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South West One Limited

Chairman's Statement
For the Year Ended 31 December 2011

| am pleased to present the financial statements of South West One Limited for the year ended 31 December
2011

South West One Limited (SWO) is a joint venture between IBM United Kingdom Limited (IBM) and three joint
venture partners Somerset County Councii (SCC), Taunton Deane Borough Councit (TDBC) and Avon &
Somerset Police Authority (ASPA) The purpose of the company 18 to modernise the business processes of
these three Authonties and to deliver improved services through a shared service organisation SWO 1s engaged
in major strategic projects designed to transform public services delivery in the South West of England

Finance

As set out In these financial statements SWO has reported a loss after taxation for 2011 of £6 8 milhon (2010
loss after taxation £22 7 milion) This improvement reflects both the impact of provisions for future losses and
impairment made in 2010 as well as positive progress by management in reducing SWO’s operating costs In
the second half of 2011 the Board undertook a detailed review of the company's finances and operations and
worked with senior management to prepare plans to enable the company to achieve financial breakeven for the
balance of the contract period from 2012 to 2018 Management continue to make cost savings and our over-
nding financial objective remains to break even for the balance of the contract However, the Board have
decided that It 1s appropnate, based on the revised forecasts, to make an onerous coniract provision of £6 2
milion in the accounts for 2011 This reflects the challenges of making further significant cost savings without
harming service levels to the Authorties and the citizens of Somerset and Avon, of responding to the impact of
the difficult external environment facing the Authonties and of other factors outside the immediate control of the
company The company would Iike the opportunity to increase revenue by offering its shared services to other
pubhc authorities but we have not reflected any assumption of increased revenue n our future forecasts

SWO 1s dependent on the financial support of IBM to continue trading and in ight of its growing indebtedness
during 2011, the Board agreed in January 2012 to grant security to IBM over new borrowings to an upper limit of
£10 millon The borrowings from IBM are provided on a more favourable basis than could be obtained by the
company directly, If it tried to borrow on the open market

Environment and Change

The difficult political and economic environments in which the company has been operating have not shown any
signs of easing In particular, the financial and other pressures on the Authonties have led the largest of SWO’s
three partners, SCC, to adopt a new commssioning model to which the company I1s seeking to adapt SCC
decided that it wished to take back the Finance and HR Adwisory service as well as Design and Print and these
services have now heen returned to SCC, although the company continues to provide these services for our
other partners The Board recognises that change 1s a constant and will seek to ensure that the management of
the company I1s ready and able to adapt and respond positively to any other changes that the Authorities
themselves may have to respond to

Service

The Business Review In the Directors’ Report sets out a commentary on the services provided and the key
performance indicators achieved by the company Every commercial company must balance its financial
commitments and manage scarce resources and the Board has been working hard with management to ensure
that the services delivered are always of the highest standard and that contractual 1ssues raised by the
Authonties are addressed promptly
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South West One Limited

Chairman's Statement
For the Year Ended 31 December 2011

The company 1s nghtly proud of the financial benefits as well as the excellent overali service and associated
improvements which it has delivered since its inception In particular it believes that the following achievements
over the |last year are noteworthy

. Completion of a new high speed fibre optic broadband network (WAN) for Somerset schools, SomerNet
21CN - winning the international iCMG Enterprise & IT Architecture Excellence award for Future IT

. The best ever 'In-year collection by the Revenues & Benefits service of both Council Tax and Business
Rates for TDBC, as well as receiving the prestigious Customer Service Excellence Award in recognition
of the high standard of customer service and commitment to continuous improvement

. The Customer Services teams continued to deliver an excellent service for local residents and were
runners up tn the 2011 South West Customer Contact Forum Awards for the best public sector Contact
Centre, they also received OFSTED endorsement for their Children’s Services work

People

Dunng the last twelve months there have been a number of important changes within the Board and senior
management of SWO

Sir Jay Tidmarsh, who was the first Chair of the Board of SWO, retired from the Board at the end of June 2011 |
would very much like to thank Jay on behalf of the company, his fellow directors and myself for his leadership
and contribution to the affairs of SWO dunng his chairmanship Having recently retired from my role as Chief
Operating Officer of the University of Bristol | was appointed as Chair at the beginning of September 2011

In May 2011 Tony McMahon, a member of TDBC apponted by TDBC as an “A” Director, resigned from the
Board and Bruce Nottrodt, also a member of TDBC was appointed to succeed hirn In August 2011 Colin Port,
the Chief Constable of Avon and Somerset Police, an “A" Director appointed by ASPA, resigned from the Board
and ASPA appointed John Smith, the CEQ of ASPA, to replace him In March 2012 Graeme Butterworth, a “B”
director appointed by IBM, resigned from the Board and IBM appointed Willlam Fisher to replace him In July
2012, Bob Little, a member of SCC appomnted by SCC as an "A" Director, resigned from the Board and John
Woodman, also a member of SCC, was appointed to succeed him 1 would ke to thank all of the directors both
outgoing and current for their support of the company and of me as the incoming Charr

At the end of May 2012 Fiona Capstick, Chief Executive since December 2009, moved to a new role in IBM and
1 would like to take this opportuntty to thank Fiona for her tremendous contnibution, and her commitment and
hard work and wish her well in her new role We have appointed lan Bowman, of IBM, as the new Chief
Executive lan's experience includes transformation and process improvement as well as shared services
delivery, which makes him ideaily suited to the role
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South West One Limited

Chairman's Statement
For the Year Ended 31 December 2011

| had the privilege of attending the Staff Celebration of Achievement ceremony in November 2011 with the Chief
Executive where the commitment of the staff and management of SWO to innovate and to provide the best
services was evident from both the winners and the many others nominated by clients and colleagues On behaif
of the Board | would like to thank both those present at the Celebration and all of the staff and management of
the company for therr continuing hard work and for therr commitment during 2011 and going forward

D Pretty

Chairrman

03 August 2012
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South West One Limited

Directors' Report
For the Year Ended 31 December 2011

The directors present thewr annual report and the audited financial statements of the company for the year ended
31 December 2011

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 (SCC), Taunton Deane Borough Council {TDBC), and
Avon & Somerset Police Authonty (ASPA) 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
delivenng business processes These services are delivered in ine with a performance framework agreement
that encompasses the joint venture partners The contract has an estimated value of £585 million In revenue,
before nething adjustments, over ten years from the commencement of trade A separate Assistance Services
Agreement exists between the company and IBM United Kingdom Limited (IBM) which covers the provision of
IBM services to the company

During the year, the company has continued to expand the directly employed workforce from a headcount of 120
at the end of December 2010 to 155 at 31 December 2011  The agreement prowvides for the staff of the joint
venture partners, undertaking roles 1n 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 Seconded staff members
remain public sector employees and retain the existing terms and conditions of employment as well as their
public sector pension entitiement

Seconded staff benefit from an assured employment arrangement for the duration of the contract, as well as
having access to the very significant personal development opportunities offered by the Information and
Communications Technology process (ICT) and expertise that IBM brnings to the venture At 31 December 2011
the number of seconded staff from Joint venture partners providing services via the company was 1,101 (2010
1.177) In Apnl 2012, approximately 136 staff transferred back to Somerset County Council as some of the
Human Resources and Finance Advisory services were transferred back in line with the strategic changes at the
Council as they move to their new commissioning model SWO continues to supply these services to the other
authonty partners
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South West One Limited

Directors' Report
For the Year Ended 31 December 2011

Business review {continued)
SWO has consistently delivered year on year increases In savings to joint venture partners and thts has
continued during the current year A summary of procurement savings that SWQ has provided to joint venture

partners at 31 December 2011 (since the beginning of the contract) and those forecast for the rematning Ife of
the contract i1s provided below

Taunton Avon &

Somerset Deane Somerset

County Borough Police
Council Council Authority Total
Unaudited £000 £000 £000 £000
Total benefit pipeline 139,268 7,309 20,584 167,171
Savings forecast from identified initiatives 57,354 2,199 11,622 71,175
Savings forecast from implemented projects 48,448 1,930 10,205 60,583
Savings delivered to date from projects 7,587 939 4,935 13,461

SWO offers a wide range of services beyond strategic procurement and some of these have been recognised
with prestigious awards dunng the year For example, the Revenue and Benefits team won a Customer
Excellence Award In recognition of its high standards of customer service and its commitment to continuous
improvement Customer Service Excellence 1s the Government’s national standard for excellence in customer
service The assessment 1s undertaken by an independent organisation, and approved by the Cabinet Office in
Whitehall, and the award recognises services that put customers at the heart of their services and that focus on
delivery, imeliness, information, professionalism and staff attitude

SWO also received, in conjunction with {BM and BT, an ICMG Enterprise and IT Architecture Excellence award
for Future IT This award recogmised the programme which brought a new high speed broadband network to
Somerset's schools and academies - the first fibre-optics network for schools anywhere In the Southwest of
England and will give 70,000 children and young people, as well as 10,000 teachers and support staff, the ability
to make better use of existing and innovative learning resources

It remains the company’s ambition to expand the current framework and allow other interested public sector
authonties to join the venture and increase the company's scope The establishment of a single shared services
structure and the expenence of dealing with the mevitable change management 1ssues apparent in a

collaboration of this nature will reduce the cost and make # easier to incorporate new pariners o the joint
venture in the future

While the effect of budget cuts for authorities have added to the adverse trading conditions the company faces In
the wider economy, the result of these cuts 1s that all public authontes must seek new ways to reduce
expenditure This places the company in a position of being able to provide a solution to the problems faced by
such Authorities and thus opportunities for expansion are believed to be feasible SWO has responded to
Invitations To Tender (ITT) from a vanety of sources and has continued to make proactive bids dunng 2011 to
utilse the nfrastructure 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 as well as
NHS representatives) 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 2011

Business review (continued)
The company's financial results for the year ended 31 December 2011 with comparatives are

2011 2010

£000 £000
Revenue 21,026 22,491
Operating loss (8,741) (30,977)
Cash and cash equivalents 980 3,061
Net liabilities (43,178}  (36,380)

Financial performance i1s monitored through monthly management accounts which include revenue, profitability,
and cash collection reviews

The operating loss has improved since 2010 and this reflects the current year benefit from the impairment of the
transition costs in 2010 as well as cost savings through the financial improvement actions that have been put in
place The company s still working on reaching the efficiency levels that are required to fund the savings which
have been committed to the joint venture partners through service improvements, procurement savings and
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 This
operates across all its operabons, 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

Deferred transition costs of £17 million were previously being amortised over the life of the contract and so a full
impairment of these during 2010 significantly increased the 2010 operating loss of the company However,
accounting for the impairment during the prior year means there I1s no longer a need to account for amortisation
in the current and future periods and so the financial performance for 2011 has been enhanced as a result

In addition to the 2010 impairment of £17 millton, current revised forecasts show that providing service to the
existing clients of SWO will generate a further loss going forward Hence, an onerous contract provision of £6 2
milhon has been booked in 2011 (see note 17)

The directors have not paid ner propesed any dividends for the current or previous year
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South West One Limited

Directors’ Report
Far the Year Ended 31 December 2011

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
KPls

The overall results of these KPIs for the years ended 31 December 2011 and 31 December 2010 are
summansed below

2011 2010
(restated)
KPIs Total KPIs Total

Unaudited achieved KPls % achieved KPis %
Somerset County
Council 31 34 91 % 3 33 94 %
Taunton Deane Borough
Council 38 40 95 % 37 42 88 %
Avon & Somerset Police
Authority 30 36 83 % 35 40 a0 %
All customers 99 110 90 % 104 115 90 %

The prior year KPls have been restated to remove unreported KPls

Principal risks and uncertainties

The management of the business and the execution of the company's strategy are subject to a number of nsks
Risks are formally reviewed by key management and appropnate processes established to monitor and mitigate
these where possible

Competition
The company operates in a highly competitive market but through its unique collaboration with iBM 1t has an
ability to innovate and integrate, which sets it apart from its competition

Customer base
The customer base 1s currently restricted to public sector bodies in the south west of England Future
development 1s to focus on expanding the customer base to other public sector organisations throughout the
United Kingdom

Pohtical and economic 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

Contractual service nisk

Failure to meet contracted service delivery terms for any contract could result in termination of that service
delivery contract Service performance indicators (SPls} are monitored closely to ensure that i1ssues are
identified and remedial action undertaken
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South West One Limited

Directors’' Report
For the Year Ended 31 December 2011

Principal risks and uncertainties (continued)

System transformation

A cross-functional SAFP system was introduced during 2009 The success of the company s likely to be
impacted If the expected benefits gained through improved efficiencies and savings are not fully realised The
performance of the SAP project 1s monitored closely through KPls to ensure that issues are identified and
remedial action undertaken

Financial risk management

The company 1s exposed to a variety of financial risks as a result of its operations including the effects of
changes in market price, credi nsk, hquidity nisk, terest rate risk and currency nsk The company has a strong
nisk management programme in place that 1s ahgned to the worldwide programme of the company's ultmate
parent company, international Business Machines Corporation

Price nsk
The financial nsk posed by external vendors is overseen by the company's central procurement function
Procurement 1s the only business unit In SWOQ that 1s authonsed 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 activibes are carned out under worldwide IBM
guidelines

Foreign exchange risk

The activities of the company are local to the United Kingdom and foreign exchange s not considered to be a
rnsk due to all transactions currently being dencominated in Brtish Pound Sterling The company does not use
derivatives

Credit nsk

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

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

Liquidity nsk

The company maintains its finance facilities with IBM Treasury Centre in Ireland to ensure it has sufficient funds
avallable for operations and planned expansions There I1s a letter of support In place from IBM United Kingdom
Holdings Limited confirming its intention to support the company and enable 1t toc meet its commitments 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 n effect been funded by an
unsecured credit facility from IBM

IBM has taken security over any further debt finance provided after 17 January 2012, which secures all future
funding by IBM to a limit of £10 milon This provides IBM with fixed and floating charge secunty over the
company's assets This faclity is interest beanng at LIBOR plus 30 basis points and has no fixed capital
repayment terms
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South West One Limited

Directors' Report
For the Year Ended 31 December 2011

Suppher payment policy and practice

The company agrees payment terms with its third-party (non-IBM) suppliers when it enters into binding purchase
contracts The company seeks to abide by the payment terms agreed with these suppliers whenever 1t 1s
satisfied that the supplier has provided the goods and services in accordance with the agreed terms and
condittons The company had an average of 46 days purchases outstanding within trade payables at the year
end (2010 49 days)

Future Developments

The difficult environment for business, both public and private, will continue to place strains upon opportunities
for South West One However by being able to delwver high quality services while continually re-engineenng to
reduce cost, the company can be posttioned as part of the solution to the requirements for cost reduction There
will be specific challenges in the forthcoming year due to the mplementation of Universal Credit, the
requirements of the Winsor report and changes in regard to the move from Police Authonties to Police and
Crime Commissicners These challenges can be opportunities for the company where it 1s flexible, quick to
understand and adapt to the changes and 1s posittoned to provide solutions for the partners and other potential
customers

The company 1s currently in dispute with the joint venture partners on a number of contractual matters Following
the procedure for resolving such disputes contained in the contract, a mediation was held on 4 and 5 July 2012
between the company and SCC on a confidential basis No settlement has been reached and accordingly the
board will be reviewing which of the remaining options n the contractual procedure should now be pursued

Going Concern

The company has made a loss after tax of £6 8 mitlion (2010 loss £22 7 millon) and has net habilities of
£43 2 million (2010 £36 4 million) After making enguines, 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 available 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 tn
preparng the financial statements
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South West One Limited

Directors' Report
For the Year Ended 31 December 2011

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

Sir Jd Tidmarsh (Chairman)  South West One Limited {resigned 30 June 2011}

D Pretty {(Chairman) South West One Limited (appointed 1 September 2011}
J Woocdman Somerset County Council (appointed 31 July 2012)

R Little Somerset County Council (resigned 30 July 2012}

W McMahon Taunton Deane Borough Council (resigned 20 May 2011)

B Nottrodt Taunton Deane Borough Council (appointed 20 May 2011)

C Port Avon & Somerset Police Authority (resigned 30 August 2011)

J Smith Avon & Somerset Police Authority (appointed 5 September 2011)
C Wyatt IBM United Kingdom Limited

G Butterworth IBM United Kingdom Limited (resigned 20 March 2012)

S Humberstone IBM United Kingdom Lirmited

W Fisher IBM United Kingdom Limited {(appointed 20 March 2012)

In accordance with the company's Articles of Association, the directors are entitled to appomnt atternate 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 their principal employer) were as follows

D Huxtable Somerset County Council

J O'Brign Taunton Deane Borough Council

P Watson Taunton Dean Borough Council

P Heffer Avon & Somerset Police Authority

S Ross Taunton Deane Borough Council {appointed 13 September 2011)

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
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South West One Limited

Directors' Report
For the Year Ended 31 December 2011

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

- there I1s 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 nformation 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

/

D Pretty

Charrman

03 August 2012
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South West One Limited

Statement of Directors’' Responsibilities
For the Year Ended 31 December 2011

The directors are responsible for preparing the Directars’ Report and the financial statements in accordance with
applcable 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 Union 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 preparing these financial statements the directors are
required to

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

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

- prepare the financial statements on the going concern basis unless it 1s inappropriate to presume
that the company wiil 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 compiy 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 rregularnties
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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 2011

We have audited the financial statements of South West One Limited for the year ended 31 December 2011
which comprise 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 financia! reparting framework that
has been applied in their preparation 1s appiicable 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’ Responsibiliies 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 Our responsibility 1s to audit and express an opinion on the financial statements 1n accordance with
applicable law and Internattonal 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
acceordance 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 cther person to whom this report
Is shown or into whose hands it may come save where expressly agreed by our prior consent in wnting

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements are free from matenal misstatement, whether caused by
fraud or error This includes an assessment of whether the accounting policies are appropriate to the company's
circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall presentation of the financial statements In addition,
we read all the financial and non-financial information i the Chairman's Statement and the Directors’ Report to
dentify maternial inconsistencies with the audited financial statements If we become aware of any apparent
material misstatements or inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the financial statements

- give a true and far view of the state of the company's affairs as at 31 December 2011 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 i1s consistent 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 2011

Matters on which we are required 1o report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to
report to you if, In our opinion

- adequate accounting records have not been kept, or returns 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 receved all the information and expianations we require for our audit

N %

MNicholas Smith (Senior Statutory Auditor)

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

9 August 2012
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South West One Limited

Statement of Comprehensive Income
For the Year Ended 31 December 2011

2011 2010

Note £000 £000

Revenue 3 21,026 22 491
Cost of sales 4 (28,201) (51,733)
Gross loss (7,175) (29,242)
Administrative expenses {1,566) (1,735)
Operating loss (8,741) (30,977)
Finance costs 7 {498) (563)
Loss before iIncome tax {9,239) (31,540)

Income tax credit 8 2,441 8,826
Loss for the year and total comprehensive loss (6,798} (22,714)

All 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 December 2011

Issued Retained Total

capital losses equity

£000 £000 £000
At 1 January 2010 10 (13,676) (13,666)
Loss for the financial year - (22,714) (22,714)
At 31 December 2010 10 (36,390) {36,380)
Loss for the financial year - (6,798) (6,798)
At 31 December 2011 10 (43,188) (43,178)

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 2011

2011 2010
Note £000 £000
Non-current assets
Property, plant and equipment 9 - 18
Deferred tax assets 14 80 108
80 126
Current assets
Inventories 11 179 233
Trade and other receivables 12 8,462 15,195
Cash and cash equivalents 13 980 3,061
9,621 18,489
Total assets 9,701 18,615
Non-current habilihes
Deferred income 15 (2,922) (3,396)
(2,922) {3,396)
Current liabilities
Deferred income 15 (2,846) (3,027)
Prowvisions for liabilities and charges 17 (6,204) -
Trade and other payables 16 (40,907) (48,572)
{49,957) (51,599)
Total habilities (52,879) (54,995)
Net liabilities {43,178) (36,380)
Issued capital and reserves
Share capital 22 10 10
Retained losses {43,188) (36,390)
Total deficit {43,178) {36,380)

The financial statements were approved by the directors and authorised for 1ssue on 03 August 2012, and are
signed on therr behalf by

D Pretty
Charrman
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 2011

2011 2010

£000 £000

Note {Restated)

Net cash flows from operating activities 20 (1,808) 2,416
Cash flows from investing activities

Payments to acquire property, plant and equipment 9 (286) (5)

Net cash flows from investing activities {286) (5)
Cash flows from financing activities

Interest received 13 24

Net cash flows from financing activities 13 24

Net (decrease) / increase in cash and cash eguivalents (2,081) 2,435

Cash and cash equivalents at beginning of year 13 3,061 626

Cash and cash equivalents at end of year 980 3,061

Cash and cash equivalents are reconciled to the statement of financial position in note 13

Net cash flow from operating activities for 2010 has been restated as disclosed in note 20 The 2010 financial
statements inciuded £563,000 interest pard and £nil interest recerved, both of which have been restated to
correctly reflect cash flows These adjustments have no impact on the cash and cash equivalents balance

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 2011

Accounting policies

Basis of accounting

South West One Limited (SWO) 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 historicat 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 n
accordance with International Financial Reporting Standards as adopted by the European Union (IFRSs),
International Financial Reporting Interpretations Commuttee (IFRIC) interpretations and as appled in
accordance with the provisions of the Companies Act 2006

The pringipal accounting policies adopted 1n the preparation of the financial statements are set out below
The policies have been apphed consistently to all years presented, unless otherwise stated The preparation
of financial statements in compliance with IFRSs requires the use of centain critical accounting estimates 1t
also requires management to exercise judgement in the process of applying the company's accounting
policies The areas where significant judgements and estimates have been made in preparing the financial
staternents are disclosed in the notes to these financial statements

After making enquines, 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 available 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 prepanng the
financial statements

New and amended standards adopted by the company
The following standards, interpretations and amendments have been adopted in the financial statements for
the first time for the year beginning on 1 January 2011

IAS 24 Related Party Disclosures (Revised) This does not have a materal impact on the company's
financial statements

New standards, interpretations and amendments not yet effective
The following new standards, interpretations, and amendments have not been applied n the financial
statements for the year beginning on 1 January 2011 and are not expected to have a matenal impact on the
company's future financial statements in the pernod of inhial recognition

Amendments to IFRS 7, Financial Instruments Disclosures

There are no other new standards, interpretations and amendments not yet effective which are expected to
have a material impact on the future financial statements of the company
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South West One Limited

Notes to the Financial Statements
For the Year Ended 31 December 2011

Accounting policies (continued)

Revenue recognition
Revenue i1s measured at the fair value of the consideration received or receivable 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, nsk
of loss has transferred to the client and the chent acceptance has been obtained, client acceptance
provisions have lapsed or the company has objective ewvidence that the crtena specified in the clent
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 1s separated into more than one unit of
accounting If the commercial substance s that the individual components operate independently of each
other and a relrable farr 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 rnght to consideration in exchange for the performance of its obligations

Revenue from sales of third-party vendor products or secondee services 1s recorded net of costs when the
company 18 acting as an agent between the client and vendor and gross when the company 1s a principal to
the transaction Several factors are considered to determine whether the company ts an agent or principal,
most notably where the company 1s the pnmary obligor to the client, or has inventory nsk Consideration 1s
also gven to whether the company adds meaningful value to the vendor's product or service, was involved

In the selection of the vendor's product or service, has lattude in establishing the sales price or has credit
risk

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

The company performs ongoing profitabiity 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 time, these
estimates indicate that the contract will be unprofitable, the entire eshmated loss for the remainder of the
contract 1s recorded immediately

Long term contracts

Work in progress on long term contracts 1s valued at the lower of cost and net realisable value Revenue s
recognised on each contract using the percentage of completion method, on a straight line basis over the
term of the contract or as costs are incurred The methodology used 1s dependent upon the nature of the
contract Amounts recevable under long term contracts are inciuded in trade and other receivables values
according to the work done at contract prices less payments received on account Full provision for future

anticipated losses and any excess of payments received over amounts recoverable is included in trade and
other payables
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South West One Limited

Notes to the Financial Statements
For the Year Ended 31 December 2011

Accounting policies {continued)

Royalties

A royalty agreement exists between the company and the ultimate parent company, International Business
Machines Corporation SWO as licensee pays a 3% net charge in connection with the proft margin
achieved on any services (excluding traded services) that it provides durning 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
Dvidend distnbution to the company's shareholders Is recognised as a liability in the company's financial
statements in the year in which the dividends are approved by the company’s shareholders

Finance income
Finance income represents interest iIncome which 15 recognised on an accruals basis using the effective
interest rate method

Fmance costs
Finance costs represent interest on short term borrowings

Taxation
Income tax 1s 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 1s 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 i further excludes tems 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 recognised on differences between the carrying amounts of assets and labities in the
financial statements and the corresponding tax bases used in the computation of taxable profit or loss, and
18 accounted for using the hability method Deferred tax labilihes 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 utilised Such assets and
liabihties are not recognised if the temporary difference anses from goodwill or from the initial recognition
(other than in a business combination) of other assets and labilitres 1n a transaction that affects neither the
taxable profit or loss nor the accounting profit or loss

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

Deferred tax I1s calculated at the tax rates that have been enacted and that are expected to apply in the year
when the liability 15 settled 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 Is also dealt with in equity
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Notes to the Financial Statements
For the Year Ended 31 December 2011

Accounting policies (continued)

Taxation (continued)

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

Tax credits receivable on losses for the year are recoverable via group rellef Consideration 1s received on
the basis of a £1 reduction In the balance owed to group undertakings for each £1 of tax credit surrendered
as group relief

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 installation of systems and processes and are
amortised on a straight line basis over the remaining life of the contract The company performs penodic
reviews 1o assess the recoverability of the deferred costs by comparing the minimum remaining contractual
cash inflows to the non-amortised contract costs  If such minimum 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
Contnbutions to defined contnbution retwvement plans made by the company are recognised as an expense
when the employees have rendered services entiting them to the contributions

Property, plant and equipment
Property, plant and equipment held for use In the supply of goods or services, 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 s determined after deducting its residual value The residual value of
an asset 15 the estimated amount that the company would obtain from the disposal of the asset, after
deducting the estimated cost of disposal at the end of its estimated useful life

Depreciation is charged so as to write off the cost of assets less therr residual values over their estimated
useful lives, using the straight-line method The estimated useful lives used in the calculation of depreciation
are as follows

Plant and equipment 3-5years

The gain or loss ansing an the disposal or retrement of an item of property, plant and equipment 1s
determined as the difference between the sales proceeds and the carrying amount of the asset and 1s
recognised in the income statement for the year
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Notes to the Financ:ial Statements
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Accounting policies {continued)

Inventories
Fimished goods are stated at the iower of cost and net realisable value

Costs comprise direct matenals and, where applicable, those overheads that have been incurred in bringing
the inventories to their present location 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 Iin marketing, seling and distribution Prowvision 1s made where necessary for obsoclete, slow
moving and defective stocks

Deferred revenue

In some services contracts, the company bills the customer pnior to recognising revenue for the services
Where this 1s the case, the revenue 1s deferred on the balance sheet and presented in non-current habilities
or current habilihes depending on when the related services will be delivered and the revenue recognised

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 financial habilities

Financial assets and financial hiabiliies are recognised nitially at fair value, plus directly attributable
transaction costs, in the company's statement of financial position when the company becomes party to the
contractual provisions of the instrument In determining the far value of its financial instruments, the
company uses a variety of methods and assumptions that are based on market conditions and risks existing
at each reporting date For the magjonty of financial instruments, standard market conventions and
techniques such as discounted cash flow analysis, replacement cost and termination cost are used {o
determine fair vaiue All 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 recewvables are non-dernivative financial assets with fixed or determinable payments that are not
guoted In an active market They are included in current assets, except for those with matunties greater
than 12 months afier the balance sheet date which are classified as non-current assets Loans and
receivables are inciuded in ‘trade and other recevables’ in the statement of financial position (note 12)
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Accounting policies {continued)

Financial instruments (continued)

Cash and cash equivalents

Cash and cash equivalents compnse cash on hand and other short term, highly hguid, invesiments that are
readily convertible to a known amount of cash and subject to an insignificant risk of changes in value

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 iImparment reserves, which are applied consistently to its different portfohios

The company reviews all trade and other receivables on a regular basis The review consists primarily 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, analysts 1s performed on its different collectively assessed portfolios,
hased upon credit ratings, probability of default, term, asset charactenstics, and loss history to determine If
there 1s objective evidence of imparrment

Objective evidence of impairment could include

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

+ default or delinquency in interest or principal payments, or

+ it becoming probable that the borrower will enter bankruptcy or financial re-organisation

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

Losses incurred on trade and other recevables are charged against the allowance when management
believes the doubtful classification of the recewvable 15 confirmed Subsequent recovenes, If any, are
credited to the allowance
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Accounting policies {continued)

Financial instruments (continued)

Derecogmition of financial assefs

The company ceases to recognise a financial asset only when the contractual nghts to the cash flows from
the asset expire, or when it transfers the financial asset and substantially ail the nsks and rewards of
ownership of the asset to another entity !f the company neither transfers nor retains substantially all the
nsks and rewards of ownership and continues to control the transferred asset, the company recognises its
retained Interest in the asset and an associated hability for amounts it may have 1o pay 1f the company
retains substantially all the rnisks 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 habilities

Classification

Financial habiities are classified as financial iabilites measured at amortised cost

Amortised cost

The amortised cost of a debt instrument s calculated using the effective Interest method which allocates
interest income over the relevant period The effective interest rate 1s the rate that exactly discounts
estimated future cash receipts (including all fees and points paid or recerved that form an integral part of the
effective interest rate, transaction costs and other premiums or discounts) through the expected life of the
debt instrument, or (where appropriate) a shorter penod, to the net carrying amount on init:al recognition

Financial instruments held at amortised cost include 'trade and other payables' and 'payabies to related
parties’ {(notes 16 & 21)

Trade and other 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 usuaily settled on standard

commercial trade terms Trade and other payables are initially measured at far value, net of transaction
costs

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

The effective interest method 1s a method of calculating the amortised cost of a financtal hability and of
allocating interest expense over the relevant penod The effective interest rate 1s the rate that exactly
discounts estimated future cash payments through the expected life of the financial hability, or (where
appropriate) a shorter penod, to the net carrying amount on inthial recognition

Derecognition of financial habilities

The company ceases to recognise financial liabilities when the company’s obligations are discharged,
cancelled or expire

Page 26







South West One Limited

Notes to the Financial Statements
For the Year Ended 31 December 2011

Accounting pelicies {continued)

Financial instruments {continued)

Debt and equuty instruments

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

Interest and dwidends

Interest and dividends are classified as expenses or as distnibutions of profit consistent with the statement
of financial position classification of the related debt or equity instruments or component parts of comgound
instruments

Provisions

Onerous contract provisions are recogmsed when the unavoidable costs of meeting the obligations under
the contract exceed the economic benefits expected to be recewed under t They are measured at
management’s best estimate of the cost of fulfilling the contract after deducting the income 1t is estimated
that wili be received under the contract Provisions are discounted where matenal

Significant accounting estimates and assumptions

The apphcation of accounting standards and policies requires the company to make estmates and
assumptions about future events that directly affect its reported financial condition and operating
performance The accounting estimates and assumptions discussed are those that the company considers
to be most cntical to s financiat statements An accounting estimate 1s considered critical if both (a) the
nature of estimates or assumptions 1s matenal due to the level of subjectivity and judgement involved, and
(b) the mpact within a reasonable range of outcomes of the estimates and assumptions 1s matenal to the
company's financial condition or operating performance

Revenue recognifion

Application of the various accounting principles in IFRS related to the measurement and recognition of
revenue requires that the company make judgements and estimates Specifically, complex arrangements
with non-standard terms and condtions may require significant contract interpretation 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 judgements include determining
whether the company or a reseller 1s acting as the pnincipal in 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 varnous factors, including a
review of specific transactions, the credit-worthiness of the customers, histonical expernence and market and
economic conditions when calculating these provisions and allowances
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Significant accounting estimates and assumptions {(continued)

Cost to complete service contracts

The company enters into service contracts which include multiple complex work streams and
technologicaily demanding requirements Durning the contractual period, revenue, cost and profits may be
impacted by estimates of the ultimate profitability of each contract, especially contracts where the company
uses the percentage of completion method of accounting If at any time, these estimates indicate that the
contract will be unprofitable, the entire estimated loss for the remainder of the contract 15 recorded
immediately

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

Impairment of deferred transition costs and future forecast losses

Management have undertaken a detailed review of all aspects of the original business model that underpins
the operations of the company

This review was completed with the specific am of devising a new business and financial model for the
future operation of the company that enables It to elminate future losses from the start of 2012 until the
expiry of the joint venture contracts A significant part of this review Involved producing a senes of forecasts
to determine the means by which the goals of the new business model will be achieved The forecast
financial position to end of Iife of the contracts with the joint venture partners are predicated on a number of
assumptions, in particular those associated with uncertainties that exist around the complex contractual
arrangements that SWO has with the joint venture partners

The forecasts are being closely monitored against actual results and updated accordingly The forecasts
avallable at the date the financial statements are approved represent management's best estimate of the
future performance of the company until 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
period Accordingly an onerous contract provision amounting to £6 2 millon has been provided n the
current year

An 1mpairment charge, amounting to £17 million, was taken i 2010 aganst the value of the deferred
transition costs
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3 Revenue

2011 2010
£000 £000
(Restated)
Analysis by customer
Somerset County Councll 26,174 30,663
Taunton Deane Borough Council 6,027 5911
Avon & Somerset Police Authonty 19,724 20,410
IBM United Kingdom Limsted 54 -
Sales to third parties 5,548 5,867
Gross revenue 56,627 62,951
Less Pass through revenues {35,501) {40,460)
Net revenues as recognised 21,026 22,491
2011 2010
£000 £000
Analysis by segment
Operational 45,732 49,261
Transformational 161 1,168
Traded and other services 10,634 12,522
Gross revenue 56,527 62,951
Less Pass through revenues (35,501) {40,460)
Net revenues as recognised 21,026 22,491

Revenue related to operational services 1s earned through the provision of day to day processes and
services to the joint venture partners Revenue from the transformation activity relates to the re-engineerning
and streamlining of existing processes previously used by joint venture partners to allow the company to
deliver cost savings and efficiencies to joint venture partners Revenue from traded and other services s
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 2010 comparative figures for gross revenue ('Somerset County Council' and 'operational’} and pass
through revenue have heen restated by £2 3 million These restatements are to correct the treatment of
pass through revenues related to sales to third parties They have no impact on the net revenue of £22 5
million for 2010 and are for consistency and disclosure purposes only
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Revenue (continued)

Pass through revenues

Pass through revenues relate to (a) 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

2011 2010

£000 £000

{Restated)

Provision of goods and services from

Somerset County Council 19,906 20,856
Taunton Deane Borough Council 3,799 4,067
Avon & Somerset Police Authority 13,475 14,391
Other sources 18,968 24676
56,148 63,990
Less Costs related to pass through revenues (35,501) (40,460)
20,647 23,530

Direct employee costs 3,19 2,194
Provision of goods and services from IBM 7,913 18,520
Credit note 1ssued by IBM (10,000) {9,512)
Impairment of deferred transition costs - 17,001
Onerous contract provision 6,204 -
Impairment of fixed assets 246 -
Cost of sales as recognised 28,201 51,733

The 2010 comparative figures for ‘'other sources' and 'costs related to pass through revenues' have been
restated by £2 3 milion These restatements are to correct the treatment of pass through revenues related
to third parties In addition the 2010 comparative figures for ‘other sources’ and 'provision of goods and
services from IBM" have been restated by £1 2 million as a result of additional information subsequently
provided They have no impact on the underlying result for 2010 and are for consistency and disclosure
purposes only
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Expense by nature (continued)

Costs related to pass through revenues

Costs related to pass through revenues relate to 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 partners These amounts have been recorded on a net basis as the company i1s acting
as an agent in these transactions, and 1s not principal to these transactions

2011 2010
Note £000 £000
Included In costs of sales
Impairment of deferred transition costs 10 - 17,001
Amortisation of deferred transition costs 10 - 2,768
Employee expenses 5 3,19 2,194
Inventory expensed 11 1,109 1,225
Depreciation of property, plant and equipment g 58 17
Loss on disposals of property, plant and equipment g - 13
Impairment of fixed assets 9 246 -
Inctuded 1in administration expenses
Auditors’ remuneration - audit services 120 120
Auditors’ remuneration - non-audit services - 49
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Employee expenses

2011 2010

£000 £000

Wages and salares 2,879 1,972
Social security costs 259 177
Pens:ion cost for defined contribution plans 53 45
3,191 2,194

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

2011 2010

No No

Adminstrative 1 1
Technical 140 95
141 96

The Chairman of the Board 1s directly employed by SWOQ and Is therefore included in the above analysis

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 their
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
Is valued at £153,281 (2010 £63,588)

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

2011 2010
£000 £000
Aggregate emoluments 22 16
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Finance costs

2011 2010

£000 £000

interest on amounts due to group undertaking 493 563
Other interest payable and bank charges 5 -
498 563

Interest 1s incurred on amounts owed to group undertakings at variable rates based on LIBOR plus 30 basis

points

Income tax credit

(a) Analysis of credit in the year

2011 2010
£000 £000
Current tax
UK Corporation tax based on loss for the year at 26 5% (2010 28 0%) 2,470 8,842
Adjustments relating to prior years M (3)
Total current tax 2,469 8,839
Deferred tax
Movements on temporary differences (29) (16)
Adjustments relating to prior years 1 3
Total deferred tax (note 14) {28) {13)
Income tax credit 2,441 8,826
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Income tax credit (continued)

{b) Factors affecting tax credit

The tax assessed on the loss for the year is lower (2010 lower) than the standard rate of corporation tax In
the UK of 26 5% (2010 28 0%)

2011 2010

£000 £000
Loss before income tax 9,239 31,540
Tax at the domestic iIncome tax rate of 26 5% (2010 28 0%) 2,448 8,831
Effects of
Expenses not deductible for tax purposes - (1)
Adjustment to tax rates {7) 4)
Total income tax credit (note 8(a)) 2,441 8,826

{c) Factors that may affect future tax credit

Finance (No 2) Act 2010 was substantively enacted on 20 July 2010 and included legislation to reduce the
main rate of corporation tax from 28% to 27% A further reduction to 26% with effect from 1 April 2011 was
enacted via a resolution passed by Parlament on 29 March 2011 On 5 July 2011, Finance Act 2011 was
substantively enacted, reducing the main rate of corporation tax to 25% with effect from 1 Apnl 2012
Closing deferred tax balances have therefore been valued at 25% (2010 27%)

The 2012 Finance Act was substantively enacted on 19 July 2012 and included legislation to reduce the
main rate of corporation tax to 24% with effect from 1 Apnl 2012, and by 1% per annum to 23% by 1 Apnil
2013
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9 Property, plant and equipment

Plant and
equipment
£000
Cost
At 1 January 2010 72
Additions 5
Disposals (22)
At 31 December 2010 55
Additions 286
At 31 December 2011 341
Accumulated depreciation
At 1 January 2010 29
Charge for year 17
Disposals (9)
At 31 December 2010 37
Charge for year 58
Impatiment 246
At 31 December 2011 341
Net book value
At 31 December 2011 -
At 31 December 2010 18

The obligations under the service contract between SWO and it's existing clients are expected to generate a

loss The assets associated with the contract have been fully impaired and an onerous contract provision
has been taken (see note 17)
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10 Deferred transition costs

11

2011 2010
£000 £000
Non current
Balance at the beginning of the year - 16,200
Additions in year - 801
Impairment charge in year - (17,001)
Balance at the end of the year - -
Current
Balance at the beginning of the year - 2,768
Amortisation charged in year - (2,768)

Balance at the end of the year - -

Deferred transition costs related to the capitalisation of non-recurring costs which were directly incurred in
the initial transition and transformation stages of a specific outsourcing contract An impairment review of
these assets, valued at £17 million after amortisation at 31 December 2010, concluded that the recoverable
amount was such that the carrying amount of the assets should be nil

Amortisation of deferred transition costs was charged during 2010 (prior to impasrment) on a straight line
basis over the remaining Ife of the contract

Inventories
2011 2010
£000 £000
Finished goods and goods for resale 179 233

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

The cost of inventones recognised as an expense and included in cost of sales amounted to £1 1 million
(2010 £1 2 mithon}
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12 Trade and other receivables

2011 2010

£000 £000
Trade receivables 5,399 2,950
Less provision for impairment of trade receivables (3,127) (772)
Amounts recoverabte on contracts - 52
Group tax relief receivable 2,470 8,842
Prepayments 3,070 3,21
Accrued income 650 912

8,462 15,195

Amounts receivable from trade customers are non-interest bearing and generally have credit terms of being
repayable within 30 days

included within the above amounts 1s £7 3 million (2010 £11 6 million) receivable from related parties as
shown in note 21

13 Cash and cash equivalents

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

2011 2010

£000 £000
Cash at bank 980 3,081

14 Deferred tax assets

2011 2010

£000 £000
Balance at the beginning of the year 108 121
Charged to income statement (28} (13)
Balance at the end of the year 80 108

Deferred tax assets are recognised as a result of depreciation charged In excess of capital allowance
clamed These are expected to be recoverable against future taxable profits
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15 Deferred income

2011 2010
£000 £000
Non-current
Deferred income 2,922 3,396
Current
Deferred income 2,846 3,027
5,768 6,423
16 Trade and other payables
2011 2010
£000 £000
Payable to trade suppliers 1,015 328
Accrued expenses 1,643 3,280
Payable to group undertaking 38,249 44 964
40,907 48,672

The sales to and purchases from group undertakings are made at normal market prices Outstanding
balances at the year end are unsecured and repayable on demand [Interest 1s incurred on amounts owed to

group undertakings and calculated on vanable rates based on LIBOR plus 30 basis points

On 17 January 2012 the company entered into an agreement with IBM United Kingdom Limited,

whereby

future loans from IBM United Kingdom Limited, up to a financtal imit of £10 million, will be secured by way

of a fixed and floating charge over the unmortgaged assets of the company
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17

18

Provisions for liabilities and charges

Onerous

contracts

£000

At 1 January 2011 -
Additional provisions 6,204
At 31 December 2011 6,204

The obligations under the service contract between SWO and it's existing clients are expected to generate a
loss The onerous contract provision 1s expected to be utlised over the next 3 years The provision
recognised is based on the excess of the estimated cash flows to meet the unavoidable cost under the
contract over the estimated cash flows to be recerved from the clients

Financial instruments

Financial nsk management

In the normal course of business, the company 1s routinely subject to a vanety of risks In addition to the
market nsk associated with interest rates on interest bearing assets and liabilties, other examples of nsk
include credit nsk and lquidity nsk The company regularly assesses these nisks and has estabhished
poiicies and business practices to protect against the adverse effects 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 arise from these nisks

Further details of the financial instruments and associated risk management policies of the company are
outlined below

Capital nsk management

Capital represents equity attnbutable to the equity shareholders The primary objective of the company's
capital management 1s to ensure that it maintains a healthy cash position Funding 1s obtained pnncipally
from other group undertakings No changes were made in the cbjectives, policies or processes since the
prior year

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

Details of the significant accounting pokcies and methods adopted, including the critena for recognition, the
basis of measurement, and the basis on which income and expenses are recogmised in respect of each
class of financial asset, financial habiity, and equity instrument are disclosed in note 1 to the financial
statements
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18 Financial instruments (continued)

Categories of financial instruments

2011 2011
£000 £000
Loans and Amortised
receivables cost
Financtal assets
Trade and other receivables 5,392 -
Cash and cash equivalents 980 -
6,372 -
Financial habilities
Trade and other payables - {2,658)
Payable to group undertaking - {38,249)
- {40,907)
2010 2010
£000 £000
Loans and Amortised
recevables cost
Financial assets
Trade and other receivables 11,984 -
Cash and cash equivalents 3,061 -
15,045 -
Financial liabilities
Trade and other payables - (3,608)
Payables to group undertaking - {(44,964)
- (48,572)
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18 Financial instruments (continued)

Credit nsk

The company is exposed to potential loss if any party fails to pay amounts due to the company under
contractual terms ('credit nsk') The company has established policies and procedures for mitigating credit
nsk on pnncipal transactions, including reviewing and establishing credit imits for credit exposure, and
continually assessing the credit-worthiness of existing and potential customers Cash balances are swept
by the IBM Treasury Centre and held with NatWest Bank, which the directors assess as having high credit
ratings

The company has policies in place to mimimise credit nsk, mcluding 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 1s controlled to keep any nisk of impairment to a minimum

The table below summarnses the matunty of the company's trade receivables which are past due but not
impaired as at 31 December 2011

2011 2010
£000 £000
Days past due date
0-30 505 402
31-860 134 494
61-90 87 270
Over 90 652 390
1,378 1,556

Interest rate risk

The company has some exposure to interest rate risk as interest beanng assets and interest bearing
lkabilities are entered into at a floating interest rate The company 1s funded internally by the IBM Treasury
Centre in lreland  Interest 1s paid or earned on the balance using a vanable one month interest rate of
LIBOR +/- 30 basis points

Ligtucity risk management

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

19

Financial instruments (continued)

interest rate sensitivity

The sensitivity analysis below has been determined hased on exposure to interest rates for non-denvative
financial iInstruments at the reporting date For vaniable rate liabilities, the analysis i1s prepared assuming the
amount of hability outstanding at the reporting penod end date was outstanding for the whole year A one
percent increase or decrease 15 used when reporting interest rate nsk internally to key management
personnel and represents managements assessment of the effects of possible changes in interest rates

At the reporting date, If interest rates had been cone percent higher/lower and all other vanables were held
constant, the company’s net loss would increase/decrease by £05 million {2010 £06 milion) This 1s
principally attributable to the company's exposure to interest rates on its variable rate borrowings and cash
deposits and the balances owing to and due from related parties which, are repayable on demand

Other commitments or contingencies

No contingent habilities or commitments existed as at 31 December 2011 and 31 December 2010

The company s currently in dispute with the joint venture partners on a number of contractual matters No
settlement was reached in the medation held in July 2012 and the outcome of the dispute 15 unknown
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20 Notes to the cash flow statement

Reconcilhiation of loss for the year to net cash outflows from operating activities

2011 2010
£000 £000
(Restated)
Loss for the year (6,798) (22,714)
Adjustments for
Depreciation 58 17
Impairment 246 -
Loss on disposal of fixed assets - 13
Finance costs 512 587
Income taxes (2,441) (8,826)
Changes in operating assets and habilities
Decrease in trade and other receivables 9,203 6,627
Decrease in deferred transition costs - 18,968
(Decrease) / increase in trade and other payables (8,191) 7,920
Decrease In deferred income {(655) (464)
Decrease in inventories 54 288
Increase In provisions 6,204 -
Cash generated from operations (1,808) 2,416
Net cash (outflows) / inflows from operating activities (1,808) 2,416

Finance costs and increase in trade and other payables for 2010 have been restated by £24,000 and
£611,000 respectively to correctly reflect cash flows
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21 Related party transactions

The company has outstanding balances with related parties These balances are disclosed in “trade and
other recewvables” {(note 12) and “trade and other payables” (note 16} Transactions and outstanding

balances between the company and its related parties are disclosed below

Joint venture 1BM group

partners undertakings

201 2011

£000 £000

Sale of goods and services 19,547 55
Purchase of goods and services (5,456) {7,913}
Credit note - 10,000
Administration expenses - {1,566)
Interest payable - {498)
Amounts due to (215) (38,249)
Amounts due from 4,836 2,470

Joint venture IBM group

partners undertakings

2010 2010

£000 £000

{Restated) {Restated)

Sale of goods and services 22,692 -
Purchase of goods and services (5,022) (18,520)
Credit note - 9,512
Administration expenses - (1,727)
Interest payable - (563)
Amounts due to (442) (44,964)
Amounts due from 2,778 8,842

Notes

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

Somerset Police Authonty

2 |BM group undertakings include 1BM United Kingdom Limited and IBM Treasury Centre
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21 Related party transactions {continued)

The 2010 comparative figures for 'purchase of goods and services' from joint venture partners has been
restated by £2.3 million to correct the treatment of pass through costs The 2010 comparative figure for
‘purchase of goods and services' from IBM has been restated by £1 2 million as a result of additional
information which has subsequently been provided

A royalty agreement exists between the company and the ultimate parent company, International Business
Machines Carporation 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 during the term of the agreement to
the United Kingdom local government partners

Key management compensation

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

2011 2010

£000 £000

Short term benefits 543 590
Post employment benefits 106 180
Share based payments 53 a7
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22

Share capital

Authorised share capital

The authorised 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 1,475

A2 ordminary 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 2011 and 2010 10,000 10,000
Allotted, called up and fully paid:

No 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 ordinary shares 1ssued to Avon & Somerset Police Authonty 825 825

B ordinary shares i1ssued to IBM Untted Kingdom Holdings Limited 7,500 7,500

At 31 December 2011 and 2010 10,000 10,000

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

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

The B shareholder may require an A shareholder to sell all its A shares to the B shareholder or another 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 provision of services 1s terminated, or when an A
shareholder no longer receives substantially all of its services from the company as onginally agreed These
options are triggered 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

Page 46




South West One Limited

Notes to the Financial Statements
For the Year Ended 31 December 2011

22

23

Share capital (continued)

Dividends only accrue in 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 available reserves from which to make
dividends payable to the holder of the B shares

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, dvide among the shareholders the whole or any part of the assets of
the company, value the assets for that purpose and determine how this division shall be made The
Ilquidator may vest the whole or any part of the assets in trust for the benefit of the sharehoiders (although
no shareholder 1s compelled to accept any assets upon which there 1s a hability)

Meetings

The B shareholder 1s entitled to appoint three directors and to remove such directors Each of the A
shareholders I1s 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 i1s 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 resclution or
board matter 15 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 majonty of the votes of the directors The quorum for a
general meeting i1s 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 majority shareholder 1s IBM United Kingdom Holdings Limited, which owns 75% of the
company's shares The remaiming 25% of the shares are held by Somerset County Council (11 75%),
Taunton Deane Borough Council (5%) and Avon & Somerset Police Authonty (8 25%) All entities 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 ultimate parent undertaking 1s International Business Machines Corporation, which 1s
incorporated In the United States of Amernica and 1s the parent undertaking of the smallest and largest group
to consolidate these financial statements Coples 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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