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Directors' report

The Drrectors present their annual report and financial statements, together with the auditors’ report, for the year
ended 31 December 2009

Principal activities

The principal achivities of the Company (Registered number 5805963} are the sales, distribution and maintenance of
transport communications equipment The company holds a major contract which provides rail signalling solutions
as part of the upgrade on several London Underground lines

Business review

Revenue for the year was up to £153 8m from £83 9m in the previous pertod The majonty of the revenue was from a
major contract The change 1n revenue was due to the increase 1n the scale of the works in accordance with the
dehivery programme of the major contract Operating loss for the year was £6 Om against an operating profit of

£2 Tm in the previous year This operating loss 1s stated after charging £2 5m to the Statement of Comprehensive
Income 1n relation to certain company activities, for which 1t 1s currently anticipated that the cost of delivery will

exceed the currently agreed associated revenues

The Company’s keys financial and other performance indicators during the year were as follows

2009 2008 2007

£000 £000 £000
Turnover 153,750 83,921 98,871
(Loss)/ Profit from Operations (6,044) 2,118 (3.844)
(Loss)/ Profit after Tax (3,007) 599 (4,376)
Total Equity 4,717 8,403 (44)
Average Headcount 288 207 140

No sigruficant investment was made on research and development in the year

Details of significant events since the date of the statement of financial position are contained 1n note 24 to the
accounts

The Directors expect the general level of activity to continue over the next 12 months due to the scale of works 1n

accordance with the delivery programme of the company’s main contract This will be affected by a number of
factors including the company’s main customer’s priorities for the delivery of thus programme
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Directors’ report (continued)
Dividends
The Drrectors do not recommend the payment of a dividend (2008 - Nil)

Financial risk management objectives and pohicies

The Company's principal financial instruments, other than derivahives, comprise bank loans and overdrafts, and
cash and short-term deposits The main purpose of these financial instruments 1s to raise finance for the Company’s
operations The Company has various other financial assets and habilities such as trade receivables and trade
payables, which arise directly from 1ts operations

The Company also enters into dertvahve transactions, in the form of forward currency contracts The purpose 1s to

manage currency risks arising from the Company's operations and its sources of finance

It 15, and has been throughout the year under review, the Company's policy that no trading 1n financial instruments
shall be undertaken

The matn r11sks ansing from the Company’s financial instruments are foreign currency risk and credit risk The board
reviews and agrees policies for managing each of these risks and they are summarised below The Company's

accounting policies in relatron to derivatives are set out in Note 1

Foreign currency risk

The Company also has transactional currency exposures Such exposure arises from sales or purchases by the
Company 1n currencies other than the umt's functional currency The forward currency contracts must be in the
same currency as the hedged item [t 1s the Company's policy not to enter into forward contracts until a firm

commuitment 1s 1n place

It 15 the Company's policy to negotiate the terms of the hedge derivatives to match the terms of the hedged item to
maxirmuse hedge effectiveness

Credrt risk
The Company’s principal financial assets are bank balances and cash, trade and other recervables The Company .
trades only with recogrused, creditworthy thurd parties It1s the Company's policy that all customers who wish to
trade on credit terms are subject to credit verification procedures This may also involve the negotiation of thurd
party guarantees of customer creditworthiness [n addition, recetvable balances are morutored on an ongoing basis

with the result that the Company's exposure to bad debts 1s not significant

With respect to credit risk anising from the other financial assets of the Company, which compnise cash and cash
equivalents, and certain denvative instruments, the Company's exposure to credit risk arises from default of the

counterparty, with a maxtmum exposure equal to the carrying amount of these instruments

At 31 December 2009 the Company had trade receivables due from the major contract but these are not considered a
credit sk given their status The Company has no other sigmficant concentration of credit risk, with exposure

spread over a large number of counterparties and customers
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Directors’ report (continued)

Commodity price risk

The Company’s exposure to price risk 1s mirumal

Interest rate risk

The Company's exposure to the risk for changes in market interest rates 1s munimal

Liqurdity risk
The Company prepares regular cash flow forecasts to ensure that there are always necessary funds in place to enable
financial habilities to be met as they fall due

Going concern accounting basis

The Company’s business activities, together with the factors likely to affect 1ts future development, performance and
position are set out in the business review on page 1 Inaddition, the notes to the accounts include the Company’s
objectives, policies and processes for managing 1ts capital and details of 1ts financial instruments and hedging
achvities The Company’s financial risk management objectives and its exposures to credit and liquidity risk are set
out in the preceding paragraphs

The Company has access to considerable finanaal resources together with long-term contracts with a number of
customers and suppliers across different geographic areas and industries As a consequence, the Directors believe
that the Company 1s well placed to manage 1ts business risks successfully despite the current uncertarn economic
outlook

The Directors have a reasonable expectation that the Company has sufficient resources to continue 1n operational
existence for the foreseeable future and therefore they continue to adopt the going concern basis of accounting n

preparing the annual financial statements

Environmental Information

As part of the Thales UK group, the Company has implemented an Environmental Policy to conduct our current and
future business in a way that protects the environment This 15 achueved through development and implementation
of Envtronmental Management Systems against which we report Environmental performance regularly to the Thales
Holding UK plc board It ts a Thales requirement that operating comparues are certifted to the International Standard
for Environmental Management Systems 1SO 14001, the Company achieved certificatton in 2009 Current
Environmental Programmes include reducing our Carbon footprint and implementing a Green Purchasing

programme
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Drirectors’ report (continued)
Directors

The Directors who served during the year were as follows

Name Date of appomntment

D Laroche Appointed 16 June 2006

I Batley Appointed 5% January 2007

] Walker Appointed 5 January 2007, resigned 1¢ April 2010

S Jones Appointed 2nd July 2007

M Hearn Appointed 3t September 2008

D Gaardo Appointed 19" November 2008, resigned 15t April 2010

Directors’ habilities
The Company has not granted any indemmty against hability to 1ts Directors during the year or at the date of
approving the Directors’ report

Supplier payment policy
It 1s the Company’s normal practice to make payments to suppliers promptly provided that the supplier has
performed mn accordance with the relevant terms and conditions

Creditors’ days at 31 December 2009, based on the aggregate of the amounts which were owed to trade creditors at
that date and the aggregate of the amounts which the Company was mvoiced by suppliers during the year,
amounted to 79 days (2008 - 110 days)

Employee matters

People are the Company's greatest assets With growing competition, attracting and retarring quality workers from
the local communuty 1s key Therefore 1t makes good business sense to incorporate attractive employment polictes
and prmélples with the view to creating a skilled, happy, diverse, proud and motivated workforce This 1s what the

Company tries to achieve

Disabled employees

The Company’s attitude concernung the employment of disabled persons 1s the same as that relating to all other staff
In matters of recruttment, continuity of employment, training, development and promotion Nevertheless the
Company 1s very conscious of the difficulties that maybe experienced by the disabled and takes account
sympathetically of individual circumstances

Employee consultation

Employee involvement and commitment s the established responsibility of the Board of Directors and requires their
participation  Regular contact and exchanges of information between managers and staff are maintained through
departmental managers and social functions The Company promotes the principle of team briefing on a regular
and continuing basis with the aim of ensuring that all employees are personally advised of the financial and
commercial progress of the Company
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Directors’ report (continued)

Donations
During the period to 31 December 2009 charitable donations of £N1l (2008 £ Nil) were made

Disclosure of information to the auditors

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

Auditors
In accordance with section 489 of the Companues Act 2006, the company has not elected to re-appoint its auditors

annually and Mazars LLP will therefore continue 1n office

By order of the Board

Company Secretary

Thales Rail Signalling Solutions Lirmited
2 Dashwood Lang Road

The Bourne Business Park

Addlestone

Near Weybndge

Surrey KT15 2ZNX

24 Ju.kj PASAAS
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Directors’ Report and the financial statements 1n accordance with
applicable law and regulations

Company law requires the Directors to prepare financial staterments for each financial year Under that law the
Directors are required to prepare financial statements 1n accordance with International Financial Reporting
Standards {“IFRS"} as adopted for use in the European Umon Under company law the Directors must not approve
the financial staternents unless they are sahisfied that they give a true and fair view of the state of affairs of the

Company and of the profit or loss of the Company for that period In preparing these financial statements, the
Directors are required to

s select suitable accounting policies and then apply them consistently,
» make judgments and accounting estimates that are reasonable and prudent,

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

s provide additional disclosures when compliance with specific requirements in IFRS 1s msufficient to enable users
to understand the impact of particular transactions, other events and conditions on the entity’s financtal position
and financial performance, and

s prepare the frnancal statements on the going concern basts unless it 1s inappropmnate to presume that the

Company will continue 1n business (Include thus where no separate statement on going concern 1s made by the
Directors)

The Drrectors 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 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 irregularittes
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Independent auditors” report to the shareholders of Thales Rail Signalling Solutions Limited

We have audited the financial statements of Thales Rail Stgnalling Solutions Limited for the year ended 31 December
2009 which comprise the Statement of Comprehensive Income, the Statement of Financial Position, the Statement of
Changes 1n Equuty, the Statement of Cash Flows and the related notes The financial reporting framework that has
been applied in their preparation 1s applicable law and International Financial Reporting Standards (1FRSs) as
adopted by the European Union

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Directors’ Responsibilities set out on page 6, 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 aud:t the financial statements 1n accordance with applicable law and International Standards
on Audtting (UK and Ireland) Those standards require us to comply with the Auditing Practices Board's (APB's)
Ethical Standards for Auditors This report 1s made solely to the company’s members, as a body, 1 accerdance with
Chapter 3 of Part 16 of the Comparues 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 1n 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 thus report, or for the opirntons we have formed

Scope of the audit of the financial statements

A description of the scope of an audit of financial statements 15 provided on the APB's web-site at
www frc org uk/apb/scope/ UKNP

Opinion on the financial statements

In our opiruon the financial statements

¢ give a true and farr view of the state of the company’s affairs as at 31 December 2009 and of 1ts loss for the year
then ended,

+ have been properly prepared 1n accordance with IFRSs as adopted by the European Unien, and

¢ have been prepared 1n accordance with the requirements of the Comparues Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial statements

are prepared 15 consistent with the financial statements
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Independent auditors’ report to the shareholders of Thales Rail Signalling Solutions Limited
(continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Comparues Act 2006 requires us to report to
you If, In our opinicn

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 recerved all the information and explanations we require for our audit

Mazag wr

Mazars LLP, Chartered Accountants (Statutery auditor)
David Herbinet {(Seruer statutory auditor)

Tower Bridge House

St Katharine's Way

London, E1W 1DD

r A‘uyu.f/' 2010
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Statement of comprehensive income
for the year ended 31 December 2009

Conhinuing operations
Revenue

Cost of sales

Gross profit
Admunustrative expenses

Other operating expenses
(Loss)/ Profit from operations

Investment income

Finance costs
{(Loss)/ Profit before taxation from continuing operations
Income tax credit/ (charge)

{Loss)/ Profit for the year

Other comprehensive tncome
Net movement on cash flow hedges

Income tax relating to the components of other comprehensive income

Other comprehensive (expense)/ mncome for the year net of tax

Total comprehensive (expense)/ income for the year net of tax

Note

2009 2008
£000 £000
153,750 83,921
(149,741) (76,155)
4,009 7,766
(2,759) (2,837)
(7.294) (2,811)
(6,044) 2,118
113 258
(1,297) (1,359)
(7.228) 1,017
4,221 (418)
(3,007) 599
(956) 10,900
267 (3.052)
(689) 7,848
(3,696) 8,447

The accompanying notes are an integral part of this statement of comprehensive income
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Statement of financial position

at 31 December 2009

ASSETS
Non-current assets
Property, plant and equipment

Deferred tax asset

Current assets

Trade and other receivables
[nventory & Work 1n Progress
Cash and cash equivalents
Current tax receivable

Denvative financial instruments

Total assets

LIABILITIES

Current liabilities

Bank overdrafts and loans
Trade and other payables
Current tax hiabilities
Provisions

Other liabilities

Net current assets
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Note

19

10

12

17

14
13

15
16

2009 2008
£000 £000

80 113

2,293 59
2,373 172
69,262 33,692
391 -
46,411 6,924
2,008 -
27,545 26,946
145,617 67,562
147,990 67,734
(88,642) (16,748)
(38,356) (29,186)
- (354)
(2.079) (972)
(6,940) (4,555)
(136,017) (51,815)
9,600 15,747




Statement of financial position

at 31 December 2009

Non-current liabilities

Deferred tax liabilities

Total habilities

Net assets

EQUITY

Share capital

Share premuum account
Other reserves
Hedging reserves

Retained earnings

Total equity

The accounts on pages 9 to 43 were approved by the board of directors and authorised for 1ssue on 2.4

They were signed on 1ts behalf by

Director
M Hearn

Note 2009 2008
£000 £000
19 {7,256) (7,516)
(7,256) {(7.516)
(143,273) (59,331)
4,717 8,403
20 - -
43 43
(7,249) {7,516)
25,888 26,844
(13,965) {10,968)
4,717 8,403

The accompanying notes are an infegral part of this statement of financial position
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Statement of changes 1n equity
for the year ended 31 December 2009

At 1 January 2008

Increase in fair value of hedging

denvatives

Total income and expense for the
year recogrmised directly tn equity

Retained profit for the year
At 31 December 2008

Shared based payment scheme

Decrease 1n fair value of hedging

denvatives

Total income and expense for the
year recogmused directly 1n equity

Retatned loss for the year

At 31 December 2009

Share Share Deferred tax
Hedging Retained
Capital premuum  on the hedging Total
Reserve Earmngs
Account Account Reserve
£000 £000 £000 £000 £000 £000
43 (4.464) 15,944 (11,567) (44)
- - 10,900 - 10,900
- (3,052) - - (3.052)
- - - 599 599
43 (7.516) 26,844 (10,968) 8,403
10 10
- - (956) (956)
- 267 - 267
- - - {3,007) (3,007)
43 (7,249) 25,888 (13,965) 4,717
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Statement of cash flows
for the year ended 31 December 2009

OPERATING ACTIVITIES

{Loss)/ Profit from Operations

Adjustments for,

Depreciation of property, plant & equipment
Finance costs

Fair value gamns on forward contracts - cash flow hedges

Operating cash flows before movement in working capital
(Increase) in recewvables/ inventory/ work in progress

Increase/ (Decrease) in payables
Cash generated from operations

Income taxes (paid)/ received

Interest pard

Net cash from operating activities

INVESTING ACTIVITIES

Interest received
Purchase consideration received for the business acquired

Purchases of property, plant and equipment

Net cash used in investing activities

FINANCING ACTIVITIES

Movement in bank overdraft

Net cash from financing activities
Net increase/ (decrease) in cash & cash equivalents

Cash & cash equivalents at beginning of year
Effect of fereign exchange rate changes

Cash & cash equivalents at end of year
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Note

2009 2008
£000 £000
(6,044) 2,118
38 33
(8) (24)
- (102)
(6,014) 2,025
(39,024) (5,700)
12,684 (25,825)
(32,354) (29,500)
(369) 1,743
(404) (361)
(33,127) (28,118)
113 258
984 -
) (113)
1,092 145
71,894 16,748
71,894 16,748
39,859 (11,225)
6,924 18,149
(372) .
46,411 6,924




Notes to accounts
for the year ended 31 December 2009

General Information
The address of the registered office 1s given on page 5 The nature of the Company’s operations and principal
activities are set out in the Directors’ report

The financial statements are presented 1n pounds sterling, the currency in whuch the majonity of the Company’s

transachons are denominated
1. Accounting Policies

Basis of accounting

The financral statements have been prepared 1n accordance with International Financial Reporting Standards (IFRS's)
adopted for use mn the European Urnion and therefore comply with Article 4 of the EU [AS regulations

The princrpal accounting policies adopted are set out below

These financial statements contain information about Thales Rail Signalling Solutions Limiated as an individual
Company and do not contain consolidated financial information as the parent of a group The Company has taken
advantage of the exemption from preparing consolidated accounts afforded by Section 400 of the Companies Act
2006 because 1t 15 a wholly owned subsidiary of Thales SA which prepares consolidated accounts whuch are publicly
available

Gomg concern basis

After making enquiries, the Directors have a reasonable expectation that the Company has adequate resources to
continue 1n operational existence for the foreseeable future Accordingly, they continue to adopt the going concern
basis 1n preparing the financial statements

Adoption of new and revised standards
The following new and amended International Financial Reperting Standards (IFRS’s) and Internattonal Financial
Reporting Interpretattons Committee (IFRIC) interpretations have been adopted 1n the financial statements,

o TFRS1 First-ttume Adoption of International Financial Reporting Standards - Amendment relating to cost of
an investment on first-time adoption - Effective for periods beginning on or after 1 January 2009

 JFR52 Share-based Payment - Amendment relating to vesting conditions and cancellations - Effective for
periods begmming on or after 1 January 2009

o [FRS 7 Financial Instruments Disclosures — Amendments enhancing disclosures about fair value and hquidity
risk — Effective for periods beginming on or after I January 2009

¢ IFRS8 OperahngSegments - Effective for periods beginning on or after 1 January 2009

e [AS1 Presentation of Financial Statements - Comprehensive revision including requiring a statement of

comprehensive income - Effechive for periods beginming on or after 1 January 2009
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Notes to accounts (continued)
for the year ended 31 December 2009

IAS1  Presentation of Financial Statements - Amendments relating to disclosure of puttable instruments
and obligations anising on liquidation - Effective for periods beginning on or after 1 January 2009

1AS 23 Borrowing costs ~ Comprehensive revision to prolubit immediate expensing - Effective for periods
beginnng on or after 1 fanuary 2009

[AS 27 Consolidated and Separate Financial Statements - Consequential amendments arnsing from :

amendments to IFRS 3 - Effective for periods beginmng on or after 1 January 2009

IAS 32 Fmancial Instruments Presentation - Amendments relating to puttable instruments and obligations
ansing on hquidation - Effectrve for pertods beginning on or after 1 January 2009

[FRIC 13 Cusiomer loyalty programmes - Effective for pertods begtnmng on or after 1 July 2008

IFRIC 18 Transfers of assets from customers - Effective for transfers recerved on or after 1 July 2009

The adoption of the above standards and mterpretaions has had no impact on the results or net assets of the

Company other than as described below

New standards and interpretations not yet applied

At the date of authorisation of these financial statements the following standards and interpretations, which have not

been applied in these statements, were 1n 1ssue but not yet effective

IFRS 1 First-time adoption of International Financial Reporting Standards - Revised and restructured -
Effecttve for annual pertods beginnng on or after 1 July 2009

[FRS 1 First-time adoption of International Financial Reporting Standards - Amendments relating to o1l and
gas assets and determuning whether an arrangement contains a lease - Effecttve for annual pertods beginning on
or after 1 January 2010

IFRS 2 Share-based payment - Amendments relating to group cash-settled share-based payment
transactions - Effechive for annual periods beginimg on or after 1 fanuary 2010

IFRS 3 Business Combinations - Comprehenswe revision on applying the acquisihon method - Effechive
for periods beginning on or after 1 July 2009

IFRS 9 Financial instruments - Classification and measurement - Effective for annual periods beginrung on
or after 1 January 2013

IAS 24 Related party disclosures - Revised definition of related parties - Effective for annual periods beginning
on or after 1 January 2011 ‘

IAS 27 Consolidated and Separate Financial Statements - Consequential amendments arising from
amendments to IFRS 3 - Effectrve for periods beginnng on or after 1 July 2009

IAS 28 Investments in Associates - Consequential amendments arnsing from amendments to IFRS 3 -
Effective for periods begmming on or after T July 2009
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Notes to accounts (continued)
for the year ended 31 December 2009

* IAS531 Interests in Jomnt Ventures - Consequential amendments arising from amendments to IFRS 3 -
Effective for periods beginmng on or after 1 July 2009

s 1AS32 Financial instruments presentation - Amendments relating to classification of rights 1ssues - Effectoe
Jor annual pertods beginmng on or after 1 February 2010

» I1AS539 Financial Instruments Recognition and Measurement - Amendments for eligible hedged items
- Effective for periods beginning on or after 1 July 2009

» IFRIC 17 Distributions of non-cash assets to owners - Effective for annual periods beginning on or after 1 July
2009

« IFRIC 19 Extinguwishing financial habilities with equity instruments - Effective for annual periods begrnmng on
or after 1 July 2010

The Directors do not consider that the adoption of the amendments resulting from the April 2009 Annual
Improvements project will result in a material impact on the financial information of the Company These
amendments are effective for accounting periods beginming on or after 1 January 2010, with the exception of the
amendments to IFRS 2 and [AS 38 which are effective for accounting periods beginrung on or after 1 July 2009

The Directors do not anticipate that the adoption of these standards and interpretations, wherever relevant, will

have a material impact on the Company’s financial statements 1n the period of imitial application

Property, plant and equipment

Fixtures and equipment are stated at cost, net of depreciation and any provision for impairment Depreciation 1s
provided on all tangible fixed assets at rates calculated to wnite off the cost or valuation, less estimated residual
value, of each asset on a straight-line / reducing balance basis over its expected useful life, as follows

Plant and machinery 3-5 years

Restdual value 15 calculated on prices prevailing at the date of acquisition or revaluation and 1s revised annually

An item of property, plant and equipment and any signuificant part initially recognised 1s derecognised upon
disposal or when no future economuc benefits are expected from 1ts use or disposal Any gain or loss ansing on
derecognition of the asset {calculated as the difference between the net disposal proceeds and the carrying amount of

the asset) 15 included 1n the income statement when the asset 15 derecognised

Interest costs tncurred in bringing assets to a state where they are ready to be used are capitalised as part of the costs
of the asset
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Notes to accounts (continued)
for the year ended 31 December 2009

Impairment of property, plant and equipment and intangible assets excluding goodwill

At each statement of financial position date the Company reviews the carrying amounts of its property, plant and
equipment and intangible assets to determune whether there 1s any indication that those assets have suffered an
impairment loss If any such indication exists, the recoverable amount of the asset 1s eshmated 1n order to determune

the extent of the impairment loss, {if any)

Recoverable amount ts the hagher of fair value less costs to sell and value in use In assessing value 1n use, the
estmated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset

If the recoverable amount of an asset 1s estimated to be less than 1ts carrying amount, the carrying amount of the
asset 15 reduced to 1ts recoverable amount An impairment loss 15 recognised immedhately 1n profit or loss, unless the

relevant asset 1s carnied at a revalued amount, in which case the impairment loss 1s treated as a revaluation decrease

Where an imparrment loss subsequently reverses, the carrying amount of the asset 1s increased to the revised
estimate of 1ts recoverable amount, but so that the increased carrying amount does not exceed the carrying amount
that would have been deterrmuned had no impairment loss been recogrused for the asset in prior years A reversal of
an impairment loss 1s recogrused 1immediately in profit or loss, unless the relevant asset 1s carried at a revalued

amount, in which case the reversal of the impairment loss 1s treated as a revaluation increase

Financial instruments

Financial assets and financial ltabtlihes are recognised on the Company’s staternent of financial position when the
Company becomes a party to the contractual provisions of the instrument

Trade receivables

Trade receivables are carried at fair value (in the majority of cases thus will equate to onginal invorce amount less an
estimate made for doubtful receivables based on a review of all outstanding amounts at the year-end) Bad debts are
written off when identified

Cash and cash equivalents
Cash and cash equivalents comprnise cash on hand and demand depostits, and other short-term hughly Liquid
imvestments that are readily convertible to a known amount of cash and are subject to an insignuficant risk of changes

in value

Financial habilities and equity

Financial liabilities and equity instruments 1ssued by the Company are classified according to the substance of the
contractual arrangements entered 1nto and the definttions of a financial ability and an equity instrument An equity
mstrument 1s any contract that evidences a residual interest in the assets of the Company after deducting all of 1ts

hhabihines The accounting policies adopted for spectfic financial liabilities and equity instruments are set out below
Bank borrowings

[nterest-bearing bank loans and overdrafts are initially recorded at the proceeds received, net of direct 1ssue costs,
and are subsequently measured at amortised cost, using the effective interest rate method Any difference between
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Notes to accounts (continued)
for the year ended 31 December 2009

the proceeds (net of transaction costs) and the settlement or redemption of borrowings 1s recognised over the term of
the borrowings in accordance with the Company’s accounting policy for borrowing costs

Trade payables

Trade payables are iutially measured at fair value and are subsequently measured at amortised cost using the
effective interest rate method

Derivative financial instruments and hedge accounting
The Company’s activities expose 1t primarily to the financial risks of changes in foreign exchange rates The
Company uses denivative financial instruments (primarily foreign currency forward contracts) to hedge 1ts risks

assoclated with foreign currency fluctuations relating to certain firm commutments and forecasted transactions

The use of financial derivatives 15 governed by the Company’s policies approved by the board of Directors, which
provide wntten principles on the use of financial derivatives consistent with the Company’s risk management
strategy

The Company does not use derrvative financial instruments for speculative purposes

Derivative financial instruments are utially measured at fair value on the contract date, and are remeasured to fair
value at subsequent reporting dates Changes 1n the fair value of derivative financial istruments that are designated
and effective as hedges of future cash flows are recogrnised directly 1n equity and the ineffective portion 1s recogrsed
immediately in profit or loss The Company’s policy with respect to hedging the foreign currency risk of a firm
commitment 1s to designate 1t as a cash flow hedge If the cash flow hedge of a firm commutment or forecasted
transaction results in the recognition of an asset or a iabulity, then, at the time the asset or liability 1s recogrused, the
assoclated gains or losses on the derivative that had previously been recognised 1n equity are included in the inrtial
measurement of the asset or liability For hedges that do not result 1n the recogrution of an asset or a hability,
amounts deferred tn equity are recogrused 1n profit or loss 1n the same period in which the hedged item affects profit
or loss

Changes n the fair value of derivative financial instruments that do not qualify for hedge accounting are recogrused

in profit or loss as they arise

Hedge accounting 1s discontinued when the hedging instrument expires or 1s sold, terminated, or exercised, or no
longer qualifies for hedge accounting At that time, for forecast transactions, any cumulative gain or loss on the
hedging instrument recognised 1n equity 1s retained 1n equity until the forecasted transaction occurs If a hedged
transaction 1s no longer expected to occur, the net cumulative gain or loss recognised in equity 1s transferred to profit
or loss for the period

Dervatives embedded in other financial instruments or other non-financial host contracts are treated as separate

derivatives when their risks and characteristics are not closely related to those of the host contract and the host
contract 1s not carrted at fair value with unrealised gains or losses reported 1n profit or loss
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Construction contracts

When the outcome of a construction contract cannot be estmated reliably, contract revenue 1s recogrsed only to the
extent of contract costs incurred that 1t 1s probable will be recoverable, and contract costs are recogmsed when
mncurred

When the outcome of a construction contract can be estimated rehably, contract revenue and contract costs are
recogrused over the period of the contract, respectively, as revenue and expenses The Company uses the cost plus
method to determune the approprate amount of revenue and costs to recogruse in a given pernod Thus 1s normally
measured by the proportion that contract costs incurred for work performed to date bear to the estimated total
contract costs, except where thus would not be representative of the stage of completion Vanations in contract work,
claims and incentive payments are included to the extent that they have been agreed with the customer When it s
probable that total contract costs will exceed total contract revenue, the expected loss 1s recognised as an expense
immediately Where the expected loss exceeds amounts due from customers the excess 15 included as a provision for

expected losses on construction contracts withun trade and other payables

In determirung costs incurred up to the year end, any costs relating to future achivity on a contract are excluded and
are shown as contract work 1n progress The aggregate of the cost incurred and the profit/loss recogrused on each

contract 1s compared against the progress billings up to the year end

Where costs incurred and recogrused profits (less recognised losses) exceed progress billings, the balance 1s shown as
due from the customers on construction contracts, under recervables and prepayments Where the progress billings
exceed costs incurred plus recogrused profits (less recogrused losses), the balance 1s shown as due to customers on

construction contracts, under trade and other payables

Inventories

Inventories are stated at the lower of cost and net realisable value Cost includes matenals, direct labour and an
attributable proportion of manufacturing overheads based on normal levels of activity Cost 1s calculated using the
first-in-first-out method Net realisable value 1s based on estimated selling price, less further costs expected to be
incurred to completion and disposal Provision 1s made for obsolete, slow-moving or defective items where
appropnate Un-invoiced research and development fully funded by customers 1s carried forward as work i
progress

19 THALES RAIL SIGNALLING SOLUTIONS LIMITED




Notes to accounts (continued)
for the year ended 31 December 2009

Taxation

The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from net profit as reported 1n
the statement of comprehensive income because 1t excludes items of income or expense that are taxable or deductible

in other years and 1t further excludes items that are never taxable or deductible

®  Deferred income tax 15 provided in fuil, using the hability method on temporary differences arnising between the
tax bases of assets and liabilities and their carrying amounts in the financial statements The principal
temporary differences arise from depreciation on property, plant and equipment, revaluations of certain non-
current assets and dertvative contracts, provisions for pensions and other post reirement benefits and tax
losses carried forward, and, in relation to acquisitions, on the difference between the fair values of the net assets
acquired and their tax base

®  Tax rates enacted or substantively enacted by the statement of financial posihon date are used to determune
deferred income tax

#®  Deferred tax assets are recogrused to the extent that 1t 1s probable that future taxable profit will be available
agarnst whuch the temporary differences can be utilised

®  The carrying amount of the deferred tax assets 15 reviewed at each reporting date and reduced to the extent that
1t 15 no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax
asset to be utilised Unrecogrused deferred tax assets are reassessed at each reporting date and are recogrused to
the extent that 1t has become probably that future taxable profits will allow the deferred tax asset to be
recovered

s Deferred income tax 1s provided on temporary differences arising on investments in subsidiares, associates and
jomt ventures, except where the timing of the reversal of the temporary difference can be controlled and 1t 15
probable that the tempcrary difference will not reverse in the foreseeable future

®  Deferred tax assets and deferred tax liabilities are offset, 1f a legally enforceable right exists to set off current tax
assets against current income tax liabilities and the deferred taxes relate to the same taxable entity and the same
taxation authonty

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply in the pertods i whuch
ttming differences reverse, based on tax rates and laws enacted or substantively enacted at the statement of financial
posthion date
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Leases
Leases are classtfied as finance leases whenever the terms of the lease transfer substantially all the risks and rewards

of ownership to the lessee All other leases are classified as operating leases
Lessee actronties

Rentals payable under operating leases are charged to income on a straight-line basis over the term of the relevant
lease

Benefits recerved and receivable as an tncentive to enter into an operating lease are also spread on a straight-line
basis over the lease term

Revenue recognition
Revenue represents the fair value of consideration received or recervable for goods and services provided in the
normal course of business, net of trade discounts, VAT and other sales related taxes

Sales of goods are recogrused when goods are delivered and title has passed

Operating revenue from services provided are recogmsed msofar as the transaction has been completed on the
statement of financial position date

Revenue from construction contracts 1s recogmused 1n accordance with the Company’s accounting policy on

construction contracts as previously detailed 1n this note

Interest income 1s accrued on a ttme basis, by reference to the principal outstanding and at the interest rate
applicable

Retirement benefit costs
Payments to defined contribution retirement benefit plans are charged as an expense as they fall due Payments
made to state-managed retirement benefit schemes are dealt with as payments to defined contribution plans where

the Company’s obligations under the plans are equivalent to those arising mn a defined contributton retirement
benefit plan

For defined benefit retirement benefit plans, the cost of providing benefits 1s determined using the Projected Unut
Credit Method, with actuarial valuations being updated to each statement of financtal position date Actuarial gains
and losses that exceed 10 per cent of the greater of the present value of the Company’s defined benefit obligation and
the fair value of plan assets are amorhsed over the expected average remairung working lives of the participating
employees

Past service cost 1s recogrused immediately to the extent that the benefits are already vested, and otherwise 15
amortised on a straight-line basis over the average period until the benefits become vested

The retirement benefit obligation recognised 1n the statement of financial position represents the present value of the

defined benefit obligation as adjusted for unrecogrused actuarial gains and losses and unrecogrused past service cost,
and as reduced by the fair value of plan assets Any asset resulting from this calculation 1s limuted to unrecognised
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actuarial losses and past service cost, plus the present value of available refunds and reductions 1n future
contributions to the plan

The expected return on plan assets and the interest cost on scheme habilities are included within financial income
and expense 1n the statement of comprehensive income

Foreign currencies

Transactions in currencies other than pounds sterling are recorded at the rates of exchange prevailing on the dates of
the transactions At each statement of financial position date, monetary items denominated 1n foreign currencies are
retranslated at the rates prevailing on the statement of financial position date Non-monetary items carried at fair
value that are denomrnated 1n foreign currencies are retranslated at the rates prevailing on the date when the fair
value was determined

Exchange differences anising on the settlement of menetary items, and on the retranslation of monetary items, are
included in profit or loss for the period except for exchange differences arising on non-monetary assets and habilities
where the changes 1n fair value are recogrused directly in equity

In order to hedge 1ts exposure to certain foreign exchange risks, the Company enters into forward contracts and
options (see above for details of the Company’s accounting policies in respect of such denivative financial
instruments)

Borrowing costs

Borrowing costs directly attrnibutable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the
cost of those assets, until such fime as the assets are substantially ready for their intended use or sale Investment
income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets 1s

deducted from the borrowing costs ehgible for capitalisatron
All other borrowing costs are recogrused 1n profit or loss 1n the pertod in which they are incurred

Provisions
Provisions are recognised when the Company has a present obligation as a result of a past event, and 1t 1s probable
that the Company will be required to settle that cbligation Provisions are measured at the directors’ best estimate of

the expenditure required to settle the obligation at the statement of financial position date, and are discounted to
present value where the effect 1s material
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Share-based payments
Share options granted by the Company’s parent to 1ts employees are accounted for in accordance with the
requirements of IFRS 2

The Company 1ssues equity-settled share-based payments to certain employees Equity-settled share-based payments
are measured at fair value (excluding the effect of non market-based vesting conditions) at the date of grant The
Group uses a binormual model to measure the amount of the benefit to employees receiving the options granted The
fair value of such options 15 determuned at the date of grant The amounts thus obtained are taken to the statement of
comprehensive income over the vesting period of the nghts Recogrution in the statement of 15 linear over the
vesting period of each scheme No expense 1s recognised for options that do not ultimately vest, with the exception
of ophions where vesting 1s conditional upon a market condition

This expense 1s included in income from operations and a corresponding credit 1s recognised 1ncreasing retained
earnings It thus has no effect on the overall amount of shareholders’ funds
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Significant accounting judgements, estimates and assumptions
Critical judgements m applymg the Company’s accorihng policies

In the process of applying the Company’s accounting policies management considers that it has not made any
judgements that will have a sigruficant effect on the amounts recognised on the financial statements apart from those

involving eshmations
Key sottrces of estimation uncertmmnty

At the end of june 2010, Transport for London (TfL) acquired the shares of the main customer On this date the main
customer became a wholly owned subsidiary of TfL. The contract with the main customer 15 part of the acquisition
The contract provides certain mechanisms to address 1n the normal course of business those aspects of delivering the
contract works where the scope, cost and timung of works are anticipated to vary due to factors whuch are expected
to be withun the control of the parties of the contract, as well as certain factors which are regarded as being outside
thetr control

As a result 1t has been necessary for the Company to make certain working assumptions about the financial impact
of the eventual outcome of the application of those factors which 1t regards as being subject to resolution withun the
mechanisms provided in the contract and related discussions Consequently, the directors consider that the margin
recogrused remains reasonable

The Company operates a number of long term construction contracts The nature of these contracts often gives rise
to disputes between the parties over the value of work performed and hability of one party to the other, along with
known or potential variations 1n the scope of work undertaken, to the extent they are reasonably likely The
management have made estimates as to the cutcome of these disputes and known and potential variations in scope,
based on the information currently available If these esiimates proved to be materially in error this could resultin a
sigruficant effect on the amounts recognised 1n the financial staterments

Deferred tax assets are recogrused for all unused tax losses to the extent that 1t 15 probable that taxable profit will be
available against which the losses can be utilised Sigmificant management judgement 1s required to determune the
amount of deferred tax assets that can be recogmsed, based upon the likely iming and the level of future taxable
profits Further detaitls on deferred tax asset recogrutton are disclosed in Note 19

Business acquired

On the 1 January 2009, the Company acquired the assets and liabilities of a related rail signalling business from
Thales UK Limuted The purchase consideration received by the Company was £984k based on the net liabilities
when the agreement was cancluded on 21 December 2009 There was no posihve goodwill recogrused
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2 Revenue

An analysis of the Company’s revenue 1s as follows

Sale of goods/ rendenng of services

Revenue from construction contracts

Revenue per statement of comprehensive income

Investment income

Total revenue

3 (Loss)/ Profit from operations
{Loss)/ Profit from operations 1s stated after charging

Depreciation of property, plant and equipment
Staff costs (note 6)

Auditors' remuneration for audit services

2009 2008
£000 £000
16,067 6,573
137,683 77,348
153,750 83,921
113 258
153,863 84,179
2009 2008
£000 £000
38 33
19,549 15,244
50 95

Amounts payable to Mazars LLP and their associates by the Company n respect of non-audit services were £5k

(2008 £rul)

4 Investment Income

Interest on bank deposits
Other
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£000

113

113

2008
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133
125

258
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5 Finance costs

Interest on bank loans and overdrafts
QOther

Total borrowing costs
Exchange loss
(Income)/ cost of foreign currency derivatives

Pension Interest Costs

Total finance costs

6 Staff costs

The average monthly number of employees (including executive directors) was

Production
Sales
Admurustration

Their aggregate remuneration comprised
Wages and salarzes

Social security costs

Other pension costs (see note 18)
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2009 2008

£000 £000
404 361

8 24

412 385
948 631
(76) 343

13 -
1,297 1,359
2009 2008
Number Number
255 179

5 4

28 24

288 207
2009 2008
£000 £000
16,365 13,383
2,707 1,435
477 426
19,549 15,244
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Dhrectors’ Emoluments

Remuneration 2009 2008

£000 £000
Emoluments 180 154
Contributions to money purchase pension schemes 13 12
Total emeoluments 193 166

The emoluments of directors disclosed above include the following amounts paid to
the huighest paid Director

2009 2008
£000 £000
Emoluments 180 154
Contribuhions to money purchase pension schemes 13 12
Number Number
During the period the following number of directors
Accrued benefits under money purchase pension schemes 1 1
7 Income tax expense
2009 2008
£000 £000
Current tax
UK Corporation tax {2,008) 354
Adjustments 1n respect of prior years 15 121
Total current tax (1,993) 475
Deferred tax
Ongination and reversal of temporary differences (credit)/ charge {2,228) (57)
Total deferred tax {2,228) (57)
Total tax (credit)f charge on profit on ordinary activities (4,221) 418

Corporation tax is calculated at 28% (2008 28 5%) of the estimated assessable profit for the year

The following changes were announced in the UK Budget on 22 June 2010 (1) the full rate of corporation tax will
reduce to 27% with effect from 1 April 2011, and will decrease by a further 1% each 1 Aprnil thereafter until reachung
24% with effect from 1 Aprnil 2014, (n) the rate of annual writing down allowances on qualifying plant and machinery
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will reduce by 2%, to 18% for the general capital allowance pool and to 8% for the integral features pool, with effect
from 1 April 2012 As this legislation was not substantially enacted by the balance sheet date, the figures within these
accounts are calculated 1n accordance with the existing rates'

The tax (credit)/ charge for the year can be reconciled to the statement of comprehensive income as follows

2009 2008
£000 £000
{(Loss)/ Profit on ordinary activities before tax {7,228) 1,017
{Loss)/ Profit on ordinary activities multiplied by standard rate of corporation tax in
the UK of 28% (2008 28 5%) {2,024) 291
Tax effect of
Expenses not deductible for tax purposes 12 6
Recogrution of prior year deferred tax (2.224) -
Adjustments to prior year current tax 15 121
Total tax (credit)/ charge (4,221) 418

In addition to the amount charged to the statement of comprehensive income deferred tax has been charged directly
to equity as detailed below,

2009 2008
£000 £000
Net (gain)/ loss on revaluation of cash flow hedges {267) 3,052
Deferred tax (credit)/ expense reported in other comprehensive income (267) 3,052
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8 Property, plant and equipment

2009
Total
Plant and
Machinery
Cost
At 1 January 2008 109
Additions 114
At 31 December 2008 223
Additions 5
At 31 December 2009 228
Accumulated depreciation
At 1 January 2008 {77)
Charge for the year {33)
At 31 December 2008 (110)
Charge for the year (38)
At 31 December 2009 (148)
Net book value
At 31 December 2009 80
At 1January 2009 113
9 Inventory and Work in Progress
2009 2008
£000 £000
Raw matenals and consumables 317 -
Work-in-progress 156 -
Firushed goods and goods for resale 402 -
Inventory Provision (484) -
391 -

The amount of write down of 1nventories has been made for estimated obsolete and slow moving items, which relate
to the business acquired inventory
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10 Trade and other receivables

2009 2008

£000 £000

Trade and other receivables 23,400 18,957
Amounts receivable from the sale of goods 1,397 2,123
Amounts recetvable from construction contract customers (note 11) 44,441 12,552
Other recervables from the sale of goods - 60
Pension Asset 24 -
69,262 33,692

An allowance has been made for estimated irrecoverable amounts from the sale of goods of £128k (2008 £74k) This
allowance has been deterrmuned by reference to past default experience The table below shows the movement 1n this
allowance during the year

2009 2008

£000 £000
At 1 January 2008 74 144
Unused amounts reversed - (70)
Additional Provision 150 -
Charge for the year (96) -
At 31 December 2009 128 74

The Directors consider that the carrying amount of trade and other receivables approximates their fair value

At 31 December the aged trade receivables analysis 1s as follows

Neither past

due nor Overdue less Overdue3to6  Overdue more

Total immpaired  than 3 months months  than 6 months

£000 £000 £000 £000 £000

2009 Amounts receivable 23,400 16,416 6,699 205 80
2008 Amounts receivable 18,957 16,520 2,135 11 291
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11 Construction Contracts

2009 2008
£000 £000
Contracts i progress at date of statement of financial position
Amounts due from contract customers included 1n trade and other receivables 44,441 12,552
Contract costs incurred plus recogmsed profits less recognised losses to date 434,473 201,022
Less progress billings (390,032) (278,470)
44,441 12,552

At 31 December 2009, retentions held by customers for contract work amounted to £3,616k (2008 £1,698k) are due

for settlement after more than 12 months Advances received from customers for confract work amounted to £1,113k
(2008 £1,976k)

The provision of £9,450k was established during the period 1n relabion to certain company activities, for whuch it 1s
currently anticipated that the cost of delivery will exceed the currently agreed associated revenues, of which £1,418k

has been offset within construction contracts costs above, with the rematmung provision of £8,032k withun trade and
other payables

12 Cash and cash equivalents

Bank balances and cash comprise cash held by the Company and short-term bank deposits with an original maturity
of three months or less The carrying amount of these assets approximates thetr fair value

13 Trade and other payables

2009 2008

£000 £000

Trade creditors 16,654 13,457
Accruals 13,670 15,729
Provision for expected losses on construction contracts 8,032 -
38,356 29,186

The Directors consider that the carrying amount of trade payables approximates their fair value

The average credit period taken for trade purchases 15 79 days (2008 110 days)
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14 Bank overdrafts

2009 2008
£000 £000
Bank overdrafts 88,642 16,748
88,642 16,748
The borrowings are repayable as follows
On demand or within one year 38,642 16,748
The Company’s bank overdraft 1s held in the currency of GBP
The weighted average interest rates paid were as follows
2009 2008
% %
Bank overdraft 09% 493%

The Company parbctpates in the Group wide cash pooling scheme to mirumise the interest rate risk The interest
rate on bank overdraft 1s linked to the Bank of England base rate plus a quarter of a percentage point

The Company has no principal bank loans

15 Provisions

Warranty Total

£000 £000

At 1 January 2009 972 972
Transfer from the business acquired during the year 816 816
Net movement in the provision during the year 291 291
At 31 December 2009 2,079 2,079
Included 1n current habiliies 2,079
Included 1in non-current liabilities -
2,079

The warranty provision relates to post-sale rectification costs on certain types of products, including one that 1s
currently in the process of obtaining approval for use  Upon successful achievement of the product approval, part of
this provision will no longer be needed, however the remainder of the provision will be required to cover any

warranty costs for a further 2 years
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16 Other habilities.

Receipts in advance
VAT payable
Other payroell costs

17 Financial instruments

Categories of financial mstruments

31 December 2009
Assets

Dernivative financial instruments

31 December 2008
Assets

Dervative financial instruments
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2009 2008

£000 £000

1,113 -

4,835 3,702

992 853

6,940 4,555
FVTPL Held Total

for trading

£000 £000
27,545 27,545
27,545 27,545
26,946 26,946
26,946 26,946
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Fair value

Set out below 1s a compartson of the carrying amounts and fair value of all of the Company’s financial instruments,

including those classified under discontinued operations, that are carried in the financial statements

2009 2008
Carrying Fair value Carrying Fair value
amount amount
£000 £000 £000 £000
Financial assets
Derivative financial instruments 27,545 27,545 26,946 26,946

Fair value hierarchy

As at 31 December 2009 the Company held the following financial instruments measured at fair value

The Company uses the following hierarchy for determining and disclosing the fair value of financial instruments by
valuation techruque

Level 1 quoted (unadjusted) prices in active markets for identical assets or habilities

Level 2 other techmiques for which all nputs which have a significant effect on the recorded fair value are

observable, either directly or indirectly

Level 3 techniques which use tnputs which have a significant effect on the recorded fair value that are not based on
observable market data

g%t;; Level 1 Level 2 Level 3
£000 £000 £000 £000

Assets measured at fair value
Foreign exchange contracts - hedged 27,545 27,545 - -
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Currency derivatives

The Company utilises currency denvanives to hedge sigruficant future transactions and cash flows The Company 1s
party to a number of foreign currency forward contracts and options in the management of 1ts exchange rate
exposures The instruments are purchased internally from the Group treasury department in Pans and are primarily
denominated 1n the currencies of the Company’s principal markets At the date of the statement of financial position,
the total notional amount of outstanding forward foreign exchange contracts to which the Company 1s commutted
are as follows

2009 2008
£000 £000
Forward foreign exchange contracts 102,526 111,086

At 31 December 2009, the fair value of the Company’s currency derivatives 1s esttmated to be approximately
£27,545k (2008 £26,946k) These amounts are based on quoted market prices for equivalent mstruments at the date
of the statement of financial position, comprising £27,732k assets (2008 £26,946k) and £187k habilities (2008 £Nil)
The fair value of currency derivatives that are designated and effective as cash flow hedges amounting to £25,888k
(2008 £26,844Kk) has been deferred 1n equuty

Amounts of £ 34,681k (2008 £35,421k) have been transferred to the statement of comprehensive position 1n respect of
contracts matured during the penod

Maturity of currency dervatives contracts.

The contractual maturity of the Company’s currency derivative contracts 1s as follows

Timung of cash flows

Between one and Between two More than five
Within one year Total
two years and five years years
£000 £000 £000 £000 £000
At 31 December 2009
Derivative financial instruments 29,010 36,757 36,759 - 102,526

The Group’s funding strategy 1s to ensure a mux of funding sources offering flexibility and cost effectiveness to
match its requirements

Sensitivity analysis

The table below illustrates the estimated 1mpact on the statement of comprehensive income and net assets as a result

of market movements 1n foreign exchange in relation to the Company’s financial mstruments
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At 31 December 2009

Impact on statement of comprehensive income gain/ (loss)

Impact on equity increase/ (decrease)

At 31 December 2008

Impact on statement of comprehensive income gain/ (loss)

Impact on equity increase/ (decrease)

18 Retirement benefit schemes

Defined contribution schemes

10% weakenung

in sterling

£000

3,378
10,845

3,346
14,763

10%

strengthenung in

sterling
£000

(4,129)
(13,255)

(2,738)
(12,079)

The total cost charge to income 1n relation to defined contribution schemes amounted to £479k (2008 £426k)
representing contributions payable to the schemes by the Company at rates specified 1n the rules of the plan

Defined benefit schemes

During the year employees with a defined benefit scheme pension transferred to the Company

The following tables summarise the components of net benefit expense recogrused 1n the Statement of

comprehensive income and the funded status and amounts recogrused in the statement of financial position for the

plan

Net benefit expense
Current service cost

Amortisation of scheme amendments
Total service charge

Interest cost
Expected return on plan assets
Amortisation of unrecognised gains & losses

Curtaillment charge

Total charge

Actual return on plan assets
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£000

(26)

(26)

(116)
124
(21)

{39)
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Benefit asset / {hability)
Present value of defined obligations
Fair value of plan assets

Funded status

Unrecogrused actuarial losses

Unrecogrused scheme amendments

Net amount recogrused

Changes i the present value of the defined benefit ob
Opemng present value of obligations

Current service cost

Interest cost

Plan participants’ contributions

Scheme amendments

Curtaillments / Settlements

Actuarnial gains/(losses) on obligation

Benefits paid

Closing present value of obligahons

Changes 1n the fair value of Flan Assets are as follows
Operung fair value of plan assets

Expected return on plan assets

Employers’ contributions

Plan participants’ contributions

Benefits paid

Actuanal gains (losses) on plan assets

Closing fair value of plan assets

2009
£000

(261)
212

Ligation are as follows

(26)
(116)
(11)

(184)
76

(261)

124
74
11

(76)
79

212

The Thales Group expects to contribute £71m to its defined benefit pension plans 1n 2010
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Year ended
31 December
2009
The major categories of plan assets as a percentage of the fair value of total plan
assets are as follows
Equities 52%
Gilts and corporate bonds 47 %
Property 1%
Cash 0%
The expected rates of return on each category of plan assets are as follows
Equrties 76%
Gilts 41%
Corporate bonds 50%
Property 61%
Cash 01%

The overall expected rate of return on assets 1s determined based on market prices prevailing at that date, applicable

to the period over which the obligation 1s to be settled There has been a sigruficant change in the expected rate of

return on assets due to the improved stock market scenario

The princtpal assumphticns used 1n determinung pension obligations for the Group's plans are shown below

Discount rate 585%
Expected rate of return on assets 63%
Future salary increases 43%
Future price imflation 33%
Future 5% LPI pension increases 31%
Future 2 5% LPI pension increases 23%

In determuning the pension liabilities the Thales Group uses mortality assumptions which are based on published
mortality tables The actuanal table used 1s Males - PMA92 medium cohort year of birth, with inihial mortality rates
increased by 16% Females - PFA92 medium cohort year of birth, with rutial mortality rates increased by 35%

The measurement bases required by IAS19 are likely to give rise to significant fluctuations 1n the reported amounts
of the defined benefit pension schemes assets and liabilittes from year to year, and do not necessarly give rise to a
change in the contributions payable into the schemes, which are recommended by the independent actuaries based

on the expected long term rate of return on the schemes assets
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A 0 5% point change 1n the assumed discount rate would have the following effects on the defined benefit
obligations

Year ended
31 December 2009

£000
Increase (152)
Decrease 171

During 2007, the Thales Group undertook a pensions project that changed the structure of benefits for achve
members and offered other options to pensioners and deferred members This resulted in reduced ongoing costs and

a reduction of existing habilities, which are shown as scheme amendments within the total service credit on page 36

19 Deferred tax

The following are the major deferred tax assets and habilities recogrused by the Company and movements thereon

during the current and prior reporting period

Caputal

Deferred Tax Asset allowances Tax losses Total
£'000 £'000 £000

As at 1 January 2008 2 - 2
Credited to the Statement of comprehensive income 57 - 57
As at 31 December 2008 59 - 59
Credited to the Statement of comprehensive income 43 2,191 2,234
As at 31 December 2009 102 2191 2,293

Cash flow

Deferred Tax Liability Pensions hedges Total
£'000 £'000 £000

As at 1 January 2008 - (4,464) (4,464)
Charged to equity - (3.052) (3.052)
As at 31 December 2008 - (7.516) (7,516}
Charged to statement of comprehensive income ] - 7y
Charged to equity - 267 267
As at 31 December 2009 (] (7.249) {7,256)

Factors that may affect future tax charges

As a UK resident company in the Thales Group, the Company 1s eligible to surrender group relief to, or claim group
relief from other Thales plc Group companies These claims or surrenders are to be made without a charge

39 THALES RAIL SIGNALLING SOLUTIONS LIMITED




Notes to accounts {continued)
for the year ended 31 December 2009

20 Share capital
2009 2008
£000 £000

Atthorised

2 ordinary shares of £1 each - -

Allotted, called-up and fully-pad
2 ordinary shares of £1each - -

Capital management

The primary abjective of the company’s capital management 1s to suppart tts business and maximse shareholder
value taking into consideration the financial policy of the Group The company manages 1ts capital structure in line
with Group policy To maintain or adjust the capital structure, the company may adjust the dividend payment to
shareholders, return capital to sharehclders or 1ssue new shares No changes were made 1n the objectives, policies or
processes during the years end 31 December 2009 and 31 December 2008

21 Share based payments
The Group grants options in the shares of Thales SA to employees as part of an employee incentive program All

options granted under this program are equity-settled Histoncally, these have been 1ssued annually At 31
December 2009, the following options were outstanding

Type of arrangement General employee share General employee share
option plan option plan

Date of grant 25 June 2009 1July 2008

Number granted 690 2,600

Contractual hfe 10 years 10 years

Vesting conditions Fully vested after 4 years  Fully vested after 4 years

The estimated fair value of each share option granted in the general employee share option plan 1s £6 08 (2008
£5 22)

Thus estimated fair value was calculated by applying a binomuial option pricing model
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Date of grant
The model inputs were

Share price at grant date

Exercise price
Expected volatility*
Dividend rate

Risk-free interest rate

Expected rate of cancellation pre-vesting

Expected rate of departure post-vesting

Early exercise multiple

General employee share
option plan
25 June 2009

€3193
€3288
25%
25%
39%
2%
3%

13

*Measured on the basis of a mix between hustorical and implhicit volatility

General employee share
option plan
1 July 2008

€3572
€38 50

20%
25%
4 5%
2%
3%

13

To allow for the effects of early exercise, 1t was assumed that the employees would exercise the options after vesting

date when the share price was 1 5 imes the exercise price

In accordance with IFRS 2, the Group values the costs represented by options attributed to employees The fair
value of these options 1s determuned at their respective attnbution date This amount 1s taken to profit and loss,

spreading over the pericd of acquisition of benefits

Details of options outstanding during the year are presented below

Outstanding at start of year

Granted
Forfeited

Outstanding at end of year

Exercisable at end of year

The options outstanding at 31 December 2009 had exercise prices in the range €25 70 to €44 77, and the weighted

2009

2008

Number of Weighted Number of

options

exercise pI’lCE

5,440
690
(300)

5,830

2,836

average options

£33 53 2,840
£28 42 2,600
£34 26 -
£36 29 5,440
£37 58 1,390

Weighted
average

exercise price

£32 83
£3090
£33 53
£34 75

average remaining contractual life of 8 1 years (2008 9 0 years)

The expense arising from share and share option plans was £10k (2008 £7k)
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22 Other commitments

The Company has a number of arrangements with banks to guarantee performance and advance payments to be
recetved

23 Operating lease arrangements

The Company as lessee

2009 2008
£000 £000
Minumum lease payments under operating leases charged to expense for the year 166 71

At the date of the statement of financial posttion, the Company has outstanding commtments under non-cancellable
operating leases, which fall due as follows

2009 2008
£000 £000
- Withun one year 125 78

24 Events after the reporting period

At the end of June 2010, Transport for London (TfL)) acquired the shares of the main customer On this date the main
customer became a wholly owned substdiary of TfL.

25 Parent and ultimate parent undertaking

The immediate parent company 1s Thales Security Solutions & Services Gmbh The ulamate parent company 1s
Thales SA a company incorporated in France Thus 15 also both the largest and smallest group which includes the
company and for which consolidated financial statements are prepared Copies of the group financial statements of
Thales SA are available from 45 rue de Villiers, 92526 Neully sur Seine Cedex, France
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26 Related party transactions

Trading transactions

Duning the year, the Company entered mto the following trading transactions with related parties

Amounts owed by Amounts owed to
Sales of goods Purchases of goods related partes related partes
2009 2008 2009 2008 2009 2008 2009 2008
£'000 £000 £000 £000 £000 £000 £'000 £'000
Fellow subsidiaries 672 900 41,810 37,386 788 1411 15,598 14,583

Sales of goods to related parties were made at the Company’s usual list prices Purchases were made at market price
discounted to reflect the quantity of goods purchased and the relationships between the parties

The amounts outstanding are unsecured and will be settled 1n cash No guarantees have been given or received No

expense has been recogrused 1n the period for bad or doubtful debts 1n respect of the amounts owed by related

parties

Compensation of key management personnel

The remuneration of other members of key management during the year was as follows
Year ended Year ended

2009 2008

£000 £000

Short-term employee benefits 776 682
Post-employment benefits 27 10
803 692

The basis for 2009 disclosure has been revised The 2008 comparative using the same method as 2009 would be as
follows - short-term employee benefits £776k and post-employee benefits £24k

Other related party transactions
In addition to the above, Thales UK Corporate Services and Thales Rail Signalling Solutions SA performed certain

administrahive services for the Company, for which a management fee of £2,803k (2008 £2,741k) was charged, being
an appropriate allocation of costs incurred by relevant admirustrative departments
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