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Alcatel IP Networks Limited
“

Statement of directors’ responsibilities in respect of
the financial statements

The directors present their report and financial statements for the year ended 31 December 2006

Results and dividends
The profit for the year amounted to £246,196 (2005 profit of £71,674) The directors do not recommend
the payment of any dividends (2005 £mil)

The directors report has been prepared 1n accordance with the special provisions relating to small sized
companies under section 246 (4) (a) of the Compamies Act 1985 and therefore an Enhanced Business
Review 15 not presented

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 dunng the year were as follows

Al Sadyg
Mark Smallwood
Rud: Strubbe

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

Directors’ liabilities

The company has granted an indemnity to one or more of its directors against liability 1n respect of
proceedings brought by third parties, subject to the conditions set out in the Companies Act 1985 Such
quahifying third party indemnity provision remains in force as at the date of approving the directors’ report

Directors' statement as to disclosure of information to auditors

The directors who were members of the board at the time of approving the directors' report are listed on
page 1 Having made enquines of fellow directors and of the company's auditors, each of these directors
confirms that

® to the best of each director's knowledge and behef, there 1s no information relevant to the
preparation of thewr report of which the company’s auditors are unaware, and

e each director has taken all the steps a director might reasonably be expected to have taken to be
aware of relevant audit infermation and to establish that the company's auditors are aware of that

information

By order of the Board

Mark Smallwoo

Director

Date 31 /tof 2003
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Statement of directors’ responsibilities in respect of
the financial statements

The directors are responsible for preparing the Annual Report and the financial statements 1n accordance
with applicable United Kingdom law and Umited Kingdom Generally Accepted Accounting Practice

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

e  select suitable accounting poiicies and then apply them consistently,
e  make judgments and estimates that are reasonable and prudent,

e  state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained i the financial statements, and

e  prepare the financial statements on the going concern basis unless 1t 15 mappropnate to presume
that the company will continue 1n business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy
at any time the financial posttion of the company and to enable them to ensure that the financial statements
comply with the Comparues Act 1985 They are also responsibie for safeguarding the assets of the
company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularties

Legislation 1n the United Kingdom governming the preparation and disserination of financial statements
may differ from legistation 1n other junsdicuons
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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 2006 which comprise
the Profit and Loss Account, the Statement of Total Recognised Gains and Losses, the Balance Sheet and
the related notes | to 19 These financial statements have been prepared under the accounting policies set
out theren

This report 1s made solely to the company's members, as a body, in accordance with Section 235 of the
Companies Act 1985 OQur 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’ responsibilities for preparing the Annual Report and the financial statements in accordance
with apphcable United Kingdom law and Accounting Standards (United Kingdom Generally Accepted
Accounting Practice) are set out in the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements tn 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 1n accordance with the Companies Act 1985 We also report to you whether in our
opinion the information given in the directors’ report 15 consistent with the financial statements

[n addition we report to you If, in our opimon, the company has not kept proper accounting records, 1f we
have not recerved all the information and explanations we requure for our audit, or 1f 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 nisstatements within it

Basis of audit opinion

We conducted our audit 1n accordance with International Standards on Auditing (UK and Ireland) 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 1t also includes an assessment of the significant
estimates and judgments made by the directors in the preparation of the financial statemeats, and of
whether the accounting policies are appropriate to the company's circumstances, consistently apphed and
adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary n 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 informatian in
the financial statements
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Independent auditors’ report

to the members of Aicatel IP Networks Limited (continued)

Opinion
Iny our opinion
* the financial statements give a true and fair view, 1n accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the company's affairs as at 31 December 2006 and of
its profit for the year then ended,
+ the financial statements have been properly prepared in accordance with the Compames Act 1985,
and
®  the information given in the directors’ report 1s consistent with the financial statements

LAZ..DM/’

Emst & Young LLP
Registered Auditor
Reading

Date 3/ 0646&/' 2“—7
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Profit and loss account
for the year ended 31 December 2006

{Restated)
2006 2005
Notes £ £
Turnover 2 4,210,749 3,045,241
Cost of sales 3,721,563 2,744 836
Gross profit 489,186 300,405
Administrative expenses 248,335 233,519
Operating profit 3 240,851 66,886
Bank interest receivable 6 5,345 4. 865
Interest payable and similar charges 7 - 7N
5,345 4,788
Profit on ordinary activities before taxation 246,196 71,674
Tax on profit on ordinary activities 8 - -
Profit for the financial year transferred to reserves 246,196 71,674
Statement of total recognised gains and losses
for the year ended 31 December 2006
(Restated)
2006 2005
£ £
Profit for the financial year 246,196 71,674
Equity credit - share-based payment 76,438 136,651
Total recogmised gains and losses related to the year 322,634 203,325
Prior year adjustment to the profit and loss account - FRS 20 (136,651)
Equity credit - share-based payment 136,551
Total gans and losses recognised since last annual report 322,634
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Balance sheet
at 31 December 2006

Fixed assets
Tangible assets

Current assets
Debtors
Cash 1n hand

Creditors amounts falling due within one year
Net current assets

Total assets less current habilities
Provisions for habilitres and charges

Net assets

Capital and Reserves
Called up share capital
Profit and loss account

Equity shareholders’ funds

Vin_1

Mark Smallwood
Darector

Date J1 /Mg ) 2e0-

Notes

10

11

12

17
18

18

2006 2005

£ £

63,361 61,833

1,698,163 1,652,862

197,090 135,906

1,895,253 1,788,768

1,296,152 1,410,613

599,101 378,155

662,462 439,988
92,547 192,707
569,913 247,281

1 1

569,914 247,280
569,915 247,281
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Notes to the financial statements
at 31 December 2006

Accounting policies

Basis of preparation

The financial statements are prepared under the storical cost conventton and in accordance with
applicable accounting standards

In prepaning the financial statements for the current year, the company has adopted FRS 20 "share-based
payment’ The adoption of FRS 20 has resulted 1 a change 0 accounting pohicy for share-based payment
transactions FRS 20 requires the fair value of optiens and share awards which ultimately vest to be
charged to the profit and loss account over the vesting or performance period For equity-settled
transactions the fair value 1s determined at the date of grant using the Black-Scholes option pricing model
The company does not have any cash-settled share-based payment transactions Previously, the company
did not recognise an expense for employees who were granted awards under the parent company’s various
share schemes Consequently, in 2006 additional staff costs of £76,438 (2005 £136,651) have been
recognised n the profit and loss account  The impact on retamned profits 15 mil as a corresponding credit to
reserves offsets the increase to wages and salaries costs in both years

Cash flow statement

A cash flow statement has not been prepared as the company has taken advantage of the exemption granted
10 90% or more subsidiaries under FRS 1 This 1s on the basis that group financial statements including the
resuits of the company are prepared and are publicly available

Related party transactions

The company 1s a wholly owned subsidiary of Alcatel USA Sourcing Inc, a company incorporated m
America These financial statements are included in the consolidated financial statements of the ultimate
parent company, Alcatel Lucent, a company incorporated in France, which are publicly available
Accordingly, the company has taken advantage of the exemption 1n FRS 8 from disclosing transactions
with members or investees of the Alcatel Lucent group

Fixed assets
All fixed assets are inttially recorded at cost

Depreciation

Depreciation 1s provided on all tangible fixed assets at rates calculated to write off the cost, less esimated
residual value based on prices prevailing at the date of acquisition of each asset evenly over 1ts expected
useful life, as follows

Furniture and fittings - 20% - 25% per annum
Computer equipment - 50% per annum

Deferred taxation

Deferred tax 1s recognised (n respect of all uming differences that have originated but not reversed at the
balance sheet date where transactions or events have occurred at that date that wiil result in an obligation to
pay more, or a right to pay less or to receive more, tax, with the following exception

»  deferred tax assets are recognised only to the extent that the directors consider that 1t 1s more
hikely than not that there will be suitable taxable profits from which the future reversal of the
underlying timing differences can be deducted

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply in the peniods
n which timing differences reverse, based on tax rates and laws enacted or substantively enacted at the
balance sheet date

o |
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Notes to the financial statements
at 31 December 2006

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

Monetary assets and liabihties denorminated 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 1n accordance wath the rules of the scheme

2. Turnover
Turnover which 1s stated net of value added tax, represents amounts recharged to a group company

Turnover 1s attnbutable to one conttmnng activity, the development of networking hardware and systems
for members of the Alcatel Lucent group

An analysis of turnover by geographical market 15 given below

2006 2005

£ £

United Kingdom - -
Rest of the world 4,210,749 3,045,241

4210,749 3,045,241

3. Operating profit
Thus 15 stated after charging/(crediting)

2006 2005

£ £

Auditors’ remuneration - audit services 12,000 10,500
- non-audit services - -

Depreciation of owned fixed assets 35,223 52,120
Operating lease rentals - land and buildings 50,540 50,540
- plant and machinery 20,183 20,183
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Notes to the financial statements
at 31 December 2006

Staff costs
{Restated)
2006 2005
£ £
Wages and salaries 3,216,779 2,348,715
Social security costs 434,243 327,971
Other pension costs 78,425 78,425

3,729,447 2,755,111

Included m wages and salaries 1s a total expense of share-based payments of £76,438 (2005 £136,651) of
which £76,438 (2005 £136,651) anises from transactions accounted for as equity-settled share-based
payment transactions

The monthly average number of employees during the year was as follows

2006 2005
No No
Research and development 11 10
1] 10
Directors’ emoluments
2006 2005
£ £
Emeoluments 452,508 57,604
Company contributions to money purchase pension schemes 3,388 5,184
2006 2005
No No
Members of money purchase pension schemes 1 1
All amounts are 1n respect of the highest paid director
Interest receivable
2006 2003
£ £
Bank interest receivable 5,345 4,865
Interest payable and similar charges
2006 2005
£ £
Bank interest payable - (17)

10




Alcatel IP Networks Limited

Notes to the financial statements
at 31 December 2006

Taxation on ordinary activities
(a)  Tax on profit on ordinary activities
The tax charge 15 made up as follows

2006 2005
£ £
Current tax
UK corporation tax - -
Tax underprovided 1n previous years - -
Total current tax (note 8(b}) - _
(b)  Factors affecting current tax charge
The tax assessed on the profit on ordnary activities for the year 1s lower than the standard rate of
corporation tax m the UK of 30% (2005 30%)
The differences are reconciled below
{Restated)
2006 2005
£ £
Profit on ordinary activities before tax 246,196 71,674
Profit on ordinary activities at the standard rate of corporation tax of 30%
(2005 30%) 73,859 21,502
Expenses not deductible for tax purposes (250,777) (126,112)
Depreciation 1n excess of capital allowances 10,567 -
Other nmung differences (12,545)
Group rehief not paid for 178,896 104,610
Total current tax (note 8(a)) - -
(¢) Deferred tax
The deferred taxation asset not recogmsed 1n the financial statements 15 as follows
2006 2005
F4 £
Capital allowances 1n advance of depreciation 40,446 32,202
Tax losses available 69,012 69,012
109,458 101,214

The deferred 1ax asset has not been recogmsed due to uncertainty over the availabthity of suitable future

taxable profits

From financial year 2008, the UK corporation tax rate will reduce from 30% to 28% It 1s estimated that as
a result the company’s unrecogmsed deferred tax asset will decrease by £7,297 Further changes are
anticipated n elation to capital allowances, although the impact on the company’s unrecogmsed deferred

tax asset 15 not yet quantifiable

1
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Notes to the financial statements

at 31 December 2006

Tangible fixed assets

Cost
At 31 December 2005
Additions

At 31 December 2006

Depreciation
At 31 December 2005
Charge for the year

At 31 December 2006

Net book value
At 3] December 2006

At 31 December 2005

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

Fixtures and Computer

Sfittings equipment Total
£ £ £
92,224 158,593 250,817
- 36,751 36,751
92,224 195,344 287,568
42,362 146,622 188,984
15,784 19,439 35,223
58,146 166,061 224,207
34,078 29,283 63,361
49,862 11,971 61,833

2006 2005

£ £

1,646,530 1,610,757

17,946 7,257

33,687 34,848

1,698,163 1,652,862

2006 2005

£ £

8,165 57

41,157 35,580

1,245,341 1,370,235

1,489 4,741

1,296,152 1,410,613

12
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Notes to the financial statements
at 31 December 2006

Provisions for liabilities and charges
Employers’
National Insurance
£

At 31 December 2005 192,707
Charged to the profit and loss account (100,160)

At 31 December 2006 92,547

A number of the company’s empioyees have been granted stock options over the shares of the company’s
ultimate parent company, Alcatel Lucent The company 1s liable to pay National Insurance, currently

12 8%, 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 £92,547 n relation to the stock options The
provisions are expected to be unlised over varying periods of up to 4 years, being the peniods over which
the options vest The total National Insurance hability on options granted 1s calculated and then that
proportion refating to the period vested 1s recognised as a provision

The amount of the Nattonal 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 ime of exercise and the prevailing National Insurance rates at the
time

Pensions
The company operates a defined contribunon pension scheme Contributions are charged to the profit and

loss account as they become payable Outstanding contributions at 31 December 2006 were £ml (2005
£ml)

Share-based payments

Share-based payment plan

The employees of the company have been granted share options 1n the ultimate controlling company
Alcatel Lucent, a company incorporated in France

The expense recogrised for share-based payments in respect of employee services recerved during the year
10 31 December 2006 1s £76,438 (2005 £136,651) The portion of that expense arising from equity-settled
share-based transactions 15 £76,438 (2005 £136,651)

The following table 1llustrates the number and weighted average exercise price (WAEP) of, and
movements 1n, share options during the year

2006 2006 2005 2005
No WAEP No WAEP
€ €

Outstanding at 1 January 283,012 314 283,896 803 !
Granted duning the year 9,500 1170 15,300 1000
Forfeited during the year - - - -
Exercised during the year (12,735) 797 (16,184) 797
Expired during the year - - - -
Outstanding at 31 December 279,777 827 283,012 8.14

Exercisable at 31 December 194,844 147,411
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Alcate! IP Networks lelted

Notes to the financial statements
at 31 December 2006

Share-based payments (continued)
The weighted average contractual life for the share options outstanding at 31 December 2006 1s 4 76 years
(2005 5 67 years)

The fair value of the equity settled share options granted 1s estimated as at the date of grant using a Black-
Scholes option pricing model The following table lists the mputs to the model used for the years ended 31
December 2006 and 31 December 2005

2006 2005
For the year ended 31 December
Rusk free nterest rate (%) 35 35
Expected dividends (%) 10 10
Expected volatility (%) 320 400
Vesting period (years) 40 40
Exercise period (years) 40 40
Weighted average fair value of the granted options (€ per option) 366 359

The dividend yield reflects the assumption that future dividend yields would reflect the current dividend
yield at the grant date The expected volatility reflects the assumption that the historical volatility 1s
mdicative of future trends, which may also not necessarily be the actual outcome

No other features of the options granted were incorporated into the measurement of fair value

Capital commitments
Amounts contracted for but not provided in the financial statements amounted to £ml (2005 £7,742)

Commitments under operating leases
At 31 December 2006 the company had annual comrmitments under non-cancellable operating leases as set
out below

2006 2005

Land and Land and
butldings Cther 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 -

14
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Notes to the financial statements
at 31 December 2006
17. Share capital
Authorised
2006 2005
£ £
Ordimnary shares of £1 each 100 100

Allotted, called up and fully pard

2006 2005
No £ No £
Ordinary shares of £1 each 1 1 1 i

18. Reconciliation of shareholders’ funds and movement on reserves

Share  Profit and loss Total share-

eaputal account  holders’ funds

£ £ £

At 1 January 2005 as previously reported 1 38,955 38,956
Share-based payment - 136,651 136,651
Profit for the year as restated - 71,674 71,674
At 1 January 2006 as restated 1 247,280 247,281
Share-based payment - 76,438 76,438
Profit for the year - 246,196 246,196
At 31 December 2006 1 569,914 569,915

19. Ultimate parent company
The company 1s under the immediate control of Alcatel USA Sourcing Inc which holds 100% of the
company’s 1ssued share capital Alcatel USA Sourcing Inc 1s imncorporated 1n the USA and 1s part of a
group headed by a company incorporated in France, Alcatel Lucent

15




