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Directly Operated Railways Limited
Annual Report and Financial Statements
Chairman’s Statement

| have pleasure in presenting the report and audited financial statements for the year ending 31 March,
2012

These results reflect the second full year of operations for Directly Operated Raillways Limited (“DOR")
(the *Company”} and of East Coast Mamn Line Company Limited (“East Coast”) By delivering these
results, DOR has achieved the objectives set for the Company by the Department for Transport
(“DIT")

Dunng the year, East Coast has made good progress with the turnaround of the Company The
achievements to date have been significant, including major enhancements such as the introduction of
an extensive timetable change in May 2011, the introduction of a new complimentary catering offer to
improve the value of the First Class product, also m May 2011, together with the launch of a new
‘Welcome' theme, and enhancements to East Coast's depots and fleet projects such as a remote
condition monitoring system which enables the constant and real-time analysis of individual train
performance whilst the fleet 1s 1n service

During the year, the Department for Transport indicated that East Coast would be returned to private
sector ownership in December 2013 and after the year-end, it published a timetable for the process of
franchise change which would see the intial stakeholder consultation for this work commence In
summer 2012

A good deal more needs to be done in the remaining term of the current franchise, embedding the
good foundations that have now been established Durnng 2012/13, DOR will continue to seek
cpportunities to enhance the value of its business and to meet all DfT objectives It will continue to
deliver service improvements and innovations for the benefit of East Coast customers, and the
taxpayer at large, and also drive a continuous improvement of standards for staff across the operation

Throughout the recent period of substantial change to the East Coast business in 2011/12, the
Company has delivered a credible financial performance, despite the continuing downturn in the
economy, and it has also made significant improvements in safety standards

During the year, Elaine Holt stepped down as Charman and Chief Executive of East Coast, and the
Board acknowledges her significant contnbution in steenng the business through a penod of
substantial change, since she joined the Company in July 2009

Notwithstanding prevailing market conditions, | am confident that the plans we have put in place wll
enable the Company to achieve sustainable growth dunng the year ahead

Do Jel A

—

Doug Sutherland
Chairman
21 June 2012
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Michael Holden started his early career with British Rail as a traffic student in 1974 He later became
Dwisional Operations Manager for the South West Division of Network South East, and in 1994, joined
the newly created Railtrack as Production Manager for the South West Zone He was then apponted
Zone Director for East Angha, and finaliy Regional Director Scuthern In 2003 he became Managing
Director of Connex South Eastern, and immediately found himself negotiating the transition from that
franchise into a penod of public sector ownership He created South Eastemn Trains and ran it
successfully until it was re-franchised n Apnl 20068 A railway management consultant, he specialises
in providing strategic advice to chents and leading bid teams for franchise, concession and PFI
compettions

Doug Sutherland 1s a Chartered Management Accountant who has held semor finance roles with
Black & Decker, Grand Metropolitan and Dairy Crest In 1985 he moved to the public sector, intially as
Managing Director Finance for North of Scotland Water and then Managing Director Finance and
Commercial for the Strategic Rall Authonty He served as Chairman of South Eastern Trains
(Heldings) duning its period of public ownership, and from 2006 to 2010 was a Non-Executive Director
of OPD and i1s currently Charrman of BRB {Residuary}

Andy Cope s a Chartered Engineer who started work as an apprentice with the Birmingham Division
of Brtish Raii in 1972 His first job was as a fitter at Oxley Depot, Wolverhampton He became a
Supervisor at Duddeston Carriage in Birmingham, and then went to Derby working 1n the regional
headquarters technical organisation From there he spent five years as Shift Manager at Craigentinny
train depot near Edinburgh, before moving to Bristol as Depot Engineer at St Philips Marsh Following
a penod as Head of Engineenng Production for First Great Western, he established the engineenng
function at First Capital Connect and became therr first Engineenng Director Andy Cope 1s committed
to the development of people in the business, and the championing of engineernng techniques as an
asset for every train operating company

David Walker 1s a Fellow of the Chartered Association of Certified Accountants, who started his career
with the National Coal Board Then in 1979 he joined the then Trusthouse Forte Group inthially as
Management Accountant Dawvid progressed through a number of senior financial positions before
taking the position of Group Financial Controller with The Forte Group In 1995 he joined Railtrack as
Financial Controller of the East Angha Zone before mowving to the Southern Region as Business
Development Manager, subsequently he was appointed as Investment Manager with responsibility for
the development and delivery of all infrastructure projects across the Southern Regron, transferning to
Network Rail in 2002 In 2004 Dawd joined the Scanmoor Group as Managing Director of its Rail
Division and then set up and was appointed as Managing Director of its Romanian Division 1n 2005
Since 2007 he has run a number of business activities in the UK and Romania

Robert Mason has over 30 years’' expenence in the rail industry and holds a degree in Mathematics
and Stabstics and a Masters Degree from the Business Schoal at Impenal College, London

Rob 15 a marketing expert in UK railways having held central directing roles in many of the more
innovative advances made by passenger railways In the run up to privatisation, Rob was the Brifish
Rail Director of Privatisation Studies helping to set the framework for the franchised railways and
subsequently set up Gatwick Express as the first stand-alone passenger rallway company where he
was Managing Director He carried out an intenm role with the Strategic Raill Authonty as the Franchise
Director for the Western Region He has been involved in developing marketing and commercial
strategies for several franchise bids in the UK He has worked with Directly Qperated Railways on the
transfer of the East Coast franchise and in leading a review of pncing opportunities
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Directors’ Report

The Directors present their annual report, business review, the consolidated financial statements and
auditors’ report for the year ended 31 March 2012

History and background

DOR (“the Company”) 1s a imited company which was incorporated on 2 July 2009 by the Secretary of
State for Transport to manage Train Operating Companies that are returned to temporary pubhc
ownership On 14 November 2009, following termination of the NXEC Trans Limited (NXEC)
Franchise Agreement, DOR took over the management and operation of the business, now East
Coast, and its pnnciple activity 1s the management and suppont of train companies that are returned to
temporary public ownership

The Company 1s wholly owned by the Secretary of State for Transport and has one wholly owned
subsidiary, East Coast DOR 1s the intermediate holding company

DOR and East Coast comprise the Group (the “Group™)
Change of name

On 15 July 2009 the Company changed its name from Directly Operated Railway Limited to Directly
Operated Raillways Limited

Results and dividend

The Group's reported financial performance for the year ended 31 March 2012 shows a profit on
ordinary activities after tax of £4,981,000 (2011 £4,058,000) This performance incorporates the
results of East Coast for the year ended 31 March 2012

The Directors do not propose a dividend for the year (2011 £nil) and there were none paid during the
year

Directors

The Directors of the Company who were in office dunng the year and up to the date of signing the
financial statements are listed below

Elaine Holt Chairman and Chief Executive Resigned 23 December 2011
Michael Helden Chief Executive

David Walker Finance Director Appointed 17 January 2012
Doug Sutherland Non-Executive Chairman

Andy Cope Non-Executive Director

Robert Mason Non Executive Director Appointed 24 April 2012

Michael Holden was appointed Chief Executive and Doug Sutherland Non-Executive Chairman on 23
December 2011 Prior to this they had both served as Non-Executive Directors David Walker was
appointed as Finance Director on 17 January 2012 This role was previously undertaken by the
Financial Controller, who was not a Director of the Company

The remuneration of the Directors for the year ended 31 March 2012 1s as follows

Salary/fees Pension Yearended Year ended

contributions 31 March 31 March

2012 2011

£'000 £000 £'000 £'000

Elaine Holt 1751 328 2079 236 2
Michael Molden 156 1 - 156 1 711
Dawvid Walker 46 5 - 46 5 -
Andy Cope 876 - 876 889
Doug Sutherland 250 - 250 250
490.3 3zs8 523.1 4212
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The figures above include services provided by Directors to East Coast of £134,325 (2011 £98,300)

Employees

The Group seeks to adhere to the principles of good governance as appropriate for a Group of s size
and operations

The Company 18 a non-discriminatery employer operating an Equal Opportunities Policy which aims to
elminate unfair discnmination, harassment, victmisation and bullying The Company 1s committed to
ensuring all Individuals are treated fairly, with respect, and are valued irespective of disability, gender,
race, health, social class, sexual preference, mantal status, natonalty, religion, employment status,
age or membership or non-membership of a trade union

The Company’s policy 1s to continue to employ those who become disabled in service, together with
some recruitment where circumstances permit Training 1s adjusted to cater for an individual’s disability
and they share the same condiions of service as other staff in relation to career development and
promoticn

The Company 1s committed to employee engagement and uses a vanety of methods to inform and
consult with its employees These include the Company newspaper enttled ‘Coast Life’ and m@inhne,
the Company intranet Informal communication across the Company includes briefings and meetings
with staff supported by posters and weekly bulletns The Company has regular dialogue with
employees and representatives from trades unions

Charitable and political donations

The Group made charntable donations totaling £18,893 during the year ended 31 March 2012 (year
ended 31 March 2011 £23,790) These include £15,000 in respect of Nationa! Rail Chaplain services,
£3,031 for The Railway Children, £500 for the Briish Transport Pensioners Federation memonal fund
and £362 for the MS Society There were no political donations made in the year (year ended 31 March
2011 £nil)

Supplier payment policy

It 1s the Company's policy to agree terms of payment prior to commencing trade with any supplier and
to abide by those terms based on the timely submission of invoices

Chairman and Chief Executive

During the period until the 23 December 2011 the Charrman acted in the combined full time role of
Chairman and Chief Executive In her capacity as Chairman, Elaine Holt had particular responsibility
for formulating DOR's strategy and for ensuring that the Board, in reaching its decisions, takes proper
account of guidance provided by the Secretary of State and the Department for Transport As Chief
Executve, Elaine Holt acted as the Accounting Officer of DOR In this capactty, she was personally
responsible for safeguarding the public funds for which she had charge, for ensuning regulanty and
propriety in the handling of those funds, and for the day to day operation and management of DOR

On the 23 December 2011 the two roles were separated and Doug Sutherland was appointed as Non
- Executive Charman of the Company In this role Doug Sutherland 1s responsible for ensuring a
sound governance framework 1s followed and all board decisions take full account of guidance
provided by the Secretary of State and the Department for Transport

All other responsibilities were transferred to Michael Holden who was appointed as Chief Executive on
23 December 2011 This includes the formation and implementation of the strategies of DOR, acting
as Accounting Officer (which has the same responsibilites as detaled above) and the day to day
operation and management of DOR
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The Board of Directors

The Board currently consists of the Non-Executive Charrman, two Executive Dtrectors in the Chief
Executive and the Finance Director together with two further Non-Executive Directors It meets at least
twelve times each year and 1s responsible for monitoring the operational and financial performance of
the Company and 1ts subsidiary, East Coast, reviewing progress against the Company’s budgets and
setting and reviewing its business plans

The Board of the Company met on thirteen occasions in the year ended 31 March 2012

The Directors are satisfied that the current Board has the breadth of business, financial and
operational expenence necessary to manage effectively an organisation of the size and type of the
Company

Information and Board development

The Board recewves detaled briefing papers and reports an the business to be conducted at each
meeting one week in advance of the meeting

All Directors have access to the advice and services of the Company Secretary and, If necessary, can
seek independent professional advice at the Company's expense in the furtherance of ther duties

Directors receive induction traiming on appointment to the Board which 1s tailored to their indvidual
needs and experience Information 1s provided to Directors on ther responsibilities, regulations and
legal obligations

Audit Committee

The Group Audit Committee 1s chared by Doug Sutherland and includes Robert Mason and Andy
Cope Michael Holden {Chief Executive of DOR) and Dawvid Walker (Finance Director of DOR) also
attend meetings of this Committee when appropriate

The Committee met three times during the year The Company's external and internal auditors are
invited to attend all meetings of the Committee

Under its terms of reference the Committee keeps under review the Company’s internal and external
financial statements and reports to ensure that they reflect best practice

The Committee ensures that the interna! audit department has appropriate access to information to
enable it to perform its function effectively and in accordance with relevant professional standards, and
that it has adequate standing within the Company It considers audit reports on the Company from the
internal auditors and reviews and monitors management's responsiveness to the findings and
recommendations

The Committee is responsible for making recommendations to the Board in respect of the appointment
and re-appointment of the Company's external auditors and recommends to the Board the audit fee to
be paid to the external auditors

Remuneration Committee

The Group Remuneration Committee 1s chaired by Doug Sutherland and includes the Non-Executive
Dwectors The Executive Directors attend as required

This group met a number of times dunng the year to agree the terms and conditions of the Executive
Directors
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Directors and their Interests

The current Directors of the DOR Board are hsted on page 5 A Register of Directors’ Interests is
mantained by the Company Secretary through whom public inspection can be arranged Doug
Sutherland, Robert Mason and Andy Cope are Non-Executive Directors None of the Directors have
any interests, such as shares in the companies within the Group

Financial reporting

The Directors have a commitment to best practice in the Company's financial reporting and systems
A statement of the Directors’ Responsibiliies for preparing the financial statements may be found on
page 16

Directors’ and Officers’ hability insurance

The Company has Directors’ and Officers’ habiity insurance cover in place as permitted by the
Companies Act 2006

Internal controls

The Board 1s responsible for establishing the Company's goals and objectives, and overseeing the
estabishment, mplementation and review of the Company’s risk management system The Company
has in place a nsk management policy, the purpose of which 1s to ensure that nsk management 1s an
integral part of day-to-day operations for all staff

The Board 1s also responsible for maintaining a sound system of internal control that supports the
achievement of these goals and objectives It sets appropriate policies on internal control and seeks
regular assurance its policies are being complied with and that the system 1s functioning effectively

The system of internal control 1 designed to manage nisk rather than eliminate it completely and can
only provide reasonable, rather than absolute assurance aganst maternal misstatement or loss

Operating and financial review
Operating review — business overview

Since DOR acquired the East Coast franchise from National Express in November 2009, the
Company's primary objective has been to ensure that it meets its obligations to the DfT under a Deed
of Services (similar to a conventional rail Franchise Agreement) as well as achieving best value for
money for the taxpayer The business 1s tasked with improving both the short and longer-term value of
the East Coast franchise and its business plans are designed to support this objective

The Company's strategy continues to focus on the completion of the turnaround for one of the UK's
premier rail routes and ensuning that the business 1s iImproved significantly before it 1s returned to the
private sector This 1s now currently expected to be n December 2013, which 1s longer than the
timescale mitially anticipated During the year, the East Coast business has focussed significantly on
improving safety performance, establishing a much closer working relationship with Network Rail to
make a step change in operational performance and focussing on the customer service expenenced
by passengers Another key focus of the business I1s the improvement of operational performance
While significant progress has been made in the year, much remains to be achieved in this area

East Coast has achieved significant success over the last two years which has set the business on a
positive trend across many areas of the Company This success was reflected duning the year by that
fact that the business was the recipient of no fewer than nineteen industry awards between Apnl 2011
and March 2012

The new timetable

On 22 May 2011 East Coast infroduced the most significant timetable change in the last 20 years on
the East Coast Main Line This has seen nineteen additional services each weekday, three million
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extra seats and faster journey tmes on services across the network The new four-hour Flying
Scotsman i1s the flagship services in East Coast's new timetable and there are now direct dally services
to and from Lincoln

The new complimentary food offer

To coincide with the release of the new timetable on 22 May 2011, the Company introduced a new at-
seat complimentary food and dnnk offer in First Class Customer research carried out in 2010
suggested that more customers were lkely to ‘trade-up’ from Standard to First Class if there was
improved value and a better offer As a result the Company has gone from serving typically 100,000
meals per year to more than a million

The timetable change, coupled with the development and introduction of the new First Class offer, has
meant one of the biggest change programmes the Company has seen

To date, both the timetable and the new first class offer have been heralded as significant successes
for the business The new timetable was introduced seamlessly, and since the introduction of the
complimentary food and drink offer in First Class, passenger numbers have increased overall by 21%
in First Class during the year, with numbers on the flagship London-Edinburgh route increasing by as
much as 39%

Customer satisfaction

East Coast customer satisfaction has improved over the past year, with positive feedback received
about the changes made to enhance the customer journey expenence

in the Spning 2012 National Passenger Survey East Coast achieved 89%, a 2% mprovement over the
previous result and the best result since Spring 2006

Safety and environment

Safety remains the top prionty at East Coast The benefits of new intiatives and programmes
introduced early in 2010 and 2011 are now starting to be realised These included the introduction of
safety summits, and safety culture workshops Functional safety plans have been introduced, as well
as improved safety management systems, more safety traming, and better nsk management
procedures

At the time of handover to East Coast in November 2009, safety performance had been deteriorating,
targets were not being met, operational incidents were increasing and there was a poor safety ‘culture’
in the business

Durning 2011/12, there have been centinuing improvements in both occupational and operational safety
— with many areas showing a significant year on year mprovement East Coast I1s now one of the best
safety performers in the rail industry

The Boards of both DOR and East Coast place a pnmary focus on ensunng that therr safety
responsibilities are met in full, and that East Coast continues to operate at all times within a safe
rallway environment

Occupational Safety Performance highlights in 2011/12 compared to the previous year show

All passenger accidents 35% better
Major passenger accidents 81% better
All staff lost time accidents 20% better
High nsk SPADs 57% better

Safety vehicle defects 31% better

The 2011/12 Safety Improvement Plan was based around the delivery of four themes containing 17
genenc objectives and a further 27 objectives aimed at improving safety within the Engineering,
Operations, and Customer Services functions

10
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The large majonty of objectives of the Plan were delivered in 2011/12 In particular, East Coast has

¢ Ensured the safe implementation of the May 2011 timetable change and the delivery of the
new First Class catenng offer,

+ Developed safety training across the business,

Increased the use and effectiveness of ‘nsk walls’ and ‘safety plans’ within the main

operational functions,

Rewviewed, and where necessary, enhanced tra:n dispatch nsk assessments,

Extended the number and use of train dnving simulators,

Improved the abibty to respond to operational accidents,

Improved the management of third party suppliers of safety critical products and services, and

Introduced a new electronic ‘safety bnefing’ process for staff

* & 5 o B

Safety Plan 2012-14

A new Safety Plan for 2012-14 was introduced in Apnl 2012, and during the coming year East Coast
will focus on continuous improvement in every area It will strive for further year-on-year improvement
in safety performance and deliver industry best safety practice

It wiil further develop its functional plans for Engineering, Operations and Customer Services through
the development of additional safety culture and leadership development imbiatives, and through
training and competence assessment

The targets for 2012-14 have been adapted to take account of the improvements realised in 2011/12
The new Plan also includes the safety objectives underpinning the delivery of these targets

Environment

At the start of 2011, East Coast focussed on keeping track of its energy use, inhally relying on
estimates from utiity companies to calculate how much energy and water were used each month
‘Smart’ utiity meters installed at larger East Coast sites now alert managers to inefficient use or
equipment that has been left on This has helped the business to save 8 2% in annual energy use at
the headquarters in York, and almost 30% in a pilot scheme at Clayhills Depot, near Aberdeen

Recycling

Over the same penod, East Coast has increased the proportion of recycled waste from tess than 10%
in 2011, to over 28% by the year-end in March 2012 At the York headquarters, 83% of all waste 1s now
recycled A total of 55% of on-board waste ansing from our turnaround services at Kings Cross

Noise and pollution prevention

With three urban depot sites, one challenge has been to prevent pollution and reduce the impacts of
noise from train maintenance operations East Coast has worked closely with Network Rail and its
depot teams to improve maintenance regimes for pollubon prevention equipment Good performance
1s now achieved across all depot sites The focus in 2012-14 will be on managing and reducing the
effect of noise on East Coast's neighbours

The Company has developed many of the systems and procedures required for accreditatton to formal
‘IS0’ management standards for environment and energy, including an ‘on-line’ repository of legal
consents, environmental licenses and permits

East Coast has also retained its 1ISO14001 accreditation for depots and support service functions
The Environment Plan 2012-14 takes into account the progress and knowledge gained in relation to
environmental performance n 2011/12 The development of an ‘environmental toolkit’ will provide the

mechanmsm for improvement and will allow the Company to demonstrate high levels of diligence,
performance and staff engagement pnor to re-franchising n December 2013

11
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Staff

Staff remain at the heart of the service offered by East Coast to the near nineteen million customers
served each year by the Company The last two years have seen substantial change for staff, whilst
the remamning period until franchise in December 2013 will see consolidation of achievements,
continuing to find efficient ways of doing things better

During the year staff morale has continued to improve following a low point at the time of handover
Focused plans for the business, the introduction of the new timetable and on-board service and much
needed investment in almost every part of East Coast has meant that job satisfaction levels have
continued to improve The continuing reduction in sickness absence 18 also a positive sign, and
another significant indication that the pnde 1s returning The fact that the franchise will now continue
until December 2013 provided a further boost to staff

Sickness absence

The average number of sickness absence days per employee per year stood at over 14 immediately
prior to handover In November 2009 The implementation of a new sickness absence ptan has seen
levels continue to fall consistently year-on-year, and by the end of March 2012 this figure had reduced
to just under 9 days (31 March 2011 11 days) Work will continue duning 2012/13 to drive this figure
further downwards

Total number of emnployees

During the year, overall staffing levels showed a modest increase, largely due to some additional
personnel recruited in connection with the delivery of the new tmetable and on-board First Class offer
The actual number of staff empioyed at the end of March 2012 was 2,874 (end of March 2011, 2,818)

Turnover of staff

During the year, the turnover of staff has reduced from 5 13% to 3 89% The Company has Investors
in People accreditation for a further year, and Performance Development Review's and Time for You
processes for managers and staff introduced in 2010 continue to work well, aligning with the
Company's vision, values and its seven strategic goals

Performance
Operational performance has been a continuing concern for the Board dunng the year

East Coast had been consistently at the bottom of the national PPM (Public Performance Measure)
table dunng 2011/12, although towards the end of the year there were signs that this position was
improving, and the Moving Annual Average had nsen above 86% Delay minutes outside of East
Coast’s control remain however the largest proportion of delay, although East Coast has also not met
the TOC on self target and has caused increasing delay to other operators and therr customers The
number of fatalties on the East Coast Main Line 1s an 1ssue of continuing concern, and this factor was
a significant cause of delays

There bave been successes In performance including the strengthening of the relationship with
Network Rail and the level of analysis to understand how performance has taken a step forward

Improving nfrastructure resthence

With typically four-fifths or more of delays still caused by external factors, East Coast has been
examining ways with Network Rall to ensure a step-change in the reliability of its assets — and to
ensure that it remains sustainable

Over the last decade or so some £9 billon has been invested in the West Coast Main Line However,
the East Coast Main Line has not benefitted from anything like a similar tevel of investment, and as a
consequence, the scale of renewal has lagged behind On a route that 1s almost 920 miles in length,
the systematic replacement of track and Iine-side equipment, including many of the elements that have
the potential to cause delays (such as sighalling and overhead power lines) when they fail, 1s a big

task The Board 1s encouraged that the new devolved management structure with Network Rail London

12
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North Eastern 1s starting to sharpen focus and to improve harmorused working There are now tangible
signs that the closer joint working with Network Rail during the year i1s beginning to deliver better
operational performance in a number of areas

Ptans for the renewal of such essential equipment 1s now starting to be addressed and the Board I1s
also pleased that Network Rail has been able to bnng forward some additional investment funding to
help achieve this

A new two year Joint Performance Improvement Plan (JPIP) has now been agreed that waill
demonstrate how both Network Rall and East Coast are planning to meet future expectations To
improve focus and underlying performance, the JPIP focuses on a detalled set of measures including
incident count, Right Time starts, Right Time arrivals and significant lateness

Business Disruption Centre

A new facility was developed dunng the year at the York headquarters of East Coast, designed to
provide both strategic and tactical support dunng times of severe disruption The Business Disruption
Centre has been used on a number of occasions during the latter half of the year (especially dunng the
high winds and winter snow at the turn of the year) and has contnbuted to a significant improvement in
the ability of East Coast to manage disruptive events more effectively for customers

Engineering and fleet

As part of the East Coast turnaround, which started early in 2010, the Engineenng function has been
substantially re-organised and significant advances have been made This includes a revitalised
Engineering Management System and a review of maintenance practice

The tack of investment in previous years has been reversed, and as a consequence, this investment
has started to translate into improved performance

Despite the age of the East Coast train fleet, the investment has continued dunng the year and several
projects have been implemented that will improve the efficiency of the engineering function, and in
particular, the introduction of a remote system that monitors the condition and functions of each train
whilst it 1s 1n service  This helps to realise problems that might have further impacts If they remained
unchecked, and for the depots to be ready to undertake specialist remedial work when the train returns
for routine maintenance

Whilst Directly Operated Rasways will not be the shareholder of the business in the future, decisions
made now will affect the future operation of the franchise As a consequence, East Coast i1s focused
on

* A market testing review to look at the options for either life extending, replacing the
locomotives, or the entire replacement of the MKIV 225 electnc fleet, and
+ A replacement of the HST diesel fleet

This will enable a range of information to be available for bidders of the new franchise so that decisions
can be taken at the earliest opportunity on this ageing fleet

Both the HST Dtesel trains and the MKIV 225 electric fleets have leases terminating by 2015 and to
ensure best value for money for lease extensions, East Coast will need to complete successful
negotiations in 2012

The DIT 15 due to make a decision in the summer of 2012 on the replacement of the HST fleet under

the InterCity Express Programme, which will ultimately see the delivery of a brand new fleet of trains
for East Coast from 2019

13
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Projects

The year saw the completion and/ or substantial completion of a number of major projects These
included

e Substantive preparations for the introduction of the new timetable and Fwst Class
complimentary food and drink offer,
Edinburgh, new travel centre,
The completion of the new Western Concourse at King's Cross, including a new East Coast
operated travel centre, First Class Lounge, and staff accommodation, and

¢ New cycle access routes at York station

The following projects are expected to be completed or substantially advanced duning 2012/13

» Peterborough station re-development, and
s Wakefield station re-development

Summary

Guided by Directly Operated Railways, East Coast made significant progress during the year on its
turnaround A completely new and enhanced timetable was introduced with a complementary catering
offer in first class, customer service was improved, safety outputs improved, assets have been worked
harder, and solid financtal performance achieved in a challenging economic environment Many
improvements were made to managenal capabiity across the business, and foundations were built for
improved engineenng and operational performance Investment was made n facilities, equipment,
systems and people, and improved processes were put in place to ensure clear measurement and
effective control exists across the business

The business plan for April 2012 to the end of the franchise will see this work continuing, with the twin
aims of ensuring a successful transfer of the business back to the private sector in good condition and
maximising the value achieved by the government at re-franchising

Operating review - financial review
Operating performance

Turnover for the year ending 31 March 2012 amounted to £665 8m (2011 £645 5m) which in the main
reflects ticket revenue earned from passenger services at East Coast and associated income earned
from catering, car parks and commission from the sale of tickets on other train operators’ services

The operating expenditure reported In the penod was £661 Om (2011 £641 3m), compnsing access
charges payable to Network Ral for stations and depots, rolling stock lease costs, staff costs and other
operating costs, generating an operating profit before DfT Service Payments and taxation of £195 7m
(2011 £182 8m) and an operating profit after DfT Service Payments before taxation of £7 1m (2011

£6 5m)

Dunng the year general economic market conditions continued to have had a significant effect on East
Coast’'s passenger revenue, with year on year growth of 3% which 1s siightly behind overall industry
comparators This weaker performance reflects the dispanty in the economic conditions in regions
served by East Coast which have fallen behind the rest of the country, particularly London and the
South East

Balance sheet

At 31 March 2012 the Group had net assets of £7 Om (2011 £2 5m) and the Company, net habiities of
£19m (2011 £1 1m)
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Cash flow

The Group has incurred a net cash outflow of £36 4m in the year (2011 £15 4m inflow) leaving a cash
balance of £24 7m at 31 March 2012 (2011 £61 Om)

On 11 November 2009 the Company entered into a £40m Working Capital Facility Agreement between
the Secretary of State for Transport, the Company and its subsidiary, East Coast This facility was
entered into for the purposes of ensuring the Company has the necessary funding in place to meets its
supplier commitments dunng the first six months following incorporation and to enable East Coast to
satisfy its obligations under the Service Agreement following commencement of delivery of passenger
ral services from 14 November 2009 onwards Dunng the year the Company repaid £11m under this
facility which has resulted in £10m outstanding at the year end to the Secretary of State for Transport

Key risks and uncertainties

There are a number of potental nsks and uncertainties that could have an impact on the Company’s
performance and objectives

(a) Legislation and regulation
The Company Is subject to numerous laws retating to safety procedures, equipment, employment,
environmental inhiatives and procedures and other operating issues and considerations These
laws and regulations are subject to alteration and amendment and the costs of compliance with
new legislation and regulations may have a significant adverse impact on the Company's financial
performance

To mitigate the nsk from such changes the Company works closely with both government and
rallway groups

(b) Economic outlook
The downturn in the UK economy has affected travel patterns resulting in lower than expected
passenger numbers This trend may continue for some time to come Procedures are in place to
mitigate this nsk through the use of market research activities, weekly revenue reports and
analysis, and innovative marketing campaigns

(c) Terrorism
Terronst incidents or a terronst campaign (direct or an attack on other public transport) could
adversely impact operations and passenger demand The Group has a secunty programme in
place which meets TRANSEC requirements and the Group attends ATOC Emergency Planning
Meetings The Group also has a ngorous, ongoing trasming and inspection regime in place

(d) Key personnel
The retention and recrutment of key personnet 1s essential to ensure that the Group has the
correct level of expertise and industry knowledge FPlans to faciitate the retention of key staff
dunng a future transition penod are underway

Financial rnisk management

The Company’s activities expose it to a vanety of financial nsks Price nsk 1s managed by the
Company having fixed prices where possible which are set annually and are subject to regulatory
approval Credit nsk 1s managed by cash being held by large high street financial institutions with
satisfactory credst ratings, furthermore all significant recervable balances are managed to ensure that
the credit quality of the counterparty 1s satisfactory Liquidity nsk 1s controlled by the Company ensuring
that there i1s a sufficient mixture of long-term and short-term debt finance to meet planned operations
Cash flow nisk 1s managed by cash flow budgeting and forecasting and availability of long term debt
facilities If required
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Statement of Directors’ Responsibilities

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

Company law requires the Directors to prepare financial statements for each financial year Under that
law the Directors have prepared the Group and parent company financial statements i accordance
with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards
and applicable law) Under company law the Directors must not approve the financial statements
unless they are satisfied that they give a true and far view of the state of affairs of the Group and the
Company and of the profit or loss of the Group for that penod In preparing these financial statements,
the Directors are required to

select suitable accounting policies and then apply them consistently,
make judgements and accounting estimates that are reasonable and prudent,
state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements, and

e prepare the financial statements on the going concern basis unless it 1s nappropnate 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 the Group and enable them to ensure that the financial statements
comply with the Companies Act 2006 They are also responsible for safeguarding the assets of the
Company and the Group and hence for taking reasenable steps for the prevention and detection of
fraud and other irregularities

The Directors are responsible for the maintenance and integrity of the Company’s website Legislation
in the United Kingdom governing the preparation and dissemination of financial statements may differ
from legislation in other junsdictions

Auditors

In accordance with Section 487 of the Companies Act 2006, the auditors shall be deemed to be re-
appointed as the Company’s auditors 28 days after the financial statements are sent to members

Directors’ statement as to disclosure of information to auditor

Each Director who held office at the date of approval of the Directors’ Report confirms that

¢ so far as the Director I1s aware, there 1s no relevant audit information of which the Company's
auditors are unaware, and

e he/she has taken all the steps that he/she ought to have taken as a Director in order to make
himselffherself aware of any relevant audit information and to establish that the Company’s
auditors are aware of that information

By order of the Board

AW

David Walker
Finance Director
21 June 2012

Registered Office 4™ Floor, One Kemble Street, London, WC2B 4AN
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independent Auditors’ Report to the members of
Directly Operated Railways Limited

We have audited the Group and Parent Company financial statements of Directly Operated Railways
Limited for the year ended 31 March 2012 which comprise of the Consolidated Profit and Loss
Account, the Statement of Total Recognised Gains and Losses, the Consqolidated and Company
Balance Sheets, the Consolidated Cash Flow and the retated notes The financial reporting framework
that has been applied in their preparation i1s applicable law and United Kingdom Accounting Standards
{United Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of Directors and Auditors

As explained more fully In the Statement of Directors’ responsibilittes set out on page 16 the Directors
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and far view Our responsibility 1s to audst and express an opmion on the financial statements in
accordance with apphcable 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

This report, including the opimions, has been prepared for and only for the Company’'s members as a
body in accordance with Chapter 3 of Part 16 of the Companies Act 2008 and for no cther purpose
We do not, In giving these opinigns, accept or assume responsibility for any other purpose or to any
other person to whom this report 1s shown or into whose hands it may come save where expressly
agreed by our pricr consent n wnting

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error This tncludes an assessment of whether the
accounting policies are appropnate to the Group’s and parent Company’s circumstances and have
been consistently applied and adequately disclosed, the reasonableness of significant accounting
estrmates made by the Directors, and the overall presentation of the financial statements In addition,
we read all the financial and non-financial information in the Directors’ Report to identify matertal
inconsistencies with the audited financial statements if we become aware of any apparent matenal
misstatements or Inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the financial statements

¢ give a true and farr view of the state of the Group’s and Parent Company’s affars as at 31
March 2012 and of the Group's profit and cash flows for the year then ended,

* have been properly prepared in accardance with United Kingdom Generally Accepted
Accounting Practice, and

« have been prepared In accordance with the requirements of the Compan:es Act 2006

Opinion on other matter prescnbed by the Companies Act 2006
In our opinion the information given In the Directors’ Report for the financal year for which the financial
statements are prepared 1s consistent with the financial statements

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 opinion

* adequate accounting records have not been kept by the parent company, or returns adequate
for our audit have not been receved from branches not visited by us, or

s the parent company 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

Tony NYtol (Senior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

21 June 2012
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For the year ended 31 March 2012

2012 2011
Note £000 £000

Tumover 2
Passenger income 594,788 578,387
Other operating income 71,099 67,086
Total tumover 665,887 645,473
Operating expenditure {661,031) (641,299)
Operating profit 4,856 4,174
interest recevable and sitmilar charges 6 424 369
Interest payable and similar charges 6 (907) (1,140)
Other finance iIncome 20 2,738 3,129
Profit on ordinary activities before taxation 7,111 6,532
Taxation on profit on ordinary activites 7 (2,130) (2,474)
Profit for the financial year 4,981 4,058

The profit and loss account has been prepared on the basis that all operations are continuing
operations

There are no matenal differences between the profit on ordinary activities before taxatron and the profit
for the financial years stated above and their historical cost equivalents
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Statement of Total Recognised Gains and Losses

For the year ended 31 March 2012

Profit for the financial year

Actuarnial loss on defined benefit pension scheme

Movement on deferred tax relating to defined benefit pension

scheme

Total recognised gains and losses relating to the year

19

2012 2011
£'000 £'000
4,981 4,058
{759) (3.829)

197 995
4,419 1,224
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Consolidated Balance Sheet
As at 31 March 2012

Fixed assets
Tangible assets
Investments

Current assets

Stock

Debtors

Cash at bank and n hand

Creditors' amounts falling due within one year

Net current liabilities

Total assets less current habilities

Creditors amounts falling due after more than one
year

Provisions for liabilities

Net assets excluding net pension liability
Net pension hability

Net assets including net pension habilities
Capital and reserves

Called up share capital
Profit and loss account

Total shareholders’ funds

Do {tln

Doug Sutherland /
Chairman
21 June 2012

Company number 06950819

Note

10
11

12

14

20

16
17

17

2012 2011
£'000 £'000
17,407 7,769
17,407 7,769
4,757 4,453
65,319 73,647
24,652 61,049
94,728 139,149
{101,915) (139,165)
(7.187) (16)
10,220 7,753
{988) (1,576)
(542) (372)
8,690 5,805
(1,725) (3,259)
6,965 2,546
6,965 2,546
6,965 2,546

The notes on pages 23 to 36 form an integral part of these financial statements
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Company Balance Sheet
As at 31 March 2012

Fixed assets
Investments

Current assets
Debtors
Cash at bank and in hand

Creditors amounts falling due within one year

Net current habilities

Total assets less current habilities
Net liabilities

Capital and reserves
Called up share capital
Profit and loss account

Total shareholders’ deficit

Doug Sutherland
Chairman
21 June 2012

Company number 06950819

Note

11

12

16
17

17

2012 2011
£'000 £000
299 793
10,635 21,130
10,934 21,923
(12,819) (23,017)
(1,885) (1,004)
(1,885) (1,094)
(1,885) (1,094)
(1,885) (1,094)
(1,885) (1,094)

The notes on pages 23 to 36 form an integral part of these financial statements
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Consolidated Cash Flow Statement
For the year ended 31 March 2012

Net cash (outflow)/inflow from operating activities
Returns on investments and servicing of finance
Interest receved

Interest paid

Net cash inflow from returns on investment and
servicing of finance

Taxes paid

Capital expenditure and financial investment
Fixed asset purchases

Net cash outflow from capital expenditure and financial

investment

Financing
Loan from parent organisation
Repayment of loans

Net cash {outflow)/inflow from financing

(Decrease)/increase in cash at bank and in hand

Net cash at 1 April
Net cash at 31 March

22

2012 2011
£'000 £'000
Note
21 (7,.924) 21,371
174 272
(32) (225)
142 47
- (4,759)
(13,096) {3.945)
(13,096) {(3,945)
. 10,000
(15,518) (7,285)
{15,518) 2,715
{36,397) 15,429
61,049 45,620
24,652 61,049
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Notes to the Financial Statements
For the year ended 31 March 2012

Accounting policies

a)

b)

c)

d)

°)

Fundamental accounting concept

The financial statements have been prepared ¢n a going concern basis The Directors have
reviewed the subsequent trading results and the forecasts for future trading The Company I1s
expected 1o trade profitably for the foreseeable future and to be able to meet all its habilities as
they fali due Consequently, the Directors believe that It is appropnate to prepare these financial
statements on a going concern basis

Basis of preparation

The financial statements are prepared under the historical cost convention and in accordance with
the Companies Act 2006 and applicable accounting standards i the United Kingdom The
pnncipal accounting policies which have been applied consistently are set out below

At the balance sheet date, the Company has net habiities The ultimate shareholder, the
Secretary of State for Transpert, has confirmed that the Company will continue to be supported for
at least twelve months from the date of signing these financial statements Accordingly, the
Directors are satisfied that the going concern basis remams appropnate for the preparation of
these financial statements

Tumover

(v) Passenger income represents amounts agreed as attributed to the Company by the income
allocation systems of the Rall Settlement Plan Limited, mainly in respect of passenger
receipts Income Is attnbuted based pnincipally on models of certain aspects of passengers’
travel patterns and, to a lesser extent, from allocations agreed for specific revenue flows
The attributed share of season ticket income 15 deferred within creditors, and released to the
profit and loss account over the period of the relevant season ticket

(v) Other income s derived from ticket commuissions, station trading income, depot and station
access payments, performance regime payments, and the prowvision of goods or services to
other train operating companies and the Department for Transport and excludes VAT
Revenue 1s recognised upon completion of services or delivery of goods Revenue from
services IS recognised on the basis of agreed rates Commission income IS recognised on
an accrual basis In accordance with the substance of the relevant agreements

(m) The Company operates a loyalty programme which operates through the East Coast Mainhne
web site and 1s open to all passengers who book tickets on line The scheme allows travellers
to accumulate points that entitle them to a choice of vanous awards, pnmarily free travel The
fair value attributed to the awarded points 1s deferred as a liability and recognised as revenue
on redemption of the points by the participants to whom they are 1ssued to

Taxation

Current tax assets and habiities are measured at the amount expected to be recovered from or
paid to taxation authonties using the tax rates and taws that have been enacted or substantively
enacted at the balance sheet date

Deferred tax

Deferred tax 1s recognised in respect of all matenial tming differences that have onginated, but not

reversed, by the balance sheet date Deferred tax 1s measured on a non-discounted basis at tax
rates that are expected to apply in the penods in which the timing differences reverse

Deferred tax assets are recognised where their recovery Is considered more likely than not in that
there will be suitable taxable profits from which the future reversal of underlying tming differences
can be deducted
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Tangible fixed assets and depreciation

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

Leasehold land & bulldings 3 — 10 years or lease term
Plant and equipment 3 — 10 years or lease term

L.eased assets

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

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

Stocks

Stock 1s valued at the lower of cost and net realisable value on a werghted average cost basis
Cost compnses direct costs and excludes borrowing costs Net realisable value 1s the estimated
replacement value of stock Where necessary, provision 1s made for absolete, slow moving and
defective stocks

Grants

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

Retirement benefits

The Company contnbutes to a defined benefit pension scheme on behalf of the majonty of
employees Full details are provided in note 20

The Company participates in the Rallway Pension Scheme (‘RPS"), a defined benefit scheme
which covers the whole of the UK Rail industry This 1s partitioned into sections and the Company
1s responstble for the funding of the sections whilst it operates the relevant franchise In contrast to
the pension schemes operated by most businesses, the RPS 1s a shared cost scheme, which
means that costs are formally shared 60% employer and 40% employee

The trustees complete a full actuanal valuation tnennially, separately for each section of the RPS,
but the obligation 1s updated annually by independent actuaries using the projected urit credit
method for financial reporting purposes

The current service cost and gains and losses on settlements and curtalments are recognised in
staff pension costs within operating costs in the profit and loss account Past service costs are
included in operating costs where the benefits have vested, otherwise they are amortised on a
straight-ine basis over the vesting period The expected return on assets of funded defined
benefit schemes and the interest on pension scheme liabilities compnse the finance element of
the pension cost and are included in interest costs  Actuanal gains and losses ansing from
expenence adjustments, changes in actuanal assumpticns and amendments to pension plans are
charged or credited to the statement of total recognised gains and losses in the period in which
they arise

The charges in respect of defined contnbution schemes are recognised when they are due The
Company has no legal or constructive obligation to pay further contributions into a defined
contribution scheme if the fund has insufficient assets to pay all employees benefits relating to
employee service in the current and pnor penods
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Provisions

Provisions for current obligations and legal clams are recognised when the Company has a
present legal or constructive obligation as a result of past events, it 1s probable that an outflow of
resources will be required to settle the obligation, and the amount has been relably estimated
Restructuring provisions compnse lease termination penaltes and employee termination
payments Provisions are not recognised for future operating losses

Prowisions are measured at the present value of the expenditures expected to be required to
settle the obligation using a pre-tax rate that reflects current market assessments of the time
value of money and the nsks specific to the obligation The increase in the provision due to
passage of time I1s recogmised as interest expense

Fixed asset investments

Fixed asset investments are initially recognised at cost and thereafter are carned in the balance
sheet at cost less any impairment In value All the fixed asset investments are subject to an
imparrment review at any time if events or changes in circumstances indicate that their carrying
value may not be recoverable

Turnover

All turnover onginates in the United Kingdom

The Directors consider that the whole of the activites of the Company constitute a single class of
business consisting of passenger and cther related operating income as disclosed in the Profit and
Loss Account

Operating profit

2012 2011
£'000 £'000
Operating profit 1s stated after charging
Staff costs (note 5) 114,796 115,028
Depreciation — owned assets 3,454 2,161
Impairment charge - 7,800
Amaortisation of goodwill - (2,278)
Amortisation of fixed asset grants (135) {185)
Operating lease rentals
—~ Fixed track access 45,258 43,524
- Land and buildings 6,450 5,597
- Rolling stock costs 82,277 83,132
- Plant and machinery 2,116 2,034
- Other 4,553 4,844
Auditors’ remuneration — audit fees 80 82
Auditors’ remuneration — {non audit services)
— taxation comphance 22 1
— other comphance reporting 10 6
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Directors’ emoluments

2012 2011
£000 £'000
Aggregate emoluments in respect of qualfying services to the
Company 480 377
Company contnibutions made to money purchase pension
schemes 33 44
Total 523 421

The emoluments excluding pension contnbutions of the highest paid Director were £175,125 (Year
ended 31 March 2011 £192,500)

The pension contributions of the highest paid Director were £32,805 (Year ended 31 March 2011
£43,700)

Staff costs
2012 2011
£'000 £'000
Wages and salanes 95,725 94,680
Social secunty costs 7,867 6,752
Pension costs 8,865 10,934
Other costs 2,339 2,662
114,796 115,028

The average number of employees (iIncluding Directors) during the pencd was as follows

2012 2011
Managerial and administrative 457 455
Operational 2,334 2,276
2,791 2,731

Interest receivable and similar income / Interest payable and similar charges

2012 2011
£'000 £'000

Interest receivable
Bank interest 424 123
Other interest receivable - 246
424 369

Interest payable

Bank interest 31 81
Interest payable 1o group undeniakings 862 1,059
Other interest payable 14 -
907 1,140
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Tax on profit on ordinary activities

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

2012 2011
£'000 £'000
Current taxation
UK corporation tax on profits of the year 886 1,199
Adjustment in respect of previous years 597 1,306
1,483 2,505
Deferred taxation
Ongmation and reversal of timing differences (note 15} 45 (56)
Defined benefit pension 602 25
647 {31)
Tax charge on profit on ordinary activities 2,130 2,474

{b) The tax for the year 1s lower (2011 higher) than the standard effective rate of corporation tax in the
UK of 26% (2011 28%) The current tax charge 1s made up as follows

2012 2011

£000 £000

Profit on ordinary actmvities before taxation 7,111 6,532
Notional charge at UK corporation tax rate of 26% (2011 28%) 1,849 1,829
Not deductible expenses 405 (2,168)
Income not subject to tax (3) .
Capital allowances (in excess of)/lower than depreciation (71) 433
Amortisation of goodwill not deductible - 1,546
Other short-term timing differences (1,294) (441)
Adjustment in respect of previous years 597 1,306
Current tax charge for the year 1,483 2,505

Duning the year, as a result of the change in the UK main corporation tax rate from 26% tc 24% that 1s
effective from 1 April 2012, the relevant deferred tax balances have been re-measured

In addition to the changes in rates of corporation tax disclosed above a number of further changes to
the UK corporation tax system were announced in the March 2012 UK budget statement Legislation to
reduce the main rate of corporation tax from 24% to 23% from 1 Apnl 2013 1s expected to be included
in the Finance Act 2012 Further reductions to the main rate are proposed to reduce the rate to 22%
from 1 Apnl 2014 These further changes had nat been substantively enacted at the balance sheet
date and therefore are not included In these financial statements The proposed reduction of the main
rate of corporation tax to 22% from 1 Apnl 2014 1s expected to be enacted separately
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8. Tangible fixed assets

Leasehold
Land & Plant and
Buildings Equipment Total
£'000 £'000 £'000
Cost
At 1 Apri 2011 2,808 7,726 10,624
Additions at cost 3,345 9,751 13,096
Disposals - (245) (245)
At 31 March 2012 6,243 17,232 23,475
Accumulated depreciation
At 1 April 2011 702 2,153 2,855
Charge for the year 685 2,769 3.454
Disposals - (241) (241)
At 31 March 2012 1,387 4,681 6,068
Net book amount at 31 March 2012 4,856 12,551 17,407
Net book amount at 31 March 2011 2,196 5,573 7,769
There were no assets held under finance leases at the year end
9. Fixed asset investments
The Group held the followtng unlisted investments at 31 March 2012
Country of No of shares Class of Proportion
registration held share held
ATOC Limuted UK 1 Ordinary (4p) 5%
Rail Setttement Plan Limited UK 1  Ordinary (4p) 8%
Rail Staff Travel Limited UK 1 Ordinary (4p) 5%
NRES Limited UK 1  Ordminary (£1) 5%

The principal actwity of the above compantes 1S to provide a range of services to all UK passenger rail
operators, each of which has an equal share in the companies

The Directors believe that the carrying value of the investments ts supported by their underlying net
assets

The Company held the following unlisted investment at 31 March 2012

Country of No of Class of Proportion held
registration shares share
held
East Coast Main Line Company UK 1 Ordmnary 100%
Limited (£1)
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10. Stocks
Group Company
2012 2011 2012 2011
£000 £'000 £'000 £'000
Raw matenals and consumables 4,757 4,453 - -

There 1s ho material difference between the replacement value of stocks and its cost

11. Debtors
Group Company

2012 2011 2012 2011

£'000 £'000 £'000 £000

Trade debtors 46,261 49,160 - -
Amounts owed by group undertakings - - 5 -
Deferred consideration - 6,639 - -
Corporation tax 531 1,826 286 393
Deferred tax 59 104 - -
Other debtors 4,664 8,341 8 11
Prepayments and accrued income 13,804 7,577 - 389
€5,319 73,647 299 793

12 Creditors amounts falling due within one year
Group Company

2012 2011 2012 201
£000 £'000 £'000 £'000
Bank loans 494 4,549 - -
Trade creditors 64,733 70,487 - 4
Amounts owed to parent organisation 12,338 22,476 12,338 22 476
Deferred season ticket income 4,134 4,148 - -
Social security and other taxation 2,332 2,158 9 19
Other creditors 3,192 11,428 8 -
Deferred fixed asset grants 3 135 - -
Accruals and deferred income 14,599 23,784 464 518
101,915 139,165 12,819 23,017

Included within the amounts owed to parent organisation i1s a loan balance outstanding at the balance
sheet date of £10,000,000 (2011 £21,000,000} prowvided to the Company under a £40,000,000 working
capital facility entered into on 8 November 2009 with the Secretary of State for Transport for the

purpose of providing the Group with day to day working capital
arrangement provided on an unsecured basis and 1s repayable on demand

LIBOR + 4 5%
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13. Creditors: amounts falling due after more than one year

Group Company
2012 2011 2012 2011
£'000 £'000 £'000 £000
Bank loans 988 1,483 - -
Deferred fixed asset grants - 93 - -
988 1,576 - -

The bank lpan i1s guaranteed by the Department for Transport The rate of interest payable 1s LIBOR
plus 0 25 per cent

14. Provisions for liabilities

Group Company
2012 2011 2012 2011
£'000 £'000 £'000 £000
At 1 Aprit 372 44 - -
Provided in the year 170 328 - -
At 31 March 542 372 - -

15. Deferred tax

(a) The deferred tax at a rate of 24% (2011 26%) excluding tax on the pension hability provision
movement in the year 1s as follows

Group Company

2012 2011 2012 2011
£000 £'000 £'000 £'¢00
Opening balance 104 48 - 22
increase in the year (45) 56 - (22)
Closing balance 59 104 - -

(b) The major components of the deferred taxation asset are as follows

Group Company
2012 2011 2011 2011
£°000 £'000 £000 £'000
Other timing differences 4 30 - -
Short term timing differences 55 74 - -
59 104 N -
16. Called up share capital
Group and Group and
Company Company
2012 2011
Authonsed £ £
Ordinary shares of £1 each 100 100
Allotted, called up and fully paid

Ordinary shares of £1 each 1 1
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Reserves and reconciliation of movements in shareholders’ funds/{deficit)

Group Company
2012 2011 2012 2011
£000 £'000 £'000 £:000
Shareholders’ funds/{deficit) at 1 Apnl 2,546 1,322 (1,094) (44)
Actuanal loss on defined benefit (759) (3.829) - -
penston scheme
Movement on deferred tax relating to 197 995 - -
defined benefit pension scheme
Profit/{loss) for the financial year 4,981 4,058 (791) {1,050)
Shareholders’ funds/(deficit) at 31
March 6,965 2,546 (1,885) {1,094)
Capital commitments
Group Company
2012 2011 2012 2011
£'000 £'000 £°000 £000
Contracted 1,779 1,771 - -
Authorised but not contracted 409 7,380 - -

Operating lease commitments

The Group has the following annual commitments due under non-cancellable operating leases which
expire as follows

2012 2011
Under1 1 -5years 5 years Under1 1-5years 5 years
year and over year and over
£000 £'000 £'000 £000 £'000 £'000
Fixed track access - 48,839 - - 45,262 -
Rolling stock - 82,658 - - 85,619 -
Land and bulldings 3,126 924 244 83 5,556 170
Plant and machinery 968 533 - 18 2,083 -
Other 1,806 - - - 4,816 -
5,800 132,954 244 101 143,346 170

The Group has contracts with Network Rail Infrastructure Limited for access to the raidway
infrastructure (track, stations and depots)

The Company has no annual commitment due under operating leases

Retirement benefits

The Company's subsidiary, East Coast, operates a final salary pension scheme and 1s part of the
Rallways Pension Scheme The assets and habiliies are identified separately from the remander of
the Scheme

The section i1s a shared cost arrangement whereby the Company 1s only responsible for a share of the

cost The scheme 15 a shared cost section because any surplus or deficit 1s met in the ratio of
60%/40% by the employer and employees respectively
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20 Retirement benefits (continued)

The figures reported below therefore represent only the Company's share of the cost, except that the
tables reconciling the section liabilites and assets from the start to the end of the year are presented
before the deduction of the members’ share of the defined benefit cost, or the surplus or deficit This s
for simplicity of presentation and for consistency with the habilies and asseis quoted in the table
showing the pension scheme liability or asset at the end of the year

Employer contributions for the year ending 31 March 2012 are 15 84% (2011 15 84%) of section pay
This rate will continue untit 30 June 2012 when the employer contrnbution rate will change to a
maximum of 60% of the long-term joint contnbution rate of 29 75% of section pay This rate 1s effective
from 1* July 2012 and will apply untf 30" June 2027

The section I1s open to new members

An actuanal valuation of the East Coast Main Line pension scheme using the proected unit basis, was
carried out at 31 March 2012 by Towers Watson, independent consulting actuary The major
assumptions determined by the Company were

Summary of assumptions

31 March 2012 31 March 2011 |
% pa % pa
Discount rate 51 56
Pnce inflabion (RPL measure) 3.2 36
Increases to deferred pensions {2011 CPl measure) 2.2 26
Pension increases (2011 CPI measure) 22 26
Salary increases 3.7 41
Expected return on section assets 6.7 75

The assets in the scheme and expected rates of return were:

Long-term Valuse at Long-term rate of Value at
rate of return 31 March return expected 31 March
expected on 2012 on 2011
31 March 2012 £000 31 March 2011 £'000

% pa % pa ‘

Equities 71 243,553 78 237,459 ‘
Government bonds 3.1 14,341 44 16,467
Non-government 46 14,703 55 13,851

bonds

Property 67 13,188 75 12,348
Other assets 2.5 4,116 38 469
Total asset valus 6.7 289,901 75 279,594
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20 Retirement benefits (continued)

The assumed average expectation of life in years at age 65 i1s as follows:

31 March 2012

31 March 2011

Male currently Pension under £9,000* pa or

age 65 pensionable pay under £35,000**
pa 20.5 198
Others 226 215
Male currently Pension under £9,300" pa or
age 45 pensionable pay under £35,000**
pa 228 222
Others 249 237
Female currently Pension under £9,300"" pa or
age 65 pensionable pay under £35,000**
pa 224 217
Others 248 227
Female currently Pension under £9,300*** pa or
age 45 pensionable pay under £35,000**
pa 249 232
Others 271 24 2
2011 iife expectancy figures * under £8,500, ** under £30,000, *** under £3,000
Reconciliation of present value of scheme liabilities
Year endad Year ended
31 March 2012 31 March 2011
£'000 £000
Opening section habilities 344,838 384,093
Service cost 15,372 17,805
Interest cost 19,953 21,872
Interest on short term adjustment (1,946) (4,300}
Loss/{gain) on section liabilities 6,681 (66,802)
Actual benefit payments (7,181} {7,830}
Clesing section liabilities 377,717 344,838
Pension scheme hability at end of year
Year ended Year ended
31 March 2012 31 March 2011
£'000 £000
Total asset value 289,901 279,594
Present value of scheme lhabilities {377,717) (344,838)
Total deficit (87,816) (65,244)
Members' share of deficit 35,126 28,098
Deficit expected to be recovered after the end of
East Coast's involvement with the section 50,422 34,742
Pension scheme deficit attributable to the
employer before deferred tax (2,268) (4,404)
Deferred tax 544 1,145
Pension scheme deficit attributable to the
employer after deferred tax {1,725) (3,259)

The total scheme deficit of £87 8m 15 shared between the members and the franchise owner As East
Coast 1s only expected to operate the franchise until December 2013, only this proportion of the
pension scheme deficit has been recognised, with the remainder taken by the members of the scheme

and the future operators of the franchise
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20 Retirament benefits {continued)

Reconciliation of pension scheme liability

Year ended Year ended

31 March 2012 31 March 2011

£°000 £'000

Opening pension scheme hability (4,404) (1,247)
Employer’s share of pension cost (6,733) (7,805)
Employer contributions 9,628 8,477
Total gain/{loss) recognmised in STRGL (759) (3,829)
Closing pension scheme liability (2,268) (4,404)

Sensitivity analysis of scheme liabilities

The sensitivity of the present value of scheme liabilities to changes In the pnnciple assumptions used Is

set out below

Change in Impact on
assumption scheme habilities
Discount rate Increase/ Increase/
decrease by decrease by
01% 0 5%
Rate of inflation Increase/ Increase/
decrease by decrease by
01% 14 6%

The effect of changing the discount rate 1s small due to the offsetting impact of the short term

adjustment for this section

The effect of changing the inflation rate 1s also small due to the offsetting impact of the short term
adjustment for this section The habilty decreases rather than increases as would normally be
expected because the deficit projected to 8 December 2013 15 larger, resulting 1n a targer credit from

the adjustment relating to East Coast's short term involvement in thus operation

Reconciliation of fair value of scheme assets

Year ended Year ended

31 March 2012 31 March 2011

£°000 £'000

Opening value of section assets 279,594 251,702
Expected return on assets 21,274 19,920
(Loss)/gain on assets (19,359) 2,116
Employer contributions 9,628 8,477
Employee contnbutions 5,945 5209
Actual benefit payments (7,181) (7,830)
Closing value of section assets 289,901 279,594
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20 Retirement benefits (continued)

Analysis of the amount charged to profit or loss are as follows.

Disclosed pension cost

Year ended Year ended

31 March 2012 31 March 2011

£000 £000

Employer’s share of service cost 9,471 10,934
Employer's share of interest cost 11,972 13,123
Interest on short term adjustment {1,946) (4,300)
Employer's share of expected return on assets {12,764) {11,952)
Employer's share of pension cost 6,733 7.805

Actuarial gains and losses

The cumulative amount of actuanal losses recognised in the statement of recognised gains and losses

1s £4,823,000 (2011 £4,064,000)

Defined contribution scheme

The cost of contnbutions to the defined contnibution scheme amounts to £877,000 (2011 £861,000)

Historic information

Year ended Year ended Penod ended At 14

31 March 2012 31 March 2011 31 March 2010 November 2009

£'000 £'000 £000 £000

Section labilities 377,717 344,838 384,093 322,595
Assets 289,901 279,594 251,702 231,764
Deficit (87,816) (65,244) {132,391) (90,831)
Expenence loss (habiliies} (2,675) 7,526 6,862 n/a
Expenence gain (assets) 11,615 (1,270} (6,496) n/a

Consolidated cash flow statement

(a) Reconciiation of operating profit to net cash inflow from operaling activities

Operating profit

Depreciation and amortisation

Difference between pension charge and cash contributions
{Decrease)/increase In stock and debtors
{Decrease)increase in creditors and provisions

Net cash inflow from operating activities

(b} Reconcifiation of net cash flow to movement in net funds

(Decrease)increase In cash in the year
Loan from parent organisation
Change in net cash resulting from cash flows

Net cash at 1 Apnl
Net cash at 31 March

35

2012 2011
£'000 £'000
4,856 4174
3,319 7,498
(157) 2,457
6,684 (11,351}
(22,626) 18,593
(7.924) 21,371
2012 2011
£000 £'000
(36,397) 15,429
11,000 {10,000)
(25,397) 5,429
40,049 34,620
14,652 40,049
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21 Consoclidated cash flow statement (continued)

{c) Analysis of net funds

1 Apnl 2011 Cash flow Non Cash 31 March

Movernents 2012

£000 £°000 £000 £'000

Cash at bank and in hand 61,049 (36,397) - 24,652
Loan from parent organisation {21,000) 11,000 - {10,000)
Net cash in hand 40,049 (25,397) - 14,652

Related party transactions

Directly Operated Rallways Limited 1s a company wholly owned by the Secretary of State for Transport
In November 2009, the Company received direct funding by way of a loan under a £40,000,000
Working Capital Facility agreed with the Secretary of State for Transport At the 31 March 2012, the
Company had an outstanding balance of £12,338,000 (2011 £22,476,000) compnising £10,000,000
(2011 £21,000,000) loan balance and £2,338,000 (2011 £1,476,000) of accrued interest

The Company's subsidiary, East Coast, operates for the east coast main line ral franchise under
licence via a Services Agreement with the Department for Transport foliowing the transfer of the
business from Naticnal Express East Coast Limited on termination of their Franchise Agreement on 13
November 2009 Under the Services Agreement East Coast rs required to pay a financial premium to
the Department for Transport, which for the year to the 31 March 2012, amounted tc £188,614,000
(2011 £176,279,000)

Transactions between the Company and its subsidianes, which are related parties, have been
eliminated on consclidation and are not disclosed in this note

Ultimate parent undertakings
The ultimate parent undertaking and controlling party i1s the Secretary of State for Transport

The consohdated financial statements of the Secretary of State for Transport can be obtained from
Great Minster House, 33 Horseferry Road, London, SW1 P4DR
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