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c2¢ Rail Limited
Directors’ Report

The Directors present their annual report, business review, the financial statements
and auditors’ report for the vear ended 31 December 2009

Principal activities

The principal activity of the Company during the last financial year was the operation
of passenger railway services between London Fenchurch Street and Shoeburyness
The c2¢ franchise 1s currently scheduled to end on 29 May 2011

Visit our website, www c2c-onhne co uk, for information on timetables, fares and
further details on our business

Results and dividend

Passenger income increased 1n the year by over 2% to £105.822,000 compared to
£102,942,000 1n 2008 The profit before tax was £4,097,000 (2008. £3,711,000)

The profit for the year atiributable to the shareholders amounts to £2,587,000 (2008
£2,275,000) The directors do not recommend the payment of a dividend (2008 £mil)

Review of business and outlaok

The Company’s operaung profit again improved significantly to £3,766,000 (2008
£2,794,000) This was a very satisfactory result, given the recessionary economic
environment  Our record breaking operational performance (as detailed below)
contributed to the higher passenger revenues and we continued to successfully
challenge our cost base We anticipate that the Company will remain profitable 1n
2010 against a background of slowing improving economc output and increasing

inflation

The Company continued 1o dehver strong operational results  The percentage of
tramns arnving on time 1n the year increased to 96 26% (2008 94 88%) As in 2008,
this 1s the hughest Public Performance Measure (PPM) 1 the country and a PPM of
96 3% for the year 1s both the highest ever recorded for a UK mainland Tran
Operating Company and above the benchmark Swiss Federal Raillways

Key risks and uncertainties

The Company 1s subject to internal and external risk factors External risks include
general economic conditions, compeutor activity and regulatory changes Internal
risks nclude failure of internal controls, regulatory comphance and 1ndustrial
disputes

Further discussion of these risks and uncertainties, 1n the context of the Group as a
whole 15 provided m the Operating and Financial Review on page 32 of the National
Express Group PLC 2009 Annual Report and Accounts
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Further information on the financial nisk management objectives and policies of the
Group as a whole, and by default the Company, can be found in Note 30 on pages 99
to 101 of the National Express Group PLC 2009 Annual Report and Accounts

Operationzal review

Operational performance again improved in the year In the most recent National Rail
Trends Public Performance Measurc (PPM) tables, the percentage of our tramns
arrsving on time rose by 1 4% to 96 3% compared to a sector average of 91 1% We
are progressing our Right Time, Every Time mitiative to dnve further improvements

During 2009 we worked to get the cleanliness and presentation of our trams to a
consistently high standard National Passenger Survey (NPS) results have increased
to 90% which 1s a 2% increase year on year The Customer Satisfaction Survey
(‘CSS’}) has also reported that interior cleanliness of trains stands at 99% which 1s a
3% 1increase year on year Both surveys report the Company as above the national
average C8S reported overall satisfaction at 92% which 15 a 3% increase year on year
Following the implementation of C-COMMS 1n 2008, where we focused on customer
communication, 1n particular duning times of disruption, we have seen a 2% mcrease
year on year in iformation availabihity at stations about service disruption The
Company stil continues to deliver a punctual and reliable service with NPS reporting
at 94% and CSS reporting at 99% We are clearly focusing on maintaiming this
position and meelung our customers’ needs, so maintaining very high levels of
punctuabity and reliability remains our top priority

Environment

We continue to combat climate change n three ways making our own operations
more carbon-efficient, working with government and other bodies to help shape lower
carbon transport policies and directly encouraging people to switch to pubhc transport

Our electnic trains have activated regenerative braking technology, which recovers
energy during braking to generate electricity and can reduce train power consumption
and CO, emissions by about 20% In the summer of 2008 we introduced a further
software upgrade to our Class 357 trains, which was designed to save a further 3% of
traction electricity by reducing arr conditioning, hghting and other systems when the
trains are stabled overmight and dumng 2010 we intend to introduce funher
improvements to the regenerative braking system to further reduce CO; emissions

During 2010 a lighting management scheme will be introduced to reduce depot
electricity consumption and we will continue with our activities to re-cycle waste,
particularly of paper collected from trains

Following the introduction of an Environmental Management System, we 1ntend io
seek ISO 14001 Environmental Accreditation in the second half of 2010

4
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Directors

The Directors of the Company who served durning the year, and since the year end, are
hsted below -

Name of Director

R Bowley
J Drury
D Franks

S Rees
A Chuvers fappointed 18 February 2010}

Company secretary
B Lees
Directors’ habilities

The Company has granted an indemnity to one or more of its directors agamst liability
in respect of proceedings brought by third parties, subject to the conditrons set out n
the Companics Act 2006 Such quahfymg third party indemnity provision remains in
force as at the date of approving the Directors’ Report

None of the directors had any interest in the 1ssued share capital of the company

The Company’s Articles of Association include a provision indemmfying the
Directors to the extent allowed under the Companies Act 2006

Employees

The Company 1s a non-discriminatory employer operating an Equal Opportunities
Policy which aims to ehminate unfair discrimimnation, harassment, victimisation and
bullying The Company 1s committed to ensuring that all individuals are treated fairly,
with respect and are valued trrespective of disability, race, gender, health, social class,
sexual preference, mantal status, nationahty, rehigion, employment status, age or
membership or non-membership of a trade unton

The Company’s policy is to continue to employ those who become disabled 1n service,
together with some recruitment where circumstances permit  Traimng is adjusted to
cater for an indrvidual disability and the disabled share the same conditions of service
as other staff 1n relation to career development and promotion

The Company uses consultative procedures agreed with 1ts staff and elected
representatives with a view to ensuring that employees are aware of the financial and

5
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economic factors which affect the Company’s performance and prospects In addition
the Company 1ssues a weekly newsletter to all employees informing them of
developments within the Company, whilst the National Express Group’s magazine
keeps employees 1n touch with the wider activitics of the Group The Company
maintains a Company wide intranet service

Employee Champions have been introduced 1n the business in order to momtor
employee engagement and satisfaction mn the business and to further develop the area
of employee commumcation Employees make recommendations at these forums
which are then developed into Company action plans in advance of the next Employee

Survey
Health and Safety

The safety of our customers, employees and contractors working for us 1s of pnme
importance

We have continued to work with Network Rail, the British Transport Police and other
stakeholders to drive down the numbers of personal accidents  Srgmificant progress
was made during the year with year on year reductions of 20% and 25% being
achieved for employee and contractor accidents respectively Customer accidents
were however up 13% on 2008, this increase being attributable entirely to the snow

and 1ce 1n December

Two signals were passed at danger without authonty during the year This represents
no improvement on 2008 Whilst this 1s disappointing, we believe the process
changes and other imtiatives we have since put in place will lead to a significant
reduction in the incidence of all serious safety of the line events

Charitable and pohtical donations

The Company made charitable donations of £619 dunng the year (2008 £4,000)
There were no pohtical donations (2008 £mil)

Supplier payment policy

It ;s the Company’s policy 1o agree terms of payment prior to commencing trade with
any supplier and to abide by those terms based on the timely submission of 1nvoices
Trade creditor days of the Company for the year were 33 | days (2008 — 43 5 days)
based on the ratio of Company trade creditors at the end of the year to the amounts
mvoiced during the year by trade creditors
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Auditors

In accordance with Section 487 of the Companies Act 2006, Emst & Young LLP shall
be deemed to be re-appointed as the Company’s auditors 28 days after the accounts
are sent 10 members

Directors’ statement as to disclosure of information to auditor

The dircctors who held office at the date of approval of the Directors’ Report confirm
that

» to the best of each director’s knowledge there 15 no information relevant to the
preparation of their audit report to which the Company’s auditor 1s unaware,
and

» each director has taken al! steps that a director might reasonably be expected to

have taken to be aware of relevant audit information and to establish that the
Company’s auditor 1s aware of that information

On behalf of the Board

R Bowley

Dharector
24 May 2010

Registered Office
7 Triton Square

Londen
NWi 3H



c¢2¢ Rail Limited
Statement of Directors’ Responsibilities

The directors are responsible for preparing the Annual Report and the financial
statements 1n accordance with apphcable law and regulations

Company law requires the directors to prepare financial statements for cach financial
year Under that law the directors have elected to prepare the financial statements 1in
accordance with United Kingdom Generally Accepted Accounting Practice (United
Kingdom Accounting Standards and applicable law) The financial statements are
required by law to give a true and fair view of the state of affairs of the company and
of the profit or loss of the company for that perniod In prepanng those financial
statements, the directors are required to

. select surtable accounting policies and then apply them consistently,

. make judgements and estimates that are reasonable and prudenit,

» state whether apphcable UK Accounting Standards have been followed,
subject to any matenal departures disclosed and explained i1n the financial
statements,

. prepare the financial statements on the gowng concern basis unless 1t is

inappropriate to presume that the company will continue 1n business

The directors are responsible for keeping proper accounting records that disciose with
rcasonable accuracy at any time the financial position of the company and to enable
them to ensure that the financial statements comply with the Compames 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

iregulanties

The directors are responsible for the maintenance and mtegnty of the corporate and
financial information included on the company’s website Legislation in the United
Kingdom governing the preparation and dissemination of financial statements may
differ from legistation 1n other jurisdictions




Independent auditors’ report to the members of
¢2¢ Rail Limited

We have audued the financial slzlements of ¢2c Rall Limied for the year ended 31 December 2009 which
compnse the Profit and Loss Account, the Statement of Total Recogmsed Gains and Losses, the Balance Sheet,
the Reconciiation of Movements v Sharcholders Funds and the related notes | to 23 The financial reporting
frameworh that has been apphed 1n therr preparanon is applicable law and United Kingdom Accounling Standards
(United Kingdom Generally Accepted Accounting Practice)

This report 15 made salely to the company s members, as a body, i accordance with Chapler 3 of Part 16 of the
Compames Act 2006  Our audit work has been undentahen so that we might state 10 the company s members
those matters we are required o state to them 1n an auditor’s report and for no other purpose  To the fullest extent
permutied by law we do not accept or assume responsthility 1o anyong other than the company and the company’s
members as a body, for our audit work for this report, or for the opimions we have formed

Respective responsibihties of directurs nnd auditors

As explaned more fully \n the Directors’ Responsibiines Siaiement set out on page 8, the directors are
responsible for the preparation of the financial statements and for being sansfied that they give a troe and farr
view  Qur responsibility 1s 1o audit the financial statements in accordance with applicable law and Intemattonal
Standurds on Awdiing (UK and Ireland) Those slandards require us to comply with the Audiling Pracuices
Board's (APH s) Ethical Standards for Auditors

Scope of the audit of the linancial statements

An audu involves obtamg evidence about the amounts and disclosures in the financial stalements sufficicnt o
give reasonable assurance that the finaneial statements are free from material misstatement, whether caused by
fraud or error - This includes an assessment of whether the accoumting policies are appropniate to the company §
circumstances and have been consistently applied and adequately disclosed, the reasonzbleness of significant
aceounung estimates made by the dircctors and the overall presentation of the financial statements

Opimon on financial statements
I our opimon the (mancial statements
*  pive atrue and Far view ol the stale of the company s affairs as at 31 December 2009 and of 1ts protit for
the year then ended,
+ have been propurly prepared m accordance with United Kingdom Generally Accepied Accounting
Practice, and
*  have been prepared in accordance with the requircmenis of the Compamies Act 2006

Opimon o other matters preseribed by the Compames Act 2006
In our opimion the iformaton given th the Directors’ Repont for the financial year for which the financial
statements are prepared 15 consisient with the financial stalements

Matters on which we are required to report hy excephion
We have nothing to report 1n respect of the [ollowing matters where the Companies Act 2006 requires us o report
19 you 1l in our opimon
* adeguate accounting records have not been kept, or returns adequate for our audit have not been recerved
irom branches nut visiled by us, or
the financial stalerments are not in agreement with the accounting records and returns, or
certain disclosures of directurs’ remuneration specitied by law are not made, or
wi have not recerved all the wnformation and explanations we require {or our audit

gn.;l— B‘/{O.«_j L—L—F

Alisonr Baker (Sentar Suntutory Audior)
Jor and on behalf of Ernst & Young LLP, Siatutory Audtior
London

L Ma& 2010




c¢2¢ Rail Limited
Profit and Loss Account

For the year ended 31 December 2009

Turnover
Passenger income
Revenue grant

Other operating 1ncome

Operating costs
Redundancy costs

Operating profit

[nterest recervable
Interest payable

Net pensions schenie interest

Profit on ordinary activities before taxation

Tax on profit on ordinary activities

Retained profit for the financial year

All activities relate to continuing operations

2009 2008

Note £2000 £°000
2

105,822 102,942

1,695 18,628

4,547 4,706

111,464 126,276

(107,698) (123,356)

13 ; (126)

3 3,766 2,794

7 103 713

7 (12) (396)

19 240 600

4,097 3,711

8 (1,510) (1,436)

2,587 2,275

There 15 no difference between the profit on ordinary activities before taxation and the

retained  profit

for the year

19

staled above and

theirr historical

equivalents




c¢2c¢ Rail Limited

Statement of Total Recognised Gains and Losses

For the year ended 31 December 2009

2009 2008
£°000 £°000
Profit for the financial year 2,587 2,275
Actuanal gain/(loss) on defined benefit pension scheme 623  (1,300)
Deferred tax on actuarnal gain/(loss) (174) 364
Total recognised gains and losses relating to the year 3,036 1,339




c2¢ Rail Limited
Balance Sheet

As at 31 December 2009

Note
Fixed assets
Tangible assets 9
Investments 10
Current assets
Debtors 11
Deferred tax 14
Cash at bank and 1n hand
Creditors: amounts faling due within one year 12
Net current liabilities
Total assets less current liabilities
Creditors: amounts falling due after one year 12
Provisions 13
Net habilities excluding net pension liability
Net pension liability 19
Net liabilities including net pension liability
Capital and reserves
Share capitai 15
Share premium account 16
Profit and loss account 16

Shareholders’ deficit

On behalf of the Board

R Bowley 6

24 May 2010

The notes on pages 13 to 32 form part of the accounts

2009 2008
£°000 £000
6,552 9,148
6,493 9,671
408 259
22,515 20,586
29,416 30,516
(36,934) (42,756)

(7,518) (12,240)
(966) (3,092)
(130) (402)
(809) (783)
(1,905) (4,277)
(154) (841)
(2,059) (5,118)
1,000 1,000
3,000 3,000
(6,059) (9,118)
(2,059) (5,118)




c2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

1. Accounting policies

a)

b)

Fundamental accounting concept

The accounts have been prepared on a going concern basis as the ulumate parent Company
has provided support to the Company and has undertaken to continue to do so for the

foreseeable future

Basis of preparation

The accounts are prepared under the historical cost convention and in accordance with
applicable accounting standards

Statement of comphance

The entity 1s required to comply with United Kingdom (*UK”) accounting standards and UK
Company legislation except in special circumstances where management concludes that
compliance would be so misleading that 1t would conflict with the objective to present a
true and fair view of 1ts accounts On this bass, the entity has departed from the following

rcqu:remem

- Financial Reporting Standard (‘FFRS”) 17 ‘Retirement Benefits® - The Company has
accounted for 1ts constructive but not legal obligation for the Railways Pension Scheme
(“RPS”) under the terms of its franchise agreement,

Details of the background and rationale for this departure are provided in note 19, including
the mmpact on the Company’s financtal performance and posiion of adopting this
accounting treatment as required by FRS 18 ‘Accounting Policies’ and UK Company

legislation




d)

€)

f)

c¢2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

Accounting policies (continued)

Share based payments

The Company applied the requirements of FRS 20 ‘Share-based Payment’ with effect from
1 January 2006 In accordance with the transitional provisions, the standard has been
applied to all equity-settled awards granted after 7 November 2002 that were unvested as of

1 January 2006

The Company 1ssues equity-settled share-based payments 1o certain employees Equity-
settled share-based payments arc measured at fair value at the date of grant by an external
valuer using a stochastic model Equuty-settled arrangements are settled through the 1ssue of
National Express Group PLC shares Non-market-based performance-related vesting
conditions are not taken into account when estimating the fair value, instead those non-
market conditions are taken into account mn calculating the current best esumate 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 conditions are taken 1nto account when determiming the fair
value and at each balance sheet date before vesting, the cumulative expense 1s caleulated
irrespective of whether or not the market conditions are satisfied, provided that all other
performance conditions are met At each balance sheet date before vesting, the cumulative
expense 1s calculated based on the Company’s estimate of the number of shares that wiil
eventually vest, and the movement 1n cumulative expense since the previous balance sheet
date 1s recogmsed 1n the profit and loss account, with a corresponding entry 1n equity

Turnover

(1) Passcnger income represents amounts agreed as attributed to the Company by the
income allocation systems of Rail Settlement Plan Limuted, mainly n respect of
passcnger receipts  Income 1s attributed based principally on models of certain aspects
of passengers’ travel patterns and, to a lesser extent, from allocations agreed for specific
revenue flows The attributed share of season ticket income 1s deferred within creditors,
and released to the profit and loss account over the period of the relevant season ticket

(11) Revenue grant relates to amounts recervable from the Department for Transport (DfT)
Income 1s recogntsed on an accruals basis

{(11) Other income 15 denived from ticket commussions, station trading income, depot and

station access receipts, performance regime receipts, and the provision of goods or
services to other train operating companies and excludes VAT It 1s recogmsed on an

accruals basis

Taxation

Corporation tax 1s provided on taxable profits at the current rate

14



c2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

Accounting policies (continued)

g)

h)

)

Tangible fixed assets and depreciation

Tangible fixed assets are stated at cost Depreciation 1s provided on a straight line basis to
write off the cost less estimated residual value of fixed assets over their expected useful
economic lives as follows -

Plant and equipment 3 - 10 years or lease term

Leased assets

Assets held under finance leases are included as tangible fixed assets and depreciated over
their expected useful lives The corresponding obligations relating to finance leases,
excluding finance charges allocated to future perieds, are included in creditors Finance
costs are allocated to the profit and loss account over the period of the lease 1n accordance
with the interest rate inherent in the lease

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

Grants

Capital grants are credited to deferred grant income and released to the profit and loss
account over the estimated useful economic lives of the related assets

Retirement benefits

The Company contributes to a defined benefit pension scheme on behalf of the majonty of
employees Full details are provided in note 19 wncluding the departure from FRS 17
requtred for the Company’s RPS obligations The trustees complete a full actuanal
valuation triennially, separately for each section of the RPS, but the obligation 1s updated
annually by independent actuarnes using the projected unit credit method for financial

reporting purposes

The Company participates 1n the RPS, a defined benefit scheme which covers the whole of
the UK Rail industry This 1s partitioned into sections and the Company 1s responsible for
the funding of the sections whilst 1t operates the relevant franchise In contrast to the
pension schemes operated by most businesses, the RPS 1s a shared cost scheme, which
means that costs are formally shared 60% employer and 40% employee A hability 1s
recognised, although this 1s offset by a franchise adjustment so that the net liability
represents the deficit that the Group expects to fund during the franchise term This
represents a departure from FRS 17 so as to present fairly the Company’s financial
performance, position and cash flow in respect of 1ts obligations for the RPS

The current service cost and gains and losses on settlements and curtailments are recognised
1n staff pension costs within operating costs 1n the income statement Past service costs are
included 1n operating costs where the benefits have vested, otherwise they are amortised on
a straight line basis over the vesung period  The expected return on assets of funded

15
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Notes to the Accounts
For the year ended 31 December 2009

1. Accounting policies (continued)

defined benefit schemes and the interest on pension scheme habilities comprise the finance
element of the pension cost and are included 1n interest costs  Actuanal gains and losses
arising from expenence adjustments, changes 1n actvarial assumptions and amendments to
pension plans are charged or credited to the statement of total recognised gains and losses
1n the period 1n which they arise

k) Deferred tax

Deferred tax i1s recogmsed 1n respect of all material tming differences that have onginated,
but not reversed, by the balance sheet date Deferred tax 1s measured on a non-discounted
basis at tax rates that are expected to apply n the peniods in which the timing differences
reverse Decferred tax assels are recogmsed where their recovery 1s considered more likely
than not in that there will be suitable taxable profits from which the future reversal of
undertymg timing differences can be deducted

[} Pre-contractcosts

Pre-contract costs associated with securing new rail franchises are expensed as incurred,
except where 1t 1s virtually certain that the franchise will be awarded, in which case they are
recogmsed as an asset and are expensed to profit and loss account over the life of the
franchise Costs associated with commencement of new contracts are expensed as incurred

2. Turnover

All turnover originates i the United Kingdom The Directors consider that the whole of the
activities of the Company constitute a single class of business

3. Operating profit

2009 2008
£°000 £'000
_Operating profit s stated after charging e

Deprecration — owned assets 3,222 3,383

Train maintenance services and materials 8,571 9,593
Operating lease rentals

- Fixed track access 12,814 24340

- Rolling stock costs 22,033 22,144

- Variable track access 1,997 3,270

- Other 4,685 5,509

Auditors’ remuneration - audit fees 38 24

- ather 3 -

Operanng lease rentals (other than rolling stock costs) are pnimarily payable to Network Rail
Infrastructure Limited  Following the introduction of Control Pernod 4 on ] Apnl 2009, there was a
reduction 1n these operating lease rentals Under the terms of our franchise agreement with the
Department for Transport. these reductions led to an equivalent {(subject to indexation) reduction in our

revenue grant




¢2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

4. Directors’ emoluments

2009 2008
£000 £000

Apgregate emoluments 1n respect of quahifying services to the
Company 399 443

The emoluments ¢xcluding pension contributions of the highest paid director were £143,000
(2008 £159,000) His accrued pension and accrued lump sum benefit, as at 31 December
2009, were £6,136 (2008 £4,325) and £5,162 (2008 £3,527) respectively

Retirement benefits were accruing to three directors during the year (2008 three directors)
under a defined benefit scheme 1n respect of services provided to the Company

Mr D Franks received no remuneration from the Company for the year ended 31 December
2009

The highest paid director did not exercise any share options mn the year

5. Staff costs

2009 2008
_ _ e £°000 £°000

Wages and salaries {(1ncluding share-based payment expense) 18,639 18,586
Social securnity costs 1,360 1,487
Pension costs (refer to note 19) L 1,590 2,000

21,589 22,073

The average number of employees (including directors) during the year was as follows

2009 2008

_ . o No. No
Manager:al and adminuistrative 102 107
_Operational - - 477 487
579 594

17




c¢2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

6. Share based payments
The charge 1n respect of share-based payment transactions included in the income statement for
the year 1s as follows

2009 2008
. ) £°000 £'000
Expense arising from share and share option plans 23 29

During the year ecnded 31 December 2009, ¢2c Rail Limited had four share-based payment
arrangements consisting of the Executive Share Opuon Plan, Share Matching Plan, Deferred
Annual Share Bonus Plan and Savings Related Share Option Scheme, which are described n
note 7 to the National Express Group PLC 2009 Annual Report and Accounts

For the following disclosure, share options with a ml exercise price have been disclosed
separately to avord distorting the weighted average exercise prices The number of share
options 1n existence during the year was as follows

o 2009 ~ 2008
Weighted Werghted
Number average Number average exercise
of share exercise price of share price
. _aptions (1)) options {p)1
Options without a nil exercise
price
At 1 Janvary 73,489 479 1,836 354
Granted during the year - - 74,425 479
Lapsed during the year (7,692) 479 (936) 922
Exercised during the year - - (1,836) 681
Outstanding at 31 December’ 65,797 479 73,489 479
Exercisable at 31 December - - - -
Options with a mil exercise
price
At ! January 11,884 nil 4,902 nil
Granted during the year 24,531 nil 8,017 ml
Transfers during the year - nil - il
Lapsed during the year (1,874) nil - mi
Exercised during the year (1,115) ml (1,035) il
Outstanding at 31 December 33,426 nil 11,884 ml
Exercisable at 31 December _ - - - -
Total outstanding at 31 99,223 85,373
December
Total exercisable at 31 - -
December

' Movement n allocations prior to 11 November 2009 and the corresponding weighted average
exercise price have been adjusted to reflect the bonus element of the Rights Issue Details of the
Rights Issue are provided 1n note 32 of the consohidated accounts of National Express Group PLC




c2c¢ Rail Limited

Notes to the Accounts
For the vear ended 31 December 2009

6. Share based payments (continued)

The options outstanding at 31 December 2009 had an exercise price of 479p (2008 479p)
excluding options with a nil exercise price The range of exercise prices for options was as

follows

Exercise price {p) 2009 2008
350-650 65,797 73,489

(1} The 2008 exercise prices have been adjusted 1o reflect the tmpact of the bonus element of the
Rights Issue Details of the Rights Issue are provided m Note 32 of the consohdated accounts

The options have a weighted average contractual life of 2 years (2008 3 years) For options that
were exercised during the year, the weighted average share price at exercise was 293p (2008
952p)

The weighted average fair value of the remamning share options granted during the year was
calculated using a stochastic model, with the following assumptions and 1nputs.

Share options without nil exercise price Share options with nif exercise
price
2009 2008 2089 2008
Risk free interest rate - 43% - -
Expected volatility - 272% -
Peer group volatility - - .
Expected option life i years - 3 years 3 years 3 years
Expected dividend yield - 4 0% 2.7% 3 8%
Weighted average share price at - 884p 405p 972p
grant date
Weigh verage shar: -
i for nohis eme T 9P #0p 205
Werghted average exercise price at - 922p - R
gram date
Weighted average excrcise price - - -
adjugthetd for flg?‘]gls 1ssue pne 7%
Weighted average fair value of - 140p 374p 868p
options at grant date
Wesghted average fair value of -
opttgr}l]s granted %d_] usted for rights >r 194p Alp
1s5uc

There are no 2009 assumptions and inputs because there were no share options without i
exercise price granted during 2009 to Company employees

Experience to date has shown that approximately 15% (2008 15%) of options are exercised early,
principally due 10 redundancies This has been incorporated into the calculation of the expected
option life for the share options without nil exercise price

Expected volatility in the table above was determined from historic volatiity over the last nine
years, adjusted for one-off events that were not considered to be reflective of the volatlity of the
share price going forward The expected dividend yield represents the dividends declared in the 12
months preceding the date of the grant divided by the average share price 1n the month preceding
the date of the grant



¢2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

7. Interest
2009 2008
£000 £000
Interest receivable o -
Bank interest - 8
Interest recervable from group undertakings _._103 705
103 713
Interest payable
Interest payable to group undertakings (12) (395)
Other - (1)
12) (396)

8. Taxation

(a) The tax charge on the profit on ordinary activities before taxation 1s made up as follows

2009 2008
________ 3 o £'000 £000

Current taxation
UK corporation tax charge at 28% (2008 28 5%) (1,583) (1,730)
Adjustments in respect of prior periods 17 86

(1,566) (1,644)
Deferred taxation

Origination and reversal of iming differences 167 189
Defined benefit pension (93) (71)
Adjustments in respect of prior peniods {18) 90

e 56 208
Tax charge on profit on ordinary activities (1,510)  (1,436)

(b) Factors affecting the current 1ax charge for the year are

2009 2008

£°000 £000

Profit on ordinary activities before taxation 4,097 3,711

Notional credrt at UK corporation tax rate of 28% (2008 28 5%) 1,147 1,057

Capital allowances 1n excess of depreciation 595 226

Effect of short-term timing differences (100) 7
Permanent disallowables (59) 440

Adjustments 1n respect of prior periods ) (17 (86)

Current tax charge for the year 1,566 1,644
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9. Tangible fixed assets

c2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

Plant and Plant and
equipment equipment
owned leased Total
£2000 £000 £000
Cost _ ~ L
At 1 January 2009 30,554 204 30,758
Additions o N 626 - 626
At 31 December 2009 31,180 204 31,384
_Depreciation _ L
At 1 January 2009 21,406 204 21,610
Charge for the year . ) 3222 - 3222
At 31 December 2009 24,628 204 24,832
Net book value
_At 31 December 2009 B . 6,552 - 6,552
At 1 January 2009 5,148 - 9,148

10. Investments

The Company held the following unlisted immvestments at 31 December 2009 and 31 December

2008

ATOC Limited

Rail Settlement Plan Limnted

Rail Staff Travel Limited

NRES Limited

Country of No. of
Registration

UK

UK

UK

UK

!

!

1

1

shares
__held

Class of
share

Ordnary (4p)
Ordinary (4p)

Ordmary (4p)

Ordinary (4p)

Proportion
held

4%,
4%
4%

4%

The principal activity of the above companies 1s to provide a range of services to all passenger
rai] operators, each of which has an equal share in the companies
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c2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

11. Debtors
2009 2008
£000 _ £000
Trade debtors 3,723 5,813
Amounts due from group undertakings 193 50
Other debtors 782 B74
_Prepayments and accrued income L - 1,795 2,934
6,493 9,671
12. Creditors: amounts falling due within one year
2009 2008
. e _._. %000 £000
Trade creditors 8,255 12,163
Amounts due to group undertakings 304 3,104
Deferred season ticket income 16,602 18,056
Social secunty and ather taxation 408 441
Accruals and deferred income 3,725 5,122
QOther creditors 6,390 2,721
Corporation tax 960 1,149

36,934 42,756

Other creditors includes deferred fixed asset grants of £296,000 (2008 £293,000) which are
due within one year Amounts due after one year are disclosed below

Creditors: amounts falling due after one year

2009 2008

o %000 £000

Deferred fixed asset grants 130 402
130 402
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c¢2¢ Rail Limited
Notes to the Accounts
For the year ended 31 December 2009

13. Provisions

1 January Provided Unlised or 31

2009 in the transferred December

year 1nthe year 2009

£000 £000 £°000 £:000

Insurance 657 202 (50) 809
Redundancy 126 - (126) -
783 202 (176) 809

The insurance provision arises from the estimated exposure at the year end on existing
insurance claims which are open for up to six years The provision is held unti} utilised

14. Deferred tax

(a) The deferred tax excluding tax on the pension Liability provision movement 1n the year 1s as
follows

i e . %000
At 1 January 2009 259
_increascmthe year S 149
At 31 December 2009 408
b} The major components of the deferred tax provision are as foliows
2009 2008
£'000 £000
Capital allowances T 404 251
_Other nming differences . 4 8
408 259
15. Share capital
2009 2008
Authorised ._ . — £000 £°000
4 000,000 Ordinary shares of 25p each 1,000 1,600
Allotted, called up and fully paid
4,000,000 Ordinary shares of 25p each 1,600 1.000
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Notes to the Accounts
For the year ended 31 December 20309

16. Reserves

Share Share Profit Total
capital premium and
account less
account
£°0600 £°000 £000 £000
At 1 January 2009 1,000 3,000 (9,118  (5,118)
Actuarial gain on defined benefit pension scheme
(Note 19} - - 623 623
Deferred tax on actuarial gain - - (174) (174)
Share based payments - . 23 73
Retamed profit for the year - - 2,587 2,587
At 31 December 2009 1,000 3,000 {6,059) (2,059)
17. Reconcihiation of movements in shareholders’ deficit
2009 2008
o _£'000 £'0600
Total recogmsed profit 1n the year 3,036 1,339
Share based payments 23 29
3,059 1,368
Shareholders” deficit at 1 January e _(5,118) (6,486)
Shareholders’ deficit at 31 December (2,059) (5,118)
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Notes to the Accounts
For the year ended 31 December 2009

18. Operating lease commitments

The Company has the following annual commitments due under operating leases which expire
as follows

F:xed Track Rolling Stock Land and Other Tatal
Access Buildings
2009 2009 2009 2009 2009
______ £000 £9000 £2000 £2000 £°000
Leases which expire
Witlun ong year - . } 7 7
Within two to five years 9417 22,034 4,217 716 36384
9,417 22,034 4,217 723 36,391
Fixed Track  Rolhng Stock Land and Other Total
Access Butldings
2008 2008 2008 2008 2008
_ I £°000 ._£000  £000 £7000 £000
Leases which e}'c-ptr'é
Within one vear - - - 15 15
Wathin two to five years 13,196 22034 3807 1209 40246
13,196 22,034 3,807 1,224 40,261

The Company has contracts with Network Rail Infrastructure Limuited for access to the railway
infrastructure (track, stations and depots)
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19.

c¢2¢ Rail Limited

Notes to the Accounts
For the year ended 31 December 2009

Retirement benefits

The majonty of the Company’s employees are members of the c2¢ Rail Shared Cost Section of
the RPS, a funded defined benefit scheme (‘the Scheme’} The RPS ;s a shared cost scheme,
which means that costs are formally shared 60% employer and 40% employee To date, the
Group, within which this Company 15 a member, has experienced mne changes of UK Train
franchise ownership where the current owner has funded the scheme during the franchise term
and the pension deficit at franchise exit has transferred to the new owner, without cash

settlement

However, although the Group’s past experience has proven otherwise, our legal advice has
opined that 1n certamn situations, some of the liabihity for the deficit on the relevant sections of
the RPS could theoretically crystallise for funding by an individual train operating Company
(‘TOC’) at the end of the franchise By entening into the franchise contract, the TOC becomes
the designated employer for the term of the contract and under the rules of the RPS must fund
its share of the pension liability in accordance with the schedule of contributions agreed with
the Scheme trustees and actuaries and for which there 1s no funding cap set out in the franchise

contract

To comply with FRS 17, the Company 15 required to account for its legal obligation under the
formal terms of the RPS and 1ts constructive obligation that arises under the terms of each

franchise agreement

In determining the appropriate accounting policy for the RPS to cnsure that the Company’s
financial statements present a true and fair view of its financial position, financial performance
and cash flows, Group management has consulted with TOC industry peers and has concluded
that the Company’s constructive but not 1ts legal RPS defined benefit obligations should be
accounted for in accordance with FRS 17 This accounting policy means that the Company’s
financial statements reflect that element of the deficit anticipated to be settled by the Company
during the franchise term and will prevent gains ansing on transfer of the existing RPS deficit
to a new owner at franchise exit

In calculating the Company’s constructive obligattons in respect of the RPS, the Company has
calculated the pension deficit for its RPS section in accordance with FRS 17 and the
assumptions set out below This deficit 15 reduced by a “franchise adjustment” which 15 that
portion of the deficit projected to exist at the end of the franchise and for which the Company
will not be required to fund The franchise adjustment, which has been calculated by the
Company’s actuaries, 1s offset against the present value of the RPS habilities so as to show a
true and fair view of the financial performance, position and cash flows of the Company’s

obhigations

26




19.

c2¢ Rail Limited
Notes to the Accounts
For the year ended 31 December 2009

Retirement benefits (continued)

If the Company had accounted for 1ts legal obligation 1n respect of the RPS instead of the
constructive obhigation, the following adjustments would have been made to the financial

mformation

True and fair override disclosure

2009 2008
_ £°000 £000
Balance Sheet
Net pension Liability (net of deferred tax) (9,360) (3,600)
Statement of total recognised gains and losses
Actuanal (losses) (7,690) {5,000)
_Tax on actuana] (losses) ~ 2,153 1,400
(5,537) (3,600)
Profit and loss account
Finance income (310) -
Deferred tax credit o L 87 -
(223) -

A summary of the latest full actuarial valuation for the section relating to the Company and

assumptions made, 1s as follows

Date of actuarial valuation 31 December 2007

Actuarial method used

Projected unit

Rate of investment returns per annum 13%-80%

Increase 1n earnings per annum
Scheme assets taken at market value
Funding level

4 23%
£65 4m
105 5%
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19. Retirement benefits (continued)

The resuits of the latest available tnenmal valuation are then updated by independent
professionally qualified actuanes for financial reporting purposes, in accordance with FRS 17
The main actuarial assumptions underlying the FRS 17 valuations are

2009 2008 2007
Rate of increase 1n salaries 4.5% 38% 4 8%
Rate of increase of pensions 3.5% 2 8% 33%
Discount rate 3.75% 6 3% 5 8%
Inflation assumption 3.5% 2 8% 33%
Expected rates of returm on scheme assets
Equities 8.0% 8 0% 8 0%
Bonds 4.5% 61% 5 8%
Properties 6.3% 59% 6 3%
Other 1.25% 1 3% 4 8%
Post retirement mortality 1n years
Current pensioners at 65 — male 17 8
Current pensioners at 65 — male, pension under
£8,500 pa or pensionable pay under £30,000 pa 19.8 198
Current pensioners at 65 — male — others 21.5 215
Current pensioners at 65 — female 201
Current pensioners at 65 — female, pension under
£3,000 pa or penstonable pay under £30,000 pa 21.7 217 |
Current pensioners — female — others 22.7 227 |
Future pensioners at 65 — male 18 8
Future pensioners at 65 — male, pension under
£8,500 pa or pensionable pay under £30,000 pa 222 222
Future penstoners at 65 — male — others 23.7 237
Future pensioners at 65 - female 213
Future pensioners at 65 — female, pension under :
£3,000 pa or pensionable pay under £30,000 pa 23.2 232
Future pensioners at 65 — female — others 24.2 242

Mortality assumptions are based on the recent experience of the Scheme with an allowance for
future improvements in mortahty

Scheme assets are stated at their market value at the respective balance sheet dates The
expected rate of return on assets 1s determined based on the market returns on each category of

scheme assets
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Notes to the Accounts
For the year ended 31 December 2009

Retirement benefits (continued)

Analysis of the amount charged to operating profit

2009 2008
£°000 £°000
Current service cost (1,590} (2,000}
Total operating charge (1,590) (2,000)
Analysss of the amount credited to finance income
2009 2008
£000 £000
Expected return on pension scheme assets 2,060 2,700
Interest on pension scheme liabihties (2,130 (2,100)
Interest on franchise adjustment 310 -
Net credit to finance income 240 600
Analysis of the amount recognised 1n statement of total recognised gains and losses
2009 2008
£000 £000
Actual return less expected return on pension scheme 2,428 (12,200)
assets
Other actuanal (losses)/gains (1,805) 10,900
Actuanal gain/(loss) recognised 1n the statement of
total recognised gains and losses 623 (1,300)
The actual return on plan assets 15 a gain of £4,488,000 (2008 loss of £9,500,000)
The amounts recogmised in the balance sheet at 31 December are
2009 2008 2007
£000 £000 £000
Equities 42,565 36,100 46,900
Bonds 5,098 4,300 6,300
Property 4,643 4,500 5,700
Cash - 100 -
Total fair value of scheme assets 52,306 45,000 58,900
Present value of scheme habilities (74,330) (55,208) (59,100)
Franchise adjustment 13,000 5,000 -
Defined benefit obligation (61,330) (50,208) (59,100)
Members® share of deficit 8,810 4,040 78
Deficit 1in the scheme (214) (1,168) (122)
Related deferred tax asset 60 327 34
Net pension hability (154) (841) (88)
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Retirement benefits (continued)

Movement 1n the fair value of the scheme assets are as follows

2009 2008
£°000 £000
Fair value of scheme assets at | January 45,000 58,900
Expected return 2,060 2,700
Cash contributions — Employer 1,722 1,500
Cash contributions - Employee 1,137 1,100
Benefits paid (2,907) (700)
Members’ share of return on assets 2,866 {6,300}
Actuanal gain/(loss) recogmsed in statement of total
recognised gains and losses 2,428 (12,200)
Fair value of scheme assets at 31 December 52,306 45,000

Movement in the present value of the defined benefit scheme habilities, which 1s partly funded,
15 as stated below The RPS 1s a shared cost scheme, which means that costs are formally
shared 60% employer and 40% employee The movement on the scheme habihities below
represents 100% of the scheme liabilities

2009 2008

£°000 £7000
Defined benefit obligation at 1 January (50,208) (59,100)
Current service cost (1,590) (2,000)
Benefits paid 2,907 700
Cash contributions - Employees (1,137) (1,100
Finance charge (2,130) (2,100)
Interest on franchise adjustment 310 -
Members’ share of movement on habihties (7,677) 2,492
Actuanal (loss)/ gain recogmsed in statement of total
recognised gains and losses (1,805) 10,900
Defined benefit obligation at 31 December (61,330) (50,208)
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c2¢ Rail Limited

Notes to the Accounts
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Retirement benefits (continued)

History of experience gains and losses

Fair value of scheme assets
Present value of the defined benefit

obligation
Members’ share of deficit

Deficit in scheme

Experience adjustments anising on habilities

Experience adjustments arising on assets

2009 2008 2007 2006
£2000 £000 £2000 £2000
52,306 45,000 58,900 53,600
(61,330)  (50,208)  (59,100)  (57,300)
8,810 4,040 78 2,400
(214) (1,168) (122) (1,300)
10 200 {500) (1,800)
2,428 (12,200) 600 2,100

The Company’s expected cash contnibution to the scheme n 2009 1s £1,660,000 The
cumulative amount of actuarial gains recognised in the statement of total recognised gains and
losses since 1 January 2004 15 £284,000 (2008 loss of £339,000) The Directors are unabie to
determine how much of the pension scheme deficit recognised on implementation of FRS 17,
‘Retirement benefits’ and taken to equity of £1,150,000 1s attnbutable to actuanal gains and

losses since inception of those penston schemes

Consequently the Directors are unable to

determine the amount of actuarial gains and losses that would have been recognised in the
statement of total gamns and losses before 1 January 2004

Capital commitments

Contracted

Authonsed but not contracted

Cash flow statement

2009 2008
£000 £000
67 280

24 64

The Company has taken advantage of the exemption granted by FRS No 1 (Revised) “Cash

flow statements” whereby 1t 1s not required to publish its own statement of cash flows

The accounts of National Express Group PLC for the year ended 31 December 2009 contan a

consolidated statement of cash flows

Related party transactions

The Company has taken advantage of the exemption under FRS 8 from providing details of
related party transactions with fellow subsidianes which are 90% owned or more as they are
included within the consohdated accounts of 1ts ultimate parent Company Nattonal Express

Group PLC, which are publicly availablc
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23. Immediate and ultimate parent undertakings

The Company 15 a wholly owed subsidiary undertaking of, and is controlled by, National
Express Tramns South Limited, a Company registered in England and Wales

The vitimate parent Company s National Express Group PLC

The results of the Company are included 1n the consolidated accounts of National Express
Group PLC for the year ended 31 December 2009

Copies of these accounts are available from -

The Secretary

National Express Group PLC
7 Triton Square

London

NWI1 3HG
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