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Alcatel IP Ntworks Limited

Directors’ report

The directors present their report and financial statements for the year ended 31 December 2007

Results and dividends
The profit for the year amounted to £550,442 (2006 restated profit of £554,120) The directors do not
recommend the payment of any dividends (2006 £ml)

The directors report has been prepared m accordance with the special provisions relating to small sized
companies under section 246 (4) (a) of the Compames Act 1985 and therefore an Enhanced Business
Review 1s 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-Lucent 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

Ah Sadig
Mark Smallwood
Rudi Strubbe

There are no directors’ interests requiring disclosure under the Compames Act 1983

Directors’ liabilities

The company has granted an indemnuty to one or more of 1ts directors against hability 1n respect of
proceedings brought by third parties, subject to the conditions set out in the Companies Act 1985 Such
qualifying third party indemmity provision remains 1n 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

s to the best of each director's knowledge and belief, there 15 no mformation relevant to the
preparation of their report of which the company’s auditors are unaware, and

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

information

Auditors
A resolution to reappomt Emst & Young LLP as auditors will be put to the members at the Annual General
Meeting

By order of the Board

;/w L/(
Mark Smallwgod
Darector

P23 10) 200%




Alcatel IP Networks Limited 7 o

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 Umted 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 m accordance with United Kingdom
Generally Accepted Accounting Practice (United 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 pertod In prepanng those financial statements,
the directors are required to

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

e state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained 1n the financial statements, and

L prepare the financial statements on the going concern basis unless 1t 1s inappropriate 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 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
rregularities

Legislation i the Umted Kingdom governing the preparation and dissemination of financial statements
may differ from legislation in other junsdictions
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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 2007 which comprise
the Profit and Loss Account, the Statement of Total Recogmised Gains and Losses, the Balance Sheet and
the related notes ! to 19 These financial statements have been prepared under the accounting policies set
out therein

This report 1s 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 permutted 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

e duectors’ responsibilities for preparing the Annual Report and the financial statements in accordance
with applicable 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 1n 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 whether in our
opinion the information given in the directors' report 1s consistent with the financial statements

In addition we report to you if, in our opinion, the company has not kept proper accounting records, 1If 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 1s not disclosed

We read the directors’ report and consider the implications for our report 1if we become aware of any
apparent nusstatements within it

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued
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 [t also includes an assessment of the sigmificant
cstimates and judgments made by the directers in the preparation of the financial statements, and of
whether the accounting polictes 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 irregulanty or
ennor In fornung our opmion we also evaluated the overall adequacy of the presentation ot information n
the financial statements
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Independent auditors’ report

to the members of Alcatel [P Networks Limited (continued)

Opinion

In our optnion

the financial statements give a true and fair view, in accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the compagy's affairs as at 31 December 2007 and of
its profit for the year then ended,

the financial statements have been properly prepared in accordance with the Companes Act 1985,
and

the information given in the directors' report 1s consistent with the financial statements

Etnst & Young LLP

Registered Auditor w -~ \bu.h% \-\P

Reading

Date

D—'\*-.‘QOQ%




Alcatel IP Networks Limited
. !

Profit and loss account
for the year ended 31 December 2007

{as restated)

2007 2006

Notes £ £

Turnover 2 5,142,653 4,210,749
Cost of sales 4,678,215 3,721,563
Gross profit 464,438 489,186
Admunistrative expenses 152,016 248,335
Operating profit 3 312,422 240,851
Bank interest receivable 6 11,900 5,345
Interest payable and simular charges 7 - -
11,900 5,345

Profit on ordinary activities before taxation 324,322 246,196
Tax on profit on ordinary activities 8 226,120 307,924
Profit for the financial year transferred fo reserves 350,442 554,120

Statement of total recognised gains and losses
for the year ended 31 December 2007

(as restated)

2007 2006

£ £

Profit for the financial year 550,442 554,120

Total recogmised gains and losses relating to the year 550,442 554,120
Prior year adjustment (note 1) 307,924
Total gans and losses recognised since last annual report 858,366




Alcatel IP Networks Limited

Balance sheet
at 31 December 2007

Fixed assets
Tangible assets

Current assets
Debtors
Cash 1n hand

Credrtors: amounts falling due within one year
Net current assets

Total assets less current hiabilities
Provisions for liabilites and charges

Net assets

Capital and Reserves
Called up share capital
Profit and loss account

Equity shareholders’ funds
Approved by the Board

M (A

Mark Smallwood
Director

pate 22 /10) 200%

Notes

10

11

12

17
18

18

(as restated)

2007 2006
£ £
35,113 63,361
4,451,051 2,006,087
203,286 197,090
4,654,337 2,203,177
3,213,816 1,296,152
1,440,521 907,025
1,475,634 570,336
23,415 92,547
1,452,219 877,839
1 1
1,452,218 877,838
1,452,219 877,839




Alcatel IP Networks Limited

Notes to the financial statements
at 31 December 2007

Accounting policies

Basis of preparation

The financial statements are prepared under the historical cost convention and 1n accordance with
applicable accounting standards

Prior year adjustment

A prior year adjustment has been made 1n relation to tax losses for the years ended 31 December 2004, 31
December 2005 and 31 December 2006 that were group relieved The umpact has been to increase the
corporation tax credit and amounts due from group undertakings by £307,924

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 subsichanes under FRS 1 This 1s on the basis that group financial statements including the
results 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
Amernica These financial statements are included in the consolidated financial statements of the ultimate
parent company, Alcatel Lucent, a company ncorperated 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 Lucent group

Fixed assets
All fixed assets are imitially recorded at cost

Depreciation

Depreciation 1s 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 1ts expected
useful life, as follows

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

Deferred taxation

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

s deferred tax assets are recogmsed only to the extent that the directors consider that 1t 1s more
likely than not that there wall be suitable taxable profits from which the future reversal of the
underlying tming differences can be deducted

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

Foreign currencies
Transactions 1n foreign currencies are recorded at the rate ruling at the date of the transaction

Meonetary assets and habilities 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 1n the profit and loss account on a straight line basis
over the lease term




Alcatel IPNetworks Limited |

Notes to the financial statements
at 31 December 2007

Accounting policies {continued)

Pension costs

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

Share-based payment

The company has applied the requirements of FRS 20 {IFRS 2) ‘Share-based Payment® In accordance
with the transitional provisions, FRS 20 has been apphed to all grants of equuty instruments after 7
November 2002 that were unvested as of 1 January 2005

The company 1ssues equity-settled share-based payments to certain employees Equity-settled share-based
payments are measured at fair value (excluding the effect of non market-based vesting conditions) at the
date of grant The fair value determined at the grant date of the equity-settled share-based payments 1s
expensed on a straight-line basis over the vesting period, based on the company’s estimate of shares that
will eventually vest and adjusted for the effect of non market-based vesting condinons

Stock option fair value 1s calculated at grant date {1 e date of approval of the plan by the Alcatel-Lucent
Board of Directors) using the Cox-Ross-Rubinstein binormal model This model permuts consideration of
the option’s charactenstics, such as exercise prnice and expiry date, market data at the time of 1ssuance, the
mterest rate on nsk-free secunties, share price, expected volatilhity at grant date and expected dividends,
and behavioural factors of the beneficiary, such as expected early exercise It 1s considered that a
beneficiary will exercise lus/her option once the potennal gain becomes higher than 50% of the exercise
price

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

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

An analysis of turnover by geographical market 1s given below

2007 2006

£ £

United Kingdom - -
Rest of the world 5,142,653 4,210,749

5,142,653 4,210,749

Operating profit
Thus 1s stated after charging/(crediting)

2007 2006

£ £

Auditors’ remuneration - audit services 11,800 10,500
- non-audit services - -

Depreciation of owned fixed assets 41,637 35,223
Operating lease rentals - land and buildings 50,540 50,540
- plant and machinery 20,183 20,183




Alcatel |P Networks Limited

Notes to the financial statements
at 31 December 2007

Staff costs
2007 2006
£ £
Wages and salaries 4,076,352 3,216,779
Social security costs 423,754 434,243
Qther pension costs 84,338 78,425
4,584,444 3,729,447

Included 1in wages and salaries 1s a total expense of share-based payments of £23,938 (2006 £76,438) of
which £23,938 (2006 £76,438) anses from transactions accounted for as equity-settled share-based

payment transactions

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

2007 2000
No No
Research and development 11 11
11 11
Directors’ emoluments
2007 2006
£ £
Emoluments 279,846 452,508
Company contributions to money purchase pension schemes 8,888 8,888
2007 2006
No No
Members of money purchase pension schemes 1 1
All amounts are 1n respect of the highest paid director
Interest receivable
2007 2006
£ £
Bank interest receivable 11,900 5,345
Interest payable and similar charges
2007 2006
£ £

Bank interest payable -

10



Notes to the financial statements
at 31 December 2007

Taxation on ordinary activities
{a)  Tax onprofit on ordinary activities
The tax charge 18 made up as follows

Current tax
UK corporation tax
Adjustment 1n respect of previous years

Total current tax (note 8(b))

(b)  Factors affecting current tax charge

(as restated)
2007 2006
£ £

(226,120)  (180,923)
—  (127,001)

(226,120)  (307,924)

The tax assessed on the profit on ordinary activities for the year 1s lower than the standard rate of

corporation tax 1n the UK of 30% (2006 30%)

The differences are reconciled below

Profit on ordnary activities before tax

Profit on ordinary activities at the standard rate of corporation tax of 30%

(2006 30%)

Effects of

Research and development tax relief
Expenses not deductible for tax purposes
Depreciation i excess of capital allowances
Other nmng differences

Adjustment in respect of previous years

Total current tax (note 8(a))

(c) Deferred tax

The deferred taxation asset not recognised 1n the financial statements 1s as follows

Capital allowances m advance of depreciation
Tax losses available

(as restated)

2007 2006

£ £
324,322 246,196
97,297 73,859

(344,117)  (276,061)
8,209 -
12,491 10,567

- 10,712

—  (127,001)

(226,120)  (307,924)

2007 2006

£ £
52,937 40,446
69,013 69,012
121,950 109,458

The deferred tax asset has not been recognised due to uncertamty over the availability of suitable future

taxable profits

Under the 2007 Finance Act, the rate of UK corporation tax 1s reduced from 30% to 28% with effect from

1 Apnl 2008

The effect of thus change on the unrecogiused deferred tax asset has been taken into account i preparing

these financial statements

i
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Notes to the financial statements

at 31 December 2007

Tangible fixed assets

Cost
At 31 December 2006
Additions

At 31 December 2007

Depreciation
At 31 December 2006
Charge for the year

At 31 December 2007

Net book value
At 31 December 2007

At 31 December 2006

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 securnity
Accruals and deferred income
Other creditors

Fixtures and Computer

fittings equipment Total
£ £ £
92,224 195,344 287,568
3,208 10,181 13,389
95,432 205,525 300,957
58,146 166,061 224207
16,485 25,152 41,637
74,631 191,213 265,844
20,801 14,312 35,113
34,078 29,283 63,361

(as restated)

2007 2006

£ £

4,393,562 1,954,454

17,718 17,946

39,971 33,687

4,451,051 2,006,087

2007 2006

£ £

26,134 8,165

38,650 41,157

3,148,221 1,245,341

811 1,489

3,213,816 1,296,152

12
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13.

14.

Alcatel IP Networks Limited

Notes to the financial statements
at 31 December 2007

Provisions for liabilities and charges

Employers’
National Insurance
£

At 31 December 2006 92,547
Charged to the profit and loss account (69,132)

At 31 December 2007 23415

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

12 8%, on the difference between the option exercise pnce and the market value of the related shares when
the options are exercised

Accordingly, the company has made a provision of £23,415 m relation to the stock options The
provisions are expected to be utihised over varying periods of up to 4 years, being the periods over which
the options vest The total National Insurance liability on options granted 1s calculated and then that
proportien relating to the period vested 1s recognised as a provision

The amount of the National Insurance payable on the stock options will depend on the number of UK
employees who remawn with the company and when they exercise thewr options, the market price of the

parent company’s common shares at the time of exercise and the prevailing Nanional Insurance rates at the
nme

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 2007 were £ml (2006
£ml)

Share-based payments

Share-based payment plan

The employees of the company have been granted share options m the ultimate controlling company
Alcatel Lucent, a company mncorporated in France

The expense recognised for share-based payments in respect of employee services received duning the year
to 31 December 2007 15 £23,938 (2006 £76,438) The portion of that expense ansing from equity-settled
share-based transactions 1s £23,938 (2006 £76,438)

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

2007 2007 2006 2006

No WAEP No WAEP

€ €

QOutstanding at 1 January 279,777 827 283,012 814

Granted during the year 7,500 910 9,500 1170

Forfented during the year - - - -

Exercised dunng the year - - {12,735) 797

Expired during the year - - - -

Outstanding at 31 December 287,277 8§27 279,777 827
Exercisable at 31 December 205,216 194,844

13
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Notes to the financial statements
at 31 December 2007

Share-based payments (continued)
The weighted average contractual life for the share options outstanding at 31 December 2007 1s 3 85 years
(2006 4 76 years)

The fair value of the equity settled share options granted 1s estimated as at the date of grant usmg the Cox-
Ross-Rubinstein binomual pricing model The following table hists the main mputs to the mode! used for
the years ended 31 December 2007 and 31 December 2006

2007 2006
For the year ended 31 December
Rusk free interest rate (%) 40 35
Expected dividends (%) 08 10
Expected volatility (%) 330 320
Vesting period {years) 4 40
Exercise period (vears) 4 40
Weighted average fair value of the granted options (€ per option) 304 366

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 volatihity 1s
indicative of future trends, which may also not necessarily be the actual outcome

In addition, a behavioural factor 1s retained It 1s considered that a beneficiary will exercise his/her option
once the potential gain becomes higher than 50% of the exercise price

Capital commitments
Amounts contracted for but not provided m the financial statements amounted to £n1l (2006 £ml)

Commitments under operating leases
At 31 December 2007 the company had annual commitments under non-cancellable operating leases as set
out below

2007 2006

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

Operanng leases which expire

Within one year 53,200 - - -
In two to five years - - 53,200 -
In over five years - - - -
53,200 - 53,200 -

14
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AIcateIlP etworks Lirmited

Notes to the financial statements
at 31 December 2007

Share capital

Authorised

2007 2006

£ £

Ordinary shares of £1 each 100 100

Allotted, called up and fully paid

2007 2006
No £ No £
Ordnary shares of £1 each 1 1 1 1

Reconciliation of shareholders’ funds and movement on reserves

Share  Profit and loss Total share-

capital account  holders’ funds

£ £ £

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 as previously stated 1 569,914 569,915
Prior year adjustment - 307,924 307,924
At 31 December 2006 as restated 1 877,838 877,839
Share-based payment - 23,938 23,938
Profit for the year - 550,442 550,442
At 31 December 2007 1 1,452,218 1,452,219

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 incorporated 1n the USA and 1s part of a
group headed by a company incorporated in France, Alcatel Lucent

15




