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¢2c Rail Limited
Directors’ Report

The Directors present ther annual report, business review, the financial statements and
auditor's report for the year ended 31 December 2012

Principal activitles

The principal activity of the Company dunng the last financial year was the operaticn of 2
franchise to run passenger railway services between London Fenchurch Streel and
shoeburyness im Essex  The original franchise ran for 15 years to May 2011 and was
subsequently extended by a further two years and will end on 26 May 2013 An intenm
franchise has been signed 1o follow on, and this will run untd September 2014 with a
possible extension to Apnl 2015

Results and dividend

The profit for the year after taxation amounted to £8,456,000 (2011 - £11,654,000)
Retained profit of £2,456,000 {2011 - £6,654,000) has been transferred to raserves

The directors patd an intenm dividend of £6,000,000 {2011 £5,000,000} No final dwvidend
has been proposed or paid (2011 £nil)

Review of business and autlook

The Company's aperating profit was £9,559,000 (2011 £14,692,000]) 2012 was the first full
year of gperating under the franchise extension agreement, which provides 3 mechanism
far sharing profits earned above a certain threshold with the Department for Transport
{DIT)

QOperating profitabiity was underpinned by passenger revenue grawth of & 8%. This
mpressive growlh reflects the impact of our Industry leading operational rehability and
punctuainty and a very successful Olyrmpics and Paralympics i the summer of 2012 our
sarvices to West Ham were a major gatleway to the main stadium at Stratford, whilst the
mountain Srking events at Hadleigh Castle were served by our serviges to Leigh — on - Sea
We continue 1o monitor pur cost base closely The increases in operating costs in the year
{over than normal indexation) primarily relate to addiional franchise and preofit share
payments to the DfT, rogether with the cost of prowiding additianal services during the
peniod of the Olympics and Paralympics

The franchise extension agreed with the DFT in late 2010 ran wntl 26 May 2013 In May
2013 we reached agreement with the DfT on a new interm franchise which will run untal
September 2014 with a possible extension to April 2015 A budding process for a 15 year
franchise (which will follow on from the interim franchise) 1s expected to take place in the
second half of 2013

We expect the Company to remam profitable in 2013, subject to the risks and uncertainties
detailed below
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Directors’ Report

Xey risks and uncertainties

The Company 15 subject to internal and external risk factors  External nisks include general
economic conditions, the award of new franchises/franchise extensions, competitor activity
and regulatory changes Internal risks inciude farlure of mternal controls, regulatory
tomplance and industrial disputes

Further discussion of these risks and uncertamnlies, in the context of the Groun as a whole 1s
provided in the Business Review on pages 43 to 45 of the National Express Group PLC 2012
Annuzl Report and Accounts

Further information on the finangial nsk management objectives and polcies of the Group
as a whole, and by default the Company, can ke found 1 Note 30 on pages 125 te 129 of
the National Express Group PLC 2012 Annual Report and Accounts

Going concern

The Company's business activties, together with the factors lkkely to affect its future
development, performance and position are set out above The directors believe that the
company s weil placed to manage its business nsks successfully despite the current
uncertain economic guticok The directors have prepared cash flow forecasts for a period
exceeding 12 menths froam the approval of these financial statements on this basis
Following consideration of these forecasts, the directers have a reasonable expectation that
the Company has adequate resources to continue i operational existence for the
foreseeable future and for not less than 12 months from the approval of these financial
statements Thus they continue to adopt the going concern basis of accounting i preparing
the annual financial statements

Operational review

During 2012 operational performance remalned strong with €2¢ ending the year with a
Public Performance Measure (PPM) Mowving Annual Average (MAA} of 87 5% sething 3 new
UK record and remawning i first posltion in the mndustry performance league table Right
Time Performance debvery was strong, wih our MAA reaching 84 4%, the highest ever
achieved by c2c¢ and attaming fourth position in the UK table of Train Operators

During 2012, we provided 15 nmithon additional seats over hoth the Olympics and
Paralympic Games Over the 17 days of the Olympics and the 11 days of the Paralympics,
c2c averaged 98 5% PPM and 98 6% PPM respectively  For the Hadleigh Mountain Bike
event we achieved a Customer Transport satisfaction score of 93%, which was the hughest
rating for any Games time event

The latest National Passenger Survey (NPS) results from the Autumn 2012 Wave 27
produced a 93% overall satisfaction rating This exceeded the strategic target of 92% set for
2013 cZc’s hughest ever satisfaction results were also best in class compared to the London
and South East {LSE} peer group of train operating companies (TOCs) We also achieved 13
out of 36 bestn class scores, fow of which were the hiphest national scores of any TOC
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Cperational review (continued}

The main dnver of these improvements has been the continued focus on punctuahty
cormbined with a newly introduced customer strategy under the badge of the ‘nobody tries
horder’ custamer value Ln additran to the consistent service delivery, our business plan
delwvered customer focused service traiming ta all fronthine staff to enhance awareness of
customer expectatians

We have continued with improvements to providing customer communication and for
example the provision of information at stations increased by 2% to 87% and how we dealt
with delays increased by 22% 1o 62% c2c’s exceptional performance aver the year was
recognised by customers giing a 96% rating for the punctuality and rehability of our train
services, a 4% mprovement Other train service factors also showed sigruficant
improvement, for example the ‘connection with other train services’ increased from 79% to
87%, reflecting the success of the umetable change which increased the number of peak
West Hamn stops Sausfaction with train cleanhiness remains at a very hugh leve!

Customers also gave mmproved satisfaction ratings for alt of our station facters and overal!
satisfoction with the staten increased by 1% to 87%, reflecung investments in the Thorpe
Bay smart station cencept, lift installations at Landon and Tibury Town and ddapldation
works at Barking, Leigh-on-Sea and Chaikwell Gong forward, the customer strategy will
continue deployment of NPS Action plans to mamiain the highest levels of customer
satisfaction

Environment

we continue to combat climate change i three ways making cur cwn operations more
carbon-efficient, working with government and other bodies to help shape lower carbon
transport pokicies and directly encouraging people to switch to public transport

Our electric trains have activated regenerative hraking technology, which recovers energy
during braking to generate electricity and thus reduces tramn power consumption and CQ,
emissions by about 20% During 2012 we implemented further software which enabled
regeneration to improve by nearly 5% During 2013 we will explore the opportunity of
enhancng our fleet with the addition of on-board energy metering and energy management
capabilities

Buring 2013 we will install water recycling factiities at our carnage wash plants &t East Ham
and Shoeburyness depots, which will enable a 40% reductlan in fresh water cansumption

We continue to deliver exceptional waste recycling results at our depots, with ocur MAA
rising from 93% to 97% duning 2012 Recychng from stations continues (o improve ang we
wiltaim to achieve 50% during 2013

In Februasy 2013, we extended our 15O 14001 certification across the company and
obtained 150 50001 certification for Energy tManagement
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Directors

Tha Directars of the Company, who served dunng the year, and to the date of this report,
unless atheranse stated, are listed below -

Name of Director

B Ackroyd
R Bowley
A Chivers
1 Drury

K Frazer

Company secretary

B Lees {resigned 31 December 2012}
0 Robinsen {appownted 31 December 2012)

Directors' iabilities

The Company has granted an indemnity to one or mare of s direclors against hability in
respect of pioceedings brought by third parties, subject to the conditions set out in the
Companies Act 2006 Such gualifying third party indemrity provision remamns in force as at
the date of approving the Directors’ Report

Nane of the directors had any interest in the issued share capital of the Company

The Company’s Articles of Association inctude a provision indemmifying the Directors to the
extent zllowed under the Compames Act 2006

Employees

The Company 15 a non-discriminatory employer cperating an Equal Cpporturities Policy
which ainis to eliminate unfar discrimination, harassment, victimisation and bullying  The
Company Is commtted ta ensuring that abl indiwvduals are treated fairly, with respect and
are valued irrespective of disability, race, gender, health, social ciass, sexual preference,
marital status, rationality, religion, employment status, age or membership or non-
membership of a trade union

The Company’s poly 15 10 continue to empioy those who become disabled In service,
together with some recruftment where circumstances permit  Training 15 adjusied to cater
for an indnvidual disablity and the disabled share the same conditions of service as other
staff in relation to career development and premotion

f
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Employees (continued)

The Company uses consultative procedures agreed with (ts stalf and elected representatives
with @ view to ensuring that employees are aware of the finanoal and economic factors
which affect the Company’s performance and prospects  In addition, the Company rssues a
weehly news update via the company wide mtranet to all employees informing them of
develogments wrihun the Company The information s also printed on notice boards

We conguct an annual Eniployee Survey as a mechanism to gan staff perception an the
business Action plans are developed to address any area for improvement dentrfied and as
a means of driving impravement in levels of employee engagement Employee workgroups,
which focus on & range of key areas for the business, were estabhshed during the year as a
mechanism for further mvolving our people in the business Bronze Investors (n People
accreditation was achieved for the business as a whole during 2012

Heatth and Safety

The safety of our customers, employees and contractors working for us 15 of prime
importance

We have continued to work with Network Rai, the Brnitish Transport Police and other
stakeholders to drive down the aumbers of personal acudents  Sigrnificant prograss was
made dunng the year with year on year reductions of 5% for employee acadents
(normalised per 1000 employees] A 20% increase m custamer accidents was recorded In
2012 but there has been an overall reduction of 173% from 2008 to 2012

Five signals were passed at danger without authornity dunng the year (2011 two) All five of
the signals were on Network Rail infrastructure and involved a passenger train

Chantable and political donations

The Company made chartable donations of £11,150 dunng the year to a number of loca!
and nationa! youth charities {2011 £150)
There were no politicat donations {2011 Emil)

Supplier payment palicy

It 15 the Company's policy to agree terms of payment prior to commenang trade with any
supplier and to abide by those terms based on the timely submission of invoices  Trade
crechitor days of the Company for the year were 62 days (2011 — 46 days) based on the ratip
of Company trade creditors at the end of the year to the amounts invoiced during the year
by trade crediors
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Auditar

Deloitte LLP were appointed as auditor in 2011 in accordance witl Section 487 of the
Companies Act 2006, Daloitte (LP shall be deemed to be re-appointed &s the Company’s
auditor 28 days after the accounts are sent to members

Directors’ statement as to disclosure of information to auditor

The directars who held office at the date of appraoval of the Directors’ Report canfirm that

° to the best of each director's knowledge there 1s no information relevant to the
preparalion of therr audit report to which the Company’s suditor 15 unaware, and
v each drector has taken all steps that 3 director might reasenably be expected to

have laken to be aware of relevant audit information and to establish that the
Company’s auditor 15 aware of that information

This confirmation s given and should be interpreted in accordance with the provisions of
Section 418 of the Companies Act 2006

On behalf of the Board

R Bowley
Director

Date 23 May 2013

Registered Cfice

Nattenal Express House
Birrmingham Coach Station
Mill Lane

Digbeth

girmingham BS &DO
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Directors’ Responsibilities Statement

The directors are responssble for prepanng the Annual Report and the finanoal statements
in accordance with applicable law and regulations

Company law requires the diteciors 1o prepare financial statements for each financial year
Under that law the directors have elected te prepare the financial statements in accordance
with United Kingdom Generally Accepted Accounting Practice (Unied Kingdom Accounting
Standards and applicable Iaw] Under company law the directors must not approve the
financral statements unless they are satishied that they give a true and fair view of the state
of affarrs of the company and of the profit or loss of the company for that pened 'n
prepaning those financial statements, the directors arevequired to

° select suitable accounting policies and then apply them consistently,

. mzke judgements and atcaunting estimates that are reasanable and prudent,

. state whether applicable UK Accounting Standards have been followed, subject to
any material departures disclosed and explained in the financial statements,

) prepare the financial statements on the going concern basis unless 1t s

inappropriate ta presume that the company will continue In business

The directors are responsible for keeping adequate accounting records that are sufficient to
show and explamn the company's transactions and disclose with reasonable accuracy at any
time the flnancial 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 irregularities

The directors are responsible for the maintenance and integnty of the corporate and
financial information included on the company's websile Legisiation in the United Xingdom
goverring the preparation and dissemination of financial statements may differ from
legislation in other jurisdiction




Independent auditor’s report to the members of
c2c¢ Rail Limited

we have audited the financial statements of c2¢ Rail Limsted for the year ended 31 December 2612 which
comprise the Profit and Loss Account, the Statement of Tatal Recognlsed Gains and Losses, the Balance Sheet
and the related notes 1 to 27 The financaal reposting framework that has been appled in thesr preparation 1§
applicab'e law and Unted Kingdam Accounting Standards {United Kingdom Generally Accepted Actounting
Pracnice}

This report s mage solely 1o the company’s members, as a body, in accerdance with Chapter 3 of Part 16 of the
Companles Act 2006 Qur auwdit work has been vndertaken so that we might state to the company’'s members
those matters we are required to state to them i an auditor's report and for no ather purpose  To the fullest
extant permitted by law, we do not accept or assume responstbiiity 1o anyone other than the company and the
company's members as a body, Tar our audit work, for this report, or for the opinions we have formed

Respective responsibilibes of directors and auditors

As explained more fully in the Directars’ Responsibilities Statement, the dwectors are responsible for the
praparation of the financial statements and lor being satisfied that they give a true and fair view  Our
responsibility 1s to audit and express an apimon on the financial statements In accordance with apphicable law
and imternational Stapndards on Auditing (UK and Ireland) Those standards require us to comply with the
Audiimg Practices Board's Ethecal Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaiming evidence anout the amounts and disclasures In the financial stalements sufficient to
glve reasonable assurance Lhat the financial statements are free from material misstatement, whether caused
by fraud or error  This includes an assessment of whether the accoenting policses are appropriate 1o the
company’s arcumstances and have been consistently applied and adeguately disclosed, the reasonzbleness of
sigificant accounting estimates made by the directors, and the overall presentatien of the financial statements
in addition, we read all the finanoal and non-linanclal information 0 the annual repont to Wentify matena!
inconsistenaies with the audited finanoal statements and to identfy any information that is apparently
materially incorrect based on, or matenally inconsistent with, the knowledge acquired by us in the course of
performing the auait If we become aware of any apparent material misstatements or INCONSISIANCIES we
consider the imphzatlons for pur report

Cpinton on financial statements
in our ppineen the financlal statements
»  give a true and falr view of the staie of the company’s affairs 3s at 31 December 2012 and of lis profit
for the year then ended,
+ have been properly prepared in a¢cordance with Unted Xingdom Generally Accepted Accounting
Practice, and
* have been prepared in accordance with the requirements of the Compames Act 2006

Opimon on ather matters prescribed by the Companies Act 2006
In pur opimien the information gven i the Directors’ Report for the financial year for whieh the financal
statements are prepared 15 consistent with the financial statements

Matters on which we are required to report by exception
wWe have nathung to report in respect of the following matters where the Compares Act 2006 1equires us to
report to you if, 1n our opimion
» adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not wisited by us, or
= thafinancial statements are not in agreement with the accounting records and returns, or
«  certain disclosures of directers” remunerauon specified by Yaw are not made, or
e wehave not recerved alt the Information and explanalions we require for our audit
79 ~
Kevin Thampsdn {Semor Statutory Auditor)
for and on behaif of Deloitte LLP,
Chartered Accountants and Statlutory Audinor
London, Unmied Kingdom

Date 23 May 2013

Hi




c2c¢ Rail Limited
Profit and Loss Account

For the year ended 31 December 2012

Turnover
Passenger income

Other operating income

Operating rosts
Cperating profit

Interest recevable

Net pensions schame interest

Profit on ordinary activities before taxation

Tax en profit on ordinary activities

Profit on ordinary activities after taxation

Allactivities relate to continuing cperalions

2012 2011

Note E'G00 £'000
2

133,446 172,685

_ 3,914 5,142

137,360 127,827

__f{127,801) (113,135)

3 9,559 14,692

184 a3

22 769 640

10,512 15,425

8 [2,056) (3,771)

19 8,456 11,654

There 1s no difference between the profit on ordinary activities before taxatign and the retained
profit for the year stated above and ther histoncal cost equivalents
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Statement of Total Recognised Gains and Losses

For the year ended 31 December 2012

2012 2011
£'000 £'000
Profit for the financial year 8,456 11,654
Actuarnal l0ss on defined beneflit pension schame {note 22} {258) {205)
Deterred tax an actuanal loss (note 17) 43 36
Total racognised gains and losses relating to the year B, 241 11,485




c2¢ Rail Limited
Balance Sheet
For the year ended 31 December 2012

2012 2011
£°000 £'000
Note
Fiied assets
Tangbie assets 10 2,383 3,557
Investmeanis 11 - -
2,393 3,557
Current assets
Debtors i2 9,165 9,755
Deferred tax asset 17 750 634
Cash at bank and in hand 13 47,845 41,014
57,760 51,403
Credttors. amounts falling due within one year 14 {46,340) {41,970}
Net current assets L 11,420 9,433
Total assets {ess current liabilitres 13,813 12,390
Creditors' amounts falling due after more than ene
year 15 - (820)
Provisions 16 {326) (834}
Net assets excluding net pension liahility 13,487 11,336
Net pension Liability 27 {287) (617}
Net assets Including net pension iability 13,200 10,719
Capital and reserves
Called up share capital 13 1,000 1,000
Share premium account 15 3,000 3,000
Profit and loss account 19 9,200 6,719
Equity Shareholders’ funds 20 13,200 10,719

These financial statements of c2¢ Rall Limited, registered number 2938993, were approved by the board of
Directors and authorised for 1ssue on 23 May 2013

On behalf of the Board
R Bowley

The notes an pages 14 to 33 form par e accounts

13




c2c Rail Limited
Notes to the Accounts
For the year ended 31 December 2012

1. Accounting policies
a} Basis of preparatian

The accounts are prepared on & going concern bass {see below) and under the historical cost
conventian and In accordance wath apglicable accounting standards

The Company s business actwities, together with the factors likely to affect s future
develapment, performance and position are set gut above The directors believe that the
ccmpany 15 well placed 10 manage s business risks successfully despite the current uncertan
ecomomic outlopk The duectors have prepared cash flow forecasts for 2 period exceeding 12
months from the approval of these financial stetements on this basis Following consideration of
these forecasts, the directors have a seasonable expectation thst the Company has adequate
resources 10 continue 1n operationat existence for the foreseeable future and for not less than 12
months from the approval of these financial statements Thus they continue to sdopt the going
concern basis of accounting in prepanng the annual financial statements

h) Statement of compliance

The entity 13 required to comply with Umited Kingdom ('UK’] accounting standards ang UK
Company legislation except i spegial crcumstances where management concludes that
comphance would be so musleading that il would confhet with the objective 10 present 2 true and
fair view of its accounts

c} Share based payments

tn accordance with the transtion provisions, FRS20 has been appled to ali grants after 7
November 2002 that wete unvested as of 1 January 2005

The parent company of the group, Nelional Express Pic, awards equity-settled share-based
payments to certamn emgployees of the Company Equity-settled share-based payments are
measured at fair valug at the date of grant by ap external valuar using a stochastic model Non-
market-based performance-related vesting conditions are no! faken into account whea
estimating the fair vaiue, instead those non-market condittons are tsken into account in
caiculating the current best estimate of the number of shares that will eventually vest and at each
balance sheet date before vesting The cumulative expense 1s calculated based on that estimate

Market-based performance contditions are taken into account when determming the fair value
and at each balance sheet date before vesting, the cumulative expense 15 calculated Irrespective
of wnether or not the marker conditions are satssfied, provided that zll other performance
ronditions are met



c2c Rail Limited
Notes to the Accounts
For the year ended 31 December 2012

Accounting policres {continued}

d} Turnover
(1} Passenger Intome represents amounts agreed as attributed to the Company by the income
allocation systems of Rail Settiement Plan Limited, mainly in respect of passenger receipts
Incame 15 attnbuted based printipally on models of certain aspects of passengers’ travel
patterns and, to g lesser extent, from allocations agreed for specific revenue flows The
attributed share of season ticket income 15 deferred within creditors, and released to the
profit and loss account over the period of the relevant season ticket

(i) Revenue grant relates to amounts recewable from the Department for Transport {DfF}
Income s recagnised on an aceruals basis

{in} Other income 1s derved from ticket commissions, station trading inceme, degpot and station
access ceceipts, performance regime receipts, and the provision of goods or services ta other
train operating companies and excludes VAT [t 1s recogmsed on an accruals basis

e} Tangible fixed assets and depreciation
Tangible fixed assets are stated at cost  Deprectation 15 provided on 2 straight ine basis to write
off the cost less estmated residual value of fixed assets over their expected useful economic fives
as follows -

Plant and e5umpment 3 - 20 years or lease term

f} Leased assets
Assets hefd under finance leases are included as tangible fixed assets and depreciated over their
expected useful ives The corresponding chhgations relating to finance leases, exciuding firance
charges allocared to future periods, are included 1n creditors  Finance costs are allocated to the
profit and loss account over the penod of the tease in accordance with the interest rate inherent

nthe leasa

Operating lease rentals are charged to the profit and foss account on a straight-line basis over the
lease term

g} Grants

Capital grants are credited te deferred grant income and released to the profit and loss account
aver the estimated useful economic [ives of the related assets




¢2¢ Rail Limited
Notes to the Accounts
For the year ended 31 December 2012

1 Accounting polictes {continued)
h} Retirement benefits

The Company contributes 16 a defined benefit pension sctheme on behalf of the majonty of
employees Full details are provided in note 22 The trustees complete a full zctuanal valuation
triennaally, separately for each section of the RPS, but the oblhgation s uptated annually by
independent actuanes using the projected unit credit methed for financal reporting purposes

The Campany participates in Lhe RPS, a defined benefit scheme which covers the whole of the UK
Ratl industry This 15 partitioned into sections and the Company is responsible for the funding of
the sections whilst 11 operates the relevant franchise In contrast to the pension schemes
operated by rmost businesses, the RPS 15 a shared cost scheme, whith means that costs are
formally shared 60% employer and 40% employee A llability is recognised, although this is offset
by a franchise adjustment so thal the net hability represents the deficit that the Group expects to
fund during the franchise term

The current service coast and gains and lgsses on settlements and curtailments are recagmsed 1n
staff pensian costs withen operating costs 1n the profit and loss sccount Past service costs are
included 1n operating costs where the benefits have vested, otherwise they are amoriised on a
straight line basis over the vesting penod. The expected return on assets of funded defined
benefit schemes and the interest on pension scheme liabities comprise the finance eternent of
the pension cost and are inciuded v anterest costs  Actuanal gams and losses arising from
exparience adjustments, changes in actuarial sssumplions and amendments Lo pension plans are
charged or credited 10 the statement of total recogrused gains and losses in the period in which
they arse

1)  Taxation

Current tax 1s provided at amounts expected to be paid (or recovered) using the tax rates and laws
that have been enacted or substantively enacted by the balance sheet date

Deferrec tax 15 recognised m respect of all material uming differences that have onginated, but
not reversed, by the balance sheet date Deferred tax 1s measured on 3 non discounted basis at
tax rates that are expected to apply i the periods in which the tming differences reverse
Deferred tax assels are recogrnised where their recovery 1s considered maore lkely than not 1n that
there will he suitable taxable profits fram which the future reversal of underlying timing
differences can be deducted




c2c¢c Rail Limited

Notes to the Accounts
For the year ended 31 December 2012

1 Accounting pollcles {continued}
1} Pre-contract costs
Pre contract costs associated with securing new rail franchises are expensed as mcunied, except
where it 15 virtuafly certam that the franchise will be awarded, 1n which ¢ase they are recognised
a3 an asset ang are expensed 1o profit and loss account over the Ufe of the franchuse Costs
associated with commencement of new contracts are expensed as incurred

2. Turnover

All turnover onginates in the United Kingdom The Drectors consider that the whole of the activities
of the Company constitute a single class of business

3 Operating profit

2012 2011
E'000 £'000
Operating profit 1s stated after charging
Depreciation — owned assets 1,334 1,256
Train mainfenance services and matenals 11,000 9,924
Operating lease rentals
- Fixed track access 10,340 $,573
- Rolling stock costs 23,344 22,656
- Vanable track access 1,804 1,651
- Other 5,376 4,681
The analysis of auditor's remuneration 15 as follows
- Fees payable to the company’s auditer for the 26 26
audit of the company’s annual accounis
- other non-audit sernces a 3

Operating lease rentals (other than rplling stock costs) are prnimanly payable 10 Network Rail
Infrastructuce Linited




c¢2c Rail Limited
Notes to the Accounts
For the year ended 31 December 2012

4. Directors’ emoluments

2012 2011
£'000 £°000
Aggregate emoluments in respect of qualifying services to the Company 463 4BO

The emolurnents excluding pension contributions of the highest paw director were £153,758 {2011
£177.577} His accrued penson and accrued lump sum beneht, as at 31 December 2012, were
£11,887 {2011 £9,851}and £10,781 {2011 £8,687) respectvely

Retirement benefits were accruing to five directors dunng the year (2011 four directors) under a
defined benefit scheme in respect of services prownded 1o the Company

Four directors exercised a total of 63,958 share options in the year (2011 22,239)

5 Staff costs

2012 2011

£000 £'000

Wages and salanies (including share-based payment expense) 21,567 19,580
Socia! secunty Losts 1,683 1,481
Pension costs {note 22) 2,153 1,808

25,403 22,988

The average number of employees (including directors) during Lhe vear was as follows

2012 2011

No No

Managerial and administrative 116 83
Operational 457 459
g73 552

6§ Share based payments

The charge in respect of share-based payment transactions included m the profit and ioss accounl for
the year 15 as follows

2012 2011
£°000 £'0C0
Expense arising from share and share option plans 240 79

During the year ended 31 December 2012, c2¢ Rall Umited bad four share-besed payment
arrangements consisting of the Long Term Incentive Plan, Share Matching Plan, Deferced Annual Share
Bonus Plan and Savings Related Share Opuion Scheme, which are descnibed n note 7{b) fo the
National Express Group plc 2012 Annual Report and Accounts



c¢2c¢ Rail Limited
Notes to the Accounts
For the year ended 31 December 2012

6. Share based payments (continued)

For the foliowing disclosure, share options with a nil exercise price have been disclosed separately to
avaud distorting the weighted average exeraise prices The number of share options 1n exsstence duning
the year was as follows

2012 2011
Weighted
Number Woeighted average Number  average exercise
of share exercise price of share price
) options {n} oplians {rm
Qptions without a nil
exarcise price
At 1January 49,366 479 58,484 465
Forfeited during the year - - (9,118) 392
Expired duning the year {49,366) 475 - -
Outstanding at 31 December - - 49,366 479
Exercisable at 31 December - - - -
Options with a mil exercise
price
At 1 January 65,766 il 69,055 nil
Granted dunng the year 234,079 nil 3,967 nil
Transfers during the year 299,008 nil - il
Exercised duning the year (89,869) ool {7,256) il
Qutstanding at 31 December 508,984 ) nil 65,766 ol
Exercisable at 31 December ) e - ) -
Total outstanding at 31 508,284 115,132
December 3 o o
Total exercisable at 31 -
December

There were no ophions excluding those with a nil exercise price outstancing at 31 December 2012 n 2011
the optiens outsianding had a weighted average exercise price of 479p The range of exercise prices for
options was as follows

Exercise price (p) ) 2012 2011
350-400 _ - -
460-500 ) - 49,366

49,366

The oplions have a weighted average contrattual fe of 1 year (2011 1 year). For options that were exercised
during the year, the weighted average share price at exercise was 228p (2011 239p)
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& Share based payments {continued)

The weighied average faw value of the remaining share options granted duning the year was caiculated

using a stochasuc madel, with the following assumptions and mputs

Share cphions wlh nil exerqise price

Risk free interest rate
Expected volaul:ity

Peer group volatility

Expected optien hfe in years
Expected dividend yield
Weighted average share price at
grant date

Weighted average fan vatue of
options at grant date

2012 20F1
05% I3%
40 0% 51 5%
38.5% 57 0%
3 years 3 years
4 2% 37%
228p 239p
172p 214p

Mo share options were granted i 2012 {2011 none} without a nd exercise price

Exercise {o date has shown that approximately 24% (2031 24%) of options are exeraised early, principaliy
due to teavers This has been incorporated into the calculation of the expected gption life for the share

options withaut nil exercise price

Expected veolatihty n the table above was deternuned from histonie volatiiity over the last three years,
adjusted for one-off events that were not consiffered (o be reflective of the volatility of the share price
going forward The expected dividend yield represents the dividend declared in the 12 months preceding
the date of the grant diwided by the average share price in the month preceding the date of the grant
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7 Interest
2012 2011
£'000 £'000
Interest receivable
Bank interest 1 2
Interest recewable from group undertakings 183 91
184 e3

8. Taxation
(@) The tax charge on the profit an ordinary activities befare taxation is made up as follows

1012 011

E'00¢ £°0C0
Current taxation

UK corporanon tax charge at 24 5% (2011 26 5%) 3,007 4,027
Adjustments in respect of prior pertods {958) (331)
2,009 3,696

Ceferred taxation
Origination and ceversal of uming differences {92} (47)
Defined benefit pension 163 124
Effects of changes in tax rate 57 47
Adjustments in respect of pnor periods (81} {49)
N 47 75
Taxqcharge on profit an ordinary activities i 2,056 3,771

(b Factors affecting the current tax charge for the year are

2012 2011

£000 £'000
Profit on ordinary activities before taxation 10,512 15,425
Notional charge at UK corporation tax rate of 24 5% (2011 26 5%) 2,575 4,088
Expenses not deductible for tax purposes 507 20
Depreciation in excess af capital allowances 101 S0
Effect of short-term timing differences (3) (1}
Pension Scheme Adjustments {173) {130}
Adjustments in respect of prior periods _ {998) (331}
Current tax charge for the year . 2,008 3,696
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B Taxation {continued)

in March 2012, the UK Government anncunced a reductionin the standaid rate of UK corporation tax
to 24% effective 1 Apni 2012 and to 23% effective 1 Apni 2013 These rate reductions became
substantively enacted in March 2012 and July 2012 respectively

n December 2012, the UK Government also proposed 10 further reduce the standard rate of UK
corporation tag to 21% effective 1 April 2014, but this change has not been substantively enacted

tn March 2013, the UK Government aiso propoased to further reduce the stardard rate of UK
corporation tax to 20% effective 1 Aprid 2015, but this thange has not been substantively enacted

The effect of these tax rate reducons on the deferred tax balance will be accounted for in the period
in which the tax rate reductions are substantively enacted

9. Dvidends
2012 2011
£'000 £'0C0
interim Qrdmary Dividends {pawd) [note 20) __ 6,000 5,000
10 Tangible fixed assets
Plant and Plant and
equipment equipment
owned leased Total
£'000 £000 £°000
Cost
At 1 January 2012 32,032 204 32,236
Additions 170 - 170
At 31 December 2012 32,202 204 32,406
Depreciation s
At 1 January 2012 28,475 204 28,675
Charge for the year 1,334 . 1,334
At 31 December 2012 29,809 204 30,013

Met book value
At 31 December 2012 2,393 . 2,393
At 1 January 2012 3,557 - 3.557

(L% ]
[
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11 Investments

The Company held the following unhisted investments at 31 December 2012 and 31 December 2011

Country of
Reglstration

ATOC Limaited UK
Rail Settlement Plan Limited UK
Rail Staff Travel Limited UK
NRES Limited UK

No of
shares

held
1

1

Class of share

" Ordnary (4p)

Qrdinary {4p)

Ordinary {4p}

_Ordinary (4p)

Propartion

held

4%

a%

4%

2%

The pnincipal activity of the above comparnies is to prowide a range of services to alt passenger raif
operzators, each of which has an equai share in the companies

12 Oebtorg

2012 2011
£000 £000
Trade debtors 5,141 6,323
Amounts due from group undertzkings 753 75
Cther debtors 706 1,124
Prepayments and accrued income 2,565 2,233
9,165 9,755

13 Cash at bank and in hand
2012 2011
£'000 £000
Bank deposits 47,845 41,014

Cash and cash equwvalentsincludes ring-fenced cash of £21,112,000{2011 £19,475,000) Under the
terms of the franchise agreement this cash 1s held 1n a separate deposit account in accordance with

the terms of the Season Ticket Bond

[E¥]
143
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14 Credltors, amounts fathing due within one year

2012 2011

£'000 £000

Trade creditors 15,508 11,384
Amounts due 1o group undertakings 992 570
Deferred season ticket income 20,465 19,481
SYoaal secunty and other taxation 485 446
accruals and deferred income 3,81¢C 3,762
Other creditors 2,860 2,302
Corporation tax 2,420 4,025

46,340 41,970

Other creditors includes deferred fixed asset grants of £5% 877 {2011 £350,000) and dilapudatian
provisions of £945,690 (2011 £436,000} which are due within 0ne year Amounis due after one year
are discinsed below

15 Creditors: amounts falling due after one year

2012 2011

i £'000 £'000

Deferred fixed asset grants - 5Q
Dilapsdations - 780

- 820

16 Provisions

1Jjanuary Released  Uthised or 31

2017 inthe transferred December

year in the year 2012

] _ Eond D00 £°000 £000

Insurance _ ) B34 {305) (203} 326

The wnsurance pravision arises from the estimated exposyre at the year end on existing 1nsurance
clains which are open for up to six years The prowsion s held unul utiised
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17 Deferred tax

{a) The deferred tax assel {excluding deferred tax on the pension hatwhty) movement in the year 15 a5

foltows

At 1 January 2012
Increase n the year
At 31 December 2012

£'000
634

116
750

b} The major compenents of the deferred tax asset {excluding deferred tax on pension deficit) are as

follows

2012 2011
£7000 £'000
Capital allowances 747 627
Other ming differences __3 7
e 750 634
Deferred tax arsing Capital Other timing Tota!
on pension defict allowances differences
{note 22)
£00C £°000 £000 E°000
At 1January 2012 206 627 7 840
{Charge)/credit to profit and
loss account {163) 120 {4) 147}
Credit to statement of total
recogrused gains and losses . 43 - - 43
At 31 December 2012 BE 747 3 836

The deferred tax assets are recognmised where 1t 15 considered more hkely than not that there wiil be

suitahle profits, from which the future of the underlying trmung difterences can be deducted




c2c¢ Rail Limited
Notes to the Accounts

For the year ended 31 December 2012

18 Share capital

19 Reserves

2012 2011
Allotted, called up ond fully poud £000 £'000
4,000,000 Ordinary shares of 25p gach L _ 1,000 1,000
Share Profitand Total
premium loss
account account
£000 E£'000 £000
At 1 )anuary 2012 3,000 6,719 9,719
Prohit for the year 8,456 8,456
Actuanal loss on defined benelit pension scheme {nate 22) {258) (258)
Deferred tax on actuanal loss 43 43
Share based payments 240 240
Diwidends paid [nate 5} L {6,000] (6,000)
At 31 December 2612 3,000 9,200 12,200
20, Reconciliation of movements in shareholders” funds
2012 2011
£'000 £'000
Profit for the financia! year 8,456 11,654
Other recogrused gains and losses {215} {169}
Share based payments 240 79
Dividends paid (note 9) _ {6,000) (5.000)
Net addition to sharehofders’ funds 2,481 6,564
_Shareholders’ funds at 1 January 10,719 4,155
Shareholders’ funds at 31 December 13,200 10,719
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21. Operating lease commitments

The Company has the following 2nnual commitments due under operating leases which expire

as follows
Fixed Track Ralling Stock Land and Other Total
Access Buildings
2012 2012 2012 2012 2012
£'000 £7000 £000 £'000 £/00Q
Leases which expire
within cne year 5,425 5814 3,728 441 17,170
5,425 9,814 1,450 441 17,170
Fixed Track Rolling Stock Land and Other Total
Access Buildings
2011 2011 2011 2011 2011
£'000 E'000 _ E'000 £'000 £'000
Within two to five years 10,345 . 24,248 3,665 1,075 39,134
. 10,345 24,249 3,665 1,075 39,334

The Company hss contracts with Network Rail Infrastructure Lmited for access to the raitway
infrastructure (track, stations znd depots) These contracts have been renewed subseguent to the
suceessful agreement on an interim franchise which 1s expected Lo run unti at least September 2014
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22. Retwrement benefits

The majanty of the Company’s employees are members of the c2c Rall Shared Cost Section of the
Railway Pension Scheme ['RPS'), a funded defined henefit scheme (“the Scheme’) The APS is a spared
cost scheme, which means that costs are formally shared 60% employer and 40% employee To date,
the Group, within which this Company 15 @ member, has experenced eieven changes of UK Tran
franchise ownership where the current owner has funded the scheme dunng the franchise term and
the pension deficit at franchise extt has tiansferred to the new owner, without cash settlement By
enter:ng nto the franchise contract, the Train Operating Company (‘TOC'} becomes the designated
employer far the term of the contract and under the rules of the RPS must fund its share of the
pensien Lability in accordance with the schedule of contrbutions agreed with the Scheme trustees
and actuaries

In determiming the appropnate accounting policy for the RPS 1o ensure that the Company's accounts
present fairty its financial postuan, financial performance and cash flows, management has consulted
with TOC mdustry peers and has concluded that the Company's constructive obhgations should he
accounted for in accardance with FRS 17 This accounting policy means that the Company’s accounts
reflect that element of the deficit anticipated to be setiled by the Company during the franchise term
and will prevent ga:ns ansing on transfer of the existing RPS deficit to & new owner at franchise exit

In calculating the Company’s constructive obligations i respect of the RPS, the Company has
caiculaied the pension deficit in accordance with FRS 17 and the assumptions are set out helow
Thesa deficits are reduced by a “franchise adjustment” which 1S that portion of the delicit projected to
exist 2t the end of the franchise and for which the Company will not e required to fund The
franchise adiustment, which has been calculated by the Company’'s actuaries, 15 offset against the
present value of the RPS habilities so as to fairly present the financial performance, position and cash
flows of the Company’s obligations

The franchise adjustment increased from £10 1m at 31 December 2011 to £18 im at 31 December
2012 The increase is caused by interest on the franchuse adpustment of £0 5m and net actuarial
movements of £7 5m In the prior year, the franchise adjustment decreased from E11 3m st 31
December 2010 to £16 1m a1 31 December 2011 The decrease was caused by interest on the
franchise adjustrment of £Q 6m and nel actuanal movements of £1 8m

A summary of the latest full actuanzl valuabon for the secticn relaung to the Company and
assumpuons made, 1s as follows

Date of actuanal valuation 31 December 2010
Actuarial method used Projected unit
Rate of iInvestment returns per annum 55%-76%
Increase tn garnings per annum 4 2%
Scheme assels taken at market value £64 5m
Fungding level 94%

28



c2c¢ Rail Limited
Notes to the Accounts
For the year ended 31 December 2012

22 Retirement Benefits (Continued)

The results of the latest avalable triennial valuation are then updated by independent professionzily
cualified actuanes for financal reporting purposes, in accordance with FRS 17 The main actuvarial
assumptions underlymg the FRS 17 valuations are

2012 2011 2010

Rate of increase in salarnes 30% 3 0% 3 9%
Rate of increzse of pensions 2 0% 20% 29%
Discount rate 4 4% 50% 54%
Inflation assumpuon {RP1} 2 8% 30% 35%
Inflatian assumptian [CPH 2 0% 2 0% 29%
Expected rates of return on schema assets

Equities 1 7% 7 7% T 7%

Gevernment Bonds 3.0% I0% 4 2%

Non-Gavernment Bongds 4.1% -% -%

fropecties -% -% 6 Q0%

Other 1,25% 125% 125%
Pgst retirerment mortality in years

Current pensioners at 65 — male

Current pensioners at 65 - male, pensicn under £9,300

pa or pensionable pay under £35,000 pa 206 05 15 8

Current pepsioners at 65 - male - others 228 226 215

Current pensioners at 65 — female

Current pensioners at 65 - female, pension under

£3,300 pa o1 penstonable pay under £35,000 pa 225 224 217

Current pensioners - fermale - others 24.9 248 227

Future pensioners at 45 — male

Future pensioners at 45 - male, pension under £8,300

pa or pensionable pay under £35,000 pa 230 22 8 2212

Future pensioners at 45 - male - others 25.0 249 237

Futiure pensioners at 45 - female

Future pensioners 2t 45 - female, pension under

£3,300 pa or penstonable pay under £35,000 pa 25.0 249 232

Future pensioners at 45 - female - others 27.3 271 242

Mortahty assumptions are based ¢on the recent experience of the Scheme with an allowance for future
improvements in mortality,

Scheme assets are stated at their market value at the respective balance sheet dates The expected
rate of return on assets is determined based on the market returns on each category of scheme
assets

Following the Government's announced change in the statutory measure of inflation for pension
schemes, from RPI to CPI, the appropriate assumptions were updated in the actuarial valuations as at
December 2010 The actuanal ioss has been recognised in the Statement of Recognised Gains and
Losses
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22 Retirement Benefits {Continuved)

Analysis of the amount ¢harged to operating profit

2012 2011
£'000 £'000
Current service cost {2,153} {1,508)
Total aperzuing charge (2,353) {1,908}
Analysis of the amount credited to finance income
2012 2011
E'000 E£'000
Expected return on pension scheme assets 2,647 2,655
tnterest on penston scheme iabilinies {2,384) {2,623)
interest on franchise adjustrment 506 608
Net credil to finance tncome 769 840
Analysis of the amount recognised in statement of totzl recognised gains and iosses
2012 2011
£'000 E£'000
Actuzl return fess expected retusn on pension scheme 162 {2,635)
assets
Other actuarnial {losses)/gains {420} 2,430
Actuanal loss recogntsed in the statement of total
recognised gains and losses [258) (205}
The actual return gn ptan assets s a gamn of £2,80%,000 (2011 £20,000)
The amounts recognised in the balance sheet at 31 December are
2012 2011 2010
£000 £'000 £000
Equities 61,668 55,801 55,831
gonds 3,220 3,118 2,784
Total forr value of scheme assets 64,888 59,019 58,615
Present value of schemea habtilities {35,684} {77,264} {79,193}
Franchise adpastment 18,105 10,124 11,257
Defined benefit obligation {77.579) 167,140]) (67,936}
Members' share of deficit 12,318 7.298 8,232
Deficit 10 the scheme {373) {823) {1,089)
Related deferred tax asset 86 __ 206 294
Net pension bty (287) {617) {795}
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22 Retwrement beneflts {continued)

WMovement in the fair value of the scheme assets are as follows

2012 2011

£000 £°000
Fair value of scheme assets at 1 fanuary 59,019 58,615
Expected return 2,647 2,655
Cash contributions — Employer 2,092 1,764
Cash centnbutions - Employee 1,349 1,132
Benefits paid {2,253) (2,528)
Members’ share of return on assets 1,872 14
Actuanal gain/{loss] recognised in statement of total
recaogmsed gains and losses o 162 {2,635)
Fair valiie of scheme assets at 31 December 64,888 59,019

Movement in the present value of the defined henefit scheme liabihities, which s partly funded, 15 as
stated below The RPS 15 a shared cost scheme, which means that costs are Tormally shared 60%
employer and 40% employee The movement on the scheme liabilives below represents 100% of the
scheme liabihings

2012 2011

£'000 £°000
Defined beneht obligation at 1 January (67,140} (67,936)
Current sefvice cost {2,153) {1,508}
Benefits paid 2,253 2,526
Cash contributians - Fmployees {1,349} {1.132)
Finance charge (2,384} [2,623)
interest on franchuse adjustment 506 608
Members’ share of movement on hiabilities (6,892) 920
Actuarial (loss}/gan recognised in statement of total
recogrised gains and lpsses {420y 2,405
Defined benefrt obhgation at 31 December . (77,579) {67,140}
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22 Retirement benefits {continued)

History of experience gamns and losses

2012 2011 2010 2009 2008
£'000 £000 £'00C £°000 £'000
Fair value of scheme assets 64,888 39,018 58,615 52,306 AS, 000
Presant value of the defined bepefit
obligation
obligatian (77,579} {67,140} (67,936} (61,330} (50,208}
Members' share of defuat 12,318 7,298 8,232 8,810 4,040
Beficit 1n scheme {373} {823} {1,089) {214) (1,168}
Expenence adjustments arisiag on
lrabritties
liahilities {2,189} {159) {2,130 10 200
Experence adjustments atsing
On a55e1s 162 {2,635) 1,082 2,428 {12,200)

The Company's expected cash contnbulton to the scheme v 2013 s £1,700,000 The cumulanve
amount of actuarial losses recogrised in the statement of total recogrised gains and losses since 1
lanuary 2004 15 £1,209,000 (2011 foss of £951,000), The Directors are unable to determme how
much of the pension scheme defict recogrused on implementation ¢f FRS 17, ‘Retuement henefis!
and taken to equity of £1,150,000 15 stinbutable 1o actuanal gains and losses since mception of those
nension schemes Consequently the Directors are unable to delernune the amount of actuanial gains
and losses that would have been recognised 1n the statement of total gawns and losses before 1
January 2004

23  Capital commitments
2012 2011
£'000 £'000

Contracted -

Authorised but not contracted

24 Cash flow statement

The Company has taken agdvantage of the exemption granted by FRS No 1 {Revised) “Cash Fflow
statements” whereby it 1s not required to pubiish its own statement of cash flows

The accounts of National Express Oroup PLC for the year ended 31 December 2012 contan 2
conschdated statement of cash flows

25. Relazted party transact:ons

The Company has faken advantage of the exemption under FRS 8 fram prowiding detaids of refated
party transactions with fellow subsitharies which are 100% owned of more as they are included within
the consohdated actounts of its ulumatle parent Company Natonal Express Group PLC, which are
publicly avaiiable
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26. Immediate and uitimate parent undertakings

The Company 1s a wholly owed subsidiary undertaking of, and 1s controlled by, National Express Traing
South Limited, a Company registered 1n England and Wales

The ultimate parent Company s Nauonal Express Group PLC

The results of the Company are included in the consolidated accounts of National Express Group PLC i
far the year ended 31 December 2012

Copies of these accounts are avallable from -

Thea Secretary

Naticnal Express Group PLC
National Express House
Biemingham Coach Station
Ml Lane

Diglreth

Birmingharm

B56DD

27 Post balance sheet event

Negotiations took place with the DfT in early 2013 to agree an mtenm franchise to run from the end
af May 2013 1o September 2014 with a possitble extension to Apnil 2015 These nepgotiations were
successfully concluded in May 2013 and a new interim tranchise agreement was signed with the DT
A bidding process 15 expected to take place in the avtumn of 2013 for the award of a 15 year franchise
ta start from the end of the intenm franchice
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