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Introduction 1

Serco is an international service company that
combines commercial know-how with a deep public
service ethos. We deliver essential services on behalf
of national and local governments, who represent over
90% of our business, and for commercial customers.

In doing so, we are helping them meet profound challenges.
Public finonces are under significont pressure around the world
but citizens still expect continual improvements in service quality,
At the some time, our customers need to address crucial issues
such as economic development, congestion, security and
demographic and climate change The companies we work for
face similor financial and operational pressures

Increasingly, our customers are using our broad skills and
capabilities to oddress this significant agenda, and to improve
productivity and efficiency. We start by leading people more
effectively, and instilling our values and our ethos of delivering
high-quality services, which inform everything we do. At the
same time, we improve efficiency by introducing new
processes and technology and making the best use of assets

This approach enables us to take on new and complex tasks and
transform the quality, reliability and efficiency of essential
services ranging from air traffic control to running scientific
establishments

Our vision is to be the feading service company in our chosen
markets. This means we want to be the best partner to work
with, the company people aspire to work for and the
company that delivers superior returns to shareholders.

Our chosen markets are those that promise strong revenue
growth, attractive margins and the ability to offer good
working conditions for our people.
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2009 Highlights

A strong performance and well

positioned for future growth

Revenue
(2008 £3,124m)

£3,970m
+27.1%

Adjusted operating profit
(2008 £185 2my)

£229.7m
+39.0%

Adjusted earnings per share
(2008 22 20p)

29.53p
+33.0%

Profit before tax
(2008 €136 1m)

£177.1m
+30.1%

Earnings per share
{2008 20 49p)

26.76p
+30.6%

Revenue chart

Adjusted operating]
profit chart

Adjusted earnings
per share chart

Dividends per
share chart
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Dividend per share
(2008 5 00p)

6.25p
+25.0%

Group free cash flow
(2008 £94 2m)

£137.3m
+45.8%

Strong operational performance
and growth; awarded contracts
valued at £5.8bn

¢ Signed contracts valued at £4 5bn
and appointed preferred bidder for
£1 3bn of contracts

¢ Further strengthened our business
portfoiio and extended capabilties
into new growth markets

* Delvered strong operational
performance and successfully
launched major new contracts

= Built a strong platforrn for growth in
US through excellent progress on
integration of Sl acquisition

¢ Mantaned high win rates of one In
two new bids and 90% of rebids

Strong financial performance

* Revenue grew by 27 1%, 20 8%
excluding currency, 10 2% excluding
Sl and currency

» Adusted operating profit margin
increase of 50bps, 45bps excluding
currency, 27bps excluding Sl and
cumency

¢ Group free cash flow increased by
45 8% to £137 3m

Excellent revenue visibility
supported by long-term contracts
and substantial £17.1bn order book

* Order book of £17 1bn at
31 December 2002 (£16 3bn at
31 December 2008)

» Visibility of 91% of planned revenue
for 2010, 76% for 2011 and 64%
for 2012

Well positioned to support customers
with our transformational capabilities

* Global economic environment dnving
demand in existing and new markets

» Significant opportunities to address
customers' needs through our growing
capabilities and deep public serice
ethos

e Strong track record of transforming
efficency and preductmty in essential
public services

Outlook reflects high visibility,
selective hidding strategy, and £28bn
opportunity pipeline

* Continue to expect an Increase In
revenue to approximately £5bn and in
Adjusted operating profit margin to
approximately 6 3% by the end of 2012*

* In 2010, expect continued strong
organic revenue growth and further
progress towards our 2012 margin
guidance

“exgluding matenal acquistions, disposals and
currancy effects, based on 2008 axchange rates

Note Adusted operating profit and Adusted earmngs per share ara before amortisation of acquired mtangibles as shown on the face of the Group's
consoldated mcoma statement and the accompanying notes Group free cash flow is free cash flow from subsidianes and dvidends recaved from joint
ventures and 1s reconciied i Section 3 of the Finance Review
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Our offering

Serco delivers essential services in a wide range
of markets around the world. We are able to

operate across this broad spectrum because our
core capability is people-led service delivery and

change management.

This means that we analyse a customer's
problems and produce a tailored soluton
which has the improved management of
people and service at its heart.

Our solution 1s to redesign organisations to
remove bureaucracy, enhance processes
and liberate people to deliver ther best
We introduce technology, continue 10
invest during the Iifg of the contract and
make the best use of avallable assets
The outcome 15 improved service qualty
ang productmvity, which in turn reduces
costs for our customers

Crucially, we instit our values, which are
defined by ouwr Governing Pnnciples (see
opposite), and are aligned with our ethos of
delivering high-qualtty services These are
central to everything we do, and focus us
on delivering the best for our customers,
our people and the wider community ~
what we call “bringing service to Iife”

Transferable skills

In addition to our core capability, we have
developed a wide range of specialist skills
in the sectors In which we operate These
help us to grow In a number of ways

First, we can transfer these skills around the
world, winning new work and expanding
our geographical reach For example, our

{ight rad skills from improving and running
the Docklands Light Rattway in London
were nstrumental n winring the contract
to operate the Dubai Metro We were also
able to take our expenence of operating
UK immigration centres to win similar work
for Australia’s Department of Immigration
and Crtzenship

Second, we are able to create unigue
combinations of skills from around our
organisation to provide differentiated
proposals to customers Operating
London's Woolwich Ferry, for example,
uses the marine services skills we have
developed in our defence operations and
Joins them with our experience of running
mass transit operations Other examples
include the use of our information
technology skills to support services that
help the long-term unemployed intoe work,
enable citizens to access local services
and keep borders secure

Third, we are able to benchmark our
performance across contracts in different
locations and ensure that we share best
prachice, so that we can constantly
Improve our operational delvery for

our customers

We redesign organisations to remove
bureaucracy, enhance processes and liberate

people to deliver their best.



Our culture and values

Qur business

Serco could not succeed without the
skill and dedication of all of our people
around the world. They embody our
culture and are responsible for iving our
values each day. Our culture and values
truly differentiate us from our
competition and underpin the way we
run the company

We work with our customers in a
collaborative, flexible and smaginative way
We seek to understand what motivates
them and to share ther service ethos We
devolve responsibility to the contract level,
empowenng our pecple to deliver their
best for our customer and instiling a
stimulating cufture so they feel they can
personally make a difference

Qur values, which are encapsulated in our
Governing Principles, are a fundamental
part of this culture, and nform every
decision we make By Iving these values,
we ensure that we operate n a responsible
way and that we deliver the excellent
service on which our business success
depends

Page 47 sets out how we develop our
people and enable them tc excel

Qur Governing Principles

We foster an entrepreneurial
culture

We are passionate about building innovative and
successful Serco businesses We succeed by
encouraging and generating new ideas

We trust our people to deliver

Wa embrace change and, by taking measured risks,
encourage creative thinking

We enable our people to excel

Our success comes from our commitment and energy
to go the extra mile We are responsible to each other
and can expect support when we need it most

We expect our people to achieve more by recognising
and harnessing the power of individuals We value
people for therr knowledge, and ideas and potential to
contribute

We deliver our promises

We do what we say we will do to meet expectations
We only promise what we can deliver

If we make mistakes we put them nght We are clear
about what we need to achieve and we expect to
make a far profit

We build trust and respect

We build respect by operating in a safe, soctally
responsible, consistent and honest manner

We never comprontse con safety and we always
operate in an ethical and responstble manner

We listen In doing so, we treat others as we
would wish to be treated ourselves and challenge
when we see something is wrong We integrate
with our communities




A balanced portfolio

Our business began in the UK and we have grown
rapidly. We have also diversified our portfolio by
expanding internationally, notably into North America
which now accounts for around a quarter of our
revenues, into Australia, Europe, the Middle East

and, most recently, India.

We deliver a wide range
of high-quality essential
services for our customers.
Our broad capabillities
and market expertise
have enabled us to build
a balanced portfolio of
long-term contracts in a
variety of sectors in Civil
Government, Defence,
Transport and Science.

Civil Government
2008 Revenue

£1,556m

Our work in Civil Government includes
home affairs, IT and business process
outsourcing (BPO), welfare to work,
integrated services, education and
children's services, healthcare, and
consulting. In the US, we provide
support to a number of civil government
agencies through our records
management and IT capabilities.

In home affarrs, we are the UK's leading
pnvate provider of custodial
accommodation, and deliver immigration
control, homeland security, electronic
monitoring, court escorting, case
management and technology services

In Australia, we manage two prnisons and
provide immigration services, including
operating seven immigration centres

Ws also provide services to Hunfeld prison
N Germany

Woe deliver transformational services in
the UK for local government using our
infarmation and communications
technology {ICT) and BPC skills, and are
a leading provider of business support
services In the US, we deliver information
technology and business process services
to government agencies such as the
Department of Energy, the Department of
Homeland Security, the Department of
State and the Federal Communucations
Commission

We provicde ICT services in several
European countries, to both governments
and European agencies, and state-of-the-
art technology solutions and integrated
systerns to government mirustries and
commercial customers in the Middle East
We established a presence in India in 2008
and now provide BPO services to major
international companies

In welfare to work, we are delivering the
first phase of The Flexible New Deal in
three UK regions The Flexible New Deatl 1s
the UK Government's new flagship inhative
to assist long-term unemployed people n
achiewving and sustaining employment

Our integrated services business prowides
nnovatve environmental, streetscene and
other direct seraces to UK local councils,
and in Australia and Hong Kong We also
manage a range of services contracts in
tha heatth, local government and
commercial sectors

We deliver education and children’s
services across three local authorities In
England, manage inspection services for
schools, further education colleges and
work-based learning organisations in the
central region of England, and support the
delvery of national children's services
programmes locally

In heatth, we provide a wide array of
services including pathology (through GSTS
Pathology, our joint venture with Guy's and
St Thomas' NHS Foundation Trust), out-of-
hours GP care, forensic medical services,
occupational and custodial health services
and communily care

In consulting, we raise awareness of Serco
and enhance our reputation with new and
existing customers by prowviding high-
impact adwisory services and developing
new innovative delivery models
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Defence
2009 Revenue

£1,020m

Serco is a leader In the provision of
support services to the armed forces
of the UK, US, Canada, Austrahia

and Germany

In the UK, we provide tramning, engineenng
and operabonal support to the Royal Ar
Force, and the aviation arms of the British
Army and Roya! Navy Wa also support the
Royal Navy's three main UK bases and
operate and maintain strategic assets such
as secure satellte communications, the
Defence Academy of the United Kingdom,
and the UK’s ballistic missile earty warning
systam at RAF Fylingdales We provide
systems engneenng, safety assurance and
risk management services, and support
the essential defence and force protection
research carried out at the Defence
Science and Technology Laboratory

In North Amenca, our skills encompass
information technology, professional
services, cyber operations, personnel
support services, systems engineenng,
logistics, nattonal security analysis and
ntelligence, and we serve every branch
of the miltary Many of our employees are
embedded in military bases, working
side-by-side with servicemen and women
to deliver miltary support In Canada, we
provide base operations to the Canadian
Department of Nationat Defence at
Goose Bay

We delver training, logistics and operational
support services 10 the Australian Defence
Force, with a presence on every defence
base n Austraha In Germany, we daliver
training, logistics and operational support
services to the Bundeswehr

Transport
2009 Revenue

£789m

Woe deliver innovative transport
solutions to road and public transport
authonties, government agencies and
commaercial enterpnses. We are a Kay
provider of infrastructure and
operational expertise across metro,
rail, road, air traffic control and

ferry services

In the UK, with our partner, Abellio
{formerly known as NedRailways), we run
Northern Rail - the UK's largest tram
franchise - and Merseyrail - the UK's most
punctual tran operator We operate the
award-winning Docklands Light Railway
and Woohmch Ferry in London Key road
contracts include the design and
implementaton of Transport for London’s
Cycle Hire Scheme, the National Traffic
Control Centre, national motorway traffic
infrastructure services and the installation
and mantenance of road safety cameras
throughout the UK

We own and operate Great Southern Rail
n Australa, including the Ghan and Indian
Pacific trans-continental services In Hong
Kong, wa provide parking services and
operate road tunnels and the road comdor
to mamlancd China We run mformation and
ntegrated transport management systems
in Hong Kong, Queensiand, Western
Austraha and New South Wales, and traffic
carnera services in Victona

In North Amenca, we operate more than
80 ar traffic control towers for the Federal
Awgtion Administration We support
Georga's traffic managerment center and
have a new contract to nstall and operate
an inteligent transportation system We
offer parking services, ncluding a smart
parking systermn in San Francisco In
Canada, we deliver driver exarnination
services in Ontario

In the Middle East, we run the new Dubai
Maetro system and prowide arr traffic control
sarvices, and arport and technical serices,
across the United Arab Emirates and in
Bahrain We provide consuftancy for
Dubars Roads and Transport Authorty,
supporting operations, mamntenance and
IT processes

Science
2009 Revenue

£605m

Serco is a leader in managing both
science-based organisations and the
process of developing, transferring and
applying knowledge to deliver
maximum economic, social and
environmental benefits to society

We manage the National Physical
Laboratory (NPL), which is one of the world's
major screntific establishments 't 1s our
responsibility to maximise the positive
mpact of NPL's misston n measurement
standards and science, for business and
government We also manage, with
Battelle ang the University of Manchester,
the Nationial Nuclear Laboratory, one of the
UK's lgading technology service providers
and a centre of excellence in nuctear
non-proliferation

We have an integral role in the UK defence
and cwil nuclear industries Since 2000,
Serco, as a joint venture partner in AWE
Management Limited, has been entrusted
with the management of the UK Atomic
Weapons Establishment, which is
responsible for prowiding the warheads for
the UK's nuclear deterrent In addition we
have provided independent specialist
nuclear safety advice to the Royal Navy in
support of its nuclear submanne fleet for
nearly half a century

We also offer speciahst technical support
to the UK's cvil nuclear industry, providing
safety, environmental, nsk and asset
management advice and operational
solutions across the UK's cmil nuclear sites




Markets National and local governments around the world
face unrelenting demand from citizens for better
public services.

Unemployment

Growing populations Crime prevention
Economic development Migration GCongestion
Ageing poputations Security Chmate change

Governments must also address significant
challenges, including unemployment and economic
development, ageing and growing populations,
migration, security, crime prevention, congestion and
climate change.




Our business 9

Increasing demand for high-
quality services

National and local governments around
the wonrd face unrelenting demand from
citizens for better public services.

At the same time, therr finances have
detenorated sharply and many face
significant budget deficits which will take
years to rectify Governments must also
address significant challenges, including
unemployment and economic development,
ageing and growing populations, rmigration,
security, crime prevention, congestion and
climate change

The scale of these challenges, and the
requirement to IMprove productivity given
the financial challenges they face, are
encouraging governments to make
transformational changes and address
some of the largest areas of therr spend
This 1s driving a greater acceptance of
innovative ways of achieving change and
broadening our addressable markets

Governments are not alone n the need to
improve productivity Our private sector
customers face similar mperatives and
are seeking our help to achieve ther ams

Given our customers’ challenges, our
abilty to support them with high-quakty
services 15 ncreasingly attractive to them
We are well placed to help them maintain
and mprove service standards whilst
achieving greater productivity, gven the
breadth and depth of our capabilities
across a wide range of markets, our track
record of delivery and our proven ability to
create Innovative solutions targeted at
therr needs

Significant potential for

market growth

Our markets are large and expanding,
with the services we offer increasingly
helping our government customers to
address some of the biggest areas of

their spending.

The UK, for example, I1s one of the world’s
most developed markets for the
outsourcing of public services, but there
15 still considerable scope for growth

Of the UK’s total government spending

of £620bn, the public services industry
accounts for around £80bn Simiarly, in
tne US, the federal government services
market accounts for around 10% of total
federal government expenditure

The scale of our markets and the increasing
scope of our capabilities, which allows us
to enter new areas within these markets,
means that we can be selective about the
opportunities we bid for, only taking on
those which meet our strict cnteria i also
means that our share of any indvidual
market 15 not relevant to our ability to
succeed thers or 1o delivering our

growth ambitions

Our competitive environment

Competition 15 necessary for our
markets to operate effectively

A farr, competitive environment encourages
customers to put services out to tender, as
it provides a benchmark to ensure they are
getting best value, and drives our public
services Industry to innovate

Qur competitors are mainly commercial
companies but In some markets they can
include public sector bodies We have, for
example, competed aganst government-
owned radway companies in the transport
market and aganst UK National Health
Service Trusts in health

The breadth of our business means that
no crganisation competes with us across
all our markets, and only a few operate in
mora than one However, we see a good
nurnber of effective competitors n all of
our markets As we enter new markets,
we meet competitors who specialise n
those areas, but in our established
markets, competition has remained steady
as our custormers focus on the established
providers who they trust to deliver what
they need

Qur long track record as a pure service
company, the breadth and depth of our
capabilities, our abdity to talor our offenng
and to develop new models and better
ways of working, puts us n a strong
position for the future

Given our customers’ challenges, our ability to
support them with high-quality services is
increasingly attractive to them.




10

Our strategy

Our strategy has four elements, each of which contributes
to two or more desired outcomes. This table explains
our strategy and sets out what we achieved in 2009,

Strategy

Build o balanced
portfolio

Description

We aim to reduce nsk and increase
opportunity by building a balanced
contract portfolio, spread across
markets. This reduces our exposure
to market fluctuations, enables us
to select the best opportunities
whichaver market they are in, and
allows us to transfer expertise from
one market to another.

Desired outcome

Reduce our exposure to
market fluctuations

Strengthen our position in
our chosen markets

ANAN

Develop new skills and
capabilihies for the future

Key achievements
in 2009

We strengthensd and broadened our
portfolo We won £4 5bn of contracts,
both through new wins and expanding

the scope and scale of existing contracts
The Operating Review, starting on page 14,
contains more details of our wins durnng
the year

We entered new growth markets, such

as pathology and welfare to work, and
broadened the scope of our business In
existing geographical markets by leveraging
capabilities developed in other regions,
such as using our UK skills in immigration
services to win contracts in Austraha, and
our light rait skil's to ensure a successful
start to our Dubal Metro contract
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Deliver excellent
service

Make strategic
acquisitions

Develop new models

Delivenng excellent service means
meeting - and often exceeding -
customaer expectations. We do this
by having the responsible behaviours
enshnned in ocur values at the heart
of everything we do.

This enables us to build long-term
customer relationships, to expand
the scope and scale of contracts
during thesr life, retain contracts at
rebid and win new contracts.

While we are pnmarily focused on
organic growth, we make
acquisitions to acquire skills which
will be important for future growth
and to enter markets where we see
strong opportunities.

We respond to emerging opportunities
by finding new ways to deliver services.
This may mean collaboration between
our divistons, bnnging together skills
and expenence which few other
companies can replicate,or it may
mean partnenng with our customer
or the third sector. Our abiiity to
lead change keeps us at the
forefront of our markets.

v

v

v
v
v

v

We maintained our retud win rate at 90%
and continued to win one In two new tids,
reflecting the qualty of our service and our
ability to select the most attractive
opportunities

We successfully started a number of major
new contracts, including our ¢contract to
operate the Dubai Metro, three Flexible
New Deal contracts in the UK, and our
mmigration services contract in Australia

Qur focus on service and corporate
responsibility was reflected in numerous
awards Our approach to corporate
responsibility 1s described on page 50
of this report

We have built a strong platform for growth
in the substantal US federal government
services market through the successtul
iritegration of Sl International, which we
acquired at the end of 2008 We now
serve all branches of the US armed
services, as well as inteligence and federal
ol government agancies

We also successfully integrated two smaller
acquisitions, InfoVision in india {now Serco
BPQO), positioning us for opportunities In
the Indian services market, and Grosvenor
Health in the UK (now Serco Occupational
Health}, adding to the services we offer our
customers in the UK

We won three contracis in a new UK
market — welfare to work — by developing a
unigue and innovative model, partnering
with third sector and other organisations

Similarly, our partnership wath third sector
organisations played a significant role in
helping to secure our appointment as
preferred idder for two new prson
contracts, at Belmarsh West and Maghull,
in the UK

We created GSTS Pathology, a
groundbreaking joint venture with Guy's
and St Thomas' NHS Foundation Trust, to
Improve Its pathology semices
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Managing our To achieve our vision of becoming the

business lifecycle leading service company in our chosen
markets, we must manage our business
as effectively as possible.

Summary of the Business Lifecycle Governance Process 1 Selecting markets

The Business Lifecycle Governance Process (BLGP} formalises our approach We select markets that are politically

10 maximising value creation and managing the associated nsk 1t helps us to and economically stable, which offer
determine the markets we want to do business In, to bid successfully for the multiple contract opportunities and good
contracts that add the most value, to transition these contracts to delver this growth potential, and where we can
valus, and then to retain and grow them differenhate Serco from the competition

We also ensure these rmarkets have the
appropriate margin and cash flow
characterstics to enable us to meet our
financial aspirations We anatyse many
other factors, including our understanding
of the customers and the way they procure,
the market's drivers and matunty, and
whether we can create an attractve

and rewarding working environment

for our employees

In new markets, we consider our market-
entry strategy and whether we need a new
business model to succeed, and we
assess any ethical and human nghts
factors which may influence our decision to
go ahead

2. Identifying opportunities '
Once we are satisfied that the market
L|fecyc|e Flowchart is attractive, we Identity opportunities
we can bnd for,

At this step we test the quality of each
opperturity, INcluding our understanding of
the customer's business and vision, therr
funding for the project and how likely they
are to proceed to procurement We compare
each opportunity aganst other opportunities
etsewhere, to determine which would be
the best use of aur resources
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3. Bidding selectively

Bidding can take many months and can
therefore involve considerable expense
and use of our people resources, s0 we
only bnd for the best cpportunities -
those which meet all our finanaial,
ethical and other criteria and where we
have a strong chance of winning.

This stage has multiple steps, from our
witral submission to the customer, to being
shorthsted, to our final bid During the
pidding process, we develop a detaled
solution for the customer’s requirements
and test it thoroughly We also review the
opporturity’s attractiveness, and the risks
assoclated with t, at every step and
reconfirm that we want to proceed with it
Once selected by the customer, the final
step is to negotiate and sign the contract

4. Transitioning effectively

Effectively transitioning a new contract
is vital, This process commences at
contract signing and carnas through to
ongoing service delivery.

We ensure that we have appropnate
planning and control measures in place to
start work seamlessly on day one, as we
begin to mplament the solution which we
have developed in detal during the bidding
phase We also transfer the knowledge we
created dunng the bid to the team who will
run the contract, and continue to builld
good working and strategic relationships
with our customer and other stakeholders

5. Delivering operational excellence
Throughout the life of a contract, we
aim to deliver operational excellence
and continual Improvement

through innovation

Devolving responsibility to the contract
director helps us do this, by enabling them
to be responsive to our customer’s needs
and allowing them to put new ideas into
practice [t also makes our business
scalable, allowing us to successfully
manage a growing numioer of contracts

Our contracts are run within the control
framework set out In the Serco Management
Systern (SMS) and every decision must be
n accordance with our values, as defined by
Serco's Governing Pnnciples (see page 5)
This ensures that we always operate safely
and responsibly, safeguarding the needs of
all our stakeholders

Working In the right way and meeting — or
exceeding - our customer's expectations,
helps us to build a long-term relationship
with our customer and makes us part of
ther organisation This often leads to our
customer expanding the scale or scope of
the contract dunng its lifetime, which 1s very
important for our growth [t also positions
us well to win the contract at rebid

6. Deciding to rebid
As the contract nears the end of s life,
we decide whether or not to rebid it

Although we usually rebid, we do
occasionally determine that it would be
better to exit the contract We mught do
ths, for example, if the market has stopped
growing or become too price compstitive,
rnaking it difficult for us to operate by our
stnict critena such as providing good
working conditions for our people, and
meaning that we can get a greater return
by nvesting our resources elsewhere

7. Rebidding

If we decide to rebid, we approach the
bid as if it were a new one, looking for
turther innovations and ways to increase
the scope of the services we perform
tor the customer

This helps us deliver even greater
productivity and service quality dunng the
next contract term Often the customer
chooses to mclude more services and
lengthen the contract, so that the value of
a rebid can be considerably larger than the
ongnal contract The guality of our service
delivery and ouwr ability to innovate mean
that we retain around 90% of our contracts
at rebnd

Once we have secured tha rebid, we return
1o the transition phase, where we bed-in
our changes and any new services we
have taken on

8. Exit
When we exit a contract, we always
ensure we do so in the right way.

Whera appropriate, we work closely with
the Incoming contractor to protect the
interests of the customer and of the people
who will transfer from us as the contract
passes on This s also iImportant because
of the value we place on long-term
relationships, which mean that we may well
work for that customer agan n the future
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Chairman’s Statement Serco performed strongly in 2009. We strengthened
our position in existing markets by expanding the
scope and scale of our current contracts and winning
a significant number of new contracts, and broadened
our portfolio by entering a number of new markets
where we see strong opportunities for growth,

Kevin Beeston Picture

“Qur ability to transform essential services
for our customers and our track record
of high-quality and efficient operational
delivery were reflected in substantial
contract awards during the year, and
continued high win rates.”

Kevin Beeston
Chairman, Serco Group plc

The business performed very well
operationally, including successfully
starting several major new contracts,
and we created an enhanced platform
for growth through excellent progress
on the integration of the Sl International
(SI) acquisition

We also continued to develop new
opportunities for future growth, which are
reflected in the increase in our pipelineg of
opportunities to a record £28bn

Financial Results

We delivered a strong financial performance
and also benefited from a first-year financial
contribution from S1 Revenue increased by
27 1% to £3,970m, and Adjusted operating
profit by 39 0% to £229 7m Excluding
currency effects, revenue grew by 20 8%
to £3,774 Om and Adjusted operating profit
rose by 31 1% to £216 5m

Our margins increased, with the Adjusted
operating profit margn rising 45 basis
ports to 5 74%, excluding currency
effects Excluding both S and currency
effects, revenue grew by 10 2% to
£3,442 1m and Adjusted operating profit
rose by 15 8% to £191 3m Organic
revenue growth, excluding currency, was
9 4% Group free cash flow ncreased by
45 B% to £137 3m Group recourse net
debt at the year end decreased by

£136 8m from the end of 2008 (£84 8m
excluding currency effects) to £387 7m,
placing us very comfortably wathurs all of
our banking reguirements



Revenue
(2008 £3,124m)

£3,970m
+27.1%

Adjusted operating profit
{2008 £165 2m)

£229.7m
+39.0%
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Dividend per share
(2008 5 00p)

6.25p
+25.0%

Qur ability to transform essential services
for our custorners and ouwr track record of
high-quality and efficient cperational
delvery were reflected n substantial
contract awards during the year, and
continued high win rates In total, we were
awarded contracts valued at £5 8bn,
comprising contracts signed valued at

£4 5bn and preferred bidder appontments
valued at £1 3bn We won 90% of our
contract rebids and one n two of our new
bids, demonstrating the value placed by
bath existing and new customers on our
capabilities and our consistent delivery of
high-quality service

Dividend

In lIne with our policy of increasing the
total dvidend sach year broadly in ne
with the increase 1n underlying earnings,
the Board has proposed a final dwdend of
4 40p per share, representing an Ncrease
on the 2008 final dwvidend of 25 0% and
bringing the total dvidend for the year to
6 25p The final dvidend wilt be paid,
subject to shareholder approval, on

19 May 2010 to shareholders on the
register on 12 March 2010

Twenty-five years of evolution

As announced in October 2009, | will be
stepping down as Charman and from
the Board at the Annual General Meeting
n May

By then | will have been at Serco for 25 years
Some things have remaned constant
during that ttme, among them our people-
focused values and our commitment to
being a trusted and responsible company
The shape of the business, though, has
changed beyond recognition

In 1985, Serco was almost entirely UK
focused and defence was our doninant
market Since then, we have successfully
broadened our contract portfolio around
the world, and operate in many geographic
markets and sectors for both governments
and businesses With aur customers facing
ever-increasing challenges, under pressure
to mprove service quality and productivity,
and {ooking to outsource new types of
work, that expansion s set to continue as
we support tharr agendas for change

| will look back on my time at Serco with
great pride and affection and wish the new
Chaiman and the Board every success in
taking Serco forward to new heights

People

As a service company, people are our
major asset Serco's track record of growth
and our reputation for service excellence
are the resutft of having people who are
wilhing to go the extra mile and put our
customers’ interests first | would like to
thank each and gvery one | have waorked
with over the last 25 years for ther
dedication and support and for making
Serco the great company it 1S today

“I will look back on my
time at Serco with great
pride and affection and
wish the new Chairman
and the Board every
success in taking
Serco forward to
new heights?
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Chief Executive’s 2009 was another successful year for Serco, and | am

Statement very pleased with our performance. | am particularly
proud of the commitment and extraordinary efforts of
our people who are at the heart of the service we
deliver to citizens and customers around the world,
and who remain fundamental to our achievements.

Christopher Hyman Picture

“In 2009, the dedication of our people and
the breadth of our capabilities meant that
we continued to deliver a strong
operational performance in the services
we provide, and therefore the value we
add for our customers.”

Ghnistopher Hyman
Chuef Executive, Serco Group plc

Strong performance in 2009

Serco delivered a strong performance

in 2009, and entered 2010 with a record
order book and increasing opportunities
both in the UK and internationally.

We continued to strengthen our existing
capabilities with new skills for growing
markets. With fiscal pressures increasing
across all markets, we see strong
demand for our capabilities to ensure the
efficient delivery of essential services,

Strengthening our position in

existing markets

In 2009, we werg awarded new contracts
and through renewals and extensions we
expanded our work across a broad
spectrurn of our existing markets, including
home affairs, IT and BPO, education,
transport and integrated services Smaller
and medium-sized contract wins continued
to be an iImportant driver of our growth,
and further details of some of these
awards are given in the Operating Review,
starting on page 20

In larger contract awards, we were
selacted for a number of significant new
home affars contracts In Austraha,
bulding on capabilities developad in the
UK, we signed two new contracts with the
Austratian Government Department of
Immigraticn and Citizenship (DIAC) to
transform its iImmigration services across
the country, and, towards the end of the
year, to manage the operation of
immugration residential housing and
immegration transit accommaodation

Together, these contracts are valued at
around AUS$415m over five years In the
UK, we were appointed as the preferred
bidder to manage and operate two new
prisons at Belmarsh West, London, and
Maghull, Liverpool, with a combined value
to Serco of around £600m over 261 years
Sigring of contracts for these prisons 1s
expected by summer 2010
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In defence, we provide mitary satellte
communications support to the US Ar
Forca 4th Space Operations Sguadron
{far let)

In health, we are helping Guy's and
St Thomas' NHS Foundation Trust
to improve the efficiency and
responsiveness of its pathology
sances {laft)

In North Amenca, we renewed and
expanded our work across the armed
forces, and intelligence and cwil
government agencies We saw a significant
expansion of our work supporting the Air
Force Space Command, winning
US$131m of task orders.and nearly
doubled the size of one of our ntelligence
agency contracts We were awarded task
orders under our US Army HR Solutions
contract valued at US$196m, of which
USSE54m were new orders, and renewed
our contract with the US Department of
Homeland Secunty's US Citizenship and
Imrmigratiort Services to provide records
processing support at its National Benefits
Center, valued at approximately US$190m
over a pertod of up to five years

In transport, we renewed and expanded
our contract to provide the Dubal Arports
Company with ar traffic services at Dubal
International Arrport The renewed contract
15 valued at £245m over a longer perod of
ten years and builds on the ar traffic
services that Serco has provided to Dubai
for more than 40 years

Our integrated services business built on
its expertise n the focal authonty and health
facilties management markets, with the
signing of a numbper of new contracts
These included contracts with the London
Borough of Bexley, valued at £160m over
a potential term of up to 15% years, to
provide a full range of environmental
services, and with the Plymouth Hospitals
NHS Trust to provide services at the
Derriford Hospital and the Royal Eye
Infirrnary, valued at around £140m over

a penod of up to ten years

From the start of 2010, we have
repositioned owr business to maximise our
focus on growth and opportunities and to
ensure that we maintain a flexible and
devolved organisation which 15 responsve
to our customers’ needs As aresult, we
have created five new dwsions, focused
on our principal markets

These are Cwil Government, Defence,
Science and Nugclear, Local Government
and Commercial, Amencas and AMEAA,
{Afnca, Middle East, Asia and Australasia)
Our segmental reporting will reflect these
five dwvisions, starting at our half year
results in August 2010

Entenng new growth markets

In 2009, we enterad a number of new
markets where we see significant
opportunities for growth

In the UK, we opened a new market,
pathology, to help our customers improve
the efficiency and responsiveness of health
services At the begmning of the year, we
formed a new partnershup, GSTS Pathology
LLP, with Guy’s and St Thormmas’ NHS
Foundation Trust, to pursue opportursties
N this substantial market, which 1s valued
at approximately £2 5bn In January, GSTS
sighed a contract, valued at £250m over
ten years to Serco, to rmprove Guy's and
St Thomas’ pathology services, and in the
second half it further expanded its
operations by signing a similar contract
with the Bedford Hospitals NHS Trust,
valued at approximataly £31m to Serco
over ten years

We have dentified significant opportunities
In the new wetfare to work market in the
UK to support jobseekers in returning to
and remaning n work In 2009, we signed
three contracts under the UK
Government's Flexible New Deal initiative,
which we are delivering through a unique
network of private, public, community and
voluntary organisatiens These five-year
contracts have an aggregate value to
Serco of £400m-£500m, and we expect
further opportunities to arise in

2010 and beyond

We also continued to extend our
capabilities in the transport market in 2009,
adding cycle hire to our existing portfolo
of metro, heavy rall, ar traffic control,
marng and roads operations We signed
a new six-year contract with Transport for
London, valued at approximately £140m,
to design, bulld and operate the new
London Cycle Hire Scheme Under the
contract we will design and integrate
technology and customer service
operations, and provide, operate and
maintan 6,000 bicycles for hire in Central
London at 400 docking stations

Delivering operational excellence

In 2009, the dedication of our people and
the breadth of our capabilities meant that
we continued to deliver a strong
operational performance in the services we
provide, and therefore the value we add,
for ou; customers

We successfully started a number of major
new contracts, valued at over £1bn These
included our Flexible New Deal contracts
In the UK, our contract to operate the
Dubal Metro, where we have achieved very
high performance levels, supported by an
in-depth programme of over 50,000
traiming days, equipping what will be
3,000 employees when all ines are open
with the safety and technical skills needed
to detiver a world class raiway, and our
immigration services contract In Australia,
where we completed the successful
handover of immugration detention centres
in under siIx weeks

We also set a number of new performance
benchmarks and receved awards in our
existing contracts, including Merseyral
setting a new record for UK rail punctuality
with 96% of tramns running to tme, our UK
marine services delivering outstanding
support to the Royal Navy with
performance levels consistenty running
over 99%, exam results from our UK
education contracts mproving at almost
twice the natonal average, in the US, our
receipt of the highest award from the
Federal Aviation Authonty for ar traffic
control safety and service excellence, and
the Best Practice award from the US
Department of Defense for our US Marines
Wounded Warnior Call Center, and the
recognition of our commitment to health
and safety by the UK's Royal Society for
the Preventton of Accidents through 29
different awards and commendations
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Chief Executive’s
Statement
continued

Planned revenue chart

Strong platform for growth in the US
market created through Sl integration
We have made excellent progress with
the integration of Sl in #ts first year of
ownership, with our enhanced capabilities
providing a strong platform for growth

This platfarm positions us well for
opportunities in 2010 and beyond in the
largsst government services market in the
world, the US Federal Government
services market, notably in supporting the
government In modernising and improving
the effectiveness and security of services
We were also pleased with SI's financial
performance Sl’s revenue grew by 7 5%
to US$618 5m, and SI's Adjusted
operating profit increased by 28 3% to
US$47 1m, representing a margin of 7 6%

“With the recent
substantial increase
in fiscal deficits,
governments are
increasingly seeking new
ways to fundamentally
transform the efficiency
and productivity of
essential services.”

People

Serco has around 70,000 people delivering
essential services around the world  Our
ongoing success 1s the result of their hard
work and commitment to our values and
pubhc service ethos

Daveloping our leaders 1s vital for Serco's
future Dunng the year, we profiled the
capabilites of our top 100 leaders against
our rodel for great leadership This sets
out the skills and behaviours required to
implement our Governing Principles and
to meet our future business challenges
The process ensured that our leaders fully
understand their algnment to the model
and we are now 1N the process of ¢reating
personal devetopment plans to help them
deliver higher levels of performance

We also undertook a comprehensive talent
review This involved every business unit
around the world rdentifying its current
and future leaders, enabling us to create
comprehensive succession plans and
talent pipetlines n each part of our
business This 1s particularly mportant in

a high-growth company such as Serco,
where we continually need to develop new
leaders in the organisation

Our “Viewpoint” survey measures our
pecple's engagement with and commitment
to Serco This year's survey identified our
pecple’s world-class levels of commitrment
and discretionary effort and showed that
Serca has an open and respectful culture
The ambition of our people to excel and to
develop further within Serco was also clear,
and we will Increase our focus in these
areas in the future

Ensuring high levels of safety for our people
and other stakehelders 1s fundamental to
the way we work We were delighted,
therefore, to receive 29 awards from the
Royal Society for the Prevention of
Accidents These included the Sir George
Earle Trophy, won by Northern Rail, which
recogrises outstanding health and safety
management We also receved a Sword
of Honour from the British Safety Council
In the US, our ar traffic contrcl business
won the Willie F Card FAA Contract Tower
Service Award for the fifth tme since 2003
This award 1s given for excellence in safety
and customer service

Board Change

Kevin Beeston will be retring from the
Company after its Annual General Meeting
In May 2010 Kewin has made a sigruficant
contnbution to the progress of the Company
over the last 25 years and | would like to
thank hwm personally, and on behalf of the
Board, as well as wish him avery success
in the future The process of appointing a
new Chairman i1s under way and I1s being
led by the Senior Independent Director,
Baroness Ford of Cunninghame

Outlook

Our customers, who are principally
governments and large commercial
organisatrons, continue to face rising
demand from therr citizens to improve the
delivery of public services, and to address
challenges arnising from migration, security,
economic development, climate change,
ageing populations and congestion

With tha recent substantial ncrease in
fiscal deficits, governments are increasingly
sesking new ways to fundamentally
transform the efficiency and productmity of
essential services We beheve that this will
resuft in both a broadening of opportunities
In existing markets, and the continued
development of new markets, both in the
UK and overseas

We have a strong track record of high-
quality service delivery and innavation,

and continue to develop our substantial
capabilities in improving productivity

and efficiency across a broad range of
essential services Given our long-standing
relationships with our customers, our deep
expenence of all types of contracting
models, and our people’s public service
ethos, we are well placed to heip our
customers meet therr growng challenges

Together the excellent visibility we have over
our revenues, the substantial opportunities
we see and our growing capabilities and
strong track record support our expectation
of further progress in 2010 and the
medium-term



Delivering essential
services... together
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Serco defivers essential services.
The work we take on Is vital to our
customers but needs to be done more
productively and with an improved
outcome. Our contracts involve us in
some of the most impaortant areas of
public service and government
spending such as health, education,
transport and defence, and what we
do often has a direct bearing on
people’s lives.

What do we mean by delivering
essentral services together?

It means, first and foremost, that we build
long-term and mutually-beneficial
relatonships with our customers The
closer we are to them, the better we are
able to help them achieve what they want
We build these relationships by providing
excellent service and mnovation dunng the
Iife of the contract, so that they retain us at
rebid For example, we have delivered arr
traffic control services to our customers in
the Middle East for more than 60 years
We also create new ways to work with

our customers Our jont ventures with
Glasgow City Council and Guy's and St
Thomas' NHS Foundation Trust, which are
among the first of therr kind, are excellent
examples of this

Second, our people must work well
togsther to deliver what our customers
need Qur culture and values create an
environment whare people are liberated

to do ther best, where we support, listen to
and respect each other, and where people
of all backgrounds come together with a
common am Our Dubar Metro contract,
for exampie, employs people from

26 nationalities

In recent years, we have increasingly
reaped the benefits of bringing the skills

of our dwmsions together to create a
cornpelling offering for our customers
Cften, this means spreading our skills
around the world Our expansion Iin the
home affars market in Australa and

our success with the Duical Metro both
depended on our local market knowledge
and the world-leading capabilities we
transferred from our UK divisions We are
also increasingly combyrning the specialist
skills of two or more of our businesses to
create a unique blend of skills, for example
In our, iInformation and communications
technology skills supporting our welfare to
work contracts, or our call centre expertise
for the London Cycle Hire contract

Delivering essential services together also
means working with partners, as we have
done with great success For exampls,
our joint venture with Abellio (formerly
NedRailways) to run Northern Rail and
Merseyrall has made us one of the UK's
leading train operators, with very high
levels of performance We also work
together with third (or non-profit) sector
organisations, who have experience in
tackling some of society’s most pressing
prablems Our contracts to deliver the
UK’s Flexible New Deal programme, for
example, nvolve us co-ordinating more
than 60 subcontractors, around a third of
which are from the third sector In the US,
we actwvely support SMEs and veteran-
run businesses

Organic growth 1s the bedrock of our
business but we also make acquisitions to
bring i new skills or to open up a market
for us This means that together, we are
better positioned to succeed Qur 2008
acquisiion of 3l International in the US,

for example, has significantly expanded our
capabilities and broadened our customer
base, n particular in the defence rmarket
Serco now serves afl branches of the US
armed forces

We always remember that we must work
together with the communiies that suround
our contracts Often these communities
are the end users of our services Our
people also hive In these communities,
and we want them to be proud of what we
do and therr role in it Delivering essential
services together 1s a fundamental part of
our business and as we continue to
nnovate, 1t will only become more
important Our values and our experence
of collaborating with our stakeholders
make us an attractive pariner and position
us well to succeed

“Delivering essential services together means first and
foremost that we build long-term and mutually-
beneficial relationships with our customers.”
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Civil Government

2009 Revenue

£1,556m

{39% of Group Ravenue)

Our work includes*

* Border protection

* Pnsons management

* Weltare to work

= [T and IT-enabled services

= Government web portal management
* Education and children’s services

* Environmental services

« Health management and
hospital support
* Management consultancy

Our track record of
providing secure and cost-
effective services, which
promote rehabilitation and
enhance care, resulted

in a number of significant
contract awards in 2009.

In Civil Government, our work
encompasses sectors including home
affairs, welfare to work, integrated
services, education and children’s
services, healthcare, ICT and BPO,

and consulting, In the US, we provide
support to a number of civil government
agencies through our records
management and [T capabllities.

Home affawrs

In home affars, our customers are seeking
to improve efficiency, Increase capactty,
and to ensure positive cutcomes for those
in their care Our track record of providing
secure and cost-effective services, which
promote rehabilitation and enhange care,
resuited i a number of significant contract
awards in 2009

In Australia, we signed a new five-year
AUSE370m contract {with a four-year
extension option) with the Australian
Government Department of Immigration
and Citizenship (DIAC) to transform its
immigration services across the country
Since the successful completion of the
transition from the existing service provider
In November, we have implementad a full
programme of actwvity for the people m our
care, including educational programmes
and language tuition with the invotvement
of community groups and volunteers, and
are continung our work on upgrading ther
Iving environment We are also disqussing
with DIAC arrangements to further expand
capacity on Chnstmas Island

In the second half of the year, we signed

a new contract with DIAG to transform the
operation of immigration residental
housing and immigration transit
accommodation The five-year contract i1s
estimated to be valued at AUS$45m and
commenced on 31 January 2010

In border securnty and control, we
extended our contract, known as Mycroft,
to provide Infrastructure and nteligence
applcations to the UK Border Agency and
other Home Office agencies The new
contract 1s valued at around £34m over iis
five-year term Also in the UK, as part of the
Trusted Borders consortium, we have now
successfully defvered the first capability
plece for e-Borders, allowing the processing
of over 100 millon passengers a year, and
are providing infrastructure to support the
next stages of s key programme

In our existing Cyclamen border securty
contract, while start up has taken longer
than expected, we expect to complete the
roll-out of this system, which will provide
protection aganst the lllegal importation of
radiocactive matenals, in 2010 This leading
edge capabilty, part of the UK Govermiment's
counter-terronism strategy, will be operated
by the UK Border Agency and maintained
by Serco

In the UK, we were selected as preferred
bidder for contracts to provide and operate
two new prnsons in the UK, at Belmarsh
West, London, and Maghuli, Liverpoal,
with a combined value to us of around
£6800m over 26% years We expect to sign
these contracts by summer 2010, and
construction 1s expected to be completed
in the second half of 2011

Also n the UK, the expansion of two of
our existing prisons has progressed well
At HMP Dovegate, construction to add a
further 260 cells and associated actvity
and other bulldings was completed on
budget and ahead of programme, while
simiar works at HMP Lowdham Grange
are nearing completion as expected

The high quality and value of the service
we provide was also recognised dunng the
year with HMP Lowdham Grange ranked
fifth out of all 138 prisons i the UK estate
n the National Offender Management
Service's Measuring the Quality of Prisoner
Life survey, and Hassockfield Secure
Traning Centre being awarded the British
Safety Council Sword of Honour for its
heatth and safety performance

We also expanded other services in the
home affarrs market We extended our
Electronic Monitoring contract in England
and Wales by two years, secunng additional
revenue of around £70m, and won a five-
year contract valued at over £7m to
provide glectronic monitoring equipment
nto Potand




Our work n home affars includes
electronically monitanng offenders (nght)
and running pnsens n the UK, Austratia
and Germany {far nght)

QOur performance
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Together... we improve immigration services

Australian Department of Immigration
and Citizenship

In 2009, we signed a contract with the Australian Department
of immigration and Citizenship (DIAC), to transform its seven
Immigration centres We created a compelling offenng for our
customer by bnnging together skills and capabilities from
drfferent parts of Serco We run similar centres in the UK and
combined our operational expertise from these with an in-depth
knowledge of the Australian market and DIAC's requirements

The partnership between our UK home affairs and Australian
businesses dates back several years, and our other notable
successes from it include our contracts to run Acacia and
Borallon Pnsons We have since won a second contract with
DIAC, to transform the operation of immigration residential
housing and transit accommodation in four capital ciies and
will create a new expenence of canng for people in detention

Our work for DIAC also demonstrates another aspect of the
way we work. We aim to be good neighbours, integrating
with local communihes, understanding their sensitivities and
ensunng our values are lived locally

Employing local people 1s an important part of our community
involvement. At the four mmigration centres on Chnstmas
Island, a remote location in the Indian Ocean, we have
increased local employment by nearly one-fifth On the day
we began running the centres, 13 newdy-trained Chnstmas
Island residents started work as Client Sennce Officers (CSOs),
canng for people in detention This is a vital role as we focus
on the wellbeing of people in detention The centres now
employ 85 of the island’s 900 residents with recruitment
ongoing Flying in fewer staff from the mamiland 15 a step
towards providing sustainable employment on the island,
boosting the local economy and offenng our new employees
career opportunities and development at home We are now
looking to the nearby Cocos Islands, where the male
unemployment rate 1s 65%. We hope to train a dozen Cocos
residents as CSOs to work on Chnistmas Island.

Civil Government Picture

Recreational facilities at the immigration centre in Perth, Australia.
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Civil Government
continued

Civil Government Picture

A Commumity Champion captures information about a ‘grot spot’

Together... we keep our environment clean

Community Champions

We provide environmental services te 15 local authontres in
the UK In doing so, we have leamned that the best way to
keep the local environment clean 1s to work together with the
people who tive thera

In partnership with one of our customers, Welwyn Hatfield
Borough Council, we have enlisted the help of ‘Community
Champions'. These volunteers tefl us about ‘grot spots’ —
areas suffenng from issues such as heavy Iitter, graffity or fly
tipping We then despatch a clean-up team to fix the problem

Working with the community In this way helps us to deal with
more incidents, more quickly The success of the scheme has
encouraged more people to get involved, and we now have
18 Community Champions in Welwyn Hatfield

Our Gommunity Champions have also helped us to mprove
our service At therr suggestion, we created a web page
where they can report tharr findings By capturing standard
mformation each time, we can spot trends and work with the
Council to identify a solution

Technology will also have an important role to play n helping
us work even more closely with communities. In our contract
with Chamwood Borough Council, we will be equipping cur
Community Champions with GPS-enabled personal digrtal
assistants. These devices will allow them to photograph ‘grot
spots’ and send the picture to us electronically, along with tts
prectse co-ordinates This will help us to respond more
efficiently, mproving the envirocnment for all the local residents.




Our ervironmental serices include
refuse collection {far left) and straet
cleaning (left)

Wa delver education services at
schools n Walsall and Bradford UK.

Our performance 23

Integrated services

Our integrated services business had a
successful year, signing a number of new
contracts to help our customers in both
the public and private sector reduce overall
expenditure and improve service levels In
environmental services, and in health and
other faciities

In environmental services, we now work
for 15 local authonties in the UK

I the second half of the year, we signed

a new contract with the London Borough
of Bexley to provide a full range of
environmental services, including refuse
and recycling collection, commercial wasts
and street cleaning Our innovative
approach will result in an enhanced
standard of cleanliness in ressdential areas,
mprovements to the efficiency of the
erwironmental services, and a 40%
reduction in the service's carbon footprint
The contract 15 for an inibal term of 10%
years, with an option to extend for a further
five years, and is valued at over £160m
over the full 15% years This foliows the
award of a new contract to provide refuse,
recychng and streetscene services for
Charnwood Borough Council in
Leicestershire, valued at around £35m for
a minimum period of seven years

Wa also expanded our prasence in other
Integrated serices markets dunng the
year In the UK health market, our new
contract, with the Plymouth Hospitals NHS
Trust valued at around £140m for up

to ten years, commenced on 1 Cctober
Dunng the early stages of the contract,
great progress has been made in
upgrading catering services for staff and
visitors, making a step change in cleaning
services including the introduction of
nnovative microbiological testing of
cleanlness standards, and improving the
provision of catering serving 1,000 patienis
a day

We also renewed and expanded cur
contract with Arbus valued at around
£40m over four years, for the management
and provision of a range of integrated
services in the UK, almost doubling our
business with Airbus We also signed a
new four-year contract valued at £24m
with Babcock Marine, to provide bulding
and cvil mantenance repairs and other
services 10 the naval base and Royal
Dockyard at Devonport, and assoctated
UK Ministry of Defence estabishments

In Australia, as previously reported, we
signed contracts valued in aggregate at
approximately £12m for facilities
management and maintenance for the
City of Melbourne, Docklands Melbourne
and the University of Melbourne

Education and children’s services

We saw further improvements dunng the
year N the results achieved in our existing
education services contracts, and
expanded the scope of our work as a
leading private sector provider of education
and children’s services in the UK with new
contracts in nspections, strategic advisory
services and training

We delivered a further strong improvement
i examination rasults 1n our education
sarvices contracts at Bradford and Walsall,
with the percentage of pupils achieving
five A*- G grades at GCSE (including
English and Maths) iIncreasing by 4 7% at
Bradford and 3 1% at Walsall, compared
to 2 2% natronally The improvements we
have detivered in education at Bradtord
have recently enabled the Secretary of
State for Children, Schools and Families to
nft the Government direction The Council
15 planning to take strategic control of
education services following the end of
our contract in July 2011, but we are
supporting the Council n explonng the
pest ways to deliver operational services

in the future

In the first ha!f of the year, we signed a
new six-year, £55m contract in the UK
with Ofsted to deliver inspection services
to schools, further education colleges,
and work-based learning organisations
across central England Since its start in
September, we have successfully
completed over 1,000 inspections

In the second half, as lead for the Together
for Children and Learners consortium, we
were awarded a three-year £16m contract
(with the potential for a two-year extension)
by the Department for Children, Schools
and Familigs to provide strategic advisors
to help improve children’s services across
every local authorty area in England

Healthcare

Our new partnership in the pathology
market, GSTS Pathology LLP (GSTS),
made significant progress In its contract,
valued at £250m over ten years to Serco,
to improve Guy’s and St Thomas' NHS
Foundation Trust's pathology services

In its frst year, GSTS has implemented
new processes and performance
management systems, and an activity-
based costing mode! which has enabled
managers to better understand costs and
capacity uthisation This has increased
capacity, allowing expansion of the
businass, and mproved turnaround times
on tests, n some cases by more than
50% GSTS also further expanded s
operations by sigring a similar contract
with the Bedford Hosprtals NHS Trust

In 2008, cur occupational health business
won a number of new contracts with GKN
Aerospace, United Utiiities, GE and the
Student Loan Company The business
has now relocated to new ciinica! and
operational faciities, and has implemented
a new bespoke case management system
1o support its operations

In Bexley, our innovative
approach to environmental
services will result in an
enhanced standard of
cleanliness in residential
areas, improvements to
the efficiency of the
environmental services,
and a 40% reduction in the
service’s carbon footprint.
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Civil Government
continued

Civil Government Picture

We help long-term unemployed people into sustainable jobs.

Together... we get people back to work

Welfare to work

We have developed a pioneenng strategy to support the
Flexible New Deal (FND}, the UK Government's flagship
tnibative to help long-term unemployed people into
sustainable work,

This a new market for Serco and so far we have won
contracts in the North West, Wales and the West Midlands
Our unique strategy i1s to bnng together a network of
partners to deliver all front-line services, drawing on

the best national providers and integrating them effectively
with local, specialist, community-based orgamisations

Worlang tegether has several advantages. Our customers
have access to a broad range of service providers, each
with different capabiliies We create a programme that suits
their circumstances and draws on spectalist support when
needed, such as debt counselling and vocational training
Our model allows small organisations to benefit from large
government contracts, which they could not bid for
themselves

The model 1s also transparent and helps to build trust
by allowing the Government to see the performance of
individual subcontractors

In addron, we will deliver more sustained jobs at a
lower cost because our model directs resources to those
orgamisations best placed to support jobseekers

We co-ordinate and manage our partners, allowing them
to concentrate on what they do best - service delivery

Finally, we work alongside other strategic partners, including
local authories, regional development agencies and
employers, to ensure that FND complements, rather than
duplicates, existing employment and traiming provision

The most important benefit, though, 1s for the long-term
unemployed people we help. By working together, we and
our service-delivery partners will support more than 130,000
people into sustamnable jobs We have started the process
by staffing our new call centre in Rhyl with people who were
long-term unemployed




Our three Flexible New Deal contracts
help long-term unamployed paople nto
sustanable work by prowdng a
programme of tatored support
ncluding career planning and j6o
saarch adwica (far feft and feft)
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Our BPC business in India provides
oustomer services database
managerment and back oflice services
n this fast growng country

Weltare to work
Welfare to work s a significant new market
supporting jobseekers I their return to work

We signed new Flexibie New Deal
contracts coverng three regions, valued in
aggregate at £400m-£500m, with the UK
Department for Work and Penstons, to
support people who have been
unemployed for more than 12 months to
find sustainable wark

As prime contractor, we are delivering
these services through our local netwarks
of successful, established providers,
including private, public and third sector
organisations They provide people with
talored support, iIncluding career planning
and |ob search advice and specialist
services such as debt adwice, top-up
traning and confidence building

We began the delivery of our Flexible New
Deal contracts on time In October 2009,
and referrals have increased in the first
part of 2010, reflecting the growth In
unemployment in early 2009 Job outcome
performance I1s tracking ahead of target,
with our highest performing providers
already achieving a good early success
rate of over 30% of therr first jobseeker
referrals mto employment

In welfare to work, we are
tracking ahead of target,
with our highest
performing providers
already achieving a good
early success rate of over
30% of their first
jobseeker referrals into
employment.

IT and BPO

In IT and BPO, we further expanded our
presence in the UK local autharity market
by signing a new contract, valued at £44m
over 11 years, to manage Pelerbarough
City Councii's ICT Services Our innovative
approach will enable an iInvestment of
around £6m in the Councii's ICT service at
no additional cost to them We will advise
on and 'mplement mprovements that will
streamtine the way services are delivered
to residents, and realise efficiencies for the
Coungil by taking advantage of our
sophisticated procurement techniques We
will also provide new ICT faciities as part of
a modernisation programme that will
continually improve council services

The value of the support we provide to
small and medium-sized enterprises in the
UK under our Business Link contracts was
recognised dunng the year through the
award of a new contract to provide
Business Link services to the South East
of England Development Agency, in a
contract that is valued at around £80m
over three years (with a two-year extension
option), and by expansion of our existing
contracts with the South West Regional
Development Agency valued at
approximately £20m

In North Amenrica, we renewed a number
of existing contracts, including with the US
Department of Homeland Secunty's US
Citizenship and Immigration Services, to
provide records processing support at its
National Benefits Center valued at
approximatety US$190m over a penod of
up to five years In Canada, while
examination volumes at our Driver
Examination Service contract in Ontano
were affected in the second half of the year
by an industrial dispute, this was resolved
towards the end of the year The service
has performed strongly sc far n 2010, and
we are on track to clear the backlog of
outstanding examnations

In Europe, we expanded our business
supporting IT, space and science through
a number of contract wins with European
nstitutions, the European Space Agency
and at CERN, with a combined value

of €93m

Whie our business in India had a challenging
year given tha difficult condrtions in the
global financial senaces market, we have
been encouraged by the interest we have
seen In the developing markel for public
services in this fast-growing country,
including In areas such as rail, aviaton,
health and education, and our expertise In
models such as public-private parinerships

Consulting

Our consutting business performed well and
mproved its profitatuity in a competitive
market During the year, we built six expert
service hnes Performance Transformation,
Operational Efficiency, IT Advisory and
Transformation, Procurement, Organisation
and Leadership, and Programme Leadership
and Assurance These service Ines
differentiate our offering in the marketplace
and enhance our ability to enter new markets
through the prowision of sector specific
expertise Consulting also continued to
benefit from its position on a number of
government frameworks and programmes,
and to leverage its expertise in parts of
Serco, making a significant contribution

to winning contracts and assuring ther
successful delivery
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Defence

2009 Revenue

£1,020m

{26% of Qroup Revenue)

Qur work includes:

e Command/control systems

* Defence establishments’ management
* Economic cost analysis

¢ Loghstics consulting

¢ Manne services

* Port secunty

* Risk and safety management

¢ Secura IT support

* Through-life capability management
» Traiming and personnel services

The acquisition of Sl at
the end of 2008 has
significantly expanded
our capabilities and
broadened our customer
base, and we now serve
all branches of the US
armed forces.

We are a major provider of operational
support services to the armed forces
of the UK, US, Canada, Germany and
Austraha. We provide training,
engineenng and operational support,
maintain strategic defence assets, and
deliver cost analysis, human resources,
systems engineenng, safety assurance
and risk management services.

We have a strong track record of
Improving productivity and reducing
the cost of customer operations, while
improving operational avalability

and capabllity

North America

In North Amerca, we provide information
services, technology and network
solutions, and enterprise management,
engineenng, logistics and personnel
support primarily to the US Government
The acquisition of Sl at the end of 2008
has significantly expanded our capabilites
and broadened our customer base, and
we now serve all branches of the US
armed forces

Durng the year we expanded our work
across all branches of the armed forces
and were appointed to a number of
significant indefinite delivery/indefinite
quantity (IDIQ) contract vehicles during

the year giving us, as one of a number of
award winners, the opportunity to compete
for task orders

We also saw a significant expanson of
our work supporting the Ar Force Space
Command and other military commands
under our C4I2TSR engineenng and
technical support contract Dunng the
year, we won US$131m of task orders
under this contract, which enables the
Department of Defense and civilan
government agencies to procure a full
range of services for mission-criticat and
high-prionty IT systems We also saw a
similar expanson in one of our inteligence
agency programmes, which nearly
doubled n s1ze

We continued to broaden the scope of cur
work supporting the US Navy Actmity under
our Sea Enterprise contract, provding IT
network support to ships and facilities,
increased by nearly 50% in the year

In the second half, using cur expertise
developed with the US Army, we won a
new contract, valued at US$55m over

five years, to support identification card
admmustration throughout the Urited
States We also won a contract, valued at
US$15m over its one-year base penod
plus four one-year option penods, under
which we will provide mobile hospitals

for military, humantanan and disaster
relief operations

We renewed two mportant contracts with
the US Navy Under our SeaPort-e contract,
we will provide logistical support for the
management of hazardous matenal
products and chemicals, supporting 15
nstallations throughout the Southwest
The contract has a one-year base perod
with four one-year option perlods and 1s
valued at approximately USS66m, nclusive
of the options Under the Navy's N1 support
contract, valued at US$60m over five years,
we will also contnue to provide management
support for Manpower Personnel Training
and Education programs

tn our work for the US Army, we were
awarded 78 task orders under our HR
Solutions 1DIQ durng 2009 These were
valued In total at US$196m, of which
US$54m comprised new orders These
included a task order under which we
will assist soldiers and ther families
who are geographically dispersed make
connections with senaces and support
located back at home This task orcer
has a one-year term and s valued at
approximately US$17m, more than
double the size of the previous order

We were also awarded a contract with the
US Army to support the closure of bases in
Iraq, which Is valued at US$30m over three
years, and were awarded a new contract
with the US Army Research Laboratory

to provide automation, information, and
technology senvices, with a potential value
of US$8m over a one-year base penod
with four one-year options We also
renewed a contract to provide access

card services for the US Army at around 70
locations worldwide, 1ssuing approximatety
1 1 million cards annually The contract,
which Serco has held since 2001, 1s valued
at US$9 4m over one year




Our performance

We support essential sateliite
cammunications technology for the US
Department of Defense (far lett)

Qur contract n the US to run the
Wounded Warnor Call Center helps il and
wyured mamnes, sakors and thew famiies
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Together... we keep the armed forces connected

Us Military support

An important part of our strategy Is to make acquistions
which bring us new skills and take us into new markets, so
that together we have a stronger platiorm for growth

The 2008 acquisition of Sl in the United States significantly
expanded our capabilibes and broadened our customer
base.

Bringing Sl into Serco has, for example, made us an
industry leader in developing technical documentation and
training for the US Department of Defense communication
satellite system Qur products and services help ensure
that these satellites provide vital communications to US
and allied forces worldwide

We work directly with the operational squadrons, the
government program office and other contractors

This ensures that we meet our customer's expectations
and deliver technically accurate services that fit the
users' needs

Our peoplo have been recogmsed for their expertise and
responsiveness, earmng excellent performance ratings
from the customer for the last eight years

We have also developed techrucal reference
documentation, which needs to keep pace with new
technology, system updates requested by the customer
and changes in the way our customer performs its mission
By developing and co-ordinating changes together with the
satelhte operators, we make sure our customer gets what it
needs, when it needs it

Together with US Air Force instructors, we created a
technically demanding tratning course for officers in the
space operations squadrons We held a continuous
dialogue with the instructors, so that we could deliver
exactly what they required As a result, these materials
ware the first ever to be usad directly, as delivered, in
classroom and performance tramning by US Asr Force
instructors

Defence Picture

QOur services help ensure satelites provide US and allred forces with vital communications.




Defence
continued

For the US Mannes, we were awarded a
new contract to provide psychological
health outreach and referral services for
Marine Reservists returning from combat
zones or other assignments, and their
famiies The contract 1s valued at US$9m
over three years

For the US Ar Force, we were awarded a
task order to provide its Matertel Cormmand
with the capability to migrate data from
legacy systems into a modernised
integrated environment This new task
order has a six-month base pernod plus

a one-year option and 15 valued at
approximately US$25m over its full term

We were appointed to two new muhiple
awarded government-wade iDIQ
procurement programmes, GSA Alrant and
STOC I, gvng us the opportunity to
compete, as one of a number of award
winners, for task orders on these
programmes Allant has a ceiling value of
US$50bn over a five-year base penod and
one five-year option period We recently
secured our first task order under this
program, to support US Customs and
Border patrol with a system to enable port
officers to rapidly close borders to vehicular
traffic The US Army Program Executive
Office for Simutation, Trainng and
Instrumentation Omnibus Contract

(STOC i) has a celing value of US$17 5Sbn
over a ten-year period

In the second half, we renewed a number
of IDIQ contracts with the US Nawy,
mchuding two IDIQs for personnel services
with a potential value of over US$100m for
Serco, and another with a potential value
of up to USS70m for Serco over a five-year
peniod, enabling us to compete for US
Navy task orders in program management,
logistics, financial management and
admirustrative support services

Growth in our UK defence
business continues to be
driven by our excellent
track record of retaining
and growing our existing
business, and winning a
number of smaller and
medium-sized contracts
to support the UK armed
forces.




Qur support for the Royal Ar Force
ncludes pravicing arrcraft retusiing
senvices (far lett), ar trafic control (eft),
and providng frarvng for pilots (below left)

Our services for the Australian Navy
inchide supporting nnovatve traning
pragrammes at HMAS Watson for
cornbat shup handbng and nawigation
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United Kingdom and Europe

Growth in our UK defence business
continues to be driven by our excellent track
record of retaning and growing our existing
business, and winning a number of smaller
and medium-sized contracts to support the
LK armed forces, enhance therr operational
effectiveness and increase efficiency

Towards the end of the year, we were
appointed preferred bidder for, and since
the year end have signed, a multi-activity
contract to provide services at RAF High
Wycombe and RAF Halton We have
provided services ncluding management
and administration, general engineering
and military transport, at RAF Hatton since
1997 With this contract, we will now have
a presence at RAF High Wycombe, which
15 the home of Headquarters Air Command
The combinaton of services at both sites
will provide us with the ability to deliver
synergies across both stations through an
innovative and flexible solution The
combined seven-year contract (with an
adcditional three option years) 1s valued at
up to £100m over the full ten years

in other contract renewals, the UK Ministry
of Defence reappointed us to provide
support services across all its Aur
Surveillance and Control Systems sites,
vatued at £25m over the full eight years,
and we were successful in our rebid to
provide essential logistical services to the
US Arr Force at three bases at Alconbury,
Molesworth and Croughtorn, valued at
£10m over five years

ln smaller contracts, we were awarded

an extension {0 our contract to support,
operate and mamntan the UK Minstry of
Defence’'s mabile underwater targets at
the Brtish Underwater Test and Evaluation
Centre, Kyle of Lochalsh, Scotland, and
Waymouth, Derset valued at up to £7 3m
over 4% years

We were also appointed by the Ministry

of Defence as part of the Paradigm
consortium to supply the Cabinet Office
with crisis management faciities and key
crisis management centres across England,
Scotland, Wales and Northern Ireland with
a High Integrity Telecommun:cations
System HITS) Our role, valued at £1 2m
over the first 12 months, will be to install
the HITS equipment and provide planned
and unplanned maintenance support for
the HITS systems throughout the UK

Since the year end, we have been
appointed preferred bidder to manage
the UK's Emergency Planning College on
behalf of the Cabinet Office in a 15-year
contract worth over £55m

This places Serco at the heart of UK civil
resiience, which mcludes planning
responses to disruption from natural
events and major accidents, and builds on
our excellent track record in defence and
emergency tranmng provision As commercial
partner to the Cabinet Office, we will
provide and manage all services at the
Caltege, and focus on both growing the
business and enhancing its reputation as
the UK's leading provider of emergency
planning training

In Germany, we secured £39m in new
business and growth, and renewals of
existing contracts Wins have included
contracts with the German Ministry of
Defence to provide a mobile military
hosprtal valued at £14m and to provide
technical logistic services valued at £3 5m,
a new £3 1rm contract with NATO's
Consuttation, Command and Congrol
Agency to support NATO's intiatsve to
Improve data and voice communication
inks between operating units from the
vanous mermber states, and contracts to
provide a deployable prnison for the
Gerrman military police and deliver the
systems integration of deployable
command and control contaners for close
proximity defence systems at German
MoD field camps

Australia

In Australia, we were pleased to renew our
contract at HMAS Watson for the provision
of professional services to the Australian
Navy, supporiing innovative traning
programmes used in naval bases in New
South Wales, Victona and Western
Australia to train military personnel in
combat, ship handling and navigation
Under the five-year contract, valued at
ALUSE10m, we will continue to provide
software engngering support 1o existing
electronic naval traming, and design new,
improved systems
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Transport

2009 Revenue

£789m

{20% of Group Revenue)

Our work incluces®

s Arr traffic services

* Heavy rai operations and mamntenance
« Light rall operations and maintenance
+ Traffic control and transport systems

* Transport consultancy

The Dockiands Light Raiway carned
over 69 rmdlion passengers in 2009

We are a major provider of transport
services to the UK and markets in
Australia, the Middle East and US

We operate heavy and fight rall systems,
are a leader in the development of
integrated traffic management systems,
and are one of the world's largest
pnvate sector suppliers of ar traffic
control services.

Woe are broadening our capabihties into
other modes of transponrt, including
marnne transportation services through
our operation of the Woolwich Ferry,
and bieycles with our contract to
operate the London Cycle Hire Scheme.

Light rail

The operational phase of our £500m
contract with the Dubal Government
Roads and Transport Authonty (RTA) to
operate and maintain the first two lines of
the new Dubai Metrc commenced in the
second half of 2008, with the Metro
inaugurated on schedule on 9 September
Qur start up has been very successful,
with the Metro having carned over 10
million passengers to the end of January
2010, and achieving very high levels of
performance, with the latest measures in
December and January showing 100%
avatability and 99 5% punctuality with
approximately 80,000 passenger journgys
per day

On the Docklands Light Raitway (DLR),
passenger numbers increased by 3 millon
to over 69 milion, helped by the opening of
Woolwich Arsenal Station in early 2009
The final phase of work to complete the
platform extension and upgrade work for
three-carriage trains to run between Bank
and Lewisham has now been completed,
with fonger trans to be introduced on this
route throughout 2010 Preparation work 1s
now under way at other stations to enable
them to accommodate three-carmage
trans from the end of 2010, and work on
the Stratford International extension is
expected to be completed by the summer

Although services have been disrupted by
these warks, reliabiity has averaged above
95% this year and customer satisfaction
with the service has remained above 90%
throughout Serco Docklands was also
successtul at the Light Rail Awards this
year, with the Community Ambassador
Scheme winming “Best Customer Intative”
for its work through local ambassadors in
East | ondon’s communitiss

In Rall Technology, we continue to make
progress on our contract to develop an
Asset Inspection Train that measures
aspects of the London Underground
network, such as track profile, ral wear and
tunne! dmensions  While thus has taken
longer than expected, we are now looking
forward to commussioruing the train and
further enhancing Its measurement capabilty

Heavy rail

Northern Rail and Merseyrail, Serco’s two
joint ventures with Abellio (formerty Ned-
Railways), delivered excellent operational
performance and continued growth

Northern Rall carried 85 millon passengers
during the year, an increase of 34% since
the start of our contract In December
2004, and continued to mprove
punctuality, with the number of trains on
time in 2009 improving by 2 5% to 91 8%
Northern Rall was also the first train
operator to be awarded the highly
presugious Sir George Earle Trophy for
outstanding health and safety
management performance at the 2009
Royal Society for the Prevention

of Accidents awards

In the second half of the year, Merseyrail
was one of the first two tran operating
companies ever to achieve aver 96% of
trans on time for a continuous 12-month
penod, a performance which was also
achiaved for 2009 as a whote In addition,
Merseyrail also gained an overall customer
satisfaction score of 91%, the hughest In
the ndustry

Our Austrahan rail operation, Great Southern
Ral, responded quickly to a weaker tounst
travel market with enhanced marketing and
reduced schedules Although yields fell,
bookings were only slightly below last year's
levels, with the service also benefiting from
the successiul introduction of the Platinum
service on the Ghan tran in late 2008



Our performance

We brought togethar people skilts and
expenenca from around the world to
ensura that the Duba Metro enjoyed a
succeassiul start {far left and laft)
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Transport Picture

A Serco customer service agent on beard the new Dubal Metro

Together... we get Dubai moving

Dubai Metro

The Dubai Metro, which 1s the first in the Middie East,
opened on 9 September 2009. We operate and mamtain it
on behalf of the Dubai Governmeant Roads and Transport
Authonty (RTA)

Wa brought together skills and expenence from around the
world to help us win the contract and operate the Metro,
combining our local understanding of the Middle East
market and the RTA's needs with our global transport and
metro capabilities, exemplttied by the award-winning DLR
In London,

Wae have also brought people together to deliver excellont
service. Because the system is the first in the region, we
had to search internationally for the skills we needed

To date, we have employed nearly 2,100 people, including
800 outsourced colleagues, from 26 countnes, with 12%
recruited from the local Emirati population — our largest
ever recrutment dnive,

While such a muttinationa! workforce bnngs challenges, our
values have detemmined our approach For example, part of
our training helps to foster respect for, and help our people
embrace, the cultures of their colleagues and Dubar We
also provide high-qualty accommodation for our people,
while free wireless internet allows them to stay in touch
with their famibes

The outcome has been a successful start for the Metro
Despite a very tight deadline, the system opened on time
Since then, 1t has gone from strength to strength Just

16 days after it opened, the Metro camed its one millionth
passenger, with this number reachlung over ten million by
the end of January 2010

We are now looking to increase the number of Emiratis
working on the Metro As part of this, we are launching a
groundbreaking education programme which will help local
people become the Metro's future operators, technical
specialists, managers and leaders
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Transport
continued

Traffic management

Qur customers are responding to the
ncreasing problem of congestion by
seeking to maximise the capacity of the
existing road infrastructure through traffic
management, and this has driven demang
for our Innovative capabiities in 2009

in the UK, we were appainted as preferred
bidder for the MF1 contract, valued at up
to £12m over three years, to renew
communications technology on the Scottish
Highways network, including CCTV,
varable message signs and emergency
roadsicde phones

Since the year end, we have been selected,
togsther with our joint venture partner
Costain, as one of four delvery partners for
the Highway Agency’'s Managed Motorway
mitiative, @ maor investment programme of
£20n to ncrease capacity through the use
of traffic control technology and hard
shoulder running, with a total of 34
schemes planned over the next ten years
We will provide consultancy, systems
integration, technology installation and
rmamntenance expertise, and our selection
provides a strong foundation for us 1o
become a major partner in the Highways
Agency's future strategy

Other wins In the UK, valued at around
£4m in total, included an expansion to our
National Traffic Control Gentre contract,
our appointment as a supplier to the
Transport Scotland Consultancy
Framework, and a contract with the
Highways Agency covenng software and
systems work on the abnormal loads
management and website booking systam

We also extended our contract for the
maintenance of Transport for London's
(T} Eastern Tunnel management system
to the end of September 2010

In the US, since the year end, we have
been awarded two contracts by the State
of Georga Department of Transpaortation
(GDOT) valued in aggregate at around
US$55m, adding to our successful
cperations at the Transportation
Management Center in Atlanta Under the
GDOT IT Maintsnancs contract, valued

at around US350m over five years, we will
manage the installation and upkeep of
over 1,000 davices that comprise the
department’s Inteligent Transportation
Systems, Including several hundred
remotely operated traffic cameras as well
as changeable message signs Under a
separate new contract, we will factlitate
the privatisation of GDOT's traveller
information hotline

In Australia we signed a contract, In
partnership with madv, a leader in the
development of transport technology
solulions, with New South Wales Transport
and Infrastructure to transform the way
residents access transport information
Under the contract, we are prowding
transpert journey planning nformation
services in New South Wales through a
vanety of channels, including a call centre
and website The contfract has a value to
Serco of AUS$27m over its five-year term

In the US, since the year
end, we have been awarded
two transport systems
contracts by the State of
Georgia Department of
Transportation




Our joint ventura to run Mersayral
achigved record lavels of puncluality and
customer satisfaction in 2009 (far left)
The Ghan, in Australia introduced its
new Platinum serice in late 2008 (eft)
Providing ar traffic senices at Dubas
(betow)
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Qur contract to design, buid and
operate the London Cycla Hre Schama
Is an mporiant step nto a new markst

Cycle hire

In the second half of the year, we signed
a new six-year contract with Transpaort
for London to destgn, butd and operate
the new London Cycle Hrre Scheme
Under the contract, which 1s valued at
approximately £140m, we will design
and integrate technology and customer
service operations, and provide, operate
and maintan 6,000 bicycles for hira in
Central London at 400 docking stations

We have made good progress in the
implementation phase of the scheme,
with works under way on the bullding of
docking stations across Central London,
and on the systems and contact centra
We havs also recruited the first members
of the operational team, which will Include
a number of engineering apprenticeships,
helping to develop the skills of young
people N the capital

Cwil aviation

In addition to the successful renewal and
expansiont of our contract with the Dubai
Arports Company for arr traffic services

at Dubal International Arport, valued at
£245m over ten years, we won a retd for
a contract for the provision of ar traffic
conirot and electronic engineernng services
at Abu Dhabi and Al Ain International
Arports, and City Airport at Bateen, as
well as two additional satelite arrports in
the Emirate of Abu Dhab Valued at over
£24m for two years, the contract
commenced in Apnl 2008 Serco has also
been successful in the retyd for the provision
of ar traffic control senaces for Ras Al
Khaimah's International Airport, which has
a value of over £1 bm for one year

Since the year end, we have been awarded
a US Federal Aviation Administration ar
traffic control contract valued at around
US$170m over five years Since 1994,
Serco has managed approximately 55 ar
traffic control towers across the western
United States and Alaska and, with this
recent win, we will now be responsible for
a totat of 64 sites, including new locations
in Hawan, Guam and Saipan




In the UK we provide a wide array of
services inclucing occupationat and
custodial health sernces and
community care (far left and left)

Science Picture

Our pathology tests are assontial to patient care

Together... we enhance pathology services

Guy's and St Thomas’ and Serco

Through our joint venture with Guy's and St Thomas' NHS
Foundation Trust, we are now the UK's largest independent
provider of pathology services The partnership, called
GSTS Pathology, Is the first of its kund in the National
Health Service (NHS)

Pathology 1s vital to patients’ health In the UK, 70% of
decisions about patient care depend on scientific tests
camed out in a pathology laboratory, and the £2.5bn NHS
pathology market 1s growing at up to 10% a year At the
same time, clintcal advances and new technology are dnving
the need for change in pathology services

Together, Serco and the Trust have the nght combmation of
skills and capabilittes to grow In this exciting market, with
our expertise in transforming services and developing

businesses complementing the Trust's chinical and
sctentific excellence

Qur partnership i1s already delivenng benefits Operational
improvements, such as greater clanty of roles and personal
accountability, have enhanced patient service Cervical
screening times, for example, have more than halved

and GSTS Pathology introduced its own swine flu test in
record time.

As a bustness, GSTS Pathology 1s also set to prosper In
December 2009, it began work on a ten-year contract to
deliver pathology services for Bedford Hospitals NHS Trust.
The contract has enabled GSTS Pathology to establish a
hub in Eastern England, an area with a number of NHS
Trusts and hospitals that are seelung to modernse ther
pathclogy services




Science

2009 Revenus

£605m

(15% of Group Revenue)
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Our work includes

* Matenals science

* Measurement science

* Nuclear assurance

+ Research estabhshments’ management
» Technical traiming

We support gavernment and industry through our
management of scientrfic establishments such as the

Nationat Physical Laboratory and the National Nuclear

Laboratory (above)

Serco manages science-based
organisations that are developing and
applying scientific knowledge for wealth
creation, addressing the growing
demand both for low carbon energy and
innovative solutions to the challenge of
clhimate change, and enabling
international nuclear safety, assurance
and verification

QOur joint venture at AWE continued to
perform strongly, with all contract outputs
delivered on time and budget, supported
by the engneenng and management
expertise brought by Jacobs Engineenng
In its first full year as a shareholder in AWE
Management Limited, alongside Serco and
Lockheed Martin We were also pleased to
successiully conclude the periodic pricing
review under our existing 25-year contract,
setting the framework for important
investiments in skills and facililes at AWE

Our world-leading nuclear safety and
assurance business continued to
strengthen its support to operators of
nuclear plant, both in the cvit and defence
nuclear sectors During the year, this
business continued 1ts growth through a
range of smaller, igh-margin contracts,
valued at over £40m

QOur strong positioning to play a key role in
erabihng nuctear new buld was confirmed
shortly after the year end by our signing a
contract with Westinghouse, designer of
the AP1000 nuclear reactor currently under
assessment for the UK's cwil nuclear
programme We will serve as its primary
nuclear safety advisor in the UK, leading a
team of experts to assist it in completing
Step 4 of Generic Design Assessment for
the AP1000 This s a cntical stage In the
reactor design approval process being
conducted by the UK Nuclear Regulators
which s due for completion in 2011

In Apnil we assumed management
responsibility for the National Nuclear
Laboratory (NNL), along with our partners
Battelle and Manchester University, and the
first months of operation saw a seamless
transition to the new management team

In duly, the UK Government announced the
creation of a Nuclear Centre of Excellence,
based at NNL, to help ensure the peaceful
use of nuclear power This, coupled with
the world-leading expertise at AWE in the
fields of disarmament verification and non-
profiferation, places Serco as a significant
stakeholder in UK efforts to secure nuclear
non-proliferation, disarmament and the
peaceful a2pplication of nuclear technology
These are 13sues likely to gain in relevance
during 2010 and beyond as part of the
global secunty agenda

During the year, we have continued our
work at the National Physical Laboratory
(NPL} to maximise the impact of the
science we deliver In support of UK
industry In 2009 NPL worked with over
2,000 companies, and indspendent studies
have shown that the laboratory’s waork for
the National Measurement System
contributes approximately £2bn per year to
UK Gross Domestic Product NPL also
continues to contnbute with its work
supporting the low carbon economy and
the health of UK citizens, for example
through its work with UK hospitals to
ensure that radiotherapy doses are
measured and targeted effectively
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Market opportunities

With our track record of

high-quality service
delivery, we are well
placed to help our
customers meet
demands for better
services and tackle
issues like congestion,
migration, ageing
populations and
terrorism, while
improving productivity
and efficiency.

We expect the deficits affecting our
government customers ansing from the
global economic crsts to create
substantial opportunities for Serco
Governments around the world are
increasingly recogrusing the benefits of
competitton and the use of the private
sector to improve the quality and efficiency
of services and assist recovery from
recession and deficits In the UK, new
models are promoting joined-up
government through shared support
services and a focus on cutcomes,
ncreasing choice and the potenual for us
to deliver benelits to all our stakeholders
Around the world, we are seeing
governments learn from our UK
experience, and increasingly move
towards new, more sophisticated
contracting models, including joint
ventures, fixed pnce contracts, franchises,
PPPs and PFls, and partnerships with the
voluntary sector

Given our substantial capatilities, we
continue to see good opportunities for
growth across a broad portfolio of markets
and geographies, both from expansion of
the scope and scale in our existing
contracts and from new contract wing in
rew contracts, smaller and medium-sized
contracts reman an important driver of our
growth, and amang larger opportunities,
we see a good range of nearer-term
opportunities in 2010, and a substantial
mediumn-term and longer-term pipeline

In home affarrs, the UK Government is
looking to increase efficiency and
productvity in offender management by
putting some underperforming public
sector prisons ou! to compehtion dunng
2010-11 We see substantial
opportuntties, driven by this need for
greater efficiency and to achieve positive
outcomes from detention In the UK, the
Government has announced the
commissioning of five new prisons, and
the market testing of five existing pnsons,

and we also see opportunities In areas
such as probation services, health,
immugration, and asylum and refugee
support services Other regions are seeing
similar pressures, leading to the potential
for expansions of existing facities,
tendering of existing public sector prisons,
and for the provision of senaces such as
health in the home affars sector

The current economic climate and growing
fiscal pressures are leading the UK
Government to seek greatsr value n two
areas of signficant spend, welfare benefits
and the National Health Service In weffare
to work, we expect the second round of
23 Flexible New Deal contracts for a
further 14 regions to be let in 2010, with
contracts valued on average at around
£75m We expect further oppertunities for
expansion of our iInnovative mode! Into
other benefit areas such as Employment
and Support Allowance In health, we
continue to see further significant
opportunities for our joint venture with
Guy's and St Thomas' NHS Foundation
Trust to expand its presence i the
substantial UK pathology market, and to
devetop new models, including
partnerships and franchises, to help
improve productivity in other areas of the
health service

Local authonties in the UK remain under
significant budgetary and service qualty
pressures, and although they are ganing
increasing freedom to allocate resources
and sel pnonties at a local tevel, protecting
education, police, and health services 1s
likely to put additional pressure on other
essential services which they are expected
to delver We ars seeing a number of
opportunities In 2010 and beyond for
contracts to help local authorties address
this challenge, both by transforming the
way they operate, as we are doing for
Glasgow City Council, and also through
increased efficiency in integrated

services operations
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In UK education and children's services,
we continue to buld our presence across
natonal government bodies while
consolidating our strong postion In local
government services Our national presence
was significantly boosted through our
nspection services contract with Ofsted,
and latterty through the award of the
strategically wportant Children and
Learners Strategic Advisers contract We
see potential future opportunities 1in the
commissioning of educational services,
and also continue to work with a number
of authonties where we see a requirgment
for service iImprovement across

children’s services

In Incha, we continue to develop our BFO
busness and remain encouraged by our
initial progress and the potential
opportunities which are geveloping, both
for expansion in the BRPO market as nsing
incomes lead to greater demand for
services, and in the delvery of

public services

In defence, our customers are addressing
significant budgetary pressures, while
facing the challenge of ensuring that
troops In the front ine have battle-winming
equipment and support 1n the UK, both of
the main poltical parties are committed to
conducting a Strategic Defence Review, to
ensura an affordable and sustainable
outcome Serco 1s well placed to assist
through the application of INnnovative
contracting models and methodologies
that will help to facilitate efiective

financial planning

The UK MaD 18 also focused on sustaning
the capability of its armed forces over the
long term, which s leading to good
organic growth opportunities Serco has
also been selected 1o compete for two
large contracts, due to be awarded

betwaen 2011 and 2012 - the Fleet
Cutsourced Activites Project to provide
tramng services for the Royal Navy, and
the Armed Forces Recrutment Partnerning
Project, where wa are leading the
Prospector Group consortium which
Includes Logica and the AMV Group

In the US, the integration of Si's
capabilittes means that we now have
opportunities across a broad range of
customers In the largest government
sarvices markst in the world, the US
Federal Government services market A
major focus for the federal government 1s
modernising and improving the
effectiveness of government services
through the upgrads of IT infrastructure, to
make processes more efficient and
effective, and to ensure security, with
cybersacunty likely to be a prionty in 2010
onwards In 2010, we will submit bids for
work across all branches of the armed
forces and a broad range of intelligence
and cvil government agencies

In transport, our customers are seeking
safe and cost-effective solutions to the
challenges of congestion and urban and
international mass transport and we now
have world-leading expertise across a
broad range of modes of transport to help
them To leverage our capabiiities, which
span metro and heavy rail, traffic and
roads management, marine, cycle hire and
ar traffic control, we have created a Global
Transport function to grow our presence iN
this market and to identify and priortise
the significant cpportunities we see in the
sector globally Given the global nature of
the transport business, 1t 1S also likely that
the Global Transport function will
spearhead our expansion INto new
gecgraphies, developing new relationships
with governments and the private sector In
those regtons

We expect cpportunities in science to be
driven by governments' need to increase
efficiency while snsuring that scientific
skills continue to deliver maximum
economic, financial and social benefit,
particularty in the fields of climate change
and supporting a sustained economic
recovery In the UK, we are working in
partnership with our customer at the
Department for Business, Innovation and
Skills, the Royal Society and other
orgarisations to see how science across
the public sector can be delivered more
efficientty and effectively Our leading
position In nuclear safety and assurance
means that we are well placed to address
opportunities m both decommissioning
and new civil nuclear bulld in the UK and
overseas markets
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Finance Review

Overview

Our business delivered a strong
financial performance in 2009, with
revenue growing 27 1% and Adjusted
operating profit increasing by 39 0%.
Qur results benefited from the
acquisition of Sl Internaticnal, Inc, (Sl)
and from currency movements
excluding currency, revenue growth
was 20 8% (10.2% excluding Sk} and
Adjusted operattng profit growth was
31 1% {15 8% excluding Sl). Our
Adjusted operating margin, excluding
currency, increased by 45 basis points
{27 basis points excluding Sl {Figure 2).
Free cash flow grew by 45.8% to
£137.3m, and Group recourse net debt
reduced by £136.8m to £387.7m from
the 2008 year end position.

1. Income statement

Serco’s Income statement for the year 1s summansed in Figure 1 below This includes
the results of joint ventures which are proportionately consolidated

Figure 1. Income statement

Yoar ended 31 Decermber 2009 2008

£m £m Increase
Revenus 3,970.0 3,1235 27 1%
Gross profit 586 8 456 8 28 5%
Administrative expenses (357.1) (291 §) 22 5%
Adjusted cperating profit 229.7 1852 39 0%
Investment revenue and finance costs {35.0) (199
Adjusted profit before tax 194.7 1453 34 0%
Amortisation of acquired intangibles {17.6) {9 2}
Profit before tax 1771 1361 301%
Tax {46.9) {36 5) 28 5%
Profit for the year 130.2 996 30 7%
Effective tax rate 26.5% 26 8%
Adjusted earmings per share 29.53p 22 20p 33 0%
Earnings per share 26,76p 20 49p 306%
Dwidend per share 6.25p 500p 25 0%

1.1 Currency translation

The increase 1n the s1ze of overseas operations with earnings not denominated i
Sterling, pnncipally as a result of the acquisition of Sl at the end of 2008, and
changes in currency exchange rates over the last 12 months, have benefited Serco’s
reported results In order to present the underlying growth of the business in the
year, the effect ¢of currency exchange rate changes on revenue, Adjusted operating
profit, iInvestment revenue and finance costs, Adjusted profit before tax and Group
recourse net debt are presented in the Finance Review The cutrency effect has been
calculated by translating non-Sterling earnings, including those of S, for the year
ended 31 December 2009 into Sterling at the average foreign exchange rates for 2008

Figure 2 income statement bndge

Year ended 31 December Adjusted Adjusted
Ravenue operating operating
Revenue growth profit margin
£m % £m %
2008
Group 3,1235 - 165 2 529%
2009
Group excluding Sl and currency 318.6 10 2% 26.1 0.27%
3,4421 191.3 5.56%
) 331.9 10.6% 25.2 0.18%
Group including Sl 3,774.0 20.8% 216.5 5.74%
Currency effects 166.0 6.3% 13.2 0.05%
Total 3,970.0 27.1% 229.7 5.79%
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1.2 Revenue

Revenue grew by 27 1% to £3,970 Om Revenue growth, excluding Sl and currency
effects was 10 2% Organic revenue growth, excluding currency, was 9 4%, and
reflects the growth of existing contracts and the contribution of new contracts Sl's
revenue was US Dollar 618 5m (£331 9m excluding currency effects), which added
10 6% tc revenue growth SI's revenue grew 7 5% when compared to 2008.
Currency effects added a further £196 Om (6 3%) to Group revenue

1.3 Gross margin

Gross margin — the average contract margin across our portfolio - was 14 8%
(2008 14 6%)

1.4 Adjusted operating profit

Adjusted operating profit increased by 39 0% to £229 7m representing an Adjusted
operating profit margin of 5 79% Adjusted operating profit margin increased by

50 basis points (45 basis points excluding currency effects) The table in Figure 2
ilustrates the Adjusted operating profit and margin resulting from the Group
excluding Sl and currency, Sl, and currency effects

1.5 Investment revenue and finance costs

Investment revenue and finance costs totalled a net cost of £35 0m (2008 £19 9m),
an increase of £15 1m The increase, excluding cumency effects, was £12 4m Borrowing
costs to fund the 81 acquisition and an increase in the net pension funding cost of
£5 7m charged to the income statement were the principal reasons for this increase

1.6 Adjusted profit before tax

Adjusted profit before tax was £194 7m, an increase of 34 0% Excluding Sl and
currency effects, the Adjusted profit before tax margin was 4 92%, an increase of
27 basis points

1.7 Tax

The tax charge of £46 9m (2008 £36 5m) represents an effective rate of 26 5%,
compared with 26 8% n 2008 The reduction principally reflects the fall in the UK
corparation tax rate from the blended UK corporation tax rate of 28 5% in 2008 to
28 0% n 2009

1.8 Earnmings per share (EPS)

Adjusted EPS rose by 33 0% to 29 53p EPS grew by 30 6% to 26 76p

EPS and Adjusted EPS are calculated on an average share base of 486 6 million
during the year (2008 485 7 million)
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Finance Review
continued

2, Dividend

Serco's policy 1s to increase the total dividend each year broadly in ine with the
in¢rease in underlying earnings The Board has proposed a final dividend of 4 40p
per share, representing an increase on the 2008 final dnadend of 25 0%, and bringing
the totat dividend for the year to 6 25p, a growth of 25 0% The final dividend will be
paid on 18 May 2010 to shareholders on the register as at 12 March 2010

3. Cash flow

The Group generated a free cash inflow of £137 3m (2008 £94 2m), an increase of
45 8%

Figure 3 analyses the cash flow As in previous years, we have designed the analysis
to show the true cash performance of the Group - the cash flows generated by
subsidiaries plus the dividends received from joint ventures It therefore differs from
the Consclidated Cash Flow Statement on page 85, which proportionately
consolidates the cash flows of joint ventures The adjustment hne in Figure 3
reconciles the movement in Group cash to the consolidated cash flow

Figure 3 Cash flow

Year ended 31 December 2009 2008
£m £m
Operating profit axcluding joint ventures 150.6 107 8
Non cash items 75.4 406
Group EBITDA 226.0 148 4
Working capital movement (27.2) (22 8)
Group operating cash flow 198.8 1256
Interest (31.5) @50
Tax (26.5) (118
Net expenditure on tangible and intangible assets (49.8) (318
Dividends from jomnt ventures 46.3 372
Group free cash flow 137.3 Q4 2
Disposal of investments/subsidianes 0.6 19
Acquisition of subsidianes (15.4) (322 2)
Financing (36.8) 2890
Dividends paid (25.9) (21 6)
Group net increase in cash and cash equivalents 59.8 413
Adjustment to include joint venture cash impacts 14.1 28
Net increase In cash and cash equivalents 73.9 441

Note Group EBITDA 15 eamings from subsidianes (excluding joint ventures) before interest, tax depreciation,
intangible amortisation and other non cash iterms

3.1 Group operating cash flow

Group operating cash flow of £198 8m (2008 £125 6m) reflects a conversion of
Group EBITDA into cash of 88% (2008 85%) The increase in working capital from
£22 8m to £27 2m reflects the requirements of a growing business and the continued
high level of contract start ups

3.2 Interest

Net interest paid was £31 5m, compared to £25 Om in 2008 reflecting the increase in
borrowings resulting from the acquisition of Sl in 2008
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3.3 Tax

Tax patd was £26 5m (2008 £11 8m) The increase reflects the fact that there was
no tax refief availlable in 2009 on the special pension contnbution made in 2007
Cash tax is below the equivalent charge in the income statement as a result of
accelerated capital allowances and other timing differences

3.4 Net expenditure on tangible and intangible assets

Net expenditure on tangible and intangible assets in the year was £49 8m
(2008 £31 8m) Gross expenditure, excluding disposals, was £52 3m (2008 £48 7m)
representing 1 6% of Group revenue excluding joint ventures (2008 2 0%)

3.5 Dividends from joint ventures

Dividends received from joint ventures totalled £46 3m (2008 £37 2m), a conversion
rate of 93% (2008 84%) of joint ventures’ profit after tax and minonty interest,
excluding costs allocated by Group

3.6 Acquisition of subsidianes

To effect the partnership arrangement between Serco and Guy's and St Thomas'
NHS Foundation Trust announced on 30 January 2009, in February 2009, Serco
Group plc acquired a 50% interest in GSTS Pathology LLP The joint venture
arrangement with Guy's and St Thomas’ NHS Foundation Trust will provide improved
pathology services to the Trust and target the significant national and international
pathology market Total cash outflows associated with this transaction were £5 5m
including directly attnibutable costs Other acquisition costs included the acquisition
of Sandrunner Limited, a UK based specialist consultancy provider, for £0 3m in
January 2009 and further payments in relation to the acquisition of Infovision and

Sl in December 2008 of £3 7m and £5 9m respectively

Due to the proximity of the acquisition of Infovision and Sl to the year ended

31 December 2008, the far values of the acquired companies’ assets, habilittes and
contingent habifities were determined provisionally The fair value adjustments arsing
from the acquisitions were finalised in the current year, with adjustments made to the
previously pubhshed farr values The Consolidated Balance Sheet at 31 December 2008
has been restated to refiect the finalisation of the far value adjustments These
adjustments represent management’s best estimate of the adjustments required to
restate book values to far values at the date of acquisiion The net effect of these
adjustments 1s to reduce goodwill by £1 5m

3.7 Financing

The movement in financing resulted prnmarily from repayments on our committed
facility and non recourse debt
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4, Net debt
Figure 4 analyses Sercc's net debt
Figure 4 Net debt

Yaar anded 31 Deceamber 2009 2008

£m £m
Group - cash and cash equivalents 253.7 1998
Group - loans (619.1) {708 8)
Group - obligations under finance leases (22.3) {15 5)
Group recourse net debt (387.7) {524 5)
Joint venture recourse net cash 58.2 445
Total recourse net debt (329.5) (480 Q)
Group non recourse debt {29.0) {34 1)
Total net debt (358.5) (514 1)

4.1 Group recourse net debt

Group racourse net debt decreased by £136 8m to £387 7m This reflects the

changes in currency exchange rates which reduced Group recourse net debt by

£52 Om together with the repayment of debt Group cash and cash equivalents rose
to £253 7m, an increase of £53 9m, pnmarily reflecting pencdic changes in working
capital Cash and cash equivalents includes encumbered cash of £11 2m 2008 £10 4m)
This 1s cash secunng credit obhigations and customer advance payments

4.2 Group non recourse debt

The Group’s debt Is non recourse if no Group company cther than the relevant

borrower has an obhgation to repay the debt under a guarantee or other

arrangement The debt 15 excluded from all of our credit agreements and other

covenant calculations, and therefore has no impact on the Group’s ability to borrow

Group non recourse debt reduced by £5 1m to £29 Om, pnmarily as a result of the
payments made in line with the debt repayment schedule on debt relating to our

Driver Examination Services contract in Canada
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5. Pensions
The Group operates and 1s a member of a number of defined benefit schemes and
defined contnbution schemes

At 31 December 2009, the net liability included in the Consolidated Balance
Sheet ansing from our defined benefit pension scheme obligations was £113 6m
{2008 £20 5m), on a pension scheme asset base of £1 4bn

Figure 5 Defined benefit pension schemes

At 31 December 2009 2008
£m £m
Group schemes - non contract specific (120.0) on
Contract specific schemes
- reimbursable (144.3) (89 6)
- not certain to be reimbursable (29.9) (24 4)
Net retirement benefit habilities (294.2) (1147
Intangible assets arnsing from nghts to operate
franchises and contracts 114 144
Reimbursable nghts debtor 144.3 896
Deferred tax assets/(liabilities) 249 9 8)
Net balance sheet habilities (113.6) {20 5)

The total pension charge for the year ended 31 December 2009, including the
proportionate share of joint ventures, increased to £92 4m (2008 £85 9Im) Within this
charge, the Group’s contnbutions to UK and other defined contribution pension
schemes increased tc £64 8m (2008 £49 0m), reflecting the higher proportion of
Group employees who are now members of defined contribution pension schemes
The charge relating to the Group's defined benefit schemes was £27 6m (2008 £36 9m),
prncipally as a result of changes to inflaton assumptions as at the end of 2008
Serco has three main types of scheme which are accounted for as defined benefit
pension schemes Each type has its own accounting treatment under International
Financial Reporting Standards These are

+ Non contract specific - schemes which do not relate to specific contracts or
franchises For these schemes, we charge the actuanal gain or loss for the year
to the consohdated statement of comprehensive income (SOCI),

* Rembursable - schemes where we have a nght of full cost rembursement and
therefore include both the pension scheme deficit and offsetting reimbursable
rights debtor in the balance sheet, and

+ Not certain to be reimbursable — schemes relating to specific contracts or
franchises, where the deficit will pass back to the customer or on to the next
contractor at the end of the contract For these schemes, we charge the actuanal
gain or loss on our share of the deficit for the year to the SOCI, recognise a
recoverable intangible asset on the balance sheet at the start of the contract or
franchise and amortise the intangible asset to the income statement over the
contract or franchise life
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Serco has Iimited commercial nsk 0 relation to the contract specific schemes, due io
either the nght of cost reimbursement or because the deficit will, iIn general, pass
back to the customer or on to the next contractor at the end of the contract Among
our non contract specific schemes, the largest 1s the Serco Pension and Life
Assurance Scheme (SPLAS) At 31 December 2009, SPLAS had a deficit of £54 7m
(2008 surplus of £62 4m) The deficit reflects the effect of the market conditions on
Investment returns in the year and an increase in inflation assumptions

The regular tnennial review of SPLAS 1s currently ongoing As part of this process, we
are working closely with the Trustees on options for the Scheme

Figure 6 shows the sensitivity of the habifihes of our pension schemes to changes in
discount rates and to adjustments in the actuanal assumptions for the rate of
inflation, members’ salary increases and life expectancies

Figure 6 Pension assumptions and sensittiviies

Assumption Change in assumption Change m lability

Discount rate 58% +05% -B%
-05% +9%

Price inflation 33% +0 5% +7%
-05% -71%

Salary 37% +0 5% +2%
-05% -2%

Longevity 20 3-24 4* Increase by one year +3%

*Post retirernent mortality range for male and female, current and future pensioners

6. Treasury

The Group's principal debt finance compnses a £400m bank revolving faciity which
matures in September 2013 together with a term loan and bilateral facility totaling
US Dollar 550m to fund the acquisition of SI The term loan and bilateral faciity are
repayable between September 2010 and September 2013 There is a scheduled
repayment of US Dollar 92m due in September 2010, thereafter the next repayment
on these faciities 1s due in September 2011 The facilities, which are syndicated with
a group of 13 banks, are unsecured As at 31 December 2009, £458m had been
drawn down on these combined facilibes (2008 £560m) Excluding the effects of
currency on the US Dollar denominated debt, the equivalent draw down would have
been £514m

Serco has ioan notes in 1ssue under a private placement of £117m, which will be
repaid evenly from 2011 to 2015
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7. Segmental information

As disclosed in note 5 of the Notes to the Consolidated Financial Statements, the
Directors have determined that the segments under IAS 14 continued to be
appropnate under IFRS 8 for 2009 Although management information 1s presented in
a vanety of ways, the reportable segments presented within the financial statements
reflect the principal way in which management information was reported to the Chief
Operating Decision Maker (the Chief Executive and Executive Board) during the year
As discussed in the Chief Executive’s Statement, the Group has repositioned the
business for growth and, as a result, has created five new divisions This change was
effective from 1 January 2010 We will present these divisions as our new reportable
segments for the first time in the half year results announcement for the six month
penod ended 30 June 2010, including comparatives

The new reportable segments are
* Civil Government, compnsing UK and Europe civil government and transport,

* Local Government and Commercial, compnsing our UK and Europe IT and
BPO, integrated services, education and commercia! businesses,

» Defence, Science and Nuclear, bringing together UK and Europe defence and
science-based businesses,

* Americas, compnsing US defence, intellilgence and federal civil government
agencies operations, and Canadian operations, and

*  AMEAA, which consists of our operations in Africa, Middle East, Asia {including
Hong Kong and India) and Australasia

8. Qoing concern

The Directors have acknowledged the guidance ‘Going Concern and Liquidity Risk
Guidance for Directors of UK Companies 2009°, published by the Financial Reporting
Council In Cctober 2008 Whilst the current econormic environment remams
uncertain, the broad base of our contract portfolio and with over 90% of our
customers being government bodies, the Group 1s well placed to manage its
business risks (as discussed n the section Principal risks and uncertainties)
successfully and has adequate resources to continue in operational existence for the
foreseeable future

The Group’s revenues are largely denved from long-term contracts with gevernments
which, histoncally, have been largely unaffected by changes in the general economy
The contract portfolio 1s spread across a number of markets, sectors and geographies
such that a downturn In any one segment 1s highly unlikely to affect the Group as a
whole In addition, with an order bock of £17 1bn and high visibility of future revenue
streams (91% m 2010, 76% in 2011 and 64% n 2012), the Group I1s well placed to
manage its business nsks despite the current uncertain economic climate

In September 2008, the Group secured medium-term financing by entering into a
five-year revolving credit facility and bilateral faciities Including the term loan and
US private placements, the Group has in excess of £860m of credit faclities As at
31 December 2009, the headroom on the faciliies was approximately £300m The
first repayment on these facilities falls due in September 2010 for an amount of

US Dollar 92m The Group fully expects to meet this repayment through internally
generated cash flows Based on the information set out above, the Directors believe
that it 15 appropnate to prepare the financial statements on a going concern basis
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Resources

Business relationships

Customers

Our ability to develop long-term
relationships with customers 1s a central
part of our business meodel Day-to-day
responsibility for meeting our customers’
needs lies with our contract directors,
who we empower to do what i1s
necessary to deliver excellent service
Our approach tc working with our
customers Is set out In our Governing
Principles (see page 5), which am to
ensure that we deliver a consistently
good service to all our customers,
whatever we do for thern

We also mantain relationships at all
levels with our customers, so that they
are aware of how we can help them and
we can anhcipate therr changing needs
and identify opportunities at an early
stage These relationships e with our
dwistonal and Group leaders, including
hbusiness development teams and our
external affairs team

Qur reputation with our existing
customers 15 also vital in winning new
work Many factors influence our
reputation, including the qualty of our
service, our values and public-service
ethos, our capacity to innovate, and our
engagement with our employees and
other stakeholders, such as local
communities We believe that our high
rebid and new bid win rates demonstrate
the strength of our reputation with new
and existing customers

Suppliers

Our approach to procurement has four
main strands to make the most of the
benefits of competitive supplier
selection, to optimise the efficiency and
effectiveness of our processes and
resources, to dnve sustainability
throughout our supply chamn, and to
develop positive relationships with our
key suppliers

We have a dedicated procurement and
supply chain team which 15 responsible
for putting this approach into practice
As part of this, they continue to enhance
our systems and processes for choosing
and managing our suppliers This helps
us to maximise the value of cur supplier
relationships, makes it quicker and
cheaper for us to transact with them,
and assists with understanding and
monitoring areas such as environmental
impact before our people make a
deciston to buy

Cur contracts have many common
purchasing needs For this reason, we
aim to use carefully chosen preferred
supphers, enabling us to achieve better
terms and conditions and make the most
of our economies of scale

The remainder of our contracts’
procurement needs are managed by our
contracts, allowing them to use local
suppliers when appropriate In addition,
we are a member of Minonty Suppher
Development UK, a not-for-profit
orgarusation which provides a direct ink
between compantes and ethnic-minorty
businesses, to enable the bullding of
mutually beneficial business
relationships

Joint ventures

Serco has a number of joint ventures
around the world, particularly in the
transport, defence and science sectors

Our joint ventures with Abellio (formerly
known as NedRailways) provide
outstanding services to the travelling
public Together, we run Northern Rail,
which 1s the country's largest train
franchise, and Merseyrail, the UK’'s most
punctual train operator

AWE Management Limited (AWE) 1s our

highly successful joint venture with

Lockheed Martin and Jacobs Engtneering

Group Inc. '

AWE manages the UK's Atomic Weapons
Establishment and has consistently
delivered contract outputs on time and
on budget

In Australia, DMS Mantime, our joint
venture with P&0O Maritime Services, 15 a
key partner for the Australian Defence
Force (ADF) and other agencies In
partnership with Sodexo, we also defiver
garrnison support services to the ADF
through Serco Sodexo Defence Services
Pty Linuted

We continue to develop new business
models, which can include forming joint
ventures with our customers For
example, in 2009, we created GSTS
Pathology, a groundbreaking joint
venture with Guy's and St Thomas' NHS
Foundation Trust, to transform its
pathology services by combining the
chnical and scientfic excelience of the
Trust with our service and business
expertise, and target the significant
pathology market

Strong relationships, based on mutual
trust and respect and clanty of roles, are
essential ingredients if a joint venture 1s
to deliver excellent customer service
Our divisional management teams are
responsible for relationships with our
joint venture partners, supported by
members of the Group Executive
Committee and Board as appropriate
This includes holding regular strategy
and review meetings with our partners |
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Strategic partners

We often run contracts as part of a
consortium, either as prime contractor or
as a subcontractor This allows us to
bring together companies with the skills
to meet the precise requirements of a
bid For example, at AWE we work
together with Lockheed Martin and
Jacobs Engineenng Group to provide
and maintain the warheads for the UK’s
nuclear deterrent.

Qur values and the cpen and honest way
in whtch we work also make us an
attractive partner for third-sector
organisations, who often lack the scate
and expenence to be able to access
major government programmes

In 2009 we won three Flexible New Deal
contracts with the UK Department of
Work and Pensions Wae are delivening
these services through a network of more
than 60 subcontractors, around a third

of which are from the third-sector These
arrangements allow us to integrate and
co-ardinate the work of our third-sector
partners, allowing them to cencentrate on
delivenng the best service to end users

Responsibibity for relationships with our
strategic partners lies with the relevant
contract and divisional management

Our people

Our rapid growth means that the number
of our employees 1s continually
mncreasing As a people-based business,
we have a clear framework for managing
and developing our pecple, so that we
can continue to succeed

Our people strategy has three main
components We want to develop
leaders who are fit for the future and who
will thnve as Serco grows We want
peaple who bring service to life, who are
fully integrated and engaged with Serco,
and who we can develop to achieve therr
full potential And we want to make it
aeasier to manage our people, by
continually enhancing our systems

and processes

Developing our leaders

As a devolved and fast-growing
orgarisation, Serco has a high demand
for capable and motivated leaders who
have the potential to grow with us They
are responsible for managing operations,
secunng our future growth and creating
the environment in which our workforce
can do what they do best serve
customers with passion and skill The
way they lead 1s as important as what
they deliver

We have created a leadership model
known as H3 - Heart, Head and Hands
These ingredients descnbe how great
leaders in Serco behave, with an
emphasis on our Governing Principles
and our customers Tha components of
the mode! are summansed below

Heart This covers our leaders’ motives
and demonstratton of our Governing
Principles. We want them to create our
culture through personal example and
have the courage to stand by ther
convictions

Head. This relates to intellectual and
personal capacity We want leaders who
can solve complex problems, take a
long-term view, inspire and influence
others, focus on outcomes, Innovate,
be resiient and be adaptable to a
situation’s needs

Hands This covers skills, knowledge
and experience We want our leaders to
bea skilled at shaping and delivenng the
plans and capabiities that will drive our
performance and growth

Behind each of these components 1s a
further set of cntena, which explain the
desired behaviours and the standards
against which we appraise our
leaders’ performance

Developing our leaders is vital for
Serco's future Dunng the year, we
profiled our top 100 leaders aganst the
model The process ensured that our
leaders fully understand how they align
to the model and have development
plans to help them dehver higher lavals
of performance

In a separate exercise, we have also
undertaken a comprehensive talent
review, led by our Chief Executive This
involved every business unit around the
world identifying its current and future
leaders, enabling us to create
comprehensive succession ptans and
talent pipelines in each part of our
business to support our growth
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Resources
continued

Integrating, engagmng and developing
our people

We are dependent on the skill and
enthusiasm of our people They enable
us to deliver great service to our
customers and are ultmately responsible
for the strength of our reputation and our
ability to grow We therefore need to
integrate new joiners, effectively engage
with all our people and help them
achieve their potential We also
recogmse outstanding achievements
through our global Pulse Awards

integrating new people

Serco’s growth means that several
thousand people join us every year, as
we win new contracts We typicaity find
that they bring with them a service ethos
that matches our own, given that a large
proportion of our empioyees also began
their careers delivering services in the
public sector Our approach to managing
contracts liberates our people to put this
ethos into action

The best method of spreading our values
1s for our people to see them in use Our
leaders have a key role to play, by
making decisions i accordance with our
values We also priontise communication
with our people, particularly in the
transition phase after we have won a
contract, so that they understand Serco
and the way we work

Our approach - and the outcome - 1s the
same around the world While there are
always cultural differences between
countries, our values are universal and
our people embrace them wherever they
are based

Engaging with our people

in 2009, we once again undertook our
gtobal Viewpoint employee survey More
than three-guarters of our people
responded This I1s an excellent rate,
particularly as the nature of many of our
people’s roles meant they were unable to
complete the survey online

The survey’s results show that our values
are baing put into action Qur people
believe that Serco has an open culture of
respect, and that we take into account
diffarent opinions and perspectives,
making employees comfortable to speak
up The survey also confirmed that our
people are motivated to go beyond what
1s required of them, and do what 1s
needed to get the job done

Viewpoint also highlighted areas where
we can improve how we work at a local
level We have created an online tool to
generate action plans to deliver thase
improvements Around 1,500 plans ara
logged on the system, with many others
held offline These plans will help our
leaders enhance the working
environment for our people

Developing our people

Enabling our people to excel 1s one of
our Governing Principles, meaning their
development 15 key That development
may consist of informal on-the-job
training right through to highly specialist
and technical traiming increasingly we
are moving to a “blended learning”
approach What this means 15 an
appropnate balance of face-to-face
learning and web-based learning We are
in the process of rofling out e-learning
programmes which are both cost
effective for us and flexible for our
people, who can access them at theirr own
location and at a time that suits them

We developed our Skills for You
programme in partnership with UK
Government departments, trade unions
and training providers it offers our
people the chance to improve ther
literacy, numeracy and language skills
while continuing with their workplace
learning Since its introduction, we have
assessed 3,500 of our people with over
800 achieving a qualfication

In 2010 we will be appointing a third
party as our national Skills for Life
partner, who will market our programme
across our UK businesses and offer an
easy, standardised means of engaging
with the programme but with local
flexible delivery taifored to the needs of
each contract
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Recognising achrevement

Our Pulse Awards are designed to
celebrate the very best qualities and
achievements of Serco people, our
customers and partners The awards are
closely inked to our Governing
Principles They recogrise people who
excel at innovation, inspire through their
leadership, demonstrate outstanding
commitment and make an excepttonal
tmpact on communities, the environment
orn areas such as safety and ethics |n
2009, 158 individuals and teams were
recogrised with an award

Managing our People

We continually look to improve our
efficiency, including the ways we manage
our people Our am s to have intuitive,
easy to use tools, processes and
systems which make It easier to manage
our growing workforce and deliver even
higher levels of productivity and service
as a result We are creating a global
template for all the processes involved in
people management, which will both
reduce cost and ensure a consistent
experience for our people, wherever they
work We have piloted this in our Dubai
Metro contract

Key people-related objectives for 2010

Objactive Comment
Extend learmng tools within We will make tools available company-wide based
the online Serco Academy on need, including a bespoke online Induction

programme due to be launched All new starters
will complete the programme within three months
of starting and there will be sufficient licences to
also allow participation of existing employees

Standardise best practice in We will make 1t easier for line managers to deliver

people management across a common expenence to employees to enable

the Group them to excel. The employae lifecycle will be
documented.

To connect business We will develop measures to analyse the link

performance metnecs and between engagement and business performance

levels of engagement
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Corporate
responsibility

We can only achieve our vision if we are trusted by
all those who touch our business - our customers,
people, partners, suppliers and the communities we
work in. This means we must consider our
responsibilities in everything we do.

Since our inception, we
have been a values-led
business. Our Governing
Principles set out these
values (see page 5) and
our systems and culture
ensure that we operate in
the right way.

We divide corporate responsibility into
four pillars - safety, people, community
and the environment Our work for our
customers encompasses all four piliars,
but there are many things we do which
go beyond our contractual or

legal requirements

Our approaches to safety, community
and the environment are summansed
below Page 47 detals how we engage
with, develop and manage our people
We alsc publish a separate Corporate
Responsibdity Review, which contains
many examples of how we put our
respensibiities into action

The Business in the Community (BitC)
Corporate Responsibility Index providers
a useful overall measure of our
performance We were pleased that for
the third year running, we achieved a
gold rating

Safety

Our approach to safety is simple we
never compromise. Operating safely is
vital if our people, customers and
soclety are to trust us.

Often our work 15 safety-critical carrying
train passengers, enabling fights with ar
traffic control and expert support for the
nuclear industry are just some examples
In these areas, you would expect our
safety systems to be robust But we
must have appropriate and consistent
standards wherever we operate, with
strong leadership and engaged people

It 1s, of course, morally unacceptable for
people to suffer avotdable injunies, but it
1s also good business sense to prevent
them Avoiding an incident saves time,
repair costs and insurance expenses.
These, though, are only the immediate
costs Lost trust 1s much harder and
more expensive to restore Where
necessary, then, we go beyond our
legal ohligations to improve safety
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Our focus on safety resulted in a
significant reduction tn our reportable
accident rate, from 935 per 100,000
employees i 2008 to 678 in 2009 This
was partly due to an increase in the
number of employees who joined Serco
in relatively low-nsk occupations
Adjusting for this gives a reportable
accident rate of 930, a good reduction
on the previous year

The lost ime injury rate fell from 1,587
per 100,000 employees to 1,034,
although the average lost time per
incident rose by nearly 7% We continue
to focus on the prevention of accidents
In addition, Human Resources are
reviewing the broader 1ssue of all
absence and developing a more
consistent policy for managing #, as well
as more active absence management

We are always pleased when others
recognise our efforts Our BitC score for
health, safety and well-being was 92%,
significantly better than the average for

our sector (82%) and for the index
(79%) The Royal Society for the
Prevention of Accidents (RoSPA) gave
our businesses 29 awards and
commendations in 2009 This included
both finalists for RoSPA's highest
accolade, the Sir George Earle trophy
Northern Ral won, with the National
Physical Laboratory as runner up The
British Safety Council also rewarded
our court escorting contract with a
Sword of Honour

In the US, the safety of our air traffic
control services was recognised agasn
this year when, for the fifth time since
2003, a Serco-run tower won the Willie F
Card FAA Contract Tower Service Award
The award 1s given for excellence in
safety and customer service

We want to continue to improve our
safety performance and we approach
this in two ways The first 1s to
emphasise competency and tramng, so
our people have the skills, knowladge

Key objectives for 2010

and expenence to work safely
Continually refreshing their thinking
about safety 1s fundamental here

The second strand 1s the development of
our monitonng of near misses, so we
can learn from them and stop them - or
a real incident - from happening agan

Across Serco, we are also getting better
at standardising many aspects of our
operattons Qur polictes set the
requirements, but our businesses have
often developed therr own ways of
meeting these requirements By
standardising, we help our businesses
meet our requirements and free them to
focus on their customers

We also share best practice For
example, our team at Port Kembla,
Australia, has passed more than

one millten hours since their last lost
time injury Thewr approach to safety has
now become a reference point for Serco
in Asia Pacific

Our key health and safety objectives for 2010

Objective Comment
Continued focus on reducting 30% reduction by end of 2012 against 2008
reportable incidents baseline
Reduce the amount of lost tme  50% reduction by end of 2012 against 2008
as a result of incidents through baseline

active rehabilitation

Develop systems and processes We will establish a baseline for future target

to manage and monitor near
miss events more effectively

improvements for 2012




Corporate responsibility
continued

Community

Much of our work directly benefits the
local communities where we operate
Many of our people alsc live in those
communities and we want them to be
proud of what we do. For our business
to thrive, we need communities to trust
us to work in the nght way and make a
difference to therr lives.

Recruiting from local communities is an
important part of our integration The
case studies on the Dubas Metro (page
31) and our Australian immigration
centres (page 21) are Just two examples
of how we do this.

Customers increasingly use us to drive
social improvements For example,
councils want the leisure centres we run
to improve health and inclusion, and
reduce cnme and joblessness in ther area

Time and agamn, though, we go beyond
the contract with innovations that help
both us and the community
Employabiiity, for example, 1s a common
theme in our community work.

Serco's sponsorship and bursary for the
Duke of Edinburgh Award equips
disadvantaged children with wital ife
skills, bullding trust, teamwork,
confidence and self-esteem We also
sponsored Business in the Community’s
Big Conversation campaign, to make
work experience meaningful, relevant
and mnspinng Contracts ranging from
RAF Fylingdales to the National Physical
Laboratory showed school students
what work can offer them

Key objectives for 2010

Our people respond generously to
others’ needs For example, this year,
our Austrakan and Middle Eastern
businesses raised significant sums for
the vicms of natural disasters Serco’s
Executive Committee spent four days
bulding houses for Habltat for Humanity,
while others supported causes close to
their customers

In total, we aim to invest 1% of our pre-
tax profits into the community, through
donations, assets, gifts in kind and
employee ttme In 2009, we invested
£1,746,261, representing approximately
1% of our profit We also continued to
significantly outperform both the BitC
index average and our sector for
community management We scored
100% for community iInvestment and
achieved a substantial increase in our
community partnerships score, which
rose from 69% to 83%

Qur key community-related objectives for 2010

Objactive

Comment

Increasing work experience
for students in the UK

We will develop and implement a sustainable
project to increase the number of worthwhile and

interesting work expenence placements for
students and share this knowledge across the

business

Capture knowledge and improve We will develop guidance to help both business

working practices with the third

and third sector orgarisations work together

sector through better understanding of each others’
practices
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Environment

Serco’s aim is to minimise our impact
on the environment Reducing our
carbon dioxide emissions Is central to
our environmental work, both in
delivenng our contracts and our
company-wide infrastructure We try to
approach this with the same ngour we
bnng to managing safety.

Notwithstanding our moral obhgation to
cut our carbon footprint, and the
financial savings we can make, we also
need to comply with tightening laws and
regulations These include the UK
Government's CRC Energy Efficiency
Scheme {formerly known as the Carbon
Reduction Commitment), which begins in
Apnl 2010

Serco completed the Carbon Disclosure
Project This 1s an independent not-for-
profit organisation which holds the largest
database of corporate chimate change

information 1n the world Requests are
issued on behalf of institutionat
investors, purchasing organisations and
government bodies This was the first
year in which Serco has participated in
this Project Serco achieved a creditable
score of 50 (out of 100) Thus s at the
high end of our market sector.

Dunng 2009 we reduced our carbon
dioxide emissions from 257 3m tonnes to
226 Tm tonnes, a decline of 11 9%

The majonty of cur COp ermissions come
from electncity usage One of our
programmes ts the installabon of smart
utility meters Traditional meters only
allow us to track our energy
consumption on a quarterly basis Smart
meters give us real-time information,
enabling us to monitor usage and devise
ways to cut it We can also tdentify
trends and act quickly when somathing
such as faulty equipment causes usage
to nse Overall, we reduced our
electncity consumption by 6 5% in 2009

Keay abjectives for 2010
Our kay environment objectives for 20610

The environment also represents a
significant oppeortunity for Serco, and our
services are increasingly geared lowards
helping our customers manage therr
responsibilities and winning new work
using our environmental expertise. Our
Sustainability Management Services
business advises customers and
improves our own performance We also
have a great depth of expenence in
environmental services for local
authonties and companies

Finally, it 1s important for us to use our
knowledge to inform our customers’
environmental agendas We do this not
only through our day-to-day interactions
with them but also by joining in the
public debate, on ocur own behalf and
through bodies such as the
Confederation of British Industry and the
Pnvate Sector Council in the US
Businesses and public services have an
important role to play In protecting the
environment, and we are determined to
take on our full responsibility in this area

Objective

Comment

10% reduction in COx/Em
revenue by end 2010 against
2008 baseline {0 0735)

We will continue the work completed in 2009 to
drive a number of inihiatives with a view to further
reduce our emissions These are specific to

dmwisions and will be monitored through our
internal board structure

Embed a single environmental
management system and
operating procedures across
all operations

We will be using our experience of iImplementing
an integrated health and safety management
system n the development and implementation of
the environmental management system Work

has commenced and 1s being monitored by the
Environment Oversight Group

Impiement a carbon accounting
system to ensure accurate
consumption reporting on energy,
fuel used for business, travel,
waste and water

Following a competitive selection process, we
purchased Greenstones Acco2untenterprise
system This system will go live in the early part of
2010 and provide reporting provision for the CRC
Energy Efficiency Scheme, Carbon Disclosure

Project and Carbon Trust as well as supporting
Serco Group reporting
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Principal risks and
uncertainties

Serco has a well-established and embedded system
of internal control, including financial, operational
and compliance controls and risk management,
designed to safeguard shareholders’ investments
and our assets and reputation,

The Board has overall
responsibility for our
internal control system
and for reviewing its
effectiveness, and has
delegated to
management the
implementation of
policies on risk and
control.

We have developed robust systems and
processes to identify and manage the
key nsks facing each of our businesses
and the Group as a whole, and all parts
of the business have appropnate risk
and crisis management plans that meet
our policy standards

During the year we completed a
comprehensive review, with the support
of KPMG LLP (our internal auchtors), of
the adequacy of our nsk management
approach The review confirmed the
maturity and effectiveness of current risk
management processes, and also put
forward a number of recommendations
around enhanced oversight, nsk
identification and assessment, and
reporting and momtoring We are
Implementing these recommendations to
ensure that nsk management remains
current, adds value to the management
of the business and 1s integral to our
internal audit approach

Risk management 1s fundamental to how
we manage our business Our nsk
management policies, systems and
processes are therefore defined and
embedded within the Serco Management
System, as descnbed below The Board
regularly reviews these, which conform
to the Combined Code's requirements

Such palicies, systems and processes,
however, can only be designed to
mitigate, rather than eliminate, the risk of
fallure to achieve business objectives,
and can only provide reasonable, and
not absolute assurance, agarnst
misstatement or loss The Board
confirms that these have been in place
for the year under review and up to the
date of approval of the Annual Review
and Accounts

Our approach to risk within the
Serco Management System

The Serco Management System (SMS)
sets out policy standards, systems and
processes that identify, review and
report nsks at all levels of our business
and in the Group as a whole, with the
aim of safeguarding our shareholders’
investments, our stakeholders’
interests, and our assets and
reputation

We regularly review the nsk management
processes we apply throughout our
business as part of the SMS This
ensures they reflect the nature of the
activities we undertake and the business
and operational nsks inherent in them,
and therefore the level of control we
consider necessary to protect our
interests and those of our stakeholders

These controls and processes fall into
four main areas dentification,
assessment, ptanning and control, and
monitoring, so that we

¢ identify business objectives that
reflect our stakeholders' interests,
and the nsks associated with
achieving these objectives,

* regularly assess our exposure to nsk,
including measunng key nsk
indicators,

* control and reduce nsk as far as
reasonably practicable or achievabhle,
through cost-effective nsk mitigation,
and

* dentify new nsks as they anse and
remove nsks that are no longer
relevant
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Risk identification

In tdentifying the potential nsks
associated with achieving our business
objectives, we consider both external
factors ansing from the environment we
operate tn, and internal nsks ansing from
the nature of our business, its controls
and processes, and our management
decisions

Once identified, we document nsks in
nsk ragisters, which we maintain at a
contract, business unit, programme,
divistonal and Group level These nsk
registers change as new nsks emerge
and existing nsks diminish, so that the
registers reflect the current key risks We
raview risk registers at least quarterly
and more frequently as required, and the
Board reviews the Group nsk reg:ster at
each Board meeting

Risk assessment

We assess the potential effect of each
identified nsk on the achievement of our
business objectives and wider
stakeholder interests To do so, we use a
nsk scoring system based on our
assessment of the probability of a nsk
materalising, and the effect if it does We
assess this from three perspectives

« the nsk’s significance to the
achievement of our business
objectives,

+ the nsk's significance to society,
including on public safety and the
environment, and

* our abiity to influence, control and
mitigate the nsk

Analysis of our key nsks allows us to

assess the probability of disruption to our
business objectives, and highhights cntical
areas that require management attention

Risk planning and control

We assign each identified and assessed
nsk to a nsk owner, who 1s responsible
for controlling and managing it and
developing a robust and effective plan to
reduce or miigate the nsk Risk owners
are requ.red to report 1o the Board on
specific nsks The Board may ask for
additional inforrnation or request an audit
to provide additional assurance

Risk reduction involves taking early
management action to remove or reduce
identified nsks before they can affect the
contract or project We consider options
to elminate, reduce or control the risks
as part of the nsk identificatron and
analysis process

Risk mitigation involves us identifying
appropnate measures, including
contingency plans, to reduce the seventy
of the nsks’ impact, should they occur
This includes developing cnsis
management plans 1n response to risks
whose potential impact warrants a
specific management process

The SMS requires every contract to
develop a nsk management plan
reflecting assessed nsks and supported
by appropriate measures and
contingency plans to mitigate the impact
of the nsks.

Risk monitoring

Changes in our external environment,
internal structures, and management
decisions may all affect the nature and
extent of the nsks to which the Group 1s
exposed

Our risk monitonng process therefare
regularly monitors changes to our
bustness and the external environment,
to ensure that we respond appropriately
to reduce the impact of emerging nsks
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Principal risks and uncertainties

continued

Principal risks

The Group nsk register identifies the
pnncipal nsks facing the business,
including those that we manage at a
Group level. The process identifies the
business cbhjectives and the interests of
shareholders and other stakeholders
that are likely, directly or indirectly, to
influence the business’s performance
and its value.

The Group's key stakehclders include,
but are not lilmited to, shareholders,
customers, suppliers, staff, trade unions,
government, ragulators, banks and
nsurers The way that we operate as a
responsible company recognises the
interests of the community in areas such
as social, environmental and ethucal
impact, as descnbed under corporate
responsibility on page 50

The most significant nsks relate to our
reputation, and to operationat and
financial performance A number of our
nsks also reflect social, environmental
and ethical 1ssues

The following summarises the key nsks
we have identified that could have a
matenal impact on our reputation, our
operations, or our financial performance

Key Internal risks

¢ Major accident or incident involving
falure of duty of care or comphance
with regulation, deaths or seriocus
injuries to public or staff, or
substantial damage to the environment

« Failure to manage our people
effectively, including attracting and
retaining key talent and maintaining
good industrial relations

*  Failure to dehver contracted
commitments

* Major information sacunty breach
resulting in loss or compromise of
sensitive company, personal or
customer information

*  Major IT failure or prolonged loss of
cntical IT systems, including
enterprise applications

» Increase In people costs, including
pension-related costs

Key External nsks

* Significant change in government
policy that impacts market
opportunities or results in changes to
existing or new contracts

* Significant changes n rates of
inflation directly impacting revenue
generation and/or costs

¢ Failure to have sufficient funding to
meet current and future bustness
reguirements

* Qutbreak of pandemic iliness that
severely affects our ability to operate
and meet contracted commitments

We also have matenal investments in

a number of joint ventures, where we
have joint control over management
practices Our representatives within
these compantes ensure that their
processes and procedures for identifying
and managing nsk are appropnate and
that internal controls exist and are
regularly momitored

We keep reputational and emerging nsks
under review and inform the Board of
changes Emerging nsks cover longer-
term nsks that could represent a threat
to our activities but which are not yet
sufficiently defined to be included as
active nshs Examples of these risks
include climate change and changes in
key markets

Managing and mitigating risk

Our nsk management process enables
us to understand our operational risk
profile While operational nsk can never
be elimmnated, we endeavour to
mimimise the impact by the consistent
implementation of the SMS, ensuring
that appropriate infrastructure,
controls, systems, staff and

processes are in place.

Some of our key management and
control techmiques defined in the SMS
are set out below

» our operating processes fully reflect
the principles of clear delegation of
authornty and segregation of duties

* comprehensive business review
processes ensure we meet customer
expectations, regulatory
requirements, and performance
cntena including operational
effectiveness, investment returns,
cash flow requirements and
profitability

e we monitor and regularly review key
performance indicators These
include analysis of business
performance and varnances from
plan, customer satisfaction and
retention data, staff turnover and
satisfaction levels, occupational
health and safety mcidents, and error
and exception reporting

* selective recruitment, succession
planming and other human resource
policies and practices ensure that
staff skills are aligned with Serco's
current and future needs
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we maintain insurance policies
agamst losses arising from
circumstances such as damage or
destruction of physical assets, theft,
legal habibty for third party loss and
professional advice We review the
adequacy of our insurance cover at
regular tntervals

our Investment Committee meets
regularly to ensure appropnate
governance and the management of
nsk associated with larger or higher-
nsk bids, acquisttions, disposals and
areas of significant capital expenditure

we apply robust project management
and change mplementation
disciphnes to all major projects
including new contract transttions,
acguisitions, new technology
applications, change programmes
and other major tnitiatives

the Directors’ Report descnbes our
approach to health, safety and
environmental protection Quahfied
and expenenced staff in each
business unit provide advice and
support on health, safety and
envircnmental 1ssues and undertake
regular audds

we have safety specialists in our
awviation, rail, defence, nuclear and
manne businesses who report to the
Board and maintain and further
develop the very high standards
expected in these industnes

the Chief Information Officer 1s
responsible for ensuring that systems
and processes are in place to ensure
the confidentiality, integnty and
availlability of sensitive information and
the associated information systems
that support our business activities

our Ethics Committee has
responsibility for the review of ethical
1ssues that may anse from our
current and future activities

the Company Secretary manages a
confidential reporting service, to which
staff can report illegal, dangerous,
dishonest or unethical activities

Internal audit

An integral part of sk management 1s
assurance that the controls identified to
manage nsks are operating and effective
The Head of Internal Audit has led the
strategy to transform our assurance
programme so that 1t 1s aligned to test
the key controls managing the Group's
nsk Internal audit 1s delivered at three
levels across the business

¢ Group internal audit,
+« functicnal internal audit, and
+* dvisional internal audit

The Head of Internal Audit leads the
Group internal audit programme, which
1s ndependently delivered by KPMG LLP
Its findings are reported directly to the
Group Audit Committee In addition to
the audits conducted by KPMG, the
Head of tnternal Audit supplements the
programme by conducting penodic
special reviews as requested by the
Serco Group plc Board or Executive
Committee from time to time

The functional internal audit programme
supplements the Group internal audit
programme It addresses finance
processes and controls, through a
centrally provided audit programme
delivered by divisional management on a
peer to peer basis, as well as audit
programmes completed by Group
functional specialsts covening health,
safety and environment, and IT policy
compliance

In addition to these programmes, each
operating division maintains a divisional
nsk register, from which we develop a
divisional internal audit programme This
programme selects a number of
contracts for review based on certain
key nsks These reviews are completed
through a self-assessment programme
focused on testing the controls which
manage and mitigate these key nsks
Divisional audit committees, which track
and report on the progress of the
dwisional internal audit programme, meet
three times a year

The Head of Internal Audit oversees the
internal audit process, as well as acting
as the condurt for sharing best practice,
and flagging emerging nsks to ensure
each part of the business benefits

from the wider scale of the Group’s
assurance activity

In adchtion to internal audit, many parts
of our business are subject to other
reviews of therr controls by third parties,
including industry regulators, 1SO
Standards, customers and other audits
This third-party scrutiny significantly
increases the scope of auditing
conducted across the Group each year

The Board confirms that the actions it
considers necessary are being taken to
rernedy the falings and weaknesses
which 1t has determined to be significant
from Its review of the internal controls
across the Group, including those of a
joint venture that 1s being closed. The
Board confirms that it has not been
advised of material weaknesses in
financial reporting as part of the internal
control system
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Corporate Governance Report

Introduction

In managing the affars of the Group, the Board of Serco
Group plc 1s committed to achieving ligh standards of
corporate governance, integnty and business ethics for

all ts activities around the world A fundamental part of the
Group's corporate governance processes Is the Ethics and
Business Conduct Policy Standard that the Company and
Group have adopted to support the highest standards of
corporate governance

Throughout 2009 Serco Group pic complied fully with the
provisions of Sechon 1 of the 2008 Combined Code on
Corporate Governance tssued by the Financial Reporting
Counci! {the Code} The paragraphs below, together with Our
performance section on pages 14 to 57 and the Remuneration
Report on pages 70 to 80, provide detalls of how the Company
has apphed the pnnciples and complies with the provisions of
the Code

The Board of Directors

Board composition

Currently the Board has seven members the Charman, two
Executive Directors and four Non-Executive Directors No
tndividual or group of indimduals dominates the Board's
decision-making With the exception of the Chairman whao is
presumed under the Code not to be independent, the Board
considers all of the Non-Executive Directors to be
independent In coming to this conclusion the Board has
determined that each Director 1s independent in character and
judgement and there are no relationships or circumstances
which are likely 1o affect, or could appear to affect, the
Directors’ judgements

Each Director brings a valuable range of expenence and
expertise 1o the Board The profiles of all Directors can be
found on pages 68 and 69

The role of the Board

The Board has responsibility for the overall management and
performance of the Group, the approval of its long-term
objectives and commercial strategy and for ensuring that any
necessary corrective action 1s taken promptly Reporting to the
Board, the Corporate Assurance Group (CAG) 15 tasked by the
Group to develop and oversee corporate processes for the
identfication and management of business rnisks and the
appropnate application of the Serco Management System
(SM3) and corporate responsibility activities throughout the
Group The Our performance sectton on pages 14 to 57 details
the internal control and nsk policies, procedures and
managermnent framework adopted by the Group The Corporate
Responstbility Review, which covers the whole spectrum of
corporate assurance processes and outcomes for 2009, 1s
avallable online at www serco com and illustrates how Serco's
approach 1o corporate assurance and responsibility translates
from the Board into everyday working practices
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Conflicts of interest

The Company's Articles of Association include provisions
concarning conflicts of interest reflecting amendments which
were approved by shareholders at the 2008 Annual General
Meeting The Board has in place procedures for Directors to
report any potential or actual conflicts to the other members of
the Board for thetr authonsaton where appropnate in decrding
whether to authonse a conflict or potential conflict of interest
only non-interested Directors (i e those that have no interest in
the matter under constderation) will be able to take the relevant
decision, in taking the deciston the Directors must act in a way
they consider, in good faith, will be most likely to promote the
Company’s success in addition, the Directors rmay impose
condions or imitations when gring authonsation if they think
this 1s appropnate

The process of reviewing conflicts disclosed, and !
authonisations given, 1s repeated at least annually Any conflicts [
or potential conflicts considered by the Board and any
authonsations given are recorded in the Board minutes and in
a register of Directors' conflicts which 1s maintained by the
Company Secretary

Reserved and delegated authorities
There 1s a formal schedule of matters reserved to the Board
This schedule, which 1s reviewed annually, includes approval of

* Group strategy

s Annual financial and operating plans

* Major capital expenditure, acquisitions or divestrments

* Annual and half-year financial results

+ Satisfying itself as to the integnty of financial information
+ Dwidend policy

* Ensuring adequate successton planming for the Board and
senior management and appointing and remowving
Directors, the Company Secretary and Committee
members

* Treasury policy

* Review of the effactiveness of the Group's system of
internal control and nsk management process

¢ Tralning and development of the Board and the Company
Secretary

Other specific responsibilities are delegated to Board

Committees which operate within clearly defined terms of

reference Details of the responsibilities delegated to the

Committees are given on pages 62 and 63




information flow

Senior executives below Board level attend certain Board
meetings at which they make presentations on the results and
strategies of ther divisional umits and functional areas of the
Group Board members are given appropriate documents in
advance of each Board meeting and each Committee meeting,
as appropriate.

Board meetings are routinely held four imes a year over two
days at a time and are structured to allow open discussion of
the strategy, trading and financial performance and nsk
management of the Group Board and Committee meetings are
held at varying locations and the opportunity i1s used to
combine the formal business of the Board with site visits and
divisional presentations and discussions Additional Board
megetings ara scheduted if required, usually to discuss major
transactions, If ary

The attendance of individual Directors at Board meetings held
during the year 1s shown In the table on page 61

Company Secretary and independent advice

The Company Secretary 1s responsible for adwvising the Board
on all corparate governance matters, ensuring that all Board
procedures are followed, ensuning good mnformation flow and
facilitating induction programmes for Directors All Directors
have access to the advice and services of the Company
Secretary

The Board has approved a procedure for Directors to take
independent professional advice, If necessary, at the
Company’s expense

Charrman and Chief Executive

The roles of the Chairman and the Chief Executive are
separately held and the division of therr responsibilities 1s
clearly established, set cut in writing, and agreed by the Board

As Chairman, Kevin Beeston 1s responsible for

» Ensuring the effective runming of the Board, its agenda and
processes

* Promoting the highest standards of corporate governance
and ensunng appropnate communication with shareholders
on these standards and the Group's overall performance

* Ensunng appropniate Director development and succession
planning {or the Board

In October 2009 Kevin Beeston announced his intention to

retire from the Board of Serco Group plc at the conclusion of

the Company's 2010 Annual General Meeting The procedure

for the appointment of his successor 1S underway, led by

Margaret Ford, Sentor Independent Director

The Chief Executive, Chnstopher Hyman, 1s responsible for

* The formation and implementation of the Group's global
strategy

* Delivery of the Group's business plan

+  Prowviding motivation and leadership to the operating
divisions, chairing the Global Management Board and
sething its style and tone

* Setting the overall policy and direction of Serco’s business
operations, investments and other activities within a
framework of prudent and effective nsk management and
ensuring that divisions and functions control those risks
satisfactonly

* Providing leadership and representation of the Group with
major customers and industry organisations

Senior Independent Director

Margaret Ford was appointed Senior Independent Director in
October 2007 As part of her role, Margaret 1s available to
shareholders if they have any issues or wish to discuss any
aspects of the Company’s business without the Executive
Directors or Chairman present

External directorships for Executive Directors

The Board considers that Executive Directors can gain valuable
experience and knowledge through appropnate and imited
non-executive appointments i other listed companies or
independent sector orgamisations The Board 1s careful to
ensure that any such appointments do not compromise the
effective management of the Group and that these are
approved in advance of any appointments being taken up
Details of the fees received by Executive Directors for external
appotintments can be found in the Remuneration Report on
page 73

Significant other commitments of the Chairman

Kevin Beeston i1s non-executive Charman of Partnerships in
Care, Infimitas Learning BV and Domestic and General Ltd,
and 1s a non-executive Oirector of IMI plc

The Board continues to belrieve that Kevin holds a
well-balanced portfolio of posihions which allow him

to appropnately perform his duties as Chairman for the
remainger of his tenure

Re-election of Directors

In accordance with the Company's Articles of Association, a
Director must retire at the annual general meeting (but I1s
eligible for reappointment) if he or she has held office for more
than 30 months (as at the date of the notice convening the
annual general meeting) since he or she was appomnted or last
reappointed Any Directors appointed by the Board since the
last annual general meeting must stand for re-election at the
next annual general meeting Any Non-Executive Directors who
have served for more than nine years will be subject to annuat .
re-election

The names of the Directors retinng and standing for re-election
at the 2010 Annual General Meeting are set out in the Notice of
Annual General Mesting




The Non-Executive Directors

independence

All the Non-Executive Directors are independent of
management and have no cross-directorships or significant
links which could matenally interfere with the exercise of
independent jJudgement

Term of appointment

All Non-Executive Directors are appointed for an intial term of
three years Thereafter, subject to satisfactory performance,
they may serve one or two additional three-year terms, with a
thorough review of therr continued independence and
surtabilty to continue as Non-Executive Directors being
undertaken If they are to reman on the Board for more than
nine years The terms and conditions of the appointment of the
Drrectors are summarnised in the Rernuneration Report on
pages 73 and 74 and are avallable on request from the
Company Secretary

Meetings of Non-Executive Directors

tNon-Executive Directors meet separately (without the
Chairman or Executive Directors being present} at least once a
year principally to appraise the Charrman's performance This
meeting 1s chaired by the Senior Independent Director

Board meetings and attendance

The Board holds its mesetings on a quarterly basis with ad hoc
meetings in between if required Board meetings are scheduled
over two days and are held at varying Group operating
locations usually including one overseas meeting per annum
This allows a thorough exposure to the Group's activities,
customers and management. The frequency and content of
Board meetings are reviewed by the Board annually

The attendance of the indwvidual Directors at Board and
Committee meetings during 2009 was as follows

Board Audit Remuneration  Nomination

(4 meetings) (@ maetings) {4 meetings) (3 meetings)

Kevin Beeston 4 n/a n/a 2

Tom Corcoran 4 3 4 3

Christopher Hyman 4 n/a n‘a n/a

Andrew Jenner 4 n/a n/a n/a
Leonard V Broese van

Groenou 4 3 4 3

Margaret Ford 4 3 4 3

David Richardson 4 3 4 3

Nota

1 n/a means that the specified Director 1s not a member of that Commrttes,
aithough he or she may attend meetings at the invitation of the Chairman of
the Committes
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Board effectiveness

Induction

On joining the Board, Directors are given background

information describing the Company and 1ts activities They

recelve an induction pack which includes information on all the

governance processes of the Group, the roles and responsibilities |
of the Board, Committees and other management teams and a |
range of other appropriate information about the Group, its |
activities and its advisors Meetings are also arranged with a |
range of key people from across the Group on a structured basis |
to assist with a Director’s induction Visits are also arranged,
where possible, to a number of contracts around the country |

Continued professional development

During 2009 the Board members were all engaged in a

range of training and professional development activities

In November 2009 the Company ran a techrcal workshop for
the members of the Audit Committee which considered the
impact of corporate governance developments, such as the
findings of the Walker revtew, as well as technical accounting
areas specifically relevant to the Company The workshop was
led by our external auditors, Deloitte LLP All training activittes
are considered by the Board, which also considers the training
needs of the Company Secretary All Board members are
encouraged to attend relevant training courses at the
Company’s expense The training and development needs

of the Directors and the Company Secretary fall within the
remit of the Board, as it considers itself best placed to
perform this role

Performance evaluation

The Group recegnises the importance of a comprehensive
evaluation process for the Board and ensures that comments
and recommendations are considered carefully and
implemented where appropriate to ensure its continued
development A formal evaluation has been underiaken of the
performance of the Board and its Committees during 2009
The evaluation was performed through the completion of an
evaluation questionnarre followed by one-to-one meetings for
all Directors The Audit Committee evaluation was performed
by an external facilitator Matters covered by the Board
questionnaire included the effectiveness of Board meetings,
risk and nsk management, Group strategy, the structure and
composition of the Board including the skill-set and expenence
of its members, finance and strategy, and stakeholder
engagement The Board concluded that appropriate actions
have been put in place 10 address all matters raised, including
those identified as part of the 2008 review, and that overall the
Board and its Committees continued to operate effectively
throughout the penod

The Directors continue to believe the expenence and diversity
of the Board members are key strengths, along with a strong
sense of value The Board feel well informed and key 1ssues
such as risk and strategy are well managed, with sufficient
opportunity for challenge and debate A rewviston to the timings
of Board meetings to improve the timing of information flow
has been implemented, however the number of Board |
meetings 15 a subject which the Board intend to keep under |
review The compositton of the Board rermams a key facus,

with the recruitment of a new Chairman being a cntical factor

in this regard




Performance evaluation continued

The use of an external faciitator was considered for the
evaluation of the Board and afl its Commuttees, as it was for
the Audit Committee, and it was agreed that the internal
process followed was sufficiently robust This will be kept
under close consideration for future penods and the Board will
remain mindful of any governance requirements that may
evolve on this matter

In addition an evaluation of the Chairman’s performance led by
the Senior Independent Director (taking into account the views
of both the Non-Executive and Executive Directors) was
camed out dunng the year

Board commitieas

The Beard has delegated authority to a number of permanent
Committees to deal with matters in accordance with written
terms of reference The terms of reference for all Committees
are reviewed on a regular basis by the Board to ensure they
are still appropriate and reflect any changes in gocd practice
and governance, these are avalable online at www serco com

Commuittees are authonsed to obtan outside legal or other
independent professional advice If they consider 1t necessary

The Audit Committee and Audit Committee Report
Membership: The Audit Committee consists solely of
independent Non-Executive Directors It 1s chared by David
Richardson and compnses Margaret Ford, Leonard V Broese
van Groenou and Tom Corcoran.

The Chairman of the Commuttee has recent and relevant
experience for this role The Audit Committee met three times
dunng the year At the nvitation of the Committee, the Finance
Director, the Head of Internat Audit, KPMG LLP (the Group's
internal audit providers), and Delortte LLP (the external
audiiors), attend meetings The Committee meets with each of
the internal auditors, external auditors and the Head of Intarnal
Audit separately at least once a year All Directors have access
to the minutes of the Audit Comnmuttee meetings

Responsibilittes: The main responsibilities of the Audit
Commuttee are

* To monrtor the integnty of the financral statements of the
Company, including intenm management staterments, and
any formal announcements relating to the Company's
financial performance, reviewing significant financial
reporting judgements contained in them

* To review the internal audit programme and ensure that the
internal audit function 1s adequately resourced and has
appropriate standing with the Company

* To review management’s and the internal auditors’ reports
on the effectiveness of systems for internal financial
control, financial reporting and nsk management

* To constder the appointment, reappointment and removal
of the external auditors and assess independence of the
external auditors, ensunng that key partners are rotated at
appropnate intervals

¢  To recommend the audit fee to the Board and pre-approve
any fees In respect of non-audit services provided by the
external auditors and to ensure that the provision of
non-audit services does not impanr the external audrtors’
mndependence or objectmity

» To discuss with the external auditors, before the audit
commences, the nature and scope of the audit and to
review the auditors’ quality control procedures and steps
taken by the auditors to respond to changes in regulatory
and other requirements

+ To oversee the process for selecting the external auditors
and make appropriate recommendations through the Board
to the shareholders to consider at the annual generat
meeting

Additionally, in accordance with the Combined Code, the
Committee 1s responsibte for a formal whistleblowing policy
and procedure which apphes throughout the Group
Responsibility for the operation of this policy has been
delegated to the Cempany Secretary

Members of the Audit Comrmittee have receved updates on
accounting standards and generally accepted accounting
practice on a quarterly basis as part of the Finance Director's
report to the Board, and also on a half-yearly basis from the
external auditors

During 2009 the Audit Committee discharged fully its
responsibilities listed above and, in doing so, considered the
following

* Corporate Governance Report and statement of Directors'
Responsibifttes for inclusion in the 2008 Annual Review
and Accounts

¢ 2009 Half Year Report and Auditors' report thereon
* 2009 external audit fees
* Rewiew of the whistleblowing policy

+ Assessment of the Audit Commuittee and the external and
internal auditors (using an external facilitator)

* 2009 internal audit programme and the proposed 2010
programme

s The continuing independence of the external auditors

Non-audit services The Committee has reconfirmed its
policy on the provision of audit and non-audit services by
Deloitte LLP It determined three categones of services,
Approved (e g audit and related assurance services),
Permitted (e g tax compliance and due diigence} and

Not Permitted (e g design/implementation of financial
information systems and quasi management services)

The Committee, the Company, and Deloitte LLP all monitor
compliance with the policy and review at each meeting the
fees earned and the estimates for the year

The Group has complied with the policy throughout the year
Where appropriate, non-audit services have been provided by
companies other than Deloitte LLP to safeguard auditor
objectivity and independence




Auditors’ independence: The independence, objectivity and
effectiveness of the external auditors have been examined by
the Committee and discussions were held regarding therr terms
of engagement, remuneration and proposal for pariner rotation
The appointment of Senior Statutory Auditor Is rotated every
five years and, on that basis, the 2009 audit will be the last
year of Nigel Mercer's tenure, he will be replaced by Richard
Knights, subject to shareholders' approval of Deloitte LLP's
reappointment referred to below There are no contractual
obligations that restnct the Company’s current choice of
external auditor The Committee recommended to the

Board that Deloitte LLP be proposed for reappointment

at the forthcoming 2010 Annual General Meeting This
recommendation has been accepted and will be proposed

to shareholders

The Nomination Committee

Membership. The Nomunation Committee 15 chaired by Kevin
Beeston and comprises Margaret Ford, David Richardson,
Leonard V Broese van Groenou and Tom Corcoran The
Committee met three times dunng 2009

Responsibilities Matters considered dunng the year included
succession and contingency planning, Board structure and
composition and the appointment of a successor to the
Chairman, Kevin Beeston, at the meeting to discuss this latter
rtem, Kevin Beeston stood down as Committee Charman, a
role assumed by Margaret Ford No appointments were made
to the Board dunng the year The Committee has responsibility
for the identification and nomination, for the approval of the
Board, of candidates to fill board vacancies as and when they
arise, engaging external search consultants as and when
necessary

The Nominations Committee completed a robust tender
process which resulted in the appointment of a firm of external
executive search consultants being engaged for the
appointment of a new Chairman. In consultation with the
chosen search consultants, a specification was drawn up of
the role and attributes were 1dentified that were felt to be
essential for its effective performance, including what would
be considerad acceptable in terms of ime commitment

A ngorous selection process I1s currently in progress and

ts being led, on behalf of the Normination Commuttee, by
Margaret Ford, Semor Independent Director

The Remuneration Committee

Details of the Remuneration Committee and its policies
together with the Directors’ remuneration, emoluments and
interests in the Company’s share capital are set out in the
Remuneration Report on pages 70 to 80

Executive Committees

Throughout 2009, the Board delegated responsibility for the
day-to-day management of the business to the Global
Management Board (GMB) The GMB, chaired by the Chief
Executive, Christopher Hyrman, comprised 17 senior managers
representing each of the Group's operating divisions and a
nurnber of functional heads, including both Executive
Directors The GMB met formally four times duning the year,
over two days at a time, to review the Group’s actvittes and
discuss management and operational issues
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Representatives from across the Serco business were invited
to the meetings, as appropnate, to discuss aspects of therr
business or give presentations on specific topics A semor
group of the GMB, the Executive Team, continued to operate
throughout 2009 Also chaired by the Chief Executive, it
comprised four members including the Executve Directors,
and had responsibility for the oversight of all aspects of the
day-to-day operations and trading of the Group The Executive
Team met 11 times during the year

With effect from 1 January 2010, a new semor management
structure has been introduced, which replaces that which was
in place dunng 2009 A new Executive Committee has been
established which 1s chared by the Chief Executive and
comprises twelve other members, including the Group Finance
Director, Regional Chief Executives and other selected
corporate function heads The Commitiee has delegated
responstbility from the Board to ensure the effactive direction
and control of the business and to deliver the Group's long-
term strategy and goals and will meet on a monthly basis

Relationship with shareholders

The Company’s relationship with shareholders is given a high
prionty The Annual Review and Accounts 1s avallable to all
shareholders and, until 2009, a shorter Annual Review and
Summary Financial Statement was also available Due to the
increasing length and complexity of this summary document it
has been decided that we will no longer produce this and all
shareholders who receive hard copy shareholder documents
will receive the full annual review for this and future years

Shareholders were also advised at the time of our half-year
results announcement that we were no longer producing a
printed report of those results Instead, a letter summarising
those results was 1ssued and a copy of the full stock exchange
announcement was available on request

Regular trading updates are published ahead of close perods
and before the annua! general meeting by press release In
addition, press releases and stock exchange announcements
are made regarding sigmficant contracts or transactions All
trading announcements are also posted on the Group's
website www serco com

Cur communications strategy rematns under review, including
making greater use of online media Shareholders will be
contacted at the relevant time regarding any changes which
may affect them

Annual General Meeting

Indvidual sharghelders have the opportunity at the annual
general meeting to question the Charman and through hum the
charrs of the vanous Board committees and other Directors
Details of the mesting are set out in the notice of annual
general meeting which 1s sent to shareholders and which
contains the text of the resolutions to be proposed and
explanatory notes Shareholders attending will be advised of
the number of proxy votes lodged for each resolution, in the
categones “for” and “against” together with the number of
“votes withheld™ This information is also posted on the
Group’s website www serco com




Institutional investors

The Chief Executive and Finance Director have regular
dialogue with institutional investors The Charrman also meets
with institutional investors from time to time and as required
The Company's investor relations programme and day-to-day
activities are managed by the Head of Investor Relations As
part of the role of Senior Independent Director, Margaret Ford
is also availlable to meet shareholders should it be required

In addition, further dialogue continued dunng 2009, ahead of
the Company’s annual general meeting, between the Charman
of the Remuneration Committee and the Company’s largest
shareholders {and representative bodies) in connection with the
Company's trenmal review of executive remuneration

The Board recerves an investor relations report on a guarterly
basis This reviews share pnice movements and valuation,
changes in the share register, the Company’s recent and
planned investor relations activities, communication with
shareholders, analyst recommendations and significant news
from the market and support services sector The report
ensures that the Board has a clear understanding of the
Company's investor relations performance

Group website

The Group website www serco com is a primary source of
information on the Group The site includes an area tailored for
investors, including information such as an archive of all
raports, announcements, presentations and webcasts, share
price tools, the terms of reference for all Board Commuttees
and information on voting at the annual genera) meeting It also
has a link directly to the Gompany’s registrars, allowing
shareholders to view ther shareholding online and to vote on
the resoluhions set out in the notice of annuat general meeting

Business conduct

Serco Group operates within a management system that
defines the policies, standards and processes to be applhed
where we operate Integral to this are our policies on Ethics
and Business Conduct and Human Rights that apply to all
business divisions, operating companies and business units
throughout the wortd These two policies outline the Group's
posrtion on a wide range of ethical and legal 1ssues ncluding
conflicts of interest, financial inducements, human nghts and
legal and regulatory compliance They apply to Directors and
to all employees regardless of therr pasition or location
Recognising that ethical ditemmas may anse in a growing
company the Group has introduced an Ethuics Consultation
Process that is to be followed to determine the Group’s
position on particular 1ssues To support this process an Ethics
Committee has been established compnsing the Executive
Team, with a quorum of three and chared by the Chief
Executive As the leadership of the Company, the Executive
Team will make any fine judgements about what it considers
acceptable or otherwise

Serco has established a dedicated whistieblowing hotline so
that employees can seek guidance or express any ¢conhcerns on
Group-related issues The Company Secretary investigates any
1Issues raised independently and reports back to the Board
Reports can be made anonymously and without fear of
retalration The Group maintains a position of iImpartiality with
respect to party politics Accordingly, it does not contnbute
funds to any political party It does, however, contnbute to the
public debate of policy 1ssues that may affect it in the countnes
n which it operates

Internal control and nsk management

Further to the comments above regarding Corporate
Assurance, details of the Group’s intarnal contral and nsk
management processes are contained in pages 54 to 57 of the
Our performance section The Board confirms that the actions
it considers necessary have been taken to remedy any failings
and weaknesses which it has determined to be significant
from its review of the Group’s internal controls and nsk
management processes

Going concern

The Directors have acknowledged the guidance on going
concern and financial reporting pubhshed by the Financial
Reporting Councit in October 2009 This 1s discussed In the
Finance Revtew starting on page 38

Approved by the Board of Directors and signed on its
behalf by

JRe=r s

Joanne Roberts
Secretary
25 February 2010
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Annual Review and Accounts

The Directors have pleasure in presenting the Annual Review
and Accounts of the Group for the year ended 31 December
2009 Comparative figures used in this report are for tha
year ended 31 December 2008 The Corporate Governance
Report set out on pages 59 to 64 forms part of the Statutory
Cirectors’ Report

Activities

Serco Group plc 1s a holding company which operates via its
subsidiaries and its joint ventures to improve services by
managing people, processes, technology and assets more
effectively Serco supports governments, agencies and
companies by offering operational, management and
consulting expertise in the aviation, defence, education, health,
home affarrs, local government, nuclear, science, technology,
transport and commerciat sectors

The Our performance section on pages 14 to 57 reports on the
activities duning the year, post balance sheet events and hkely
future developments The information in this section, which 1s
required to fulfil the requirements of the Business Review, 15
incorperated in this Directors’ Report by reference

Share capital

The issued share capntal of the Company, together with the
details of shares issued durning the year 15 shown in note 28
to the Consolidated Financial Statements

The powers of the Directors to 1ssue or buy back shares 1s
rastricted to that approved at the Company's annual general
meeting

The rules about the appointment and replacement of Directors
are contained in the Company's Articles of Association
Changes to the Articles of Assoctation must be approved by
the shareholders in accordance with the legislation in force
from time to time

Dividends

An intenm dividend of 1 85p (2008 1 48p) per ordinary share
was paid on 16 QOctober 2009 The Directors recommend a
final dividend of 4 40p (2008 3 52p} per ordinary share which,
if approved by shareholders at the Annual General Meeting, will
be paid on 19 May 2010 to those shareholders on the register
at the close of business on 12 March 2010
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Substantial shareholdings

As at 25 February 2010* the Company had been notified under
Rute 5 of the Disclosure Rules and Transparency Rules of the
Financial Services Authority of the following holdings of voting
nghts in its shares

Number of shares

frouflions) % held
Lloyds Banking Group plc 242 496
Fidelty International Limited 239 493
Bailie Gifford & Co 2490 492
Newton Investment Management Limited 236 485
HBOS ple 205 422
Legal & Geneyal Group plc 203 399
Ignis Investment Services Limited 1956 398

The Directors are unaware of any restnctions on transfer of
secunties in the Company or on voting rights There are also
no known agreements between holders of the Company’s
secunties which may result in such restnctions

Directors

The current members of the Board together with biographical
details of each Director are set out on pages 68 and 69

In QOctober 2009 Kevin Beeston announced his intention to
retire from the Board of Serco Group plc at the conclusion of
the Company's 2010 Annual General Meeting

Directors’ interests

With the exception of the Executive Directors’ service
contracts and the Non-Executive Directors’ letters of
appointment, there are no contracts in which any Director has
an interest

Certain change mn control conditions are included in the service
contracts of Directors which provide compensation or
reduction of notice pencds in the event of a change in control
of the Company

Detalls of the Directors’ interests in the ordinary shares and
options over the ordinary shares of the Company are set out In
the Remuneration Report on pages 70 to 80

Annual general meeting

The Annual General Meeting of the Company will be held at
the Queen Elizabeth Il Conference Centre, London at 11 0Gam
on 11 May 2010

The Notice of Annual General Meeting together with
explanatory notes 1s sent to shareholders with this Review

Financial risk policles

A summary of the Group’s treasury policies and objectives
relating to financial nsk management, including exposure to
associated nsks, 1s on pages 110 to 116




Employment policies

The Board 1s committed to maintaiming a working environment
where staff are individually valued and recognised Group
companies and divisions operate within a framework of hurman
resources policies, practices and regulations appropriate to
theirr own markat sector and country of operation

The Group Is committed to ensunng equal opportunity,
honouring the rights of the indwidual and fostenng partnership
and trust In every working relationship Policies and procedures
for recruitment, training and career development promote
equality of opportunity regardless of gender, sexual onentation,
age, mantal status, disability, race, religion or other beliefs and
ethnic or national ongin

The Group gives full consideration to applications for
employment, career development and promotion, received
from the disabled and offers employment when suitable
opportunities anse If employees become disabled during their
service with the Group, wherever practicable, arrangements are
made to continue their employment and training

The Group remains proud of its record of managing employee
relations and continues to believe that the structure of
individual and collective consultaticn and negotiation are best
developed at a local levet

Over the years, the Group has demonstrated that working with
trade unions and creating effective partnerships allows
improvements to be delivered in business performance as well
as terms and condittons of employment Where employees
choose not to belong to a trade union, employee
communication forums such as works councils exist to ensure
involvement of staff within the business

Participation by staff in the success of the Group 15 encouraged
by the availability of Sharesave, a share option plan and long
term incentive plans for semor management, which effectively
aligns their interests with those of shareholders by requinng
that perfoermance conditions are achieved prior to exercise

Corporate respansibility

The Group maintains a focus on corporate responsibiiity
through a structure model that 1s appled across the business
Qur corporate responsibility model focuses on our people,
safety, the environment and the communittes we serve This
model forms an integral part of our management system and 1s
supported by defined policies in all of the areas 1t covers
These are applied within the context of our policies on Ethics
and Business Conduct and Human Rights Activities are
reported quarterly as part of our internal assurance reporting
process

Further information on our approach to corporate responsibility
and how we have delivered our comrmitments 15 contained in
the Corporate Responsibility Review which s avatlable online
at www serco com. This site also provides an overview of our
approach to corporate responsibility, our management system
and our policies.

Creditor payment policies

The Group requires each of its bustness units to negotiate
and agree terms and condrhions for payment for the supply
of capital and revenue items just as keenly as they negotiate
prices and other commercial matters

Suppliers are made aware of the terms and the way in which
disputes are to be settled Payment 1s then made in
accordance with those terms

The Group’s average creditor payment terms in 2009 were
32 days (2008 28 days)

Donations

The Group continues to encourage all staff to participate

in therr local communities and has a process to capture
investment on a worldwide basis This measure 1s based
upon the Business in The Community (BiTC) reporting format

The value of this investment in 2009 at £1,746,261

(2008 £1,767,168) represents 1 0% of the Group's

pre-tax prefit

Duning the year neither the Company nor the Group made
political donations and they intend to continue with this policy
The US businesses which joined the Group i 2008 as part of
the acquisition of 8! International have a Political Action
Committee (PAC) which is funded entirely by employees and
their spouses No funds are provided to the PAC by Serco, nor
will they be, and any administrative services provided to the
PAC by the US business are fully charged to and paid for by
the PAC, and the Company does not therefore consider these
to be political donations Emplayee contnbutions are entirely
valuntary and no pressure i1s placed on employees to
participate Under US law, an employee-funded PAC must bear
the name of the employing company

Financial statements

At the date of this report, as far as each Director 1s aware,
there 1s no relevant audit information of which the Group's
auditors are unaware Each Director has taken all the steps
that he/she ought to have taken as a Director in order to maka
mmseli/herself aware of any relevant audit information and to
establish that the Group's auditors are aware of that information

Auditors

Deloitte LLP have expressed therr willingness to continue in
office as auditors and a resolution to reappomnt them will be
proposed at the forthcoming annual general meeting

Approved by the Board of Directors and signed on its
behalf by

=S

Joanne Roberts
Secretary
25 February 2010

‘As at 9 March 2010, the Company had not been notified of
any changes or additions to these notifiable interests




Directors’ Responsibilities

The Directors are responsible for preparing the Annual
Review, Directors Report, Remuneration Report and the
Consolidated Financial Statements in accordance with
applicable law and regulations

Company law requires the Directors to prepare financial
staterments for each financia! year The Directors are required
by the |AS Regulation to prepare the Group financial
statements under International Financial Reporting Standards
(IFRS) as adopted by the European Union The Group financial
statements are also required by law to be properly prepared in
accordance with the Companies Act 2006 and Article 4 of the
IAS Regulation

International Accounting Standard 1 requires that IFRS
financial statements present fairly for each financial year the
Group’s financial position, financial performance and cash
flows This requires the fathful representation of the effects of
transactions, other events and conditions in accordance with
the defintions and recognition criterta for assets, labilities,
income and expenses set out in the International Accounting
Standards Board’s ‘Framework for the Preparation and
Presentation of Financial Staternents’  In virtually all
circumstances, a fair presentation will be achieved by
complancea with all apphcable IFRSs

Directors are also required to
¢ properly select and apply accounting policies,

+ present information, including accounting policies, in a
manner that provides relevant, reliable, comparable and
understandable information,

* provide additional disclosures when compliance with the
specific requirements in IFRSs are insufficient to enable
users to understand the impact of particular transactions,
other events and conditions on the Group's financial
position and financial performance, and

*+ make an assessment of the company's ability to continue
as a going concern

The Directors have elected to prepare the parent Company
Financial Statements in accordance with United Kingdom
Generally Accepted Accounting Practice The parent company
financtal statements are required by law to give a true and far
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 peolicies and then apply them
consistently,

*  make judgments and estimates that are reasonable and
prudent,

+ state whether apphcable accounting standards have been
followed, and

* prepare the financial statements on the going concern
basis unless it 1s iInappropnate to presume that the
company will continue in business.
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The Directors are responsible for keeping proper accounting
records that disclose with reasonable accuracy at any time the
financial position of the company and enable them to ensure
that the parent company 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 rregularities

The Directors are responsible for the maintenance and integnty
of the corporate and financial information included on the
Company's website Legislation in the United Kingdom
governing the preparation and dissemination of financial
statements may differ from legislation in other junisdictions

We confirm to the best of our knowledge

s the financial statements, prepared in accordance with the
applicable set of accounting standards, give a true and fair
view of the assets, liabilities, financial position and profit or
loss of the Company and the undertakings included in the
consolidation taken as a whole, and

» the management report, which i1s incorporated into the
Drrectors’ Report, includes a far review of the development
and performance of the business and the position of the
Company and the undertakings included in the
consolidation taken as a whole, together with a descrnption
of the pnncipal nsks and uncertainties they face

Approved by the Board of Directors and signed on s
behalf by

Jtemr T

Joanne Roberts
Secretary
25 February 2010




Directors’ profiles

Board Photograph

Kovin Stanley Beeston FCMA (47)

Chairman &

Kevin Beeston became Non-Executive Chairman of Serco
Group plc in September 2007, having previously served as the
Group's Executive Chairman, Chief Executive and Finance
Director since joining the Group in 1985 In addrtion, he is the
non-executive Chairman of Partnerships n Care, infintas
Learning BV and Domestic and General Ltd, and 1s a non-
executive Director of IMI plc

Christopher Rajendran Hyman CA (SA) (46)

Chief Executive

Chnistopher Hyman was appointed Chief Executive of Serco
Group plc in 2002 He 1s responstble for the day to day
management of the business as well as setting the viston and
strategy of the Group He s also Chairman of the Prince of
Wales' chanty In Kind Direct, and a Trustee of the Africa
Foundation. Chnstopher is a Trustee Director of the Board for
Business in the Community and 1s Chairman for The Pnnce's
Seeing s Believing Programme. He 1s also a member of the
UK Commussion for Employment and Skills

Chnstopher graduated from Natal University in Durban, South
Afnica and qualified as a chartered accountant, serving with
Arthur Andersen and Ernst & Young before joiming Serco in
1994 as the European Finance Director te was appointed
Group Company Secretary in 1996, Corporate Finance Director
in 19897 and Group Finance Director in Apnl 1999

Andrew Mark Jenner ACA {41)

Finance Director

Andrew was appointed Group Finance Director in May 2002
He joined Serco in 1996 as Group Financial Controller, having
previously worked for Unilever and Delostte & Touche LLP He
became Corporate Finance Director with addimonal
responstbility for treasury activities in 1999 before joining the
Board n 2002 Andrew shares responsibiity with the Chief
Executive for our relationship with shareholders and the City
He Is also responsible for the Group's risk management and
assurance framework and its PFI investment business
Andrew I1s a non-executve Director of Galliford Try plc, one of
the UK’s leading construction and housebuilding groups and 1s
Chairman of its Audit Committee




From left ta right

Leonard V Broese van Groenou Non-Executiva Director

Joanne Roberts Company Secretary

Kevin Beeston Chairman

Chnistephar Hyman Chiel Executive

Margaret, Baroness Ford of Cunninghame Senior Independent Director
Tom Corcoran Non-Executive Director

David Richardson Non-Executive Director

Andrew Jenner Finance Dwector

Tom Corcoran BA PhD (65)

Non-Executive Director {11 (3 &)

Tom joined Serco in December 2007 as a Non-Executive
Director He brings 40 years of global busingss expenence,
particularly in the US aerospace and defence contracting
industry He 1s currently Senior Advisor to private eguity firm
The Carlyle Group and President of Corcoran Enterprises, LLC,
a management consulting firm

Tom has held senior positions in the aerospace, defence and
electronics industnes including Chairman and Chref Executive
Officer of Allegheny Teledyne and President and Chief
Operating Officer of Lockheed Martin's Electroric and Space
Sectors Dunng his 26 years with General Electric, Tom held
senior management posttions including Vice President and
General Manager of GE's Aerospace operations

He Is also a non-executive Director of Aer Lingus Lid, L3
Communications Holdings Inc, Labarge Inc, ARINC inc and
GenCorp Inc

Leonard V. Broese van Groenou MSc (63}

Non-Executive Director (1) {2) 8}
Leonard joined Serco as a Non-Executive Director in Apnl 2006

Leonard was previously Vice-President Human Resources and
member of the corporate executive committes of
Pennsylvania-based Air Products, a New York listed company
serving customers in technology, energy, healthcare and
industral markets worldwide where he served for nearly 30
years His career at Air Products spans numerous international
rofes ncluding financial controd, business planning, operational
management and human resources He 1s the Chairman of the
Netherlands Benevolent Society
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Baroness Ford of Cunninghame MA MPhil {52}

Senior Independent Director (11 (2 )

Margaret joined Serco in Gctober 2003 as a Non-Executive
Director She spent her early career in a vanety of roles either
in the public sector or as an advisor to Government From
1997 to 2000 she was Chairman of Lothian Health Board and
from 2000 to 2003 was a hon-executive Director of Ofgem In
December 2007 Margaret retired from English Partnerships, the
national regeneration agency, after six years as Chairman
From 2000 to 2005 Margaret was a Director of Good Practice
Limited, the publishing company that she founded She was,
until May 2009, Managing Director, Social Infrastructure and
Development, Royal Bank of Canada Caprtal Markets.

Margaret 1s Chairman of Irvine Bay Urban Regeneration
Company She i1s also a hon-executive Director of Grainger plc
and a non-executive Director of Trade Risks Ltd In April 2009
she was appointed as Chair of the Olympic Park Legacy
Company

David Richardson BSc FCA (58)

Nan-Executive Director (1) (2) 8)

David joined Serco as a Non-Executive Director in June 2003
He has previously held the position of Finance Director of
Whitbread, where his roles in a 20-year career have included
eight years as Strategy Director  Dawvid was instrumental in
transforrmng Whitbread from a brewing and pubs company
nto a market leader i hotels, restaurants and teisure clubs
David 15 currently a non-gxecutive Director of Tomkins plc and
Charman of Forth Ports plc

{1) Member of the Audit Committeg
(2) Member of tha Remuneration Comimittee
(3) Member of the Nomination Committee
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Remuneration Report

Introduction

The following Report details the remuneration policy and the
actual remuneration of the Directors of the Group for the year
ended 31 December 2009 In prepanng this Repont,
consideration has been given to the disclosure requirements of
the 2008 Combined Code and of the Companies Act 2006 A
resolution to approve this Report will be proposed at the
Annual General Meeting on 11 May 2010

The Remuneration Committee

The Remuneration Commuttee (the Commuitee) consists solely
of independent Non-Executive Directors It 1s chaired by
Leonard V Broese van Groenou and compnses Margaret Ford,
David Richardson and Tom Corcoran

The Charman of the Company and the Executive Directors
may attend meetings of the Committee at its discretion and as
appropriate  They are not in attendance when theirr cwn
remuneration arrangements are discussed

The Committee met four imes dunng the year The terms of
reference of the Commuttee, a copy of which can be found on
the Group's website, are reviewed annually to ensure that they
meet best practice Details of the Directors’ attendance at the
Committee meetings can be found in the Corporate
Governance Report on page 61

The Committee determines the overall remuneration policy for
senior management and the individual remuneration of the
Charman and the Executive Directors This includes base
salary, bonus, long-term incentives, pension and other benefits
and terms of employment (including those terms on which
service may be terminated).

Adwvisors to the Remuneration Committee

The Committee has been advised by Towers Watson They
have provided advice to the Committee throughout the year on
the overall remuneration policy and philosophy This included
the setting of the remuneration for the Executive Directors,
wark that commenced in 2008 with shareholder consultation in
the early part of 2009 and final shareholder approval of the
new arrangernents at the annual general meeting held in

May 2009 Fees paid to Towers Watson dunng the penod
totalled £122,083

Geoff Lloyd (Group Human Resources Director) also provides
advice and guidance to the Committee

Remuneration policy

Serco’s remuneration policy adopts the following principles
which are that executive remuneration should

* Support Serco’s long-term future growth, strategy and
values

+ Algn the financial interests of executives and shareholders

*  Provide market-competitive reward opportunities for
performance in [tne with expectations and deliver significant
financial rewards for sustained out-performance

* Enable Serco to recruit and retain the best in all our chosen
markets

» Be based on a clear rationale which participants,
shareholders and other stakeholders are able to understand
and support

In setting the remuneration of the Executive Directors, In
particular the non-ftnancial objectives relating to the annual
bonus scheme, the Remuneration Commmittee is able to
consider corporate performance on safety, environmental,
social and corporate governance The Committee retains
discretion to reduce bonuses or the vesting of awards under
the share plans if performance in these areas 1s unsatisfactory

The elements of remuneration

Composition

The remuneration package for Executive Directors conststs of
base salary, annual bonus, long-term share-based incentives,
pensicn and other benefits The Group's policy Is to ensure
that a significant proportion of the package 1s related to
performance

The relative proportions of the performance-retated and fixed
elements of remuneration {excluding pension and other
benefits) for Executive Directors - assurming ‘on-target’
remuneration - 1s shown below

Remuneration pie charts




Base salary

The Committee’s policy 15 to set the base salanes of the
Executive Diractors so as to ensure that total target
remuneration I1s compatitive

The comparator group compnses the compares within the
FTSE 51 to 130 that are in the proprietary database of the
Committee's advisors This 1s a group of approximately 30
companies of broadly simiftar size and scope to Serco in terms
of turnover, growth profile and market capitaiisation The
comparator group gives access to a robust and stable data set
and is also used by Serco to benchmark other roles below
executive level across the Group

Base salanes are normally reviewed annually The Committee
takes note of relative pay and employment condrtions

within the comparator group and the Company when
determining salaries

There were no changes to the base salaries of the Executive
Directors duning the period

Annual bonus

Bonus i1s earned only on the basis of achievement of a mix of
financial and non-financial objectives which are weighted 80%
and 20% respectively Payment for target performance I1s at
75% of base salary for the Chief Executive and 65% of base
salary for the Finance Director

Financial measures are based on the Serco Group results and
the non-financial measures are individually set The three
financial measures for 2009 were based on turnover, adjusted
profit before tax and amortisation, and cash conversion These
measures reflect the growth and margin improvement
strategies of the business The standards of performance set
are designed to be stretching The non-financial goals set for
2009 assessed performance against a number of strategically
important areas

The maximum annual bonus opportunity 1s 150% of base
salary for the Chief Executive and 130% of base salary for

the Finance Drector On the basis of Serco's performance in
2009, annual awards of 135% and 117% of salary have been
deterrined The Executive Directors delivered a financial
performance that exceeded target. Serceo's financial
performance for the year 1s descnbed in more detail in the Our
performance section starting on page 14 The Executive
Directors also delivered a number of strategic objectives in the
argas of the integration of acquisitions, the development of
both the Group strategy and the Balance Sheet strategy, plus
improvements in Group governance

The bonus objectives for 2010 have been set on a similar basis
Annual bonuses are not pensionable

Share-based remuneration

Following approval at the annual general meeting in May 2009,
long-term share incentives are awarded tc Executive Directors
under the Serco Group plc Deferred Bonus Plan (DBP) and the
Serco Group plc Performance Share Plan (PSP) Pnor to 2009
awards were made under the Serco Group plec 2006 Long Term
Incentive Plan (LTIP) and the Serco Group plc 2005 Executive
Option Plan (EOP) All grants and awards are made pursuant to
the rules of the applicable plans and in accordance with the
Model Code and policies in relation to the treatment of leavers
have been adopted
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The measurement of the performance targets 1s undertaken by
Mercer for the LTIP, DBP and PSP, and in relation to the
Earnings Per Share (EPS) element of the targets 1s audited

by Deloitte LLP The conditions relating to the plans are
detailed below

Deterred Bonus Plan

Followmng shareholder approval in 2009, the Executive
Directors were invited to participate in the DBP Executive
Directors can elect to defer, for three financial years, up to
50% of the bonus earned by purchasing shares In the
Company pursuant to the terms of the DBP The shares
purchased will be matched by the Company if two stretching
performance targets are met

The two performance measures are independent and each
detsermines the vesting of half of the matching shares The
measures are Total Shareholder Return (TSR) measured against
the companies in the FTSE 51 to 130 (excluding investment
trusts) and EPS growth  The structure for vesting s the same
for both measures

TSR element

* No matching shares will be awarded if the Group does not
meet or exceed the median TSR of the comparator group

* An award of matching shares of one half of the gross value
of the bonus deferred will vest for median or threshold
performance

* An award of matching shares with a value of two times the
gross value of the deferred bonus vest for upper quartile or
superior performance at the top end of the range.

EPS element

* |If the annual compound growth in EPS does not meet
threshold then no matching shares will vest

s |f compound growth in EPS Is at threshold then 25% of this
part of the matching award will vest

¢ For compound growth in EPS of between threshold and
maximum then this part of the award will vest on a straight
line basis to 100%

For awards made in 2009, the performance range for the first
year of the performance penod will be annual growth in EPS of
13% to 19%, for subsequent years the rangs will be
compound growth in EPS of 9% at threshold and 14% per
year at maximum

The definition of EPS 15 basic EPS excluding matenal
acquisitions, disposals, currency movements and before
amortisation of acquired intangibles

The Committee has discretion to vary the proportion of awards
that vest under the DBP to ensure that the outcomes are far
and appropnately reflect the underlying financial performance
of the Group

In 2009 both the Chief Executive and the Finance Director
elected to defer 50% of thewr bonus into the D8P
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Performance Share Plan

Shareholders approved the PSP at the annual general meeting in May 2009 The PSP awards granted to the Executive
Directors are calculated at a face value on grant of 200% of base salary for the Chief Executive and 175% of base salary
for the Finance Director

The shares will normally only vest at the end of a three-year period If the Executive Directors are shill in employment with Serco

and two performance measures have been met The two measures are independent  The measures are TSR against the

companies In the FTSE 51 to 130 (excluding investment trusts) and EPS growth Relative TSR performance determines the

vesting of 70% of the shares and EPS growth the remainder The structure for vesting 1s the same for both measures The '
shares will vest in full only if Serco's performance s upper quartile ar, in the case of EPS growth, supenor and at the top end of
the ranga Median or threshold performance will tngger the vesting of 25% of the award Performance between
median/threshold and upper quartile/supenor will be on a straight line basis

The Commuttee has discretion to vary the proportion of awards that vest under the Plan to ensure that the outcomes are fair
and appropnately reflect the underlying financial performance of the Group

Dwidends will be reinvested and distributed only in respect of shares that vest under both plans at the end of the

performance period

The Remuneration Gommittee continue to believe that the case for relative TSR and EPS as the performance measures for

long-term share-based plans remains strong Relative TSR and EPS growth carry equal weight in respect of the matching ,
shares awarded under the DBP This 1s to ensure a balance of internal and external measures and hence sufficient ‘line-of-sight’

to encourage Investment in the plan In the case of the PSP, greater weight has been placed on relative TSR to underscore the

importance of longer term alignment with shareholders’ interests

Sharesave

The Group operates Sharesave No perfermance conditions are attached to options granted under the scheme as it 1s an
all-employee scheme Options granted to participants are normally set at a discount of 10% to the market value of shares at
grant None of the Directors participate in Sharesave

Share ownership policy

The share ownership requirernent for the Chief Executive 1s two times base salary and one times base salary for the Finance
Drector Executive Directors are required to retain in shares 50% of the net value of any performance shares or options
exercised until they satisfy the shareholding requirement

At the end of the year, by reference to the share price at that date, Executive Directors’ share ownership levels were as follows

Ordinary shareholding at Ordinary shareholding at

31 December 2009 {530p) 31 December 2008 (450 50p)

Number of shares % of salary Number of shares % of salary

Chief Executive 735,510 604% 166,440 116%
Finance Director 198,075 276% 104,874 124%

Pension, life assurance and other benefits

Serco aperates both defined benefit and defined contribution pension schemes The Executive Directors participate in the Serco
Penston and Life Assurance Scheme (SPLAS) This i1s a funded, defined benefit scheme, which provides for a target pension of
two-thirds of pensionable salary following a full career Members contribute to the scheme at rates varying according to the
section of the scheme

From 1 January 2007 Serco also introduced SMART whereby all members were given the option te have their pension
contnbutions paid by salary sacnfice Under this arrangement the member makes no normal pension contributions, Serco makes
additional contributions to SPLAS equal to those that the member would otherwise have made and the member’s contractual pay
1s reduced by the amount of these contributtons  Both Chnstopher Hyman and Andrew Jenner opted 1o have ther contnibutions
pad by SMART

Kevin Beeston's pension benefits accrued prior to 6 Apnl 2006 exceeded the new Lifetime Allowance, which came into force at
that date, and he opted to cease paying contnbutions and accruing benefits in the pension scheme after 6 Apnl 2006 Kewvin
Beeston remains entitled to lump sum and widow’s pension benefits should he die before retirement and while still employed by
or an officer of Serco

The Charrman and Executive Directors receive a range of other benefits which include a car, private medical insurance,
permanent health insurance, Iife cover, an annual allowance for independent financial advice and voluntary healtth checks every
two years The Executive Directors are also entitled to 25 days’ holiday per year




Remuneration Report 73

Service contracts and compensation

Each Executive Director has a ralling service contract and these contracts will be available for inspection prior to the start of and
after the Company’s annual general meeting

New service contracts were put in place dunng the penod, which reflect areas of best practice

The new service contracts have a notice period of 12 months The Company reserves the nght to make a payment in heu of
notice In addition, where a Director leaves the Company following a change of control, whether or not he 1s dismissed or he
elects to leave on notice, he will be enhtled to receive a payment equivalent of up to one year's remuneration The service
contracts do not provide for termination payments to be made in any other circumstances

There have been no payments made during the year i relation to compensation for loss of office

A summary of detaills relating to each Director who served dunng the year i1s provided below

Date of
Date joined Appointment Date of Unexpired term at
Name of Director Company to the Board Contract 31 December 2009
Christopher Hyman 30 August 1994 1 Apnl 1999 10 June 2009 Roling contract

of 12 months
notice penod
Andrew Jenner 4 November 1996 3 May 2002 10 June 2009 Rolling contract
of 12 months
notice penod

External appointments

The Board believes that the Group can benefit from its Executive Directors holding appropnate non-executive directorships of
comparnies or independent bodies Such appointments are subject to the approval of the Board Fees are retained by the
Executive Director concerned

Andrew Jenner served as a non-executive Director of Galliford Try plc dunng the year Fees payable in the year were £38,400
No other fee-paying external positions were held by any of the Executive Directors

The Chairman and Non-Executive Directors

The Group's policy 15 that the fees of the Chairman and the Non-Executive Directors, which are determined by the Board, are set
at a level which will attract individuals with the necessary experience and ability to make a substantial contribution to the Group’s
affairs

Non-Executive Directors of the Group are initially appomted for a three-year term, and that appointment may be terminated on
three months' written notice The renewal of appointments 1s not automatic, and Non-Executive Directors are required to retire
and stand for re-election in accordance with the Company’s Articles of Association and the Combined Code on Corporate
Governance

As at 31 December 2009, the Non-Executive Directors of the Group had no personal financial interest in the matters determined
by the Board, there are no conflicts of interest ansing from cross-directorships and ne involvement in the day-to-day running of
the Group The Non-Executive Directors do not participate in the Group's incentive or pension schemes, or receive other
benefits except as descnbed
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Current fee structure

Non-Executive Directors’ remuneration consists of cash fees paid monthly with increments for positions of additional
responsibility In addition, reasonable travel and related business expenses are paid No bonuses are paid to Non-Executive
Directors The Board believe that payment of fees on a cash-only basis remains appropnate as opposed to the partial payment
of fees in shares Non-Executive Directors’ fees are not performance related

Non-Executive Directors are encouraged to hold shares in the Group but are not subject to a shareholding requirement

The fees and terms of engagement of Non-Executive Directors are reviewed on an annual basis, taking into consideratton markst
practice, and approved by the Board

The standard annual fees payable for the Chairman and Non-Executive Directors dunng the financial year under review are
shown n the table below

1 January 2009 to date
£

Chairman (1) 230,000
1 January to 31 August 2009 From 1 September 2009 to date

[ £

Board member 45,000 50,000
Committee Chairrmanship 10,000 10,000
Senior Independent Director 10,000 10,000

M The Chairman receives a range of other benefits which include a car, private medical insurance, permanent heatth insurance, ife cover, an annual allowance for
independent financial advice, and voluntary health chacks every two years There was no change to the annual fees payable to the Chaimman during the penod

A summary of details relating to each Non-Executive Director who served during the year 15 provided below

Date of Appointment Date of Letter Unexpired term at
1o the Board of Appointment 31 Decembar 2009 ()
Chairman*
Kevin Beeston @) 29 February 1996 1 September 2007 28 months
Non-Executive Directors B
Margaret Ford 8 October 2003 7 October 2003 28 months
Leonard V Broese van Groenou 3 Apnl 2006 20 February 2006 16 months
Dawid Richardson 2 June 2003 29 May 2003 28 months
Tom Corcoran 3 December 2007 3 December 2007 16 months

1) The unexpired terrn 15 taken from the date of last re-election at the annual general meeting

2 In October 2008 Kevin Baeston announced his intention to retire from the Board of Serco Group ple at the conclusion of the Company's 2010 Annual General
Meeting

) Non-Executive Directors have a three-month natice penod and no compensation or other benefits are payable on early temmnation

Directors’ remuneration

This section has been audited by Deloitte LLP
The remuneration of the Directors for the year was as foliows

Total Total Total
estimated remuneration remuneraton
value of any excluding excluding

non cash pensions pensions

Remuneration Fees Bonus benofits 2009 2008

Note £ £ £ £ £ £

Kewvin Beeston 2 230,000 Nil Nil 56,683 286,693 272,797
Christopher Hyman 1,2 645,000 NIl 870,750 62,932 1,578,682 1,180,105
Andrew Jenner 1,2 380,000 NIl 444,600 63,243 887,843 731,452
Leonard V Broese van Groenou Nil 56,700 Nil Nil 56,700 55,000
Margaret Ford Nil 56,700 Nil Nil 56,700 55,000
David Richardson Nil 56,700 Nil Nil 56,700 55,000
Tom Corcoran Nil 46,700 Nil Nil 46,700 45,000
Total 1,255,000 216,800 1,315,350 182,868 2,970,018 2,394,354

Notes

1 The bonuses shown includa performance bonuses eamed in the penod under review but not pard in the financial year

2 The value of the non cash benefits relates o the provision of a car allowance {fully inclusive of all scheme costs including insurance and maintenance) and prvate
healthcare

3 Rernuneration 1s shown gross of satary sacnficed under the SMART schame See page 72




Directors’ shareholdings

The Drrectors’ interests in the shares of the Company are detailed in the following table
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Note Ordinary shares of 2p aach fully Ordinary shares of 2p each fully

1,2 paid at 1 January 2009 paid at 31 Decomber 2009

Kavin Beeston 100,000 293,925
Leonard V Broese van Groenou 5,375 5375
Margaret Ford 14,481 14,481
Chnstopher Hyman 3 166,440 735,510
Andrew Jenner 3 104,874 198,075
Dawid Richardson 15,000 15,000
Tom Corcoran 4,000 4,000

Notes

1 As at 8 March 2010, Margaret Ford held 6,481 shares and Andrew Jenner held 301,117 shares The sharsholdings of the remaining Directors were unchanged as

at that date

2 Ovdinary shares are beneficial holdings which include the Directors' personal holdings and those of ther spouses and rrunor children

3 38,303 of Christopher Hyman's and 22,331 of Andrew Jenner's shares are held in trust on theirr behalf under the terms of their participation in tha Deferred Bonus
Plan Prowded such shares remam in trust for three years and subject to certain performance condiions, they are also granted an award over matching shares
equivalent to two times the gross bonus inttially used for the share purchase Security has been granted to Chnstopher Hyman's bank over 85 564 ordinary

shares held i his name

Share-based incentives

This section has been audited by Delotte LLP The total share options granted to each person who has served as a Director of
the Company at any time in the financial year were as follows

(i} Serco Group pic 2003 Deferred Bonus Scheme (DBS)

Conditional rights to recerve matching shares over Serco Group plc's ordinary shares under the DBS held by Directors at 31

December 2009 were as follows

Awards Market Market Awards

held at price Vasted price on held at 31

1 January at grant dunng vesting Dacamber
2009 {pence)  the penod (pence) 2009 Performance period Vesting date
Chrnistopher Hyman 17,749 334 17,749 356 - 1 dan 2006 - 31 Dec 2008 22 Mar 2009
Andrew Jenner 10,649 334 10,649 356 - 1 Jan 2006 - 31 Dec 2008 22 Mar 2009

Notes

1 The DBS has now been closed and no further awards will be made under its terms
2 The performance condition for matching shares s TSR relativa 1o the companies compnsing the FTSE 350 and 1s measured over the thres-ysar deferral perod
3 The parformance condition attached to the awargds made on 22 March 2006 ended on 31 December 2008 TSR performance relative 1o the comparator group
was in the upper quartile (83rd percentite) A one for one match of shares deferred was made in March 2009
4 The aggregate of the total theoretical gains on options exercised by Directors during 2009 amounted to £0 1m  This 13 calculated by reference to the difference
between the closing mid-market pnce of the shares on the date of exercise and the exercise price of the options disregarding whether such shares were sold or
retained on exercise, and is stated before tax Of the 28,398 shares exercised 17,098 were retained

(i) Serco Group plc Deferred Bonus Plan (DBP)

Conditional nghts to receive matching shares over Serco Group pic's ordinary shares under the DBP held by Directors at 31

December 2009 were as follows

Awards Market Awards
held at pnce QGranted held at 31
1 January at grant dunng December
2009 {pence} the period 2009 Performance penod Vasting dats
Chnstopher Hyman - 404 130,754 130,754 1 Jan 2009 - 31 Dec 2011 12 Jun 2012
Andrew Jenner - 408 76,232 76,232 1.Jan 2009 - 31 Dec 2011 11 Jun 2012
Notes

1 The awards shown in the table are the maximum number of shares that can vest under the performance conditions
2 The performance conditions attached to the awards are described on page 71
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{iif) Serco Group plc Performance Share Plan [PSP)
The conditional nghts to Serco Group ple ordinary shares under the PSP held by Directors at 31 December 2009 were as follows

Awards Market Awards
held at prnce Granted held at 31 Earlliest Laotost
1 January at grant dunng December vesting exercise
2000 ipence) the penod 2009 Performanca period date date
Chnstopher Hyman - 408 315,789 315,789 1Jan 2009 - 31 Dec 2011 22 Jun 2012 21 Jun 2019
Andrew Jenner - 408 162,790 162,790 1 Jan 2009 - 31 Dec 2011 22 Jun 2012 21 Jun 2019
Notes
1 Awards take the form of nominal cost options
2 Awards made are calculated at a face value on grant of 200% and 175% of base salary for the Chief Executive and Finance Cirector respectively
3 The performance conditions attached to the awards are descnbed on page 72
(iv) Serco Group pic 2006 Long Term Incentive Plan (LTIP)
The LTIP has been replaced by the PSP The conditional nghts to Serco Group ple ordinary shares under the LTIP held by
Directors at 31 December 2009 were as follows
Awards Market Market Awards
hetd at price Vested pnceon held at 31 Earliest Latest
1January at grant during vesting December vesting exarcise
2009 {pence) the penod {pence) 2009 Performanca penod date date
Kevin Beeston 147,928 349 295,856 3N - 1Jan 2006 - 31 Dec 2008 5 May 2009 4 May 2016
145,205 373 - - 145,205 1 Jan 2007 - 31 Dec 2009 31 Dec 2009 28 Nov 2016
Christopher Hyman 147,928 349 295,856 37 - 1Jan 2006 - 31 Dec 2008 5 May 2009 4 May 2016
145,205 373 - - 145205 1 Jan 2007 - 31 Dec 2009 31 Dec 2009 28 Nov 2016
122,874 456 - - 122,874 1Jan 2008 - 31 Dec 2010 31 Dec 2010 11 Nov 2017
Andrew Jenner 88,757 349 177,514 37 - 1Jan 2006 - 31 Dec 2008 5 May 2009 4 May 2016
89,589 373 - - 89,589 1 Jan 2007 - 31 Dec 2002 31 Dec 2009 28 Nov 2018
75,699 456 - - 75,699 1Jan 2008 - 31 Dec 2010 31 Dec 2010 11 Nov 2017

Notes

1 The fina! award to Executive Drectors under this plan was made n November 2007

2  Awards taks the form of nominal cost options

3 Awards made are calculated at 100% of salary at the time of grant

4  The TSR performance conditton 18 measurad relative to the top 250 companies in the FTSE, as ranked by market capitalisation, excluding those i certan sactors
which are not comparable with the Group

5 No awards were granted or lapsed during the period

6 The performance conditions attached to the awards which vested on 5 May 2009 achieved top decile performance resulting i 2009 of the award vesting

7 On 31 December 2009 the performance conditrons attached to the awards made on 29 Novermnber 2006 were satisfied Performance between upper quartie and
upper decila was achieved resulting in 195 42% of the award vesting

8  Awards held by Kevin Beaston relate to his tenure as an Executive Director prior to September 2007

9 The aggregate of the total theoretical gains on options exercised by Directors dunng 2009 amounted to £2 85m  This 1s calculated by reference to the difference
between tha closing mid-market price of the shares on the date of exercise and the exercise price of the options, disregarding whether such shares were sold or
retained on exercize, and 15 stated befora tax Of the 769,226 optons exercised, 473,370 shares were retained




(v) Serco Group plc Long Term Incentive Scheme (LTIS)
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The LTIS was superseded by the LTIP The conditional nghts to Serco Group plc ordinary shares under the LTIS held by Directors
at 31 December 2009 were as follows

Awards Market Markaet Awards
held at price price on held at 31 Earliest Date
1 January at grant vesting December vesting of expiry
2009 (pence) {pence) 2009 Parformance penod date of awards
Kevin Beeston 103,467* 183 314 - 14Jan 2003 - 31 Dec 2005 31 Dec 2005 5 May 2013
119,411 231 462 - 1.Jan 2005 - 31 Dec 2007 31 Dec 2007 21 Dec 2014
Christopher Hyrman 32,868 426 153 - 1Jan 2000 - 31 Dec 2002 31 Dec 2002 4 Apr 2010
43,540* 490 172 - 1dan 2001 - 31 Dec 2003 31 Dec 2003 23 Nov 2010
35,056* 465 240 - 1Jan 2002 - 31 Dec 2004 31 Dec 2004 15 Nov 2011
103,467 153 314 - 1Jan 2003 - 31 Dec 2005 31 Dec 2005 5 May 2013
173,142 175 g2 - 1.Jan 2004 - 31 Dec 2006 31 Dec 2006 26 Nov 2013
119,411 231 462 - 1Jan 2005 - 31 Dec 2007 31 Dec 2007 21 Dec 2014
Andrew Jenner 62,081 153 314 ~ 1Jan 2003 - 31 Dec 2005 31 Dec 2005 5 May 2013
105,138" 175 382 - 1.Jan 2004 - 31 Dec 2006 31 Dec 2006 26 Nov 2013
76,101 231 462 - 1Jan 2005 - 31 Dec 2007 31 Dec 2007 21 Dec 2014

Notes

1 The last award to Executive Directors under the LTIS was made n June 2005

2 Tha awards shown in the table have all vested

3 For awards made in relation to performance periods commencing up to and ncluding 1 Janusary 2002 the extent to which an award will vest is measured by
reference to the absolute growth in the Group's EPS over the performance penod of thres financial years For awards granted on or after 1 January 2003,
achievernent of the perfarrnance s measured by reference to the Group's TSR performance relative to the comparies compnising the FTSE 350 at the start of the

performance period

4 No awards were awarded or lapsed during the year

[+

For those awards marked with an ('} approximately 14 67% (13 50% for prior year grants) of the options granted under the LTIS represent supplementary awards,

granted for the sole purpose of compensating participants for agresing to bear the Company's liability to employers National Insurance Contributions upon the
exarcise of the undertying LTIS awards These awards ¢an only be exercised in conjunction with and to the extent of the undertying award

oo ~m

Awards take the form of nommal cost options

Awards made are calculated at 100% of salary at the time of grant
Awards held by Kevin Beeston relate to his tenure as an Executive Director prior to September 2007
The aggregate of the total theoretical gans on oplions exercised by Directors dunng 2009 amounted to £3 57m  Thrs is calculated by reference 1o the difference

between the closing mid-market price of the shares on the date of vesting and the exercise pnce of ths cplions, disregarding whether such sheres were sold or
retaned on exerclse, and is stated before tax Of the 973,682 options exercised 233,303 shares were retained
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(w1) Serco Group pic 1998 and 2005 Executive Option Plan (EOP)
Options over Serco Group plc ordinary shares granted under the 1998 EOP and the 2005 EOP and held by Directors at 1 January
2009 and 31 December 2009 were as follows

Markat
Awards Awards pnce on
held at Exercised held at 31 axerciso Exercise

1 January dunng  December date price Date from Date of expiry
2009 period 2009 {pence) (pence] which axercisable of options
Kevin Beeston 58,764 58,764 - 503 426 5 Apr 2003 4 Apr 2010
81,321 91,321 - 503 435 28 Mar 2004 27 Mar 2011
135,768 135,768 - 343 264 3 May 2005 2 May 2012
289,515 289,515 - 348 153 6 May 2006 5 May 2013
219,320 219,320 - 348 217 3 Mar 2007 2 Mar 2014
183,404 183,404 - 503 235 29 Apr 2008 28 Apr 2015
147,492 147,492 - 503 339 5 May 2009 4 May 2016
120,798 - 120,798 - 439 19 Mar 2010 18 Mar 2017
Christopher Hyman 40,812 40,812 - 358 245 1 Apr 2002 31 Mar 2009
49,830 49,830 - 524 426 5 Apr 2003 4 Apr 2010
78,275" - 78,275 - 435 28 Mar 2004 27 Mar 2011
116,373 - 116,373 - 264 3 May 2005 2 May 2012
289,515 - 289,515 - 153 6 May 2008 5 May 2013
219,320 - 219,320 - 217 3 Mar 2007 2 Mar 2014
183,404 - 183,404 - 235 29 Apr 2008 28 Apr 2015
147,492 - 147,492 - 339 5 May 2009 4 May 2016
120,798 - 120,798 - 439 19 Mar 2010 18 Mar 2017
123,076 - 123,076 - 455 27 Feb 2011 26 Feb 2018
Andrew Jenner 12,336 12,336 - 523 426 5 Apr 2003 4 Apr 2010
18.524* - 18,524 - 435 28 Mar 2004 27 Mar 2011
69,824 - 69,824 - 264 3 May 2005 2 May 2012
173,709* - 173,709 - 153 6 May 2006 5 May 2013
133,178* - 133,178 - 217 3 Mar 2007 2 Mar 2014
116,885 - 116,885 - 235 29 Apr 2008 28 Apr 2015
88,495 - 88,495 - 339 5 May 2009 4 May 2016
74,530 - 74,530 - 439 19 Mar 2010 18 Mar 2017
75,824 - 75,824 - 455 27 Feb 2011 26 Feb 2018

Notes

1 The final award to Executive Directors under this plan was made in February 2008

2
3

4

~ &

The awards shown in the table are the maximum number of shares that can vest under the performance conditions

The extent to which an award will vest is measured by reference to the Group’s Eamings Per Share {EPS) performance relative to the Retall Pncas Index (RPI)
over the three-year performance penod

For those options marked with an (') approximately 14 67% (13 50% for prior year grants) of the options granted under the Plan represent supplementary options
granted for the sole purpose of compensating participants for agreeing to bear the Company's iabilty to employers’ National Insurance Contnbutions upon the
exercise of the undertying Plan awards These options can only be exercised in conjunction with and to the extent of the undertying option

No payment was madae for the grant of the awards

Grants of options undar the EOP are calculated at 100% of satary at the tima of grant

The market pnce of the Company's ordinary shares at the close of business on 31 December 2009 was 530 00p and the range during the year to 31 Decernber
2009 was 349 00p to 540 00p

For oplions granted which completed therr performance penod on 31 December 2008, the Group s EPS growth was 24 42% per annum over the three-year
performance penod which resulted in 100% of options vesting The level at which maximum vesting would occur was 11 98% per annum

Awards held by Kevin Beeston relate to his tenure as an Executive Director prior to September 2007

The aggregate of the total thearetical gains on options exercised by Directors dunng 2009 amounted to £1 91m  This is calculated by reference to the differance
batween the closing mid-market price of the shares on the date of exercise and the exercise pnce of the options, disregarding whether such shares were sold or
retained on exercise, and 1s stated before tax Of the 1,228,562 options axercised, 320,555 shares were retamed
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Companson of total shareholder returns

Serco Group plc total shareholder return (TSR) vs FTSE 350 Total Return Index
Value of investment of £100 on 31 December 2004

Shareholder return graph

In drawing this graph, it has been assumed that all dividends paid have been reinvested The TSR level shown at 31 December
each year I1s the average of the closing dailly TSR levels for the 30-day pertod up to and including that date The Company’s TSR
IS compared to that of the FTSE 350 Index, which 1s a broad equity market index of which it 1s a constituent

TSR s defined as the return shareholders would receive If they held a notional number of shares, and received dividends on
those shares over a period of time It measures the percentage growth in the Company’s share price together with the value of
any dividends paid, assuming that the dividends are reinvested into the Company's shares




Pensions and life assurance

This section has been audited by Deloitte LLP

The Directors receive penston and hife assurance benefits consistent with these provided by other leading companies

The details of the defined benefit schemes operated by the Group are set out in the note on page 117 In the event of death in
service, the Serco Supplementary Death Benefit Scheme provides for a lump sum payment

The accrued pension benefits of all Directors under the Serco Pension and Life Assurance Scheme, which is a defined benefit
scheme, are as follows

Transfer Transfer

value of value Gross Increase

accrusd of accrued Increase Increase in accrued
benatits benefits n transfer n accrued pension Value of Total
at 31 at 31 Director's  value dunng pension dunng ncrease in accrued
December December contributions the year during the year, net  accrual over pension
2009 2008 for the year = the year of inflation the year at year end
L)) @) @) (H-2)-3) © (6} @ 8
e [ £ £ €pa fpa £ fpa
Kevtn Beeston 3,564,341 3,591,340 - -26,999 774 774 9,874 279,460
Christopher Hyrman 1,702,542 1,275,901 - 426,641 25,037 25,037 399,386 106,731
Andrew Jenner 857,573 628,494 - 220,079 14624 14,624 200,587 59,837

Notes

The total accrued pension shown 1s that which would be paid annually on retirement, based on pensionable servce to the end of this year, or for Kevin Beeston,
16 5 Apnl 2006 when he opted out of the schems The increasa in accrued pension during the year 15 normally shown both as a gross increase and sxcluding any
wncreass in respect of inflation  In the measurement year used for 2009 inflation has been negative and so the figures shown assumae that none of the pension
Increase over the year is due to milation  Hence the increase in accrued pension over the year net of inflation, shown in {B), rs the same as the gross increase In
pension shown m {5)

The increase n the accrued pensions of Christopher Hyman and Andrew Jenner allow for both tha increase in ther pensionable salanes over the year and for the
accrual of a further year’s pensionablae sarvice as a result of a further year's active membaership of the schems

The pension which Kevin Beeston had accrued up to 5 April 2006 is ncreased in line with his final pensionable remuneration (averaged over the best three years)
since 5 April 2006 There 15 & small increase in his accrued pension over the year to 31 December 2009 due to the method of calculating his pensionable
remuneration

Transfer values have been calculated in accordance with the current transfer value regulations The assumptions to be used for calculating transter values have
been agreed by the Trustees and the methodclogy for setting these assumptions has remained the same as for last year's calculations The difference between
the transfer values at the beginning and end of the year shown in (4}, iIncludes not only the effect of the increase in accrual and salanes, but also the effect of
fluctuations in the transfer value dus to factors bayond the control of the Company and the Directors, such as stock market movements (The effect of market
movements on the transfer value assumptions over the year has resulted in a slight decrease i the transfer vatue for Kevin Beeston )

The value of the net ncrease In accrual represents the incremental value to the Director of his service during the year, calculated on the assumption that fnus
saervice lermenated at the year end, or 5 Apnl 2006 in the case of Kevin Besston It 15 based on the increase in the accrued pension

The transfer values disclosed do not represent the sum paid or payable to the indindual Director  Instead, they represent a potential liability of the penslon
scheme

All Directors who are currently active members of the scheme have opted to have ther contributions pad by the Company under a salary sacnfice arrangement
and hence no cantnbutions were pad by the Directors dunng the year

Share dilution

Awards granted under the Serco Group pic share plans are met either by the 1ssue of new shares or by shares held in trust when
awards vest The Committee monitors the number of shares issued under its vanous share plans and therr impact on dilution
mits The relevant dilution hmits established by the Assoctation of British Insurers in respect of all share plans (10% i any
roling ten-year period) and discretionary share plans (5% n any rolling ten-year penod) were, based on the Company's 1ssued
share capital at 31 December 2009, 5 72% and 4 43% respectively

The Group has an employee benefit trust which is administered by an independent trustee and which holds ordinary shares in the
Company to meet vanous obligations under the share plans In November 2009 a loan of £2 4m was made to the Employee
Benefit Trust to ensure sufficient shares were available to meet #s ongoing habilities

The Trust held 5,650,253 and 3,436,547 ordinary shares at 1 January 2009 and 31 December 2009 respectively
Approved by the Board of Directors and signed on 1ts behalf by

(e

Joanne Roberts
Secretary
25 February 2010




Independent Auditors’ Report

Independent Auditors’ Report to the members
of Serco Group plc

We have audited the Group Financial Statements of Serco Group
pic for the year ended 31 December 2009 which comprise the
Consolidated Income Statement, the Consohdated Staternent
of Comprehensive Income, the Consolidated Statement of
Changes in Equity, the Consolidated Balance Sheet, the
Consolidated Cash Flow Statement and the related notes 1 to
36 The financial reporting framework that has been applied tn
their preparation 1s applicable law and International Financial
Reporting Standards (FRSs) as adopted by the European Union
This report 1s made solely to the Company's members, as a
body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Qur audit work has been undertaken 50
that we might state to the Company’s members those matters
we are required to state to them in an auditors’ report and for
no other purpose To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our
audit work, for this report, or for the opinions we have formed

Respective responsibilities of Directors and Auditors

As explaned more fully in the Directors' Responsibilities
statement, the Directors are responsible for the preparation of
the Group financial statements and for being satisfied that they
give a true and fair view Our responsibility 1s to audrt the
Group financial statements in accordance with applicable law
and International Standards on Auditing (UK and Ireland)
Those standards require us to comply with the Auditing
Practices Board's (APB's) Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtamning evidence about the amounts and
disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free
from material misstatement, whether caused by fraud or error
This includes an assessment of whather the accounting
policies are appropriate to the Group's circumstances and have
been consistently appled and adequately disclosed, the
reasonableness of significant accounting estimates made by
the Directors, and the overall presentation of the financial
statements

Opimion on the Group Financial Statements
In our opimion the Group Financial Statements

¢ give atrue and farr view of the state of the Group's affars
as at 31 December 2009 and of rts profit for the year then
ended,

¢« have been properly prepared in accordance with IFRSs as
adopted by the European Umion, and

¢ have been prepared in accordance with the requirements of
the Companies Act 2006 and Article 4 of the 1AS
Regulation
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Opinion on other matters 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 15 ¢onsistent with the Group Financial Statements

Matters on which we are required to report by exception

We have nothing to report i respect of the following

Under the Companies Act 2006 we are required to report to
you If, in our cpinion

« certain disclosures of Directors’ remuneration specified by
law are not made, or

+« we have not recewed all the infformation and explanations
we require for our audit

Under the Listing Rules we are required to review

+ the Directors’ statement contained within the Corporate
Governance Report in refation to gotng concern, and

+ the part of the Corporate Governance Staternent relating to
the Company's compliance with the mine provisions of the
June 2008 Combined Code specified for our review

Other matter

We have reported separately on the parent Company

Financial Statements of Serco Group plc for the year ended

31 December 2009 and on the information in the Remuneration
Repart that i1s descnbed as having been audited

N1 Many
Nige! Mercer {Senior Statutory Auditer)
for and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditors
London, UK
25 February 2010
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Consolidated income Statement
For the year ended 31 December 2009

2000 2008
Note tm £m
Continuing operations
Revenue 45 3,970.0 3,1235
Cost of sales (3,383.2) {2,6667)
@ross profit 586.8 456 8
Administrative expenses {357.1} {291 §)
Other expenses — amortisation of intangibles ansing on acquisition 14 (17.6 92)
Total administrative expenses {(374.7) (300 8)
Operating profit 56 2121 1560
Investment revenue 8 27 82
Finance costs 9 @377 (28 1)
Profit before tax 1771 1361
Tax 10 (46.9) {36 5)
Profit for the year 130,2 99 6
Attributable to
Equity holders of the parent 130.2 995
Minonty interest - 01
Earnings per share (EPS)
Basic EPS 12 26.76p 20 49p
Ciluted EPS 12 26.45p 20 18p
Consolidated Statement of Comprehensive Income
For the year ended 31 December 2003
2009 2008
Note £m £m
Profit for the year 130.2 996
Other comprehensive income for the year:
Net actuarial (loss)/gain on defined benefit pension schemas! 26 (259 0) 87
Actuanal gain on rembursable nghts! 26 1171 506
Net exchange {loss)/gain on transiation of foreign operations? (9.9} 541
Farr value loss)/gain on cash flow hedges during the year? (6.3} 142
Tax credit/{charge) on items taken directly to equity 10 45.2 (21 3)
Recycling of cumulative net hedging reserve? 02 07
Total comprehensive income for the year 17.5 2052
Attnbutable to
Equity holders of the parent 17.5 2051
Minority interest - 01

1 Recorded in Retirement benefit obligations reserve in the Consolidated Statement of Changes in Equity
2  Recorded in Hedging and translation reserve in the Consolidated Staterment of Changes in Equity
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Consolidated Statement of Changes in Equity

For the year ended 31 December 2009

Retirernent Share- Hedgting
Share Caprtal benefit based Own and
Share  préemium redemption  Retained obligations  payment shares transiation Total Minonty
capital account resarve aarnings resorve resarve reserve roserve oquity interost
£m £m £m £m £m £m £rn £m £m m

At 1 January 2008 97 2993 01 2606 (90 2) 346 (151) (1 8} 497.2 13
Total comprehensive ncome
for the year - - - 995 425 {0 6) - 637 2051 01
Shares transferred to option
holders on exercise of
share options - 18 - - - 10 46 - 54 -
Dividends paid - - - {21 6) - - - - {21.6) -
Expense In relation to
share-based payment - - - - - 70 - - 70 -
Purchase of own shares for
employee benefit trust (ESOP) - - - - - - 92 - 92) -
Acquisition of minority interest
by joint venture - - - 13 - - - - 13 (13
At 1 January 2009 9.7 301.1 0.1 339.8 {47.7) 40.0 (19.7) 61.9 685.2 0.1
Total comprehensive iIncome
for the year - - - 130.2 (102.3) 4.2 - (14 6) 17.5 -
Shares transferred to option
holders on exercise of
share options 0.1 3.0 - - - (1.8) 9.1 - 10.4 -
Dwidends paid - - - (25.9) - - - - {25.9) -
Expense 1n relation to
share-based payment - - - - - 7.2 - - 7.2 -
Purchase of own shares for
employee benefit trust ESOP) - - - (2.4) (2.4) -

At 31 December 2009 9.8 304.1 0.1 444.1 (150.0) 49.6 {13.0) 47.3 692.0 0.1
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Consolidated Balance Sheet
At 31 December 2009

Restated*

2009 2008
Note £m £m
Non-current assets
Goodwill 13 898.4 963 2
Other intangible assets 14 164.4 1927
Property, plant and equipment 16 129.2 1154
Trade and other receivables 19 181.4 1211
Retirement benefit asset 26 - 62 4
Deferred tax assets 22 48.0 200
Denvative financial instruments 25 25 56
1,423.9 1,480 4
Current assets
Inventones 18 65.9 502
Trade and other receivables 19 720.9 7257
Cash and cash equivalents 20 319.4 2508
Denvative financial instruments 25 14 50
1,107.6 1,0317
Total assets 2,531.5 2,5121
Current liabihties
Trade and other payables 24 {771.6) {756 2)
Current tax labilities (14.1) (19 5)
Obhgations under finance leases 23 (6.0) 45)
Loans 21 {110.7) (36 8)
Denvative financial instruments 25 (5.5) @2
{907.9) 821 2)
Non-current liabilities
Trade and other payables 24 (23.1) (327)
Obhgations under finance leases 23 (18.0) (127)
Loans 21 {543.2) (710 9)
Denvative financial instruments 25 (1.7) 0 4)
Retrement benefit obligations 26 {204.2} (177 1)
Provisions 27 (42.3) (45 9)
Deferred tax habiities 22 (9.0) (25 9)
{931.5} (1,0056)
Total {iabillties {1,839.4) (1,826 8)
Net assets 692.1 6853
Equity
Share capital 28 9.8 97
Share premium account 29 304 1 3011
Capital redemption reserve 0.1 01
Retained earnings 4441 3398
Retirement benefit oblhigations reserve 30 (150.0) 477
Share-based payment reserve 30 456 400
Own shares reserve 30 130 (197
Hedging and translabion reserve 30 47.3 619
Equity attributable to equity holders of the parent 692.0 6852
Minonty interest 0.1 01
Total equity 692.1 6853
*Note 15

The financial statements were approved by the Board of Directors on 25 February 2010 and signed on its behalf by

/Z /@\N,Q,_

Christopher Hyman Andrew Jenner
Chief Executive fFinance Director




Consolidated Cash Flow Statement
For the year ended 31 December 2009
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2009 2008
Note £m £m

Net cash inflow from operating activities 31 235.1 162 6

Investing activities

Interest received 21 73

Disposal of mvestments/business undertakings 0.6 19

Proceeds from disposal of property, plant and equipment 3.7 175

Acquisition of subsidiares, net of cash acquired 15 {14.7) (322 2)
Purchase of other intangible assets (17.3) (20 4}
Purchase of property, plant and equipment (38.9 {32 6)
Net cash outflow from Investing activities (64.5) (348 5}
Financing activities

Interest paid (33.6) (30 3)
Dividends paid 1" (25.9) {21 6}
Repayment of loans (66.8) (78 6)
Repayment of non recourse loans {6.5) 7 5)
New loan advances 3.8 397 4

Other financing - (17 0)
Capital element of finance lease repayments 5.7) (8 6)
Purchase of own shares for employee benefit trust (ESOFP) {2.4) 92
Proceeds from issue of share capital and exercise of share options 10.4 54

Net cash {outflow}/inflow from financing activites (96.7) 2300

Net increase in cash and cash equivalents 73.9 441

Cash and cash equivalents at beginming of year 250.8 1850

Net exchange (loss)/gain {5.3} 217

Cash and cash equivalents at end of year 20 319.4 2508
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Notes to the Consolidated Financial Statements

1. General information

Serco Group plc {he Group) 1s a company incorporated in the
United Kingdom under the Companies Act 2006 The address
of the registered office 1s Serco House, 16 Bartley Wood
Business Park, Bartley Way, Hook, Hampshire, RG27 3UY

These Consolidated Financial Statements {the Financial
Statements) are presented in pounds Sterling because this 1s
the currency of the pnimary economic environment in which the
Group operates Foreign operations are included 1n accordance
with the policies set out In note 2

2, Significant accounting policies

Basis of accounting

These Financial Statements on pages 82 to 133 have been
prepared in accordance with International Financtal Reporting
Standards (IFRSs) adopted for use in the European Urmion (EU)
and therefore the Group financial statements comply with
Arnticle 4 of the EU IAS regulation

The Financial Statements have been prepared on tha histoncal
cost basis The following pnncipal accounting policies adopted
have been applied consistently in the current and preceding
tinancial year except as separately stated below

As discussed in more detail in the Finance Review, these
Financial Statements have been prepared on the going
concern basis

Adoption of new and revised Standards

In the current year, the following new and revised Standards
and Interpretations have been adopted and have affected the
amounts reported in these financial statements

IAS 1 (revised 2007) - Presentation of Financial Statements
IAS 1 (rewised 2007) requires the presentatton of a statement of
changes in equity as a pnmary statement, separate from the
income statement and statement of comprehensive income

As a result, a statement of changes in equity has been
included in the pnmary statements, showing changes in each
component of equity for each penod presented In addition,
IAS 1 {revised 2007) requires the presentation of a balance
sheet as at the beginning of the earliest comparative penod
when an entity applies an accounting policy retrospectively

or makes a retrospective restatement of tems in its financiat
staternents, or when it reclassifies tems in its financial statements
As descrnbed in note 15, the Consolidated Batance Sheet for

31 December 2008 has been restated for the finalisation of
provisional fair value adjustments An opening balance sheet
as at 1 January 2008 has not been presented in these
accounts as it 15 unadjusted from the previously

published version

{FRS 8 Operating Segments

IFRS 8 requires operating segments to be identified on the
basis of internal reports about components of the Group that
are regularly raviewed by the Group’s Chiet Operating Decision
Maker (the Chref Executive and Executive Board) in order to
allocate resources to the segments and to assess their
performance The information previously disclosed under the
predecessor standard (IAS 14 Segment Reporting) required
the Group to identfy two sets of segments (business and
geographical), using a nsks and rewards based approach

The Directors have reviewed the business segments identified
under IAS 14 and, although management information 1s
presented in a variety of ways, consider that these segments
continue to be appropnate under IFRS 8 as the pnncipal way
n which information 1s reported, however, the requirements of
IFRS 8 have resulted in certain changes to the disclosures

Improving Disclosures about Financial Instruments
famendments to IFRS 7 Financial Instruments Disclosures)
The armendments to IFRS 7 expand the disclosures required in
respect of far value measurements and hquidity nsk

The following new and revised Standards and Interpretations
have been adopted in the current year Ther adoption has not
had any significant impact on the amounts reported n these
Financtal Statements but may impact the accounting for future
transactions and arrangements

Amendment to IFRS 2 Share-basad Payment - Vesting
Conditrons and Cancellations (part of Improvements

to IFRSs (2008))

The amendments clanfy the defimhon of vesting conditions for
the purposes of IFRS 2, introduce the concept of ‘'non-vesting’
conditions and clanfy the accounting treatment for cancellations
The amendment has been applied retrospectively in accordance
with the relevant transitional provisions

IAS 23 (revised 2007) - Borrowing Costs
The principal change to the Standard was to eliminate the
option to expense all borrowing costs when incurred

IFRIC 16 Hedges of a Net Investment in a Foreign Operation
The Interpretation provides guidance on the detalled
requirements for net investment hedging for certan hedge
accounting designations



2. Suignificant accounting policies continued

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company, entittes controlled by the
Company (its subsidianes) and entities jointly-controlled by
the Company (its joint ventures) made up to 31 December
each year Control 1s achieved where the Company has the
power to govern the financial and operating policies of an
investee entity so as to obtain benefits from s activities

The results of subsidiaries and joint ventures acquired or
disposed of dunng the year are included n the consolidated
income statement from the effective date of acquisihion or up
to the effective date of disposal as appropriate

Where necessary, adjustments are made to the financial
statements of subsidianes and joint ventures to bring
accounting policies used into line with those used by

the Group

All intra-Group transactions, balances, iIncome and expenses
are eliminated on conschdation

Minority interests represent the portion of profit or loss and
net assets in subsidiaries that 1s not held by the Group and
1s presented within equity in the consclidated balance sheet,
separately from parent shareholders’ equity

Business combinations

The acquisition of subsidianes 15 accounted for using the
purchase method The cost of the acquisition 1s measured at
the aggregate of the far values, at the date of exchange, of
assets given, habihities incurred or assumed, and equity
instruments 1ssued by the Group in exchange for control of the
acquiree, plus any costs directly attnbutable to the business
combination The acquires's identifiable assets, habilittes and
contingent liabilities that meet the conditions for recognmtion
under IFRS 3 Business Combinations are recognised at their
far value at the acquisition date

Goodwill ansing on acquisition is recognised as an asset and
initially measured at cost, being the excess of the cost of the
business combination over the Group's interest in the net fair
value of the identifiable assets, habilities and ¢ontingent
habilites recognised If, after reassessment, the Group’s
nterest in the net farr value of the acquiree's identifiable
assets, habilihies and contingent habilities exceeds the cost of
the business combination, the excess 1s recognised
immediately in the (ncome statement

The interest of minority shareholders in the acquiree 1s imnitially
measured at the minonty's proportion of the net far value of
the assets, liabilities and contingent habilities recogmised,
unless there 1s an unconditional obligation to purchase the
remamning shares and the minority has no nght to future
dnndend flows

Goodwll

Goodwill ansing on consohdation represents the excess of the
cost of acquisition over the Group’s interest in the fair value of
the identifiable net assets and lrabilities of a subsidiary,
associate or jointly-controlled entity, at the date of acquisition
Goodwill 1s initially recogrised as an asset at cost and is
subsequently measured at cost less any accumulated
imparrment losses Goodwill which Is recognised as an asset 1S
reviewed faor impairment at least annually. Any iImpairment 1s
recognised immediately \n profit or loss and s not
subsequently reversed
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For the purpose of impairment testing, goodwill Is allocated to
each of the Group's cash-generating uruts expected to benefit
from the synergies of the combinaton Cash-generating units
to which goodwill has been allocated are tested for impairment
annually, or mare frequently when there 1s an ndication that
the unit may be impatred If the recoverable amount of the
cash-generating unit 15 less than the carrying amount of the
unit, the impairment loss s allocated first to reduce the
carrying armount of any goodwill allocated to the unit and

then to the other assets of the unit pro-rata on the basis of the
carrying amount of each asset in the untt An impairment loss
recogmsed for goodwill 1s not reversed in a subsequent penod

On disposal of a subsidiary, associate or jointly-controlled
entity, the attnbutable amount of goodwill 1s included m the
determination of the profit or loss on disposal

Goodwill ansing on acquisitions before the date of transition to
IFRS has been retained at the previous UK GAAP amounts
subject to being tested for enpairment at that date Goodwill
written off to reserves under UK GAAP prior to 1998 has not
been reinstated and 1s not included in determining any
subsequent profit or loss on disposal

Investments in joint ventures

The Group's nvestments in joint ventures are reported in the
financial statements using the propaortionate consolidation
method, whereby the Group’s share of each of the assets,
labihties, income and expenses of its joint ventures 1s
combined line by {me with similar items in the Group's financial
statements or reported as separate line items within the
Group’s financial statements

Property, plant and equipment

Assets held for use in the rendenng of services, or for
administrative purposes, ara stated in the balance sheet

at cost, net of accumulated deprectation and any prowvision
for impairment

Depreciation 1s provided on a straight-line basis at rates to
reduce the assets to their residual value over therr estimated
useful ves

The principal annual rates used are

Freehold bulldings 25%

Short-leasehold buiding The higher of 10% or the rate
improvements produced by the lease term
Machinery 15% - 20%

Motor vehicles 10% - 50%

Furniture 10%

Office equipment 20% - 33%

Leased equipment The higher of the rate produced

by the lease term or useful iife

The gain or loss ansing on the disposal or retirement of an
asset I1s determined as the difference between the sales
proceeds and the carrying amount of the asset and 1
recognised in the income statement




2. Significant accounting policies continued

Other intangible assets

Customer relationships represent the vatue of contracts
acquired on the acquisition of subsidiaries and are amortised
over the average length of contracts

Development expenditure 1s capitalised as an intangible asset
only If all of the following conditions are met

+ an asset s created that can be separately identified,

+ It is probable that the asset created will generate future
economic benefits, and

+ the development cost of the asset can be measured
rehably
Development expenditure 1s amortised over the perniod in
which the Group 1s expected to benefit This penod 15 between
three and eight years, or the length of the contract if fonger
Provision 1s also made for any impairment  All other
development expenditure 15 written off as incurred Assets
under the course of construction are not depreciated
Licences compnise premiums paid for the acquisition of
licences, which are amortised on a straight-tine basis over
the hfe of the licence

Franchises represent costs incurred in obtaning franchise
nghts and franchise goodwill arising on the acquisition of
franchises These are amortised on a straight-line basis over
the Iife of the franchise

Penston related intangibles represent assets ansing in relation
to the Group's nght to manage and operate contracts where
there I1s a defined benefit pension scheme and 1t 1s not virtualty
certain that contributions will be recovered from the customer
but where the Group’s obhigation to contnbute to the scheme
ends when the contract ends The intangible assets represent
the Group's share of scheme net liabilities on the date that
contracts commence and are amortised on a straight-ine
basis over the contract life

impairment of tangible and intangible assets

Annually, the Group reviews the carrying amounts of its
tangible and intangible assets to determine whether there i1s
any indication that those assets have suffered an imparrment
loss If any such indication exists, the recoverable amount of
the asset 1s estimated in order to determine the extent of the
imparment loss (if any) Where the asset does not generate
cash flows that are independent from other assets, the Group
estimates the recoverable amount of the cash-generating unit
(CGU) to which the asset belongs A CGLU s the smallest
group of assets that generates cash inflows from continuing
use that are targely independent of the cash flows of other
assets or groups of assets The goodwill acquired In a
business combination, for the purpose of imparment testing,
15 allocated to CGUSs that are expected to benefit from the
synergies of the combination

Recoverable amount i1s the higher of fair value less costs to
sell and value in use In assessing value \n use, the estimated
future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments
of the time value of money and the nsks specific to the asset for
which the estimates of future cash flows have not been adjusted

If the recoverable amount of an asset (or CGU) 1s estimated

to be less than its carrying amount, the carrying amount of

the asset (or CGU) 1s reduced to its recoverable amount

An impairment loss Is recognised as an expense immediately
Impairment losses recognised tn respect of CGUSs are allocated
first to reduce the carrying amount of any goodwill allocated to
the units and then to reduce the carrying amount of the other
assets in the unit {group of units) on a pro-rata basis

An impairment loss in respect of goodwill 1s not reversed In
respect of other assets, impairment losses recognised in prior
penods are assessed at each reporting date for indications that
the loss has decreased or no longer exists. Where an imparment
loss subsequently reverses, the carrying amount of the asset
{or CGU) 15 increased to the revised estimate of its recoverable
amount, but so that the increased carrying amount does not
exceed the carrying amount that would have been determmed,
net of depreciation or amortisation, had no impairment loss
been recognised for the asset (or CGU) In prior years A reversal
of an imparment loss 1s recogrised as income immedately
Imparrment losses and reversals are included within other
expenses within the income statement

Revenue recognition

Revenue 1s measured at the farr value of the consideration
received or recavable and reprasents amounts due for goods
and services provided n the normal course of business, net of
discounts, VAT and other sales-related taxes

Sales of goods are recognised when goods are delivered and
title has passed

Interest Income 1s accrued on a time basis, by reference to the
principal outstanding and at the effective interest rate
applicable, which Is the rate that exactly discounts estimated
future cash receipts through the expected life of the flnancial
asset to that asset’s net carrying amount

Dividend income from investments 1s recognised when the
shareholders’ rights to receive payment have been established
Revenue on repeat service-based contracts I1s recognised as
services are provided

Revenue from long-term project-based contracts i1s recogrused
in accordance with the Group’s accounting policy below




2. Significant accounting policies continued

Long-term project-based and repeat service contracts
The Group has a number of long-term contracts for the
prowision of complex, project-based services Where the
outcome of such long-term project-based contracts can be
measured reliably, revenue and costs are recognised by
reference to the stage of completion of the contract activity at
the balance sheet date in accordance with IAS 18 Revenue
and IAS 11 Construction Contracts This 1s measured by the
proportion that contract costs incurred for work performed to
date bear to the estimated total contract costs, except where
this would not be representative of the stage of completion
Vanations in contract work, claims and incentive payments are
included to the extent that they have been agreed with the
customer, or are virtually certain of being received

Where the outcome of a long-term project-based contract
cannot be estimated reliably, contract revenue 1s recognised
to the extent of contract costs that it 1s probable will be
recovered Contract costs are recogmised as expenses in the
period i which they are incurred

When it 1s probable that the total contract costs will exceed
total contract revenue, the expected loss 1s recognised as an
expense immediately

All bid costs are expensed through the income statement up
to the point where contract award {or full recovery of costs) I1s
virtually certain Bid costs incurred after this point are then
capitalised within trade and other recewvables On contract
award these bid costs are amortised through the income
statement over the contract pencd by reference to the stage
of completion of the contract activity at the balance sheet
date Phase in costs directly related to phase in programmes
of contracts are treated as an integral part of contract costs
and are recogmsed on a straight-ine basis over the Iife of
the contract

Segmental information

Segmental information 1s based on internaft reports about
components of the Group that are regularly reviewed by the
Group’s Chief Operating Decision Maker (the Chief Executive
and Executive Board} in order to allocate resources to the
segments and to assess ther performance

ltems excluded from segments comprise corporate
expenses Specific corporate expenses are allocated to
the corresponding segments Segment assets comprise
goodwill, other intangible assets, property, plant and
equipment, inventories, trade and other receivables and
retirement benefit asset (excluding corporation tax
recoverable) Liabiliies comprise trade and other payables
and retirement benefit cbhigations

Inventones

Inventones are stated at the lower of cost and net realisable
value and compnse service spares, parts awaiting installation
and long-term project-based contract balances Cost
comprises direct matenals and, where applicable, direct labour
costs that have been incurred In bnnging the inventoras to
ther present location and condition
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Leases

Leases are classified as finance leases whenever the terms of
the lease transfer substantially all the risks and rewards of
ownership to the lessee All other leases are classified as
operating leases

Assets held under finance leases are recogrused as assets of
the Group at fair value or, if lower, at the present value of
mintmum lease payments determined at the inception of the
lease The corresponding hability to the lessor 1s included in
the balance sheet as a finance lease obhgation Lease
payments are apportioned between finance charges and
reduction of the lease obligation so as to achieve a constant
rate of interest on the remaiming balance of the hability Finance
charges are charged dwectly against income, unless they are
directly attnbutable to a qualifying asset, in which case they
are capitaltsed in accordance with the Group's general policy
on borrowing costs {see below)

Total rentals payable under operating leases are charged
to income on a straight-line basis over the term of the
relevant lease

Foreign currencles

Transactions in currencies other than pounds Sterling are
recorded at the rates of exchange on the dates of the
transactions At each balance sheet date, monetary assets
and hiabilities that are denom:nated in foreign currencres are
retranslated at the rates prevailing on the balance sheet date
Non-monetary assets and habiities carried at far value that
are denominated n foreign currencies are translated at the
date when the far value was determined Gains and losses
ansing on retranslation are included in the net profit or loss
for the period, except for exchange differences ansing on
non-monetary assets and habilities where the changes in farr
value are recogmsed directly in equity in the statement of
comprehensive income (SOCI)

On consohdation, the assets and habiities of the Group’s
overseas operations are translated at exchange rates prevailing
on the balance sheet date Income and expense items are
translated at the average exchange rates for the period
Exchange differences ansing, If any, are recognised directly
within equity in the Group's hedging and translation reserve
Such translation differences are recognised as income or
expenses In the period in which the operation 15 disposed of

Goodwill and farr value adjustments ansing on the acquisition
of a foreign entity are treated as assets and liabilities of the
foreign entity and translated at the closing rate

Borrowing costs

Borrowing costs directly attributable to the acquisition,
construction or production of qualifying assets, which are
assets that necessanly take a substantial pernod of time to get
ready for ther intended use or sale, are added to the cost of
those assets, until such time as the assets are substantially
ready for their mtended use or sale No such borrowing costs
have been capitalised in the current or prior years

All other borrowing costs are recognised as an income or
expense in the penod in which they are incurred



2. Significant accounting policies continued

Retirement benefit costs
Payments to defined contribution pension schemes are
charged as an expense as they fall due

For defined benefit pension schemes, the cost of providing
benefits 1s determined using the projected unit credit method,
with actuanal valuations being camed out at each balance
sheet date Actuanal gans and losses are recogrised in full in
the pencd in which they cccur They are recognised outside
the income statement and are presented in the SOCI

The current service cost represents the increase in the present
value of the plan llabilities expected to anse from employee
service In the current penod

Past service cost 1s recognised immediately to the extent
that the benefits are already vested, and 1s amortised on a
straight-line basis over the average period until the benefit
becomes vested Gains and losses on curtallments or
settlements are recognised in the peniod in which the
curtaiiment or setttement occurs

The retirement benefit obligation recogrised in the balance
sheet represents the present value of the defined benefit
obligation as adjusted for unrecognised past service costs,
and as reduced by the far value of scheme assets Any asset
resulting from this calculatton 1s imited to past service cost,
plus the present value of available refunds and reductions In
future contnbutions to the plan

The economic benefit from refunds is only recognised
to the extent that the Group has an unconditional nght to
receive a refund

To the extent that an ecanomic benefit I1s available as a
reduction in contributions and there 1S a mirimum funding
requirement, the economic benefit available as a reductton in
contributions is calculated at the present value of

a) the estimated future service cost in each year, less

b) the estimated minimum funding contnbutions required n
respect of the future accrual and benefits in that year

Defined benefit obligations ansing from contractual
obligations

Where the Group takes on a contract and assumes the
obhigation to contrnbute vanable amounts to the defined benefit
pension scheme throughout the period of the contract and it 15
not virtually certamn that the contnbutions will be recovered
from the customer, the Group’s share of the definad benefit
obhgation less its share of the pension scheme assets that it
will fund over the perniod of the contract 1s recognised as a
hablity at the start of the contract with a comresponding
amount being recognised as an intangible asset The intangible
asset, which reflects the Group's nght to manage and operale
the contract, s amortised over the contract penod The
Group’s share of the scheme assets and liabihties s calculated
by reducing the scheme assets and liabihties by a franchise
adjustment The franchise adjustment represents the amount of
scheme deficits that wilf be funded outside the contract penod
Subsequent actuanal gains and losses in relation to the
Group's share of pension obhgations are recognised outside
the income statement and are presented in the SOCI

Where the Group takes on a contract and assumes the
oblgation to contnbute vanable amounts to the defined benefit
pension scheme throughout the penod of the contract and it 1s
virtually certamn that the contnbutions will be recovered from the
customer, the Group’s share of the defined benefit obligation
{ess its share of the pension scheme assets are recognised as
a hability at the start of the contract with a corresponding
amount being recognised as a financial asset at far value,
being the farr value of the reimbursable rights In the income
statement, the expense relating to the defined beneflt plan 15
presented net of the amount recognised for reimbursement
Subsequent actuarial gains and lesses in relation to the
Group's share of pension obligations are recognised outside
the income statement and are presented in the SOC| The
change In fair value of the reimbursable rights that is not
presented In the iIncome statement is reported in the SOCI

Mult-employer pension schemes

Mutti-employer pension schemes are classified as a defined
contnbution pension scheme or a defined benefit pension
scheme under the terms of the scheme

When sufficient information ts not available to use defined
benefit accounting for a mutti-employer defined benefit
pension scheme, the Group accounts for the scheme as if it
werg a defined contnbution scheme

Taxation
The tax expense represents the sum of current tax expense
and deferred tax expense

Current tax expense 1S based on taxable profit for the year
Taxable profit differs from net profit as reported in the income
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
Group’s habiity for current tax i1s calculated using tax rates that
have been enacted or substantively enacted by the balance
sheet date

Deferred tax 1s provided, using the hability method, on
temporary differences at the balance sheet date between the
tax bases of assets and habilities and their carrying amounts
for accounting purposes

Deferred tax habilities are generally recognised for all taxable
temporary differences Deferred tax assets are generally
recognised for all deductible temporary differences, carry
forward of unused tax credits and unused tax losses, to the
extent that it 1s probable that taxable profit will be available
against which these items can be utilised

Deferred tax assets and habilities are not recogmised if the
temporary difference arises frorn goodwill or from the initsal
recogmtion of an asset and lability in a transaction other than
a business combination and, at the ime of the transaction,
affects nasther the tax profit nor the accounting profit

Deferred tax habilities are recognised for taxable temporary
differences ansing on investrnents in subsidianes and jont
ventures, except where the Group 1s able to control the
reversal of the temporary difference and it 1s probable that the
temporary difference will not reverse in the foreseeable future
The carrying amount of deferred tax assets Is reviewed at each
balance sheet date and reduced to the extent that it 1s no
longer probable that sufficient taxable profits will be avaitable
to allow all or part of the asset to be utilised




2. Significant accounting policies continued

Taxaton continued

Deferred tax ts measured at the tax rates that are expected

to apply in the period when the hability 1s settled or the asset
is realised, based upon tax rates and legislation that have
been enacted or substantively enacted at the balance sheet
date Deferred tax 1s charged or credited in the income
statement, except where it relates to items charged or credited
directly to equity, in which case the deferred tax s also
recognised in eqguity

Deferred tax assets and liabilities are offset when there 1s a
legal enforceable right to set off current tax assets against
current tax habihties and when they relate to income taxes
levied by the same tax authority where the Group intends to
settle its current tax assets and liabilities on a net basis

Research and development costs

Expenditure on research 1s recognised as an expense in the
pericd in which it is incurred Developrment costs are expensed
in the penod 1in which the costs are incurred unless the critena
for capitalisation 1s rmet (see Other intangible assets policy)

Share-based payment

The Group has applied the requirements of IFRS 2 Share-based
Payment {amended January 2008) In accordance with the
transitional provisions, IFRS 2 has been applied to all grants

of equity instruments after 7 November 2002 that were not fully
vested as of 1 January 2005

The Group 1ssues equity-settled share-based payments to
certain employees and operates an HMRC approved Save As
You Earn (SAYE) share option scheme open to elgible
employees which allows the purchase of shares at a discount
These are measurad at far value at the date of grant The fair
value 1s expensed on a straight-line basis over the vesting
period, based on the Group’s estimate of shares that will
eventually vest SAYE ophons are treated as cancelled when
employees cease to contrbute to the scheme, resulting In an
acceleration of the rernainder of the related expense

Where the far value of share options requires the use of a
valuation model, farr value 1s measured by use of the Black
Scholes, Binomiai Lathce or Monte Carlo Simulation models
depending on the type of scheme, as set out in note 33 The
expected life used in the models has been adjusted, based on
management’s best estimate, for the effects of non-transferability,
exercise restrictions, and behavioural considerations Where
relevant, the value of the option has also been adjusted to take
account of market conditions applicable to the option

Trade receivables

Trade receivables are recognised inhally at fair value and
subsequently measured at amortised cost using the effective
interest method, less provision for impairment A provision for
impairment of trade receivables 1s established when there 1s
objective evidence that the Group will not be able to ccliect all
amounts due accerding to the onginal terms of the contract.
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Significant financial difficutttes of the debtor, probability that
the debtor will enter bankruptcy or financial reorganisation,
and default or delinquency in payments are considered
indicators that a trade receivable 1s impaired The amount of
the provision 1s based on management’s best estimate of the
hkelihood of the recoverable amount The camying amount of
the asset 1s reduced through the use of a bad debt provision
account and the amount of the loss s recognised in the
Income statement within admenistrative expenses When a
trade receivable i1s uncollectible, it 1s written off against the
bad debt provision account for trade receivables Subsequent
recovenes of amounts previously wntten off are credited
against administrative expenses

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand and balances
with banks and simitar institutions, which are readily convertible
to known amounts of cash and which are subject to insignificant
changes in value and have a matunty of three months or less
This definition 1s also used for the cash flow statement

Dividends

Dividends are recorded in the Group's consclidated financial
statements in the penod in which they are approved by the
Group's shareholders

Loans

Loans are inthially stated at the amount of the net proceeds
after deduction of i1ssue costs The camying amount of loans
hedged by denvatives 1s increased by the finance cost in
respect of the accounting period and reduced by payments
made in the period Loans which are unhedged are stated at
amortised cost with accrued interest recorded separately from
the associated borowings within current habiities

Lcans are described as non recourse loans and classified as
such only if no Group company other than the relevant
borrower has an obligation, under a guarantee or other
arrangement, to repay the debt
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2, Sugnificant accounting policies continued

Derivative financial instruments and hedging activites
The Group enters into a vanety of denvative financial
instruments to manage the exposure to interest rate and
foreign exchange nsk, including foreign exchange forward
contracts and interest rate swaps Further details of derivative
financial instruments are given in note 25

Derivatives are inttially recogmised at far value at the date a
denvative contract I1s entered into and are subsequently
remeasured to ther far value at each balance sheet date

A derivative with a positive fair value 1s recognised as a
financial asset whereas a denvative with a negative fair value
1s recogrised as a financial hability The resulting gain or loss 1S
recognised in profit or loss immediately unless the derivative

is designated and effective as a hedging instrument, in which
event the timing of the recognition in profit or loss depends on
the nature of the hedge relationship The Group designates
certain denvatives as ether hedges of the farr value of recognised
assets or habilttes or term commitments {fair value hedges},
hedges of highly probable forecast transactions or hedges

of foreign currency nisk of firm commitments (cash flow
hedges), or hedges of net investments in foreign operations

A denvative I1s presented as a non-current asset or a non-current
labiity if the remaimng matunty of the instrument 1s more than
12 months and 1t ts not expected to be realised or settled
within 12 months. Other denvatives are presented as current
assets or current habilittes

Embedded derivatives

Dervatives embedded in other financial instruments or other
host contracts are treated as separate denvatives when their
nsks and charactenstics are not closely related to those of the
host contracts and the host contracts are not measured at far
value through profit or loss

Hedge accounting

The Group designates certain hedging instruments, which
include dernvatives, embedded dervatives and non-dernvatives
in respect of foreign currency nsk, as either farr value hedges,
cash flow hedges, or hedges of net investments in foreign
operations Hedges cf foreign exchange nsk on firm
commitments are accounted for as cash flow hedges

At the inception of the hedge relationship, the entity
documents the relationship between the hedging instrument
and the hedged item, along with its sk management
objectives and its strategy for undertaking vanous hedge
transactions Furthermore, at the inception of the hedge and
on an ongoing basis, the Group documents whether the
hedging instrument that s used in a hedging relationship 1s
highly effective in offsetting changes in farr values or cash
flows of the hedged item

Detaits of the fair values of the dervative tnstruments used for
hedging purposes and movements in the hedging and
translation reserve in equity are detailed in the SOCI| and
descnbed in note 25

Fair value hedges

Changes in the fair value of derivatives that are designated and
qualfy as far value hedges are recorded in profit or loss
immediately, together with any changes 1n the farr value of the
hedged item that is attnbutable to the hedged nsk The change
in the far value of the hedging instrument and the change in
the hedged item attnbutable to the hedged risk are recognised
in the ine of the ncome statement relating to the hedged tem

Hedge accounting 1s discontinued when the Group revokes the
hedging relationship, the hedging instrument expires or is sold,
terminated, exercised, or no longer qualifies for hedge
accounting The adjustment to the carrying amount of the
hedged item ansing from the hedged nisk 1s amortised to profit
or loss from that date

Cash fiow hedges

The effective portion of changes in the farr value of denvatives
that are designated and qualfy as cash flow hedges are
deferred in equity The gamn or loss relating to the ineffective
portion I1s recognised immediately 1n profit or loss

Amounts deferred in equity are recycled in profit or loss m the
periods when the hedged item 1s recogrused in profit or loss,
in the same line of the income statement as the recognised
hedged item However, when the forecast transaction that

1s hedged results in the recognition of a non-financial asset
or a non-financial hability, the gains and losses previously
deferred in equity are transferred from eguity and included in
the initial measurement of the cost of the non-financial asset
or non-financial habtlty

Hedge accounting 1s discontinued when the Group revokes the
hedging relationship, the hedging instrument expires or 15 sold,
terminated, exercised, or no longer qualifies for hedge
accounting Any cumulative gain or loss deferred in equity at
that time remains in equity and 1s recognised when the forgcast
transaction 1s uttimately recognised in profit or loss When a
forecast transaction 15 no longer expected to occur, the
cumulative gain or loss that was deferred in equity 1s recognised
immediately in profit or loss

Provisions

Prowisions are recogrised when the Group has a present
obligation as a result of a past event, and it ts probable that the
Group will be required to settle that obligation Provisions are
measured at the Directors’ best estimate of the expenditure
required to settle the obhgation at the balance sheet date




2, Significant accounting pohicies continued

New standards and interpretations not applied

At the date of authorsation of these Financial Statements,

the following Standards and Interpretations which have not
been applied in these financial statements were In 1ssue but
not yet effective {and in some cases had not yet been adopted
by the EU}

IFRS 1 (amended) / IAS 27
(amended)

Cost of an Investment in a
Subsidiary, Jointly Controlted
Entity or Associate

IFRS 3 (revised 2008} Business Combinations

IAS 27 {revised 2008) Consolidated and Separate

Financial Statements

IAS 28 {revised 2008)
iImprovements to IFRSs
{Aprl 2009}

Investments in Associates

IFRIC 17 Distnbutions of Noan-cash

Assets to Owners

The Directors do not anticipate that the adoption of these
standards and interpretations will have a matenal impact on
the Group's financial statements in the penod of initial
application, with the exception of the treatment of acquisition
of subsidiaries when IFRS 3 (revised 2008) comes into effect
for business combinations for which the acquisition date is on
or after the beginmng of the first annual perod beginning on or
after 1 July 2009 If IFRS 3 (rewised 2008) had been adopted in
these accounts, directly attnbutable acquisition costs of £2 Om
(2008 £8 O0m) would have been expensed dunng the year
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3. Cnrtical accounting judgements and key sources
of estimaton uncertainty

Critical judgements in applying the Group's accounting
policies

In the process of applying the Group’s accounting policies,
which are descnbed in note 2, management has made the
following judgements that have the most significant effect
on the amounts recogmised in the financial statements (apart
from those involving estimations which are dealt with below)

Revenue and profit recognition of long-term project-based
contracts

Revenue and profit 1s recogrised for certain long-term
project-based contracts based on the stage of completion
of the contract activity This 1s measured by the proportion of
costs incurred to estimated whole-Iife contract costs except
where this would not be representative of the stage

of completion.

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key
sources of estimation uncertainty at the balance sheet date,
that have a significant nsk of causing a matenal adjustment to
the carrying amounts of assets and liabilities within the next
financial year, are discussed below

Impairment of goodwill

Determining whether goodwill 13 impared requires an
estimation of the value in use of the CGUs to which goodwill
has been allocated The value in use calculation involves an
estimation of the future cash flows of CGUs and also the
selection of appropniate discount rates, which involves
Jjudgement, to use to calculate present values (note 13) The
carrying value of goodwill 1s £898 4m (2008 £963 2m restated)
at the balance sheet date

Retirement benefit obhgations

The calculation of retirement benefit obhgations 1s dependent
on material key assumptions incfuding discount rates, future
returns on assets and future contribution rates (note 26) The
value of retirement benefit obligations at the balance sheet
date 1s £284 2m (2008 £177 1m) The value of retirement
benefit assets 1s £nil (2008 £62 4m) Detalls of the impact

of changes in assumptions relating to retirement benefit
obligations are disclosed in the Finance Review (page 44}




4. Reavenue

An analysis of the Group’s revenue 1s as follows

2009 2008

£m £m

Rendering of services 3,824.0 2,950 3
Revenue from long-term project-based contracts 146.0 1732
Revenue as disclosed in the Consalidated Income Statement 3,970.0 3,1235
Investment revenue (note 8) 2.7 82
Total revenue as defined in IAS 18 3,972.7 3,1317

5. Segmental information

Information reported to the Group’s Chiat Operating Decision Maker (the Chief Executive and the Executive Board) for the
purposes of resource allocation and assessment of segment performance focuses on the categones of customer identified using
ther respective markets Dstails of the different products and services provided to each operating segment are provided in the

Our business and Qur performance sections The Group's reportable cperating segments under IFRS 8 are

Reportable segments

Operating segments
Cvil Government - home affarrs, welfare to work, healthcare, integrated services, IT and BPQ, education

and children’s services and consulting
Defance - provision of operational suppart services to the armed forces of the UK, the US,

Canada, Germany and Australa
provision of transport services in the UK, Austraha, the Middle East and the US
Science - science-based business including scientific research and nuclear industnes

Transport

The followtng I1s an analysis of the Group's revenue and results by operating segment in the year ended 31 December 2009.

Reportable segments

Year ended 31 December 2009 Cwvil
Governmant Defence Transport Science Total
£m £m £m £m £m
Revenue 1,556.1 1,019.9 7887 605.3 3,970.0
Resuft
Segment result 77.8 78.3 36.0 63.7 255.8
Corporate expenses {43.7}
Operating profit 2121
Investmant revenue 2.7
Finance costs 37.7)
Profit before tax 1771
Tax (46.9)
Profit for the year 130.2
Capital expenditure including acquisitions
Property, plant and equipment 323 1.2 9.4 2.9 51.8
Goodwill 6.2 - - - 6.2
Intangible assets segments 9.1 1.5 - - 10.6
Intangible assets corporate 6.9
17.5
Depreciation and amortisation
Deprectation 21.6 5.2 6.1 1.5 344
Amortisation segments 14.4 53 10.0 1.9 30.8
Amortisation corporate 9.7
40.5
Segment assets
Reportable segment assets 1,110.6 496 6 205.6 316.1 2,128.9
Corporate assets 30.0
2,158.9
Segment habilities
Reportable segment habilities (376.2} {138.6) (152.7} (282.8) (950.3)
Corporate hatilities (138.6}

(1,088.9)




5. Segmental information continued

Reportable segments
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Year ended 31 December 2008 Civil
Government Defence Transpart Science Total
£m £m £m £m £m
Revenue 1,127 3 7858 6708 5396 3,123 56
Resuit
Segment result 552 591 297 516 195 6
Corporate expenses (39 6)
Operating profit 156 0
Investment revenue 82
Finance costs (28 1)
Profit before tax 136 1
Tax (36 5)
Profit for the year 996
Capital expenditure including acquisttions
Property, plant and equipment 340 64 112 07 523
Goodwill (as previously stated) 2334 134 2 - - 3676
Farr value adjustments in respect of 2008 acquisitions (note 15) {15) - - - (15)
Goodwill (restated) 2319 134 2 - - 366 1
Intangible assets segments (as previously stated) 398 253 17 ca 676
Farr value adjustments in respect of 2008 acquisitions {note 15) 14 - - - 14
Intangible assets segmentat (restated) 412 253 17 08 69 0
Intangible assets corporate 70
760
Depreciation and amortisaton
Depraciation 135 41 46 38 280
Amortisation segments 147 07 49 15 218
Amortisation corporate 75
293
Segment assets
Reportable segment assets (as previously stated) 1,138 2 5856 168 5 2602 2,152 56
Fair value adjustments in respect of 2008 acquisitions {note 15) (14) - - - (1 4)
Reportable segment assets {restated) 1,136 8 5856 168 5 2602 2,1511
Corporate assets 67 6
2,2187
Segment liabilities
Reportable segment habiities (as previously stated) (382 0} (175 7) {141 2) (249 9) (948 8)
Fair value adjustments in respect of 2008 acquisitions (note 15) 13 - - - 13
Reportable segment habilities (restated) (380 7) (175 7) (141 2) (249 9) (947 5)
Corporate liabilities (18 5)

(966 0)
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5 Segmental information continued

As previously
stated Restated*
2009 2008 2008
£m £m £m
Segment assets comprise:
Goodwill 898.4 964 7 263 2
Other intangible assets 164.4 1913 1927
Property, plant and equipment 129.2 1154 1154
Trade and other recevables non-current 181.4 1211 1211
Retirement benefit assets - 624 62 4
lnventories 659 502 502
Trade and other recewvables current excluding Corporation tax recoverable 719.6 7150 7137
2,158.9 22201 2,2187
“Note 15
As previously
stated Restated"
2009 2008 2008
Em £m fm
Segment liabilities comprise.
Trade and other payables current {(771.6) (754 7) {756 2)
Trade and other payables non-current (23.1) {35 5) (327
Retirement benelit obhgations (294 2) (177 1) (177 1)
{1,088.9) (967 3) {966 ()
*Note 15
Qeographical information
Year ended Year ended
31 December 2009 31 December 2008
Non-current Non-cument
Revenue assoets* Revenug assets
£m £m €m
United Kingdom 2,541.9 734.9 2,334 6 6743
United States 819.2 404.8 3114 4845
Other countnes 608.9 233.7 4775 2336
3,970.0 1,373.4 3,1235 1,392 4

“Non-current assets exclude financial instruments, deferred tax assets and retirement benefit assets

Revenues from external customers are attributed to individual countries on the basis of the location of the custormer.

Information about major customers

The Group has two major governmental customers which each represent more than ten per cent of Group revenues
The customers’ revenues were respectively £2,351 6m (2008 £2,174 8m) across all reported segments and £796 1m

(2008 £293 6my) across all reported segments other than the Science segment
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6. Operating profit
Operating profit 1s stated after charging/(crediting)

2000 2008
£m £m
Net foreign exchange {gains)/fiosses {3.4) 10
Research and development costs 471 432
L oss/profity on disposal of property, plant and equipment 290 {4 ©)
Depreciation and imparment of property, plant and equipment (note 16) M4 260
Amortisation of intangible assets ~ ansing on acquisition (note 14) 17.6 g2
Amortisation and imparment of intangible assets - other (note 14) 229 201
Staff costs (note 7) 1,628.4 1,306 0
Bad debt prowvision charged to income statement {(note 19) 1.4 13
Fair value adjustment on financial instruments
- recycling of amounts on discontinued cash flow hedges (note 25(e)) 0.2 01
- forward foreign exchange contracts non-designated hedges (note 25(a)) a.0 13
Operating lease payments 104.5 g7
Operating lease income {0.1) 01)

Amounts payable to Deloitte LLF and their associates by the Company and its subsidiary undertakings in respect of audit and
nen-audit services are shown below

2009 2008
£m £m
Fees payable to the Company’s auditors for the audit of the Company’s annual accounts 0.9 09
Fees payable to the Company’s auditors and therr associates for other services to the Group
- audit of the Company’s subsidiaries pursuant to legislaton 0.7 07
Total audit fees 1.6 16
Other services pursuant to legislation 0.1 g2
Tax services 0.2 02
Other services 0.3 04
Total non-audit fees 0.6 08
7. Staff costs
The average monthly number of employees (including executive directors) was
2009 2008
Number Number
Civil Government 33,392 19,380
Defence 12,555 11,564
Transport 8,073 7.595
Science 3,424 3,882
Unaliocated 266 263

57,710 42,664

Average monthly numbers of employees for joint ventures are included on a propertionately consoldated basis in the
table above

Aggregate remuneration compnsed

2009 2008

£m £m

Wages and salares 1,402.1 1,114 0
Social secunty costs 126.7 991
Other pension costs (note 26) 92.4 859
1,621.2 1,299 0

Share-based payment expense (note 33) 7.2 70

Total staff costs 1,628.4 1,306 0




8. Investment revenue

2009 2008
£m £m
Net fair value adjustments on derivative financial instruments - 03
Interest receivable by PFI companies - 10
Interest recevable on other loans and deposits 2.7 69
27 82
9. Finance costs
2009 2008
m £m
Interest payable on non recourse loans 1.6 27
Intarest payable on obligations under finance leases 1.8 13
Interest payable an other loans 26.8 235
Movement in discount on provistons and deferred consideration 1.2 -
Net interest payable on retirement benefit obligations (note 26) 6.3 06
37. 281
10 Tax
10{(a) Income tax recognised in the income statement
2009 2008
£m £m
Current income tax
Current income tax expense 56.2 327
Adjustments in respect of pnor years @.1) 28)
Deferred tax
Current year (2.0) g9
Adjustments in respect of pnor years 1.8 {23)
46.9 365
The tax expense for the year can be reconciled to the profit in the Consolidated Income Statement as follows
2009 2008
£fm Em
Profit before tax 1771 136 1
Tax calculated at a rate of 28% (2008 28 5%) 49.6 38.8
Expenses not deduchble for tax purposes 3.8 59
Unrelieved tax losses 2.1 04
Effect of the use of unrecognised tax losses {0.4) (19
Untaxed income (0.9) (0.7}
Overseas rate differences 3.4 2.3
Tax incentives (3.49) (3.2)
Adjustments in respect of prior years 7.3) (51)
Tax charge 46.9 365
10(b) Income tax recognised in the SOCI
2009 2008
£m £m
Current tax
Relating to cash flow hedges 0.3 -
Recorded in Retirement benefit obligations reserve {0.5) -
Recorded in Share-based payment reserve {3.2) {09)
Deferred tax
Relating to cash flow hedges 7 39
Recorded in Retirement benefit obligations reserve (39 1) 168
Recorded in Share-based payment reserve (10} 15
{45.2) 213
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11, Dividends
2009 2008
£m £m
Amounts recognised as distributions to equity holders in the year:
Final dividend for the year ended 31 December 2008 of 3 52p per share on 481 1 million ordinary shares
(2008 final dvidend for the year ended 31 December 2007 of 3.02p per share on 480 2 million
ordinary shares) 16.9 145
Intenm dividend for the year ended 31 December 2009 of 1 85p per share on 489 0 million ordinary
shares (2008 intenm dividend for the year ended 31 December 2008 of 1 48p per share on 480 3 mdlion
ordinary shares) 9.0 7.1
25.9 216
Proposed final dwvidend for the year ended 31 December 2009 of 4 40p per share on 487 5 million
ordinary shares (2008 3 52p on 481 1 million ordinary shares) 21.4 169

The proposed final dwvidend for 2009 1s subject to approval by shareholders at the Annual General Meeting and has not been
included as a habihty in these financial staternents A dividend wawver 15 effective for those shares held on behalf of the Company
by its Employee Share Ownership Trust (note 30(c))

12. Earnings per share

Basic and diluted earnings per ordinary share (EPS} have been calculated 1n accordance with IAS 33 Earnings per Share EPS s
shown both before and after amortisation of intangible assets ansing on acquisition (note 14) to assist in the understanding of the
underlying performance of the business

The calculation of the basic and dijuted EPS I1s based on the following data

Number of shares

2009 2008
Millions Miliens
Weighted average number of ordinary shares for the purpose of basic EPS 486.6 4857
Effect of dilutive potential ordinary shares share options 5.6 73
Weighted average number of ordinary shares for the purpose of diluted EPS 492.2 4930
Earnings
Per share Per share
Earnings amount Earnings amount
2009 2009 2008 2008

£m Pence £m Pence
Earnings for the purpose of basic EPS bemng net profit attnbutable to the
equity holders of the parent 130.2 26.76 995 20.49
Add back
Amortisation of intangible assets ansing on acquisition, net of tax
of £4 1m (2008 R0 om) 135 2.77 8.3 171
Adjusted earnings before amortisation of intangible assets arising on acquisition 143.7 20.53 107.8 22 20
Earnings for the purpose of basic EPS 130.2 26.76 985 2049
Effect of dilutive potential ordinary shares - {0.31) - {0 31)
Diluted EPS 130.2 26.45 89 5 2018

At 31 Decemnber 2009 options over 894,000 (2008 1,955,000) shares were excluded from the weighted average number of shares
used for calculating diluted EPS because their exercise price was above the average share price for the year and they were,
therefore, anti-dilutive
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13. Goodwill
Cost

£m
At 1 January 2008 5421
Additions 3676
Exchange differences 550
At 31 December 2008 (as previously stated) 964 7
Fair value adjustments on 2008 acquisitions {note 15) {15)
At 1 January 2009 (restated) 963.2
Additiong 6.2
Reduction in deferred consideration payable on Amtech Private Limited (Infovision) (16.5)
Exchange differences (54.5)
At 31 December 2609 898.4

Additions dunng the year include goodwill in respect of the acquisitions of Sandrunner Limited and GSTS Pathology LLP {note 15)

The goaodwill acquired in business combinations 1s allocated, at acquisition, to the cash-generating urits (CGUSs) that are

expected to benefit from that bustness combination Goodwill has been allocated to CGUs in the following reportable segments

Cost
As previously

stated Restated”
2009 2008 2008
£m £€m £m
Cwil Government 509.4 548 4 5469
Defence 2571.7 2806 2806
Transport 211 214 214
Science 110.2 1143 1143
At 31 December 898.4 964 7 963 2

‘Note 15

The Group tests goodwill annually for impairment, or more frequently If there are indications that goodwill rmight be impaired The

recoverable amount of each CGU is based on value in use calculations

Key assumptions

The value in use calculations use cash flow projections based on financial plans approved by semor management covenng a

five-year penod The key assumptions used are discussed below

Short-term growth rates

Short-term revenue growth rates used in each CGU five-year plan are based on internal data regarding the current pipeline of

opportunities and published industry forecasts for the relevant market

Short-term growth rates are talored for each CGL taking into account the long-term contractual nature of revenues generated by
the Group As at 31 December 2009, the Group as a whaole had revenue visibility of 91% for the next 12 month penod based

upon the order book Visibility of ptanned 2011 and 2012 revenues are already 76% and 64% respectively

Current identified opportunities at 31 December 2009 total £17 1bn Appropnate new bid and re-bid win rates are included within

each CGU forecast Group wide, these rates are 50% and 90% respectively
Further discussion of the Group's order bock and pipeline 1s provided in the Our business and Our performance sections

Termunal growth rates

The cash flows subsequent to the flve-year period are based upon management’s estimate of the growth rates of the sectors in

which the CGUs operate The terrunal growth rates applied vary between 1 1% and 6 0%

These rates do not exceed the average long-term growth rates forecast for the individual market sectors
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13. Goodwill continued

Capital expenditure

Forecast capital expenditure 1s based on past practices, expectations of revenue growth and future expected capital
requirements of existing opportunities within the pipeline for each CGU

Discount rate

The underlying discount rate is based on the UK ten-year gilt rate adjusted for an equity nsk premium and the systematic risk of
the Company Management uses this pre-tax discount rate and adjusts for the nsks specific to each of the CGUs, including
consideration of

+« Customer type
90% of the Group’s revenues are denved from government contracts and the Group’s management of credit nsk 1s disclosed
in note 25(h) In preparation of the impairrment reviews an additional premium 1s added for new, ron government customers, if,
in management's view, the credit nsk 1s higher than other contracts within our porticho

+ GContract length
The majonity of the Group’s contracts within the CGUs are long-term 1n nature and the average length remaning on our
significant contracts is nine years For CGUs with contracts of a shorter duration, management consider whether it s
appropnate to add a contract length prermum to the base discount rate

+ Acquisition
A higher discount rate 1s apphed to acquisitions to reflect any implementation nsks within the acquisition business model until
these entities have been fully integrated into the Group structure

s Qeographic
Consideration 1s given to the country in which a CGU operates, and an adjustment 1s applied if management considers that
the economic nisk s greater than that imphcit in the base discount rate

* Technology
If a CGU is reliant upon new technology iImplementations to secure future revenue streams, an appropriate technology
premium 1s added to the base discount rate

The discount rate ranges applied are disclosed below

2009 2008

% %

Cil Government 10.6-11.8 106-118
Defence 10.6 - 11.6 106-116
Transport 11.1-11.6 111-131
Science 106 -11.8 106-118

Sensitvities
Sensttivity analysis has been undertaken on each goodwill impatrment review, by increasing the nsk element of the discount rate,
and other applicable vanables for each CGU The following CGU impairment tests were noted

+ The pnincipal CGU within the Civil Government segment Is our core technology business The goodwill attnbutable to this
CGU as at 31 December 2009 was £274 5m Due to the potenhal impact of the adverse market conditions currently affecting
the IT sector, the Group has undertaken extensive imparment testing Consistent with the testing conducted for the year
ended 31 December 2008, this has included adjustments to growth rates, discount rates and a reduction in significant
contract wins None of these impairment sensitivities, either indvidually or combined, resulted in the carmmying value of
goodwill in respect of this business being reduced to the recoverable amount

* The Transport segment contains six CGUs including a CGU involved in the provision of aviation ground handling services and
a CGU involved in the provision of tounst ratl travel

* The goodwill attmbutable to the provision of aviation ground handling services 1s £4 Bm As siated in the Annual Review
and Accounts for the year ended 31 December 2008, sensitivity analysis indicated a future possible impairment if market
condittons detenorated During 2009, adverse market conditions have continued to preval and the cash flow of the
business i1s dependent upon successfully securnng a number of business opportunities Should these not be secured, a
goodwill impairment charge may be required

* The goodwill attributable to the provision of tounst raill travel ts £7 7m At the beginning of the financial penod, the fair
value of goodwill was substantially in excess of the book value Dunng 2009, the challenging economic environment
affected the tounsm industry and, to a lesser extent, the financial performance of this CGU While management 1s
confident of the ability of this business to generate future cash flows in excess of goodwill, an extended penod of reduced
passenger yields could result in the CGU requiring a goodwill impairment charge




102

14. Other intangible assels

Acqunsition retated Other
Software
Licences and Pension
GCustomer and davelopment related
relationships  franchises expenditure intangibles Total
£m £m £m £m £m
Cost
At 1 January 2009 (restated) 77.5 68.1 1208 28.7 2931
Arnsing on acquisition 0.2 - - - 0.2
Additions - - 17.3 - 17.3
Disposals - (1.8) {4.2) - (8.0)
Reclassifications to property, plant and eguipment - - {0.5) - 05
Exchange differences {6.0) 3.2 0.5 (0.1) 2.4)
At 31 December 2009 .7 69.5 133.9 26.6 301.7
Amortisation and impairment
At 1 January 2009 124 36.9 39.1 12.3 100.4
Charge for the year 10.9 6.7 189 3.0 4085
Disposals - {1.8) (4.2) - (6.0}
Exchange differences {0.5) 2.3 0.7 (0.1) 24
At 31 December 2009 22,5 44.1 55.5 15.2 1373
Net book value
At 31 December 2009 49,2 25.4 78.4 11.4 164.4
Acquisition related Other
Software
Licences and Pension
Customer and development related
relationships franchises  expenditure intangibles Total
£m £m £m £m £m
Cost
At 1 January 2008 22 4 620 939 267 2050
Arsing on acquisition 537 - 05 - 542
Additions - - 204 - 204
Exchange differences 14 61 46 - 121
At 31 December 2008 (as previously stated) 775 681 1194 267 29017
Fair value adjustment ansing on 2008 acquisitions (note 15) - - 14 - 14
At 31 December 2008 (restated) 775 68 1 1208 267 2931
Amortisation and impairment
At 1 January 2008 84 277 202 93 656
Charge for the year 31 61 171 30 293
Exchange differences 06 31 18 - 55
At 31 December 2008 121 369 391 123 100 4
Net book value
At 31 December 2008 (restated) 654 312 817 14 4 1927

Customer relationships acquired during the year are amortised over the average length of contracts acquired
Amortisation of ntangibles ansing on acquisition consists of amortisation in refation to Customer relationships, and Licences and

franchtses and totals £17 6m (2008 £9 2m)

The Group Is carrying £78 4m (2008 £81 7m restated) in relation to Software and development expenditure which includes

assets relating to Formula 100, the Group’s gtokal SAP rollout, of £32 8m (2008 £37 6m) The amortisation period of this asset
has five years {2008 six years) remaining The Group 1S carrying £49 2m (2008 £65 4mj) in relation to Customer relationships of
which the principal component is £39 2m (2008 £51 8mj) relating to Sl International, Inc  The remaining average fe of these

Gustomer relationship intangible assets 1s approximately six years
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15. Acquisitions

During the year, the Group paid £5 9m and £3 7m of acquisition related costs and deferred purchase consideration in relation to
its acquisitions in December 2008 of Sl International, Inc (SI) and Amtech Private Limited (Infovision), respectively

During the year, the Group acquired shareholdings in two companies

a) Cn 28 January 2009, the Group acquired 100% of the share capital of Sandrunner Limited Net assets acquired total £0 2m
purchased for consideration of £1 3m, consisting of £0 3m of cash and £1 Om in deferred consideration resulting n £1 1m of
gocdwill relating to future opportunities in consulting Sandrunner Limited 1s a management consultancy based in the UK

b) On 2 February 2009, the Group acquired a 50% interest in GSTS Pathology LLP (GSTS) from Pathology Services Limited, a
subsidhary of the Guy’s and St Thomas’ NHS Foundation Trust (the Trust} GSTS provides pathology services to the Trust and
various third parties Related net cash outflows on acquisition were £4 8m consisting of £5.5m consideration (including
directly attributable costs) and £0.7m of cash acquired. Net assets acquired total £0 4m Goodwill of £5 1m has been
recognised relating to futura opportunities in pathology services

These transactions have been accounted for in accordance with IFRS 3 Business Combinations

Amendments to provisional tarr value adjustments

During December 2008, Serco acquired Sl and Infovision Due to the proximity of the transactions to the year end, the fair values
of the acqlired companies' assets, labilihies and contingent liabilities, as disclosed in the 2008 Financial Statements, were
determined provisionally

The farr value adjustments arising from the acquisition of Sl and Infovision were finalised in the current year, with adjustments

made to the previously published far values The Consolidated Balance Sheet at 31 December 2008 has been restated to reflect
the finahsation of the fair value adjustments

Sl
Net habilities on acquisition
Final farr

Provisional value Fawr
far value  adpustments value
fm £m £m
Intangible assets 518 - 518
Property, plant and equipment 53 - 53
Trade and other receivables 915 75 990
Cash and cash equivalents 132 - 132
Trade and other payables (62 Q) - 620
Loans (69 9} - (69 9}
Deferred tax habilities {14 2) 01 {14 1)
Provisions {25 1) 7 6) (32 7)
Net liabilihes acquired {9.4) - (9.4)

The fair value adjustments represent management’s best estimate of the adjustments required to restate the assets and liabilities of
Sl to far value at acquistion The far value adjustments pnncipally relate to the finahsation of the acquisition related taxation position

Infovision

Net assets on acquisition

Final far
Provisional vatue Far
fair value  adjustments value
£m £m £m
Intangible assets 21 14 35
Property, plant and eguipment 54 - 54
Trade and other receivables 99 (1 3) B6
Deferred tax assets 02 03 05
Trade and other payables (104 13 e
Loans 30 - (30)
Provisions 22 {02 24
Net assets acquired 2.0 1.5 3.5

The farr value adjustments represent management'’s best estimate of the adjustments required to restate the assets and habilities
of Infowvision to fair valus at acquisition The far value adjustments principally relate to recognition of intangible assets and
restatement of trade receivables to reflect their recoverability
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16. Property, plant and equipment

Machinery,
Short- motor
Freshold leazohoild vetucles,
tand and building furmture and
buildings improvements  equipment Tota
£m £m £m €m
Cost
At 1 January 2009 7.6 39.0 246.4 203.0
Additions 0.1 11.0 39.6 50.7
Reclassification from mtangible assets - - 0.5 0.5
Disposals - {2.6) (32.7) (35.3)
Arsing on acquisition - - 1.1 1.1
Exchange differences {0.3) {0.3) 103 9.7
At 31 December 2009 7.4 471 265.2 319.7
Accumulated depreciation and impairment
At 1 January 2009 3.3 17.9 156.4 177.6
Charge for the year 0.2 4.9 29.3 344
Disposals . {2.0) {27.6) (29.6)
Exchange differences {0.2) {0.6) 8.9 8.1
At 31 December 2009 3.3 20.2 167.0 190.5
Net book value
At 31 December 2009 4.1 26.9 98.2 129.2
Machinery,
Short- motor
Freehold leasehoid vehicles,
land and building  fumniture and
buildings Improvements equipment Total
£m o £ £m
Cost
At 1 January 2008 64 293 2055 2412
Additions 01 59 353 413
Disposals (0 1) (10) (22 9) {24 Q)
Ansing on acquisition - 26 84 110
Exchange differences 12 22 201 235
At 31 December 2008 76 390 246 4 2930
Accumulated depreciation and impairment
At 1 January 2008 25 140 12986 1461
Charge for the year 03 35 222 260
Disposals 01} (0 8) (103) {112
Exchange differences 06 12 14 9 167
At 31 December 2008 33 179 156 4 1776
Net book value
At 31 December 2008 43 211 800 1154

The carrying armount of the Group's Machinery, motor vehicles, furmiture and equipment includes an amount of £22 1m
(2008 £17 Om) in respect of assets held under finance leases

The carrying amount of the Group’s Short-leasehcld bulding improvements includes an amount of £3 Om (2008 £2 4m) in

respect of assets held under finance leases
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17. Joint ventures

The Group's interests in joint ventures are reported in the consolidated financial statements using the proportionate
consclidation methed

The effect of the Group’s joint ventures on the Consolidated Income Statement and Consolidated Balance Sheet 1s as follows

Income statement

2008 2008
£m £m
Revenue 786.0 7197
Expenses {724.5) {671 4)
Operating profit 61.5 483
Investment revenue 1.0 51
Finance costs {0.5) 07)
Profit before tax 62.0 527
Tax {14.9) (132)
Share of post-tax results of joint ventures 471 395
Operating prefit 1s after allocating £2 8m (2008 £4 7m) of costs incurred by Group
Balance sheet
2009 2008
£m £m
Non-current assets 186.4 128 8
Current assets 1454 177
Current habilties (129.8) (115 8)
Non-current habilities {(162.5) {103 7)
Net assets 39.5 270
18. Inventories
2009 2008
£m £m
Service spares 226 16.4
Parts awaiting installation 18.0 11.9
Long-term project-based contract balances 25.3 21.9
65.9 502

As at 31 December 2009, £mil (2008 £rul) of advances received from customers were included within Long-term project-based

contract balances As at 31 December 2009, the Group had £nil (2008 £nif) of contract retentions held by customers
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19. Trade and other receivables

2009 2008
£m £m
Trade and other recevables: non-current
Amounts owed by joint ventures 27 19
Amounts recoverable on retirement benefit obligations {note 26) 144.3 896
Other debtors 344 296
181.4 1211
As previously
stated Restated"
2009 2008 2008
£m £m £m
Trade and other receivables' current
Trade receivables 514.7 5251 5232
Other amounts recoverable on contracts 65.2 615 615
Prepayments and accrued income 81.4 841 841
Other debtors 58.3 44 3 44 9
719.6 7150 7137
Corporation tax recoverable 1.3 45 120
720.9 7195 7257
“Note 15
The Directors estimate that the camying amount of trade recewvables approxminates to their far value
As at 31 December 2009, trade receivables of £4 6m {2008 £2 7m) were considered to be impaired Impairments to trade
recevables are based on specific estimated irrecoverable amounts and general prowvisions on outstanding balances greater
than a year old unless there i1s firm evidence that the balance 1s recoverable The amount of the provision was £3 4m as at
31 December 2009 {2008 £2 7m) primarly because our customers either have a sovereign cradit rating being government
organisations or are blue chip private sector companies
The ageing of trade receivables is as follows
As previously
stated Restated"
2009 2008 2008
£m £m £m
Neither billed, impaired nor past due 438.5 463 3 463 3
Not impaired but overdue by less than 30 days 40.9 373 373
Not impaired but overdue by between 30 and 60 days 11.8 123 104
Not impaired but overdue by more than 60 days 223 122 122
Impaired 4.6 27 27
Bad debt provision (3.4) 27} 27
514.7 5251 5232
*Note 15
Movements in the Group bad debt provision are as follows
2009 2008
£m £m
At 1 January 27 14
Charged to income statement 1.4 13
Utiised {0.6) {0 6)
Arising on acquisition - 03
Exchange differences {0.1}) 03
At 31 December 3.4 27

The maximum exposure to credit nsk in refation to trade receivables at the reporting date 1s the fair value of trade recewvables

The Group does not hold any collateral as securtty.
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Other Other
Sterling currencies Total Sterling currencies Total
2009 2009 2000 2008 2008 2008
£m £m £m £m Em £m
Cash of project compantes secunng credit obligations* - 4.3 4.3 - 41 41
Customer advance payments® - 6.9 6.9 - 63 63
Other cash and short-term deposits 200.8 107.4 308.2 108 8 1316 240 4
Total cash and cash equivalents 200.8 116.6 3194 108 8 142 0 2508

*Cash of project companies and customer advance payments totalling £11 2m (2008 £10 4} are encumbered cash balances

Cash and cash equivalents (which are presented as a single class of assets on the face of the balance sheet} compnse cash at
bank and other short-term highly iquid investments with a matunty of three months or less

21. Loans
Non Non
recourse Other racourse Other
loans loans Total loans Ioans Total
2009 2009 2009 2008 2008 2008
£m £m £m £m £m £m
Loans are repayable as follows
On demand or within one year 72 1035 110.7 65 303 368
Betwegen one and two years 73 145.8 1531 68 64.6 714
Between two and five years 145 351.4 365.9 208 8710 5918
After five years - 24.2 24.2 - 477 477
29.0 624,9 653.9 341 7136 7477
Less amount due for settlement within one year
{shown within current liabilities) 7.2) (103.5) {110.7) (6 5) {30 3) (36 B)
Amount due for settlement after one year 21.8 521.4 543.2 276 6833 7109

The carrying amounts and fair values of the loans are as follows

Carrying amount Fair value
2009 2008 2008
£m £m £m £m
Non recourse loans 20.0 341 313 380
Other loans 624.9 7136 638.8 7288
653.9 747 7 670.1 766 8

The farr values are based on cash flows discounted using a rate based on the borrowing rate associated with the loan. All loans

are held at amortised cost
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22. Deferred tax

Deterred tncome taxes are caiculated in full on temporary differences under the kability method using local substantively enacted

tax rates

The gross movement on the deferred income tax account is as follows

As previously
stated Restated"
2009 2008 2008
£m m fm
At 1 January - liability/{asset) 5.9 {29 §) (29 6)
Income statement (credit)/charge (haote 10) {0.2) 66 66
Acquisitions/disposals - 71 67
ltemns recogmsed in equity and in other comprehensive Income {41.8) 222 222
Exchange differences {2.9) - -
At 31 December - (asset)/liability {39.0) 63 59
‘Note 15
The movement in deferred tax assets and habilities dunng the year was as follows
Share-based
Temporary payment
differances and Retirement Derivative Other
on assets/ employse benefit financial  temporary
intangibles benefits schemes Instruments differences Totad
£m £m £m £m £m £m
Al 1 January 2009 (restated) 26.5 (18.7) 7.5 0.6 {10.0) 59
Charged/(credited) to income statement {0.5} 1.5 6.2 0.1 7.5) (0.2}
tems recogmised In equity and in other
comprehensive income - (1.0) {39.1) 1.7 - {41.8)
Exchange differences (3.4} 0.4 - - 0.1 (2.9)
At 31 December 2009 22.6 (17.8) {25.4) (1.0) {17.4) {39.0}
The movement in deferred tax assets and liabilities dunng the previous year, as restated, was as follows
Share-based
Temporary payment
differences and Other
on assets/ employee Retirement Denvative temporary
intangibles benefits beneft financial differences Total
Restated* Restated* schemes  instruments Restated” Restated
£m £m m £m £m £m
At 1 January 2008 80 (197 (15 4) 30) 05 {29 6)
Charged/(credrted) to income statement 24 27 61 - 08 66
Acquistions/disposals 21 4 31 - {¢3) {11 3) 67
ltems recognised in equity and i other
comprehensive iIncome {5 3) 68 16 8 39 - 222
At 31 December 2008 (restated) 265 {187) 75 06 {10 0) 59
*Note 15

Deferred income tax assets and habihties are offset when there is a legally enforceable nght to set off current tax assets against
cutrent tax habiliies and when the deferred income taxes relate to the same fiscal authority. The following is the analysis of the

deferred tax balances (after offset) for financial reporting purposes

As previousty
stated Restated"
2009 2008 2008
£m £m £m
Deferred tax hiabilities 9.0 259 259
Deferred tax assets {48.0) {19 6) (20 0)
{39.0) 63 59

*Note 15
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At the balance sheet date, the Group did not recognise deferred tax assets of £5 6m (2008 £9 7m) which principally relate to
unused tax losses of £26 1m (2008 £28 Om} Losses of £1 3m expire within five years, losses of £2 1m expire within six to ten
years, losses of £11 8m expire within 15 to 20 years and losses of £11 1m may be carned forward indefinitely
At the balance sheet date, the aggregate amount of temporary differences associated with undistnbuted sarnings of subsidianes
for which deferred tax habilities have not been recognised was £0 4m (2008 £7 5m) No labilty has been recognised in respect
of these differences bacause the Group 1s In a position to control the timing of the reversal of the temporary differences and it 1s
probable that such differences will not reverse n the foreseeabie future The temporary differences at 31 December 2009 are
significantly reduced from the previous year as a result of a change to UK tax legislation which largely exempts from UK tax,

overseas dividends received on or after 1 July 2009 The temporary differences at 31 December 2009 represent only the

unrermitted earnings of those overseas subsidianes where remittance of those earnings may shill result in a tax liability, prncipally
as a result of dividend withholding taxes levied by the overseas tax junsdictions in which these subsicianes operate

23. Obligations under finance leases

Prasent Present
valua of value of
Minimum minimum Minmum minwmum
lease laase lease leasa
payments payments payments payments
2009 2009 2008 2008
£m £m £m £m

Amounts payable under finance leases
Within one year 7.5 6.0 58 45
Between one and five years 17.6 15.3 126 107
After five years 3.0 2.7 23 20
28.1 24.0 207 172
Less future finance charges {4.1) - (3 5) -
Present value of lease obligations 24.0 240 172 172
Less amount due for setilement within one year (shown under current habilibies) (7.5} {6.0) {5.8) 4 5)
Amount due for setlement after one year 16.5 18.0 11.4 127

Finance lease obligations are secured by the lessors’ title to the leased assets

The Dirgctors estimate that the fair value of the Group's lease obhigations approxirnates therr carmying amount
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24, Tracde and other payables

As praviously

stated Restated"
2009 2008 2008
£m £m £m

Trade and other payables: current
Trade creditors 197 7 2250 2265
Other creditors 126.4 1326 1326
Accruals and deferred income 447.0 397 1 397 1
Amounts owed to joint ventures 0.5 - -
771.6 7547 756 2

Note 15

The average credit penod taken for trade purchases 1s 32 days (2008 28 days) The Dwrrectors estimate that the fair value of trade

credrtors approximates to their carrying amount

As previously
stated Restated"
2000 2008 2008
£m £m £m
Trade and other payables: non-current
Other creditors 231 354 326
Amounts owed to joint ventures - 01 01
23.1 355 327
*Note 15
25, Financlal risk management
The Group held the following financial instruments at 31 December
Camying
amount Carrying
Carrying As praviously amount
amount stated Restated"
2009 2008 2008
£m £m fm
Financial assets
Denvative financial instruments at farr value 3.9 106 106
Loans and recewvables at amortised cost - Trade receivables (note 19} 514.7 5251 5232
- Other financial assets (note 25{f)} 0.8 14 14
- Cash and cash equivalents {note 20) 319.4 250 8 2508
838.8 7879 7860
Financial liabilities
Denvative financial instruments at far value 72 {4.6) 46)
At amortised cost - Loans (note 21) {653.9) (747 7) (747 7)
- Trade creditors (note 24) {197.7) (225 0) {226 5)
- Obligations under finance leases {note 23) {24.0) {17 2) (17 2)
(882.8) (994 5) {996 Q)
Net financial instruments {44.0) (206 6) {2100)

“Note 15




25(a) Derivative financiat instruments

(1)) Fair value of denvative financial instruments
The farr values of denvative financial instruments are calculated based on a discounted cash flow analysis using appropnate

guoted interest rates for the duratton of the instruments as noted below.

* Currency swaps and interest rate swaps
Measured at the present value of estimated future cash flows The present value of foreign currency balances are converted

at the year end exchange rate

+* Forward foreign exchange contracts

Measured using quoted forward exchange rates matching the matunties of the contracts

e Commodity futures contracts
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Meastired at the present value of estmated cash flows with reference to quoted forward prices for Gas O1l Where forward
prices are not avaiable for Gas Qil the equivalent forward pnce data for Brent Crude has been used as the two prices are

closely related

The classificaton of the fair value measurement falls into three levels, based on the degree to which the far value 15 observable

The levels are as follows

Leve! 1 derwved from unadjusted quoted prices in active markets for identical assets or liabihities,

Level 2 derwved from other observable market data for the assets or liabilities, and

Level 3 denved from valuation techniques using data that 1s not based on observable market data
Based on the above, the denvative financial instruments are considered to fall nto Level 2 There were no transfers between

Level 1 and 2 dunng the year

{ir} Movement in derivative financial instruments
The fair valuation of denvative financial instruments resuits in a net lability of £3 3m (2008 £6 Om net asset), comprising

non-current assets of £2 5m (2008 E5 6m), current assets of £1.4m (2008 £5 0m), current habiities of £5 5m (2008 £4 2m)
and non-current llabilities of £1 7m (2008 £0 4m)

Movement Movement
nfair  in fair value
value of of non- Gash flow

1 January cash flow designatsd hadges 31Decamber
2009 hedges hedges disposed of 2009
£m £m £m £m £m
Currency swaps 4.2 {4.7) - - (0.5}
Forward foreign exchange contracts 2.2 {1.5) (3.0) - {2.3)
Interest rate swaps - {2.1) - - (2.1}
Commodity futures contracts {0.4} 2.0 - - 1.6
6.0 {6.3) (3.0) - {3.3)

Movement Movement

nfar o far value

value of of non- Cash flow

1 January cash flow designated hedges 31 December
2008 hedges hedges  disposed of 2008
£m £rn £m £m £m
Currency swaps 63} 1053 - - 42
Forward foreign exchange contracts 4 3} 52 13 - 22
Interest rate swaps (2 0) o8 03 09 -
Commodity futures contracts 20 (2 4) - - {0 4)
(10 6) 141 16 09 60
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25({b} Financial risk

The Board 1s ultimately responsible for ensuring that financial and non-financial risk ansing from financial instruments 1
monitored and managed within acceptable and known parameters The Board delegates authonty to the executive team to
manage financial nsks The Group's treasury functicn acts as a service centre and operates within clearly defined guidehnes and
policies that are approved by the Board The guidebnes and policies define the financial nsks to be managed, specify the
objectives in managing these nsks, delegate responsibilities to those managing the risks, and establish a control framework to
regulate treasury activities to minimise operational nsk

25(c) Credit facilities

The Group maintains committed credrt facilittes to ensure that it has suffictent iquidity to mamtain its ongoing operations The
Group’s main facility 15 a £400m revolving credit facility, expinng in September 2013 As at 31 December 2009 drawings were US
Dollar 195m As at 31 December 2008, the bank facility compnsed of term loans of £26m and US Dollar 229m The Group also has
facilittes consisting of a £35m revolving credit facility and US Dollar 488m term loan facility, both fully drawn at 31 December 2008
and at 31 December 2008 The £35m facility expires in December 2011, whilst the US Dollar 488m facifity amortises from 2010
and exprres in September 2013 These facilities werae principally raised to finance the acquisition of Sl

The banking faciihes are unsecured and have financial and non-financial covenants and obligations typical of

these arrangements

The Group has outstanding private placements of £117m which amortise in equal annual instalments from 2011 to 2015 The
private placements comprise a tranche of £83m and a tranche of US Dollar 55m, which 1s hedged by two cross currency swaps
{note 25(e))

25(d} Liquidity risk management

The Group's financial habilites will be settled on a net basis based on the remaining period from the balance sheet date to the
contractual matunty date The amounts disclosed below are the contractual undiscounted cash flows based on the earliest date
on which the Greup can be required to pay

Between Between
On demand ohe two
or within and two and five After five

one year years yoars years Total
£m £m £m £m £m
Trade creditors 197.7 - - - 197.7
Finance leases 7.5 7.8 9.8 3.0 28.1
Loans 110.7 153.1 365.9 24,2 653.9
Loan interest 28.0 20.5 28.3 1.2 76.0
Derwvative financial labilities 5.7 1.2 0.4 - 7.3
At 31 December 2009 347.6 182.6 404.4 284 963.0

Between Beatween

On demand one two

o within and two and five After five

one year years years years Total
£m £m £m bug] £m
Trade creditors {as previously stated) 2250 - - - 2250
Fair value adjustments relating to 2008 acquisitions (note 15) 15 - - - 15
Trade creditors (restated) 2265 - - - 2265
Finance leases 58 62 64 23 207
Loans 368 714 5918 477 747 7
Loan mnterest 281 269 531 36 1117
Denvative financial habthities 13 02 02 - 17

At 31 December 2008 (restated) 298 5 104 7 6515 536 1,108 3
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25(d} Liquidity risk management continued

The maturity of the farr value of denvative financial instruments 1s as follows

Forward

foreign Commodity

Currency exchange interest futures
SWaps contracts rate swaps contracta Total
£rm £m £m £m fm
On demand or within one year (0.1} (1.7} (3.1) 0.8 (4.1)
Between one and two years {0.2) (0.3) 05 0.8 0.8
Between two and five years {0.2) (0.3) 0.5 - -
After five years - - - - -
At 31 December 2009 {0.5) (2.3) {2.1} 1.6 (3.3)

Forward foreign exchange contracts compnse a non-current asset of £0 6m (2008 £1 0m), a current asset of £0 6m
(2008 £4 8m), a currant hability of £2 3m (2008 £3 4m), and a non-current hability of £1 2m (2008 £0 2m)

Forward

foreign Commadity

Currency exchange Interest futures
swaps contracts rate swaps contracts Total
£m £m £m £m £m
On demand or within one year 02 15 - {0 8) 09
Between one and two years 02 02 - - 04
Between two and five years 23 05 - 04 32
After five years 15 - - - 15
At 31 December 2008 42 22 - {0 4) 60

25(e) Foreign exchange risk

(1) Transactional

The Group's business does not involve a significant amount of cross-border trade and therefore the Group 1s not exposed to
substantial foreign currency transaction nsk as sales and costs are closely matched within each overseas operation Any matenal
transactional exposures that do arise are hedged by the Group's treasury function using forward foreign exchange contracts

(1) Translational

The foreign exchange exposure on the US Dollar tranche of the private placements has been fully hedged into Sterling The
exposure on US Dollar drawings under the bank facilities 1s hedged against the nst investment in our US business

Central funding of indvidual businesses gives nse to monetary assets and liabilittes Tha currency of funding 1s selected to
ensure that any foreign exchange nsk resides with Group This risk is then managed by the Group’s treasury function, using
forward foreign exchange contracts and any natural hedge positions that may exist

{in) Forward foreign exchange contracts and currency swaps

The Group utilises currency denvatives to hedge significant future transactions and cash flows The Group 1s party to a vanety of
forergn currency forward contracts and swap contracts in the management of its exchange rate exposures These contracts are
pnimarnly denominated 1n the currencies of the Group’s principal markets
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25{e) Foreign exchange risk continued

At the balance sheet date, the net total nolional amount of outstanding forward forergn exchange and currency swap contracts to
which the Group 1s committed 1s £74 8m (2008 £99 7rm) These arrangements are mamnly designed 1o address significant
exchange exposures for the next six years (2008 seven years)

Cash flow hedges

At 31 December 2009, the Group held a number of currency swaps designated as cash flow hedges Fixed interest cash flows
denorminated in US Dollars are exchanged for fixed interest cash flows denominated in Sterling The profite of these currency
swaps held by the Group 1s as follows

Recevable Payable Receivable Payable

Notional USD interest GBP interest Notiona! USD interest  GBP interest

amount rate rate amount rate rate

2009 2009 2009 2008 2008 2008

Matunity USDm % % USDm % %
August 2015 350 57 57 350 57 57
August 2015 200 57 57 200 57 57

The Group also held a number of forward foreign exchange contracts designated as cash flow hedges with a notional amount of
£21.3m (2008 £52 2m)

All currency denvatives designated as cash flow hedges are highly effective and the farr value loss of £6 2m (2008 £15 7m gan)
has been deferred in equity No balances in relation to ineffectiveness have been recogrised i the Consolidated Income Statement
except for a previously discontinued cash flow hedge Amounts in the hedging reserve are recycled to the income statement as
the hedged transactions affect the income statement A loss of £0 2m (2008 £0 1m) has been included in the Consolidated
Income Statement, and the remaining loss of £0 4m (2008 £0 6m) 15 expected to be recogmsed n the Consolidated Income
Statement in future penods

{v) Hedges of net investments in foreign entitias

The Group has US Dollar denominated barrowings, some of which have been designated as a hedge of part of the net
investment in its acquired subsidianes in the US, and Euro denominated borrowings, some of which have been designated as a
hedge of part of the net investment in its subsidianes in Europe The carrying vatue of the designated borrowings was £386 2m
{2008 £426 Om) The foreign exchange gan of £47 Om (2008 £16 1m loss) on translation mto Sterling of the borrowings has
been recogmised within the Group's Hedging and translation reserve The hedge I1s highly effective No amounts have been
recognised In the income statement

{v) Currency sensitivity

The Group’s currency exposures that result In net currency gains and losses in the incorne statement and equity anse

principally from US Dollar and Canadian Dollar financial instruments At 31 December 2009, if the US Dollar had weakened

by ten per cent against Sterfing, with all other variables held constant, post-tax profit for the year would have been £0 1m lower
(2008 £0 tm higher) mainly as a result of movements on working capital Equity would have been £31 2m higher (2008 £34 8m)
mamly due to exchange gains on net investment hedges denominated in US Dollars However, this would be predominantly offset
by exchange losses on the retranslation of the net assets of the US subsidianies At 31 December 2009, if the US Dollar had
weakened by ten per cent against the Canad:an Dollar, with all other vanables held constant, post-tax profit for the year would
have been unaffected (2008 E0 3m lower} Equity would have been £0 6m higher (2008 £0 5m) due to Canadian Dollar
denominated non-current intercompany borrowings
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25() Interest rate nsk

The Group's policy 15 to hedge core bottowing requirements to protect against adverse interest rate movements Exposure to
interest rate nsk arises pnincipally on changes to US Dollar and Sterling interest rates

(1) Interest rate managemant
An analysis of financial assets and liabiities exposed to interest rate rnisk 1s set out below

Financial assets

Woeighted Weighted
avarage fixed average fixed
Floating Fixed interest rate Fleating Fixed mterest rate
rate rata raceived rate rate received
2009 2009 2009 2008 2008 2008
£m £m % £m £m %
Cash and cash equivalents 3194 - 2508 -
Other financial assets 0.2 0.6 6.00 02 12 600
319.6 0.6 2510 12
Financial iabihties
Woeighted Weighted
average fixed average fixed
Fleating Fixed interest rate Floating Fixed interest rate
rate rate pad rate rate paid
2009 2009 2000 2008 2008 2008
£m £m % £m £m %
Non recourse Canadian Dollar loans - 29.0 8.27 - 341 527
Sterling foans A 118.6 5.83 483 1198 580
US Dollar loans 144.2 278.7 3.20 5347 - -
Other loans 12.2 0.1 12.00 75 33 12 59
227.5 426.4 5905 157 2

Exposure to interest rate fluctuations 1s mitigated through the use of interest rate denvatives Excluded from the above analysis is
£24 Om of amounts payable under finance leases, which are subject to fixed rates of interest (2008 £17 2m)

(1) Interest rate swaps
During 2009 the Group entered into interest rate swaps to manage Its exposure to interest rate rnisk on US Dollar 450m of its debt
by swapping floating for fixed interest rates The profile of the interest rate swaps 15 as follows

Payable
USD weighted
average Reaceivabla
Notional interest USD interast
valus rate rate
2009 2009 2009
Maturity Usbm % %
March 2011 150 1.60 3 month USD LIBOR
March 2012 300 1.83 3 month USD LIBOR

The swaps were designated as cash flow hedges and are highty effective The fair value loss of £2 1m has therefore been deferred
within equity (2008 £0 8m gamn} The gain in 2008 related to interest rate swaps held by Kilmarnock Prison Services Limited,
which was sold by the Group on 23 June 2008

(i) Interest rate sensitivity

The following sensitivity analysis has been determuned on the exposure to interest rates for both denvatives and financial habilities
at the balance sheet date and on average balances held throughout the year A 100 basis point increase in interest rates with

all other vanables held constant would have resulted in a gamn on post-tax profit for the year to 31 December 2009 of £0 3m
(2008 £1 1m loss) The gain on equity due to a 100 basis point movement would have been £4 3m (2008 £1 2m) due to
movements in the far value of denvative financial instruments held as cash flow hedges
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25(g) Price risk

The Group 1$ exposed to commodity price nsk through its joint venture rail operations due to the volatiity in the prnice of fuel The
profile of the commodity denvatives used by the joint ventures te reduce this nsk is as follows

Payabls Receivable

MNotional fixed floating

value rate rate”

2009 2009 2009

Maturity Million litres p per litre uUsb

September 2010 9.4 3380 0.1% NWE

September 2011 44.9 28.95 0.2% NWE
*North West Europe pnce with 0 1% or 0 2% sulphur content

Payabils Recewvable

Notional fixed floating

value rate rate*

2008 2008 2008

Matunty Million Iitrers p per litre USsD

September 2009 94 34 10 01% NWE

September 2010 125 33 80 01% NWE

September 2011 713 2895 D2% NWE

“North West Europe price with 0 1% or 02% sulphur content

All commodity denvatives were designated as cash flow hedges and were highly effective The £2 Om gain (2008 £2 4m loss) in
the fair value has therefore been deferred within equity

Price risk sensitivity

An increase of US Dollar 0 2 per htre in the price of fuel at the balance sheet date would resuft in a £3 5m increase in equity
(2008 £6 5m) The sensitivity to changes in fuel pnces resulting from changes in exchange rates 1s included within the currency
sensitivity analysis (note 25(e))

25(h) Credit risk

The Group’s principal financial assets are cash and cash equivalents and trade and other recewvables

The Group's credit nsk 1s relatively low because a high proportion of our customers have a sovereign or sovereign-like credit
rating and the Group has a large number of counterparties and customers External credit checks are completed for all new

non Government customers before signming a contract above £100,000 Credit vetting for new Government body customers 1s
performed by an internal review of the chent's ability to pay and timekness of payment The review includes a consideration of the
expected contract budget as well as economic and industry factors and the budget holders’ position within the Government
body At quarterly intervals, a management credit worthmass review for all ongoing customers with matenal cutstanding balances
1s undertaken, including an assessment to determine if there has been any deterioration :n the customer’s payment history and a
review of the total credit authorised to the customer throughout the Group

The Group's treasury function only transacts with counterparties that have, as a rmimirnum, long-term public ratings from
recognised credit rating agencies of at least two *A’ ratings It also ensures that no exposure to any one institution at any grven
time exceeds a pre-approved exposure hrmit

25(i) Capital risk management

The Group's key objectives when managing caprtal are to ensure the Group has sufficient funds to meet current and future
business requirements, to provide returns for shareholders and benefits for other stakeholders and to maintain an optimal capital
structure

Access to capital takes many forms and includes access to the equity market, debt capital market and bank market During
2009, the Group maintained sufficiant debt facilities that ensured its objectives were met
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26. Retirement benefit schemes

The Group has accounted for pensions in accordance with 1AS 19 Employee Benefits The Group operates and 1s a member of a
number of defined benefit schemes and defined contribution schemes The pension charge for the year ended 31 December 2009,
including the proportionate share of joint vantures, was £92 4m (2008 £85 9m)

26(a) Defined benefit schemes

The Group operates defined benefit schemes for qualifying employees of its subsidianes in the UK and Europe In addion, the
Group has interests in joint ventures, which operate defined benefit schemes for qualifying employees

The assets of the funded plans are held independently of the Group’s assets tnh separate trustee administered funds The Group's
major plans are valued by independent actuanes annually using the projected unit credit methad This reflects service rendered
by employees to the dates of valuation and icorporates actuanal assumptions primanly regarding discount rates used in
deterrmining the present value of benefits, projected rates of salary growth, and long-term expected rates of return for plan
assets Discount rates are based on the market yelds of high-quality corporate bonds in the country concerned Long-term
expected rates of return for plan assets are based on published brokers' forecasts for each category of scheme assets. Pension
assets and liabiities in different defined benefit schemes are not offset untess the Group has a legally enforceable nght to use the
surpius in one plan to settle obligations in the other plan and intends to exercise this nght

The amounts recogrised in the balance sheet are grouped together as follows

Contract specific - Virtually certain costs reimbursed

The Group has an obligation to contnbute to the pension scheme over the term of the contract At rebid any deficit or surplus
would transfer to the next contractor Throughout the contract, it 1s virtually certain that the Group will be rembursed the
expenditure required to settle the defined benefit cbligatton The Group's share of the defined benefit obligation less its share of
the farr value of scheme assets that it will fund over the penod of the contract has been recognised as a habiity The Group has
recognised the nght to reimbursement as a separate asset

in the Income statement, the expense relating to this defined henefit plan has been presented net of the amount recogmsed for
the reimbursement, resulting in a mil charge to the income statement

Contract specific — Not certamn costs remmbursed

These are pre-funded defined benefit schemes The Group has obligations to contribute vanable amounts to the pension
schemes over the terms of the related contracts At rebid any deficit or surplus would transfer to the next contractor The Group
has recognised as a hability the defined benefit abligation less the far value of scheme assets that it will fund over the period of
the contracts with a corresponding amount recogrised as intangible assets at the start of the contracts Subsequent actuanal
gains and losses in relation to the Group’s share of the pension obligations have been recognised in the SOCI The intangible
assets are amortised over the term of the contracts

Non conliract specific

These consist of a pre-funded defined benefit scheme {the funding policy of which is to contribute such vanable amounts, on the
advice of the actuary, as will achieve 100% funding on a projected salary basis) and an unfunded defined benefit scheme, both
of which do not relate to any specific contract Any habilities anising are recognised in full
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26(a) Defined benefit schemes continued

The assets and habibties of the schemes at 31 December are

Wirtually Mot certan Non
certaim costs cosis contract
reimbursed reimbursed spacific Total
2000 2009 2000 2009
£m £m £m £m
Scheme assets at fair value
Equities 143.6 230.0 414 415.0
Bonds except LDI 52.7 20.9 15.2 88.8
Liability driven investments (LD} - - 493.6 493.6
Gilts - 54.4 0.9 §5.3
Property 16.4 204 8.9 45.7
Cash and cther 11.8 26.3 193.2 231.3
Annuity policies - 2.9 243 27.2
Fair value of scheme assets 224.5 354.9 777.5 1,356.9
Present value of scheme habilities {368.8) {476.3)} {899.3) (1,744.4)
Net amount recognised {144.3) (121.4) {121.8) (387.5)
Members' share of surplus - 33.5 3.3 36.8
Franchise adjustment - 58.0 - 58.0
Effect of IFRIC 14 - - (1.5) (1.5)
Net pension liability (144.3) (29.9) (120.0) {204.2)
Related assets
Intangible assets (note 14) - 11.4 - 1.4
Trade and other receivables (note 19) 144.3 - - 144.3
144.3 11.4 - 155,7
Virtually Not certain Non
certain costs costs contract
rembursed reumbursed spacific Total
2008 2008 2008 2008
fm £m fm £m
Scheme assets at fair value
Equities 1020 194 4 163 5 4599
Bonds except LDI 451 106 13 4 691
Liability driven investments (LDI) - - 4807 4807
Gilts - 485 01 48 6
Property 142 196 g2 430
Cash and other 16 3 223 241 627
Annuity policies - 19 282 301
Farr value of scheme assets 1776 297 3 7192 1,194 1
Present value of scheme Labilities (267 2} (356 4) {7198) (1,343 4)
Net amount recognised (89 6) {59 1) {0 6) (149 3)
Members' share of deficit - 17.0 16 186
Franchise adjustrment - 177 - 77
Effect of IFRIC 14 adoption - - 17 17
(89 6) (24 4) {4y {1147
Analysed as:
Net pension liability {89 6) (24 4) 83 1) (177 1)
Net pension asset - - 62 4 62 4
Related assets
Intangible assets (note 14) - 14 4 - 144
Trade and other racevables (note 19) 896 - - 896
896 14 4 - 1040

Labidities in relation to unfunded schemes included above amount to £48 7m (2008 £51 2m)
Certain of the Group’s non contract specific schemes have a Liability Driven investment {LD{) strategy which aims to reduce
volatility nsk by better matching assets to labiliies. The main asset classes that make up the LDI investments are gilts and
corporate bonds with inflation and interest swap overays, and the assumed expected rate of return is taken to be gilts +0 7%

(2008 gits +0 3%)
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In some schemes, employee contributions vary over time to meet a specified proportion of the overall costs, including a
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proportion of any deficit The habilities recogrnised 1n the balance sheet for these schemes are net of the proportion atinbuted to
employees In addition, the amcunts charged to the Income statement for these schemes are net of the proportion attnbuted

to employees The amounts attributed to employees are shown separately in the reconciliation of changes in the fair value

of scheme assets and liabilities
The amounts recognised in the Financial Staternents for the year are analysed as follows

Virtuatly  Not certain Non
certain costs costs contract
reimbursed  reimbursed specific Total
2009 2009 2009 2009
£m £m £m £m
Recognised in the income statement
Current service cost - employer 7.0 12.2 14,7 33.9
Past service cost - - 0.7 07
Reimbursed to employer 7.0) - - 7.0}
Recognised in arriving at operating profit - 12.2 154 27.6
Expected return on scheme assets — employer (12.2) (14.3) {35.3) {61.8)
Interest on franchise adjustment - {1.1) - 1.1)
Interest cost on scheme liabilities — employer 18.1 158 414 731
Reimbursed to employer {3.9) - - (3.9)
Finance cost - 0.2 6.1 6.9
Included within the SOCI
Actual return on scheme assets 38.3 42.5 609 141.7
Less expected return on scheme assets {12.3) {19.9) {36.3) (68.5)
26.0 22.6 246 73.2
Other actuanal gains and losses (85.2) (89.4) {157.6) (332.2)
Actuarial losses recognised in the SOCI (59.2) {66.8) (133.0) (259.0)
Change in IFRIC 14 - - 0.1 0.1
Change n franchise adjustment - 39.3 - 39.3
Change in members’ share - 16.7 1.8 18.5
Reimbursed to employer 59,2 - - 59.2
Actuarial gains on reimbursable rights 59.2 56.0 1.9 1171
Total pension cost recognised in the SOCI - {10.8) {131.1) {141.9)
Virtually Not certain Non
certain costs costs contract
rembursed  rembursed specific Total
2008 2008 2008 2008
£m £m 'm fm
Recognised in the income statement
Current service cost - employer 116 159 199 47 4
Past service cost - - 11 11
Reimbursed to employer {11 6) - - {11 6)
Recognised in arriving at operating profit - 159 210 369
Expected return on scheme assets - employer (17 4) {18 4) 43 1) {78 9)
Interest on franchise adjustment - (14) - {14
Interest cost on scheme habilities = employer 17.1 168 467 806
Reimbursed to employer 0.3 - - 03
Finance (income)/cost - 30) 36 06
Included within the SOCI
Actual return on scheme assets (67 6) {77 3) (308 (175 7)
Less expected return on scheme assets {17.4) {26 0) (44 6) (88 0)
(85 0} (103 3) (75 4) (263 7)
Other actuanal gains and losses 53.1 700 149 3 2724
Actuanal gains and losses recognised in the SOCI (31.9) {33 3) 739 87
Change in IFRIC 14 - - (17 0N
Change in franchise adjustment - (13) - (13
Change in members’ share - 200 17 217
Reimbursed to employer 319 - - 319
Actuarial gains on reimbursable rights 319 187 - 506
Total pension {credit}/cost recognised in the SOCI - {14 6) 739 593
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26(a) Defined benefit schemes contmued

Cumulative actuanal losses recognised since 1 January 2004 are £53 5m (2008
Changes in the fair value of plan habilities are analysed as follows

gamns of £88 4m)

Virtually Not cartain Non
certain costs costs contract
reimbursed  rexmbursed specific Total
£m £m tm £m
At 1 January 2008 296 6 3917 B126 1,5009
Adoption of IFRIC 14 - - 404 404
Current service cost — employer 116 159 199 47 4
Current service cost — employee - 59 06 85
Past service costs - - 11 11
Plan participants’ contributions 16 05 13 34
Interest cost — employer 171 16 8 487 808
Interest cost - employee - 60 12 72
Benefits paid (6 6) {10 4) (67 1) (84 1)
Actuanal gains and losses 53 1) (70 0) (149 3) (272 4)
Exchange differences - - 124 124
At 1 January 2009 267 2 356.4 719.8 1,343.4
Current service cost - employer 7.0 12.2 14.7 33.9
GCurrent service cost - employee - 4.8 0.6 54
Past service costs - - 0.7 0.7
Plan participants’ contributions 25 0.7 1.1 4.3
Interest cost - employer 16.1 15.6 414 73.1
Interest cost — employee - 6.0 1.1 71
Benefits paid {9.2) (8.8} (33.4) (51 4)
Actuarial gains and losses 85.2 89.4 157.6 3322
Exchange differences - - (4.3) 4.3)
At 31 December 2009 368.8 476.3 899.3 1,744.4
Changes in the fair value of plan assets are analysed as follows
Virtually Not cartain Non
cortain costs costs contract
reimbursed reimbursed specific Total
£m £m £m £m
At 1 January 2008 2359 362 2 7447 1,342 8
Adoption of IFRIC 14 - - 404 404
Expected return on plan assets — employer 174 18 4 431 789
Expected return on plan assets — employee - 76 15 91
Employer contributions 143 170 300 613
Contributicns by employees 186 58 18 92
Benefits paid 686 (10 4} (67 1) 84 1)
Actuanal gains and losses (85 0) (103 3} (75 4) (263 7)
Exchange differences - - 02 02
At 1 January 2009 177.6 297.3 719.2 1,194
Expected return on plan assets —~ employer 12.2 14.3 353 618
Expected return on plan assets — employee - 5.6 1.0 6.6
Employer contributions 15.4 17.9 29.1 624
Contributions by employees 25 6.0 1.6 10.1
Benefits paid 9.2} (8.8) {33.4) {51.4)
Actuanal gains and losses 26.0 22.6 24.6 73.2
Exchange differences - - 0.1 0.1
At 31 December 2009 224 5 354.9 777.5 1,356.9

No assets are invested In the Group's own financial instruments, properties or other assets used by the Group
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26(a) Defined benefit schemes continued

History of expenence gains and {losses)

2009 2008 2007 2006 2005
Experience adjustments arising on scheme assets:
Amount {£m}) 73.2 (263 7y 14 458 103 6
Percentage of scheme assets 5% (22)% - 4% 10%
Experience adjustments arising on scheme liabllities
Amount (£m) {58.2) 01 51) (13 1) 118
Percentage of the present value of scheme liabilities (3)% - - 1Y% 1%
Fair value of scheme assets (Em) 1,356.9 1,184 1 1,342 8 1,186 8 9927
Present value of scheme liabilities (Em) {1,744.4) (1,3434) (1,5009) (1,4651) (1.,3471)
Deficit (£Em) (387.5) (149 3) (158 1) (278 3) {354 4)

The normal contnbutions expected to be paid dunng the financial year ending 31 Dacember 2010 are £60 7m

Assumptions in respect of the expected raturn on plan assets are based on market expectations of returns over the life of the
related obligation Due consideration has been given to current market conditions as at 31 December 2009 In respect to inflation,
interest, bond yields and equity performance when selecting the expected return on assets assumptions

The expected yield on bond investments with fixed interest rates is derived from their market value The yield on equity
investments contains an additional premium (an ‘equity nsk premium’) to compensate investors for the additional anticipated
returns of holding this type of investment, when compared to bond yields Management have considered the impact of the
adverse changes and volatiity in the equity market in 2009 and have concluded that an ‘equity nsk premium’ of 4 19615
appropnate at 31 December 2009 (2008 4 1%)

The overall expected return on assets 15 calculated as the weighted average of the expected returns for the principal asset
categones held by scheme

2009 2008
% %
Main assumptions,

Rate of salary increases 3.70 310
Rate of increase in pensions in payment 3.30 260
Rate of increase in deferred penstons 3.30 2 60
Inflation assumption 3.30 260
Discount rate 5.80 6 00
Expected rates of return on scheme assets Equities 8.60 795
Bonds except LDI 5.80 600
LDI 5.20 415
Gilts 4.50 385
Property 8.75 510
Cash and other 0.50 200
Annuity pelicies 5.80 6 00
2008 2008
Years Years

Post-retirement mortality:
Current penstoners at 65 - male 20.3 203
Current pensroners at 65 — female 23.2 232
Future pensioners at 65 - male 21.6 216

Future pensioners at 65 - female 24.4 244
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26(b) Defined contribution schemes

The Group paird employer contnbutions of £49.4m (2008 £34 7m) into UK and other defined contnbution schemes, foreign state

pension schemes and multi-employer schemas, including those of joint ventures

Pre-funded definad benefit schemes treated as dafined contnbution

Serco accounts for certain pre-funded defined benefit schemes refating to contracts as defined contribution schemes because
the contnbutions are fixed until the end of the current concession and at rebid any surplus or deficit would transfer to the next

contractor Cash contnbutions are recognised as pension costs and no asset or liability is shown on the balance sheet

27. Provisions

Employee

related Property Contract Other Total

£m £m £m £m £m

At 1 January 2008 90 47 47 02 186
Ansing from acquisibions - 93 74 106 273
Charged to iIncome statement 06 - - 03 09
Released to iIncome statement B7N (4 3} {10 - 90)
Utiised during the year 07 {@1) - {01) (09)
Exchange differences 07 02 01 02 12
At 31 Decermnber 2008 (as previously stated) 59 98 112 112 381
Farr value adjustments on 2008 acquisitions (note 15) - - - 78 78
At 1 January 2009 (restated) 5.9 0.8 1.2 19.0 45.9
Charged to income statement 2.4 - 0.9 1.9 5.2
Released to income statement - - {0.5) - (0.5)
Utihsed during the year (0.6) (1.2) 0.7) (2.8} {5.3)
Movement in discount rate - 0.4 0.3 - 0.7
Exchange differences - {(10) (0.8} (1.8} 3.0
At 31 December 2009 1.7 8.0 10.4 16.2 423

Employee related provisions relata to long-term service awards and termunal gratuities habilities which have been accrued and are
based on contractual entittement together with an estimate of the probabilities that employees will stay untl retirement and

receive all relevant amounts

Property provisions relate to leased properties which are ether under utiised or vacant and where the unavoidable costs

assoclated with the lease exceed the economic benefits expected to be gained Management has calculated the provision based

on the discounted cash outflows reguired to settle the lease obhigations

Contract provisions pnmarily relate to SI where, as required under IAS 37, a provision has been taken for a loss making onerous
contract Management has used the present value of the estimated future cash outflows required to settle the contract obligations

in determining the provision

Other provisions are held for legal and other costs that the Group expects to incur over an extended penod These costs
are based on past expenence of similar tems and other known factors and represent management's best estimate of the

hkely outcome

28. Share capital

Number Number
2000 2008 2008 2008
£mn Millions £ Millions

Issued and fully paid-
486,764,440 (2008 485,051,557) ordinary shares of 2p each at 1 January 9.7 486.8 97 4851
Issued on the exercise of share options 0.1 4.1 - 17
490,912,075 {2008: 486,764,440) ordinary shares of 2p each at 31 December 9.8 490.9 97 4868

Al the Company's 2009 Annual General Meeting sharehalders appraved the deletion of the Company’s Authansed Share Caprtal
provisions from the Company’s Articles of Association with effect from 1 October 2009, taking advantage of changes implemented
by the Comparies Act 2006 The Company had 550,000,000 authonsed shares as at 31 December 2008

The Company has one class of ordinary shares which carry no nght to fixed income

Dunng the year, 4,147,635 (2008 1,712.883) ordinary shares of 2p each were allotted to the holders of options or ther persenal

representatives using newly listed shares
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29, Share premium account
2009 2008
Em £m
At 1 January 301.1 209.3
Premium on shares 1ssued 3.0 18
At 31 Decembeor 304.1 3011

30. Reserves
30(a) Retirement benefit obligations reserve

The Retirement benefit obligations reserve represents the actuanal gains and losses recognised n respect of annual actuanal
valuations for defined benefit retirement schemes, the fair value adjustments on reimbursable rights and the related movements

n deferred tax balances

30{b} Share-based payment reserve

The Share-based payment reserve represents credits relating to equity-settled share-based payment transactions granted after
7 Novernber 2002, but not fully vested as of 1 January 2005, and any gain or loss on the exercise of share options satisfied by

own shares

30(c) Own shares reserve

The Own shares reserve represents the cost of shares in Serco Group plc purchased in the market and held by the Serco Group plc
Employee Share Ownership Trust (ESOP) to satisfy options under the Group's share option schemss At 31 December 2009, the

ESOP held 3,436,547 {2008 5,650,253) shares equal to 0 7% of the current allotted share capital (2008 1 2%) The market value
of shares held by the ESOP as at 31 December 2009 was £18,213,699 (2008 £25,454,390)

30{d) Hedging and translation reserve

Ths Hedging and translation reserve represents foreign exchange differences arising on transiation of the Group's cverseas

operations and movements relating to cash flow hedges

31. Notes to the consolidated cash flow statement

Reconciliation of operating profit to net cash inflow from operating activities

2009 2008
£m £m
Operating profit for the year 2121 156 0
Adjustments for
Share-based payment expense 7.2 70
Depreciation of property, plant and equipment 4.4 260
Amortisation and impairment of intangible assets 405 293
Loss/profit) on disposal of property, plant and equipment 20 (4 6)
Profit on disposal of business undertakings - (2 7)
Movement In provisions (0.6} {9 0)
Operating cash inflow before movements in working capital 295.6 2020
(Increase)/decrease in inventories (15.1) 09
{Increase)/decrease In recevables 31.1) 110
Increase/{decrease) in payables 24.8 (26.4)
Cash generated by operations 274.2 187 5
Tax pad (39.1) (24 9)
Net cash inflow from operating activities 235.1 162 6

Additions to fixtures and equipment durning the year amounting te £11 9m {2008

£8 9m) were financed by new finance leasas
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31. Notes to the consolidated cash flow statement continued
Analysis of net debt

At At 31
1 January Exchange Non cash  December
2009 Cash flow Acqusitions differences movements 2009
£m £m £m £m £m £m
Cash and cash equivalents 250.8 73.0 0.9 (5.3} - 3194
Non recourse loans (34.1) 6.5 - {1.4) - {29.0)
Cther loans (713.6) 33.0 (2.5) 58.2 - (624.9)
Obhgations under finance leases {17.2) 5.7 - (0.6) {11.8)} (24.0)
{514.1) 118.2 {1.6) 50.9 {11.9) {358.5)
At At 31
1 January Acquisttions/ Exchange Non cash December
2008 Cash ftow disposals  differences movements 2008
£m £m £m Em £m £m
Cash and cash equivalents 185.0 33.0 111 21.7 - 2508
PF1 non recourse loans (22.5) 16 209 - - -
Non recourse loans (36 8) 59 - (32) - (34 1)
Cther loans {271.8) (318 8) (72 9) (50 3) - {713 6}
Oblgations under finance leases (16.4) 86 - {0 5) (8 9) {17 2)
(162.3) (269 7) (40 9) {32 3) (8 9) (514 1)
Non cash movements in 2008 and 2009 relate to finance leases
32. Capital and other commitments
2009 2008
im Em
Capital expenditure contracted but not provided:
- Property, plant and equipment 55 05

Included within the balances above i1s joint venture capital expenditure contracted but not provided in relation to property, plant

and equipment of £1 2m (2008 £0 3m)

At the balance sheet date, the Group had outstanding commitments for future mirimum lease payments under non-cancellable

operating leases, which fall due as follows

2009 2008

£m £m

Within one year 106.7 1049
Between one and five years 207.3 264 8
After five years 123.5 1500
437.5 5197

Principal lease commitments are within the Transport segment, with future rmimmum lease payments totaling £181 Om
(2008 £239.4m) These leases relate pnmarly to administrative and operational buildings, track and rolling stock within the train
operating companies The length of the leases 15 concurrent with the penod of the franciuses and the terms of the leases are

fixed dunng this pericd
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33 Share-based payment expense

The Group recogrised the following expenses related to equity-settled share-based payment transactions

2009 2008

£m £m
Executive Option Plan 0.5 07
Long Term Incentive Scheme and Plan 4.5 53
Sharesave 2008 18 10
Transformational Share Scheme 0.1 -
Performance Share Plan 0.2 -
Deferred Bonus Plan 0.1 -

7.2 70

Executive Option Plan (EOP)

Options granted under the EOP may be exercised after the third anniversary of grant, dependent upon the achievement of a
financial performance target over three years The options are granted at market value and awards made to ehgible employees
are based on between 50% and 100% of salary as at 31 Decermnber pnor to grant If the options remain unexercised after a
penod of ten years from the date of grant, the options expre Furthermors, options may be forfeited if the eligible employee
leaves the Group before the options vest Details of the movement in all EOP ophions are as follows

Weighted Waighted
average average

Number axercise Number exercise

of options price of options price

2009 2008 2008 2008

Thousands £  Thousands £

OCutstanding at 1 January 10,948 2,65 13,724 2,53
Granted during the year 88 3.88 334 4 55
Exercised during the year {3,634) 250 (2.520) 229
Lapsed during the year (545) 2.98 (590} 236
Qutstanding at 31 December 6,857 272 10,948 2865

Of these options, 5,992,295 (2008 9,606,125) were exercisable at the end of the year, with a weighted average exercise

pnce of £2 48 (2008 £2 46)

The options outstanding at 31 December 2009 had a weighted average contractual life of 3 66 years (2008 4 22 years) The
exercise prices for options outstanding at 31 December 2009 ranged from £1 39 to £4 90 (2008 £1 39 to £4 90)

The weighted average share price at the date of exercise approximates to the weighted average share price dunng the year,
which was £4 41 (2008 £4 20)

The fair value of options granted under the EOP 1s measured by use of the Binomial Lattice model The Binomial Lattice mode! 1s

considered to be the most appropnate for valumng options granted under this scheme as it allows exercise over a longer penod of
time between the vesting date and the expiry date
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33. Share-based payment expense continued

The mputs into the Binormial Lattice model for options granted dunng the year are

2009 2008
Weighted average share pnice 395p 453p
Weighted average exercise price 383p 455p
Expected volatity 26.4% 27 5%
Expected lrfe 5 years 5 years
Risk-free rate 2.5% 4 4%
Expected dividends 1.3% 05%

Expected volatiity was determinad by calculating the historical volatiity of the Group's share price over the previous five years
The expected life used in the model has been adjusted, based on management’s best estimate, for the effects of non-transferability,
exercise restnctions, and behavioural considerations

Long Term Incentive Scheme (LTIS) and Long Term Incentive Plan (LTIP)

Awards made to eligible employees under the above schemes are structured as options with a zero exercise pnce and may be
exercised after the third anniversary of grant The extent to which an award vests (and therefore becomes exercisable) ts
measured by reference to the growth in the Group’s earnings per share (EPS) or total shareholder return (TSR) over the
performance penod of three financial years

If the options remain unexercised after a penod of ten years from the date of grant, the options expire Furthermore, options may

be forfeited If the eligible employee leaves the Group before the options vest Details of the movement in all LTIS and LTIP
options are as follows

Waeghted Werghted

average average

Number exercise Number exercise

of options price of options price

2009 2009 2008 2008

Thousands £ Thousands £

Qutstanding at 1 January 8,214 Nil 7,040 Nit
Granted dunng the year 351 Nil 2,224 Nil
Exercised dunng the year {2,383) Nit (592) Nil
Lapsed during the year (559) Nil {458) Nil
Qutstanding at 31 December 5,623 Nil 8,214 Nil

Of these options, 896,487 (2008 1,293,356) were exercisable at the end of the year
The options outstanding at 31 December 2009 had a weighted average contractual Ife of 7 59 years (2008 8 11 years)

During the year, two grants of LTIP options were rade one grant with TSR performance conditions, the other with EPS growth
performance conditions The Monte Carlo Simulation mode! 1s considered to be the most appropriate for valuing options granted
under schemes where there are changes in performance conditions by which the options are measured, such as for the TSR
based awards

The inputs into the Monte Carlo Simulation madel for options granted during the year are

2009 2008
Weighted average share pnce 374p 402p
Weighted average exercise price Nil Nil
Expected volatility 28.9% 232% - 26 8%
Expected life 3 years 1 -5 years
Risk-free rate 1.8% 25% -50%

Expected dividends 1.3% 09%-11%
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33. Share-based payment expense continued

Expected volatlity was determined by calculating the histoncal volatiity of the Group’s share pnice over the previous three years
The expected bfe used in the model has been adjusted, based on management’s best estimate, for the effects of non-transferability,
exercise restrictions, and behavioural considerations

For the LTIP options with EPS growth performance conditions, the far value 1s considered to be their face value less the present
value of any dwvidend payments not received over the vesting period

The assumptions for options granted duning the year with EPS growth performance conditions are

2009
Waeighted average share price 456p
Weighted average exercise prce Nil
Expected volatility N/A
Expected Ife 3 years
Risk-free rate N/A
Expected dividends 1.2%

Transformational Share Scheme

Awards made to eligible employees under the Transformational Share Scheme are structured as options with a nominal exercise
price and are exercisable after the third anniversary of the grant.

The employee must exercise the options no later than 30 days after the vesting date Furthermore, if the eligible employee leaves
the Group before the options vest, the options may be forfeited

Weighted Waeighted

avarage average

Rumber axercise Number axercise

of opbons pnce of options price

2009 2009 2008 2008

Thousanda £  Thousands £

Outstanding at 1 January 39 Nil - Nil
Granted during the year 53 Nil 46 Nil
Exercised duning the year - Ni - Nil
Lapsed during the year (6} Nil 7 Nil
Qutstanding at 31 December 86 Nil 39 Nil

None of these options were exercisable at the end of the year
The options outstanding at 31 December 2009 had a weighted average contractual life of 1 28 years (2008 2 33 years)

The fair value of options granted under the Transformational Share Scheme i1s considered to be equal to therr face value as at the
grant date less the present value of any dvidend payments not received over the vesting period This model 1s considered to be
the most appropnate for valuing options granted under this scherme as the options have a £ril exercise price and are not subject
to any performance conditions

The assumptions for determtning the face value less any dvidends are

2009
Weighted average share price 366p
Weighted average exercise price Nil
Expected volatility N/A
Expected life 2 years
Risk-free rate N/A

Expected dividends 1.4%
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33, Share-based payment expense continued

Performance Share Plan (PSP)

Under the PSF, eligible employees have been granted options with a £nil exercise pnce Awards vest after the performance
penod of three years and are subject to the achievement of two performance measures The primary performance measure 1S
TSR and the secondary performance measure 15 based on EPS growth

Weighted

average

Number axercise

of options price

2009 2009

Thousands £

Cutstanding at 1 January - Nil
Granted dunng the year 479 Nil
Exercised dunng the year - Nil
Lapsed dunng the year - Nil
Outstanding at 31 December 479 Nil

None of these options were exercisable at the end of the year.

The options outstanding at 31 December 2009 had a weighted average contractual life of 9 48 years

In the year, two grants were made with 70% of the options granted subject to TSR performance conditions and 30% subject to
EPS growth performance conditions

The options subject to TSR performance conditions were valued using the Monte Carlo Simulation model The options subject to
EPS growth performance conditions were deemed to have farr values equal to therr face value less the present value of any
dividend payments not received over the vesting perod

The Monte Carlo Simulation model 1s considered to be the most appropnate for valuing options granted under schemes where
there are changes in performance condrtions by which the options are measured, such as for the TSR based awards

The mnputs into the Monte Carlo Simulation model for options granted during the year with TSR performance conditions are

2009
Weighted average share prnce 406p
Weighted average exercise price Nil
Expected volatility 28.8%
Expected Ufe 3 years
Risk-free rate 2.2%
Expected dividends 1.2%

Expacted volatiity was determined by calculating the historical volatility of the Group’s share price over the previcus three years
The expected life used i the model has been adjusted, based on management’s best estimate, for the effects of non-transferability,
exercise restrictions, and behavioural considerations

The assumptions for options granted dunng the year with EPS growth performance conditions are

2009
Weughted average share price 406p
Weighted average exercise prnce Nil
Expected volatiity N/A
Expected life 3 years
Risk-free rate N/A

Expected dwdends 1.2%
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33, Share-based payment expense continued

Deferred Bonus Plan (DBP)

Under the DBP, ehgible employees are entitled to use up to 50% of their earned annual bonus to purchase shares in the Group
at markst price Provided they remain in employment for this perod, the shares are retained for that penod and the two
performance measures (which are the sarme as the PSP scheme, being TSR and EPS growth) have been met, the Group will
make a matching share award For shares purchased by employees 1n 2009 the match was on a basis of two imes the gross
bonus deferred

Weightad Weighted

average average

Number exercise Number axercise

of options price of options pnce

2009 2009 2008 2008

Thousands £  Thousands £

Qutstanding at 1 January 28 Nid 44 Nil
Granted dunng the year 207 Nit - Nil
Exercised during the year (28) Nil {16) Nil
Lapsed during the year - Nil - Nil
Outstanding at 31 Decamber 207 Nil 28 Nil

None of these options were exercisable at the end of the year

The optrons outstanding at 31 December 2009 had a weighted average contractual life of 2 45 years (2008 0 22 years)

In the year, two grants were made with 50% of the deferred bonus subject to TSR performance conditions and 50% subject to
EPS growth performance conditions

The portion subject to TSR performance condititons was valued using the Monte Carto Simulation model The portion subject to
EPS growth performance conditions was deemed to have a far value equal to therr face value less the present value of any
dimidend payments not raceatved over the vesting period

The Monte Carlo Simulation model 1S considered to be the most appropnate for vatuing options granted under schemes where
there are changes in performance conditions by which the options are measured, such as for the TSR based awards

The mputs into the Monte Carlo Simulation model for options granted during the year with TSR parformance conditions are

2009
Weighted average share price 404p
Weighted average exercise price Nl
Expected volatility 28.9%
Expected life 3 years
Risk-free rate 1.8% - 24%
Expected dividends 1.2%

Expected volatility was determuned by calculating the histoncal volatiity of the Groun's share prnice aver the previous three years
The expected life used in the model has been adjusted, based on management’s best estimate, for the effects of non-transterability,
exercise restrictions, and behavioural considerations

The assumptions for options granted durtng the year with EPS growth performance conditions are:

2009
Weghted average share price 404p
Weighted average exercise price Nl
Expected volatility N/A
Expected hie 3 years
Risk-free rate N/A

Expected dwvidends 1.2%
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33. Share-based payment expense continued
Sharesave 2008

The Sharesave 2008 scheme provides for a purchase price equal to the daily average market price on the date of grant less ten
per cent The options can be exercised for a penod of six months following therr vesting Details of the movement in Sharesave

2008 options are as follows

Woighted Weighted

average average

Number exercise Number exercise

of options price of options price

2008 2009 2008 2008

Thousands £  Thousands £

Qutstanding at 1 January 6,760 4.0 - Nil
Granted dunng the year - Nil 6,976 40
Exercised dunng the year {5) 4.0 - Nil
Lapsed during the year (649) 4.0 {216) 40
Qutstanding at 31 December 6,108 4.0 6,760 40

None of these options were exercisable at the end of the year

The options outstanding at 31 December 2009 had a weighted average contractual ife of 2 12 years (2008 3 12 years) Given
that options granted under the Sharesave scheme can be exercised at any time after vesting, management consider the Binomiaf
Lattice model to be appropriate to value the options granted under this scheme The Binomial Lattice model allows exercise over
a window in tme, from vesting date to expiry date, and assumes option holders make economically rational exercise decisions
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34. Related party transactions

Transactions between the Company and its wholly owned subsidianies, which are related parties, have been ehminated on
consolidation and are not disclosed in this note Transactions between the Group and its joint venture undertakings are disclosed
below, with the relevant proportion being ekminated on consoldatton Transactrons between the Company and its subsidiaries
and joint ventures are disclosed in the Company’s separate financial statements

Trading transactions
During the year, Group compantes entered into the following matenal transactions with joint ventures

2009 2008
£m £m
Royalties and management fees receivable 1.6 14
Dividends recewvable 46.3 372
47.98 386
The following receivable balances relating to joint ventures were included in the Consolidated Balance Sheet
2009 2008
£m £m
Current:
Loans 0.6 12
2009 2008
£m £m
Non-current:
Loans 2.2 07

Joint venture receivable and loan amounts outstanding have arisen from transactions undertaken duning the general course of
trading, are unsecured, and will be settled in cash Interest ansing on lcans is based on LIBOR, or its equivalent, with an
appropnate margin No provisions are required for doubtful debts in respect of the amounts owed by the joint ventures

Remuneration of key management personnel

The Directors of Serco Group plc had no matenal transactions with the Group dunng the year other than service contracts and
directors’ liability insurance

The remuneration of the key management personnet of the Group 1s set out below 1n aggregate for each of the categones
specified in IAS 24 Related Party Disclosures

2009 2008

£m £m

Short-term employee benefits 3.2 36
Termunation arrangements - o7
Post-employment benefits 0.4 04
Share-based payment expense 15 19
51 66

The key management personne! compnse the Executive Directors, Non-Executive Directors and key members of the Global
Management Board
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35. List of pnncipal undertakings

The companies bsted below are, in the opinion of the Directors, the principal undertakings of Serco Group plc as at 31 December 2009,
The percentage of equity capital directly or indirectly held by Serco Group plc 1s shown The voting nghts are the same as the

percentage holding. The comparies are incorporated and pnncipally operate in the countnes stated below

Principal subsidiaries 2009 2008
United Kingdom Serco Limited 100% 100%
Serco-lAL Limited 100% 100%
NPL Management Limited 100% 100%
Serco Leisure Operating Limited 100% 100%
Serce Regional Services Limited 100% 100%
Serco Manchester Leisure Limited 81% 81%
Europe and Middle East
Belgium Serco Belgium SA 100% 100%
France Serco SARL 100% 100%
Serco SAS 100% 100%
Germany Serco GmbH 100% 100%
treland Serco Services lreland Limited 100% 100%
Itaty Serco SpA 100% 100%
Luxembourg Serco |_uxembourg SA 100% 100%
The Netherlands Serco Facilities Management BV 100% 100%
Spain Serco Gestion de Negecios SL 100% 100%
Switzerland Serco Switzerland SA 100% 100%
Asia Pacific
Australia Serco Australla Pty Limited 100% 100%
Great Southern Rail Travel Pty Limited 100% 100%
Great Southern Rall Limited 100% 100%
Serco Traffic Camera Services (Vic) Pty Limited 100% 100%
Hong Kong Serco Group (HK) Limited 100% 100%
North America
Canada Serco Faciliies Management, Inc 100% 100%
Serco DES, Inc 100% 100%
USA Serco, Inc 100% 100%
Serco Services, Inc 100% 100%
India Serco BPO Private Limited 60% 60%
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35. List of principal undertakings continued

Joint vanture undertakings 2009 2008

United Kingdom AWE Management Limited 33% 33%
Merseyrail Services Holding Company Limited 50% 50%
Northern Rail Holdings Limited 50% 50%
GSTS Pathology LLP 50% -

Asia Pacific

Austraha Defence Mantime Services Pty Limited 50% 50%
Serco Sodexo Defence Services Pty Limited 50% 50%

United Arab Emirates Khadamat Faciities Management Company LLC 49% 49%
International Aeradio (Emirates) LLC {Dubal) 49% 49%
International Aeracho (Emirates) LLC {Abu Dhaby) 49% 49%

Other

Bahrain Aeradio Technical Services WLL 49% 49%

South Afnca Equity Awviation Services (Pty) Limited 50% 50%

All joint ventures are accounted for using the proportionate consohidation method All the subsidianes of the Group have
been consclidated

At 31 December 2009, Group companies had branches in the United Arab Emurates, Bahrain, South Afnca, Luxembourg
and Gibrattar

All the pnncipal subsidiaries of Serco Group plc and its joint venture undertakings are engaged in the provision of
support services

36. Contingent liabilities

The Company has guaranteed overdrafts, finance leases, and bonding faciities of its joint ventures up to a maximum value of
£7 0m (2008 £4 6m} The actual commitment outstanding at 31 December 2009 was £4 3m (2008 £3 5m)

In addition to this, the Company and its subsidianes have provided performance guarantees, and indemnities refating to
performance bonds and letters of credit issued by its banks on its behalf, in the ordinary course of business These are not
expected to result in any matenal financial loss

Further details of the contingent habilities of Serco Group plc are contained in note 14 to the Serco Group plc Company
Financial Statements
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UK GAAP Audit Report - Parent Company

Independent Auditors’ Report to the members
of Serco Group plc

We have audited the parent Company Financial Statements

of Serco Group plc for the year ended 31 December 2009
which compnse the Company Balance Sheet and the related
notes 1 to 15. The financial reporting framework that has been
applied in therr preparation 1s applicable law and United
Kingdom Accounting Standards (United Kingdom

Generally Accepted Accounting Practice)

This report 1s made solely to the Company's members, as a
body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so
that we might state to the Company's members those matters
we are required to state to them in an auditors’ report and for
no other purpose To the fullest extent permitted by law, we do
not accept or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our
audit work, for this report, or for the opmnions we have formed.

Respective responsibilities of Directors and Auditors

As explained more fully in the Directors’ Responsibilities
Statement, the Directors are responsible for the preparation of
the parent Company Financial Statements and for being
satisfied that they give a true and fair view OQur responsibility is
to audit the parent Company Financial Statements in
accordance with applicable law and International Standards on
Auditing (UK and lreland} Those standards require us to
comply with the Auditing Practices Board’s (APB's) Ethical
Standards for Auditors

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 appropnate to the parent Company’s
creumstances and have been consistently apphed and
adequately disclosed, the reasonableness of significant
accounting estimates made by the Directors, and the overall
presentation of the financial statements.

Opinion on the parent Company Financial Statements
In our opinton the parent Company Financial Statements

* give a true and far view of the state of the parent
Company's affarrs as at 31 December 2009,

= have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice, and

* have been prepared in accordance with the reqguirements of
the Companies Act 2006

Opinion on other matters prescribed by the
Companies Act 2006

In our opimion

e the part of the Directors’ Remuneration Report to be
audited has been properly prepared in accordance with the
Companies Act 20086, and

= the information given in the Directors’ Report for the
financial year for which the financial statements are
prepared I1s consistent with the parent Company Financial
Statements

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,
N our opimon

* adequate accounting records have not been kept by the
parent company, or returns adequate for our audit have not
been received from branches not wsited by us, or

* the parent Company Financial Statements and the part of
the Directors’ Remuneration Report to be audited 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

Other matter

We have reported separately on the Group Financial
Statements of Serco Group plc for the year ended
31 December 2009

Nigel Mercer {Senior Statutory Auditor)
for and on behalf of Deloitte LLP
Chartered Accountants and Statutory Auditors

London, UK
25 February 2010
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2009 2008
Note £m fm
Fixed assets
Investments in subsidiary undertakings 3 B0S5.5 799 6
805.5 799 6
Current assets
Amounts owed by subsidiary companies due after more than cne year 7158.8 725 4
Debtors amounts due within one year 4 215 34 2
Debtors amounts due after more than cne year 4 14.6 14.3
Denvative financial instruments due within one year 7 0.5 4.6
Denvative financial instruments due after more than oneg year 7 14 50
Cash at bank and in hand - g1
796.8 791.6
Creditors: amounts falling due within one year
Bank loans and overdrafts 6 (65.7) -
Loans 6 (10.0) (10 Q)
Amounts owed to subsidiary companies {223.1) {168.1)
Trade creditors {0.3) 03)
Other creditors including taxation and social secunty 5 (1.1) (10
Denvative financial instruments 7 5.2) (33
Accruzals and deferred income {4.7) (7.9)
{310.1) {190 6)
Net cusrtent assets 488.7 6010
Total assets less current liabilities 1,292.2 1,400.6
Creditors amounts falling due after more than cne year 8 {518.5) (678 4)
Amounts owed to subsidiary companies (251.1) (237 5)
Denvative financial instruments 7 (1.7) (02)
Net assels 5209 484.5
Gapital and reserves
Called up share capital 9 9.8 97
Share premium account 10 304.1 3011
Capntal redemption reserve a1 0.1
Share-based payment reserve 11 35.9 287
Hedging and translation reserve 12 (1.5} 39
Profit and loss account 13 1725 1410
Shareholders’ funds 520.9 484.5

The Financial Statements of the Company {reqistered number 2048608} were approved by the Board of Directors on

25 February 2010 and signed on its behalf by

/Z /@W,Q,_

Christopher Hyman Andrew Jenner
Chief Executive Finance Director
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Notes to the Company Financial Statements

1. Accounting policies

The pnincipal accounting policies adopted are set out below
and have been appled conststantly throughcut the current and
preceding year.

Basis of accounting
These financial statements have been prepared in accordance
with UK GAAP and applicable UK law

As discussed in more detail in the Finance Review, these
financial statements have been prepared on a going
concern basis

Accounting convention
These accounts have been prepared under the histonical
cost convention.

Fixed asset investments
Investments held as fixed assets are stated at cost less
provision for any imparment in value

Share-based payment

The Company has applied the requirements of FRS 20
Share-based Payment In accordance with the transiticnal
provisions, FRS 20 has been applied to all grants of equity
mstruments after 7 November 2002 that were not fully vested
as of 1 January 2005

The Company 1ssues equity-settled share-based payments
to certain employees and operates an HMRC approved Save
As You Earn {SAYE) share option scheme open to eligible
employees which allows the purchase of shares at a discount
These are measured at farr value at the date of grant The farr
value 1s expensed on a straight-line basis over the vesting
penod, based on the Company’s estimate of shares that will
eventually vest

Where the fair value of share options requires the use of a
valuation model, far value 1s measured by use of the Black
Scholes, Binomial Lattice or Monte Carlo Simulation models
depending on the type of scheme The expected hfe used in
the models has been adjusted, based on management’s best
estimate, for the effects of non-transferability, exercise
restnctions, and behavioural considerations Where relevant,
the value of the option has also been adjusted to take account
of market condittons applicable to the option

Dividends
Dmdends are recorded in the Company's financial statements in
the penod in which they are approved by the Board of Directors

Derivative financial instruments and hedging activities
Denvatives are initially accounted for and measured at fawr
value on the date a denvative contract 1s entered into and
subsequently measured at fair value The gamn or loss on
remeasurement (s taken to the profit and loss account except
where the denvative 1s a designated cash flow hedging
instrument The accounting treatment of denvatives classified
as hedges depends on therr designation, which occurs on the
date that the derivative contract 1s commuitted to The
Company designates derivatives as

* a hedge of the fair value of an asset or hability (farr value
hedge),

s a hedge of the income/cost of a highly probable forecast
transaction or commitment {cash flow hedge), and

* a hedge of a net tnvestment in a foreign entity

Gains and losses on farr value are recorded in the profit and
loss account with the gain or loss on the hedged rtem
attributable to the hedged nsk

Gains or losses on cash flow hedges that are regarded as
highly effective are recogrused in equity Where the forecast
transaction results in a financial asset or hability, onty gains

of losses previously recognised in eqguity are reclassifred

to profit or loss in the same perlod as the asset or habilty
affects profit or loss Where the forecast transaction or
commutment results tn a non-financial asset or hatulity, any
gains or losses previously deferred in equity are included n the
cost of the related asset or liability if the forecast transacticn or
comemutment results in future ncome or expenditure Gans and
losses deferred In equity are transferred to the profit and loss
account in the same penod as the underlying income or
expenditure The ineffective portion of the gain or loss

on the hedging instrument 15 recognised in the profit

and loss account.

For the ineffective portion of hedges or transactions that are
not designated for hedge accounting under FRS 26 Financial
Instruments - Recognition and Measurement, any change n
assets or labilities 1s recognised immediately 1n the profit and
loss account Where a hedge no longer meets the
effactiveness cntena, any gans or losses deferred in equity are
only transferred to the profit and loss account when the
committed cor forecast transaction 1s recogrused in the profit
and loss account However, where cash flow hedge accounting
has been applied for a forecast or committed transaction that
1s no longer expected to occur, then the cumulative gain or
loss that was deferred in equity 1s recognised immediately in
profit and loss

Where the Company hedges net investments in foreign

entities through currency borrowings, the gains or losses on
the translation of the borrowings are recognised in equity
Gains and losses accumulated in equity are included in the
profit and loss account when the foreign operation is

disposed of
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1. Accounting policies continued

Current tax
Current tax, including UK corporation tax, 1s provided at amounts expected to be pa:d (or recovered) using the tax rates and laws
that have been enacted or substantially enacted at the balance sheet date

Deferred tax

The charge for taxation takes account of taxation deferred because of differences between the timing of recognition of certain
items for taxation purposes and for accounting purposes Deferred tax is recognised in respect of all timing differences that have
originated but not reversed at the balance sheet date where the transactions or events that give rise to an obligation to pay more
or less tax in the future have occurred by the balance sheet date A deferred tax asset i1s recognised only when 1t is considered
more hikely than not that it will be recovered

Deferred tax 1s recognised on a non-discounted basis using tax rates in force at the date the timing differences are expected

to reverse

2. Auditors’ remuneration

Fees payabla to the Company’s auditors for the audit of the Company’'s annual accounts of £10,000 (2008 £10,000) have been
borne by another group company

3. Investments held as fixed assets

£m
Shares in subsidiary companies at cost.
At 1 January 2008 792 6
Options over parent Gompany shares awarded to employees of subsidiaries 53
Additions
Serco Holdings Lirmted 500
Disposals
Serco Investments Limited (40 0)
Cornwell Management Consultants ple (8 3)
At 1 January 2009 799.6
Options over parent Company shares awarded to employees of subsidiaries 5.9
At 31 Decomber 2009 805.5
On 31 December 2008, the Company acquired one additional share in Serco Holdings Limited for £50m following the
capitalisation of long-term intercompany loans
Full detaits of the principal substdianes of Serco Group plc can be found in note 35 to the Group’s Consolidated Financial
Statements The Company directly owns 100% of the ordinary share capital of the following subsidiaries except whera stated
Name Ownership
Serco Holdings Limited 100%
Serco Group (HK) Limited 50%
4. Debtors
2009 2008
£m fm
Amounts due within one year:
Amounts owed by subsidiary companies 15.6 239
Corporation tax recoverable 3.4 101
Other debtors 25 02
215 342
Amounts due after more than one year:
Amounts owed by joint ventures 0.9 07
Other debtors 10.6 127
Deferred tax asset (note 8) 3 09
146 143

36.1 485
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5 Other creditors including taxation and social secunty

2009 2008
£m tm
Other creditors 1.1 10
6. Creditors: amounts falling due after more than one year
2009 2008
£m oW
Loans 5942 688 4
Less amounts included in creditors falling due within one year - loans {10.0) (100)
Less amounts included In creditors falling due within one year - bank loans & overdrafts {65.7) -
Amounts falling due after more than one year 518.5 678 4
Loans:
Within one year or on demang 75.7 100
Between one and two years 143.8 640
Between two and five years 351.1 567 3
After five years 23.6 471
594.2 685 4
7. Derivative financial instruments
Assgets Liahilities. Assets Liabilities
2009 2009 2008 2008
£m £m £m £m
Currency swaps - (0.5) 42 -
Interest rate swaps 1.1 (3.1) - -
Forward foreign exchange contracts 08 (3.3 54 {3 5)
1.9 {6.9 96 (35)
Analysed as
Non-current 14 1.7) 50 02
Current 0.5 (5.2) 46 33
1.9 (6.9) 96 {35)
The Company holds derivative financial instruments in accordance with the Group's policy In relation to its financial nsk
management Detals of the disclosures are set out in note 25 to the Group's Consolidated Financial Statements
8 Deferred tax asset
2009 2008
£m £m
Short-term timing difference 3.1 09
The movement in the deferred tax asset durning the year was as follows
2009 2008
£m £m
At 1 January 0.9 49
(Charged)/credited to the profit and loss account {0.1) 03
Items taken directly to equity 23 (4 3)
At 31 December 3 09




9. Called up share capital
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Number Number
2009 2009 2008 2008
£m Millions £m Millions

Issued and fully paid:
486,764,440 (2008 485,051,557) ordinary shares of 2p each at 1 January 9.7 486.8 97 4851
Issued on the exercise of share options 01 4.1 - 17
490,912,075 (2008: 486,764,440) ordinary shares of 2p each at 31 December o8 490.9 97 486 8

At the Company's 2009 Annual General Meeting shareholders approved the deletion of the Company's Authonsed Share Capital
provisions from the Company’s Articles of Association with effect from 1 October 2009, taking advantage of changes

implemented by the Companies Act 2006 The Company had 550,000,000 authonsed shares as at 31 December 2008

The Company has one class of ordinary shares which carry no right to fixed income

Dunng the year 4,147,635 {2008 1,712,883} ordinary shares of 2p each were allotted to the holders of options or their perscnal

representatives using newly listed shares

10. Share premium account

2000 2008
£m £m
At 1 January 301.1 2993
Premium on shares 1ssued 3.0 1.8
At 31 December 304.1 3011
11. Share-based payment reserve
2009 2008
£m £m
At 1 January 28.7 217
Options over parent Company shares awarded to employees of subsidianes 5.9 53
Share-based payment expense 1.3 17
At 31 December 35.9 287
Details of the share-based payment disclosures are set out in note 33 to the Group's Consolidated Financial Statements
12. Hedging and translation reserve
2009 2008
£m £m
At 1 January 3.9 62)
Net farr value {loss)/gain on cash flow hedges (8.1} 154
Tax credit/{charge) on items taken directly to equity 23 (4 3}
Net exchange gain/(loss) on translation of foreign operations 0.4 {10)
At 31 December (1.5} 39
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13. Profit and loss account

2009 2008

£m tm

At 1 January 141.0 1265
Profit for the year 57.4 362
Equity dividends (25.9) (21 7)
At 31 December 172.5 1410

As perrmitted by Section 408 of the Companies Act 20086, the profit and loss account of the Company 15 not presented as part of
these accounts

14. Contingent habilities

The Company has provided certain financial guarantees and indemnities in respect of the loans, overdraft and bonding facilities,
and other financial commitments of its subsidiaries The total comrmitment outstanding as at 31 December 2009 was £36 5m
(2008 £28 3m)

The Company has also guaranteed overdrafts, finance leases, and bonding facilities of its joint ventures up to a maximum value
of £7 Om (2008 £4 6m) The actual commitment outstanding at 31 December 2008 was £4 3m (2008 £3 5m)

In addition to ths, the Company has provided performance guarantees and indemnities retating to performance bonds and letters

of credit 1ssued by its banks on its behalf, in the ordinary course of business These are not expected to result in any material
financial toss

15. Related parties

The Directors of Serco Group plc had no matenal transachons with the Company or its subsithanes dunng the year other than
service contracts and directors’ lability insurance. Details of the Directors’ remuneratton are disclosed in the Remuneration
Report for the Group

The Company 15 exempt under the terms of FRS 8 Related party disclosure, from disclosing related party transactions with
entities that are part of the Serco Group plc group Full details of the transactions between Serco Group plc and its related
parties can be found in note 34 to the Group’s Consoldated Financlal Statements




Shareholder information

Group website

Go to www serco com for the current share price, latest
news in the investors section and to read the Annual Review
and Accounts

Registrars

Administrative enguines about the holding of Serco Group plc
shares and enguines in relation to the Serco Dividend
Re-investment Plan (DRIP) shoutd be directed to

EqQuiniti
Aspect House
Spencer Road
Lancing

West Sussex
B8N99 6DA

Tel 0871 384 2932

There 1s a text phone available on 0871 384 2255 for
shareholders with hearing difficulties

{Calls to both of these numbers are charged at 8p per minute
from a BT landline Other telephony provider costs may vary)
Callers from cutside the UK should use +44 (0) 121 415 7161
Telephone lines are open 8 30am to 5 30pm Monday to Friday

Dividend re-investment plan

You can elect to receive future dividends as shares rather than
cash by participating in the DRIF.  To register, request further
information, or to obtain a copy of the terms and conditions
booklet and mandate form please contact Equiniti on

0871 384 2932 Alternatively, these can be downloaded from
the website www shareview co uk by choosing the Dividend
Remnvestment Plan heading within the Product Centre section

Dividends paid direct to your bank account

* Avord the nsk of cheques being tost in the post
* No need to present cheques for payment

 Drwdend credited to your account on payment date

To set up a dividend mandate or change your existing
mandated detals please register with the Shareholder Centre
via the Shareview website or contact Equimiti on the number
provided above

Sharehoider information 141

Global payment services

For overseas shareholders in certarn countries, Equinity offers
an Overseas Payment Service by arrangement with Cribank
Europe PLC This service offers sharehoiders the ability to
have their dividend converted into their local currency and sent
electronically to therr local bank account. To sign up for this
service, please contact Equiniti on 0871 384 2932

(+44 (0) 121 415 7161 if calling from outside the UK}
Alternatively you can download an applicatton form and terms
and conditions from the website www shareview co uk

Electronic communication

You can register for electronic communications by visiting
www.shareview co uk, you will need your shareholder reference
numper to sign up After you have registered you will receve
emails alerting you to communications as they become
avallable In response to our shareholders’ commitment to
electromc commumcation Serco 1s very proud to be a
Corporate Member of the Woodland Trust, the UK’s leading
woodland conservation chanty, helping them to plant and care
for UK native woodland During 2009 the Trust planted more
than half a milion native trees in the UK

Share dealing

We have arranged the following services that can be used to
buy or sell Serco shares Alternatively, f shareholders hold a
share certificate they can also use any bank, bullding society
or stockbroker offening share dealing facilites Sharehofders in
any doubt about buying or selling ther shares should seek
professional financial advice

* For EU shareholders
A telephone and internet dealing service 1S avallable
through Equimti which provides a simple way of buying and
selling Serco shares Commssion 15 1 5% with a mmimum
charge of £25 for telephone dealing and 1% with a
minimum charge of £20 for internet dealing For telephone
dealing call +44 (0) 845 6037 037 between 8 30am and
4 30pm, Monday to Frniday, and for mternet dealing log on
to www shareview cc uk/dealing You will need your 11
digit shareholder reference number which will be shown on
either your share certificate or recent dividend tax voucher

Cazenove & Co Ltd provide a postal dealng service ta buy
and sell Serco shares All transactions are undertaken on
an execution only basis For further information please
contact Cazenove at Postal Share Dealing Service,

20 Moorgate, London EC2R 6DA, Umted Kingdom,

Tel +44 {0) 20 7155 5155

* For Non EU shareholders
Currently non EU shareholders may buy or sell shares
through the Cazenove postal deahng service (see above)
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Shareholder profile
The range and size of ordinary shareholding as at 31 December 2009 1s set out below

Number of Number
Range of shareholdings shareholders % of shares %
1-1,000 3,977 46 76 1,779,057 036
1,001 - 5,000 3,010 3539 6,834,771 139
5,001 - 10,000 521 613 3,727,331 076
10,001 - 100,000 629 7.39 20,356,660 415
100,001 - 500,000 206 2.42 49,533,569 1009
500,001 - 1,000,000 69 0.81 50,538,374 1029
1,000,001 - 10,000,000 83 098 232,732,410 47 41
10,000,001 and above 10 012 125,409,903 2555
Total 8,505 100 480,912,075 100
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Financial calendar

2010
2009 Full Year Results announcement 26 February
Ex-dividend date 10 March
Record date 12 March
Last date for receipt/revocation of DRIP
dwidend mandates 27 Apnl
Intenm Management Statement 11 May
Annual General Meeting 11 May
Final dividend pay date 19 May*
Half Year Results announcement 25 August™

Financial year-end

31 December

* Subject 1o sharehcider approval
** Provisional
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