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Report of the directors

The directors submit theirr annual report and the audited financial statements for the year ended 31
January 2011

Business review and principal activities

The Company’s principal acuvity 1s to finance the actvites of Alpha Schools (Highland) Limited, a
Special Purpose Company that has been established to enter mto a Private Finance Imnauve (“PFI”)
contract with The Highland Councd  The PFI contract involves the design, build and financing of eleven
primary and secondary schools together with the provision of certamn facihties management services
within these schools

On 6 Aprl 2006, the Company 1ssued fixed rate bonds of 81,405,210 and borrowed a fixed rate loan
from the European Investment Bank (“EIB”) of £60,000,000 The proceeds raised in respect of the
bonds and loan (less debr 1ssue costs) have been lent to Alpha Schools (Highland) Lunuted under the
terms of an On-Loan Agreement to enable 1t to carry out its obligauons under the PFI contract The

same terms that apply to the Company in respect of the bonds and loan also apply to Alpha Schools
(Highland) Lumited

The Company has not since 1ts date of incorporaton carried on any business or actvities other than
incidental to the financing of Alpha Schools (Highland) Limited

Both the Company and Alpha Schools (Highland) Limited are wholly owned subsidiaries of Alpha
Schools (Highland) Holdings Limited Alpha Schools (Highland) Holdings Lirmuted 1s owned fifty per
cent by HICL Infrastructure Company Lumuted and fifty per cent by Northern Infrastructure Investments
LLp

Principal risks and uncertainties

The princtpal nsk facing the Company 1s the mabidity to meet its obligattons in respect of mterest and
principal repayments on the bonds and EIB loan A Financial Guarantee provided by Ambac Assurance
UK Limited (“Ambac™) 1s in place to manage this risk  Under the terms of the Guarantee, Ambac
unconditionally and wrrevocably agrees to pay all sums due and payable by the Company 1n the event that
the Company fails to pay

In order to meets its contractual obhgations, the Company 1s dependent on receipt of funds from Alpha
Schools (Highland) Limited and therefore 1s dependent on the successful operauon of Alpha Schools
{Highland) Limited and the PFI contract in general The contractual arrangements for the PFI contract
have however been structured to minimise the risks retained by Alpha Schools (Highland) Limited and
there are vartous security and contracrual arrangements in place to protect Alpha Schools (Highland)
Limured from default or non-performance by any sub-conrractors  Intra-group loan agreements are in
place to define the funding arrangements between the Company and Alpha Schools (Highland) Limited

Future developments

The directors do not anticipate any change in the Company’s acuvities
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Report of the directors (continued)

Results and dividends

The profit for the year amounted to N1l (2010 £Nu)
The directors do not recommend payment of a dividend 1n respect of the year (2010 £Nul)

Financial risk management objectives

The directors’ approach to financial risk management objectives and exposures have been set out 1n note
9 of these financial statements

Summary of key performance indicators

The directors have momtored the progress of the overall company strategy and the individual strategic
elements by reference to the following financial indicaror

2011 2010 Methed of calculation
£ £
Total net debt at balance
Net debt 149,928,241 152,846,183 sheet date

As the Company 1s primarly a financing vehicle, there are no relevant non-financial key performance
indicators

Directors and their interests

The directors of the Company who held office duning the year and to date are as follows

P ] Cooper

G A Quaife

A L Roshier (resigned 13 May 2010)

H O’Gorman (appornted 19 August 2010)

In accordance with the Company's Arucles of Assoctation, none of s directors are required to retire
None of the directors who held office at the beginning or end of the year had any interests 1n the shares
of the Company

Directors’ responsibilities

The directors are responsible for preparing the Directors’ Report and the financal statements in
accordance with applicable law and regulatons
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Report of the directors (continued)

Directors’ responsibilities (continued)

Company law requires the directors o prepare financial statements for each financial year Under that law
the directors have elected to prepare the financal statements m accordance with United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accountng Practice) Under company law
the directors must not approve the financtal statements unless they are satsfied that they give a true and
farr view of the state of affairs of the company and of the profit or loss of the company for that period In
preparing those financial statements, the directors are required to

- select suwitable accounting policies and then apply them consistently,
- make judgements and estimates that are reasonable and prudent,

- prepare the financial statements on the gomng concern basts unless 1t 1s nappropriate 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 ume the financial position
of the company and enable them to ensure that the financial statements comply with the Compantes Act
2006 They are also responsible for safeguarding the assets of the company and hence for taking
reasonable steps for the prevenuon and detectton of fraud and other irregularites

In so far as each of the directors are aware

thete 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 awate of any
relevant audit information and to establish that the auditor 1s aware of that informauon

To the best of my knowledge

the financial statements, prepared in accordance with the applicable set of accounting standards, give a
true and far view of the assets, liabilities, financial position and profit or loss of the company, and
the management report includes a fair review of the development and performance of the business and
the positon of the company, together with a descrption of the principal risks and uncertainties that the
company faces
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Report of the directors (continued)

Auditor

Grant Thornton UK LLP offer themselves for reappointment as auditors 1n accordance with section
489(4) of the Compames Act 2006

ON BEHALF OF THE BOARD

4L c o

H O'Gorman

Director

21 July 2011

Registered in England - No 05516176
15t Floor Phoenmix House

18 King Wilham Street

London
EC4N 7BP
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Corporate governance statement

The Company has listed securities in 1ssue and 1s required to provide a corporate governance statement 1n
accordance with IDTR 7 2 2 of the FSA Handbook The Company has however voluntanly applied the
provisions set out i the Combined Code on Corporate Governance The Company 1s committed to
applying the hughest principles of corporate governance, as they relate to the Company’s business Due to
the size and restricted nature of the Company's business, there are certamn areas of the Combined Code
where the directors consider that full compliance would not be pustified

The Board and its directors

The Company 15 led by a Board of non-executive directors  The appomtment of the directors 1s pursuant
to a Shareholders’ Agreement dated 29 March 2006 and under the terms of this Agreement, both
Infrastructure Investment Holdmgs Limited (“ITHL”) and Northetn Infrastructure Investments LLP
(“NII”) are entitled to appomnt two directors to the Board of the Company

Two directors are currendy appotnted by IIHL and one director 1s appointed by NII  Each director 1s
enntled to appomt an Alternate Director for the purposes of attending a specific board meeung

Fach director 1s of equal standing Due to the size and nature of the Company, thete 1s no appointed
chairman or chief execuuve There 1s also no disunction drawn between executive and non-executive
directors  As such the Company does not comply with Provisions A12, A13 A2 and A3 of the
Combined Code

As the Board members all have considerable experience of similarly structured mfrastructure projects and
their financing, the Company does not arrange any formal induction or tramning for new directors Thus 1s
not in complance with Provision A 5

The Company has arranged approprate 1nsurance cover for its directors and officers m respect of legal
action agamst himn or herself

The Board acknowledges that 1t 1s collectively responsible for the success of the company by providing
leadership, setting the company’s strategic aims, ensusing that the necessary financial and human resources
are 1n place, and reviewing management performance

In order to discharge these responsibtlities, the Board meet on a regular basis throughout the year Since
the commencement of the PFI contract 1n Aprl 2006, the Board has held monthly Management Meenngs
at which it discusses the activities of the Company, Alpha Schools (Highland) Limuted and Alpha Schools
(Highland) Holdings Limited In addition the Board holds a semrannual Board Meeting The
Management and Board Meetings are also attended by key members of the project’s management team
The table below indicates the number of meetings held and the number of meeungs attended by each
director
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Corporate governance statement (continued)

The Board and its directors (continued)

Board Management
Number of meetings held in the year 2 11
P J Cooper 2 11
G A Quaife - -
A L Roshier - 4
H O’Gorman 1 7

All directors recerve appropriate and umely information and briefing papers in advance of the
Management and Board Meetings Whilst day to day management of the Company 1s delegated to the
management team, there 1s a formal schedule of matters reserved for decision by the Board These
include such matters as the provision of guarantees or indemnities in respect of any hiability, entering into
any other financing facility, approval of the annual budget or engaging 1 any other activity

Appotntments to the Board are made 1n line with the Shareholders’ Agreement There 1s no Nomination
Commmittee and therefore the Company does not comply with Provision A 4 of the Code

Due to the size and narure of the Company, the Board does not undertake a formal annual evaluation of
its performance and that of us directors and there 1s no formal policy on re-election of directors
Consequently, the Company does not comply with Provisions A 6 and A 7 of the Code The directors
however ensure that the Board 1s structured in such a way that each member of the Board 1s able to bring
different experiences and skills to the operation of the Company and encourages and supports each

director to regularly update and refresh their skills and knowledge
Remuneration

None of the directors recetve any remuneration as directors of the Company There 1s therefore no
remuneration policy or procedure and no Remuneration Commuttee The Company has therefore not

complted with Provisions B 1 or B 2 of the Combined Code
Accountability and audit

The Board seeks to present a balanced and understandable assessment of the Company’s positon and
prospects There 1s no Audit Commuttee as the size and nature of the Company does not warrant such a
committee The company therefore does not comply with Provision C 3 of the Combined Code The
Board 1tself maintains a relatonship with the external auditors which allows 1t to monitor their objectvity,
mdependence and cost-effecuveness




Alpha Schools {Highland) Project Plc 9
Annual report and financial statements for the year ended 31 January 2011

Corporate governance statement (continued)

Internal control

The Board has applied principle C 2 of the Combmed Code by establishing a process for idenufying,
evaluating and managing the significant risks the Company faces The Board annually reviews the process,
which has been 1n place from the start of the year to the date of approval of this report However, due to
the size and nature of the Company's business, thus process 15 not in compliance with the revised guidance
on wnternal control published 1n October 2005 (the Turnbull Gudance) The Board 1s responsible for the
Company’s system of internal control and for reviewing 1ts effeciveness Such a system 1s designed to
manage rather than elimnate the nisk of falure to achieve business objectives, and can only provide
reasonable and not absolute assurance against material musstatement or loss

In compliance with Proviston C 21 of the Combined Code, the Board reviews the effectuveness of the
Company’s system of internal control The Board’s monitoring covers all controls, mcluding financial,
operational and compliance controls and risk management It s based principally on reviewing financtal
and operational reports from management to consider whether significant rnisks are 1denufied, evaluated,
managed and controlled and whether any significant weaknesses are promptly remedied and indicare 2
need for more extenstve monitorng

The Board has not identified nor been advised of any faillings or weaknesses which 1t has determined o be
significant during the course of 1ts review of the system of mternal control Therefore a confirmaton 1n
respect of necessary actions has not been considered appropriate  Due to the size and nature of the
Company, the Board does not constder there to be a requirement for an Internal Audit Function although
the requirement for this s considered annually

Going concern

The directors are required under the Combined Code on Corporate Governance to have satisfied
themnselves as to the Company’s ability to continue 1n exustence for the foreseeable furure The directors
have reviewed and challenged the latest forecasts for Alpha Schools (Highland) Limuted and have
concluded that the Group has adequate resources and 15 jusufied 1n using the gomng concern basts 1n
preparing the financial statements

Dialogue with shareholders

The Company 1s a wholly owned subsidiary of Alpha Schools (Highland) Holdings Lumuted although one
nominee share 1s held by Infrastructure Investment Holdings Limited Dralogue with the ulumate parent
undertaking and controlling parties 1s managed through the monthly management meetings, six-monthly
board meetings and the Annual General Meeung ("AGM™)

All Drrectors attend the AGM, and shareholders have the opportunity to queston any member of the
Board on any relevant topic Each substantal issue raised 1s proposed as an idividual resolunon of the
AGM and voted on
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o GrantThornton

Independent auditor’s report to the members of
Alpha Schools (Highland) Project Plc

We have audited the financial statements of Alpha Schools (Highland) Project Plc for the year ended 31
January 2011 which comprise the profit and loss account, the balance sheet and the related notes The
financial reporting framework that has been applied 1 their preparation 1s apphicable law and United
Kingdom Accounung Standards (United Kingdom Generally Accepted Accounting Practice)

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

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilines Statement set out on pages 4 to 5 the directors
are responsible for the preparation of the financial statements and for bemng sausfied that they give a true
and farr view Our responsibility 15 to audit and express an opimon on the financal statements m
accordance with applicable law and Internatonal Standards on Audiing (UK and Ireland) Those
standards requre us to comply with the Audiung Pracuces Board’s (APB%) 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/private cfm

Opinion on financial statements

In our opimton the financial statements

*  give a true and fair view of the state of the company's affairs as at 31 January 2011 and of 1ts result
for the year then ended,

*  have been properly prepared 1 accordance with United Kingdom Generally Accepted Accounting
Practice, and

®*  have been prepared 1n accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In cur opiiton

*  the information given in the Directors' Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements, and

*  the information given 1n the Corporate Governance Statement set out on pages 7 to 9 with respect
to internal control and risk management systems 1n relation to financial reporung processes 1s
consistent with the financial statements
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° Grant Thornton

Independent auditor’s report to the members of
Alpha Schools (Highland) Project Ple

Matters on which we are required to report by exception

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

o report o you lf, in our opion

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

the financial statements are not i agreement with the accountng records and returns, or

certain disclosures of directors’ remuneration specified by law are not made or

we have not recerved all the nformation and explanations we require for our audit, or

a Corporate Governance Statement has not been prepared by the company

Cowor L W d

Andrew Howie

Senior Statutory Auditor

for and on behalf of Grant Thornton UK LLP
Statutory Auditor, Chartered Accountants

Edinburgh

2} july 2011
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Profit and loss account

12

2011 20190
Note £ £
Interest recervable 3 8,957,847 8,929,183
Interest payable and similar charges 3 (8,957,847) (8,929,183)

Profit on ordmary acuvities before taxation -

Taxauon 4 -

Results for the year -

All acuvities are conunuing

There 15 no difference between the profit on ordinary acuvines before taxation and the result for the year

stated above and their historic cost equivalents

The Company has no recognised gains and losses other than the result stated above and therefore no

separate statement of total recognised gains and losses has been presented

The accompanying accounting policies and notes form part of these financial statements.
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Annual report and financial statements for the vear ended 31 January 2011

Balance sheet

Fixed asset investment
L.oans to fellow subsidiary undertakings

Current assets

Debtors - amounts falling due within one year

Current hiabilities
Creditors - amounts faling due within one year

Net current assets
‘Total assets less current liabilities
Creditors - amounts falling due after more than one year

Net Assets

Capital and reserves
Called-up share capital
Equity shareholders' funds

R a
H O’Gorman

Director

Note

10
1

13

2011 2010

£ £
146,782,391 149,698,721
4,186,246 4,204,095
(4,186,246)  (4,204,005)
146,782,391 149,698,721
(146,732,391)  (149,648,721)
50,000 50,000
50,000 50,000
50,000 50,000

The directors authorised and approved the financial statements for 1ssue on 21 July 201t

Company Registration Number 05516176

The accompanying accounting policies and notes form part of these financial statements.
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Notes to the financial statements

Principal accounting policies

Basis of preparation

The financial statements have been prepared on the going concern basis, under the historical cost
convention and in accordance with the Compantes Act 2006 and apphicable accounung standards (United
Kingdom Generally Accepted Accounting Practice) A summary of the more tmportant accounting
polictes 1s set out below There have been no changes made to previous accounting policies

Cash flow statement

The Company 1s exempt from the requirement of FRS 1 (Revised) to prepare a cash flow staternent as 1ts
results are included in the consolidated financial statements of Alpha Schools (Highland) Holdings
Limited which includes a cash flow statement

Taxation

The current tax chatge is based on the profit for the year and 1s measured at the amounts expected to be
paid based on the tax rates and laws substantively enacted by the balance sheet date Current tax 1s
recognised 1 the profit and loss account for the period

Financial habilives

Financial liabilittes are obligattons to pay cash or other financial assets and ate recognised when the
Company becomes a party to the contractual provisions of the mstrument Fmancal habiities are
recorded mnally at fair value, net of direct 1ssue costs

Financial liabilittes are subsequently recorded at amorused cost using the effective interest method, with
mterest-related charges, mncluding third party guarantee charges, recognised as an expense in finance cost
i the profit and loss account Finance chatges, imncluding premmuims payable on settlement or redemption
and direct 1ssue costs, are charged to the profit and loss account on an accruals basis using the effecuve
interest method and are added to the carrying amount of the instrument to the extent that they are not
settled 1n the period i which they arise

Financial Liabilies are derecognised only when the obligation 1s extinpuished, that 1s, when the obliganon
1s discharged or cancelled or expires

The accompanying accounting policies and notes form part of these financial statements.
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Notes to the financial statements (continued)

Principal accounting policies {continued)

Financial assets

All financial assets are categorised as loans and recewvables Financial assets are recognised when the
company becomes a party to the contractual provisions of the mnstrument Financial assets are iutially
recogmused at fair value plus transaction costs

Loans and recetvables are non-derrvative financial assets with fixed or determinable payments that are not
quoted 1 an actuve market Inter-company debtors are classified as loans and recervables Loans and
recetvables are measured subsequent to mmitial recognition at amorused cost using the effective interest
method, less provision for impairment Any change n their value through impairment or reversal of
impairment 1s recognised 1n the profit and loss account

Provision against intet-company debtors 1s made when there is objective evidence that the company will
not be able to collect all amounts due to 1t in accordance with the oryginal terms of those recervables The
amount of the write-down 1s deterimined as the difference between the asset's carrying amount and the
ptesent value of estimated future cash flows

An assessment for imparment 1s undertaken at least at each balance sheet date

The accompanying accounting policies and notes form part of these financial statements.
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Notes to the financial statements (continued)

Operating profit

None of the directors recetved any remuneration as directors from the Company during the year The
Company has no directly employed personnel

Audit fees of £9,000 (2010 £9,000) and other admimustration expenses are bome by Alpha Schools
(Highland) Limuited, a fellow subsidiary undertaking

Interest payable and similar charges (net)

201 2010
£ £
Interest pavable on bonds and secured loans (6,993,203) (7,092,172
Interest payable due to Alpha Schools (Highland) Holdings Ltd (1,964,644) (1,837,011)
Interest recevable on loans made to Alpha Schoolk (Highland) Led 8,957,847 8,929,183
Fmance costs net - -
Taxation
The results for the year do not give rise to a 1ax charge (2010 £Nul)
Fixed asset investments
201 2010
£ L
Amounts owed by Alpha Schools (Highland) Lumited 146,732,391 149,648,721
Amounts owed by Alpha Schools (Highland) Holdmngs Limited 49,999 49,999
Amounts owed by Infrastructure Inve stments Holdings Ltd 1 1

146,782,391  149698,721

Loans to fellow substdiary undertakings are considered to be fixed asset investments as they are intended
for use on a contnuing basis 1n the company's acuvities The directors consider such loans to be held for
the long term over the bife of the related debt

The amounts stated above are all due 1n more than one vear (refer 10 Note 6 for those amounts due
within one yeat)

Amounts owed by Alpha Schools (Highland) Limited compmse
e sentor debt faciities of £134,698,445, of which £3,195,850 1s due within one year (Note 6) (2010
£137,616,387, of which [3,026,718 was due within one year), and,
e subordinated debt faciines of £15,229.796, none of which 1s due within one year (Note 6) (2010
£15,229.796, of which £170,744 was due within one year)
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Notes to the financial statements (continued)

Fixed asset investments (continued)

Sentor debe factlines comprise a loan which ts made up of the proceeds of the 1ssue of £81,405,210 of
fixed rate bonds and a £60,000,000 fixed rate loan from the European Investment Bank ("EIB”) The
loans are stated at amorused cost, using the effective interest rate method and are net of unamortised 1ssue
costs of £1,154,149 (2010 £1,201,094) The Company has lent the proceeds of both the bond and EIB
loan to Alpha Schools (Highland) Limited on the same terms as those applicable to the Company

Debtors - amounts falling due within one year

2011 2010

£ £

Amounts owed by Alpha Schools (Highland) Limited (refer to Note 5) 3,195,850 3,197,462
Interest owed by Alpha Schools (Highland) Limited on subordmated loan

notes 990,396 1,006,633

4,186,246 4,204,095

Creditors - amounts falling due within one year

2011 2010
£ £
Interest owed to Alpha Schools (Highland) Holdings Lumited on
subordinated loan notes 990,396 1,006,633
Borrowings — amounts falling due within one year
Fixed rate secured bonds 1,798,940 1,692,306
Secured bank term loans 1,396,910 1,334,412
Amounts owed to Alpha Schools (Highland) Holdings Limited - 170,744

4,186,246 4,204,095
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Notes to the financial statements (continued)
Creditors - amounts falling due after more than one year
201 2010
£ £
Borrowings
Fixed rate secured bonds 75,838,943 77,577,722
Secured bank term loans 55,663,652 57,011,947
Amounts owed to Alpha Schools (Highland) Holdings Limsted 15,229,796 15,059,052
146,732,391 149,648,721
Repayable as follows
Between one and two years 3,091,964 3,522,094
Between two and five years 10,232,981 10,774,592
After five years 133,407,446 135,352,035
Total botrowings 146,732,391 149,648,721
The undiscounted contractual matunities are repayable as follows
Less than one year 3,195,850 3,197,462
Between one and two years 3,091,964 3,522,094
Berween two and five years 10,232,981 10,774,592
After five years 135,774,226 137,827,591
Total borrowings 152,295,021 155,321,739

Fixed rate senior guaranteed secured bonds due 1n 2036 of £100,400,000 were created on 6 April 2006
Of thus £81,400,000 were 1ssued and sold at a market value of £81,405210 The Company has
£19,000,000 vartation bonds which may be used to finance certamn varrations within the PFI contract
The bonds are repayable 1n semi-annual instalments commencing on 31 January 2010 and ending on 31
January 2036 Interest on the bonds 1s also payable sermu-annually at a rate of 4 792% per annum and
payments commenced on 31 July 2006

The secured bank term loan 1s from the European Investment Bank Prinapal repayments are made
semt-annually commencing on 31 January 2010 and ending on 31 January 2035 Interest on the loan 1s
also payable semi-annually at the rate of 4 58% per annum and payments commenced on 31 July 2006

Payments in respect of both the bonds and EIB loan are guaranteed by Ambac Assurance UK Limited
which unconditionally and irrevocably guarantees to pay all sums due and payable by the Company 1n the
event that the Company fails to pay The cost of this guarantee 1s treated as a direct cost of finance by the
Company
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Notes to the financial statements (continued)

Creditors - amounts falling due after more than one year (continued)

The fixed rate senuor guaranteed bonds and the secured bank term loan are each stated at amortised cost,
using the effective interest rate method and are net of unamortised 1ssue costs of 1,154,149 (2010
£1,201,094) These costs together with the mterest expense are allocated to the profit and loss account
over the term of the loans Interest 1s calculated using the effective interest rate method

The Company has recerved £15,229,796 (2010 £15,229,796) n the form of fixed rate subordinated loan
notes from Alpha Schools (Highland) Holdings Limited, the proceeds of which have been on-lent to
Alpha Schools (Highland) Limnited

Interest 1s payable on the loan notes at a rate of 129% During the year the repayment terms of the loan
note were changed and the loan notes are now repayable in three mstalments beginning on 31 July 2036
and ending on 31 July 2037 The loan notes were previcusly repayable on an annuity basis beginning on
31 January 2010 and ending on 31 July 2036

The borrowings are secured by a fixed charge over the assets of the Company, an assignment of all nghts
under the legal agreements to which the Company 1s a party and a floaung charge over all the Company’s
undertakings and assets which have not been effecuvely secured by way of a fixed charge or assignment

The carrying value of the Company’s secured assets (including those of 1ts fellow subsidiary) at the balance
sheet date was £155,689,639 (2010 £158,355,983)

The Company, Alpha Schools (Highland) Holdings Limited and Alpha Schools (Highland) Limited have
granted a joint and several guarantee 1n respect of each other’s obliganons under the sentor finance
documents  Alpha Schools (Highland) Holdings Limuted has also guaranteed the obhgations of Alpha
Schools (Highland) Limited to the Company under the Intercompany Onloan Agreements

Financial instruments

The Company’s financial instruments comprise borrowings and loans recetvable  The sole purpose of
these financial instruments 1s to rase finance for the operatons of Alpha Schools (Highland) Limited
The Company has not entered into derivative transactions It 15, and has been throughout the year under
review, the Company’s policy that no trading in financial mstruments be undertaken The main nisk
ansing from the Company’s financral instruments 1s credit risk The Board’s policy for managing this risk
ts summarised below

The company's financial instruments are summarised as follows

2011 2010
£ £
Financial assets
Loans and recetvables 150,968,637 153,902,816
Financial liabilities
Other creditors (accrued subordinated loan note interest — see Note 7) 990,396 1,006,633
Measured at amortised cost 149,928,241 152,846,183

150,918,637 153,852,816
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Notes to the financial statements (continued)

Financial instruments (continued)

Credit nsk

The Company 1s dependent on receipt of funds from Alpha Schools (Highland) Limited 1n order to meet
tts contractual obhigations In turn, Alpha Schools (Highland) Limited 1s dependent on receipt of funds
from The Highland Council in return for the delivery of services The directors consider credit risk to be
very low due to the fact that The Highland Couneil 1s a local authonty with speafic public sector funding
committed to funding the PFI contract

In otder to further manage credit nisk, the directors have ensured that there are contractual arrangements
in place to mumimise the risks retained by Alpha Schools (Highland) Limuted (for example in respect of
performance and availability deductions which are prncipally passed on to that company’s sub-
contractors) and to protect 1t from default or other non-performance by any of 1ts sub-contractors As
credit nisk 15 considered to be mimmal, a sensitivity analysis of the exposure has not been performed

The Company, Alpha Schools (Highland) Holdings Lumuted and Alpha Schools (Highland) Limited have
granted a jount and several guarantee 1n respect of each other’s obhgatons under the senior finance
documents Alpha Schools {(Highland) Holdings Limited has also guaranteed the obligatnons of Alpha
Schools (Fighland) Limited to the Company under the Intercompany Onloan Agreements

Interest rate nsk

The Company has no exposure to interest rate risk as all 1ts borrowings are at a fixed rate of interest
Although current market interest rates are currently below the fixed rate of interest, this 15 not considered
to be a nsk given that the income being recerved by Alpha Schools (Highland) Lumuted to service
repayment of the borrowings 1s also fixed

Ligudity nsk

This risk s managed via the funding contracts into which the Company has entered The repayment
profiles of the debt and loan commitments are set out 1 note 8 above In addition, the back to back
lending arrangement with Alpha Schools (Highland) Lumited ensures that hqudity nsk within the
Company 1s mmimised

Foreign currency risk
The Company has no foreign currency transacuons  All of the Company’s borrowings are denominated
in stetling

Interest rate profile
The interest rate profile of the Company’s financial liabilities was as follows

2011 2010
£ £
Fixed rate borrowings 149,928,241 152,846,183

The fixed rate bonds have interest payable at 4 792% and the bank loan has fixed rate interest payable at
4 58% The subordinated loan notes have interest payable at 12 9%




Alpha Schools (Highland) Project Pic 21
Annual report and financial statements for the year ended 31 January 2011
Notes to the financial statements (continued)
Financial instruments (continued)
Borrowing facilities
Drawn Undrawn Total
£ £ £
Varianon bonds - 19,000,000 19,000,000
The Company has the above undrawn borrowing facihines at 31 January 2011, expiring 2036, which are
subject to various conditions
Fair values
Set out below 1s a comparison of book values and fair values of the Company’s financial instruments
At Fair Value At Fair Value
Through Through
Profit & Loss Profit & Loss Book Value Book Value
2011 2010 2011 2010
£ £ £ £
Financial assets
Loans to fellow subsidiary undertakings 145,426,394 144,125,824 149,928,241 152,846,183
Fixed assert investments 50,000 50,000 50,000 50,000
At 31 January 145,476,394 144,175,824 149,978,241 152,896,183
Financial habilities
Fixed rate secured bonds 66,594,019 67,619,794 77,637,883 79,270,028
Secured bank term loan 63,652,579 61,276,234 57,060,562 58,346,359
Subordinated loan notes 15,229,796 15,229,796 15,229,796 15,229,796
At 31 January 145,476,394 144,125,824 149,928 241 152,846,183

The farr value of the loans to fellow subsidiary undertakings 15 based on the market value of sumilar debt
mstruments at 31 January 2011 The terms of the loans to fellow subsidiaries are fixed therefore no
adjustment has been made to reduce the book value to fair value The cost of the fixed asset investments

approximates fair value

The fair value of the fixed rate secured bond 1s based on 1ts market value at 31 January 2011 The secured
bank term loan's fair value 1s based on cash flows discounted using a rate based on botrowings of 4 11%
(2010 4 78%) The terms of both the loan and the bond are fixed therefore no adjustment has been made

to reduce the book value to fair value
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Notes to the financial statements (continued)

Financial instruments (continued)

Capital nsk management

The Company’s objective when managing capital 1s to safeguard the group’s ability to continue as a gomng
concern 1n order to provide returns for shareholders and benefits for other stakeholders The Company 15
highly geared, consistent with stmilarly structured PFI investment compantes The risk of interruption of
cash inflows by the Company (which are required to repay the debt) 1s low due to these ulttmately being
recetvable from the public sector The geating rauos at 31 January 2011 and 31 January 2010 were as
follows

2011 2010

£ £

Fixed rate secured bonds and secured bank term loan 134,698,445 137,616,387

Equity plus subordinated loan notes 15,279,796 15,279,796

Total capital 149,978,241 152,896,183
Gearing rauo 90% 90%

The Company has complied with all externally imposed capital requirements during the year

Called up share capital

2011 2010
£ L
Authornsed
50,000 ordinary shares of £1 each 50,000 50,000
Allotted, 1ssued and fully paid
50,000 ordinary shares of £1 each 50,000 50,000
Reconciliation of movement in shareholders' funds
2011 2010
£ £
Opening sharcholders’ funds 50,000 50,000
Result for the financial year - -
Closing shareholders' funds 50,000 50,000

There has been no movement in shareholders' funds during the year
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Notes to the financial statements (continued)

Related party transactions

Alpha Schools (Fighland) Project Ple has 1ssued £81,405,210 bonds and borrowed £60,000,000 from the
European Invesunent Bank These funds have been on-loaned, less debt 1ssue costs, to Alpha Schoeols
{Highland) Limited The amount outstanding at the year end from Alpha Schools (Highland) Limited in
respect of the bonds was £77,637,883 (2010 £79,270,028) and 1n respect of the European Investment
Bank loan was £57,060,562 (2010 £58,346,359)

The Company has recerved (15,229796 (2010 £15,229.796) 1n the form of fixed rate subordinated loan
notes from Alpha Schools (Highland) Holdings Timited, the proceeds of which have been on-lent to
Alpha Schools (Highland) Limited

The relatonship between Alpha Schools (Highland) Project Plc and Alpha Schools (Highland) Limited 1s
described in the Report of the Directors

Ultimate parent undertaking

The Company 1s a wholly owned subsidiary of Alpha Schools (Highland) Holdings Lumuted which 1s
incorporated in Great Britain and registered in England and Wales Copies of Alpha Schools (Highland)
Holdings Limuted consolidated financial statements can be obtained from the Company Secretary at
Cowley Business Park, High Street, Cowley, Uxbridge, Middlesex, UB8 2AL

One ordmnary share is held by Infrastructure Investments Holdings Lid which 1s ncorporated in Great
Britain and registered in England and Wales The Directors consider the ultimate controlling parties to be
HICL Infrastructure Company Limuited and 31 Infrastructure Ple




