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Lendon Qverground Raill Operations Limited

DIRECTORS’ REPORT
The Drrectors submit therr annual report and the audited iinanciat statements for the year ended 31 March 2012
PRINCIPAL ACTIVITY

London Overground Rail Operations Limited {the ‘Company’) 1s a §0/50 joint venture between MTR Corporation,
operator of the Hang Kong metro, and the Deutsche Bahn Group, operator of the German national rail network The
Company started trading from 11 November 2007 and its principal achvity 1s the operation of Lendon Overground for
Transport for London (TfL)

The Company won the nght to operate London Overground when 2 was awarded the London Rall Concession ("the
Concession™ by TfL on 2 July 2007 The duraton of the Concession is for seven years from the stant of passenger
operations on 11 November 2007 with TiL having the option to extend the Concassian by a further two years iIf it so
chooses

The London Overground network consists of passenger rallway services between Richmond and Stratford (the North
London Ling), Watford and Euston {stopping trams only, known as the DC hne), Clapham Junction and Wilesden
Junction (the West London Line), Gospel Oak and Barking, and the East London Line operating between Highbury
Isington/Dalston Juncton and Crystal Palace/West Croydon

In December 2012 London Overground will open an extension of the East London line connecting Surrey Quays to
Ciapham Junchion The opening of the exiension will create an orbial network connecting North London, East London
and South London The extension will increase the number of Stations operated by London Overground Rail
Operations by two

London Overground will be a key service provider for the 2012 Olympic games serving the Olympic park {(via
Stratford} as well as several other Olympic locations

The Company s determined 1o make #ts fult contnbution to a successful games and for the duration of the Qlympic
and Paralympic Games wili be operating an enhanced tramn service

Currently across the London Overground network the Company 1s the Station Facilities Operator (SFO) at 55 stations
(iIncreasing to 57 stations 1in December 2012) and its services call at a further 23 stations {mcreasing to 27 in
December 2012} managed by other operators




London Overground Rail Operations Limited

DIRECTORS’ REPORT (continued)

BUSINESS REVIEW
KEY PERFORMANCE INDICATORS

The key financial highhghts for the year are as follows

Year ended Year ended
31 March 2012 31 March 2011
£000 £000
Profit and loss account’
Turnover 110,481 126,253
Gross profit 20,386 12,571
QOperating profit 7,540 821
Net interest recewvable 652 813
Balance sheet
Fixed assets 4,869 6,419
Net current assets 1,463 4,044
Net funds 21,329 10,371
Net assets excluding post retirement obhigations 6,332 8,463
Shareholders’ funds 6,332 8.463
% Yo
Profitatility
Operating profit €8 07

Turnover decreased by £15 8 million to £110 5 millon, this was largely due to 2011 numbers reffecting income for the
enhancement project underntaken at the 44 stations managed by the Company The project was one-off In nature

Operating profit was higher when compared to the pnior year, largely resulbing from a significantly reduced loss this
year as cempared to 2011 in respect of the statlion enhancement project

The Company used an industry standard Pubhic Performance Measurement {PPM) duning the penod The result for
the year to 31 March 2012 of 96 54% (2011 85 20%) met the target of 95 00% (2011 93 20%) as contained In Hs
Concession Agreement with Transport for London

PPM 1s the UK rait industry’s recognised measurement of operational train performance  The figure 18 2 12-month
maving annual average (MAA) and represents the pergentage of tmetabled passenger services arnving at therr
scheduled destination within five meinutes of the published arrval time




London Overground Rail Operations Limited

DIRECTORS' REPORT {continued)

PRINCIPAL RISKS AND UNCERTAINTIES

The statton enhancement project still poses a nsk to the business The Company has yst to reach final account with a
number of its suppliers and has received several clams where it does not recegnise entitiement The accounts include
an estimate for legihimate claims

The summer Olympics 15 very important to the Company as many of the events are held in areas where London
Qverground operates This will result in increased passenger loadings and additronal pressure on the services
provided Plans are in place for additional passenger services and addibonal resources are being deployed to cater
for the increased demand

The extension of the East London Ine 1s planned to open m December 2012, this will result n the Company taking on
a further two stations and increasing the number of stations served by six ~ The Company Is recruiting and traning
additicnal drivers for the new services and plans are well advanced for a successful opening

The objective of the Company in terms of financial instruments 1s to minimise nsk  The Group’s pnncipal financal
Instruments comprise trade debtors, bank balances, trade creditors and shareholder loans  Due to the nature of the
financial instruments used by the Company, there I1s no exposure to pnce nsk

Trade debtors are managed in respect of ¢redit and cash flow nsk  The Company monitors amounts cutstanding and
takes appropriate measures to ensure recoverabiity The Company manages the iquidity nsk of the bank balances
and shareholder loans by mamtaining cash flow forecasts in order to identify future cash flow requirements Trade
creditors’ liquidity nisk 1s managed by ensunng sufficient funds are avatlable to meet amounts due

PAYMENT TO CREDITORS

It 1s the Company’s policy to settle the terms of payment with suppliers when agreeing the terms of the transachon, to
ensure that supphers are aware of these terms and to abide by them

Trade creditors at period end amount to 27 days (2011 25 days) of average supphes for the period

DIVIDENDS

A dividend payment of £8 5m was made n the year ended 31* March 2012 (2011 £nil)




London Overground Rali Operations Limited

DIRECTORS’ REPORT (continued)

EMPLOYEES

London Overground Rail Operations Limited s committed to deiivering equality and inclusion in its work both as an
employer and provider of transport, fulfiling its statutory responsibiiities to tackle discrimination in the work place To
this end the Company has undertaken a corporate review of equalty and diversity with action plans for community
engagement, supplier diversity, traring and development

The Company has established a working group to dnive the programme of equalty and inclusion throughout the
orgamisation and delver equal opportumties at work The Company wil not discriminate on the grounds of sex,
disability, race, gender, reassignment, sexual onentation, marital status, ethnic or national ongin, religion or belief,
age or membership or non-membership of a trade union It 15 the policy of the Company that traiming, career
development and promotional opportunities should be available to all employees

Detalls of the number of employees and related costs can be found in note 5 to the financial statements on pages 18
and 19

CHARITABLE CONTRIBUTIONS

During the year the Company made no charitable or pohitical donations (2011 £nul)

GOING CONCERN

As highlighted in note 12 and note 15 to the financial statements, the Company meets its day-to-day working capital
requirements prnincipally through available cash resources generated through operations

The Drectors have a reasonable expectation that the Company has adequate resources to continue \n operational

existence for the foreseeable future Accordingly, they continue to adopt the going concern basis in preparing the
annual report and accounts

REAPPOINTMENT OF AUDITOR

In accordance with s485 Companies Act 2006 a resolution to reappoint Deloitte LLP as auditor will be propased at the
forthcoming Annual General Meeting




Londen Overground Rail Operations Limited

DIRECTORS’ REPORT (continued)

STATEMENT AS TC DISCLOSURE OF INFORMATION TO AUDITOR
Each of the persons who s a Director at the date of approval of this report confirms that

+ as far as the Dhrector 1s aware, there 1s no relevant audit information of which the Company’s auditor 1s
unaware, and

= the Director has taken all steps that he/she ought to have taken as a Director in order 1o make himself/herself

aware of any relevant audit information and to establish that the Company's auditor 1s aware of that
information

This conhrmation 1s given and should be interpreted in accordance with the prowision of s418 of the Companies Act
2006

On behaif-6f the™Board

30Jly 2012
Great Central House
Marylebone Station
Melcombe Place
London

NW1 6JJ




London Qverground Rail Operations Limited

DIRECTORS’ RESPONSIBILITIES STATEMENT

The Drrectors are responsible for prepanng the Annual Report and the financial statements in accordance with
applicable law and regulations

Company law requires the Directors te prepare such financial statements for each financial year Under that law the
Directors have elected to prepare financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards and applicable taw) 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
affars of the Company and of the profit or loss of the Company for that penod In preparing these financial
statements, the Directors are required to

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

» state whether applicable UK accounting standards have been followed, subject to any material departures
disclosed and explained In the financial statements, and

» prepare the financial statements on the going concern basis unless 1t 15 inappropnate 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 disciose with reasonable accuracy at any time the financial position of the Company and
to enable them to ensure that the financial statements comply with the Companies Act 2006 They are aiso
responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and
detection of fraud and other irrequlanties




Lendon Overgreund Rail Operations Limited

INDEPENDENT AUDITOR’'S REPCRT TO THE MEMBERS OF LONDON OVERGROUND RAIL OPERATIONS
LIMITED

We have audited the financial statements of London Overgreund Rail Operations Limited for the year ended 31 March
2012 which compnse the Profit and Loss Account, the Statement of Total Recognized Gains and Losses, the Balance
Sheet, the Cash Flow Statement and the related notes 1 to 24  The tinancial reporting framework that has been
apphed in their preparation 1s applicable law and United Kingdom Accounting Standards (United Kingdom Generally
Accepted Accounting Prachce)

This report 1S made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 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 in 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 opimons we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilitres Statement, the directors are responsible for the preparation
of the financial statements and for being satisfied that they grve a true and farr view  Our responstbility 1s 1o audit and
express an opinion on the financial statements in accordance with applicable law and Internaticnal Standards on
Auditing (UK and Ireland}) Those standards require us to comply with the Auditing Practices Board's Ethwcal
Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to qive
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or
errer  This includes an assessment of whether the accounting pohcies are appropriate to the Company's
circumstances and have been consistently apphed and adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall presentation of the tinancral statements |0 addition, we
read all the financial and nen-financial information 1n the annual repont to Wdentity matenal inconsistencies with the
audited financial statements 1f we become aware of any apparent material misstatements or inconsistencies we
consider the implications for our report

Opinion on financial statements

In our opinion the financial statements
= give a true and far view of the state of the Company’s affairs as at 31 March 2012 and of its profit for
the year then ended,
+ have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and
+ have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinon the information given in the Directors’ Report for the financiat year for which the financial statements are
prepared is consistent with the financial statements




London Overground Rail Operations Limited

INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF LONDON OVERGROLUND RAIL OPERATIONS
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 If, in our opmion

adequate accounting records have not been kept, ar returns adequate for cur audit have not been
recewed from branches not visited by us, or

the financial statements are not in agreement with the accounting records and returns, or

certaimn disclosures of directors' remuneration specified by law are not made, or

we have not receved all the information and explanations we reguire for our audit

Hopom | AMZ

Simon Letts BA FCA {Senior statutory auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
London, United Kingdom

30 July 2012
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London Overground Rail Operations Limited

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 MARCH 2012

Year ended Year ended
Notes 31 March 2012 31 March 2011
£'000 £'000
Turnover 1b, 2 116,481 126,253
Cost of sates (90,095} (113,682)
Gross profit 20,386 12,571
Admiustraive expenses {12,846) {11,750)
Operating profit 3 7,540 821
Net interest recewvable 8 652 813
Profit on ordinary activities before taxation 8,192 1,634
Tax charge on profit on ordinary acteitias 7 {2,200) {499)
Prafit on ordinary activities after taxation 18 5,992 1,135
A reconciiation of movement in shareholders’ funds 15 given in note 19
All items in the profit and loss account relate fo continuing cperaticns
STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
Year ended Year ended
Notes 31 March 2012 31 March 2011
£'000 £'000
Profit for the financial year 5,902 1,135
Actuanal gain on post refirement cbligation 22 422 1,132
Deferred tax relabing to post retirement obligation (82} {287}

Totai recognised gains for the year 6,332 1,870




Lendon Gverground Rail Operations Limited

BALANCE SHEET AS AT 31 MARCH 2012

Notes 31 March 2012 31 March 2011
£'900 £'000
Fixed assets
intangible assets 8 1,455 2,013
Tangible assets 9 3414 4,406
Current assets
Stocks 10 1,035 1,008
Deabtors 11 23,410 46,688
Cash at bank and in hand 12 21,329 12,371
45,774 60,068
Creditors amounis faling due within one year 14 {43,805) {56,024}
Net current assets 1,969 4,044
Total assets {ess current labilties 6,838 10,463
Creditors. amounts faling due after mare than one year 15 (505) (2.000)
Net assets excluding post retirement obligations 6,332 8,463
Post retrement obhigations 22 - .
Net assets 6,332 8,463
Capital and reserves
Calied up share capial 17 -
Profit and loss account
- Deficit relating to post retirement oblhigations 18 - -
- Others 6,332 8,463
Total profit and loss account 6,332 8.463
Sharehoiders’ funds 6,332 8,463

The finangial stalements of London Overground Rail Operations Limited, registered number 5668786, were
approvediby the Bpard of Directors and authonsed for 1ssue on 30 July 2012
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Londen Overground Rail Operations Limited

Net ¢cash inflow from operating activities

Returns on investment and servicing of finance

Interest received
Interest pard

Net cash infiow / (outflow) from returns on investment
and servicing in finance

Taxathon

Capital Expenditure

Tangtble assets

Net cash inflow before management of iquid

resources and financing

Financing

Decrease 1n senor debt

faling due less than one year

Bividend paid

Net cash cutflow from financing

Increase in cash in the year

Cash at bank and in hand

Opening balance

Closing balance

CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MAACH 2012

Notes

13

21

13

13

Year ended Year ended
31 March 2012 31 March 2011
£'000 £'000
21,306 Q94
86 56
{51) (60}
35 (4)
{1,514) (43)
{405) (705)
19,422 242
(2,000) -
(8,464}
{10,464)
8,958 242
12,371 12,129
21,329 12,371




London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012

a)

b)

Vi

Vi

ACCOUNTING POLICIES
Basis of preparation

The financial statements have been prepared under the historical cost convenbion, and in accordance with
applicable United Kingdom laws and accounting standards A summary of the pnncipal accounting policies
adopted by the Directars, which have been applied consistently in the current and pnor periods, 1s shown below

Turnover

Turnover 15 the total amount receivable by the Company for services provided, excluding VAT and trade
discounts

Turnover reflects the following

Concession paymenis payable to the Company from Transport for London in respect of the passenger services
it operates  Concession payments are recognised in the penod to which the payment relates and are enshnned
in the Concession Agreement with Transport for Londen

Enhancement income relates to station enhancement works undertaken by the Company on behaif of Transport
for London These contracts are fixed price in nature and income s recegnised to match the costs as incurred
if it 1s anticipated that a contract, or a separate and dentifiable component of the contract, will generate a loss,
then the loss s reported immediately wath provision for anticipated future costs

10% of passenger income 1s paid to the Company through the operation of a revenue share with Transport for
London Passenger income represents agreed amounts attnibuted to the London Overground services by the
income allocation systems of the Rallway Setttement Plan Limited, principally in respect of passenger receipts,
based on detaled surveys of passenger flows The income s recognhised in the period in which the passenger
travel occurs

Receipts for payments under the operational performance regime are contained within the Concession
Agreement with Transpert for London  Under this regime the Company 1s tincentivised to minimise the level of
delay If the Company delvers less delay than the target then a payment 1s received from Transport for
London If the Company delivers mere deiay than the target then a payment is made by the Company to
Transport for London Such amounts are accounted for in the pericd to which the operational performance
relates

Station income is received from other train operating companies for using and stopping at stations operated by
the Company The Income is agreed annually and invoiced and recognised 1n 13 squal penodic Instalments
throughout the year

Depot income 1s receved from other train operating companies for works carned out at the Company’s depot at
Willesden and for stabling and fuelling umts owned by other tramn aperating companes at the depot income 15
invoiced and recognised when the work is complete

Other income 15 denved from car park income, comrmissions and other services and s recognised i the profit
and loss account upon completion of the sennce




London Overground Raill Operations Limited

Notes to the financial statements for the year ended 31 March 2012 {continued)

1

ACCOUNTING POLICIES (Continued)

c)

d)

f

Taxation

Current tax, including United Kingdem Corporation tax and foreign 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

In accordance with FRS 19 "Deferred Tax”, deferred taxation 1s recognised In respect of all timing differences
that have onginated but not reversed at the balance sheet date where transactions or events that result in an
obligation to pay more tax in the future or a nght to pay less tax in the future have occurred at the balance sheet
date Timing differences are differences between the Company's taxable profits and its resuits as stated in the
financial statements that anse from the inclusion of gains and losses N tax assessments N penods different
from those in which they are recogmised in the financial statements

A net deferred tax asset s regarded as recoverable and therefore recagmised cnly when, on the basis of ali
avallable evidence, it can be regarded as more likely than not that there will be sutable taxabfe profits from
which the future reversal of the underlying tming differences can be deducted Deferred tax 1s measured at the
average tax rates that are expected to apply in the penod in which the ttming differences are expected to
reverse based on the tax rates and laws that have been enacted or substantively enacted by the balance sheet
Deferred tax assets are not discounted

Tangible fixed assets

Tangible fixed assets are stated at cost including directly atinbutable finance costs, net of depreciation and
provision for impairment Depreciation 1s provided on all tangible fixed assets at rates calculated to wnte off the
cost, less estimated residual value, of each asset on a straught-line basis over its expected usefu! ecanomic life,
as follows

Short leasehold buildings, plant and equipment and infrastructure improvements — over the remaining lease
term or remaining asset life 1n line with the Concession Agreement as appropriate, and

Assets 1n the course of construction are not depreciated until commissioned Once commissicned, assets are
depreciated in ine with the Concession Agreement Assets which are hsted in the Concession Agreement are
depreciated over their economic useful ife whilst other assets are depreciated over therr economic useful Iife

Operating costs

Operating costs are capitalised dunng the construction penod  Following commissioning, regular operating and
maintenance costs and London Overground Rail Operations Limited central costs are expensed to the profit
and loss account as Incurred

Stocks

Stocks are stated at the lower of cost and net realisable value Stock matenals are held at an average unit

price In determining the cost of raw matenals, consumables and goods purchased for resale, the average cost
Is used




London Overground Rail Operatons Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

9)

h)

ACCOUNTING POLICIES (continued)
Defined Benefit Schemes

The Company operates a defined benefit scheme providing benefits based on final pensiwonable pay The
assets of the scheme are held separately from those of the Company Contributions to the scheme are charged
to the profit and loss account so as to spread the cost of pensions over employees’ working lives within the
Company

For the Company’s defined benefit scheme, in accordance with FRS 17 'Retirement Benefits’ the service cost of
the pension provision relating to the penod, together with the cost of any benefits relating tc past service, I1s
charged to the profit and loss account A charge equal to the increase in present value of the scheme liabihes
and a credit equivalent 1o the Company’s long-term expected returns on the assets are included in the profit and
loss account under interest

The difference between the market value of the assets of the scheme and the present value of the accrued
pension liabilthes 1s shown as an asset or liability on the balance sheet net of deferred tax Any difference
between the expected return on assets and that actually acmeved s recognised in the statement of fotal
recognised gains and losses along with differences ansing from expenence or assumption changes

Leased assets

The Company does not have any assets financed through a finance lease  All leases are therefore regarded as
operating leases and the payments made under them are charged to the profit and loss account over the lease
term on a straight-ine basis

Intangible hxed assets

Intangible fixed assets are the costs incurred by the Company to obtan the London Raill Concassion Bidding
costs, incurred by the Company's parents prior to contract award on 2 July 2007, have heen charged to the
Company where they have been capitaised as an intangible fixed asset and amortised over the life of the
Concession  In accordance with Financal Reporting Standard 11, the intangible fixed asset 1s subject to an
impairment review each year to ensure that it 18 recorded in the Financial Statements at no more than the
recoverable amount

The Company has expensed all costs incurred after being awarded the Concession on 2 July 2007 unbl trading
commenced on the 11 November 2007

Long-term contract balances

Amounts reccverable on long-term contracts which are included in debtors are stated at the net sales value of

the work carned out less amounts received as progress payments on account Excess progress payments are
included in creditors as payments on account




London Qverground Rail Operations Limited

TURNOVER

Notes to the financial statements for the year ended 31 March 2012 (continued)

Turnaver originates In the United Kingdem and denves from the operation of passenger rallway services and

associated activities

Tumnover for the year can be analysed as follows

Concession payments
Enhancement income
Passenger income
Performance regime ncome
Station income received
Depot income

Other

OCPERATING PROFIT

Operating profit for the year 1s stated after charging

Access charges payabie 1o Network Rail
Operating lease rentals
- rolling stock charge
- other plant and equipment
Deprecration and amortisation
- tangible fixed assetls, owned
- intangible assets
Auditor's remuneration
- fees payable to the Company’s auditor
for the audit of the Company's annual accounts
- fees payable to the Company's auditor
for non audit services

Year ended Year ended
31 March 2012 31 March 2011
£'000 £°000

86,473 80,866

- 25,234

8,590 6,876

7,550 3,045

4,152 3,990

601 1,725

3,115 4,017

110,48t 126,253
Year ended Year ended
31 March 2012 31 March 2011
£'000 £000

10,488 10,464

2,091 2,102

4,084 1,627

1,397 1,471

558 560

49 44

1

JI




Londen Overground Ratl Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

4. DIRECTORS' REMUNERATION

Emoluments
Company contribution to money purchase pension
schemes

The number of directors who:

Are members of a defined pension scheme

5 STAFF NUMBERS

Year ended 31 Year encded 31
March 2012 March 2011

€000 £'000

174 56

26 8

200 64

Year ended 31 Year ended 31
March 2012 March 2011
No. No

The average number of pecple employed by the Company durnng the year, including directers, was as follows

Customer Services
Operations

Fleet

General

18

Year ended 31 Year ended 31
March 2012 March 2011
No No

497 484

455 433

109 108

96 104

1,157 1,129




London Overground Ratl Operations Limited

STAFF NUMBERS (Continued)

Notes to the financia! statements for the year ended 31 March 2012 (continued)

The aggregate payroli cosis of these people were as follows

Wages and salanes
Social secunty costs
Cther pension costs

NET INTEREST RECEIVABLE

interest receivable and similar income
interest receivable on bank deposits
Expected return on penston assets

interest payable and similar charges
interest payable on Suberdinate Deidt
interest payable on Senior Debt

Other

Net interest recewvable

Year ended 31 Year ended 31
March 2012 March 2011
£'000 £'000
44,561 41,185
3,665 3,206
4,934 5,510
53,160 43,901
Year ended 31 Year ended 31
March 2012 March 2011
£000 £000
86 113
617 817
703 873
(40) (80)
(10) -
{1 -
{51) (60}
652 813

19




London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

7 TAX CHARGE ON PROFIT ON ORDINARY ACTIVITIES

Year ended 31 Year ended 31

Analysis of tax charge for the year March 2012 March 2011
£'000 £000

Current tax
UK corporation tax 1,236 175
Group relief payabie 1,085 567
Adjustments in respect of previous periods
UK Corparation tax (175) (311)
Group relief payable 212 296
Total current tax 2,358 727
Deferred tax
Ongination and reversal of bming differences (note 16} (16) 73
Deterred tax ansing on defined benefit cost (note 22) (82) (297)
Adjustment in respect of prier penods {102) (37)
Adjustment due to Rate Change 42 33
Total deferred tax (158) (228)
Total tax on profit on ordinary activities 2,200 499

Factors affecting the tax charge for the current period

The differences between the total current tax charge shown above and the amount calculated by applying the
standard rate of UK corporation tax ta the profit before tax are as follows

Year ended 31 Year ended 31
March 2012 March 2011
£'000 £000
Profit on ordinary activities before tax 8,192 1,634
Profit on ordinary activities multiphed by the standard rate
of corporation tax in the UK of 26% (2011 28%) 2,130 457
Effects of
Expenses not deduchble for tax purposes 65 55
Capital allowances in excess of depreciation 16 10
Other timing differences - (83)
FRS 17 adjustment 270 548
FRS 17 adjustment - finance ncome (160) {229)
Rate Difference . (14)
Adjustments to tax charge in respect of previous pericds 37 {15)
Tax charge for the year 2,358 727

20




Lendon Overground Rail Operations Limited

Notes to the financiat statements for the year ended 31 March 2012 {continued)

8.

INTANGIBLE FIXED ASSETS

Cost

As at 1 Apnl 2011 and 31 March 2012

Amortisation

As at 1 Apnt 2011
Charge for the year
At 31 March 2012

Net book value
As at 31 March 2012
As at 31 March 2011

TANGIBLE FIXED ASSETS

Cost

Al 1 April 2011
Additions
Transfers

At 31 March 2012
Depreciation

At 1 Aprid 2011
Charge for the year
At 31 March 2012

Net book value
As at 31 March 2012

As at 31 March 2011

Cost of
Concession
£000
3,819
{1,906)
(558)
{2,464}
1,455
2,013
infrastructure
improvements
Short Ptant and Under
leasehold machinery construction Total
£000 £000 £'000 £ 000
4,249 3,411 157 7.817
85 - 320 405
89 66 {155) -
4,423 3,477 322 8,222
{1,526} {1,885) - (3,411}
{851} {548} - {1,397}
{2,377) {2,431} - (4,808}
2,046 1,046 322 3,414
2,723 1,628 1567 4,406
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London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

10.

11.

12

STOCKS

Raw materals and consumables

Obsolete stock provision

DEBTORS

Due within one year

Trade debtors

Rail settlement plan

Amounts owed by related parties

Other debtors

Prepayments and accrued income

Due after more than gne year

Deferred tax

CASH AT BANK AND IN HAND

Cash on deposit, at bank and n hand i1s £21 3 milion {2011 £12 4 million)
£2 3 mihion (2011 £2 3 milhon) held to meet the requirements of the Concession Agreement set out by
Transport for London and a cash balance of £1 4 million (2011 £1 4 million) held to meet the requirements of

21

31 March 2012

31 March 2011

£000 £000
1,283 1,222
(248) (213)
1,035 1,009

31 March 2012

31 March 2011

£'000 £'000
1,769 3,172
9,194 7.516
60 466
2,258 1,752
9,628 33,357
22,509 46,263
501 425
23,410 46,688

the Heavy Maintenance reserve set out by an agreement with Angel Train Ltd

The Company 1s required to retain both these amounts in a separate bank account and these balances are

therefore not available for other corporate purposes
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London Overground Rall Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

13 ANALYSIS OF NET FUNDS

At March Non At March
2011 Cash flow Cash 2012
tem
£'000 £000 £000 £'000
Cash in hand and at bank 12,371 8,958 - 21,329
Subordinated debt due in more than one year (2,000) 2,000 - -
Net funds 10,371 10,958 - 21,329
RECONCILIATION OF NET CASH FLOW TO MOVEMENT iN NET FUNDS
31 March 31 March
2012 2011
£'000 £'000
increase in cash in the year 8,958 242
Decrease in subordinated debt due in more than one year 2,000 -
Increase In net funds 10,958 242
Opening net funds 10,371 10,129
Closing net funds 21,329 10,371

RECONCILIATION OF OPERATING PROFIT TO NET CASH INFLOW FROM OPERATING ACTIVITIES

Year ended 31 Year ended 31

March 2012 March 2011

£'000 £'000

Operating protit 7,540 821
Depreciation and amortisation 1,955 2,031
(Increase) in stocks (26) (689)
Decrease In debtors 23,278 (21,793)
(Decrease) i creditors (12,219) 20,624
Net cash inflow from operating activities 20,528 394
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London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

14,

15

CREDITORS AMOUNTS FALLING DUE WITHIN ONE YEAR

31 March 31 March
2012 2011
£°000 £000
Trade creditors 4,543 6,341
Rail settlement plan creditors 10,052 8,221
Amounts owed to related parties 21 1,318 3,244
Corporation tax payable 1,061 218
Other taxation and social secunty 2,999 2,306
Other creditors 6,076 3,377
Accruals and deferred income 15,780 31.211
Deferred season ticket income 1,276 1,106
43,805 56,024
CREDITORS. AMOUNTS FALLING DUE AFTER ONE YEAR

31 March 31 March
2012 2011
£000 £'000
Amounts owed to Rail for London - -
Amounts owed to Shareholders - 2,000

Accruals 506
506 2,000

Analysis of debt:

Debt can be analysed as falling due
Between one and two years - -
Between two and five years 506 2,000
in five years or more - -

506 2,000

The Company had a subordinated debt facility with MTR Corporation Limited and DB Regio UK Linuted
(formerly Laing Rail) The amount due under the sub debt faciity balance was fully repaid in 2012, from a
balance of £2m n 2011 This repayment effectively terminated the facility and as such 1s no longer available to
drawdown upon
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London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

16,

17,

18

DEFERRED TAX

At 1 Apnl 2011

Adjustment in respect of prior penods
Rate Change

Provided dunng the year

At 31 March 2012

Difference between accumulated depreciation, amortisation and capital

allowances
Other tming differences

Deferred tax asset

CALLED UP SHARE CAPITAL

Authorised.
Ordinary shares of £1 each

Allotted, called up and fully paid.
2 Ordinary shares of £1 each

MOVEMENT IN RESERVES

At 31 March 2011

Profit for the year

Actuanal gain on post retirement obkgations
Deferred tax relatng to post retirement obhigation
Dividend

Current pension service cost in excess of current
contribution

Other firance income

Employers share of interest cost

Expected return on sechion assets

Deferred 1ax ansing on defined benefit cost

At 31 March 2012

31 March 2012

£'000
424
102

(42}
16

500

329
171

500

31 March 2011

No No
2 2
£ £
2 2
Pension Profit and
Reserve Loss account Total
£000 £'000 £'000
- 8,463 8,463
- 5,092 5,992
422 - 422
(82) - (82)
{8,463) (8,463)
(845) 845 -
817 (617) -
(2,368) 2,368 .
2,174 {2,174)
82 {82)
- 8,332 6,332
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London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 {continued)

18

19,

20

MOVEMENT IN RESERVES (cont )

Pension reserve is a distnbutable reserve which recognises future employer's lrability for any funding shortfall to

the defined benefit scheme See note 22

RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

Year ended 31 Year ended 31
March 2012 March 2011
£'000 £'000
Profit for the year 5,992 1,135
Actuarial gain on post retirement obligations 422 1,132
Deferred tax relating to post retirement obligation (82) (297)
Dwvidend (8.464) -
Net (decrease) / increase in shareholders’ funds (2,132) 1,970
Opening shareholders’ funds 8,464 5,493
Closing shareholders’ funds 6,332 8,463

FINANCIAL COMMITMENTS

The Company has the following annual commitments, amounting to £2 3 millon due under operating leases,

which expire as follows

Operating leases which expire
Within one year

Between one and five years
In five years or more

Rolling stock
£°000

2,262

2,262

The Company has contracts with Network Rarl Infrastructure Limited for access to the ralway track
infrastructure (track, station and depots) These contracts are for a remaining penod of three years The

contracts may be terminated by joint agreement between the companies

The Company 15 committed to pay a fixed charge of £4 5 million {2011 £4 1 milon) and £4 mullion far station
and depot leases In the next financial year Thereafter Network Rail contracts will nse by RPl  In addition, a

variable charge s levied on the basis of train miles actually run
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London Overgreund Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued})

21.

TRANSACTIONS WITH RELATED PARTIES

During the period the Company purchased goods and services from associated undertakings as shown

Year ended 31 Year ended 31
March 2012 March 2011
£'000 £'000
MTR Corporation Limited - {10)
DB Regio UK Limited (381) (578)
Chiltern Railway Company Limited (409) (339)
(790) (927)
During the perncd the Company provided services to the associated undertakings as shown
Year ended 31 Year ended 31
March 2012 March 2011
£000 £000
MTR Corpeoration Limited - -
DB Regio UK Limited 525 188
Chiltern Railway Company Limited 486 712
Tyne and Wear Metro Limited 193 323
1,204 1,223
All transactions are dene on an arms length basis
Amounts owed to / (owed from) related parties
31 March 31 March
2012 2011
£'000 £000
MTR Corporation Limited 444 1,607
DB Regic UK Lirmited 853 1,607
Chiltern Railway Company Limited (39) (382)
Tyne and Wear Metro Limited - (B6)
1,258 2,766

The relationship of the Company to these companies 15 as follows

MTR Corporation Limited owns 50% of the joint venture along with DB Regio UK Limited who owns the other
50% Chiltern Railway Company Limited 1s a 100% owned subsidiary of M40 Trains Limited who in turn s
100% owned by DB Regio UK Limited Tyne and Wear 1s 100% owned by OB Regia UK hrmuted
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Londeon Overground Rai! Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

21 TRANSACTIONS WITH RELATED PARTIES (continued)

Shareholder lcans

The Company has the fallowing long-term subordinated debt from its shareholders

31 March 31 March

2012 2011

£'000 £000

MTR Corporation Limited - 1,000
DB Regio UK Limited - 1,000
- 2,000

Interest charged to the Company for long-term subordinated debt dunng the period as shown

Year ended 31 Year ended 31
March 2012 March 2011
£'000 £000
MTR Corporation Limited 20 30
DE Regio UK Limited 20 30
40 60
22 POST RETIREMENT OBLIGATIONS

31 March 31 March

2012 2011
£'000 £000

Clesing pension scheme liabihty - -

Deferred tax asset - -

Net pensicn habihty - -

Defined benefit pension schemes

The Company operates a defined benefit scheme for the benehit of the employees and executive directors  The
London Overground Section 1s part of the Rallways Pension Scheme, but tts assets and kabilities are identified
separately from the remainder of the Scheme The assets of the London Overground Section are administered
by trustees in a fund independent from the assets of the Company
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London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 (continued)

22,

POST RETIREMENT OBLIGATIONS (continued}

The London QOverground Section is a shared cost arrangement whereby the Company 1s only responsible for a
share of the cost The figures reported below therefore represent only the Company’s share of the cost, except
that the lables reconciling the Section habihties and assets from the start to the end of the year are presented
before the deduction of the members’ share of the defined benefit cost, or the surplus or defict This 15 for
simplicity of interpretation and for consistency with the habihtes and assets quoted in the table showing the
penston scheme habibity or asset at the end of the year

Employer contnbuticns for the year ending 31 March 2013 are either 13 92% or 14 64% depending upon the
early retirement factors elected by the individual employee These rates are equal to 60% of the long term jont
contnbution rate of 23 2% or 24 4% respectively For the year ended 31 March 2012 employer contnbutions
were 15 9% of Section pay, equal to 60% of the long-term joint contribution rate of 26 5% of Section Pay
These rates have been reviewed following the compietion of an actuanal valuatien as of 31 December 2010

The contnbutions are determined by a qualified actuary on the basis of tnennial valuations updated using the
projected unit method

There were no outstanding or prepaid contnbutions at either the begnning or the end of the financial pencd

The London Overground Section 15 open to new members

Membership data
31 March 31 March
2012 2011
No No
Actve members
Number of active members 987 Q937
Annual payroll for active members (£'000) 32,472 28,599
Average age of active members 43 years 43 years
Deferred members
Number of deferred members 138 100
Total payroli for deferred pensions (£'000) 247 169
Average age of deferred members 43 years 44 years
Penstoner members (including dependants)
Number of pensioner members 35 22
Annual payrofl for pension members (£°000) 205 105
Average age of pensioner members 60 years 62 years
Summary of assumptions
31 March 31 March
2012 2011
% pa % pa
Rate of increase In salanes 4.3 46
Rate of increase for pensions in payment 23 26
Discount rate 53 56
Inflation 3.3 36
Rates of increase for deferred pensioners 23 26
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London Qverground Rail Operatiens Limited

Notes to the financial statements for the year ended 31 March 2012 (continued}

22

POST RETIREMENT OBLIGATIONS {continued)

The assumptions used by the actuary are the best estimates chosen from a range of possible actuanal
assumptions that, due to the timescale covered, may not necessarily be borne out in practice

Mortality rates

31 March

2012

Years

Male currently age 65 Pensicn under £9,300 pa or pensionable pay under £35,000 pa 205
Cthers 226

Male currently age 45 Pension under £9,300 pa or pensionable pay under £35,000 pa 22.8
Others 24.9

Female currently age 65  Pension under £3,300 pa or pensionable pay under £35,000 pa 22.4
Others 24.8

Femaie currently age 45  Pension under £3,300 pa or pensionable pay under £35,000 pa 2495
Others 271




London Overground Rail Operations Limited

Notes to the financial statements for the year endad 31 March 2012 {continued)

22,

POST RETIREMENT OBLIGATIONS (continued)

Pension scheme habnility at end of year

The farr value of the London Overground Schemes’ assets, which are not intended to be realised n the short-
term and may be subject to sigmbicant change before they are reahsed, and the present value of the scheme's
abilies, which are denved from cash fiow projections over long penods and are thus mherently uncertain,
were

Expected rate 31 March Expected rate 31 March
of return 2012 of return 2011
% £'0C0 % £000
Eguities 6.9 48,678 78 42,020
Government Bonds 31 2,451 44 2,186
Non-Government Bonds 46 - 55 -
Property 6.8 - 75 -
Other 2.5 707 38 373
Fair value of plan assets 6.7 51,836 76 44 579
Present value of scheme
llablhties {68,895} (62,942)
Deficit in the scheme {17,059) {18,363}
Members' share of deficit 6,824 7,345
Deficit expected to be
recovered after snd of
concession period 10,235 11,018

Employer's share of gross - -
pension kabihty
Related deferred tax asset -

Net pension hability - -

The amount of Hus net pension llabdity would have a consequential effect on reserves
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London Overground Rail Operations Limited

Notes to the financial statements for the year ended 31 March 2012 {conttnued)

22

POST RETIREMENT OBLIGATIONS (continued)

Reconcihiation of pension scheme liabihty

Year ended 31 Year ended 31

March 2012 March 2011

£000 £'000
Opening Pension Scheme hability - -

Employer's share of pension cost {4,240) {4,618)
Employer contnibutions 3,818 3,484
Actuarial gain recogrised in the STRGL 422 1,132

Clesing pension scheme )iability - -

The actuanai gain recogrised i the statement of total recognised gams and losses represents the Company’s
proporhonate share of the expenenced gans and losses ansing on the scheme’s habdites and assets in the
year Due to the elements of the scheme’s deficit allocated to members and the proportion expected to be
recovered after the end of the concession penod it 1s not meaningful to allocate this amount between its

constituent parts

Disclosed pension cost

Employer’s share of service cost

Employer's share of interest cost

Interest on concession adjustment

Empioyer's share of expected return on assets

Employer's share of pension cost

Changes in the present value of the defined benefit obligation

Opening scheme habihties
Service cost
Interest cost

Expenence gains on the scheme habihbes
Benefits paid

Present value of scheme habilihes
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Year ended 31 Year ended 31
March 2012 March 2011
£'000 £'000
4.663 4,965
2,368 2,258
(617) (817)
(2,174) (1,790)
4,240 4,618
Year ended 31 Year ended 31
March 2012 March 2011
£'000 £000
(62,942} (59,477)
(7,724) (8,224)
{3,946) (3,763)
5,400 10,029
317 (1,507)
(68,895) (62,942)
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Notes to the financial statements for the year ended 31 March 2012 {(continued)

22,

23

24,

POST RETIREMENT OBLIGATIONS (continued)

Reconciiation of value of assets

Year ended 31 Year ended 31
March 2012 March 2011
£'000 £'000

Opening value of scheme assets 44,579 34.710
Expected return on assets 3,623 2,983
(Loss} on assels {2,360) {308)
Emptloyer contnbutions 3,818 3,484
Member contributions 2,493 2,203
Benehis pand (317 1,507
Clesing farr value of plan assets 51,836 44,579

Costs and income that were reflected on the shared cost basis 1 the profit and loss account and statement of
total recogrused gains and losses for the London Overground Scheme have been grossed up 1o 100%

Historical information in respect of the gross value of the scheme

31 March 3t March 31 March

2912 2011 2010

£000 £'000 £°000

Present vaiue of scheme labilities 68,895 62,042 59,477
Fair value of scheme assets 51,836 44,579 34,710
Gross deficit in the scheme {17,059} (18,363) (24,767}
Expenence loss on scheme abilities (3,728) 2,416 1,174
Experience gam on scheme assets 1,416 185 {3,851)

CONTINGENT LIABILITIES

The Company has one performance bond with Bayensche Landesbank dated 21 December 2011 for
£12,000,000, this bond expires at the end of the concession and has been guaranteed by Deutsche Bahn AG,
Germany

ULTIMATE PARENT COMPANY

The Company 1s owned and jomily controlied by DB Regio UK Limited and MTR Corporation Limited The
Directors consider there to be no ulimate controling party and no ulimate parent undertaking
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