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Connect M77/GSO ple

Strategic Report for the Year Ended 31 March 2019

The Directors, in preparing this strategic report, have complied with s414C of the Companies Act 2006.

Principal activity
The Company is incorporated in Great Britain, registered in England and Wales and domiciled in the United
Kingdom.

On 7 May 2003 Connect M77/GSO plc signed a contract with East Renfrewshire Council (on behalf of the
Scottish Government for the M77 and South Lanarkshire Council and East Renfrewshire Council for the
Glasgow Southern Orbital (GSO)) to design, build, finance and operate (DBFO) the M77 from Fenwick to
Malletsheugh and the GSO from Malletsheugh to Philipshill, East Kilbride and sections of the A726 and to
maintain these roads under a licence over a 32 year period as well as modify certain sections of the A77. In
accordance with the concession agreement the Company is responsible for operating the roads together with
carrying out all of the routine and major life cycle maintenance for the life of the concession.

The new road sections were opened to the public in April 2005 and the final completion certificate was issued in
September 2005.

There have been no changes to the Company’s activities in the year under review and none are currently
contemplated.

Review of business

The results for the year are set out on page 12. The loss for the year before taxation was £14,000 (2018:
£33,000) and the net liabilities position as at 31 March 2019 is £29,139,000 (2018: £29,127,000) for the
Company.

The financial position at the year-end is in-line with the Directors' expectations and can be found on page 13.

Key performance indicators
The Company has set specific business objectives, which are monitored using a number of key performance
indicators ("KPIs"). The relevant KPIs for this report are detailed below:

2019 2018

£000 £000
Turnover 2,926 2,380
Loss after taxation (12) (32)
Net liabilities (29,139) (29,127)

Despite the Company showing net liabilities, the Company's projections, taking account of reasonably possible
counterparty performance, show that the Company expects to be able to continue to operate for the foreseeable
future. Accordingly, they continue to adopt the going concern basis in preparing the annual report and financial
statements.
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Connect M77/GSO plc

Strategic Report for the Year Ended 31 March 2019 (continued)

Principal risks and uncertainties

The Company recognises that effective risk management is fundamental to achieving its business objectives in
order to meet its commitments in fulfilling the PFI contract and in delivering a safe and efficient service. Risk
management contributes to the success of the business by identifying opportunities and anticipating risks in
order to improve business performance and fulfil our contractual obligations.

Credit and cash flow risk
The relevant financial risks to the Company are credit and cash flow risks, which arise from its primary client,
East Renfrewshire Council. The credit and cash flow risks are not considered significant as the client is a
government organisation.

Interest rate risk

The financial risk management objective of the Company is to ensure that financial risks are mitigated by the
use of financial instruments where they cannot be addressed by means of contractual provisions. There are no
derivatives, risk is mitigated through a fixed rate loan instrument. Financial instruments are not used for
speculative purposes.

Liquidity risk

The Company's liquidity risk is principally managed through financing the Company by means of long-term
borrowings, with an amortisation profile that matches the expected availability of funds from the Company's
operating activities. In addition, the Company maintains reserve bank accounts to provide short-term liquidity

against future debt service and other expenditure requirements.

The Company has a net liability position which is caused by the rolled up subordinated debt interest and
principal amounts due to the shareholders. This does not cause an issue for going concern since the shareholders
have waived their rights to receive interest for the year to 31 March 2020. As such the Company has the
required funds to meet debt obligations as they fall due for the following year.

Contractual relationships
The Company operates within a contractual relationship with its primary customer, East Renfrewshire Council.

A significant impairment of this relationship could have a direct and detrimental effect on the Company's results
and could ultimately result in termination of the concession.

To manage this risk the Company has regular meetings with East Renfrewshire Council including discussions
on performance, project progress, future plans and customer requirements.

The Directors do not believe that the Company is exposed to any significant Financial Risk. The Company’s
principal activity as detailed above is low risk as all relationships with the customer, funders and sub-contractors
within the Company in which it sits are determined by the terms of the respective contracts.

Brexit

The Directors have considered the potential consequences to the Company of the United Kingdom leaving the
European Union and, as at the date of signing the report, do not anticipate that this will have a significant impact
on the Company. This is primarily because the Company’s contractual agreements, including those which cover
its financing, are unlikely to be affected.
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Connect M77/GSO ple

Strategic Report for the Year Ended 31 March 2019 (continued)

Future developments

The Directors expect the general level of activity to remain stable in the forthcoming year. There have been no
other changes to the Company's activities in the year under review and no others are currently contemplated.

0T AR
Approved by the Board on A\k’\)\s and signed on its behalf by:

P McCarthy
Company secretary
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Connect M77/GSO plc

Directors' Report for the Year Ended 31 March 2019

The Directors present their annual report together with the audited financial statements for the year ended 31
March 2019.

The following information has been disclosed in the Company Strategic Report:
+ Principal activities and business review

* Key performance indicators

+ Principal risk management

+ Indication of likely future developments in the business

Results and dividends
The audited financial statements for the year ended 31 March 2019 are set out on pages 12 to 25. The loss for
the year after tax was £12,000 (2018: £32,000).

The Directors declared and paid dividends of £- (2018: £-) The Directors expect the Company to continue its
operations for the foreseeable future.

Directors of the Company
The directors who held office during the year were as follows:

D G Blanchard

D W Bowler

M J Edwards

M P Mageean

Going concern

The Company's forecasts and projections, taking account of reasonable possible changes in trading performance,
show that the Company has adequate resources to continue in operational existence for the foreseeable future.

Accordingly, the Directors continue to adopt the going concern basis in preparing the financial statements.
Further information is provided in note 1 to the financial statements.

Disclosure of information to the auditors
Each of the persons who is a Director at the date of approval of this report confirms that:

+ so far as the Director is aware, there is no relevant audit information of which the Company's auditor is
unaware; and

+ the Director has taken all the steps that he ought to have taken as a director in order to make himself aware
of any relevant audit information and to establish that the Company's auditor is aware of that information.

This confirmation is given and should be interpreted in accordance with the provisions of Section 418 of the
Companies Act 2006.
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Connect M77/GSO plc

Directors' Report for the Year Ended 31 March 2019 (continued)

Reappointment of auditors
The auditors KPMG LLP are deemed to be reappointed under section 487(2) of the Companies Act 2006.

YA

Approved by the Board on &c\% and signed on its behalf by:

P McCarthy
Company secretary

Registered office 6th Floor
350 Euston Road
Regent's Place
London
NWI13AX
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Connect M77/GSO ple

Statement of Directors' Responsibilities in respect of the Annual Report and the
Financial Statements

The directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law they
have elected to prepare the financial statements in accordance with UK Accounting Standards and applicable
law (UK Generally Accepted Accounting Practice), including FRS 102 The Financial Reporting Standard
applicable in the UK and Republic of Ireland.

Under company law the Directors must not approve the financial statements unless they are satisfied that they
give a true and fair view of the state of affairs of the Company and of the profit or loss for that period. In
preparing these financial statements, the Directors are required to:

+ select suitable accounting policies and apply them consistently;
+ make judgements and estimates that are reasonable and prudent;

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

+ assess the Company’s ability to continue as a going concern, disclosing, as applicable, matters related to
going concern; and

* use the going concern basis of accounting unless they either intend to liquidate the Company or to cease
operations, or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain
the Company’s transactions and disclose with reasonable accuracy at any time the financial position of the
Company and enable them to ensure that the financial statements comply with the Companies Act 2006. They
are responsible for such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error, and have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Company and
to prevent and detect fraud and other irregularities.

Under applicable law and regulations, the Directors are also responsible for preparing a Strategic Report,
Directors’ Report, and Corporate Governance Statement that complies with that law and those regulations.

Responsibility statement of the Directors in respect of the Annual Financial Report
We confirm that to the best of our knowledge:

+ 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 Strategic Report and Directors” Report includes a fair review of the development and performance of the
business and the position of the issuer, together with a description of the principal risks and uncertainties that
they face.

P McCarthy
Company Secretary

o A1 Ty
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Connect M77/GSO ple
Independent Auditor's Report to the Members of Connect M77/GSO ple

Opinion
We have audited the financial statements of Connect M77/GSO plc (the 'Company') for the year ended 31

March 2019, which comprise the Profit and Loss Account, Balance Sheet, Statement of Changes in Equity, and
related notes, including the accounting policies in note 1.

In our opinion the financial statements:

+ give a true and fair view of the state of the Company's affairs as at 31 March 2019 and of its loss for the year
then ended;

+ have been properly prepared in accordance with UK accounting standards, including FRS 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland; and

* have been prepared in accordance with the requirements of the Companies Act 2006,

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and
applicable law. Our responsibilities are described below. We believe that the audit evidence we have obtained is
a sufficient and appropriate basis for our opinion. Our audit opinion is consistent with our report to the
Directors.

We were first appointed as auditor by the directors on 17 October 2016. The period of total uninterrupted
engagement is for the 3 financial years ended 31 March 2019. We have fulfilled our ethical responsibilities
under, and we remain independent of the Company in accordance with, UK ethical requirements including the
FRC Ethical Standard as applied to listed public interest entities. No non-audit services prohibited by that
standard were provided.

Key audit matters: our assessment of risks of material misstatement

Key audit matters are those matters that, in our professional judgement, were of most significance in the audit of
the financial statements and include the most significant assessed risks of material misstatement (whether or not
due to fraud) identified by us, including those which had the greatest effect on: the overall audit strategy; the
allocation of resources in the audit; and directing the efforts of the engagement team. We summarise below the
key audit matters, in decreasing order of audit significance, in arriving at our audit opinion above, together with
our key audit procedures to address those matters and, as required for public interest entities, our results from
those procedures. These matters were addressed, and our results are based on procedures undertaken, in the
context of, and solely for the purpose of, our audit of the financial statements as a whole, and in forming our
opinion thereon, and consequently are incidental to that opinion, and we do not provide a separate opinion on
these matters.

Service revenue recognition
(£2,926k; 2018: £2,380k)
Refer to page 14 (accounting policy) and page 16 (financial disclosures).

The risk

The amount of service revenue recognised is calculated via a mark-up being applied to costs incurred during the
year. The mark-up is determined from a long term financial model which acts as a long term forecast of the
revenues and costs to be incurred on the project. A significant portion of the service provision and the associated
performance risk, are outsourced to subcontractors with costs contractually agreed over the life of the contract.
Lifecycle replacement risk remains with the Company and is a significant estimate.

A fraud risk exists as management could manipulate the amount of revenue recognised either through amending
the future forecast assumptions, particularly through the lifecycle costs which are a key estimate (see note 2 for
details) and hence change the mark-up applied to the costs on which revenue is recognised or by applying the
mark-up to costs which are not related to the provision of the services under the concession contract.
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Connect M77/GSO plc

Independent Auditor's Report to the Members of Connect M77/GSO plc (continued)

Our response
Our procedures included:

* Service revenue recalculation: We recalculated service revenue based upon the costs incurred which relate
to provision of services under the concession contract using the mark-up determined in the financial
forecasts and compared this to the amounts recorded.

* Comparing forecasts: We challenged the appropriateness of cost estimates and assessed whether or not
estimates showed any evidence of management bias. Our challenge was based upon our assessment of
historical accuracy of the Company's forecasts through comparison of current year actual costs, a sample of
which have been verified to supplier invoices, versus prior year forecast, comparison of forecast cost
estimates in current year versus the prior year and expectations based on our knowledge of the Company and
experience of the industry in which it operates.

Our application of materiality and an overview of the scope of our audit
Materiality for the statutory financial statements as a whole was set at £1,410,000 (2018: £720,000) determined
with reference to a benchmark of total assets, of which it represents 1% (2018: 0.5%).

We agreed to report to the Board any corrected or uncorrected identified misstatements exceeding £70,000
(2018: £36,000), in addition to other identified misstatements that warranted reporting on qualitative grounds.

Our audit of the company was undertaken to the materiality level set out above.

We have nothing to report on going concern

The Directors have prepared the financial statements on the going concern basis as they do not intend to
liquidate the Company or to cease its operations, and as they have concluded that the Company’s financial
position means that this is realistic. They have also concluded that there are no material uncertainties that could
have cast significant doubt over its ability to continue as a going concern for at least a year from the date of
approval of the financial statements (“the going concern period”).

Our responsibility is to conclude on the appropriateness of the Directors’ conclusions and, had there been a
material uncertainty related to going concern, to make reference to that in this audit report. However, as we
cannot predict all future events or conditions and as subsequent events may result in outcomes that are
inconsistent with judgements that were reasonable at the time they were made, the absence of reference to a
material uncertainty in this auditor's report is not a guarantee that the Company will continue in operation.

In our evaluation of the Directors’ conclusions, we considered the inherent risks to the Company’s business
model, including the impact of Brexit, and analysed how those risks might affect the Company’s financial
resources or ability to continue operations over the going concern period. We evaluated those risks and
concluded that they were not significant enough to require us to perform additional audit procedures.

Based on this work, we are required to report to you if we have concluded that the use of the going concern
basis of accounting is inappropriate or there is an undisclosed material uncertainty that may cast significant
doubt over the use of that basis for a period of at least a year from the date of approval of the financial
statements.

We have nothing to report in these respects, and we did not identify going concern as a key audit matter.
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Connect M77/GSO ple

Independent Auditor's Report to the Members of Connect M77/GSO plc (continued)

We have nothing to report on the Strategic Report and Directors’ Report

The Directors are responsible for the other information presented in the Annual Report together with the
financial statements. Our opinion on the financial statements does not cover the other information and,
accordingly, we do not express an audit opinion or, except as explicitly stated below, any form of assurance
conclusion thereon.

Our responsibility is to read the other information and, in doing so, consider whether, based on our financial
statements audit work, the information therein is materially misstated or inconsistent with the financial
statements or our audit knowledge. Based solely on that work we have not identified material misstatements in
the other information.

Based solely on our work on the other information:
* we have not identified material misstatements in the Strategic Report and the Directors’ Report;

* in our opinion the information given in those reports for the financial year is consistent with the financial
statements; and

* in our opinion those reports have been prepared in accordance with the Companies Act 2006.

We have nothing to report on the other matters on which we are required to report by exception
Under the Companies Act 2006 we are required to report to you if, in our opinion:

+ adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us; or

¢ the financial statements are not in agreement with the accounting records and returns; or

+ certain disclosures of directors’ remuneration specified by law are not made; or

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

We have nothing to report in these respects.
Respective responsibilities

Directors’ responsibilities

As explained more fully in their statement set out on page 6, the Directors are responsible for: the preparation of
the financial statements and for being satisfied that they give a true and fair view; such internal control as they
determine is necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error; assessing the Company’s ability to continue as a going concern, disclosing, as
applicable, matters related to going concern; and using the going concern basis of accounting unless they either
intend to liquidate the Company or to cease operations, or have no realistic alternative but to do so.
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Connect M77/GSO ple

Independent Auditor's Report to the Members of Connect M77/GSO plc (continued)

Auditor’s responsibilities

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or other irregularities (see below), or error, and to issue our
opinion in an auditor’s report. Reasonable assurance is a high level of assurance, but does not guarantee that an
audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud, other irregularities or error and are considered material if, individually or in
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of
the financial statements.

A fuller description of our responsibilities is providled on the FRC’s website at
www.frc.org.uk/auditorsresponsibilities.

Irregularities - ability to detect

We identified areas of laws and regulations that could reasonably be expected to have a material effect on the
financial statements from our sector experience and through discussion with the directors and other management
(as required by auditing standards), and discussed with the directors and other management the policies and
procedures regarding compliance with laws and regulations. We communicated identified laws and regulations
throughout our team and remained alert to any indications of non-compliance throughout the audit.

The potential effect of these laws and regulations on the financial statements varies considerably.

The company is subject to laws and regulations that directly affect the financial statements including financial
reporting legislation (including related companies legislation), distributable profits legislation and taxation
legislation and we assessed the extent of compliance with these laws and regulations as part of our procedures
on the related financial statement items.

Whilst the company is subject to many other laws and regulations, we did not identify any others where the
consequences of non-compliance alone could have a material effect on amounts or disclosures in the financial
statements.

Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some
material misstatements in the financial statements, even though we have properly planned and performed our
audit in accordance with auditing standards. For example, the further removed non-compliance with laws and
regulations (irregularities) is from the events and transactions reflected in the financial statements, the less likely
the inherently limited procedures required by auditing standards would identify it. In addition, as with any audit,
there remained a higher risk of non-detection of irregularities, as these may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal controls. We are not responsible for
preventing non-compliance and cannot be expected to detect non-compliance with all laws and regulations.
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Connect M77/GSO ple

Independent Auditor's Report to the Members of Connect M77/GSO plc (continued)

The purpose of our audit work and to whom we owe our responsibilities

This report is 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 auditor’s 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.

Tom Eve (Senior Statutory Auditor)
For and on behalf of KPMG LLP, Statutory Auditor

15 Canada Square
London
El4 5GL
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Turnover
Cost of sales

Gross profit

Connect M77/GSO ple

Profit and Loss Account for the Year Ended 31 March 2019

Administrative expenses

Operating profit

Interest receivable and similar income

Interest payable and similar expenses

Loss before tax

Taxation

Loss for the financial year

The above results were derived from continuing operations.

The Company has no recognised gains or losses for the year

statement of comprehensive income is presented.

2019 2018
Note £000 £ 000
3 2,926 2,380
(2,448) (1,992)

478 388
(346) (281)

132 107

7 9,532 9,610
8 (9,678) (9,750)
(14) (33)

9 2 1
(12) (32)

other than the results above.

The notes on pages 15 to 25 form an integral part of these financial statements.
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