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South West One Limited

Chairman's Statement
For the Year Ended 31 December 2010

{ am pleased to present the financial statements of South West One Limited for the year ended 31 December
2010

South West One Limited ("SWO") is a Joint venture between IBM United Kingdom Ltd and three joint venture
partners Somerset County Council, Taunton Deane Borough Council and Avon & Somerset Police Authority
The purpose of the company 1s to modernise the business processes of these three Authorities and to deliver
improved services through a shared service structure SWO I1s engaged In major strategic projects designed to
transform public services delivery in the South West of England

During the year, SWO has again pioneered multi—agency working as a means of achieving greater efficiencies
It has successfully delivered benefits to joint venture partners and provided improved access to services within
thewr communities | believe that SWO provides a sound case for delivering these services and sharing the
benefits with other public sector organisations

Throughout the period the company has continued to consolidate services to deliver them consistently and more
efficiently to jont venture partners Our established Customer Contact Centre 15 a leading example of this
programme that has allowed the people of Somerset the benefit of a single point of access to services The
Contact Centre provides a select range of telephone numbers and internet resources for all services, so It Is

simple for customers to find the service required This has reduced call wasting times and resulted in improved
customer satisfaction

One of the company's success stones is the unique procurement service inihiative By moving procurement from
a back-end, tender focused organisation to a strategic function that can operate at the front of the business and
advise joint venture partners on the most suitable way to run procurement strategies, the procurement initiative
has led to significant cash savings in service delivery Examples of services that have benefited from this
approach are diverse and range from sourcing police uniforms to initiatives in adult social care

SWO has also been actively engaged i supporting economic and social development in Somerset by helping
promote inward investment and supporting numerous iniiatives in local schools and colleges This includes a
project to bring the first dedicated high speed broadband network to schools across the county, giving some
70,000 children and young people the ability to make use of exciting and innovative learning resources

The company’s achievements to date have been against a backdrop of some of the most challenging economic
conditions in recent times This has been most apparent in the impact of budget cuts for the joint venture
partners This affects the company's base business and whist this should provide new opportunities to extend
our model into other areas as more public authorities seek to make savings through consohidation of back office

functions and strategic procurement imtiatives, the company had not negotiated significant new contracts to
date

The mpact of the current economic ciimate in the Public Sector, combined with the changes 1n operation
considered by one of our major clients, mean that it 1s now clear that the company's ongmal business plan will
not be achheved The Board has agreed a new financial model to put the company on a more sound financial
footing from 2012

As a consequence of not achieving the company's onginal business plan, the board has concluded that it 1s
necessary to fully impair the deferred transition costs held on the company's balance sheet This impairment
charge has been expensed in the current year Deferred transition costs are defined in note 1 to the financial
statements and the reasons for impairment discussed further in note 2 which details some of the judgements in
reaching thus posiion The impairment of the deferred transition costs in 2010 will be a contributing factor to the
improved financial position of the company after 2011 and the associated work undertaken will form the bedrock
of future saving inihiatives
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South West One Limited

Chairman’s Statement
For the Year Ended 31 December 2010

The company's reported revenue for the year is £22 5 milion, with an operating pre-tax loss of £14 0 milon
before impairment of assets of £17 0 million and pre-tax losses of £31 5 mullion

it remains the goal of SWO to expand the current framework and allow other interested parties to take
advantage of this type of collaboration | am confident that the significant actons we have taken means that

SWO 1s well positioned to continue to deliver benefits to our joint venture panners and the wider Public Sector
throughout the South West of England

D Pretty

Chairman

17 January 2012
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South West One Limited
Directors’ Report
For the Year Ended 31 December 2010

The directors present their annual report and the audited financial statements of the company for the year ended
31 December 2010

Principal activity

The principal activity of the company during the year has been the provision of business processes to its Public
Sector joint venture partners Somerset County Council, Taunton Deane Borugh Council, and Avon and
Somerset Police Authority These include financial services, human resources, information technology, estates
management, facilities management and procurement

Business review

The company's principal operational activity since incorporation and commencement of trade in September 2007
has focused on the development of a fully shared services structure to support its three joint venture partners in
delivering business processes These services are delivered In line with a performance framework agreement
that encompasses the joint venture partners The contract has an eshmated value of £585 milhon In revenue,
before netting adjustments, over ten years from the commencement of trade A separate Assistance Services

Agreement exists between the company and {BM United Kingdom Lunited which covers the provision of IBM
services to the company

Dunng the year, the company has continued to expand the directly employed workforce from a headcount of 28
at the end of December 2009 to 120 at 31 December 2010 The agreement provides for the staff of joint venture
partners, undertaking roles in support of the services provided by the company, to remain employed by the
respective partner and for them to be seconded to South West One Limited {"SW0") Seconded staff members

remain public sector employees and retain the existing terms and conditions of employment as well as their
public sector pension entitlement

Seconded staff benefit from an assured employment arrangement for the duraton of the contract, as well as
having access to the very significant personal development opportunittes offered by the Information and
Communications Technology process (ICT) and expertise that IBM brings to the venture At 31 December 2010

the number of seconded staff from joint venture partners providing services via the company was 1,177 (2009
1,250)

Dunng the year, the company has continued to consolidate services to deliver them consistently to joint venture
partners This has included an aggregation of demand for common procurement needs to achieve economies
of scale In doing so, the procurement function has been re-evaluated to ensure procurement strategy Is central
to the company meeting the service and cost saving obligations to which it 1s committed
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South West One Limited

Directors’ Report
For the Year Ended 31 December 2010

Business review (continued)

SWO has consistently delivered year on year increases in savings to joint venture partners and this has
continued during the current year A summary of procurement savings that SWO has provided to joint venture

partners at 31 December 2010 (since the beginning of the contract) and those forecast for the remaining life of
the contract 1s provided below

Taunten Avon &

Somerset Deane Somerset

County Borough Police
Council Council Authornity Total
Unaudited £000 £000 £000 £000
Total Benefit Pipeline 123,164 11,336 8,102 142,602
Savings forecast from identified intiatives 58,529 2,731 4,898 66,158
Savings forecast from implemented projects 48,357 2,686 3,384 54,427
Savings delwered ta date from projects 4221 656 1,143 6,020

SWO offers a wide range of services beyond Strategic Procurement For example, SWO's Customer Contact
Cenire 15 regarded as a leading proponent of service provision, handling 37,000 calls per month, 0% of which
are answered within 20 seconds Within the Contact Centre, approximately 3,000 services are delwvered through
multiple delivery channels, including telephone, face-to-face and self service channels through the councils’
websites SWO also handles over 5,800 new benefits claims a year and processes over 16,000 changes In
customers' circumstances In the Fiscal Year 2010/11, SWOQ collected 88 21% of Council Tax and 99 01% of
Business Rates (National Non Domestic Rates), an improvement from 2009/10 (97 74% and 98 9%
respechively) SWO is also managing and/or monitoring over 21 major property projects, our Payroll department
pays over 43,000 people per month and our Accounts Payable function processes over 27,000 invoices each
month  SWO handles over 40 milion emails a year at the rate of approximately 149,000 every day

It remains the company’s ambition to expand the current framework and allow other interested public sector
authorities to join the venture and increase the company’s scope The establishment of a single shared services
structure and the expenence of dealng with the inevitable change management I1ssues apparent In a

collaboration of this nature will reduce the cost and make it easier to incorporate new partners to the joint
venture in the future

While the affect of budget cuts for authonties have added to the adverse trading conditions the company faces in
the wider economy, the result of these cuts 1s that all public authorties must seek new ways to reduce
expenditure Ths places the company in a position of being able to provide a solution to the problems faced by
such Authorties and thus opportunities for expansion are believed to be feasible SWO has responded to
Invitations To Tender (ITTs) from a Unitary Authonty and other Police Forces and proactively made several bids
during 2010 to utihse the infrastructure created by the company SWO has also hosted several visits to Taunton

and Portishead from interested parties (including County Councils, District Councils and Police Forces) keen to
view the work the company 1s doing at first hand
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South West One Limited

Directors' Report
For the Year Ended 31 December 2010

Business review (continued)

The company's financial results for the year ended 31 December 2010 with comparatives are

2010 2009
£000 £000
Revenue 22,491 34,999
Operating loss (30,977} (16,150)
Cash and cash equivalents 3,081 626
Net liabilities (36,380) (13,666)

Financial performance 1s monitored through monthly management accounts which include revenue, profitabiity,
and cash collection reviews

Revenue fell on an annualised basis as the establishment of the shared services infrastructure came to an end
This was In line with the revised business forecast to extend the transformational phase of the project into the
third full year of trading

The operating loss reflects the extended transformation timeline, the impact of market conditions and the
impairment of the deferred transition costs asset It also reflects the difficulty in reaching the efficiency levels
that are required to fund the savings which are guaranteed to the jomnt venture partners through service
improvements, procurement savings or operation cost reductions The programme of transformational projects,
including the implementation of SAP Enterprise Resource Planning Software means the company now has a
joined-up support function Thrs operates across all its operations, supporting some 14,000 users, and assisting
the company to continue to make cost reductions that counterbalance the effect of budget cuts for joint venture
partners

It s now clear that the onginal business model for the company will not be achieved As explamned in note 2, the
board have undertaken a detailed review of the future profits of the company This assessment, which takes into
consideration a number of jJudgements, has led 1o the decision to fully impair the deferred transition cost asset to
a carrying value of nil at 31 December 2010 {see note 11) This has increased the company's operating loss by
£17 0 milhon

Deferred transition costs were previously being amortised over the life of the contract and so a full impairment of
these during the year under review has significantly increased the operating loss of the company Accounting for
the mpairment duning 2010 means there 1s no longer a need to account for amaortisation n future periods and so
the financial performance will be enhanced as a result These and other improvements to the financial position
of the company will become most apparent when the implementation of the financial improvement plan begins in
2012 The financial improvement plan 1s structured to put the company on a more sound financial footing from
2012

The directors have not paid nor proposed any dividends for the current or previous penod
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South West One Limited

Directors’ Report
For the Year Ended 31 December 2010

Key performance indicators

The company uses an extensive range of key performance and service delivery indicators (KPIs) to measure
and manage the business The board of directors and key management regularly monitor progress of the

overall service delivery strategy as well as the individual strategic elements of the contract by reference to these
KPIs

The overall results of these KPIs for the years ended 31 December 2010 and 31 December 2009 are
summarnsed below

2010 2009
KPls Total KPls Total

Unaudited achieved KPIs % achieved KPIs %
Somerset County
Council 34 36 944 % 31 33 939 %
Taunton Deane Borough
Council 41 46 890 % 40 42 952 %
Avon & Somerset Police
Authonty 37 41 902 % 31 36 861 %
All customers 112 123 911 % 102 111 919 %
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South West One Limited

Directors’ Report
For the Year Ended 31 December 2010

Principal nsks and uncertainties
The management of the business and the execution of the company's strategy are subject to a number of risks

Risks are formally reviewed by key management and appropriate processes established to monitor and mitigate
these where possible

Competifion

The company operates in a highly competitive market but through its unique collaboration with IBM it has an
ability to innovate and integrate, which sets it apart from its competition

Customer base

The customer base 15 currently restricted to public sector bodies m the southwest of England  Future

development 1s to focus on expanding the customer base to other public sector organisations throughout the
United Kingdom

Political and econormic nsk

The company has been set up with the sole purpose of providing services to joint venture partners and other
public sector agencies Future performance may be impacted by changes in political leadership or the direction
within government, and through potential budgetary restrictions imposed on current and future customers

System transformation

A cross-functional SAP system was introduced during the prior year The success of the company 1s likely to be
impacted If the expected benefits gained through improved efficiencies and savings are not fully realised The
performance of the SAP project 1Is monitored closely through KPIs to ensure that issues are identified and
remedial achon undertaken

Financial risk management

The company i1s exposed to a varety of financial nsks as a result of its operations including the effects of
changes in market price, credit risk, liquidity risk, interest rate sk and currency nsk The company has a strong
nsk management programme In place that 1s aligned to the worldwide programme of the company's ultimate
parent company, International Business Machines Corporation

Price nsk

The financial nsk posed by external vendors 1s overseen by the company's central procurement function
Procurement 15 the only business unit iIn SWQ that 1s authonised to make financial commitments to external
vendors The unit has responsibility for achieving overall value for the company and joint venture partners in
terms of suppler selection at optimum price All procurement activities are camed out under worldwide IBM
guidelines

Foreign exchange nsk

The activities of the company are local to the United Kingdom and foreign exchange 1s not considered to be a
nsk due to all transactions currently being denominated in British Pound Sterling The company does not use
derivatives
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South West One Limited

Directors' Report
For the Year Ended 31 December 2010

Principal nisks and uncertainties {continued)

Credit nsk

The company has policies in place that require appropriate credit checks to be carrned out on potental
customers before sales are made Regular reviews of credit imits on existing customers are also carried out
The company's customer base 1s comprised of pnimanly large UK Public Sector organisations and the directors
believe that this reduces the company's exposure to credit nsk

Interest rate nsk

Interest 1s paid on the dally balance owing to group undertakings and earned on cash held on deposit The
company uses the vanable one month interest rate as the basis for interest calculations

Liguidity nsk

The company maintains its finance facilties with IBM Treasury Centre in Ireland to ensure it has sufficient funds
available for operations and planned expanswons There s a letter of support in place from IBM United Kingdom
Holdings Limited confirming its intention to support the company and enable it to meet its comrmutments in any
hquidity shortfall Borrowing of this nature has, up until the balance sheet date, been treated as short term debt

finance, repayable on demand, meaning that the cumulative losses to date have in effect been funded by an
unsecured credit facility from IBM

IBM has taken secunty over any further debt finance provided after 17 January 2012, which secures all future
funding by IBM to a imit of £100 millen This provides IBM with fixed and floating charge secunty over the

company's assets This facility 1s interest bearing at LIBOR plus 30 basis poinis and has no fixed capital
repayment terms

Supplier payment policy and practice

The company agrees payment terms with its third-party (non-1BM) supphiers when it enters into binding purchase
contracts The company seeks to abide by the payment terms agreed with these suppliers whenever it I1s
satisfied that the suppler has provided the goods and services in accordance with the agreed terms and
conditions The company had an average of 38 days purchases outstanding within trade payables at the year
end (2009 42 days)

Future developments

The large scale reduction In central government funding announced by the current coalition government
presents the company with two principal opportunittes Firstly, SWO 1s ideally placed to assist joint venture
partners In meeting the cost challenges they face as a result of reductions in funding Secondly, the directors
believe that SWO's mature shared services operation and process re-engineering expertise can be extended to
other public sector authonties facing a simitar challenge As a pioneer in the shared approach to public services
now being advocated by central government, SWO 1s unigquely placed to benefit from future investment in this
area This positon will be enhanced by the Board's approval of the financial improverment plan, designed to
focus on all aspects of performance and put the company 1s a stronger financial posiion for the future
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South West One Limited

Directors® Report
For the Year Ended 31 December 2010

Going Concern

The company has made a loss after tax of £227 milhon (2009 £119 mullon) and has net labiliies of
£36 4 milon (2009 £13 7 million} After making enquinies, the directors have a reasonable expectation that the
company has adequate resources to continue in operational existence for the foreseeable future and that funds
will be avallable to settle its habilities when required The company's immediate parent undertaking, IBM United
Kingdom Holdings Limited, has confirmed its intention to support the company to enable it to meet its
commitments as they fall due For this reason, the directors continue to adopt the going concern basis in
preparing the financial statements
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South West One Limited

Directors' Report
For the Year Ended 31 December 2010

Directors

The directors who served the company during the year and up to the date of signing the financial statements
{and their principal employer) were as follows

Sir J Tidmarsh (Chairman) South West One Limited (resigned 30 Jun 2011)
D Pretty {Chairman) South West One Limited (appointed 01 Sep 2011)
R Little Somerset County Council
S Coles Taunton Deane Borough Council (resigned 08 Jun 2010)
W McMahon Taunton Deane Borough Council (appointed 24 Jun 2010)
(resigned 20 May 2011)
B Nottrodt Taunton Deane Borough Council (appointed 20 May 2011)
C Port Avon and Somerset Police Authonty (resigned 30 Aug 2011)
J Smith Avon and Somersel Police Authonty (appointed 05 Sep 2011)
J Granger IBM United Kingdom Limited {resigned 25 Jun 2010)
C Wyatt IBM United Kingdom Limited {appomnted 25 Jun 2010)
G Butterworth IBM United Kingdom Limited
S Humberstone IBM United Kingdom Limited

fn accordance with the company’s Articles of Association, the directors are entitled to appont alternate directors
Alternate directors have the same powers to attend, speak, and vote at meetings as the principal directors The
alternate directors who served during the year (and therr prnincipal employer) were as follows

D Huxtable Somerset County Council (appomnted 26 Mar 2010)

J O'Brien Taunton Deane Borough Councit {appointed 24 May 2010)

W McMahon Taunton Deane Borough Councit (appointed 08 Jun 2010)
(resigned 24 Jun 2010)

P Watson Taunton Deane Borough Council (appointed 28 Sep 2010)

Dr M Hamin Avon and Somerset Police Authority (resigned 29 Jul 2010)

P Heffer Avon and Somerset Police Authornty {appointed 29 Jul 2010}
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South West One Limited
Directors' Report
For the Year Ended 31 December 2010

Director {continued)

None of the directors had any interest in the contracts between the company and the joint venture partners,
except in their capacity as officers of the partner organisations

Statement of disclosure of information to auditors
In so far as the directors are aware

- there s no relevant audit information of which the company's auditors are unaware, and

- the directors have taken all steps that they ought to have taken to make themselves aware of any
relevant audit information and to establish that the auditors are aware of that information

independent auditors
PricewaterhouseCoopers LLP are deemed to be re-appointed under section 487(2) of the Companies Act 2006

Signed by order of the board

At

D Pretty
Chairman

17 January 2012
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South West One Limited

Statement of Directors’ Responsibilities
For the Year Ended 31 December 2010

The directors are responsible for prepanng 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 financial statements in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the European Umon Under company law the directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of the company and

of the profit or loss of the company for that penod In prepanng these financial statements the directors are
required to

- select suitable accounting policies and then apply them consistently,
- make judgements and accounting estmates that are reasonable and prudent,

- state whether applicable IFRSs as adopted by the European Union have been followed, subject to
any matena! departures disclosed and explained in the financial statements,

prepare the financial statements on the going concern basis unless it 1s inapproprate to presume
that the company will continue in business

The directors confirm they have complied with the above requirements in preparing the financial statements

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 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 hence for taking reasonable steps for the
prevention and detection of fraud and other irregulanties
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South West One Limited

Independent Auditors’ Report to the Members of South West One Limited
For the Year Ended 31 December 2010

We have audited the financial statements of South West One Limited for the year ended 31 December 2010
which compnse the Statement of Comprehensive Income, the Statement of Changes in Equity, the Statement of
Financial Position, the Statement of Cash Flows and the related notes The financial reporting framework that

has been applied i ther preparation 1s applicable law and International Financial Reporting Standards (IFRSs)
as adopted by the European Union

Respective responsibilities of directors and auditors

As explained more fully in the Statement of Directors’ Responsibtlities set out on page 13, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view Qur responsibility 1s {o audit and express an opinion on the financial statements in accordance with
applicable law and Intermnational 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 opinions, 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 2006 and for no other purpose  We do not, in giving
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report
is shown or into whose hands it may come save where expressly agreed by our prior consent in writing

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 Inciudes an assessment of whether the accounting policies are appropriate to the company's
circumstances and have been consistently apphed and adeqguately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall presentation of the financial statements

Opinion on financial statements

In our opinion the financial statements

- give a true and fair view of the state of the company’s affairs as at 31 December 2010 and of its
loss and cash flows for the year then ended,

- have been properly prepared in accordance with IFRSs as adopted by the European Union, and
- have been prepared in accordance with the requirements of the Companies Act 2006
Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared is conststent with the financial statements
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South West One Limited

Independent Auditors’ Report to the Members of South West One Limited
For the Year Ended 31 December 2010

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 opimon

- adequate accounting records have not been kept, or retums adequate for our audit have not
been receved from branches not visited by us, or

- the financial statements are not in agreement with the accounting records and returns, or
- certain disclosures of directors’ remuneration specified by law are not made, or

- we have not received all the information and explanations we require for our audit

R

Nicholas Smith

Senior Statutory Auditor

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants & Statutory Auditors
Southampton

17 January 2012
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South West One Limited

Statement of Comprehensive Income
For the Year Ended 31 December 2010

2010 2008

Note £000 £000

Revenue 3 22,491 34,999
Cost of sales 4 {51,733) (48,321)
Gross loss {29,242) (13,322)
Admimstrative expenses (1,735) {2,828)
Operating loss (30,977) {16,150)

Finance income 7 - 5
Finance costs 8 {563) (326)
Loss before income tax (31,540) (16,471)

Income tax credit 9 8,826 4615
Loss for the year and total comprehensive Income {(22,714) {11,856)

Ali operations are classified as continuing

The notes on pages 20 to 47 form part of these financial statements.
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South West One Limited
Statement of Changes in Equity
For the Year Ended 31 Decemher 2010

Issued Retained Total
capital earnings equity
£000 £000 £000

At 1 January 2009 10 (1,820) (1,810)
Loss for the financial year (11,856) (11,856)
At 31 December 2009 10 (13,676) {13,666)
Loss for the financial year (22,714) (22,714)
At 31 December 2010 10 (36,390) (36,380)

The notes on pages 20 to 47 form part of these financial statements.
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South West One Limited

Statement of Financial Position
As at 31 December 2010

2010 2009
{Restated)
Note £000 £000
Non-current assets
Property, plant and equipment 10 18 43
Deferred tax assets 15 108 121
Deferred transition costs 11 - 16,200
126 16,364
Current assets
inventories 12 233 521
Deferred transition costs 11 - 2,768
Trade and other receivables 13 15,195 12,980
Cash and cash equivalents 14 3,061 626
18,489 16,895
Total assets 18,615 33,259
Non-current liabilities
Deferred income 16 (3,396) {4,237)
(3,396) (4,237)
Current liabilities
Deferred income 16 (3,027) {2,650)
Trade and other payables 17 (48,572) (40,038)
{51,599) {42,688)
Total liabilities (54,995) {(46,925)
Net hiabilities {36,380) (13,666)
Issued capital and reserves
Share capital 23 10 10
Retained losses {36,390) (13,676)
Total deficit (36,380) (13,666)

Details of the 2009 restatement are included in note 16

The financial statements were approved by the directors and authonised for issue on 17 January 2012, and are
signed og their behalf by

Company registration number 06373780

The notes on pages 20 to 47 form part of these financial statements.
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South West One Limited

Statement of Cash Flows
For the Year Ended 31 December 2010

2010 2009
Note £000 £000
Net cash flow from operating activities 21 3,003 (2,132)
Cash flows from investing activities
Payments to acquire property, plant and equipment 10 (5) -
Net cash flow from investing activities {5) -
Cash flows from financing activities
Interest paid 8 {563) (326)
Interest receved - S
Net cash flows from financing activities (563) (321)
Net increase in cash and cash equivalents 2,435 (2,453)
Cash and cash equivalents at beginning of year 14 626 3,079
Cash and cash equivalents at end of year 3,061 626

Cash and cash equivalents are reconctled to the statement of financial position in note 14

The notes on pages 20 to 47 form part of these financial statements.
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South West One Limited

Notes to the Financial Statements
For the Year Ended 31 December 2010

Accounting policies

Basis of accounting

South West One Limited ("SWOQ") 1s a mited company incorporated and domiciled in Great Britain and
registered in England and Wales under the Companies Act 2006 These financial statements have been
prepared under the historical cost convention with the exception of certain items which are measured at fair
value as disclosed in the accounting policies below These financial statements have been prepared in
accordance with International Financial Reporting Standards as adopted by the European Union (IFRSs),
internatronal Financial Reporting Interpretatons Committee (IFRICs) interpretations and as applied in
accordance with the provisions of the Companies Act 2006

The principal accounting policies adopted in the preparation of the financial statements are set out below
The policies have been applied consistently to all years presented, unless otherwise stated The preparation
of financial statements in compliance with IFRSs requires the use of certain cntical accounting estimates It
also requires management to exercise judgment in the process of applying the company’s accounting
policies The areas where significant judgments and estimates have been made in prepanng the financial
statements are disclosed In the notes to these financial statements

The financial statements have been prepared on a going concern basis

New and amended standards adopted by the company
The following standards, interpretations, and amendments have been adopted in the financial statements
for the first ime for the year beginning 1 January 2010

IFRIC 18 Transfer of assets from customer (effective 1 July 2009) This amendment does not have a
material impact on the company's financial statements

New standards, interpretations and amendments not yet effective

The following standards, interpretations, and amendments have not been applied In the financial statements
for the year begmning 1 January 2010 and are not expected to have a matenal impact on the company's
future financia! statements in the period of inibal recognition

IFRS 9 Financial Instruments
|AS 24 Related party disclosure (Revised)

The company's assessment of all other new and amended standards, mandatory for the first tme for the
financial year beginning 1 January 2010, and those not yet effective, are not relevant to the company durning
the reporting penod
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South West One Limited

Notes to the Financial Statements
For the Year Ended 31 December 2010

Accounting policies (continued)

Revenue recognition
Revenue 1s measured at the far value of the consideration received or recewvable and represents amounts

receivable for goods and services provided In the normal course of business, net of discounts and sales
related taxes

The company generally recognises revenue when it has persuasive evidence of an arrangement, delivery
has occurred, the sales price 1s fixed or determinable and the abiity to collect 1s reasonably assured
Delivery does not occur until products have been shipped or services have been provided to the client, risk
of loss has transferred to the chent and the client acceptance has been obtained, client acceptance
provisions have lapsed or the company has objective evidence that the cntena specified in the client
acceptance provisions have been satisfied

The company enters into multiple-element revenue arrangements which may include any combination of
services, software and hardware A multiple-element arrangement is separated into more than one unit of
accounting If the commercial substance Is that the individual components operate independently of each
other and a rehable fair value can be attnbuted to each component If the components are not deemed to
operate independently of each other then the arrangement 1s accounted for as a whole to reflect the
company's rnight to consideration in exchange for the performance of its obligations

Revenue from sales of third-party vendor products or secondee services Is recorded net of costs when the
company I1s acting as an agent between the client and vendor and gross when the company s a principai to
the transaction Several factors are considered to determine whether the company 1s an agent or principal,
most notably where the company 1s the pnimary obligor to the client, or has inventory sk Consideration is
also given to whether the company adds meaningful value to the vendor's product or service, was involved
n the selection of the vendor's product or service, has latitude in establishing the sales pnce or has credit
nsk

Services revenue 1s recognised on a time and matenals basis, a percentage of completion method, a
straight line basis over the term of the contract or on an output basis that reflects the services provided
durning the period The methodology used i1s dependent on the nature of the contract

The company performs ongoing profitability analysis of its services contracts in order to determine whether
the latest estimates, such as revenue, costs of sales, profits, require updating If, at any tme, these
estimates \ndicate that the contract will be unprofitable, the entire estimated loss for the remainder of the
contract 1s recorded iImmediately

Long term contracts

Work in progress on long term contracts i1s valued at the lower of cost and net realisable value Revenue s
recogrised on each contract using the percentage of completion method, on a straight ine basts over the
term of the contract or as costs are incurred The methodology used 1s dependent upon the nature of the
contract Amounts receivable under long term contracts are included n trade and other receivables values
according to the work done at contract prices less payments recewved on account Full provision for future
anticipated losses and any excess of payments received over amounts recoverable 1s included in trade and
other payables
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Accounting policies (continued)

Royalties

A royalty agreement exists between the company and the ultmate parent company, International Business
Machines Corporation SWO as licensee pays a 3% net charge in connection with the profit margin
achieved on any services (excluding traded services) that it provides during the term of the agreement to
the public sector partners involved in the joint venture Payment of this royalty fee 1s made within 60 days of
the end of the preceding calendar quarter

Dividend distribution
Dwidend distribution to the company’s shareholders 1s recogmised as a liability in the company’s financial
statements in the penod in which the dividends are approved by the company’s shareholders

Finance income

Finance income represents interest income which 1s recognised on an accruals basis using the effective
interest rate method

Finance costs
Finance costs represent interest on short term borrowings

Taxation
Income tax is the current tax calculated on taxable profits or losses for the year, any adjustments in respect
of prior periods and the deferred tax charge or credit for the year

The current tax is based on taxable profits or losses for the year Taxable profits or losses differ from profits
or losses as reported In the iIncome statement because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes items that are never taxable or deductible The
company's hability or asset for current tax 1s calculated using tax rates that have been enacted or
substantively enacted by the reporting date

Deferred tax 1s recogrised on differences between the carrying amounts of assets and habiities in the
financial statements and the corresponding tax bases used in the computation of taxable profit or loss, and
Is accounted for using the hability method Deferred tax iabilities are generally recognised for all taxable
temporary differences and deferred tax assets are recognised to the extent that it 1s probable that taxable
profits will be available against which deductible temporary differences can be utiised Such assets and
liabihties are not recognised If the temporary difference anses from goodwill or from the imitial recognition
{(other than in a business combination) of other assets and liabilities in a transaction that affects neither the
taxable profit or loss nor the accounting profit or loss

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent
that it 1s no longer probable that sufficient taxable profits will be avallable to allow all or part of the asset to
be recovered

Deferred tax is calculated at the tax rates that have been enacted and that are expected to apply In the year
when the labilly i1s seftled or the asset realised Deferred tax 1s charged or credited to the income
statement, except when it relates to items charged or credited directly to equity, in which case the deferred
tax I1s also dealt with in equity
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Accounting policies (continued)

Taxation (continued)

Deferred tax assets and habilities are offset when there 1s a legally enforceable nght to set off current tax
assets against current tax habilties and when they relate to income taxes levied by the same taxation
authonty and the company intends to settle its current tax assets and liabilities on a net basis

Tax credits receivabie on losses for the year are recoverable via group relief Consideration is received on
the basis of a £1 reduction in the balance owed to group undertakings for each £1 of tax credit surrendered
as group relef

Deferred transition costs

Costs related to delivering services under long-term contractual arrangements, including costs relating to
bid and proposal activities, are expensed as incurred

Certain non-recurring costs which are directly incurred in the initial transition and transformation stages of a
specific outsourcing contract are capitalised as an asset under the heading ‘Deferred transition costs’
These consist of transition and set up costs related to the instaliation of systems and processes and are
amortised on a straight ine basis over the remaiming life of the contract The company performs periodic
reviews to assess the recoverabiiity of the deferred costs by comparing the minmum remaining contractual
cash inflows to the non-amortised contract costs If such mimimum contractual cash inflows are not
sufficient to recover the non-amortised costs, an impairment 1s recognised Any impairment of deferred
costs 1s included within the heading cost of sales and disclosed within note 4

Defined contribution retirement plans
Contributions to defined contribution retirement plans made by the company are recognised as an expense
when the employees have rendered services entitling them to the contributions

Property, plant and equipment
Property, plant and equipment held for use in the supply of goods or sewvices, or for administrative
purposes, are stated in the statement of financial position at cost less any accumulated depreciation and
accumulated impairment losses

The depreciable amount of an asset 1s determined after deducting its residual value The residual value of
an asset 15 the estimated amount that the company would obtan from the disposal of the asset, after
deducting the estimated cost of disposal at the end of its estimated useful life

Depreciation 1s charged so as to wnite off the cost of assets over therr estimated useful lives, using the
straight-ine method The estimated useful ives used In the calculation of depreciation are as follows

Property, plant and equipment 3 years

The gain or loss ansing on the disposal or retirement of an tem of property, plant and equipment I1s
determined as the difference between the sales proceeds and the carrying amount of the asset and 1s
recognised in the income statement for the penod
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Accounting policies (continued)

inventories
Finished goods are stated at the lower of cost and net realisable value

Costs compnise direct matenals and, where applicable, those overheads that have been incurred in bringing

the inventones to ther present locaton and condition Cost 1s calculated using the weighted average cost
method

Net realisable value represents the estimated selling price less all estimated costs of completion and costs
to be incurred in marketing, selling and distnbution Provision 1s made where necessary for obsolete, slow
moving and defective stocks

Financial instruments

Classes of financial instruments

The company considers cash and cash equivalents and trade and other receivables to be its classes of
financial assets Trade and other payables and payables to related parties are presented as separate
classes of financiai labilities

Financial assets and financial llabilittes are recognised intially at far value, plus directly attributable
transaction costs, in the company's statement of financiat position when the company becomes party to the
contractual provisions of the instrument In determining the farr value of its financial instruments, the
company uses a varety of methods and assumptions that are based on market conditions and nisks existing
at each reporting date For the majonty of financial instruments, standard market conventions and
techniques such as discounted cash flow analysis, replacement cost and termination cost are used to
determine fair value Al methods of assessing fair value result in a general approximation of value and such
value may never actually be realised

Financial assets

Classification

Financial assets are classified as ‘loans and receivables’
Loans and receivables

Loans and receivables are non-denvative financial assets with fixed or determinable payments that are not
quoted in an active market They are included in current assets, except for those with maturities greater
than 12 months after the balance sheet date which are classified as non-current assets Loans and
receivables are included in ‘trade and other receivables’ in the statement of financial posttion (notes 13 and
18)
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Accounting policies (continued)

Financial instruments {continued)

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and other short term, highly hiquid, investments that are
readily convertible to a known amount of cash and subject to an insignificant sk of changes in vaiue

Trade and other receivables

Trade and other receivables are measured on initial recognition at fair value and subsequently at amortised
cost

An allowance for uncollectable trade and other receivables 1s recorded based on a combination of write-off
history, ageing analysis, and any specific, known troubled accounts Below are the methodologies the
company uses to calculate its impairment reserves, which are applied consiste ntly to its different portfolios

The company reviews all trade and other receivables on a regular basis The review consists primartly of an
analysis based upon current information available about clients, such as financial statements, news reports
and published credit ratings, as well as the current economic environment, collateral net of repossession
cost and prior history Additionally, analysis 1s performed on its different collectively assessed portfolios,
based upon credit ratings, probability of default, term, asset charactenstics, and loss history to determine if
there I1s objective evidence of impairment

Objective evidence of impairment coutd include

+ significant financial difficulty of the 1ssuer or counterpart, or

+ default or delinquency in interest or principal payments, or

« 1t becoming probable that the borrower will enter bankruptey or finanoal re-organisation

If there is objective evidence that accounts receivable are imparred, the company calculates an impairment
loss by companng the asset's carrying amount and the present value of the expected future cash flows Any
resulting impairment loss 1s recognised in the income statement The carrying amount of the impaired
receivable 1s reduced through the use of a specific allowance account

Losses Incurred on trade and other receivables are charged against the allowance when management
belleves the doubtful classification of the recewable 15 confirmed Subsequent recoveries, If any, are
credited to the allowance
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Accounting policies {continued)

Financial instruments {continued)

Derecognition of financial assets

The company ceases to recognise a financial asset only when the contractual nghts to the cash flows from
the asset expire, or when  transfers the financial asset and substantially all the risks and rewards of
ownership of the asset to another entity If the company neither transfers nor retains substantialy all the
rnsks and rewards of ownership and continues to control the transferred asset, the company recognises its
retained interest in the asset and an associated lhability for amounts 1t may have to pay If the company
retains substantially all the risks and rewards of ownership of a transferred financial asset, the company

continues to recognise the financial asset and also recognises a collateralised borrowing for the proceeds
received

Financial liabilities
Classthication
Financral habilities are classified as financial labilities and measured at amortised cost

Trade and cther payables

Trade and other payables are recognised when the company becomes obliged to make future payments
resulting from the purchase of goods or services Amounts are unsecured and usually settled on standard
commercial trade terms Trade and other payables are initially measured at fair value, net of transaction
costs

Trade and other payables are subsequently measured at amortised cost using the effective interest method,
with interest expense recognised on an effective yreld basis

The effective interest method I1s a method of calculating the amortised cost of a financial habiity and of
allocating interest expense over the relevant perniod The effective interest rate i1s the rate that exactly
discounts estimated future cash payments through the expected life of the financial liabiity, or (where
approprate) a shorter pernod, to the net carrying amount on initial recogrition

Derecognition of financial liabilities

The company ceased o recognise financial habilities when the company's obligations are discharged,
cancelled or expire

Debt and equity instruments

Debt and equity instruments are classified as either habiiities or as equity Iin accordance with the substance
of the contractual arrangement

Interest and dividends

Interest and dividends are classified as expenses or as distnbutions of profit consistent with the statement
of financial position classification of the related debt or equity Instruments or component parts of compound
instruments
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Significant accounting estimates and assumptions

The application of accounting standards and policies requires the company to make estmates and
assumptions about future events that directly affect its reported financial conditton and operating
performance The accounting estimates and assumptions discussed are those that the company considers
to be most cntical to its financial statements An accounting estimate is considered cntical If both (a) the
nature of estimates or assumptions I1s matenal due to the level of subjectivity and judgment involved, and (b)
the impact within a reasonable range of outcomes of the estimates and assumptions 15 material to the
company's financial condition or operating performance

Revenue recognition

Application of the various accounting principles in IFRS related to the measurement and recognition of
revenue requires that the company make judgments and estimates Specifically, complex arrangements
with non-standard terms and conditons may require significant contract mterpretation to determine the
appropriate accounting, including whether the deliverables specified In a multiple element arrangement
should be treated as separate units of accounting Other significant judgments include determining whether
the company or a reseller 1s acting as the prnincipal 1n a transaction and whether separate contracts are
considered part of one arrangement

Revenue recognition 1s also impacted by the company's ability to estimate sales incentives, expected
returns and allowances for uncollectable receivables The company considers various factors, including a
review of specific transactions, the credit-worthiness of the customers, historical experience and market and
economic conditions when calculating these provisions and allowances

Cost to complete service conlracts

The company enters into service contracts which include multple complex work streams and
technologically demanding requirements Durning the contractual period, revenue, cost and profils may be
impacted by estimates of the ultimate profitabiity of each contract, especially contracts where the company
uses the percentage of completion method of accounting If at any tme, these estimates indicate that the
contract will be unprofitable, the entire estimated loss for the remainder of the contract 1s recorded
immediately

The company performs ongoing profitability analysis of its services contracts in order to determine whether
the latest esttmates require updating Key factors reviewed by the company to estimate the future costs to
complete each contract are future labour costs and productivity efficiencies
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Significant accounting estimates and assumptions (continued)

Impairment of deferred transition costs and future forecast losses

The performance in 2010 and the period since, has required managementto undertake a detailed review of
all aspects of the onginal business model that underpins the operations ofthe company

This review has been completed with the specific am of devising a new business and financial model for
the future operation of the company that enables it to ehminate future losses from the start of 2012 until the
expiry of the joint venture contracts A significant part of this review has involved producing a series of
forecasts to determine the means by which the goals of the new business model will be achieved |t 15
possible that the forecast financial positon of the company at the date the financial statements are
approved may need future revision as the elements of the new business model are implemented Part of
this process involves certain negotiations to be concluded with the joint venture partners Depending on the
outcome of these negotiations there remains the rnisk that these future revisions could be matenal to the
financial statements The forecast financial position to end of Iife of the contracts with the joint venture
partners are predicated on a number of assumptions, in paricular those assoclated with uncertainties that
exist around the complex confractual arrangements that SWO with the jont venture partners

The forecasts availlable at the date the financial statements are approved represent management's best
esttmate of the future performance of the company untif the end of the joint venture partner contracts in
2017 and 2018 These forecasts have indicated that losses would be sustained that need to be accounted
for in the current perod As a result of this exercise the board has assessed the carrying value of the
deferred transiton costs and concluded, based on the forecast to end of Ife, that they will not be
recoverable Accordingly an impairment charge has been taken in the current year against these assets
amounting to £17 mulkion, such that the to go position of the contacts will not 1ncur any ongoing amortisation
charges from these assets

in the prior year the Board assessed that there was no loss to go on the contracts, as it was expected that
certain revenues would be recewable under the contract These, however, have been the subject of
negotiations between the company and the joint venture partners The uncertainty over the amounts has
contributed to the assessment in these financial statements that a loss to go 15 appropriate
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3 Revenue

2010 2009
{Restated)
£000 £000
Analysis by customer
Somerset County Council 33,015 42,569
Taunton Deane Borough Council 5,911 6,014
Avon and Somerset Police Authority 20,410 23,016
Sales to third parties 5,967 5,201
Gross revenue 65,303 76,800
Less Pass through revenues (42,812) (41,801)
Net revenues as recognised 22,491 34,999
2010 2009
{Restated)
£000 £000
Analysis by segment
Operational 51,613 53,487
Transformational 1,168 14,211
Traded and other services 12,522 9,102
Gross revenue 65,303 76,800
Less Pass through revenues (42,812) {41,801)
Net revenues as recognised 22,491 34,999

Revenue related to operational services 1s eamed through the provision of day to day processes and
services to the joint venture partners Revenue from the transformation activity relates to the re-engineering
and streamlining of existtng processes previously used of joint venture partners to allow the company to
deliver cost savings and efficiencies to joint venture partners Revenue from traded and other services is
generated by undertaking services on behalf of joint venture partners that do not form part of core
operational activities and from sales made to third parties

The 2009 comparative figures for both types of revenue analysis have been restated to reflect the addittonal
categonsation of revenues that has been appled to the equivalent analysis for 2010 The signed 2008
accounts previously disclosed revenue from Somerset County Council as £44 3 mithon and revenue from
third parties as £3 4 million These also disclosed the operational segment revenue as £55 1 million and the
traded and other services revenue as £3 4 milion These restatements have no impact on the underlying
result for 2009 and are for consistency and disclosure purposes for this note only
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Revenue (continued)

Pass through revenues

Pass through revenues relate to (@) amounts that have been charged to the joint venture partners in respect
of the costs related to the employees that have been seconded to the company and (b) costs related to
other third party products and services, which had initially been charged to the company by the joint venture
partners These amounts have been recorded on a net basis as the company 1S not principal to these
transactions and 1s acting as an agent

Expense by nature

2010 2008

(Restated)

£000 £000

Direct employee costs 2,194 685
Prowision of goods and services from IBM 7,805 29,763
Impairment of deferred transition costs 17,001 -

Provision of goods and services from:

Somerset County Council 20,856 26,798
Taunton Deane Borough Council 4,067 4,164
Avon and Somerset Police Authority 14,391 16,622
Other sources 28,231 12,090
67,545 59,674
Less Costs related to pass through revenues (42,812) (41,801)
24,733 17,873

Costs of sales as recognised 51,733 48 321

Costs related to pass through revenues

Costs related to pass through revenues relate to a) amounts which have been charged by joint venture
partners In respect of costs related to the employees whom have been seconded to the company and also
the costs related to other third party products and services, that had initially been charged to the company
by the joint venture pariners These amounts have been recorded on a net basis as the company 1s acting
as an agent in these transactions, and 1s not principal to these transactions
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4 Expense by nature (continued)

2010 2008
(Restated)
Note £000 £000
Included in costs of sales

Impairment of deferred transition costs 11 17,001 -
Amortisation of deferred transition costs 1" 2,768 4,069
Employee expenses 5 2,194 685
Inventory expensed 12 1,225 425
Depreciation of property, plant and equipment 10 17 25
Loss on disposals of property, plant and equipment 10 13 -
Operating leases land and buildings 18 - 11

Included in administration expenses
Auditors' remuneration - audit services 120 120
Auditors' remuneration - non-audit services 49 -

The nature of expense comparative figures for 2008 have been restated to reflect the additional
categonsation of costs that has been applied to the equivalent analysis for the year under review The
signed 2009 accounts previously disclosed provision of goods and services from other sources as £14 3
mithon and from IBM as £28 2 milkon  The restatement has no impact on the underlying result for 2009 and

Is for consistency and disclosure purposes for this note only
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Employee expenses

2010 2009
£000 £000
Wages and salaries 1,972 615
Social security costs 177 52
Pension cost for defined contribution plans 45 18
2,194 685

The average monthly number of employees, including directors, durning the year was made up as follows

2010 2009

No. No
Administrative 1 1
Technical 95 27
96 28

The Chairman of the Board was previously directly employed by SWO during the year under review and 1s
therefore included in the above analysis A new Chairman has been since been appointed after the balance
sheet date whom 1s not employed by the company

The operational and financial activities of the company are carried out predominantly by secondees who
remain employees of the joint venture partners The amount recharged to the company in respect of these
activities 1s related to pass through revenues (explained in note 4) and 1s netted within cost of sales

Directors’ emoluments

With the exception of the Chairman, no directors had contracts of employment with the company Duties
performed In respect of the company are conducted as part of the directors’ employment contracts with therwr
principal employers Consequently, the company has not paid any fees to these directors for therr services
to the company The emoluments of these directors are paid by their principal employers An assessment
of the aggregate fees earned by directors based on board attendance in respect of services to the company
1s valued at £63,588 (2009 £60,237)

The Charrman's aggregate emoluments which have been paid by the company in respect of qualifying
services were

2010 2008
£ £
Aggregate emoluments 16 17
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Finance income

2010 2009
£000 £000
Interest on amounts due from group undertaking - 5

Interest 1s charged on amounts due from group undertakings at vanable rates based on LIBOR plus 30
basis points

Finance costs

2010 2009

£000 £000

Interest on amounts due to group undertaking 563 310
Other interest payable and bank charges - 16
563 326

Interest 1s incurred on amounts owed to group undertakings at varnable rates based on LIBOR plus 30 basis
points
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9 Income tax credit

{a) Analysis of credit in the year

2010 2009 :
£000 £000 ‘
Current tax: |
UK Corporation tax based on loss for the year at 28 0% {2009 28 0%) 8,842 4,598
Adjustments relating to prior years (3} (25)
Total current tax 8,839 4,571
Deferred tax:
Movements on temporary differences (16) 44
Adjustments relating to pricr years 3 -
Total deferred tax {(note 15) (13) 44
Income tax credit 8,826 4,615

(b} Factors affecting tax credit

The tax assessed on the loss for the year 1s lower than (2009 higher than) than the standard rate of
corporation tax in the UK of 28 0% (2009 28 0%)

2010 2009

£000 £000
Loss before income tax 31,540 16,471
Tax at the domestic income tax rate of 28 0% (2009 28 0%) 8,831 4,612
Effects of:
Non-taxabie income - 28
Adjustments relating to prior years - (25)
Expenses not deductible for tax purposes (1} -
Adjustment to tax rates (4) -
Total income tax credit (note 9(a)) 8,826 4,615
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9 Income tax credit (continued)

{c} Factors that may affect future tax credit

A number of changes to UK Corporation Tax were announced in the June 2010 Budget Statement and 2011
Budget The main rate of corporation tax will reduce from 28% to 26% from 1 April 2011 Further reductions
to the main rate are proposed to reduce the rate by 1% per annum to 23% by 1 April 2014

The effect of the changes enacted in the Finance (No 2) Act 2010 would have no matenal impact on the
deferred tax asset at 31 December 2010 or the result for the year then ended

10 Property, plant and equipment

Plant and
equipment
£000
Cost
At 1 January 2009 72
At 31 December 2009 72
Additions 5
Disposals {22)
At 31 December 2010 55
Accumulated depreciation
At 1 January 2009 4
Charge for year 25
At 31 December 2009 29
Charge for year 17
Disposals {9)
At 31 December 2010 37
Net book value
At 31 December 2010 18
At 31 December 2009 43
At 31 December 2008 68
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Deferred transition costs

2010 2009
(Restated)
£000 £000
Non current
Balance at the beginning of the year 16,200 13,428
Additions In year 801 5,540
Impairment charge in year {17,001) -
Reclassification to current - (2,768)
Balance at the end of the year - 16,200
Current
Balance at the beginning of the year 2,768 4,089
Amortisation charged in year {2,768) (4,069)
Reclassification from non current - 2,768
Balance at the end of the year - 2,768
- 18,968

The 2009 comparative for deferred transition costs have been restated to correctly reflect the split between
current and non-current and the movement dunng the year The effect of this has been to reduce the
‘current’ disclosure by £1 5 million and increase the 'non-current’ disclosure by the same amount  This
adjustment 1s for presentation purposes for this note only and has no impact on the total amount for
deferred transitton costs disclosed for 2009

Deferred transition costs relate to the capitalisation of non-recurring costs which were directly incurred in the
inthial transition and transformation stages of a specific outsourcing contract An impawrment review of these
assets, valued at £17 0 milhon after amortisation at 31 December 2010, has concluded that the recoverable
amount 1s such that the carrying amount of the assets should be nil

Amortisation of deferred transition costs has been charged dunng 2010 {prior to impairment} and 2009 on a
straight hine basis over the remaining life of the contract

Inventories
2010 2009
£000 £000
Finished goods and goods for resale 233 521

The replacement cost of inventories does not differ matenally from the amount stated above

The cost of inventories recognised as an expense and included in cost of sales amounted to £1 2 million
{2009 £0 4 mullton)
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13 Trade and other receivables

2010 2009

£000 £000

Trade recevables 2,950 6,072
Less prowvision for impairment of trade receivables (772) (503)
Amounts recoverable on contracts 52 283
Group tax relief receivable 8,842 4,596
Prepayments 3,211 2,036
Accrued income 912 456
15,195 12,980

Amounts recewvable from trade customers are non-interest beanng with generally repayable within the 30
day credit terms

Included within the above amounts 1s £11 6 milion {2009 £7 6 millon restated) recewable from related
parties as shown in note 22

14 Cash and cash equivalents

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following

2010 2009
£000 £000
Cash at bank 3,081 626
15 Deferred tax assets
2010 2009
£000 £000
Balance at the beginning of the year 121 77
{Credit)/charge to income statement {13) 44
Balance at the end of the year 108 21

Deferred tax assets are recognised as a result of depreciation charged in excess of capital aliowance
claimed These are expected to be recoverable against future taxable profits
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17

18

Deferred income

2010 2008
{Restated)
£000 £000

Non-current
Deferred income 3,396 4,237

Current

Deferred income 3,027 2,650
6,423 6,887

The deferred income comparative figures for 2009 has been restated to disclose current and non-current
deferred income separately The signed 2009 accounts previously disclosed all £6 9 million of deferred
Income within current assets This I1s a presentational adjustment for this note onty and has no effect on the
company's financial position for 2009

Trade and other payables

2010 2009

£000 £000

Payable to trade suppliers 328 144
Accrued expenses 3,280 5,447
Payable to group undertaking 44,964 34,447
48,572 40,038

The sales to and purchases from group undertakings are made at normal market prices Qutstanding
balances at the year end are unsecured and repayable on demand Interestis incurred on amounts owed to
group undertakings and calculated on varnable rates based on LIBOR plus 30 basis points No guarantees
have been provided or received at the balance sheet date in respect of balances due to group undertakings

Financial instruments

Financial nsk management

In the normal course of business, the company 1s routinely subject to a variety of nsks In addition to the
market nsk associated with interest rates on interest bearing assets and liabilities, other examples of nsk
include credit nsk and hquidity nsk The company regularly assesses these rnisks and has established
policies and business practices to protect aganst the adverse effecls of these and other potential
exposures As a result, the company does not anticipate any matenal gains or losses, not otherwise
reflected in the financial statements, to anise from these nsks

Further details of the financial instruments and associated risk management policies of the company are
outlined below
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18 Financial instruments (continued)

Capital nsk management

Capital represents equity attributable to the equity shareholders The pnmary objective of the company's
capital management Is to ensure that it maintains a healthy cash position Funding i1s obtained pnncipally
from other group undertakings No changes were made n the objectives, policies or processes since the
prior year

The company has no externally imposed capital requirements to which it 1s subject

Significant accounting policies

Details of the significant accounting policies and methods adopted, including the critena for recognition, the
basis of measurement, and the basis on which iIncome and expenses are recognised in respect of each

class of financial asset, financial hability, and equity instrument are disclosed in note 1 to the financiat
statements
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18 Financial instruments {continued)

Categories of financial instruments

2010 2010
£000 £000
Loans and Amortised
receivables cost
Financial assets
Trade and other recervables 11,984 -
Cash and cash equivalents 3,061 -
15,045 -
Financial liabilities
Trade and other payables - {3,608)
Payable to group undertakmg - (44,964)
- (48,572)
2009 2009
{Restated) {Restated)
£000 £000
Leans and Amortised
receivables cost
Financial assets
Trade and other receivables 10,944 -
Cash and cash equivalents 826 -
11,570 -
Financial liabihities
Trade and other payables - (56,591)
Payables to group undertaking - (34,447)
- (40,038)

The comparative figures for 2009 trade and other receivables have been restated (previously £6 1 million) to
reflect the additicnal categonsation of receivables that has been applied to the equivalent analysis for the
year under review This adjustment 1s for presentation purposes for this note only and has no impact on the
total amount for deferred transition costs disclosed for 2009
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18 Financial instruments (continued)

Credit nisk

The company 1s exposed to potential loss If any party fails to pay amounts due to the company under
contractual terms ('credit nsk’) The company has established poticies and procedures for mitigating credit
nsk on principal transactions, tncluding reviewing and establishing credit imits for credit exposure, and
continually assessing the credit-worthiness of existing and potential customers Cash balances are held

with the IBM Treasury Centre and with NatWest Bank, which the directors assess as having high credit
ratings

The company has polictes 1n place to minmise credit nsk, including obtaining appropriate credit checks on
potential customers before sales are made The company's exposure to credit risk 1s further reduced due to
the counter parties being UK public sector bodies with high credit ratings  Debt collection 1s managed on a
timely basis and i1s controlled to keep any nsk of impairment to a mimimum

The table below summanses the matunty of the company's trade recewables which are past due but not
imparred as at 31 December 2010

2010 2009
£000 £000
Days past due date
0-30 402 533
31-60 494 569
61-90 270 625
Qver 80 390 358
1,556 2,083

Interest rate risk

The company has some exposure to interest rate risk as interest bearing assets and interest bearing
hatiities are entered into at a floating interest rate  Interest rate on nan - IBM Treasury Centre activity
attracts an interest rate of base rate less 1%, subject to a minimum rate of 0%, while IBM Treasury Centre
balances attract a rate of LIBOR +/- 30 basis points

Liquichty nsk management

The company maintains a healthy cash balance to ensure that debts can be paid as they fall due The
company also maintains adequate reserves, banking faciliies and reserve borrowing facilities through its
agreements with the 1BM Treasury Centre in Ireland
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18

19

20

Financial instruments {continued)

Interest rate sensitivity

The sensitvity analysis below have been determined based on the exposure to interest rates for non-
denvative financial instruments at the reporting date For vaniable rate labilities, the analysis s prepared
assuming the amount of hability outstanding at the reporting period end date was outstanding for the whole
year A one percent increase or decrease 1s used when reporting interest rate rnsk internally to key
management personne! and represents managements assessment of the effects of possible changes In
interest rates

At the reporting date, if interest rates had been one percent higher/lower and all other varnables were held
constant, the company's net loss would increase/decrease by £06 milion (2009 £0 3 milion) This 1s
principally attributable to the company’s exposure to interest rates on its vanable rate borrowings and cash
deposits and the balances owing to and due from related parties which, are repayable on demand

Operating lease commitments

2010 2009

£000 £000 !
As lessee .
Less than one year - 11

The company had a short term lease on its principal place of business which ended on 31 March 2010
Staff and secondees now occupy space at the strategic partner sites to minimise costs

Other commitments or contingencies
No contingent liabiites or commitments existed as at 31 December 2010 and 31 December 2009
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21 Notes to the cash flow statement

Reconciliation of loss for the year to net cash outflow from operating activities

2010 2009
£000 £000
Loss for the year {(22,714) (11,856)
Adjustments for
Depreciation 17 25
Loss on disposal of fixed assets 13 -
Finance income - 5)
Finance cost 563 326
Income taxes {8,826) {4,615)
Changes Iin operating assets and liabilities
Decrease / (increase) in trade and other recevables 6,627 (3,217}
Decrease / (iIncrease) in deferred transition costs 18,968 (1,469)
Increase In trade and other payables 8,531 27,310
Decrease In deferred income (464) (8,416)
Decrease / (Increase) in inventories 288 (215)
Cash generated from operations 3,003 (2,132)
Net cash flow from operating activities 3,003 (2,132)
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22 Related party transactions

The company has outstanding balances with related parties These balances are disclosed In “trade and
receivables” (note 13) and “trade and other payables” (note 17) Transactions and outstanding balances
between the company and its related parties are disclosed below

Joint venture IBM group

partners undertakings

2010 2010

£000 £000

Sale of goods and services 22,692 -
Purchase of goods and services {2,670) (7,805}
Interest payable - (563)
Amounts due to {442) (44,964)
Amounts due from 2,778 8,842

Joint venture IBM group

partners undertakings

2009 2008

£000 £000

{Restated) (Restated)

Sale of goods and services 35,128 -
Purchase of goods and services (11,113) (29,763)
Interest receivable - S
Interest payable - (326)
Amounts due to (1,599) (34,447)
Amounts due from 3,003 4,596

Notes

1 Joint venture partners include Somerset County Council, Taunton Deane Borough Council and Avon and

Somerset Police Authority

2 IBM group undertakings include 1BM United Kingdom Limited and IBM Treasury Centre
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22 Related party transactions (continued)

The 2009 comparative figures for sales to and purchases from jont venture partners have been restated to
correct the element of pass through costs/revenues that relate to employees of joint venture partners
seconded to SWO The 2009 signed accounts previously disclosed these figures as follows sales of
goods and services to joint venture partners £31 6 milton Purchases of good and services from joint
venture partners £5 8 mulhon, from IBM £28 2 mulion  The restatement 15 to reflect the equivalent analysis
for the current year, has no impact on the underlying result for 2009 and s for disclosure purposes only

A royalty agreement exists between the company and the ultimate parent company, International Business
Machines Corporation The company as licensee, pays a 3% net charge in connection with the profit margin
achieved on any services (excluding traded services) that it provides durng the term of the agreement to
the United Kingdom local government partners

Due to the loss makmg position of the company, no royalty was payable for the year ended 31 December
2010 or for the year ended 31 December 2008

Key management compensation

Members of the key management are remunerated by ther principal employer and not by the company
The total remuneration of members of key management paid by therr pnncipal employer in the penod In
respect of services to the company was as follows

2010 2009

£000 £000

Short term benefits 590 889
Post employment benefits 190 191
Share based payments 97 105
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23 Share capital

Authonsed share capital:

The authonsed share capital of the company 1s £10,000 divided into

No. of Value of

shares shares

A1 ordinary shares with a par value of £ 1 1,175 1,175
A2 ordinary shares with a par value of £1 500 500
A3 ordinary shares with a par value of £1 825 825
B ordinary shares with a par value of £1 7,500 7,500
At 31 December 2010 and 2009 10,000 10,000

Allotted, called up and fully paid:

Ne. of Value of

shares shares

A1 ordinary shares issued to Somerset County Council 1,175 1,175
A2 ordinary shares 1ssued to Taunton Deane Borough Council 500 500
A3 ordtnary shares 1ssued to Avon and Somerset Police Authonty 825 825
B ordinary shares 1ssued to IBM United Kingdom Holdings Limited 7,500 7,500
At 31 December 2010 and 2009 10,000 10,000

All shares which the directors propose to issue shall be compnised of 25% A shares and 75% B shares Any
newly 1ssued shares will be offered first to the same class of shareholder, unless agreed otherwmise by
special resolution The rights of each of the three classes of A shares are the same in principle

Any A class shareholder may transfer its entire sharehotding to a local authonty {(a) taking over the relevant
services contract, or (b) following a reorgamsation, assuming all responsibilities for the same functions as
the shareholder The B shareholder may transier its entire shareholding to any ntermediate holding
company of all its associated companies registered in England and Wales and with "IBM" in ifs title

The B shareholder may require an A shareholder to sell all its A shares to the B shareholder or ancther IBM
associated company designated by the B shareholder (the call option} An A shareholder may require the B
shareholder to purchase all its A shares {the put option} These options are tnggered when the relevant A
shareholder's agreement with the company for the prowision of services 1s terminated, or when an A
shareholder no longer receives substantially ail of its services from the company as onginally agreed These
options are tnggered on service of a wntten notice given by the shareholder exercising the option The
option price will be the par value of the A shares over which the option 1s being exercised

Dividends only accrue i respect of the B shares and are to be paid only with the consent of all
shareholders  As the company has cumulative losses there are no availlable reserves from which to make
dridends payabile to the holder of the B shares
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23

24

Share capital {continued)

If the company 1s wound up the liquidator may, with the requisite majonty of the shareholders (being consent
of the holders of not less than 88% of the shares in 1ssue) and in accordance with any other sanction
required by the Companies Act 2008, divide among the shareholders the whole or any part of the assets of
the company, value the assets for that purpose and determine how this dwision shall be made The
quidator may vest the whole or any part of the assets in trust for the benefit of the shareholders (although
no shareholder 1s compelled to accept any assets upon which there I1s a hability)

Meetings

The B shareholder 15 entitled to appoint three directors and to remove such directors Each of the A
shareholders 1s entitled to appoint one director respectively and to remove such director The consent of the
B shareholder 1s required for the appointment to the board of a director of an A shareholder If the proposed
director 1s not an employee, officer or elected member of the A shareholder

The quorum required for a board meeting 1s four directors, always with at least one B director present and
(provided they are n office) at least one A1, one A2 and one A3 director present If a board resolution or
board matter 1s determined on the basis of a majonty of votes and the B directors’ votes are less than the
number of votes of the other directors, then the B directors are entitled to cast such additional votes to pass
the resolution as If the B directors had held a majority of the votes of the directors The quorum for a
general meeting 15 two members present provided that members holding at least 70% of the total 1ssued
share capital must be present in person or by proxy

Ultimate parent company

The company's majonty shareholder 1s IBM United Kingdom Holdings Limited, which owns 75% of the
company's shares The remaining 25% of the shares are held by Somerset County Council (11 75%),
Taunton Deane Borough Council (5%) and Avon and Somerset Police Authonty (8 25%)  All entiies are
registered in England and Wales

Control 1s governed by a Joint Venture Agreement between these parties but IBM United Kingdom Holdings
Limited 1s the controlling party subject to the terms of this agreement

The company's uliimate parent undertaking 1s International Business Machines Corporation, which 1s
Incorporated In the United States of America and 1s the parent undertaking of the smallest and largest group
to consolidate these financial statements Copies of the financial statements of this undertaking may be
obtained from IBM Corporate Headquarters, New Orchard Road, Armonk, New York 10504
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