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Alcatel IP Networks Limited

Directors’ report

The directors present their report and financial statements for the year ended 31 December 2005.

Results and dividends
The profit for the year amounted to £208,325. The directors do not recommend the payment of any dividends.

Principal activities and review of the business
The company’s principal activity during the year was the development of networking hardware and
systems for members of the Alcatel group.

Future developments
The directors expect the general level of activity to continue over the next 12 months.

Directors
The directors who served the company during the year were as follows:

Ali Sadiq (appointed 28 May 2005)
Mark Smallwood (appointed 28 May 2005)
Rudi Strubbe (appointed 28 May 2005)
Alcatel IP Networks Inc (resigned 28 May 2005)

There are no directors’ interests requiring disclosure under the Companies Act 1985.

Auditors

A resolution to reappoint Ernst & Young LLP as auditors will be put to the members at the Annual General

Meeting.

By order of the Board

MU

Mark Smallwood
Director

?[/!O/ 2006




I

-

Alcatgl _IP Networks L_imited _

Statement of directors’ responsibilities in respect of
the financial statements

The directors are responsible for preparing the Annual Report and the financial statements in accordance
with applicable United Kingdom law and United Kingdom Generally Accepted Accounting Practice.

Company law requires the directors to prepare financial statements for each financial year which 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 those financial statements, the directors are required to:

s  select suitable accounting policies and then apply them consistently;
e  make judgements and estimates that are reasonable and prudent; and

e prepare the financial statements on the going concern basis unless it is inappropriate to presume that
the company will continue in business.

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the company and to enable them to ensure that the financial
statements comply with the Companies Act 1985. 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
irregularities.




Ell FRNST & YOUNG

independent auditors’ report

to the members of Alcatel IP Networks Limited

We have audited the company’s financial statements for the year ended 31 December 2005 which comprise
the Profit and Loss Account, the Statement of Total Recognised Gains and Losses, the Balance Sheet and
the related notes 1 to 19. These financial statements have been prepared under the accounting policies set
out therein.

This report is made solely to the company's members, as a body, in accordance with Section 235 of the
Companies Act 1985. Our audit work has been undertaken so that we might state to the company's
members those matters we are required to state to them in an auditors’ report and for no other purpose. To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company's members as a body, for our audit work, for this report, or for the opinions we
have formed.

Respective responsibilities of directors and auditors

The directors are responsible for the preparation of the financial statements in accordance with applicable
United Kingdom law and Accounting Standards (United Kingdom Generally Accepted Accounting
Practice) as set out in the Statement of Directors' Responsibilities.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985, We also report to you if, in our opinion,
the Directors' Report is not consistent with the financial statements, if the company has not kept proper
accounting records, if we have not received all the information and explanations we require for our audit,
or if information specified by law regarding directors' remuneration and other transactions is not disclosed.

We read the Directors’ Report and consider the implications for our report if we become aware of any
apparent misstatements within it.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Treland) issued
by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the
amounts and disclosures in the financial statements. It also includes an assessment of the significant
estimates and judgments made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropriate to the company's circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from material misstatement, whether caused by fraud or other irregularity or
error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in
the financial statements.




Ell ERNST & YOUNG

Independent auditors’ report

to the members of Alcatel IP Networks Limited (continued)

Opinion

In our opinion the financial statements give a true and fair view, in accordance with United Kingdom
Generally Accepted Accounting Practice, of the state of the company's affairs as at 31 December 2005 and
of its profit for the year then ended and have been properly prepared in accordance with the Companies
Act 1985.

e =

Ernst & Young LLP
Registered Auditor
Reading

3y @c/é”.éif 2006
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Profit and ioss account
for the year ended 31 December 2005

Turnover
Cost of sales

Gross profit
Administrative expenses

Operating profit

Bank interest receivable
Interest payable and similar charges

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit for the financial year transferred to reserves

Notes

2005 2004

£ £
3,045,241 1,457,849
2,608,185 1,090,318
437,056 367,531
233,519 266,029
203,537 101,502
4,865 8,017
(7 -

4,788 8,017
208,325 109,519
208,325 109,519

Statement of total recognised gains and losses

for the year ended 31 December 2005

There are no recognised gains or losses other than the profit of £208,325 attributable to the shareholders

for the year ended 31 December 20035 (2004: profit of £109,519).




Alcatel IP Networks Limited

Balance sheet
at 31 December 2005

Notes
Fixed assets
Tangible assets 9
Current assets
Debtors 10
Cash in hand
Creditors: amounts falling due within one year 11
Net current assels
Total assets less current liabilities
Creditors: amounts falling due after more than one year 12
Provisions for liabilities and charges 13
Net assets
Capital and Reserves
Called up share capital 17
Profit and loss account 18
Equity shareholders’ funds 18

Mark Smallwood
Director

?f/lé/ 2006

2005 2004
£ £

61,833 96,672
1,652,862 179,175
135,906 137,407
1,788,768 316,582
1,410,613 76,614
378,155 239,968
439,988 336,640
- 297,684
192,707 -
247,281 38,956

1 1
247,280 38,955
247,281 38,956




Alcatel |P Networks L_imit_ed

Notes to the financial statements
at 31 December 2005

Accounting policies

Basis of preparation

The financial statements are prepared under the historical cost convention and in accordance with
applicable accounting standards.

Cash flow statement

A cash flow statement has not been prepared as the company has taken advantage of the exemption granted
to 90% or more subsidiaries under FRS 1. This is on the basis that group financial statements including the
results of the company are prepared and are publicly available.

Related party transactions

The company is a wholly owned subsidiary of Alcatel USA Sourcing L.P., a company incorporated in
America. These financial statements are included in the consolidated financial statements of the ultimate
parent company, Alcatel SA, a company incorporated in France, which are publicly available.
Accordingly, the company has taken advantage of the exemption in FRS 8§ from disclosing transactions
with members or investees of the Alcatel group.

Fixed assets
All fixed assets are initially recorded at cost.

Depreciation

Depreciation is provided on all tangible fixed assets at rates calculated to write off the cost, less estimated
residual value based on prices prevailing at the date of acquisition of each asset evenly over its expected
useful life, as follows:

Furniture and fittings - 25% per annum
Computer equipment - 50% per annum

Deferred taxation

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the
balance sheet date where transactions or events have occurred at that date that will result in an obligation to
pay more, or a right to pay less or to receive more, tax, with the following exception:

o deferred tax assets are recognised only to the extent that the directors consider that it is more likely
than not that there will be suitable taxable profits from which the future reversal of the underlying
timing differences can be deducted.

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the periods
in which timing differences reverse, based on tax rates and laws enacted or substantively enacted at the
balance sheet date.
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Al_cate_l P Networks Limited

Notes to the financial statements
at 31 December 2005

Accounting policies (continued)
Foreign currencies
Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of exchange
ruling at the balance sheet date. All differences are taken to the profit and loss account.

Operating lease agreements
Rentals payable under operating leases are charged in the profit and loss account on a straight line basis
over the lease term.

Pension costs
The company operates a defined contribution pension scheme. Contributions are charged to the profit and
loss account as they become payable in accordance with the rules of the scheme.

Turnover
Turnover which is stated net of value added tax, represents amounts recharged to a group company.

Tummover is attributable to one continuing activity, the development of networking hardware and systems
for members of the Alcatel group.

An analysis of turnover by geographical market is given below:

2005 2004

£ £

United Kingdom - -
Rest of the world 3,045,241 1,457,849

3,045,241 1,457,849

Operating profit
This is stated after charging/({crediting):

2005 2004
£ £
Auditors’ remuneration - audit services 10,500 6,000
- non-audit services - -
Depreciation of owned fixed assets 52,120 81,656
Operating lease rentals - land and buildings 50,540 50,540
- plant and machinery 20,183 20,183

9




Alcatel IP Networ_k_s Limi_t_ed

Notes to the financial statements

at 31 December 2005

Staff costs

Wages and salaries
Social security costs
Other pension costs

The monthly average number of employees during the year was as foliows:

Research and development

Directors’ emoluments

Emoluments

Company contributions to money purchase pension schemes

Members of money purchase pension schemes

Interest receivable

Bank interest recelvable

Interest payable and similar charges

Bank interest payable

Taxation on ordinary activities
{a)  Tax on profit on ordinary activities
The tax charge is made up as follows:

Current tax:
UK corporation tax
Tax underprovided in previous years

Total current tax (note &(b))

2005 2004

£ £
2,212,064 976,100
327,971 103,834
78,425 77,862
2,618,460 1,157,796
2005 2004
No. No.

10 10

10 10

2005 2004

£ £
57,604 -
5,184 -
2005 2004
No. No.

1 _

2005 2004

£ £

4,865 8,017
2005 2004

£ £

(77 -
2005 2004

£ £

10
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Notes to the financial statements
at 31 December 2005

8. Taxation on ordinary activities (continued)
(b)  Factors affecting current tax charge
The tax assessed on the profit on ordinary activities for the year is lower than the standard rate of
corporation tax in the UK of 30% (2004 - 30%).

The differences are reconciled below:

2005 2004
£ £
Profit on ordinary activities before tax 208,325 109,519
Profit on ordinary activities at the standard rate of corporation tax of 30%
(2004: 30%) 62,498 32,856
Expenses not deductible for tax purposes {167,108) (55,768)
Group relief not paid for 104,610 22,912
Total current tax (note 8(a)) - -
(¢} Deferred tax
The deferred taxation asset not recognised in the financial statements is as follows:
2005 2004
£ £
Capital allowances in advance of depreciation 32,202 14,244
Tax losses available 69,012 69.012
101,214 83.256

The deferred tax asset has not been recognised due to uncertainty over the availability of suitable future
taxable profits.

11



10.

1.

12

Alcatel IP Networks Limited

Notes to the financial statements

at 31 December 2005

Tangible fixed assets

Cost:

At 1 January 2005
Additions
Disposals

At 31 December 2005

Depreciation:

At 1 January 2005
Provided during the year
Disposals

At 31 December 2005

Net book value:
At 31 December 2005

At 1 January 2003

Debtors

Amounts due from group undertakings
Other debtors
Prepayments and accrued income

Creditors: amounts falling due within one year

Trade creditors

Other taxation and social security
Accruals and deferred income
Other creditors

Creditors: amounts falling due after more than one year

Amounts owed to group undertakings

Fixtures and Computer

fittings  equipment Total
£ £ £
92,224 141,312 233,536
- 17,281 17,281
92,224 158,593 250,817
22,754 114,110 126,864
19,608 32,512 52,120
42,362 146,622 188,984
49,862 11,971 61,833
69,470 27,202 96,672

2005 2004

£ £

1,610,757 133,590

7,257 8,561

34,848 37,024

1,652,862 179,175

2005 2004

£ £

57 2,308

35,580 33,566

1,370,235 37,189

4,741 3,551

1,410,613 76,614

2005 2004

£ £

- 297,684

- 297,684

12
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Alcatel IP Net_work_s L_i_mited

Notes to the financial statements
at 31 December 2005

Provisions for liahilities and charges

Employers’

National Insurance

£

At 1 January 2005 -
Charged to the profit and loss account 192,707
At 31 December 2005 192,707

A number of the company’s employees have been granted stock options over the shares of the company’s
ultimate parent company, Alcatel S.A.. The company is liable to pay National Insurance, currently 12%,
on the difference between the option exercise price and the market value of the related shares when the
options are exercised.

Accordingly, the company has made a provision of £192,707 in relation to the stock options. The
provisions are expected to be utilised over varying periods of up to 4 years, being the periods over which
the options vest. The total National Insurance liability on options granted is caleulated and then that
proportion relating to the period vested is recognised as a provision.

The amount of the National insurance payable on the stock options will depend on the number of UK
employees who remain with the company and when they exercise their options, the market price of the
parent company’s common shares at the time of exercise and the prevailing National Insurance rates at the
time.

Pensions

The company operates a defined contribution pension scheme. Contributions are charged to the profit and
loss account as they become payable. Outstanding contributions at 31 December 2005 were £nil (2004:
£10,892).

Capital commitments
Amounts contracted for but not provided in the financial statements amounted to £7,742 (2004: £nil).

Commitments under operating leases
At 31 December 2005 the company had annual commitments under non-cancellable operating leases as set
out below:

2005 2004

Land and Land and
buildings Other buildings Other
£ £ £ £

Operating leases which expire:
Within one year - - - -
In two to five years 53,200 - 53,200 -
In over five years - - - _
53,200 - 53,200 -
13
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Notes to the financial statements
at 31 December 2005

Share capital

Ordinary shares of £1 each

2005

100

Authorised
2004
£

100

Allotted, called up and fully paid

2005 2004
No. £ No. £
Ordinary shares of £1 each 1 1 1
Reconciliation of shareholders’ funds and movement on reserves
Profit and loss Total share-
Share capital account  holders’ funds
£ £ £
At 1 January 2004 1 {70,564) (70,563)
Profit for the year - 109,519 109,519
At 31 December 2004 1 38,955 38,956
Profit for the year - 208,325 208,325
At 31 December 2005 1 247,280 247,281

Ultimate parent company

The company is under the immediate control of Alcatel USA Sourcing L.P. which holds 100% of the
company’s issued share capital (2004 held by Alcatel IP Networks Inc). Alcatel USA Sourcing L.P. is
incorporated in the USA and is part of a group headed by a company incorporated in France, Alcatel S.A.

14




