ENUM (a registry service that combines telephone numbers and the Domam
Name System to simplify the way telephone calls made over the Internet work) The uptake for ENUM has been slow We conunue to
offer the service, are reviewing marketing options and have implemented a plan to ensure delivery of this service 15 cost-effective
Providing excellent internal support services

We continue to focus on providing great customer service inside the business as well as to our external customers We run an annual

mternal satisfaction survey from which we 1dentify prionities for improvement and implement changes that we can make to improve
Our service

15
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Making a positive difference

Providing safe, stable and secure systems that are continuously developed to meet the needs of customers and other
stakeholders is vital to the smooth runnming of .uk

Providing secure and robust systems and processes that keep .uk running

We have continued to maintain a strong reputation for security and stability of both the Domain Name System and our externally facing
systems The techncal team has continued to strengthen both our infrastructure and software release process which has enabled us to
deliver an even higher standard of service to our registrars We have implemented new change control procedures and created standard
operating procedures for key activities, and these remain an ongotng priority into 2011 as we look towards 1SO accreditation

We have delivered the first planned phase of our DNSSEC deployment into the UK Domain Name System with the signing of uk in
February 2010 DNSSEC expands upon the DNS protocol and adds cryptographic signatures into the transactions between the servers
that resolve domain names Thus prevents anyone from trying to spoof or intercept DNS traffic between computers This project has
been the culmination of over 3 years' work 1n firstly helping develop the DNSSEC standard as well as the supporting software to make
this areality The successful deployment allows us to move forward with our plans to sign co uk and the other second level zones
during 2011

The development team has delivered a number of key upgrades to our software, most importantly improved security around online
services, to help prevent mahcious use of the web portal and protect registrars’ account activity

We have camed out a full review of our business continuity management, including the intreduction of comprehensive incident
management plans and the implementation of a managed failover programme In early 2010, our plans were tested dunng a penod of
bad weather that meant some of our people were unable to reach the office During this peniod we maintamned full customer service
using home working arrangements We subsequently reviewed our performance and acted upon identified areas for improvement

Supporting and behaving responsibly towards all our stakeholders and encouraging them to act likewise

Throughout the governance review process over the past two years we worked with many key stakeholders including the Department
for Business, Innovation and Skills (BIS), Norminet registrars and members and the wider commumity that depends con the operation of
uk to ensure that we were responding to their concerns and engaging them 1n the process

The new uk Policy Process has been designed to provide the opportunity for a broad range of stakeholders to participate The
Secretanat 1s proceeding with work on the implementation of the process which has ircluded the establishment of the uk Policy
Stakeholder Commuttee which had ns first meeting in September 2010 and 1s now focused on the development of a robust mechamsm
for identifying and engaging relevant stakeholders

We continue to develop relations with other stakeholders to ensure that we understand their concerns and are locking constructively to
address them

We have engaged with law enforcement agencies to look at their recommendations for the development of a policy to deal with abuse of
our terms and conditions and cases of alleged crimunality on uk sites

During 2010 we worked with law enforcement agencies and security experts to suspend and lock over 2,000 domain names being used
in crimunal activity, most notably 1n supporting Operation Papworth run by the Police Central e-Crime Unit to suspend over 1,200
domain names being used o sell fraudulent goods This action, imed 1n the run-up to Chnistmas 2009, was used by the police to raise
awareness amongst consurmners

Using our influence and skalls to help the development of safety and security on the Internet

We have continued to engage actively with key technical groups around the world (such as Internet Engineering Task Force, [niernet
Corporation for Assigned Names and Numbers, DNS Operations, Analysis and Research Centre, Réseaux IP Européens, CENTR) to
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develop new standards for the Domain Name System as well as the supporuing technologtes We have made further contacts with both
the Cabinet Office, Cyber Secunity Operations Centre and Centre for the Protection of National Infrastructure 10 ensure we are
connected 1n to Government thinking on security and resihence, and 1n the European Network and Informauen Security Agency
(ENISA) We have also engaged with law enforcement agencies, the Home Office, and the Department for Business, Innovation and
Skulls (BIS)

We continue to promote DNSSEC and have presented on work at significant security events in both the UK and internationally and
been interviewed or quoted broadly across the technical press

We are members of key commuttees within the ICANN community such as the Secunity and Stability Advisory Commuttee (SSAC),
the country codes Names Supporting Orgamisation (ccNSO) and DNSSEC, where we have been able to apply both influence and input
to make sure that DNS secunity (and Nominet’s role as a key player) 1s publicised We also contributed to [CANN’s consultations on
secunty, stabihty and resilience culminating with our Director of IT being elected to ICANN’s Security, Stability and Resilience
review committee

Durning the year we have invested 1n developing a site — www knowthenet org uk — to help educate consumers and businesses on how
to get the most out of being online 1n a safe, stable and secure manner

Supporting and behaving responsibly towards our local, national and international community

At a local level, we have developed good relationships wath the Oxfordshire Education Business Partnership (OEBP), Business n the
Communty (BITC), our CSR Twin the mud counties co-op and with Matthew Arnold our partnership school Our work with Matthew
Arnold School has led to us being shortlisted for an award in the OEBP awards

Our people have undertaken a vanety of volunteering opportunities, including carrying out careers fairs at Matthew Amold, gardening
at Helen and Douglas House and even making curtamns for Helen and Douglas house

Nationally, Nomnet has been working with other stakeholders on the UK-Intemet Governance Forum mitiative, developing a multi-
stakeholder dialogue contnibuting to making the Internet a safer, better environment for businesses and pnivate users In particular, we
have run the Nominet Internet Awards (formerly the Best Practice Challenge) to hughlight and champion initiatives that make a
positive difference to UK Internet users We have worked with government, parhamentanans and business, civil society and
academic stakeholders to 1dentify a shared understanding of 1ssues of specific interest

Internationally, we have contnbuted strengly to the success of the Internet Governance Forum, with a major presence in Vilnius, and
worked with others 1n the Commonwealth and in Europe to make a positive and strong contribution to the 1GF debates We have also
worked within the European registries association (CENTR) and with ICANN

We have also become the new UK and Ireland office of the World Wide Web Consortium (W3C), the international commumnty
created by Sir Tim Berners-Lee to develop standards to ensure the long-term growth of the Web We believe the work they do
promoting web accessibility standards, and developing other standards that help web users to trust in the reputation of the Internet 1s
well aligned with Nomunet’s public purpose remit and vision As hosts of the W3C office, we are the contact point for W3C 1n the UK
and Ireland and the local face of W3C’s global mussion We have an engomng programme of activity that aligns with W3C’s objectives
- such as our work with the Internet Governance Forem and shaning Internet best practice threugh the Nomunet Internet Awards We
look forward to playing our part in W3C’s global mission to lead the World Wide Web to its full potential by developing protocols
and guidelines that ensure the long-term growth of the Web

Continuing to support Nomunet Trust
Nomunet Trust has contimued to raise 11s profile and support a broad range of activities and organisations It has so far invested over
£3 5 mullion in over 120 projects, benefitting more than 3 milhon people

Nomunet has continued to support the work of the Trust through staff secondment, operations and communications support The
finance team has also contributed to the work of the Trust — through management and statutory reporting, co-ordtnaung the statutory
audit, budgeting and treasury management The Trust’s financial processes have also been refined and documented during the year
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In addition, two staff members were Trustees of the Trust during the penod and they were actively involved in the assessment of grant
applications, the successful appointment of a Trust Director, Anmka Small, and the development of the first Nominet Trust strategic
and operational plan

Having a positive impact on the environment

We have continued to focus on having a green building and on being carbon aware We have considered environmental factors 1n all our
facihues decisions especially around suppliers and recycling

We continued to donate IT equipment that needs replacing (but 1s sull usable outside a corporate envirenment) to ComputerAid, where
1t 15 distributed to a number of chanties for use both in the UK and abroad

We carefully consider our travel arrangements and offset the carbon of all journeys We continue to recycle office waste wherever
possible
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Shaping the development of the Internet

Shaping the future of the Internet through policy dialogue and debate with all stakeholders remains key to ensuring the long-
term success of .uk and the stability of the global Internet.

Playing a leading role in worldwide Internet Governance

Nomunet has continued to ensure a strong presence 1n 1nternational fora Lesley Cowley has been appointed Vice Charr of the country
codes communty organisation in ICANN (the ccNSO) and continues to engage with other semior ICANN stakeholders and
government representatives We frequently present on Norminet developments {0 the ccNSO and contribute actively to discussions in
ICANN and to its most relevant consultations (for example on the review of the ccNSO and on security, stability and resithence) We
continue to be an active member of CENTR - the Council of Eurepean National Top Level Domain Registries, where we share best
practice and are able to benchmark our own services

We also play a leading role in the international Interret Governance Forum, seeking to shape the agenda by working with other
stakeholders, by positionuing ourselves at the heart of the UK-IGF imtiative, by sponsonng UK parhamentary engagement, and through
developing prnivileged access to key people 1n other organisations

Nomunet continues to have a strong reputation in government and with leading stakeholders We provided briefings and information
about the management of domain names to those preparing the Digital Economy Act We welcomed the clear statements made i
parliament about the Government’s intentions for the legislation and the publication of a fact sheet clanfying the extent of the Act We
again sponsored the annual Parhament and the Internet Conference and remain strongly engaged 1n this forum we used the keynele
speech 1n 2009 to highlight cur commutment to public interest and to mult-stakeholder engagement 1n Internet governance tssues

Engaging with the Internet community and those who depend on the Internet

Our technical team continues to work across the main Internet technology commttees (such as IETF, ICANN, RIPE, NICC etc) to
ensure that we are at the forefront of current thinking and understanding Our team holds key chair or orgamiser positions on a number
of these commuttees and we continue to get very positive feedback from our involvement We continue to engage through forums,
blogging, email list participation and (increasingly) twitter activity

In addition to worlung with stakeholders through orgamsations such as ICANN, UK-IGF, 1GF and CENTR, we have been developing
our relationships with Government and with MPs to improve our understanding of (and help shape responses 10} the concerns that they
hear from constituents The new uk Policy Process has been designed to provide an opporiunuty for a wide range of stakeholders to
participate

Contnbuting to the development of new Internet technologies

We have continued to work heavily with OpenDNSSEC, a software progect for DNSSEC signing, contrnibuting as the dominant player
in the v1 3 release This release significantly enhances the capabilities of OpenDNSSEC and stab:tlises many of the key features,
following operational deployment and experience Notably the challenges with key-synchromsation will be addressed in the next
release

We have had our second Request for Comment (RFC - 5966) published from a member of the Technical Research Team This RFC
works to ensure that DNS 1s fully supported across the TCP protocol This will enable older network equipment to handle DNSSEC
traffic, thus ensuring backwards compatibility

Innovating new technologies to meet predicted needs

During 2010 we restructured our research efforts to create a focused and dedicated research team within the Technical Department
Newly led by Roy Arends, a global expert 1n the Domain Name System, the team has taken a fresh look at some of the challenges of
managing a igh-profile and high-volume DNS infrastructure

During the past six months the team has been doing exciting and ground-breaking work looking into ways 1n which DNS traffic can be
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captured and monmitored, with the aim of helping prevent outages and 1dentifying unusual DNS activities The team continues to work
within the Internet Engineening Task Force (IETF) and other key groups helping make DNSSEC a reality around the world and
looking to push the boundaries of what can be achieved through the global Domain Name System

Promoting and developing industry best practice

In addition to the active role we played from a techrucal perspective on DNSSEC (see above), and our 1nitiatives to combat
cybercrime, we also ran an awards programme — the Nomunet Internet Awards — to recogmuse the good work betng done by all types of
organisations to make the Internet a secure, open and accessible experience for all

These awards highlight the work of UK companies, chanties, individuals and other public and private sector orgamisations, winners
gamed mternational exposure to parhamentarians, acadenucs and the wider Internet commumnity through promotion at both UK-IGF
and IGF events

We renamed the awards (formerly known as the Best Practice Challenge) ‘The Nomtnet Internet Awards’, as well as making
sigmficant changes to the structure of the categories, to atiract entnes from a broader spectrum of orgamsations These changes led o
a doubling of the number of entries compared with the previous year

Promoting self-regulation and the industry as a “good citizen”

Duning the year we have lughlighted examples of how we respond to the expectauons of our stakeholders i dealing with serious
1ssues associated with the use of the Internet This was particularly important during the passage of the Digital Economy Bill and for
example, helped inform the fact sheet produced by the Department for Business, Innovation and Skills on the domam name industry

We continued to work with Government and Parliamentarians 1n support of the industry self-regulation model and on improving
understanding of how the 1ndustry can respond to legitimate concerns
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Stakeholder engagement

Effective communications with our broad range of stakeholders remains a priority and developing these relationships has been
a focus of the year.

Improving member and registrar engagement

We have continued to spend ime ¢ngaging with our registrars on matters that are of interest to them We held six member lunches
during the year and continve to get positive, im-depth feedback at them We only held three Registrar Information Days this year, due
to the poor turnouts that we have had i the past in certain locations These days are a great opportumty for our registrars to better
understand how they can work with us to promote our products and services to their customers To replace those which get a poor
turnout we are introducing a webinar programime, which has the advantage of not being tred to a specific location and enables
registrars to attend for the part of the session that 1s of particular interest to them

We reviewed the communications processes around the introduction of new systems and services and have introduced a more formal
tumeframe for releases along with a more comprehensive forward view of upcomung releases This enables our registrars to better plan
for future releases

One of the key challenges during the year was in engagtng our membership to alter our constitution to reflect the need to formalise our
public purpose and to create a more stable and balanced Board structure The changes required the agreement of our membershuip 1n a
vote with exceptionally high thresholds of up to 90% We engaged our members 1n a vanety of ways to gain their support from online
consultations, to innovative use of social media, to the more traditional face-to-face engagement with a truly wide vanety of
stakeholders The result was a resounding success, when around 40% of members voted (in previous votes the maximum turnout was
16%), with more than 20% voung in favour of all the changes proposed The changes are a sigmificant step towards bringing the
orgamsation’s governance up to date and enable us to create a safe, stable and secure uk domain name space for the future 1n an ever-
changing Intemnet industry

Increasing our knowledge of our stakeholders

We have continued with our programme of research during the year including

* Registrant trust in uk

* Preference for uk n advertising

* Requirements for an educational portal

* Production of the third Domain Name Industry Report

* Usability review of our online services to allow us to take into account best practice HCI (Human Computer Interaction) thinking
* Registrant, Registrar and Key Account research

We also expanded our relationships with stakeholders, having more dialogue with orgamisations such as the CBI, LINX and Trading
Standards i order to better understand their perspectives

Maintaining good relations with government, supportng effecive self-regulation

Most of the first half of the year was spent on the governance review which provided some good opportumities for engagement with
Government specifically on our approach to self-regulation The outcome of the EGM was positive and positions us well with regard
to the Indusiry acting responsibly in regard to self-regulation

The Nomunet Internet Awards, (formerly the Best Practice Challenge) was an even more successful and high profile event wath lots of
positive publicity and a sigmificant increase 1n the number of entries from last year Stakeholders have a positive view of Nominet's
role n showcasing good practice The judges’ panel for the Awards was chaired by The Rt Hon Alun Michael, MP and The Rt Hon
David Blunkett, MP and Rt Hon Phulip Dunne, MP were judges

We have good relationships with established contacts at the Department for Business, Innovation and Skills (BIS) and are active
members of PITCOM and EURIM, groups that have strong engagement from Parhamentarians We supported a Parliamentarian
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delegation involvement in the US Internet Caucus and organised cross-party delegations of MPs to the Internet Governance Forum
(IGF) in Sharm el-Sheikh and Vilmus We joined the briefing meetings between the Parhamentarians and the Rt Hon Stephen Timms,
MP (then First Secretary to the Treasury) to brief hum on the IGF 1n Sharm el-Sheikh Our current Mimster Ed Vaizey vistted the
Normunet office in October 2010

Creating an environment where we have higher levels of engagement on policy matters

We ran three stakeholder consultations during the year shaping the future of uk (part of the governance review), reform of the policy
advisory process, and release of reserved domains

The ‘shaping the future of uk’ consultation recetved over 280 responses, our highest level of responses to a consultation and the
release of reserved domains consultation received 165 responses, also a very high response rate The information received from these
consultations has enabled us, 1n all cases, to shape our proposals for resolution of these 1ssues

During the year the Policy Advisory Body (PAB) made radical proposals for the reform of the way we develop policy input for the
Board Its proposals — for an approach based on 1ssues and with stakeholders at the heart of the process — went out for consultation
We received 37 responses Support was high with over 88% supporting the general concepts of the proposals and over 75% for points
of detail

The Board accepted the PAB’s recommendations at 1ts Apnl meeting, the Stakeholder Commuttee has been appomnted and held 1ts first
meeting 1n September and we are working on the creation of the first Issue Group Stakeholder interest has been hugh

We bniefed BIS and Parliamentanans during the passage of the Digital Economy Act

The Serous and Orgamised Crime Agency has submtted a proposal to establish a uk Policy Process Issue Group to discuss
developing an abuse policy for registrants

Building the reputation of Nominet and .uk

We continued to raise the profile and understanding of Nominet amongst media, influencers and stakeholders

We have consistently engaged with media on a number of key 1ssues, including DRS judgements, uk policy, changes to our
constitution, our intention to release previously reserved short domains and our work to combat cybercnime, as well as commenting on
domain industry news and trends We exceeded our targets for the year, secuning coverage across a broad range of media from domain
name industry titles to nauonal outlets There was extensive coverage of the work in partnership with the Police Central e-crime Unit

(PCel}

We continued to work on building trust in uk, and our research shows a rise 1n consumers preferring to use a uk rather thana com
domain name from 77% to 80%

Our success 1n building our reputation is further evidenced 1n the following areas

. Awards won Oxfordshire Business Awards, ‘Custemer and Staff Care Award’, Thames Valley Business Magazine Awards,
‘Best Place To Work'
. Shorthisted for National Business Awards, ‘The Health, Work and Wellbeing Award’, ISPA, ‘Secunty’
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Becoming an employer of choice

Our people remain at the heart of our business, and we have continued to focus on helping them to love coming to work.

We have continued to focus on getting our people doing roles that challenge and stretch them and allew them to do their best work
We continie to strive for hugh quality in all our recruitment activity, with the emphasis on ensuring we get the nght people with the
right skills, experience and culture fit into the roles, which has on occasion taken longer than we would have wanted

We are commutted to developing our manager commumty and have seen a good return on investment for this strategy in terms of
improvements 1n feedback scores from their teams

During the year 1t was very encouraging to receive recogmtien for our efforts when Nominet won two significant awards — ‘Best Place
to Work” 1n the Thames Valley Business Magazine Awards and ‘Customer and Staff Care’ i the Oxfordshire Business Awards

We have continued to develop mmternal communications to encourage our people to engage and give us clear and timely feedback Qur
new ntranet, launched in November 2009, has proved invaluable 1n ensuring higher quality and more impactful information 1s
available to all our people, and has encouraged more interactive two-way communication actoss the business We used the intranet o
tap into our people’s creativity with a suggeston scheme on ways in which we could improve the way we work This delivered some
mteresting 1deas that are being followed up

Our Chanty Action Group has worked hard for Helen and Douglas House all year and through a vaniety of fundraising activities, that
have entertaied all our people In total (including the company matching) £14,079 was raised

During the year we undertook a major review of orgamsation structure 1n the Technical and Operations teams We created new
structures 1n line with our current and future business needs and then implemented a reorganisation to put these structures i place

Our engagement level for the year remains strong at 31 6% (this 1s the number of people in the orgamisation who are ‘strongly

engaged’ and the industry average 15 around 20%) and given the difficult year when for the first ime we made six people redundant,
this 1s an outstanding performance

23




Nominet UK
Company Limited by Guarantee
Annugl report and financial statements for the year ended 30 September 2010

Managing our finances

Our financial strategy 1s based on ensuring we can fund appropnate levels of iInvestment in our business to achieve our
strategic objectives and maintain an adequate level of reserves to safeguard the stable and secure operation of the .uk registry.

Income & Expenditure

The 2010 trading results were pleasing, with income growing by 9% to £21 5m Demand for uk registrations remained strong at a
time when we were focussed on creating the right structure for the future — imitially through constitutsonat change and then by
addressing our internal resource requirements During this transitional period we continued to carefully manage our operating costs,
and operating expenditure for the year fell by 4%

The result was an enhanced operating profit margin of nearly 40%, before exceptional items (2009 — 32%)

Income

Income 1n 2010 totalled £21 5Sm, a 9% growth on 2009 This included an 11% tncrease 1n discounted registration income reflecting the
growth 1n the underlying register In line with the previous year, this was slightly diluted by a decline 1n non-member registration
income as we continued to direct registrants back to their registrar

2010 was another strong year of growth for vk New registration volumes exceeded 2 (¢ mullion for the first time 1n Nominet's history
(2009 - 1 Tmullion) reflecting creative promotional initiatives delivered by our registrars and a growing consumer preference for the
uk extension

Renewal rates improved shghtly to 68 9% (2009 — 68 5%), which was 1n line with our expectations given the favourable muix of
domains that were due for renewal The volume of domains renewed increased to 2 6m (2009 — 2 2m)

As a result the register grew by 0 9m domains in the year (2009 — 0 8m} This equated to 11% growth for the second year running,

which was a very pleasing result given the challenging economuc condiions When compared to other mature registries, the net
growth n volume terms was the highest of all the country codes uk 1s currently the fifth largest registry in the world

Income over time
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Expenditure over time
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Year end

Operating expenditure 1n 2010 totalled £12 9m (2009 - £13 5m), which was a saving of 4% on the pnor year, resulung 1n a reduction
m the percentage of revenue spent from 68% (2009) to 60%

Other operating charges - 2010
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Despite an increase 1n the average staff numbers to 119 (2009 115}, staff costs remained at the same level as in the prior year, totaliing
£6 7m The cost increases from new hires mcludung the full year effect of new starters from the previous year, the annual pay review
and redundancies were offset by savings 1n contractor costs (as there were non-recurning contractor costs incurred n 2009)

We restructured the techmical department during the year following an assessment of the required resources to best support our IT
strategy During this peniod of assessment project expenditure was carefully managed, and as a result our techmical costs fell by £0 4m
However, expenditure increased in the second half of 2010 as we started the process of implementing the strategy

Other admimistrative costs fell by £0 1m to £1 9m 1n 2010 This reduction was primarily due to £0 3m lower legal costs as we reached a
successful outcome with a partial recovery of costs on a domain-related hitigation matter and on a dispute with a former employee We
also saw a reduction 1n regulatory legal advice following the conclusion of the governance changes
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Following on from the successful EGM 1n February, the Board and Executive were able to transfer their focus to the development of the
company’s strategy As a result, we mvested £0 1 m i market research to inform the strategy process There was also a £0 1m increase
1n finance costs resulting from a combination of exchange rate movements and higher investment valuations resuliing n higher
management charges

Operatons costs fell by £0 2m to just £0 1m, reflecting a full year of printing and postage cost savings due to the cessation of sending
out paper-copy pro-forma invoices This concluded our imitiative to migrate to online customer documentation

Communicattons costs mcreased by £0 2m to £0 7m Activity during the year focussed mmtially on building awareness for the
constitutional changes 1n the build up to February’s EGM We then invested in developing the www knowthenet org uk education portal
which was launched 1in November 2010

Investments

The market value of our imvestment porifolio increased to £27 Om duning the year (2009 — £19 9m) This was the result of an
additional £5m capital contribution to the portfolio and £2 1m growth 1 our mvestment valuations We are pleased with the current
market valuation when compared against the oniginal £22 5m of capital invested

The 2010 financial year saw an overall trend of improving investor confidence and thus was reflected in our portfolio valuation As
required by our investments accounting policy, we have aligned the carrymg value of our investments with the prevailing market
values for any investments where the market value at 30 September 2010 was below the hustoric cost The result of this review was to
reduce the mmvestment impairment provisicn further to just £0 3m (2009 - £0 6m)

During the year we realised £0 5m of gains on disposal of investments within the portfolio (2009 — £0 8m loss) Investment income
from the portfolio during the year totalled £0 4m (2009 — £0 4m) The Bank of England base rate remained at 0 5% for the whole year,
so despite holding higher cash deposits the interest earned remained at a simular level to the previous year at £0 2m

Investment performance over time
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Chantable donation

Following a review of our financial year-end position and our future financial projections, we were pleased to be able to denate a
further £5m to Nomunet Trust (2009 — £3m) The Trust was incorporated 1n 2008 with the objectives of funding Internet education,
inclusion and safety mitiatives

The balance sheet

Retained funds increased by £3 7m during the financial year to £21 Om (2009 — £17 3m)

Our underlying cashflow from operations mcreased to £11 6m 1n the year (2009 — £8 4m) This was 1n part due to the increase 1n new
registrations and renewal volumes resulting 1n higher billings and a higher deferred income balance

Other than from trading activities, the key cash movements were the £5m donation to Nomnet Trust (2009 — £3m) and the £5m
contrnibution to the mvestment portfohio (2009 — nil) We also increased our corporation tax payments to £1 6m (2009 — £0 1m),
including payments on account for the 2010 year

As aresult of the above movements our cash balances reduced by £0 4m 1n 2010 (2009 -~ £4 5m increase)

Cash collections from customers improved n the year, with average debtor days for the year reducing to 22 (2009 — 24 days) Trade

creditor days at the year-end were 12 (2009 — 21), as we continued to ensure that our suppliers were paid on a timely basis according
to contracted terms
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£k policy process

In November 2009 the Policy Advisory Body (PAB) put forward recommendations for a new Policy Process which they believed
addressed the 1ssues raised 1n the Garratt review regarding engaging a wider range of stakeholders The recommended new process 18
stakeholder-led and works through 1ssues-based groups where all interested parties from the stakeholder community (including
Nomunet members and registrars) can contribute and participate in the 1ssues that are relevant to them

The recommendations were accepted by the Board and the proposals were put out to consultation from March to April 2010 In total
37 responses were received from a broad mix of stakeholders including Nornunet members, industry associations, law enforcement
agencies and child protection agencies The proposals for an 1ssue-based process that 1s dnven by the needs and interests of
stakeholders received very strong support

Through the uk Policy Process we intend to engage the broadest range of appropriate stakeholders possible 1n a way that supports our
mission to make a positive difference to our stakeholders, driven by their needs and to fulfil our public purpose

We believe that our stakeholders’ contribution and participation 1n the process will enable us to develop uk policy that 1s innovative
and pragmaugc, helping to ensure that our policies are well understood

The Board requested the Executive ensure that effective resources were made available to the Secretanat to support the new uk Policy
Process We have therefore appointed a Head of Secretariat whose role 1s to manage the process Their focus will be on stakeholder
engagement and the implementation of the new process including developing a robust mechamsm for ensurimg that all relevant
stakeholders have the opportunity to participate in uk pohcy development

The Board has appeinted nine pecple to the uk Pohicy Stakeholder Commuttee {which includes the Head of Secretanat) with members
drawn from a broad range of backgrounds bringing expertise from different aspects of the industry The Stakeholder Commuttee has an
tmportant and mnmdependent role 1n supporting the uk Policy Process

To date, two proposals for Issue Groups have been submutted one on developing a formal abuse policy to deal with domain names
bemg used in connection with crimunal activity and one which proposes to discuss the practice of expired domain tasting The
Secretanat continues to work on outreach to stakeholders to highlight the current proposals

The PAB

The PAB was operational for the period covered by the report but has been replaced by the revised uk Policy Process The PAB’s role
was Lo provide non-binding advice to Nomunet’s Board on the non-operational gutding principles regarding the oversight of the uk
registry

Membership of the PAB

The PAB was made up of up to 18 representatives - eight elected by the members of Nomunet, up to eight appointed representatives
from other stakeholder groups and orgamisatrons and up to two non-executve directors At the point the PAB ceased to exist there were
only 11 members

Elected PAB Members 2009-10

Nomunet members who served on the PAB during this period were
James Conaghan, Mark Healey, Nora Nanayakkara, Rob Taylor, Michael Toth
There were no elections held m 2010 as the PAB recommended that Nominet suspend the rules on the election process as 1t had

recommended sigmficant reform of the Policy Process PAB members agreed that holding elections at a time when the role for which
members would stand may cease to exist would be mappropriate
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Representatives of Appointed Organisations 2009/10

Ernic Ramage (Institute of Trade Mark Attorneys, Chair), Stephen Rhodes (Department for Business, Innovation and Skills), The Earl
of Erroll (apComms — the All Party Commumcation Group), David Evans (Information Commssioner’s Office), Mane-Claude
Hemming (Federation of Small Businesses) and Tom Wills-Sandford (Intellect) and Sara Draper (CBI) attended as an observer

Board representative
Gordon Dick

Policy matters

Reform of the PAB

In November 2009 the PAB agreed recommendations for a Policy Process which would be more outward facing, provide an opportunty
for a broad range of stakeholders to participate and put forward well reasoned, balanced policy advice to the Nomunet Board

The review and extension of the Phishing Lock

The PAB reviewed the use of the Phushung Lock which they had recommended be implemented at the March meeting The Lock had
been used around 60 times 1n the six-month period and there was no evidence of abuse As the PAB was content with how the Phushing
Lock was being used n practice 1t was agreed that 1ts use should be extended to cover domain names that were being used 1n connection
wiath criminal activity This recommendation responded to the need to supply registrars with the tools necessary to work towards making
uk a safer place

Jtd.uk/.ple.uk

The PAB were asked to consider how the current rules for Itd uk and ple uk domain names could work 1n line with the rules set out 1n
the ‘Company and Business Names (Miscellaneous Provisions) Regulations 2009’ The PAB recommended that the rules of registration
for Itd uk and plc uk should be aligned with the Compantes House rules The recommendations were accepted by the Board and
following confirmation from BIS that there are no longer any current tntentions to pursue an amendment to the ‘Company and Busimess
Names (Miscellaneous Provisions Regulations)’ the Executive 1s preparing a proposal which outlines how the rules should be changed
and which will be put out to consultation during 2011

Trust and the .uk brand

In May 2010, the PAB engaged 1n discussion with a representative from the Trading Standards Institute on whether registrants of a uk
domain name should be required to have a presence in the UK Trading Standards report an increase 1n the number of complaints
regarding counterfent goods and non-delivery of items purchased on the Internet The PAB recogmnised that awareness raising and
relationship building between Nomunet and Trading Standards were important and the Executive have begun work 1n this area
Nominet's CEO spoke at the Trading Standards Conference and has established links with relevant contacts as a result
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Corporate governance

Nomunet 1s a private company, limited by guarantee and 15 therefore not required to comply with the provisions of the UK Corporate
Governance Code (formerly the Combined Code) However the Board 1s commutted to ensuring that proper standards of corporate
governance operate throughout the company and have therefore followed the principles of the UK Corporate Governance Code as far
as 15 practical, relevant and appropriate for a company of Nominet’s size and nature

Following 1s a brief description of the role of the Board and 1ts Comrnuttees followed by a statement about our nsk management policy
and procedures

The Board

The role of the Nominet Board 15 to provide leadership of the company within a framework of prudent and effective controls The
Board sets the company’s vision and strategic aims ensuring that the necessary financial and other resources are 1n place so that the
company can meet its objectives and review management performance

The Board usually meets every two months Our external auditors reviewed the register of Board members’ interests during their audit
of the company’s financial statements

Our Board of Directors for the last year comprised a Chairman, Chief Executive, one executive director, two appointed non-executive
directors and four non-execuuve directors who were elected by the company membership

Bob Gilbert resigned from the Board in March 2010 We would like to thank Bob for his service on the Board from 2005 to 2010

Baroness Renme Fritchie DBE was appointed as Chair of Nomnet 1n June 2010 following a competitive selection process Piers
White MBE was appointed as a non-executive director in June 2010 following a competitive selection process Glenn Hayward,
Normminet’s Director of Finance was appointed as an executive director in September 2010

Gordon Dick stood down as a non-executive director and we would like to thank Gordon Dick for his service on the Board from 2004
to 2010

Non-executive director elections were held during June/July 2010 and Sebastien Lahtinen and Thomas Vollrath were elected to the
Board

Current Board Members

Baroness Rennie Fritchie DBE
Chair

Baroness Fritchue DBE 1s an Independent Crossbench Peer, Chair of the 2gether NHS Trust for Gloucestershure, a consultant on strategy
and leadershup working out of Mamnstream Development She was apponted as Chair of Nomunet 1n June 2010 following a competiive
selecuion process

She was Chair of the Web Science Research Imuative at Southampton University and MIT until 2009 and 1s a former Pro Chancellor of
Southampton University

She was Vice Chair of Stroud and Swindon Building Society until 2008 In 1999 she was appointed Commussioner for Public
Appontments and a Civil Service Commussioner, a post she held for seven years

Baroness Fritchie DBE 15 the holder of seven Honorary Degrees from the Universiues of Southampton, York, Oxford Brookes, St
Andrews, The Open University, Hull University and Queen’s University, Belfast She 1s also a Fellow of the Umiversity of
Gloucestershire, City & Guilds, London, the Chartered Institute for Public Finance and the Sunningdale Institute, part of the National
School of Government She was appointed a Dame Commander of the Order of the Bnush Empire in 1996 and a life peer in 2005
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Lesley Cowley OBE
Chief Executive

Lesley Cowley OBE has been Managing Director/Chief Executive of Nomunet since 2002

She 15 responsible for leading Nomunet and for the development and implementation of strategy She leads relationship building and
haison with Nominet members and stakeholders and internanional representation and leadership n the Internet field

In 2011, Lesley was awarded an OBE for services to the Internet and e-commerce In 2007, she won the CBI First Women Award for .
Technology In 2006, she was a top five finalist in Britain's Best Boss awards and received a special commendation

Lesley 1s an elected Council member and Vice Chair of the Country Code Names Supporting Organisation (ceNSO) of ICANN She 1s a
Fellow of The Bniish Computer Society, The Institute of Credit Management, The Chartered Management Institute and the Royal
Society for Arts She 15 a member of the Institute of Directors, The Inspirabonal Women Network and 15 a STEM Ambassador to
schools

Lesley was a founding Trustee of the Nomunet Trust chanity and served on the Board of the Trust until December 2010 She 1s currently
a Trustee of the Jenner Hall charity She has an MBA, with disuinction

Glenn Hayward
IDhrector of Finance

Glenn Hayward has been Director of Finance since 2008 and also takes responsibility for Nomunet’s Busiess Development and
Busmess Analysis functions

Glenn qualified as a Chartered Accountant in 1998 while working for Momis & Co, a medim-sized practice m Chester Glenn stayed
practice for a further two years after qualification, working for Arthur Andersen 1n their Assurance and Business Advisory division,
where he ook on responsibility for large company audits and due diigence projects for company acquisitions and disposals Since then
Glenn has performed senior finance and analysis roles for Psion, Go Fly, easyJet and most recently for Northgate Information Solutions
where he was the Finance Director for the SME division focused on payroll and HR outsourcing Glenn also has extensive Acquisitions
experience, having project managed a number of acquisitions during his time at Northgate

Glenn has a degree 1n Physics from the Umiversity of Birmingham and 1s a member of the Institute of Directors and the Insutute of
Chartered Accountants in England and Wales

Chve Grace
Non-Executive Director

Chve Grace 15 an expenenced Board level executive and non-executive with a strong regulatory, audit, legal and forensic background
Chive has experience across the public, private, commercial and professional sectors and has also worked at a semor level with

Government officials and politicians

He has a public policy and public services background, including social enterprise and chantable foundation expertise with particular
experience 1 the field of governance

Chve, an Honorary Fellow of Cardiff Business School, 1s currently chair of the Local Better Regulation Office, Chair of the Research
Councils’ Shared Services Company, Trustee of the Solace Foundauon, Charr of CIPFA’s International Board, Chairman of Supporta
Ple, a non-executive director on the BT Wales Board and an Adviser on public policy matters to the Board of BT Wales

Clive has been a non-executive director since December 2008
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Sebastien Lahtinen
Non-Executive Director

Sebastien Lahtinen has a B Sc Management and M Sc Management of Information Systems degree from the London School of
Economics

An entrepreneur with a strong interest in Internet related projects, Sebastien 1s director of NetConnex, a hosting company, Chairman and
director of LONAP, a not-for-profit Internet Exchange Point and co-founder of thunkbroadband com,an independent broadband
mformation site

Previcusly (from 2007 to 2009) he was a non-executive director of Nomuinet He was also a member of Nomunet's Policy Advisory
Body for four years, two of them as Chair

Nora Nanayakkara
Non-Executive Director

As anon-executive director, Nora Nanayakkara brings experience 1n online business, digital media and international domain markets
within both New Media and the not-for-profit sector She provides business consultancy to UK chanties through Pilotlight and working
at Sedo/Adlink Media over the last six years has given her valuable insight into both the primary and secondary international domain
markets

Nora was also an active member of Nomunet’s Policy Advisory Body (PAB) Her formal education includes an MBA 1n International
Business 1n addition to a BA from Umversity College Cork, Ireland, and on-the-job traiming in media communications and strategic
financial modelling

Jonathan Robinsen
Non-Executive Director

Jonathan Robinson 1s a co-founder of Group NBT (formerly NetBenefit) plc and was Chief Operating Officer of the Group until June
2009 Jonathan was most recently responsible for the areas of product management and associated strategic planning, fulfilment
operations and industry policy 1ssues, as well as acquisition integration projects

He holds a PhD 1n Matenals Engineening and a BSc (Physics) from the Umversity of Cape Town He previously held research posts at
Impenal College, London from 1993-94 and then the Rolls Royce Technology Centre at the University of Cambridge untill 1997

Previously (from 2003 to 2007) he was a non-executive director of Nomunet and 1s a current non-executive director of the domain name
registry operator Afilias Limuted

Thomas Vollrath
Non-Executive Director

Thomas Vollrath 1s an accomplished, results oriented international business executive with expenence n estabhishing, acquinng and
leading diverse operations 1n multiple international locations

He has succeeded 1n delivering business growth 1n a vanety of contrasting situations, including turning around and realising
significantly enhanced value 1n previously underperforming divisions

Thomas 15 currently CEQ of the Host Europe Group, which comprises two leading Internet services busimesses He 1s also co-founder of
three high growth, profitable new operating divisions

Thomas holds an MBA 1n International Management from Long Island University, NY, as well as a BA 1n Internattonal Business
Management from Franklin College, Switzerland
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Piers White MBE
Non-Executive Director

Piers White MBE 15 an expenenced non-executive director, with an extensive board level business career He was appornted as a non-
executive director of Nomunet 1n June 2010 following a competitive selection process

Piers 1s a non-executive director of Ordnance Survey and has been Chair of their Audit and Risk commuttee for the past eight years He
1s also a non-executive director of ACS International Schools Lid and CIPFA Business, the commercial arm of the Chartered Institute of
Public Finance and Accountancy Pro bone, Piers makes time to act as Chair of The Larks Nursery School, as Deputy Chair of
Hazelwood Schoel and as a Governor of Croydon College

Piers had a successful executive career 1n banking including Service Director for all Barclays UK branches, senior executive roles at
Flemings and UK Chief Executive Officer of Insinger de Beaufort, the Anglo Dutch Private and Investment Bank

Piers has a degree 1n Econonucs and Statistics from Exeter Umiversity and an MBA from Henley Management College He 1s a member !
of the Chartered Insutute of Marketing and an associate of the Chartered Institute of Bankers He was awarded an MBE for public
service 1n 2009

Corporate Governance Review

Dunng the year we completed a sigmificant stage in our corporate governance reforms to ensure Nominet can embrace the challenges
that lie ahead

Following the independent governance review by Professor Bob Garratt published 1n March 2009 we consulted with our members and
wider stakeholders on the changes to our constitution that the review recommended The feedback we received helped us 1o better
understand the challenges we faced in altering our governance structure 1n a way that would be satisfactory to our membership, wider
stakeholders and also to the Government, whose concerns about the existing struciure had prompted us to commssion the independent
review

After much careful consideration and wide ranging discussions, we developed a statement of comnutments that outlined how we
believed Nominet and 1ts members could work together to shape the future of uk Based on those commutments we presented a set of
proposals for changes that would enable the industry and Nominet to continue to prosper into the future and stave off the threat of
Government regulation of the industry

We held a further consultation on these proposals between November and December 2009 to engage member suppori for these changes
We received an encouraging number of responses indicating support for the proposals

At an Extraordinary General Meeting on 24 February 2010 our members voted to change our constitution Each of the proposed
changes was supported by over 90% of the member votes cast and so all resolutions were carned Turnout for the vote was over 38%,
represeniing more than 72% of the possible votes that could be cast and was the highest we have ever achueved

The amended consttution encapsulates our pubhc purpose, ensuring that the Board takes all stakeholders’ views mnto account when
developing policy and making business decisions Thus will ensure that

. We conduct our business for the pubhc benefit |
. We have a well balanced Board that 1s able 1o make good business decisions and reflect our public purpose !
* Our Board has the ability to set prices for registrations and renewals
. We will work with our members 10 find a way for other stakeholders to have an influence over the way Nominet continues to

develop

The vote was cast aganst the backdrop of the Gevernment's Digital Economy Act, whuch includes reserve powers to regulate the UK
domain name industry
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We believe that Normunet’s members have now proven their commitment to consider the needs of all stakeholders by reaffirming our
public purpose, as well as ensuring that we are governed according to best practice standards We hope that by implementing i1n full the
changes that respond to the Government’s concerns, the reserve powers in the Digital Economy Act will not be needed

At the EGM, members agreed to the principle of wider stakeholder involvement in Nomunet, and requested the directors to begin a
considered process of examining the membership structure and voung rights so as to bring them into line wizh the Garran
recommendations and ensure representation of wider uk stakeholders The Board has started that process of examuning the membership
structure and 1s considering the implications of any changes carefully Once the Board has a set of options or recommendations that 1t
feels meet the needs of our stakeholders 1t will present them to the members for consultation to seek their opimions On listeming to the
feedback the Board will further develop a set of plans to present to the membership to instigate any new structures

Following the successful outcome cf the EGM, we have been able to strengthen the Board to ensure we have a well balanced and
appropnately skilled team to meet future challenges that face Nomunet This 1s a firm foundauon from which the Board can work
together with the executive to strengthen Nomunet’s future and make uk a more stable, secure and robust space

The following commuttees deal with specific aspects of the company’s affairs
The Audit Commitiee

The Nomunet Audit Committee was established in September 2002 1n hine with the best practices of corporate governance as set out in
the UK Corporate Governance Code (formerly the Combined Code)

The Commuttee consists of a minimum of three non-executive directors who are independent of management and free from any
business or other relationship that could interfere with the exercise of their independent judgement Meetings are usually also attended,
by invitation, by the Chief Executive and the Director of Finance The Commuttee meets at least twice a year

The Commuitee’s role 1s to momter on the Board’s behalf the appropnate processes and controls resulting from policies set by the
Board with particular focus on

. the scope, results and effectiveness of the external audit

. careful review of any non-audit services provided by the external auditors
. effectiveness of the processes of governance

. effectiveness of spend/ value for money

. compliance with policy and statutory requirements

. internal controls mcluding adherence to policy

. safeguarding of assets

The Audit Commuttee met twice over the last financial year, in January 2010 and September 2010

At these meetings the Commuttee reviewed

. the 2009 Annual Report and Accounts and audit report and recommended that the Board approve these
. an external report of the Company’s security systems

. the distribution of the Company’s cash deposits

. a presentation from Quilter, the Company’s investment managers

. the scope of the external audit for the financial year 2010

. the Company’s nisk report, business continuity planning and insurances schedule

The full terms of reference for the Audit Commttee can be found on our website www.noeminet.org.uk/governance/board/audit/
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Audit Committee Members 2009/10

October 2009 - March 2010
Clive Grace (chair)

Gordon Dick

Bob Gilbert

Nora Nanayakkara

March 2010 ~ July 2010
Chive Grace (chair)
Gordon Dick

Nora Nanayakkara

September 2010
Clive Grace {chair)
Nora Nanayakkara
Piers White MBE

The Remuneration Committee

The Remuneration Commuttee was established in September 2002 and formalised the process of reviewing and determuning the
company’s overall policy on remuneration that was already n place It reviews and determunes the Company’s policy on remuneration
and advises the Board on the specific remuneration packages of semor management, 1n particular the executive directors

The commuttee consists of no fewer than three non-executive directors who are all independent of management and free from any
business or other relationshup that could interfere with the exercise of their independent judgement

The commuttee met four urnes during the last financial year, in October 2009, December 2009, Apnl 2010 and September 2010 At
these meetings they reviewed and agreed the overall remunerauon policy for all employees within the company, reviewed and agreed
semor management pay including the executive directors, and agreed targets for senior management performance related pay

Remuneration Committee Members 2009/10

October 2009 — March 2010
Jonathan Robinsen (chair)
Gordon Dick

Bob Gilbert

Nora Nanayakkara

March 2010 - July 2010
Jonathan Robinsen (chair)
Gordon Dick

Nora Nanayakkara

September 2010
Jonathan Robinson (chair)
Rennie Fritchie

Nora Nanayakkara

Piers White MBE

Full terms of reference for the Remuneration Commuttee can be found on our website at
www.nominet.org.uk/governance/board/remuneration/
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Risk management

The Board of directors has delegated responsibility for ensunng that Nomunet maintains a sound system of risk management and control
to the Senior Management and Operations Management Teams, which act as a nisk management group The Board of directors 1s
responsible for regularly reviewing the effectiveness of the system of risk management and control This system 1s designed to manage
rather than eliminate the nisk of failure to achieve policies, aims and objecuives, 1t can therefore only provide reasonable and not
absolute assurance of effectiveness

During the last year we have again updated our risk review and further developed the business continuity plan We are continuing to
evaluate the nature and extent of risks that we face and how we manage them efficiently, effecuvely and economcally

As part of our nisk management and business continuity planning we have carried out periodic business continuity tests to ensure that
our disaster recovery and emergency mitigation plans are fit for purpose and well rehearsed We have powered our office with our
backup generator, invoked home working plans for our customer support and systems admunistration teams during the extreme wintry
weather that we expenenced at the start and end of the year, as well as established a rigorous schedule of regular failover and business
contnuity plan tests

We have carried out secunty penetration tesung using external experts to test our security measures and have further developed our

relationships with key secunity and critical national infrastructure governance experts who have been able to offer advice and assistance
to us on an ongoing basis
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Report of the directors

The directors present their annual report and the financial statements of the company for the year ended 30 September 2010

Principal activities and busimness review

The principal activity of the company 1s the registration and maintenance of uk Internet Domain Names

The company’s balance sheet shows a satisfactory position, with funds amounting to £21,018,000 The Articles of Association of the
company prohibit all distributions to the members These funds are retained for the continuation of the ongoing operations, for
contingencies and to enable education, research and development titiatives in the UK Internet industry

Results

The trading results for the year and the company’s financial position at the end of the year are shown in the attached financial
statements

Financial risk management objectives and policies

The company uses vanous financial instruments These include cash, equity mvestments and various items, such as trade debtors and
trade creditors that arise directly from its operations The main purpose of these financial instruments 1s to manage the finances for the
company’s operations The existence of these financial instruments exposes the company to a number of financial nsks although asa
result of cash balances available to the company these nisks are mumimal The main risk therefore 15 cashflow risk The directors
review and agree policies for managing the cashflow risk which are summanised below These policies have remained unchanged from
previous years

Cash risk

The company seeks to manage financial nsk by ensuning sufficient liquudaty 1s available to meet foreseeable needs and to mvest
surplus cash assets safely and profitably within reputable FSA regulated mstitutions Short-term flexibility 1s achieved by treasury
deposits and other bank facilities accordmgly

Directors
The directors who served the company duning the year were as follows

L Cowley OBE

G Dick (resigned 6 July 2010)

Baroness 1 Fritchie DBE (apposnted 7 June 2010)
R Gilbert (resigned 30 March 2010}

C Grace

G Hayward (appointed 22 September 2010)
S Lahtinen (appomted 7 July 2010)

N Nanayakkara

J Robmson

T Vollrath (appointed 7 July 2010)

P Whte MBE (appomnted 7 June 2010)

The Board has implemented a policy for the conduct of Board members for declarmg an interest in another entity Nomunet holds and

maintains a register of these interests of Board members which 1s reviewed annually by the auditors during their audit of the
company’s accounts
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birectors’ responsibilities

The directors are responsible for preparing the Report of the directors and the financial statements in 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 in accordance with United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) 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 period In prepanng those
financial statements, the directors are required to

. select suitable accounting policies and then apply them consistently,

. make judgements and 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,

. prepare the financial statements on the going concern basis unless 1t 1s inappropriate to presume that the company will continue
1n business

The directors are responsible for keeping adequate accounting records that are sufficient 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 1rregularities

In so far as the directors are aware

. there 15 no relevant audit information of which the company’s auditor 1s unaware, and
. the directors have taken all steps that they ought to have taken to make themselves aware of any relevant audit information and
to establish that the auditor 1s aware of that information

Donations
During the year the company made a donation of £5m (2009 £3m) to the Nominet Charitable Foundation (‘Nomunet Trust’) Nomunet
Trust was set up during 2008 for the purpose of funding education, research and development mmtiatives in the UK Internet Industry

The company has exercised 1ts nght to appoint two trustees of Nomunet Trust, from a total of six Nomunet Trust operates independently
from the company

In addition to the above, during the year the company contnbuted £11,208 (2009 £10,874) to chanties A significant proportion of this

sum matched donations made by Nomunet staff to various fundraising activities orgamised by a staff volunteer led “Charity Action
Group’
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Auditor

The company’s articles require annual reappointment of the auditors Grant Thornton UK LLP have expressed their willingness to
continue 1n office In accordance with s485(4) of the Compames Act 2006 a resolution to reappoint Grant Thornton UK LLP as auditors
will be proposed at the Annual General Meeting

o FiH
ON BEHALF OF THE BOARD

Baroness I Fritchie DBE
Chair 24 March 2011
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Auditor’s report |

Report of the independent auditer to the members of Normnet UK i

We have audited the financial statements of Nominet UK for the year ended 30 September 2010 which comprise the principal
accounting policies, profit and loss account, balance sheet, cash flow statement and the notes to the financial statements The financial
reporiing framework that has been applied 1n their preparation 1s applicable law and Umited Kingdom Accounting Standards (Umted
Kingdom Generally Accepted Accounting Pracuce)

This report 15 made solely to the company’s members, as a body, 1n accordance with Chapter 3 Part 16 of the Compamies 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 1n

an auditor’s report and for no other purpose To the fullest extent permutied 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 set out on page 39, 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 the
financial statements 1n 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) Ethical Standards for Auditors

Scope of the audit of the financial statements
A description of the scope of an audit of financial statements 1s provided on the APB’s website at www.fre.org uk/apb/scope/UKNP.

Opinion on financial statements
In our opinion the financial statements

. give a true and fair view of the state of the company’s affairs as at 30 September 2010 and of 1ts profit for the year then ended,
. have been properly prepared 1n 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 matters prescribed by the Companies Act 2006

In our opinion the other information given 1n the Annual Report for the financial year for which the financial statements are prepared
ts consistent with the financial statements This other information comprises only the Highhights, the Report of the directors, the
Chair’s Statement, the Chief Executive’s Statement and Managing our Finances

Matters on which we are required to report by exception
We have nothing to report 1n respect of the following matters where the Compamies Act 2006 requires us to report to youf, 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

. 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 recerved all the information and explanauons we require for our audit

[ S RN N VOV R -

Janet Crookes

Sentor Statutory Auditor

for and on behalf of Grant Thornton UK LLP

Statutory Auditer, Chartered Accountants

Oxford 25 March 2011 ‘
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The directors are responsible for the maintenance and integnty of the corporate and financial information included on the company’s
website Legislation in the Umited Kingdom governing the preparation and disserination of financial statements may differ from
legislation 1n other junisdictions
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Accounting policies

Basis of accounting
The financial statements have been prepared under the histonical cost convention and 1n accordance with applicable accounting
standards

The principal accounting pelicies remain unchanged from the prior year and are set out below

Turnover

Turnover represents fees for domain name registration and related services and membership subscriptions, excluding value added tax
Only subscriptions and fees relating to this accounting period are included as income of this accounting period That part of
subscriptions and fees which relates to future accounting periods 1s included on the balance sheet as deferred income

Fixed assets
All fixed assets are mutially recorded at cost

Depreciation
Depreciation 1s calculated so as to write off the cost of an asset, less its estimated residual value, over the useful economic life of that
asset as follows

Leasehold buildings — 2%
Computers — 33 33%

Other assets

Fixtures and fittings — 209%
Fit out costs — 10%

Other equipment — 20%

Leasehold land 1s not depreciated

Investments

Fixed asset investments are stated at the lower of cost and market value

Movements in unrealised provisions are included in operating expenses Realised profits and losses on disposal, net of any provisions
previously made, are disclosed after operating profit

Operating lease agreements

Rentals applicable to operating leases where substantially all of the benefits and risks of ownership remain with the lessor are charged
against profits on a straight line basis over the period of the lease

Deferred taxation

Deferred tax 15 recogmsed 1n respect of all timing differences that have onginated but not reversed at the balance sheet date where
transactions or events have cccurred at that date that will result 1 an obligation to pay more, or a right to pay less or to receive more tax,
with the following exceptions

Provisien 1s made for tax on gains arising from the revaluation (and stmular fair value adjustments) of fixed assets, and gains on disposal
of fixed assets that have been rolled over into replacement assets, only to the extent that, at the balance sheet date, there 15 a binding
agreement to dispose of the assets concerned However, no provision 1s made where, on the basis of all available evidence at the balance
sheet date, 1t 15 more likely than not that the taxable gain will be rolled over into replacement assets and charged to tax only where the
replacement assets are sold
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Deferred tax assets are recognised only to the extent that the directors consider that it ts more hikely than not that there will be suitable
taxable profits from which the future reversal of the underlying timing differences can be deducted

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply in the periods in which timung differences
reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet date

Foreign currencies

Monetary assets and liabslities 1n foreign currencies are translated into sterling at the rates of exchange ruling at the balance sheet date
Transactions in foreign currencies are translated 1nto sterhing at the rate of exchange ruling at the date of the transaction Exchange
differences are taken 1nto account 1n arrving at the operating profit
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Profit and loss account

For the year ended 30 September 2010.

2010 2009
Note £000 £000
Turnover 1 21,503 19,798
Movement in prowvisicn against nvestments 9 (315) (366)
Donation to Nominet Trust 2 5,000 3,000
Other operating charges 2 12,924 13,490
Total operating charges 17,609 16,124
Operating profit before amounts provided against
investments and donation to Nominet Trust 8,579 6,308
Operating profit 3 3,894 3,674
Income from fixed asset investments 9 358 382
Interest receivable 6 155 165
Profit/(loss) on disposal of iInvestments 9 461 (819)
Protit on ordinary activities before taxation 4,868 3,402
Tax on profit on ordinary activities 7 {1,120) {1,070)
Profit for the financial year 17 3,748 2,332

All of the activities of the company are classed as continuing

The company has no recognised gains or losses other than the results for the year as set out above,

The accompanying accounting policies and notes form part of these financial statements
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Balance sheet

As at 30 September 2010
2010 2009
Note £000 £000
Fixed assets
Tangible assets 8 10,430 10,837
Investments 9 23,184 17,176
33,614 28,013
Current assets
Debtors 10 4,169 3,813
Cash at bank 8,595 9,009
12,764 12,822
Creditors amounts falling due within one year 12 2,200 2,910
Net current assets 10,564 9,912
Total assets less current labilities 44,178 37,925
Deferred income 13 23,160 20,655
21,018 17,270
Reserves
Profit and loss account 17 21,018 17,270
Funds 21,018 17,270

These financial statements were approved by the directors and authonsed for 1ssue on 24 March 2011, and are signed on
their behalf by
boves doidddee
Baroness | Fntchie DBE
Charr
Company Registration Number 3203859
The accompanying accounting policies and notes form part of these financial statements
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Cash flow statement
For the year ended 30 September 2010.

Net cash inflow from operating activities
Returns on investments and servicing of finance
Taxation

Capital expenditure and financial investment

(Decrease)/increase in cash

The accompanying accounting policies and notes form part of these financial statements.
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Note
18
18
18
18

18

2010 2009
£000 £000
6,635 5,357
513 547
(1,578) (95)
(5,984) (1,278)
(414) 4,531
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Notes to the annual report and financial statements
For the year ended 30 September 2010,

1. Turnover

The turnover and profit before tax are atinbutable to the one principal activity of the company An analysis of turnaver,
based on the gecgraphical location of the registrars, 1s given below

2010 2009

£000 £000

United Kingdom 15,402 14,415
Overseas 6,101 5,383
21,503 19,798

2. Other operating charges

2010 2009

£000 £000

Staff 6,713 6,735
Technical 1,594 1,998
Other administrative 1,923 2,025
Depreciation and loss on disposal of fixed assets 1,159 1,175
Operations 130 320
Facilities 668 711
Communications 737 526
12,924 13,490

During the year the company made a donation of £5m (2009 £3m) to Nominet Trust (see page 3)
This amount has been separately disclosed on the face of the profit and loss account due to its matenal nature
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3. Operating profit

Operating profit 1s stated after charging 2010 2009
£000 £000
Depreciation of owned fixed assets 1,159 1,175

Auditor's remuneration

Audit fees 18 17
Non-audit fees 15 22
Operating lease costs

Plant and machinery 62 53

Non-audit fees include tax comphance and VAT and other tax advisory services

4. Particulars of employees
The average number of staff employed by the company during the financial year amounted to

2010 2009
No No
Operaticns 84 83
Office 29 28
Management 6 4
119 115

The aggregate payroll costs of the above were
2010 2009
£000 £000
Wages and salaries 5,461 5,261
Social security costs 608 556
Other pension costs 110 95
6,179 5912

The company does not operate a pension scheme The pension costs above are the employer's contributions payable to
employee stakeholder pension schemes
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5. Directors

Remuneration in respect of directors, as set by the Remuneration Committee, was as follows

Emoluments recevable
Payments to third parties for directors' services

Pension contrnbutions to money purchase pension schemes

Emoluments of highest paid director

Total emoluments (excluding pension contnbutions)

2010

£000
507
85

8
600

—_—

2010
£000

280

The above summary information 1s expanded in the table set out below

Salary/ Other

fess payments™*

£000 £000

R Gilbert * 85 -
L Cowley ** 162 43
G Hayward 2 9
G Dick 68 -
S Lahtinen 6 -
A Hanton - -
T Vollrath 6 -
| Fritchie 21 -
P White 9 -
J Robinson 35 -
C Grace 35 -
N Nanayakkara 35 -
Year ended 30 Sep 2010 464 52
Year ended 30 Sep 2009 356 -

‘Payment made to a third party for director services

"*Total emoluments of £283,000 in 2009 include £46,000 in relation to the estimate cost of the company's Long Term

Incentive Plan, now closed

Bonus
(PRP)
£000

62

Other

Pension benefits
£000 £000

8 13

2009

£000
341
85

434

2009
£000

275

2010
£000
85
288
12
68

21

35
35
35
600

2009
£000
85
283

***Other payments include contract vaniation, reimbursement of legal fees and associated costs Other benefits consist of

income protection, private health insurance and a company car
The company does not operate a pension scheme The pension costs above are the employer's contributions payable

to employee stakeholder pension schemes
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6 Interest receivable

Bank interest recevable

7. Taxation on ordinary activities

(a) Analysis of charge In the year

Current tax

In respect of the year

UK Corporation tax based on the results for the year at 28%
(2009 - 28%)
Over provision in prior year

Total current tax

Deferred tax
Ongination and reversal of timing differences {note 11)
Tax on profit on ordinary activities

(b) Factors affecting current tax charge

The tax assessed cn the profit on ordinary activities for the year
differs from the standard rate of corporation tax

in the UK of 28% (2009 - 28%)

Profit on ordinary activities before taxation

Profit on ordinary activities multiplied by rate of tax
Expenses not deductible for tax purposes

Income not allowable for tax purposes

Depreciation in excess of capital allowances

Research and development enhancement

Other short term tming differences

Adjustments to tax charge in respect of previous periods

Total current tax {note 7(a))
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2010 2009
£000 £000
155 165
2010 2009
£000 £000
1,134 1,109
{(6) {17)
1,128 1,092
(8) (22)
1,120 1,070
2010 2009
£000 £000
4,868 3,402
1,363 953
6 217
(183) -
70 (4)
(63) (65)
{59) 8
(6) (17)
1,128 1,092
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8 Tangible fixed assets

Leasehold

Other
land & Total
buildings Computers Assets
Cost £000 £000 £000 £000
At 1 October 2009 8,352 4,443 2,176 14,971
Addions - 725 27 752
Disposals - {126) - (126)
At 30 September 2010 8,352 5,042 2,203 15,597
Depreciation
At 1 October 2009 287 3,289 558 4,134
Charge for the year 135 773 251 1,159
On disposals - (126} - (126)
At 30 September 2010 422 3,936 809 5,167
Net book value
At 30 September 2010 7,930 1,106 1,394 10,430
At 30 September 2009 8,065 1,154 1,618 10,837

Leasehold land 1s being depreciated on a 2% straight line basis 1in accordance with the company's accounting palicy The
land 1s owned by Magdalen College and leased by the company over 150 years
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9 Investments Fixed asset Investments
Cost and net book value 2010 2009
£000 £000

At 1 October 17,176 17,263
Addiions 5,000 -
Re-invested gains/{losses) on disposal of investments 461 (819)
Re-invested income 358 382
Management charges and foreign exchange movements {126) (16)
Movement on provision against investments 315 366
At 30 September 23,184 17,176

The company also holds 100% of the equity share capital of its subsidiary undertaking, Nominet Limited Nominet Limited
was incorporated for intellectual property protection purposes on 25 May 2007, when 1t 1ssued one £1 share to Nominet
UK Nominet Limited has been dormant since s incorporation

A prowision against fixed asset investments has been made by the company to reflect investments at the lower of cost and
market value, 1n accordance with the accounting policy on page 43 At 30 September 2010 the total provision against
fixed asset iInvestments was £298,000 (2009 £613,000)

At 30 September 2010 the aggregate market value of the fixed asset investments was £27 Om (2009 £19 9m)

10 Debtors
2010 2009
£000 £000
Trade debtors 1,482 1,411
Other debtors 3 4
Prepayments and accrued income 2,676 2,398
Deferred taxation (note 11) 8 -
4,169 3,813

All debtors are repayable within ane year of the balance sheet date
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11. Deferred taxation

The deferred tax included in the Batance sheet 15 as follows

Included under assets (note 10)

Included under habihties

The movement in the deferred taxaton account duning the year was

Balance brought forward

Profit and loss account movement ansing during the year
{note 7)

Balance carned forward

The balance of the deferred taxation account consists of

the tax effect of timing differences In respect of

Excess of taxation allowances over depreciation
Other short term timing differences

Balance carned forward

12, Creditors. amounts falling due within one year

Trade creditors

Corporation tax

Other taxation and social security
Other creditors

Accruals
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Deferred taxation

2010 2009
£000 £000
8 -
2010 2009
£000 £000
- (22)

8 22

8 —
2010 2009
£000 £000
(27) (86)
35 86

8 -
2010 2009
£000 £000
314 577
126 576
721 438
274 230
765 1,089
2,200 2,910
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13. Deferred income

Amounts to be recogrised within one year

Amounts to be recognised after more than one year

Deferred income consists of those parts of membership subscription fees and registration fees that relate to future

accounting periods

14. Commitments under operating leases

At 30 September 2010 the company had annual commitments

under non-cancellable operating leases as set out below
Operating leases which expire

Within 1 year
Within 2 to 5 years
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2010 2009
£000 £000
17,114 15,342
6,046 5313
23,160 20,655

Assets other than land and bulldings

2010 2009
£000 £000
22 19

3 26

25 45
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15 Related party transactions

The company defines related parties as the directors of Nominet UK and companies that those persons could have a
matenal influence on as related parties Details of transactions with related parties are set out in the table below

Owed

by/(to) Income Purchases

Nominet UK to Nominet by Nominet

at 30-Sep-10 UK 2010 UK 2010

£000 £000 £000

R Gilbert (Winchdown Ltd}) - - 87
Baroness | Fritchie DBE - 1 1
P White MBE - 1 -
S Lahtinen (NetConnex Ltd) - 3 -
S Lahtinen (LONAP Ltd) - - 2
T Vollrath (Webfusion Ltd) {440) 4,256 -
{440) 4,261 a0

Owed by/(t0) Income Purchases

Nominet UK to Nominet by Nominet

at 30-Sep-09 UK 2009 UK 2009

£000 £000 £000

R Gilbert (Winchdown Lid) 8 - 90
S Lahtinen (NetConnex Ltd) - 2 -
S Lahtinen (LONAP Ltd) - - 2
8 2 g2

The directors personally purchased domain names frem Nominet in the year The total amount invoiced per director was
less than £750

All these transachions were on an arm’s length basis, on normal business terms

16. Company himited by guarantee

The company 1s imited by guarantee and each member’s hability will not exceed £10 The number of members at 30
September 2010 was 2,857 (2009 2,869)
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17. Profit and loss account

2010 2009
£000 £000
Balance brought forward 17,270 14,938
Profit for the financial year 3,748 2,332
Balance carried forward 21,018 17,270

The Articles of Asscciation of the company prohibit all distnbutions to the members These funds are retained for the
continuation of the ongoing operations, for contingencies and to enable educaticn, research and development initatives in
the UK Internet industry

18 Notes to the cash flow statement
Reconciliation of operating prohit to net cash inflow from operating activities

2010 2009

£000 £000
Operating profit 3,894 3,674
Depreciation 1,159 1,175
Amounts provided against investments (315} (366)
Increase in debtors (348) (202)
Increase n creditors 2,245 1,076
Net cash inflow from cperating activities 6,635 5,357

The operating profil for the year ended 30 September 2310 15 stated after a donation to the Nominet Trust of £5,000,000
{2009 £3,000,000) and a movement on provisions against investments of £315,000 (2009 £366,000)

Returns on investments and servicing of finance

2010 2009
£000 £000
Income from other fixed asset invesiments 358 382
Interest recewved 155 165
Net cash inflow from returns on investments and servicing of
finance 513 547
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18. Notes to the statement of cash flows {continued ..)

Taxation

Taxation \

Capital expenditure and financial investment

Payments to acquire tangible fixed assets
Acquisition of hixed asset iInvestments
Income re-invested In fixed asset investments, net of

management charges and foreign exchange

Net cash outflow for capital expenditure and financial
Investment

Reconcihiation of net cash flow to movement in net cash

{Decrease)/increase In cash in the pernod
Net cash at the beginning of the year

Net cash at the end of the year

Analysis of changes In net cash

At 1 Qct

2009

£000

Cash at bank 9,009
Net cash 9,009

—_———————
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2010 2009
£000 £000
(1,578} (95)
2010 2009
£000 £000
(752) (912)
(5,000) -
(232) (366)
(5,984) (1,278)
2010 2009
£000 £000
(414) 4,531
9,009 4,478
8,595 9,009

At 30 Sep

Cash flows 2010
£000 £000
(414) 8,595
(414) 8,595
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19. Contingent liabilities

At 30 September 2010 and 30 September 2009 the company was Involved in a dispute with a former employee of the
company who has brought a claim against the company The dispute had not been resolved at the time of approval of
these financial statements The directors have not made various disclosures as required by paragraphs 89 - 94 of FRS 12
as they consider that such disclosures could prejudice the position of the company n the dispute

20. Capital commitments
There were no capital commitments at 30 September 2010 or 30 September 2009

59




Nominet UK
Company Limited by Guaraniee
Annual report and financial statements for the year ended 30 September 2010

Glossary

ccTLD

A Country Code Top Level Domain (ccTLD) 1s a top level domain used and reserved for a country or dependent territory
Examples of ccTLDs include uk for the United Kingdom, de for Germany, us for the United States of Amernca, ca for
Canada, and fr for France Each country appoints a manager for its ccTLD and sets the rules for allocating domains
Nominet manages the uk ccTLD

DNSSEC
Domain Name System Securty Extensions provide the Domain Name System with authentication of responses from DNS
servers and am to prevent DNS spoofing, which 1s a common technique used by hackers

ENUM
Telephone Number Mapping or ENUM 1s an internationally approved method for connecting the telephone
communications network to the Internet

Extensible Provisioning Protocol (EPP)
EPP s a new automated method for registering domain names

ICANN

Internet Corporation for Assigned Names and Numbers An international, not-for-profit, private sector organisation created
to coordinate four key functions of the Internet managing the domamn name system, allocating IP address space,
assigning protocol parameters and managing the root server system

IGF

The Internet Governance Forum (IGF) was established by the United Nations to accommodate mult—stakeholder policy
dialogue n the field of Internet governance It ams to bring together all stakeholders in the Internet governance debate,
whether they represent states, the private sector or civil society, on an equal basis and through an open and inclusive
process

Register
The definitive database of all domain name registrations within the uk Top Level Domain

Registrant

The individual or organisation (e g lmited company, partnership, sole trader, etc ) that registers a specific domain name
They hold the rnght to use that domain name for a specified period of tme (two years for a domain name ending In uk)
The registrant 1s the ‘legal entity’ who 1s bound by Nominet's terms and cenditions of domain name registration

Registrar

A registrar 1s the company or organisation that people register therr domam name through The registrar Is the agent
through which people register domain names — it does not mean that they are an agent of Nornmet The registrar may be
a member of Nominet, but they act on their customer’s behalf rather than our behalf

Registry

An Internet domamn name registry receves domain name service (DNS) information into a centralised database and
transmits the information 1n Internet zone files on the Internet so that domain names can be found by users around the
world via the world wide web and emal Nomnet s the registry for the uk country code Top Level Domain (ccTLD)
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Nominet UK

Minerva House

Edmund Halley Read
Cxford Science Park
Oxford OX4 4DQ

t +44 (0) 1865 332211

e nominet@nominet org uk

www nominet org uk

® Nominet UK 2011
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