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London and Birmingham Railway Limited

Directors’ report

The directors present their report and financial statements for the year ended 2 July 2011

Results and dividends

London and Birmingham Railway Limited was corporated on 12 May 2006 London Midland 1s the trading
name for London & Birmingham Railway Limited The company commenced trading on 11 November 2007
under a 7 year and 10 month franchise from the Department for Transport (DfT) The franchise brought together
parts of 2 previous franchises, Central Tramns and Silverhnk Trains and approxmmately half of a separate
maintenance company, Maintram Limited

The loss for the year, after taxation, amounted to £389,000 (loss for the year to 3 July 2010 £2,729,000)

No dividends were paid during the year

Principal activities and review of the business
The principal activity of the company 1s the operation of passenger railway services on the long distance routes
from London Euston to Liverpool via Birmingham, as well as the commuter services in and around Bimmingham

2011 2010

£m £m

Revenue 3254 3284
Operating loss (3.0) (1.5)
Margin -0.9% -0 5%
Passenger income growth (on a like for like basis*) 8.6% 7.2%

* Like for like basis 1s defined as making comparisons with normalised prior year data of 52 weeks

The year has been characterised by a consolidation of LM’s performance improvement sustained last year and a
continued focus on ensuring the delivery of a significant new diesel fleet for the franchise’s West Midlands
operations These are scheduled to commence in August 2011 PPM (Public Performance Measure) for London
Midland, measuring trains arriving at destination within 5 minutes lateness remained farrly static during the vear,
ending at 91 6%, whilst the latest National Passenger Survey (NPS) score for overall customer satisfaction fell
from 86% to 83%, however the delivery of new trains in mid 2011 and longer term pay deals, which remove the
risk of industnial action affecting our services going forward, should help to improve this

During the year, passenger revenue growth has remained buoyant at 8 9% with an increase in passenger numbers
of 4 6%, this 15 attributable to strong demand 1n the Birmingham area and on our Trent Valley and Liverpool
services

The busimess continues to deliver its commutted obligations, and most of these have been met with all capital-
related obligations forecast to be completed 1n the next financial year

By April 2011, LM completed the fitment of energy meters on its electric fleet and will, from that date, be billed
by Network Rail for the electricity 1t uses for traction, by reference to these meters This will provide the
business with much more accurate consumption data going forward which will enable 1t to promote more
efficient and economical driving of the fleet
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London and Birmingham Raillway Limited

Directors’ report

Financial Review

Funding

The company required £18 5 mullion of parent funding at the end of the year, to meet its DfT hqudity
obligations As at the year-end £29 3m was held on interest-bearing deposit London Midland maintained 1ts
DfT liquidity covenants throughout the year

Financial trading

London Midland’s operating loss, before exceptional items, amounted to £3 Om for the year ended 2 July 2011
This result was ahead of the locally-managed forecast by £1m and in-line with the company’s board expectations
for the year

This operating profit 1s supported by passenger revenues of £204 3m, other revenues of £40 Om and by franchise
subsidy from the DfT of £81 Im

Operating expenditure in the year amounted to £328 4m, made up of principally Network Rail charges (22%),
rotling stock lease charges (15%), staff costs (31%) and charges for fuelftraction electricity (6%) Other costs
make up the balance of (26%) Fuel prices were 39 19 pence per litre — which 1s made up of the fuel hedge price
for the London Midland franchise in the early years of 27 19 pence per litre, 11 pence per hitre for fuel duty and
| pence per lLitre for delhivery

Capital investment

Caprtal investment over the prior years of the franchise totals £27 9m and purchases in the year (net of third
party funding) amounted to £7 3m

Environmental initiatives

The key environmental initiative completed 1n the year was the fitment of meters on the whole of the LM electric
fleet The metening equipment allows the company to accurately record 1ts electricity consumption and thereby
manage 1ts carbon footprint

Key deliverables for the forthcoming year
2011/12 will be one of the busest franchise years for London Midland Qur commitments include

e Capnal expenditure — London Midland capital expenditure in the next financial year will be 1n excess of
£6m This level of expenditure will close out all financial commuitted obhgations of a capital nature
prescribed mn our franchise agreement,

e  Further delivery of new fleets (Diesel Class 172 units) following on from the introduction of the Class
350/2 electric units introduced last year and,

e  Further focus on cost reduction and efficiencies and promoting further revenue growth

Going Concern
The Company’s business activities, together with the factors likely to affect its future development, 1ts financial
position and financial nsk management objectives and pol:cies are described on pages 2to 3

The Company has considerable financial resources together with a Franchise Agreement with the Department for
Transport to provide passenger raillway services As a consequence, the directors believe that the Company 15
well placed to manage 1ts business nsks successfully despite the current uncertain economic cutlook

After making enquiries, the directors have a reasonable expectation that the Company has adequate resources to
continue 1n operational existence until the end of the Franchise Accordingly, they continue to adopt the going
concern basis in preparing the annual report and accounts
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London and Birmingham Railway Limited

Directors’ report

Financial risk management objectives and policies

The company's principal financial instruments comprise cash, cash equivalents and group loans Other financial
assets and habilities, such as trade creditors and group trading balances, anse directly from the group's operating
activities

The mamn nisks associated with the company's financial assets and lhabilities are set out below Given that the
majority of the risks below derive from transactions with other group companies, the company does not
undertake any hedging activity locally Significant financial risks from a group perspective are addressed on a
case-by-case basis at group level

Interest rate risk

The company 1nvests surplus cash 1n a floating rate interest yielding bank deposit account Interest 15 charged at
a vanable rate on group loans Therefore financial assets, habilities, interest income, interest charges and cash
flows can be affected by movements in interest rates

Price risk
The price of diesel fuel has been fixed by a hedge to cover all anticipated usage until 2013

Credit risk
The majority of third party company debtors are with public or quasi public bodies (DIT etc) The company does
not constder these parties to be a significant credit risk

Liquidity risk

The company aims to mitigate hquidity risk by managing cash generated by its operations 1n hne with group
policies A cash sweeping facility exists with the ultimate parent company and further inforiation regarding the
way the group muitigates hquidity nisk can be found in the group financial statements Capital expenditure 1s
approved at group level

Foreign currency risk
The company has no foreign currency nisk All of the transactions, assets and Liabilities are 1n sterling

Directors

The directors who served the company during the year were as follows
K L Ludeman (resigned 2 July 2011)

N Swift (resigned 7 March 2011)

I Edwards (resigned 29 July 2011)

T W M Smuth (resigned 31 December 2010)

P Jeantet (resigned | February 2011)

M Hodson

A Gordon

N Vandevyver (alternate director)

K Down (appomnted 7 March 2011)

D Brown (appointed | April 2011}

MR Rimmer (appointed alternate director 20 July 2010)
BDM Tabary (appomted 1 February 2011)

W Allan (appomnted 29 July 2011)

Messrs Brown and Down, Swifi and Ludeman were directors of the ultimate parent company, The Go-Ahead
Group plc during the period
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London and Birmingham Railway Limited

Directors’ report

Management and staff

The Company 15 commitied to mvolving all employees 1n 1ts performance and development Employees are
encouraged to discuss with management matters of mmterest to the employees and subjects affecting the day to
day operations of the Company Dhscussions take place regularly with Trade Unions representing the employees
on a wide range of 1ssues

The Company 1s committed to equality of opportunity in all its employment practices, policies and procedures
mncluding recrustment, promotion, opportumities for tramning, pay and benefits, disciplne and selection for
redundancy Through its Investors 1n People development programme the Company s working to enhance 1ts
programmes for flexible working, reward and recognition and recrwitment to ensure that the potential for
discrimunatton 1s minirmsed and the benefits from employing a diverse workforce are maximised

It 15 the Company’s policy to give full consideration to suitable applications for employment by disabled
persens Disabled employees are eligible to participate 1n all career development opportunities avaitable to staff
Opportunities also exist for employees who become disabled to continue 1n their employment or to be trained for
other positions 1n the Company

London Midland has a well established employee briefing process which includes face to face meetings,
briefings, newsletters and magazines These cover the business context, the Company’s progress 1n meeting Its
targets and new developments affecting our operatitons We have long established formal relationships with the
Trade Unions which address both negotiation and consultation on key 1ssues

Our staff are encouraged to participate in Go-Ahead share ownership schemes and encouraged to deliver
superior performance through our staff excellence award scheme

Creditor payment policy and practice
The company agrees terms and conditions for its business transactions with suppliers Payment 1s then made on
these terms, subject to the terms and conditions being met by the suppliers

At 2 July 2011, the company had an average of 16 days (2010 24 days) purchases outstanding in trade creditors

Directors’ indemnities

The Company maintams directors’ and officers’ Liability insurance which gives appropriate cover for any legal
action brought against its directors The Company has also granted indemnities to each of ts directors and the
secretary which represent “quahfying third party indemnity provisions” (as defined by section 234 of the
Companies Act 2006), in relation to certain losses and l:abilities which the directors (or secretary) may incur to
third parties 1n the course of acting as directors (or secretary) or employees of the Company or of any associated
company In addition such indemnities have been granted to other officers of the Company who are directors of
subsidiary companies within the Group

Directors’ responsibilities for audit information

So far as each person who was a director at the date of approving this report 1s aware, there 15 no relevant audit
mnformation, being information needed by the auditor in connection with preparing its report, of which the
auditor 1s unaware Having made enquiries of fellow directors and the company’s auditor, each director has
taken all the steps that he 15 obliged to take as a director n order to make himself aware of any relevant audit
information and to establish that the auditor 1s aware of that information

Registered office By order of the Board
3rd Floor
41 - 51 Grey Street
Newcastle upon Tyne
NE1 6EE
C Sephto
Secretary

27 September 2011
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London and Birmingham Railway Limited

Statement of directors’ responsibilities in respect of
the financial statements

The directors are responsible for preparing the Directors” Report and the financial statements in accordance with
applicable law and regulattons

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 1 accordance with Umited Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) Under company
law the directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the state of affairs of the company and of the profit or loss of the company for that period In preparing
these financial statements, the directors are required to
+ select suitable accounting policies and then apply them consistently,
+ make judgments and accounting estunates that are reasonable and prudent,
+ state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements,
» prepare the financial statements on the going concern basis unless 1t 1s mappropriate to presume that the
company will continue in 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 uregularities

The directors are responsible for the mamtenance and mtegrity of the corporate and financial information
included on the company’s website Legislation m the United Kingdom governing the preparation and
dissermination of financial statements may differ from legislation n other junsdictions
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Independent auditor’s report

to the members of London and Birmingham Railway Limited

We have audited the financial statements of London and Birmigham Railway Limited for the year ended 2 July
2011 which compnise the Profit and Loss Account, the Statement of Total Recognised Gains and Losses, the
Balance Sheet and the related notes i to 23 The financial reporting framework that has been applied 1n their
preparation 1s applicable law and United Kingdom Accounting 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
Companies Act 2006 Our audit work has been undertaken so that we might state to the company’s members
those matters we are required to state to them n an auditor’s report and for no other purpose To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the
company’s members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 7, 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 Audiing Practices
Board’s (APB’s} Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures 1n the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error  Thus includes an assessment of whether the accounting policies are appropnate to the company’s
circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements
In our opinion the financial statements

e give a true and fair view of the state of the company’s affairs as at 2 July 2011 and of 1ts loss for the
year then ended,

s have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and

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

Opinion on other matter prescribed by the Companies Act 2006
In our opmion the information given 1n the Directors’ Report for the financial year for which the financial
statements are prepared 15 consistent with the financial statements
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Independent auditor’s report

to the members of London and Birmingham Railway Limited (continued)

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you 1f, in our opwnion
e 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 i agreement with the accounting records and returns, or
certain disclosures of directors’ remuneration specified by law are not made, or
we have not received all the information and explanations we require for our audit

st crdouutﬁ CLf

Kathryn Barrow (Senior Statutory Auditor)
For and on behalf of Emst & Young LLP, Statutory Auditor
Newecastle upon Tyne

28 September 2011




London and Birmingham Railway Limited

Profit and loss account
for the year ended 2 July 2011

Turnover
Operating costs

Operating loss before exceptional items
Exceptional items

Operating loss after exceptional items
Interest receivable and similar income
Interest payable

Loss on ordinary activities before taxation
Tax on profit on ordinary activities

Loss for the financial year transferred to reserves

All activities are classed as continuing

Notes

o W N

o0

10
20

2011
£000

325,385
(328,405)

(3,020)
331

(2,689)
2,940
(268)

(17)
(372)

(389)

Statement of total recognised gains and losses

for the year ended 2 July 2011

Loss for the financial year

Actuanal (loss) / gain on pension scheme (net of deferred taxation) (note 16)

Total recognised gains and losses relating to the year

2011
£000

(389)
(3,841)

(4,230)

Page 9

2010
£000

328,371
(329,882)

(1,511)
(3,235)

(4,746)
1,979
(296)

(3,063)
334

(2,729)

2010
£060

(2,729)
3,096

367




London and Birmingham Railway Limited

Balance sheet
at 2 July 2011

Fixed assets
Intangible assets
Tangible assets

Current assets
Stocks

Debtors

Cash at bank

Creditors amounts falling due within one year
Net current liabilities

Total assets less current habilities

Provisions for liabilities

Net assets excluding pension liabtiity
Pension habikity

Net assets including pension liability

Capital and reserves
Equity share capital
Profit and loss account

Down
Director

27 September 2011

Notes

11
12

13

14

15

16

18
20

20
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Registered no 5814584

2011

£000

6,507
31,527

38,034

3,313
43,819
30,289

77,421
(94,918)

(17,497)
20,537

(7,886)

12,651
(3,848)

8,803

10,000
(1,197)

8,803

2010
(restated)
£000

8,045
24,038

32,083

2,516
40,656
33,173

76,345
(92,505)

(16,160 )
15,923

(2,8590)

13,033

13,033

10,000
3,033

13,033
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London and Birmingham Railway Limited

Notes to the financial statements
at 2 July 2011

Accounting policies

Fundamental accounting concept

The financial statements have been prepared on a going concern basis which assumes that the company witl
continue n operating existence for the foreseeable future and meet 1ts liabilities as they fall due

At the balance sheet date the company had net current fiabilities of £17,497,057

The company 1s dependent on continuing financial support being available from its ultimate parent undertaking
1n order to ensure continued compliance with the franchise agreement

The directors have received confirmation from the company’s ultimate parent undertaking that the necessary
financial suppert will continue to be available to the company for the foreseeable future and, 1n particular, for a
period of at least twelve months from the date of approval of these financial statements Accordingly, the
directors of the company believe that it 1s approprate to prepare the financial statements on a going concern
basis  Should the financial support from the company's ultumate parent undertaking not be available, the going
concern basis may be invalid and adjustments would have to be made to reduce the value of assets to their
realisable amount, to provide any financial comrmitments or further habilities which might arise and to reclassify
fixed assets and long term habilities to current assets and liabilities

Basis of preparation
The financial statements are prepared under the historical cost convention, and n accordance with applicable
accounting standards

A true and fair override 15 applied to reduce the company’s total pension obligations under FRS17, 1 respect of
the deficit projected to exist at the end of the franchise term and which the company will not be required to fund

The financial statements have been prepared on the going concern basis, as the company has sufficient cash
flows over a period of not less than 12 months to meet its obligations as they fall due

Cash flow statement

The directors have taken advantage of the exemption in Financial Reporting Standard No 1 (revised) from
mcluding a cash flow statement wn the financial statements on the grounds that its ultimate parent company
publishes a consolidated cash flow statement

Revenue recognition

Revenue 1s recognised to the extent that 1t 15 probable that the income will flow to the Company and that the
value can be reliably measured Revenue 1s measured at the fair value of the consideration received, excluding
discounts, rebates, VAT and other sales taxes

Rail revenue comprises amounts based principally on agreed models of route usage, by Raillway Settlement Plan
Limited (which admimisters the meome allocation system within the UK rail industry), in respect of passenger
receipts and other related services such as commission on tickets sold In addition, franchise subsidy receipts
from the Department for Transport are treated as revenue

Revenue 1s recognised by reference to the stage of completion of the customer’s journey or for other services
based on the proportion of the services provided The attributable share of season ticket or travel card income 18
deferred within liabilities and released to the profit and loss account over the life of the relevant season ticket or
travel card

Rental mmcome 15 generated from rental of surplus properties and subleasing of rolling stock and raillway
mfrastructure access It 1s accounted for on a straight-line basis over the lease term

Revenue shanng agreements
The company has a revenue sharing agreement with the DfT
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London and Birmingham Railway Limited

Notes to the financial statements
at 2 July 2011

Accounting policies (continued)

Exceptional items

The Company presents as exceptional items on the face of the profit and loss account those matenal items of
revenue and expense which, because of the size or the nature and expected infrequency of the events giving rise
to them, merit separate presentation to allow better understanding of financial performance

Insurance

The company limits 1ts exposure to the cost of motor, employer and public hability clauns through third party
insurance policies These provide individual claim cover subject to high excess limits and an annual aggregate
stop loss for total claims within the excess limits A hability 1s recognised for the estimated cost to the company
to settle claims for incidents occurrng prior to the balance sheet date, subject to the overall stop loss

The estimation of this liability 15 made after taking appropniate professional advice and 15 based on an
assessment of the expected settlement on known claims, together with an estimate of settlements that will be
made 1n respect of incidents occurring prior to the balance sheet date but, which have not yet been reported to
the company by the insurer

The company has accumulated considerable experience 1n the evaluation and management of such claims and
has historically classified this liability as an accrual within the current liabiliies As part of our review of
reporting practices and policies, the company has given full consideration of this hability in the balance sheet In
light of developing trends relating to the nature 1f claims and the increasing time invelved 1n their resolution, the
company has determined that there 1s no longer a sufficient degree of certamnty to classify all of this liability as
an accrual rather than as a provision As a result, this liability 1s now classified within provisions and
accompamed by the disclosures relating to theuwr creation, utilisation and re-measurement of the obligations The
company believes that this change in presentation provides more relevant information and aids comparability
with our peers n the industry Comparatives have been restated to show the effect of these changes

Operating lease agreements
Rentals applicable to operating leases where substantially alf 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

At the end of certain operating leases the company has an obligation to return the assets to the lessor n an
appropnate condinon The anticipated cost of meeting these return conditions are included pro-rata within the
financial statements

Operating lease incentives
The company recognises the aggregate effect of operating lease incentives as an element of rental expense The
value of the incentive 1s included within accruals and deferred income, and amortised over the life of the lease

Operating lease income
Operating lease mcome 1s credited 1o the profit and loss account on a straight line basis over the duration of the
related contract

Intangible asset

Where the conditions relating to the award of a franchise require the Company to assume legal responsibility for
any pension liability that exists at that point 1n time, the Company recognises a lhability representing the fair
value of the related net pension deficit that the Company expects to fund during the franchise term  When a
pension deficit exists at the start of the franchise, a corresponding intangible asset 1s recognised, reflecting the
cost of acquiring the right to operate the franchise The intangible asset 1s amortised through the profit and loss
account on a straight line basis over the penod of the franchise

The carrying value of franchise assets 1s reviewed for impawrment at the end of the first full financial year
following the award of the franchise and m other periods 1f events or changes in circumstances indicate that the
carrying value may not be recoverable
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Notes to the financial statements
at 2 July 2011

Accounting policies {continued)

Depreciation
Depreciation 1s calculated so as to write off the cost of an asset, less estimated residual value, over the shorter of
the remaining life of the franchise and the below lLives

Leasehold property - Life of the lease
Plant & equipment - 1to7 years

Demountable car parks are depreciated to their estimated residual value over the life of the franchise

Stocks
Stocks are valued at the lower of cost and net realisable value, after making due allowance for obsolete and slow
moving items

Taxation

Current tax assets and liabilities are measured at the amount expected to be recovered from, or paid to, the
taxation authorities on an undiscounted basis at the tax rates that are expected to apply when the related asset 13
realised or the liability 15 settled, based on tax rates and tax laws that have been enacted or substantively enacted
at the balance sheet date

The charge for taxation 1s based on the profit for the year and takes inte account taxation deferred because of
timing differences between the treatment of certain items for taxation and accounting purposes

Deferred taxation 1s provided on all timing differences which have originated but not reversed at the balance
sheet date Except where otherwise required by accounting standards, no timing differences are recogmsed
respect of deferred tax assets except to the extent that it 1s more likely than not that they will be recovered
Deferred tax relating to items recogmsed outside the profit and loss account 1s recogmsed directly 1n equity n
correlation with the underlying transaction Otherwise, tax 1s recogmsed m the profit and loss account

Provisions

Provisions are recognised when the Company has a present legal or constructive obligation as a result of past
events, 1t 15 probable that an outflow of resources will be required to settle the obhgation, and a reliable estimate
of the amount can be made If the effect 1s maternal, expected future cash flows are discounted using a current
pre-tax rate that reflects, where appropriate, the risk specific to the hability

As part of our regular review of reporting practices and policies, we have determined that there 1s no longer a
sufficient degree of certainty to continue to classify insurance claims as an accrual, and these msurance claims
have been reclassified in provisions Comparatives have been restated to show the effect of this change The
impact of this reclassification n the balance sheet 1s set out 1n notes 15 and 18 There 1s no effect on amounts
reported 1n the profit and loss account

Retirement benefits

The company operates a defined benefit pension scheme, a section of the Railways Pension Scheme (“RPS™)
which 1s held 1n a separately administered fund The cost of this, as described below, 1s recognised m the profit
and loss account within operating costs

The cost of providing benefits under the defined benefit plan 1s determined separately using the projected unit
credit method, which attnibutes entitlement to benefits to the current period (to determine current service cost)
and to the current and prior periods (to determine the present value of defined benefit obligation) and 1s based on
actuarial advice The interest element of the defined benefit cost represents the change in present value of
obligations during the period, and 1s determined by applying the discount rate to the opening present value of the
benefit obligation, taking into account material changes in the obligation during the year The expected return on
plan assets 1s based on an assessment made at the beginning of the year of long-term market returns on scheme
assets, adjusted for the effect on the fair value of plan assets of contributions recerved and benefits paid durmg
the year
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Notes to the financial statements
at 2 July 2011

Accounting policies (continued)

The difference between the expected return on plan assets and the mterest cost, along with the current service
cost, 1s recognised 1n the profit and loss account within operating costs

The defined benefit pension asset or hability n the balance sheet comprises the total of the present value of the
defined benefit obligation (using a discount rate based on high quality corporate bonds), less any past service
cost not yet recognised and less the fair value of plan assets out of which the obligations are to be settled
directly Fair value 1s based on market price information and in the case of quoted securities 1s the published bid
price

The pension deficit reflected in the Balance Sheet 1s offset by a franchise adjustment so that the net deficit
reflects only the proportion of the deficit that the company expects to fund during the franchise term This
reflects a departure from the requirements of FRS17 so as to show a true and farr view of the company’s
obligations to the RPS

As the conditions relating to the award of the franchise require the company to assume legal responsibility for a
pensions lability, the company recognises an intangible asset equivalent to the net pension deficit at the
commencement of the franchise, reflecting the right to operate the franchise The mtangible asset 1s amortised
on a straight-line basis over the term of the franchise

At the previous year end, pensions that recerved mflationary pension increases mn deferment and payment were
linked to the increase 1n Retail Price Index mflation The scheme now links pension increases in payment and
deferment to Consumer Price Inflation

Past service costs are recognised 1n profit or loss on a straight-line basis over the vesting period or immediately
if the benefits have vested When a settlement (ehminating all obligations for benefits already accrued) or a
curtallment (reducing future obligations as a result of a material reduction in the scheme membership or a
reduction n future entitlement) occurs the obligation and related plan assets are remeasured using current
actuarial assumptions and the resultant gamn or loss recognised m the profit and loss account during the perrod in
which the settlement or curtailment occurs

Share-based payment transactions

The company participates in equity-settled share option schemes operated by the ultimate parent undertaking
{The Go-Ahead Group plc), under which options have been granted to employees (including directors) The cost
of options granted to employees is measured by reference to the fair value at the date at which they are granted,
determined by an external valuation using an apprepriate pricing model In valuing equity-settled options, no
account 15 taken of any performance conditions, other than conditions linked to the price of the shares of The
Go-Ahead Group ple ('market conditions’)

The cost of options 1s recognised m the profit and loss account over the period from grant to vesting date, being
the date on which the relevant employees become fully entitled to the award, with a corresponding increase n
reserves The cumulative cost recogmsed, at each reporting date, reflects the extent to which the period to
vesting has expired and the director’s best estimate of the number of options that will ultimately vest or in the
case of an instrument subject to a market condition, be treated as vesting as described above

No cost 1s recognised for awards that do not ultimately vest except for awards where vesting 1s conditional upon
a market condition, which are treated as vesting wrespective of whether or not the market condition 1s satisfied,
provided that all other performance conditions are sanisfied Where an equity-settled award 1s cancelled, 1t 1s
treated as 1f 1t had vested on the date of cancellation, and any cost not yet recognised for the award 1s recognised
immediately
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Notes to the financial statements
at 2 July 2011

Turnover
Turnover which compnses passenger income, financial support receivable from the DIT and associated income,
1s derived from the company's ordinary activities, all of which are in the UK and continuing

Operating costs

2011 2010
£000 £000
Materials and external charges 220,529 225,781
Staff costs 103,047 100,612
Depreciation of tangible fixed assets 2,723 1,949
Other operating charges 2,106 1,540
328,405 329,882
Operating loss
Thus 1s stated after charging
2011 2010
£000 £000
Auditor’s remuneration - audit services 47 47
- non-audit services - taxation 7 6
54 53
Depreciation of owned fixed assets 2,723 1,949
Amortisation of intangible assets 1,538 1,569
4261 3,518
Operating lease and rental charges - property 16,414 15,240
- other 49211 51,103
- rail contracts 73,559 76,159
139,184 142,502
Operating lease income (601) (966)
Exceptional items
201! 2010
£000 £000
Redundancy costs (331) 3,235

During the year, the business restructure was carried out at a cost which was less than expected




London and Birmingham Railway Limited
Notes to the financial statements

at 2 July 2011

Staff costs

Wages and salaries
Social security costs
Other pension costs

The monthly average number of employees during the year was as follows

Administration and Supervision
Maintenance and Engineering
Operations

Directors’ emoluments

Aggregate emoluments 1n respect of quahfying services

Number of directors accruing benefits under defined benefit schemes

The amounts 1n respect of the highest paid director are as follows

Emoluments

Interest receivable and similar income

Bank mterest receivable
Pension scheme financial income (note 16)

Interest payable

Bank interest payable

2011
£000

85,253
6,712
11,082

103,047

2011

149
376
1,817

2,342

2011
£000

410

2011
No

W]

2011
£000

253

2011
£000

2,863
2,940
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2010
£000

84,497
6,858
9,257

100,612

2010
£000

424

2010
No

2010
£000

245

2010
£000

150
1,829

1,979

2010
£000

296
296
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London and Birmingham Railway Limited

Notes to the financial statements
at 2 July 2011

Taxation on ordinary activities
(a)  Tax on profit on ordiary activities

The tax charge 1s made up as follows

Current tax

UK corporation tax

Total current tax (note 10(b))

Deferred tax

Origination and reversal of timing differences

Tax en profit on ordinary activities

{b)  Factors affecting current tax charge

2011
£000

609
609

(237)
372
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2010
£000

(1,045)
(1,045)

711
(334)

The tax assessed on the profit on ordinary activities for the year 1s higher than the standard rate of corporation

tax 1n the UK of 27 5% (2010 — 28%)

The differences are reconciled below

Loss on ordinary activities before tax

Loss on ordinary activines multiphied by standard rate of corporation tax in the

UK of 27 5% (2010 28%)

Expenses not deductible for tax purposes
Accounting depreciation less than tax depreciation
Short termn timing differences

Deferred tax due to rate change

Non-taxable release of deferred income
Disallowed Pension Intangibles

Non-qualifying depreciation

Industnal Buildings Allowance claim

Total current tax (note 10(a))

2011
£000

a7

@
4

(79
127

(7
291
292

(18)
609

2010
£000

(3,063)

(858)
8

(735)
22

306
255
(43)

(1,045)
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1.

London and Birmingham Railway Limited

Notes to the financial statements
at 2 July 2011

Taxation on ordinary activities (continued)

() Deferred tax

The deferred tax included 1n the Balance Sheet 15 as follows

Included 1n provisions (note 15)
Netted off pension deficit (note 16)

Accelerated capital allowances
Other timing differences

At 3 July 2010
Profit and loss account movement arising during the year
Recognised in statement of total recognised gans and losses

At 2 July 2011

Intangible fixed assets

Cost
At 3 July 2010 and 2 July 2011

Amortisation
At 3 June 2010
Provided during the year

At 2 July 2011

Net book value
At 2 July 2011

At 3 July 2010

Provisions for
labilities
£000

(1,861)
234

(1,627)

Rail Franchise
Asset
£000

12,104

4,064
1,538

5,602

6,502

8,040

2011
£000

(1,627)
1,352

(275)

2011
£000

(1,031)
(596)

(1,627)

Netted off
pension deficit
£000

1,349
1,352

Other

£000

20

15

15
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2010
£600

(1,861)

(1,861)

2010
£000

(1,086)
(775)

(1,861)

Total
£000

(1,861)

1,349
(275)

Total

£000

12,124

4,079
1,538

5,617

6,507

8,045

As discussed 1n the accounting policies note, the rail franchise asset anses when the conditions of the franchise
award require the company to assume certain liabilities, including retirement benefits As such this reflects the
cost of the right to operate a rail franchise The franchise intangible relating to London Midland 15 being

amortised on a straight-line basis over the franchise