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VolkerRail Limited
Strategic Report
for the year ended 31 December 2013

Principal activities

The principal activities of the Company are the engineering construction of all types of track
systems together with whole life asset management, maintenance and renewals services for
railways, metros and hght rail networks

Business review

The financial highhights are as follows

2013 2012

£000 £000
Revenue 83,031 79,844
Gross profit 11,444 9,787
Gross profit margin 13.8% 12 3%
Profit before tax 5,839 2,787
Profit before tax margin 7.0% 3 5%
Total assets 38,396 60,219
Net assets 12,110 7.757
Forward order book 77,475 75,007

The company delivered a profit before tax of £6 8m (2012 £2 8m) in the financial year This
demonstrates that the actions taken by the business in the last four years can continue to
produce posttive results The solid foundation that has now been established, underpinned
by a consistently solid order book, should ensure that the company has the ability to continue
to grow year on year

Company Overview

The company consists of our major multidisciplinary engineering projects, Manchester and
Staffordshire Alllance (both jointly controlled operations with our strategic aliance partners)
and other allance and large project works either direct with Network Rail, in partnership with
other VolkerWessels UK companies or with other construction companies

Our approach Is founded on working in partnership with our clients, with our external
partners, and by leveraging the wide range of skills within the VolkerWessels UK group, to
deliver high quality infrastructure solutions for the Rail industry

We are now (n a strong position and continue to manage risk well, both in the pre-contract
approach and dunng delivery We are being well received by our clents and Network Rail in
particular and we are attracting a hugh level of opportunites  investment in the Rall sector
continues to be a government priority and we have a good position in the market as one of
the few contractors in the UK to hold all of the accreditations for working in the rail
environment Whilst our position I1s robust we recognise that the challenge i1s continuing to
grow the business In a sustainable way in order to take advantage of the growth opportunities
that are now being presented

In 2014 the directors expect all areas of the business to perform in line with or better than
management expectations in terms of key performance measures including contract awards,
profitability and net debt Further positive results for the company will be delivered during the
coming year If the company secures a number of the emerging opportunities that are
presenting themselves and progress 1s made in line with management expectatiens This will
see a strengthening of its financial position from 2013
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VolkerRail Limited
Strategic Report
for the year ended 31 December 2013

Manchester Metrolink (MPACT MM3 joint venture)

The Manchester Metrolink project has been highly successful for VolkerRail and the
performance of this contract during 2013 has exceeded management expectation Almost all
of the works are now In maintenance phase with only one element of the works still in the
construction phase These works are anticipated to be completed during the first half of 2014
Our relationship with the client and our JV partners remains strong and negotiations are
ongoing with our client about potential future opportunities during 2014/2015

Stafford Area Improvement Programme

The SAIP Allance (Stafford Area Improvement Programme) I1s progressing well and we are
continuing to mobilise and develop the team The current planned works are all progressing
well and the Alliance 1s now working on completing the procurement strategies on certain key
areas which 1s expected to be finalised shortly 1t 1s being heawvily promoted within the rail
industry as being the first true allance and we are in discussion with Network Rail about what
other opportunities may flow from this

Other Major Projects

We continue to develop our working relationship with VolkerFitzpatrick This 1s demonstrated
by our work on the Thameslink project which 1s being delivered i line with expectations and
continues to receive good reviews

We have also received praise for our work on Acton and the client has openly stated that this
contract 1s being viewed as a great success

Forward order book

At 31 December 2013 the Company's secured order book stood at £78 milion, which 1s
comparable with 2012 when it stood at £75 million

Dunng the year we completed a further number of milestones on the delivery of the
Manchester Tram extension In collaboration with our joint venture partners and our clent
Other contracts secured at 2012 have been successfully delivered we have secured further
contracts to replace these We continue to develop our working relationship with
VoikerFitzpatrick and our works with VolkerFitzpatnick on the Thameslink contract plays a
major contribution in replacing our secured forward order book as well as the award of the
Stafford Area Improvement Programme

In addition, significant focus has been given to tendering activities during 2013 with a number
of key opportunities having been identified Of major importance to the company Is being able
to secure one or mare of the Network Rail's Control Penod Five (CP5) frameworks which we
have identified as well as securing cther opportunities

We were also awarded preferred bidder status, along with our Alliance partners, the £660m
ECML (East Coast Power Upgrade (Phases 1 and 2) and Transpennine Electrification
Project) The award in July 2013 1s subject to the final approval of the Project Alliance
Agreement

Going concern

The Directors have a reasonable expectation that the Company has adequate resources to
continue in operational existence for the foreseeabte future (see note 2 4 for further details)
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VolkerRail Limited
Strategic Report
for the year ended 31 December 2013

Princtpal risks and uncertainties

The Company undertakes a rigorous risk management process on every bid undertaken and
on every contract secured In addition, the Company works very closely with 1its clients to
ensure that a high level of understanding 1s achieved to ensure contracts are completed in an
efficient manner and to the required quality The principal risks and uncertainties are

e Health and safety to ensure the Company has adequate systems in place to
mitigate, as far as possible, the risks inherent in the construction process,

e Personnel the long term success of the Company 1s dependent on the
recruitment, training and retention of the correct persennel  This is essential In
order to maintain the Company’s ability to perform in highly competitive sectors,

e Tendering to match clients’ expectations to the correct price,

» Construction to ensure that the appropnate employee skills are available and
that suitable quality matenals are procured at the correct pnice,

« Environment construction has a significant effect on the environment, therefore it
1s essential that the Company’s operational impacts are, as far as possible,
positive In this regard,

¢ Information technology to ensure the Company has suitable systems in place so
that, as far as possible, information flows throughout the Company and that the
risk of system loss 1s mitigated by appropriate contingency plans, and

» Insurance It 1s essential that suitable arrangements exist to underpin and support
all of the operations and services in which the Company operates

Supply chain management

Supply chain management is an integral part of VolkerRail's commitment to offering our
clients a qualty service We establish mutually rewarding, on-going relationships with our
suppliers and sub-contractors, and today work with many organisations with which we have a
long and successful history of co-operaton Qur supply chain partners are thoroughly
assessed against a number of criteria including health & safety performance, design and
technical capabiiity, financial strength and ethical working practices

The VolkerWessels UK Group Is a signatory to the Prompt Payment Code sponsored by the
Department for Business, Innovation & Skills As a signatory we undertake to

a) Pay suppliers on time

s Within the terms agreed at the cutset of the contract

« Without attempting to change payment terms retrospectively

» Without changing practice on length of payment for smaller companies on
unreasonable grounds

b) Give clear guidance to suppliers

s Prowiding supplers with clear and easlly accessible guidance on payment
procedures

» Ensuring there 1s a system for dealing with complaints and disputes which 1s
communicated to supphers

e Advising them promptly if there 1s any reason why an invoice will not be paid to the
agreed terms
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VoikerRail Limited
Strategic Report
for the year ended 31 December 2013

c) Encourage good practice

s By reguesting that lead suppliers encourage adoption of the code throughout therr
own supply chains

We also frequently adopt and adhere to contract or client specific fair payment charters
Corporate Social Responsibility (CSR)

Socially responsible behaviour 1s cntical to a sustainable development strategy  The
Company’s overall performance 1s underpinned by integrating this behaviour nto the
organisation and upholding good corporate governance The organisational governance of
the CSR policy however, extends beyond environmental diigence, community involvement,
and the health of our workforce, into fair operating practices and the mantenance of eflfective
employee relations, morale and commitment

We recognise that we have an integral responsibility for alf matters of general concern to the
society in which we operate and to all of our own, and society's stakeholders This
responsibility 1s demonstrated through our actions and within our comprehensive suite of
corporate policies, processes and procedures supported by Directors and Senior Managers
Our decision making 1s linked to ethical values, compliance with legal requirements and our
respect for people, communities, chanties and the environment

Our primary aim Is to be the preferred contractor to our existing clients through delivery of
excellence and quality service, and to carefully select new opportunities with clients who we
wish to work with who are aligned to our core beliefs and objectives In our aim to supply
quality products and services that exceed the requirements of our customers we will establish
an environment that supports the production and delivery of high qualty products and
services, whilst establishing strong relationships with both customers and suppliers who will
contrnibute to iImproving the quality of what is sold or purchased

We are committed to mamtaining high standards in regard to the matters of health, safety,
welfare, quality and environmental issues We seek continual improvement through regular
reviews, Inspections and audit of its activities to develop its varnious management systems and
employees

We believe that the perception and realty of our CSR performance is fundamental to our
success

By order of the Board

<

S J Cocliff

Director Hertford Road

31 March 2014 Hoddesdon
Hertfordshire

VolkerRail Limited EN11 9BX

Company registered number 3184313
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VolkerRail Limited
Directors’ Report
for the year ended 31 December 2013

The Directors present their Directors’ Report and financial statements for the year ended 31
December 2013

Dividends

The directors do not recommend the payment of a dividend in respect of the current financial
year (2012 £6,500,000/ 162 5p per share)

Directors

The Directors who held office dunng the year and changes since the year end were as
follows

SJ Cocliff

NA Connell

PH Nolan

AR Robertson
VolkerWessels UK Limited
AM Wilkins

MG Woods

Employees
The Company 15 an equal opportunities employer

The culture of the Company ensures that staff are trained to very high standards with each
individual’s technical and development skills continually being reviewed and enhanced This
culture has ensured that the Company has avallable the management skills to mamntan
growth underpinned by a robust internal prometion scheme

The Company's policy I1s to consult and discuss with employees matters likely to affect
employees’ interests The Company also encourages the involvement of employees in the
Company's performance in many ways including its remuneration package

The Company’s policy I1s to recruit disabled workers for those vacancies that they are able to
fill  All necessary assistance with initial training courses 1s given Cnce employed, a career
plan 1s developed so as to ensure suitable opportunities for each disabled person
Arrangements are made, whenever possible, for retraining employees who become disabled
to enable them to perform work identified as appropriate to theirr aptitude and abiliies

Political and charitable contributions

Dunng the year, the Company made charitable donations amounting to £3,875 (2012
£3,261) The Company made no polhtical donations during the year (2012 nil)

Disclosure of information to auditor

The Directors who held office at the date of approval of this Directors” Report confirm that, so
far as they are each aware, there 1s no relevant audit information of which the Company’s
auditor 1s unaware, and each Director has taken all the steps that they ought to have taken as
a Director to make themselves aware of any relevant audit information and to establish that
the Company's auditor 1s aware of that information
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VolkerRail Limited
Directors’ Report

for the year ended 31 December 2013

By order of the Board

&5

$ J Cocliff

Director
31 March 2014

VolkerRail Limited
Company registered number 3184313

Hertford Road
Hoddesdon

Hertfordshire
EN11 9BX
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VolkerRail Limited

Statement of Directors’ Responsibilities in respect of the Strategic Report,
Directors’ Report and the Financial Statements

for the year ended 31 December 2013

The directors are responsible for prepanng the Strategic Report, Directors’ Repert and the
financial statements 1n accordance with applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year
Under that law they have elected to prepare the financial statements in accordance with
IFRSs as adopted by the EU and applicable law

Under company law the directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affarrs of the company and of the
profit or loss of the company for that period In preparing these financial statements, the
directors are required to

« select suitable accounting policies and then apply them consistently,

+ make Judgements and estimates that are reasonable and prudent,

« state whether they have been prepared in accordance with IFRSs as adopted by the EU,
and

« prepare the financial statements on the going concern basis unless it 15 inappropriate to
presume that the company will continue in business

The directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the company's transactions and disclose with reasonable accuracy at any
time the financial position of the company and enable them to ensure that the financial
statements comply with the Companies Act 2006 They have general responsibiiity for taking
such steps as are reasonably open to them to safeguard the assets of the company and to
prevent and detect fraud and other irregulanties
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independent Auditor’s Report to the Members of VolkerRail Limited

We have audited the financial statements of VolkerRail Limited for the year ended 31
December 2013 set out on pages 12 to 36 The financial reporting framework that has been
applied n their preparation 1s applicable law and International Financial Reporting Standards
{IFRSs) as adopted by the EU

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 opinions we have formed

Respective responsibilities of directors and auditor

As explained more fully In the Directors’ Responsibilities Statement set out on page 9, the
directors are responsible for the preparation of the financial statements and for being satisfied
that they give a true and fair view Our responsibility 1s to audit, and express an opinion on,
the financial statements 1n accordance with applicable law and International Standards on
Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices
Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements Is provided on the Financial
Reporting Council's website at www frc org uk/auditscopeukprivate

Opinion on financial statements
In cur opinion the financial statements

« give a true and fair view of the state of the company's affairs as at 31 December 2013 and
of its profit for the year then ended,

« have been properly prepared in accordance with IFRSs as adopted by the EU, 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 opinian the information given in the Strategic Report, Directors' Report for the financial
year for which the financial statements are prepared 15 consistent with the financial
statements
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Independent Auditor’s Report to the Members of VolkerRail Limited

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 cpinion

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

« the financial statements are not In agreement with the accounting records and returns, or
. certain disclosures of directors’ remuneration specified by law are not made, or

« we have not received all the information and explanations we require for our audit

Wi lidrd

Mike Woodward {Senior Statutory Auditor)

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accounfants

8 Salisbury Square

London

EC4Y 8BB

7 APRIL 26l
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VolkerRail Limited
Income Statement
for the year ended 31 December 2013

Revenue
Cost of sales

Gross profit
Administrative expenses
Operating profit

Financial income
Financial expenses

Profit before tax

Taxation

Profit for the year

Profit attributable to equity holders of

the parent company

All results dernive from continuing operations

Note 2013 2012
£000 £000

2,3 83,031 79,844
(71,587) (70,057)

11,444 9,787

(5,731) (7,138)

4 5,713 2,649
7 134 150
(8) (12)

5,839 2,787

9 (1,486) 398
4,353 3,185
4,353 3,185

The notes on pages 17 to 36 form an integral part of the financial statements
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VolkerRail Limited
Statement of Comprehensive Income
for the year ended 31 December 2013

Profit for the year
Dwidends
Total comprehensive income for the

year

Total comprehensive income
attributable to equity holders of the
parent company

The notes on pages 17 to 36 form an integral part of the financial statements

2013 2012
£000 £000
4,353 3,185

. (6,500)
4,353 (3,315)
4,353 (3,315)
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VolkerRail Limited
Statement of Financial Position
at 31 December 2013

Note 2013 2012
£000 £000

Non current assets
Deferred tax assets 11 1,407 2,779
1,407 2,779

Current assets

Trade and other receivables 12 3,320 14,962
Cash and cash equwalents 13 33,669 42,478
36,989 57,440
Total assets 38,396 60,219

Equity attnibutable to equity holders of the parent

Share capital 17 4,000 4,000
Capital contnbution reserve 1,400 1,400
Retained earnings 6,710 2,357
Total equity 12,110 7,757
Non current labilities
Provisions 15 22 60
22 60
Current habilities
Trade and other payables 14 25,977 52,282
Provisions 15 287 120
26,264 52,402
Total habilities 26,286 52,462
Total equity and liabilities 38,396 60,219

These financial statements were approved by the Board of Directors on 31 March 2014 and
were signed on its behalf by

SJeotliff
Director Company registered number 3184313

The notes on pages 17 to 36 form an integral pant of the financial statements
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VolkerRail Limited
Statement of Changes in Equity
at 31 December 2013

Capital

Share . Retained Total
contribution . )

capital reserve earnings equity

£000 £000 £000 £000

Balance at 1 January 2012 4,000 1,400 5,672 11,072
Comprehensive income

Profit for the year - - 3,185 3,185

Dividends - - (6,500) (6,500)

Balance at 31 December 2012 4,000 1,400 2,357 7,757

Balance at 1 January 2013 4,000 1,400 2,357 7,757
Comprehensive Income

Profit for the year - - 4,353 4,353

Balance at 31 December 4,000 1,400 6,710 12,110

2013

The notes on pages 17 to 36 form an integral part of the financial statements
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VolkerRail Limited
Cash Flow Statement
For the year ended 31 December 2013

2013 2012
Note £000 £000
Profit for the year 4,353 3,185
Adjustments for
Financial income (134) {150)
Financial expense 8 12
Dividends paid - (6,500)
Taxation 1,486 {398)
5,713 (3,851)
(Increase) / decrease n trade and other 3.966 (1,418)
receivables ! '
(Decrease) / increase In trade and other (20,875) 6.438
payables
Movement in intercompany 2,147 12,217
Increase / {Decrease) in provisions 129 (331)
Cash flows from operating activities (8,920) 13,055
Tax pad (15) (1,173)
Net cash from operating activities (8,935) 11,882
Cash flows from investing activities
Interest receved 7 134 135
Net cash from investing activities 134 135
Cash flows from financing activities
Interest Paid 8 (8) (12)
Net cash from financing activities {8) (12)
Net (decrease) / increase 1n cash and
cash equivalents (8,809) 12,005
Cash and cash equivatents at 1 January 42,478 30,473
Cash and cash equivalents at 31 13 33,669 42,478

December

The notes on pages 17 to 36 form an integral part of the financial statements
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VolkerRail Limited
Notes to the financial statements
for the year ended 31 December 2013

1. General information

The Company i1s Incorporated and domiciled in the UK

2 Accounting policies
2 1 Basis of preparation

These financial statements have been prepared and approved by the Directors tn accordance
with International Financial Reporting Standards as adopted by the EU ("Adopted IFRSs”)

The accounting policies set out below have, unless otherwise stated, been apphed
consistently to all periods presented in these financial statements

IFRS 13 establishes a single framework for measunng farr value and making disclosures
about fair value measurements |IFRS 13 replaces and expands the disclosure requirements
about fair value measurements in other IFRSs, including IFRS 7 [n accordance with the
transitiona! provisions of IFRS 13, the Company has applied the new fair value measurement
guidance prospectively and has not provided any comparative information for new
disclosures  Notwithstanding the above, the change had no significant impact on the
measurements of the Company's assets and habilities

2 2 Measurement convention
The financial statements are prepared on the historical cost basis

2 3 Adopted IFRS not yet applied

The following Adopted IFRSs have been issued but have not been applied in these financial
statements Ther adoption 1s not expected to have a matenal effect on the financial
statements unless otherwise indicated

e IFRS 10 Consoldated Financial Statements and IAS 27 (2011) Separate Financial
Statements (mandatory for year commencing on or after 1 January 2014)

e IFRS 11 Joint Arrangements and Amendments to IAS 28 (2008) Investments in
Associates and Jont Ventures (mandatory for year commencing on or after 1 January
2014)

e IFRS 12 Disclosure of Interests in Other Entities {mandatory for year commencing on or
after 1 January 2014)

e« Amendments to IAS 32 ‘Offsetting Financial Assets and Financial Liabiities’ (mandatory
for year commencing on or after 1 January 2014)

¢ Investment Entities (Amendments to IFRS 10, IFRS 12 and IAS 27) (mandatory for year
commencing on or after 1 January 2014)

e Transition Guidance (Amendments to IFRS 10, IFRS 11 and IFRS 12) (mandatory for
year commencing on or after 1 January 2014) The amendments simplfy the transition to
these new standards and provide additional relief from disctosures
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VolkerRail Limited
Notes to the financial statements
for the year ended 31 December 2013

2. Accounting policies (continued)
2 4 Going concern

The Company's business activities, together with the factors likely to affect its future
development, performance and position are set out in the Strategic Reportenpage 3t06 In
addition, note 18 to the financial statements includes the Company's objectives, policies and
processes for managing its capital, its financial nsk management objectives, details of its
financial instruments, and its exposure to credit risk and hquidity sk

The Company meets its day-to-day working capital requirements through the group treasury
management provided by VolkerWessels UK Limited See note 18 (c)

The Directors have a reasonable expectation that the Company has adequate resources to
continue In operational existence for the foreseeable future Thus they continue to adopt the
going concern basis of accounting In preparing the annual financial statements

2 5 Jomntly conirolled operations

The Group has entered into a number of Jointly Controlled Operations (JCOs} with different
partners for the purposes of undertaking specific contracts Interests in JCOs are accounted
for by recognising the Group's share of income and expenses and assets and liabilities
measured according to the terms of the arrangements

2 6 Foreign currency

Transactions in foreign currencies are translated to the Company’s functional currency (pound
sterling) at the foreign exchange rate ruling at the date of the transaction, unless the
transaction has been hedged, and In which case the transaction s translated at the
contracted foreign exchange rate Monetary assets and lhabilities denominated in foreign
currenctes at the balance sheet date are retranslated to the functional currency at the foreign
exchange rate ruling at that date Foreign exchange differences ansing on translation are
recognised in the income statement Non-monetary assets and labilities that are measured
In terms of historical cost in a foreign currency are translated using the exchange rate at the
date of the transaction

2 7 Operahng leases

Payments made under operating leases are recognised in the income statement on a straight
line basis over the term of the lease

2 8 Employee benefits
Pension plans

The Company operates defined contribution pension schemes A defined contribution plan is
a post-employment benefit plan under which the Company pays fixed contnibutions and will
have no legal or constructive obligation to pay further amounts Obligations for contnbutions
to defined contribution pensions plans are recognised as an expense In the income statement
as incurred The assets of the schemes are held separately from those of the Company in
independently administered funds
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VolkerRail Limited
Notes to the financial statements
for the year ended 31 December 2013

2 Accounting policies (continued)
2 9 Construction contract debtors

Construction contract debtors represent the gross unbilled income for contract work
performed to date They are measured at cost plus profit recognised to date (see revenue
accounting policy) less a provision for foreseeable losses and less progress billings Cost
includes all expenditure related directly to specific projects and an allocation of fixed and
varable overheads incurred In the Company's contract activities based on normal operating
capacity

Construction contract debtors are presented as part of trade and other receivables in the
balance sheet If payments received from customers exceed the income recognised, then the
difference 1s presented as amounts due to customers for contract work in the balance sheet
Claims derived from vanations on contracts are not recognised until the outcome of the
particular claim 1s certain, except In exceptional circumstances where the principles of the
clam have been agreed with the clent and the Directors have made a considered
assessment of the final outcome

2 10 Imparment excluding inventones and deferred tax assels

The carrying amounts of the Company's assets are reviewed at each balance sheet date to
determine whether there is any indication of impairment, a financial asset 1s considered to be
impaired If objective evidence exists that one or more events have had a negative effect on
the estimated future cash flows of that asset If any such indication exists, the asset's
recoverable amount 1s estimated

An impairment loss 1s recognised whenever the carrying amount of any asset or its cash-
generating unit exceeds Its recoverable amount [mpairment losses are recognised in the
income statement

Impairment losses recognised In respect of cash-generating units are allocated first to reduce
the carrying amount of any goodwill allocated to cash-generating units and then to reduce the
carrying amount of the other assets in the unit on a pro rata basis A cash-generating unit Is
the smallest dentfiable group of assets that generates cash inflows that are largely
independent of the cash inflows from other assets or groups of assets

The recoverable amount of the Company’s investments in held-to-matunty secuntes and
receivables carried at amortised cost 1s calculated as the present value of estimated future
cash flows, discounted at the original effective interest rate (1e the effective interest rate
computed at inital recognition of these financial assets) Recelvables are not discounted
where their duration 1s less than one year or where the effect of discounting i1s not matenal

The recoverable amount of other assets 1s the greater of thetr far value less costs to sell and
value In use In assessing value In use, the estimated future cash flows are discounted to
therr present value using a pre-tax discount rate that reflects current market assessments of
the time value of money and the rsks specific to the asset For an asset that does not
generate largely independent cash inflows, the recoverable amount 1s determined for the
cash-generating unit to which the asset belongs

An impairment loss in respect of a held-to-matunty secunty or recelvable carried at amortised
cost 1s reversed If the subseqguent increase in recoverable amount can be related objectively
to an event occurnng after the impairment loss was recognised
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VolkerRail Limited
Notes to the financial statements
for the year ended 31 December 2013

2. Accounting policies (continued)
2 10 Impairment excluding inventones and deferred tax assets (continued)

In respect of other assets, an iImpairment loss is reversed when there 1s an indication that the
impairment loss may no longer exist and there has been a change In the estimates used to
determine the recoverable amount

An impairment loss i1s reversed only to the extent that the asset's carrying amount does not
exceed the carrying amount that would have been determined, net of depreciation or
amortisation, If no impairment loss had been recognised

2 11 Financial Instruments

Financial instruments 1ssued by the Company are treated as equity only to the extent that
they meet the following two conditions

a They include no contractual obhgations upon the Company to deliver cash or
other financial assets or to exchange financial assets or financial hiabilities with
another party under conditions that are potentially unfavourable to the Company |
and

b  Where the instrument will or may be seftled in the Company’s own equity
instruments, It 1s either a non-derwvative that includes no obligation to deliver a
vaniable number of the Company's own equity instruments or 1s a denvative that
will be settled by the Company exchanging a fixed amount of cash or other
financial assets for a fixed number of its own equity Instruments

To the extent that this definition 15 not met, the proceeds of issue are classified as a financial
llability Where the instrument so classified takes the legal form of the Company’s own
shares, the amounts presented In these financial statements for called up share capital and
share premium account exclude amounts in relation to those shares

2 12 Non-denvative financial instruments

Non-derivative financial instruments compnise investments In equity, trade and other
receivables, cash and cash equivalents, loans and borrowings, and trade and other payables

Investments in jointly controlled entities and subsidianes are carried at cost in the Parent
Company accounts

Trade and other receivables are recognised inihally at far value Subsequent to nitial
recognition they are measured at amortised cost using the effective interest method, less any
impairment losses

Trade and other payables are recognised intially at farr value  Subsequent to initial
recognition they are measured at amortised cost using the effective interest method

Cash and cash equivalents comprise cash balances and call deposits Bank overdrafts that
are repayable on demand and form an integral part of the Company’s cash management are
included as a component of cash and cash equivalents for the purpose only of the cash flow
statement

Interest-bearing borrowings are recognised intially at fair value less attributable transaction
costs Subsequent to inhal recognition, interest-bearing borrowings are stated at amortised
cost using the effective interest method, less any impairment losses
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2. Accounting policies (continued)
2 13 Financing income and expenses

Financing expenses compnse Interest payable Financing income compnses nterest
receivable on funds invested Interest income and interest payable i1s recogmsed in profit or
loss as It accrues, using the effective interest method

2 14 Provisions

A provision 1s recognised on the balance sheet when the Company has a present legal or
constructive obligation as a result of a past event that can be reliably measured and it 1s
probable that an outflow of economic benefits will be required to settle the obligation
Provisions are determined by discounting the expected future cash flows at a pre-tax rate that
reflects risks specific to the hability

2 15 Taxation

Tax on the profit or loss for the year comprises current and deferred tax Tax 1s recognised In
the iIncome statement except to the extent that it relates to items recognised directly in equity,
in which case it 1s also recognised in equity

Current tax 1S the expected tax payable on the taxable income for the year using tax rates
enacted at the balance sheet date, and any adjustment to tax payable in respect of previous
years

Deferred tax Is provided on temporary differences between carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes The
amount of deferred tax provided 1s based on the expected manner of realisation or settlement
of the carrying amount of assets and labilities, using tax rates enacted or substantively
ehacted at the balance sheet date

A deferred tax asset 1s recognised only to the extent that it 1s probable that future taxable
profits will be available against which the temporary difference can be utiised

2 16 Revenue

Revenue represents the value of work done in the year and includes work that has in whole or
part been subcontracted out All amounts are exclusive of value added tax

Construction contracts

Contract revenue includes the inital amount agreed in the contract plus any vanatons in
contract work, claims and centive payments, to the extent that it is probable that they will
result iIn revenue and can be measured rehably Contract revenue 1s recognised in the
income statement in proportion to the state of completion of the contract Contract expenses
are recognised as incurred unless they create an asset related to future contract activity

The stage of completion 1s measured by reference to the contract costs incurred up to the
balance sheet date as a percentage of total estimated costs for each contract

Service contract revenues

Revenue from service contracts rendered Is recognised in the income statement in proportion
to the stage of completion of the transaction at the reporting date The stage of completion 1s
assessed by reference to the contract costs incurred up to the balance sheet date as a
percentage of total estimated costs for each contract
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2. Accounting policies {continued)

2 17 Intra-group financial instruments

Where the Company enters into financial guarantee contracts to guarantee the indebtedness
of other companies within its Group, the Company considers these to be insurance
arrangements and accounts for them as such In this respect, the Company treats the
guarantee contract as a contingent liability untl) such time as it becomes probable that the
Company will be required to make a payment under the guarantee

3. Revenue

Revenues are comprised as follows

Restated

2013 2012

£000 £000

Construction contract revenues 82,930 79,636
Service contract revenues 101 208
Total revenues 83,031 79,844

Revenue on construction contacts in 2013 and 2012 was ail earned in the UK

4. Operating Profit

Qperating profit Is stated after charging
2013 Restated 2012

£000 £000
Foreign currency losses 3 13
Operating lease charges
- plant and machinery 504 375
- land and buildings 374 408
Auditor's remuneralion
- audit of these financial statements 57 58
- other services 1 2

Car lease commitments and charges are now allocated to the legal entity receiving the
charge, prior year restated to be consistent with revised allocation In previous years the
allocation was based on the name of the legal entity on the lease
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5. Staff numbers and costs

The average number of persons employed by the Company (including Directors) during the
year, analysed by category was as follows

Restated

2013 2012

No. No

Management & admimistrative 61 61
Operational 134 121
195 182

The 2012 comparative staff number disciosure has been restated to show average number of
persons instead of closing number of persons

The aggregate payroll costs of these persons were as follows

2013 2012
£000 £000
Wages and salares 9,528 9,343
Social secunty costs 1,077 1,035
Contnibutions to defined contribution plans 856 782
11,461 11,160
6. Directors’ remuneration

2013 2012
£000 £000
Emoluments 658 613
Social securnty costs 81 75
Contnibutions to money purchase pension 150 109

plans
889 797

Three directors (2012 3) are remunerated through the company, the remainder are
remunerated through other VolkerWessels companies

The emoluments of the highest paid Director was £309,000 (2012 £302,000) and company
pension contributions of £68,000 (2012 £27,000) were made to a money purchase scheme
on his behalf

Retirement benefits are accruing to the foltowing number of directors under

2013 2012
No. No
Mcney purchase schemes 3 3
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7. Financial income

2013 2012
£000 £000
Interest iIncome on short-term bank deposits 112 135
Other interest 22 16
Total financial income 134 150
8. Financial expense
2013 2012
£000 £000
Other interest 8 12
9 Taxation
a) Analysis of the tax recognised in the income statement
2013 2012
£000 £000
Current tax income
UK corporation tax
Current year 30 -
Adjustments for prior periods 33 1,044
Current tax expense 63 1,044
Deferred tax income (see note 11)
Ongination and reversal of temporary 1,282 467
differences
Adjustments for prior periods (49) (1,880)
Effect of rate ¢change 190 (29)
Deferred tax expense / (iIncome) 1,423 (1,442)
Total tax expense / (Income) 1,486 (398)

The adjustments for prior periods have anisen due to a change in the use of tax losses In the
wider VolkerWessels group after the VolkerRaill Limited financial statements had been signed
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9. Taxation (continued)

b) Reconciliation of effective tax rate

The total tax charge for the year 1s higher (2012 lower) than the standard rate of corporation
tax in the UK of 23 25% (2012 24 5%) The differences are explained befow

2013 2012
£000 £000
Profit for the year 4,353 3,185
Total tax expense / (Income) 1,486 (398)
Profit excluding taxation 5,839 2,787
Tax using the UK corporation tax rate of
23 25% (2012 24 5%) 1,357 683
Effects of
Non-deductible expenses 13 29
Over provided in prior years {16) {836)
Effect of research and development tax
concessicn (58) (245)
Effect of reduction of rate of tax on deferred
taxation 190 (29)
Total tax expense / {income) 1,486 {398)

Factors that may affect current and total tax charges

Reductions in the UK corporation tax rate from 26% to 24% (effective from 1 Apri 2012) and
to 23% (effective 1 Apnl 2013) were substantively enacted on 26 March 2012 and 3 July 2012
respectively Further reductions to 21% (effective from 1 April 2014) and 20% (effective from
1 Apri! 2015) were substantively enacted on 2 July 2013  This will reduce the company's
future current tax charge accordingly The deferred tax asset at 31 December 2013 has been
calculated based on the rates of 20% and 21% substantively enacted at the balance sheet

date
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10 Investments

The company has entered into a number of Jointly Controlled Operations (“JCOs”) with
different partners for the purpose of undertaking specific contracts  VolkerRall has
recognised the assets that it controls and the habilities that it incurs, the expenses that 1t
incurs and its share of the iIncome that it earns from the sale of goods or services by the joint
ventures All JCO balance sheets are taken as at 31 December for each year end The
principal JCOs of the company are as follows

Jointly controlled operations

JCO Principle activities = JCO partner Address Ownership %
2013 20142
VR/Skanska Track Maintenance Skanska Construction a o
(DLRS) and Renewals UK Limited 182 50%  50%
VR/Skanska  Track Maintenance Skanska Construction o o
(DLR8) and Renewals UK Limited 182 40%  40%
MPACT Track Maintenance taing O'Rourke o o
(Dublhin) and Renewals Ireland Limited 1&3 50% 50%
(Dormant)
MPACT Track Maintenance Laing O'Rourke o o
{MM3) and Renewals Infrastructure Limited 183 40%  40%
SAIP Signalling, OHLE Laing O'Rourke o
Alliance and Track Renewals  Construchon Limited 1,384 33.3%
{Stafford) and Atkins Limited

1 Carolina Court

Maple Cross House

3 Bndge Place 1 & 2

Lakeside Maple Cross Anchor Boulevard
Doncaster Rickmansworth Admirals Park
South Yorkshire Hertfordshire Crossways
DN4 5RA WD3 95W Dartford
Kent
DA2 6SN
4  Woodcote Grave
Ashley Road
Epsom
Surrey
KT18 5BW
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11. Deferred tax assets and habilities
a) Recognised deferred tax assets and liabilities

Deferred tax assets are attributable to the following

Assets
2013 2012
£000 £000
Property, plant and equipment 111 147
Provisions 42 40
Losses 1,203 2,592
R&D Tax Credit 51 -
Tax assets 1,407 2,779

There was no deferred tax hability at 31 December 2013 or 31 December 2012

b) Movement in deferred tax in the year

1 January Recognised Decemb3e1r
2013 In Income 2013
£000 £000 £000

Property, plant and
equipment 147 (36) 111
Provisions 40 2 42
Losses 2,592 (1,389} 1,203
R&D Tax Credit - 51 51
2779 (1,372) 1,407

R&D tax credit included in the deferred tax asset 1s not disclosed as recognised in income
here as it is included in gross profit in accordance with tax legislation

¢) Movement in deferred tax in the prior year

1 January Recognised Decemb::'

2012 In INncome 2012

£000 £000 £000

Property, plant and . 147 147
equipment

Provisions 17 23 40

Losses 1 ,320 1.2?2 21592

1,337 1,442 2,779
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12. Trade and other receivables

2013 2012
£000 £000
Trade receivables 331 587
Construction contract debtors 202 3,796
Amounts owed by group undertakings 2,647 10,457
Prepayments 6 122
Corporation tax debtor 134 -
3,320 14,962

At 31 December 2013, aggregated costs incurred under open construction contracts and
recognised profits, net of recognised losses, amounted to £38,740,000(2012
£26,469,000)

At 31 December 2013, trade receivables include retentions of £314,000 (2012 £360,000)
relating to construction contracts in progress

13. Cash and cash equivalents

2013 2012

£000 £000

Cash and cash equivalents 33,669 42,478

14. Trade and other payables

2013 2012

£000 £000

Trade payables 11,253 13,750
Amounts owed to group undertakings 4,043 9,706
Amounts due to customers for contract work 2,074 20,128
Non trade payables and accrued expenses 8,607 8,698
25977 52,282
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15 Provisions

Onerous Other Total
lease Provisions
provision
£000 £000 £000
Balance at 1 January 2013 68 112 180
Charged to the income statement {23) 212 189
Released tc the income statement - (65) (65)
Unwinding of discounts 5 - 5
Balance at 31 December 2013 50 259 309
Analysis of total provisions at 31 December
2013
Non-current 19 3 22
Current 3 256 287
50 259 309
Analysis of total provisions at 31 December
2012
Non-current a7 13 60
Current 21 99 120
68 112 180

Onerous lease provision

The onerous lease provision has been made in respect of the difference between future
operating lease rentals payable by the Company and rents receivable from its tenants

Other Provisions include provisions for insurance clams and provision for Long Service
Awards

16 Employee benefits

Pension plans

The Company operates a number of pension plans (see note 2 8) The total expense and
creditor outstanding relating to these plans was as follows

Pension charges Creditor outstanding

2013 2012 2013 2012

£000 £000 £000 £000

Prudential pension schemes 856 782 229 160

(defined contribution)
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17. Share capital

Number of Ordinary

shares shares

£'000

‘A’ ordinary shares of £1 each 2,000,000 2,000
‘B’ ordinary shares of £1 each 2,000,000 2,000
4,000,000 4,000

At 1 January 2013 and 31 December 2013

The ‘A’ and 'B' ordinary shares rank parn passu but must be issued in equal numbers The
holders of ordinary shares are entitled to receive dividends as declared from time to time and
are entitled to one vote per share at meetings of the Company

18. Financial instruments
a) Fair values of financial instruments

Trade and other receivables

The farr value of trade and other receivables, exciuding construction contract debtors, s
estimated as the present value of future cash flows, discounted at the market rate of interest
at the balance sheet date If the effect 1s matenal

Trade and other payables
The fair value of trade and other payables 1s estimated as the present value of future cash
flows, discounted at the market rate of interest at the balance sheet date If the effect is

matenal

Cash and cash equivalents

The farr value of cash and cash equivalents 1s estimated as its carrying amount where the
cash s repayable on demand Where it 1s not repayable on demand then the fair value 1s
estimated at the present value of future cash flows, discounted at the market rate of interest
at the balance sheet date

Interest bearing loans and borrowings
Fair value is calculated based on the present value of future principal and interest cash flows,
discounted at the market rate of interest at the balance sheet date

There 15 no significant difference between the carrying amount and farr value of any financial
instrument for the Company
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18. Financial Instruments (continued)
a) Fair values of financial instruments (continued)

The carrying amounts of each class of financial assets and financial habilites 1s summansed
below

2013 2012

£000 £000
Trade and other recevables (see note 12) 3,314 14,840
Cash and cash equivalents (see note 13) 33,669 42 478
Total financial assets 36,983 57,318
Trade and other payables (see note 14) (25,977) (52,282)
Total financial liabilities (25,977) (52,282}
Total financial instruments 11,006 5,036

b) Credit nsk

Financial nsk management

Credit nsk 1s the nsk of financial loss to the Company if a customer or counterparty to a
financial instrument fals to meet its contractual obligations and anises principaily from the
Company's recewables from customers

Exposure to credit nsk 1s imited to the carrying amount of financial assets recognised at the
balance sheet date, namely cash and cash equivalents and trade and other recewvables The
Company continuously monttors defaults of customers and other counterparties, and
incorporate this information into its credit nsk controls Where avaifable at reasonable cost,
external credit ratings and/or reports on customers and other counterparties are obtained and
used The Company's policy I1s to deal only with creditworthy counterparties

The Company’s management considers that all financial assets that are not impaired for each
of the reporting dates under review are of good credit quality, including those that are past
due An analysis of amounts that are past due but not impaired s shown below None of the
Company's financial assets are secured by collateratl or other credit enhancements The
credit risk for hquid funds and other short-term financtal assets 1s considered negligible, since
the counterparties are reputable banks with high quality external credit ratings

Exposure to credit nsk

The carrying amount of trade and other recevables in financial assets represents the
maximum credit exposure which was £3,314,000 at 31 December 2013 (2012 £14,840,000)
for the Company The maximum exposure to credit nsk for trade recevables at the balance
sheet date by business segment and type of customer was as follows

2013 2012

£000 £000

Public sector customers 295 551
Private sector customers 36 36
33 587
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18. Financial Instruments (continued)
b} Credit risk {continued)

Credit qualty of financial assels and impairment losses
The ageing of trade receivables at the balance sheet date was as follows

2013 2012
Gross Impairment Gross Impairment
£000 £000 £000 £000
Not past due 12 - 587 -
Past due (0-30 days) - - - -
Past due (31-120 days) 37 - - -
More than 120 days 282 - - -
33 - 587 -

Impairment losses are recorded into an allowance account unless the Company 1s satisfied
that no recovery of the amount owing I1s possible, at that point the amounts considered
irrecoverable are written off against the trade receivables directly There were no impairment
provisions at 31 December 2013 (2012 £nil)

c) Liquidity risk

Financial nsk management

Liquidity nsk 1s the nisk that the Company will not be able to meet its financial obligations as
they fall due Liquidity nsk exposure arises for the Company principally from trade and other
payables, taxation due, and borrowings The Company monitors working capital and cash
flows to ensure liquidity rnisk 1s managed A central treasury function n the UK parent
company, VolkerWessels UK Limited, covening all UK subsidianes ensures bank and
intercompany borrowings are maintained at appropnate amounts

VolkerWessels UK Limited has access to £25 mifion of committed revolving credit faciities
and £12m of uncommitted overdraft facilites, which are made available to the Company At
the balance sheet date, VolkerWessels UK Limited was not required to draw down on these
facilities

Contractual maturity of financial habilities
The following are the contractual matunties of financial habilities including estimated interest
payments and excluding the effect of netting agreements

Carrying  Contractual 1 year or
amount cash flows less
£000 £000 £000
2013
Trade and other payables (note 14) (25,977) {25,977) (25,977)
2012
Trade and other payables (52,282) (52,282) (62,282)
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18 Financial Instruments (continued)
d) Market risk

Financial nsk management

Market nisk 1s the risk that changes in market prices, such as foreign exchange rates and
interest rates will affect the Company’s income or the values of its holdings of financial
instruments

Exposure to interest rate nsk in the Company 1s principally on bank and cash deposits, and
interest beanng borrowings from its UK parent company The Company does not participate
In any interest rate hedge or swap arrangements

Profile of interest beanng financial instruments
At the balance sheet date the interest rate profile of the Company’s interest beanng financial
instruments was as follows

2013 2012
£000 £000
Variable rate instruments
Financial assets (note 13) 33,669 42 478

A change of 100 basis points in Interest would neither increase nor decrease equity
(2012 neither increase nor decrease equity) for the Company

19. Operating lease commitments

Non-cancellable operating lease rentals are payable as follows

2013 R
£000 £000
Land and buildings
Less than one year 303 384
Between one and five years 381 625
684 1,009
Fiant and machinery
Less than one year 429 309
Between one and five years 538 550
967 859

Duning the year the following amounts were recognised in the iIncome statement in respect of
operating leases

Restated

2013 2012

£000 £000

Land and buildings 374 408
Plant and machinery 504 375
878 783

Car lease commitments and charges are now allocated to the legal entity receiving the
charge, prior year restated to be consistent with revised allocation In previous years the
allocation was based on the name of the legal entity on the lease

Page 33



VolkerRail Limited
Notes to the financial statements
for the year ended 31 December 2013

20. Contingencies

The Company has contingent habilities 1n respect of maintenance agreements on completed
contracts, and performance bonds and guarantees that have been entered into In the normal
course of business

The Company is party to certain legal proceedings arising in the normal course of business
Provisions have been made based on the Directors best estimate of the position of known
legal claims, investigations and actions at the year end The Group takes legal and other third
party advice as to the likely outcomes of such actions, and no habiity or asset 1 recognised
where the Directors consider, based on that advice, that an action is unlikely to succeed, or
where the Group cannot make a sufficiently reliable estimate of the potential obligation or
benefit

The Company 1s jointly and severally liable for the debts of 5 unincorporated joint operations
(note 10), of which it recognised the assets that it controls and the habilities that it incurs, the
expenses that it incurs and its share of the income that it earns from the sale of goods or
services by the joint ventures

21 Related parties

Related party transactions
Transactions between the Company and other related parties are noted below

Compensation of key management
The compensation of key management personnel is as follows

2012 2011
£000 £000
Emoluments 2,194 1,803
Contributions to meney purchase pension plans 388 329
2,582 2,132

This represents compensation n relation to VolkerRail Specialist Businesses Limited and
VolkerRail Limited It 1s not considered practical to split the compensation between the two
businesses
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21 Related parties (continued)

Related party transactions with group undertakings

Trading amounts owed by
undertaking

At start of year
Sales

Receipts

Net intercompany loan account

movements
At end of year

Parent Fellow Total
undertakings subsidiary
undertakings

£'000 £'000 £'000

41 10,416 10,457

118 10,681 10,799

397 {12,240) (11,843)

- (6,766) (6,766)

556 2,091 2,647

Net intercompany loan account movements represents the net total of intercompany
transactions through the loan account with VolkerRail Specialist Businesses Limited in
respect of treasury activites and costs pawd by VolkerRall Limited on behalf of VolkerRall
Specialist Businesses Limited and subsequently recharged All other amounts owed by
undertakings are denved from trading transactions

Trading amounts owed to
undertaking

At start of year
Expenses
Payments

At end of year

inancing amounts owed to
undertaking

At start of year
Drawn down
Payments

At end of year

Parent Feltow Total
undertakings subsidiary
undertakings

£'000 £000 £'000

4,633 (7,839) (3,206)

(3,999) (5,116} (9,115)

{634) 8,912 8,278

- (4,043) (4,043)

Parent
undertakings

£000
(6,500)

6,500
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22. Ultimate parent company and parent undertaking of larger group of which the
Company is a member

The Company 1s a subsidiary undertaking of VolkerRail Group Limted which is incorporated
in England and Wales

The smallest group in which the results of the Company are conso!idated 1s that headed by
VolkerRail Group Limited, which 1s incorporated In England and Wales Copies of s
consolidated financial statements may be obtained from its registered office at Hertford Road,
Hoddesdon, Hertfordshire, EN11 9BX

The results of the company are included In the consolidated financial statements of both
Royal Volker Wessels Stevin NV and its ulimate parent company Storm Investments BV
These companies are incorporated in the Netherlands Copies of the published consolidated
financial statements may be obtaned from its Amersfoort office Podum 9, 3826 PA
Amersfoort, P O Box 2767, 3800 GJ Amersfoort, The Netherlands

23. Accounting estimates and judgements

Accounting estimates are based on histoncal experience and various other assumptions that
management and the Board of directors believe are reasonable under the circumstances
The results of this form the basis for making judgements about the carrying value of assets
and lhabilities that are not readily available from other sources

Areas requinng estmates that may significantly impact on the Company's eamings and
financial position are as follows

Revenue recogmition

The Company uses the percentage-of-completion method to determine the appropriate
amount to recognise In a given penod The stage of completion 1s measured by reference to
the contract costs incurred up to the balance sheet date as a percentage of total estimated
costs for each contract
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