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Irish Aviation Authority — Regulated Entity

Statement of directors’ responmblhtles

The Commission for Aviation Regulation (“the Comrmssmn "y was established under the Aviation
Regulation Act of 2001 (“the Act™) to regulate, inter alia, certain aspects of the aviation sector in
Ireland. In accordance with the Act, the Commission is required to make determinations governing the

maximum levels of aviation terminal services charges that can be levied at Dublin, Shannon and Cork

airports by the Irish Aviation Authority.

The first determination made by the Commission was for the five-year period commencing 26 March
2002. Pursuant to Section 28 (1) of the Act, the Commission requested that the Irish Aviation
Authority prepare Regulatory financial statements showing its regulated activities, as defined, separate
from its other activities. The statutory financial statements of the Irish Aviation Authority are made up
to 31 December and the accounting year in which the first determination of the Commission came into
effect -was during the year ended 31 December 2002. The first full accounting year in which a
determination of the Commission applied, and to which the annual accounting provisions of

Section 28 (1) applied, was the year ending 31 December 2002,

These financial statements have been prepared solely to present for the Regulated Entity, based on the
statutory financial statements as already reported for the year ending 31 December 2009, resuits and
cashflow for that year, and the financial position as at 31 December 2009. They have been prepared in
accordance with the statement of accounting policies on pages 5 to 8 to present fairly, in accordance
with the basis of preparation as described on pages 5 and 6, the profit and loss account, balance sheet
and cashflow of, or reasonably attributable to, the Regulated Entity.

In preparing the statutory financial statements, the directors are required to:
- select suitable accounting policies and then apply themn consistently;
- make judgements and estimates that are reasonable and prudent; and

- prepare the financial statements on the going concern basis unless it is inappropriate to presume
that the Authority will continue in business.

The directors are responsible for keeping proper books of account which disclose with reasonable
accuracy at any time the financial position of the Authority, of which the Regulated Entity forms part,
and to enable them to ensure that the statutory financial statements of the Authority, from which the
Regulated Entity financial statements are derived, comply with the Companies Acts, 1963 to 2009 and
all regulations to be construed as one with those Acts. They have general responsibility for taking such
steps as are reasonably open to them to safeguard the assets of the Authority and to prevent and detect

fraud and other irregularities.



TR

Irish Aviation Authority — Regulated Entity

Statement of directors’ responsibilities (continued)

The directors are responsible for establishing and maintaining the system of internal control throughout
the Authority, of which the Regulated Entity is a part, including controls to enable the Authority to
comply with the determinations as these affect maximum aviation terminal services charges. The
system of internal control comprises the ongoing processes for identifying and evaluating and managing
significant risks faced by the Authority in pursuing its business objectives. Such a system is designed
to manage rather than eliminate the risk of failure and therefore can only provide reasonable and not
absolute assurance that the Authority will achieve those objectives or that the Authority would not
suffer material misstatement or loss.

1

On behalf of the board
Anne Nolan Eamonn Brennan 10 June 2010
Acting Chairman Chief Executive
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Independent Auditor’s report to the members of the Irish Aviation
Authority

We have audited the Regulated Entity financial statements on pages 5 to 36, which have been prepared
in accordance with the accounting policies set out on pages 5 to 8. The Regulated Entity tinancial
statements have been prepared by the Irish Aviation Authority for submission to the Commission for
Aviation Regulation pursuant to Section 28 (1) of the Aviation Regulation Act of 2001.

This report is made solely to the Authority’s members, as a body, in accordance with our letter of
engagement, dated 9 February 2009, and our work has been undertaken solely to enable us to report on
the matters set out in that letter. To the fullest extent permitted by law, we do not accept or assume
responsibility to anyone other than the Authority and the Authority’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 described on pages 2 and 3, the directors are responsible for the preparation of Regulated Entity
financial statements. It is our responsibility to form an independent opinion, based on our audit, on
those financial statements and to report our opinion to you.

Basis of opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland)
issued by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the Regulated Entity financial statements. It also includes an
assessment of the significant estimates and judgements made by the board members in the preparation
of the Regulated Entity financial statements and of whether the accounting policies are consistently
applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that
the Regulated Entity financial statements are free from material misstatement, whether caused by fraud
or other irregularity or error.

Opinion

In our opinion the Regulated Entity financial statements have been properly prepared in accordance
with the accounting policies set out on pages 5 to 8 and the profit and loss account, statement of total
recognised gains and losses, balance sheet and cashflow staterent present fairly in accordance with the
basis of preparation of financial statements note on pages 5 and 6 the assets and liabilities, results and
cashflows of, or reasonably attributable to, the Regulated Entity, as of, and for the year ended 31
December 2009,

KPMG
Chartered Accountants
Registered Auditor L1 June 2010

KPMG, an Irish partnershigand a member firm of the KPMG natwerk
of independent member frins affliated with KPMG Intermational
Cooperative ("KPMG International”), a Swiss entity
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Irish Aviation Authority — Regulated Entity

Statement of accounting policies

The following accounting policies have been applied consistently in dealing with items which are
considered material in relation to the Regulated Entity’s financial statements. These accounting
policies are in agreement with those used in the preparation of the audited statutory accounts of the Irish
Aviation Authority, and have been consistently applied.

Basis of preparation of financial statements

The financial statements are prepared in accordance with generally accepted accounting principles
under the historical cost convention and comply with financial reporting standards of the Accounting
Standards Board, as promulgated by The Institute of Chartered Accountants in Ireland, as amended for
the departure from full compliance with Financial Reporting Standard 17 ‘‘Retirement Benefits’

(FRS 17).

Ireland is a party to a multilateral agreement (EUROCONTROL) relating to the collection of en route
navigation service charges. Under Section 47 of the Irish Aviation Authority Act, 1993, the Authority
performs this function on behalf of the State. The participating states have agreed that any difference
between income and defined costs should be recovered from or returned to users of en route navigation
services by amendment of charges in later years.

The definition of defined costs was clarified in 2007 to specifically include all cash payments to
pcnsmn funds whereas prev10usiy parties to the agreement were only entitled to recover the accounting
pension charge. Under the provision of FRS 17, companies are not perm1tted to charge cash payments
to the profit and loss account and must only record the accounting pension charge, as determined by the

schemes’ actuary.

In order that the results of the Authority and the balance sheet present a true and fair view, the
directors believe that it is necessary to depart from the requirements of FRS 17 and include all cash
contributions made to the pension fund in operating expenses in each financial year and to record an
offsetting credit in the statement of total recognised gains and losses (STRGL) to reflect cash pa:d in
excess of the actuarially determined pension charge. The Authority is of the view that this approach
is necessary in order that its statutory financial statements accurately reflect the International Civil

-Aviation Organisation and EUROCONTROL charging principles and the Irish Aviation Authority

Act, 1993. The impact of the departure is described in the pension costs note below.

Separated profit and loss account, balance sheet and cash flow

EUROCONTROL, the European Organisation for the Safety of Air Navigation, comprises 38 Member
States. It was founded in 1960 for overseeing air traffic control in the Upper Airspace of Member
States, and today has as its most important goal the development of a coherent and co-ordinated air
traffic control system in Europe. Among its services is the calculation, billing and collection of charges
from users of air traffic services and facilities on behalf of 37 Member States participating in the
EUROCONTROL Route Charges System. The Authority has developed, in conjunction with
EUROCONTROL, a cost base reporting system in order to arrive at the appropriate costs and allocation
of those costs among air traffic services and facilities.
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Irish Aviation Authority — Regulated Entity

Statement of accounting policies (continued)

Basis of preparation of financial statements (continued)
Tumnover, costs, assets and liabilities have been determined on the bases set out below:
Turnover is the actual turnover of regulated activities as described below.

Costs are based on the cost base reporting system as part of the EUROCONTROL multilateral
agreement other than:

¢ Interest payable.is allocated to the regulated entity on the basis of the proportion of regulated
entity costs to total costs per the cost base reporting system.

¢ The corporation tax charge has been calculated on the basis of the proportion of regulated entity
profit before tax to total profit before tax.

¢ The deferred tax movement has been calculated on the basis of the proportion of the net book
value of the regulated entity fixed assets to total fixed assets.

Assets and liabilities have been determined either on an actual basis or are based on the cost base
reporting system as part of the EUROCONTROL multilateral agreement other than:

° Bank overdrafts and cash are allocated to the regulated entity on the basis of the proportion of
regulated entity costs to total costs per the cost base reporting system.

¢ Loans are allocated on the basis of the net book value of the respective tangible fixed assets and
working capital requirements. As the Authority negotiates its financing and loan arrangements
for the Authority as a whole, balances may exist between the Regulated and Non Regulated
entities representing inter entity funding provided for operating cost and capital requirements.

o Pension assets and liabilities determined in accordance with FRS 17 (see below) have not been
allocated as it is not practicable to allocate specific pension assets and liabilities between
regulated and non regulated activities on a meaningful basis. Pension balance sheet amounts
and associated actuarial adjustments are therefore described as ‘unallocable pension balances’
in the Regulated Entity financial statements.

Turnover

Turnover represents the amounts received and receivable in respect of services provided to customers,
together with fees received in respect of statutory regulatory functions performed in discharge of safety
regulation requirements,

As described above, the Authority is entitled to recover differences between income and defined costs
relating to en route navigation service charges. Differences arising between income and defined costs
are provided for in an income equalisation account and are adjusted against income arising from en
route activity.

Income and costs in respect of regulated activities (terminal navigation charges), relating to approach,
landing and take-off services, are equalised in a similar manner.

Amounts are accrued under the terms of the income equalisation mechanism in tumover and recognised
as either receivables or payables in the balance sheet to reflect the substance of the EUROCONTROL
agreement.
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Statement of accounting policies (continued)

Tangible fixed assets and depreciation

Tangible fixed assets are stated at cost less accumulated depreciation. Depreciation is calculated to
write off the cost of each fixed asset, including equipment purchased as part of an installation, on a
straight line basis over its expected useful life, at the following annual rates:

Buiidings 3%
Completed installations and other works 8Y:% -124%
Motor vehicles 20%

Office equipment 20% - 33'1,%

Assets are depreciated from the date they are commissioned for use.

Assets under construction/installations in progress are carried at historical cost and are not depreciated
until they are brought into use.

Leased assets

Operating lease rentals are expensed as they accrue over the period of the leases.

Foreign currencies

Transactions arising in foreign currencies are translated into euro at the rate of exchange ruling at the
date of the transactions or at a contracted rate. Monetary assets and liabilities denominated in foreign
currencies are translated into éuro at the year end rate of exchange. The resulting profits and losses are

dealt with in the profit for the year.

Taxation

Corporation tax is provided for on the profit for the year at the current rates. Deferred tax is recognised
in respect of all timing differences that have originated but not reversed at the balance sheet date.
Provision is made at the rates expected to apply when the timing differences reverse. Timing
differences are differences between the Authority’s taxable profits and its results as stated in the
financial statements that arise from the inclusion of gains and losses in taxable profits in periods
different from those in which they are recognised in the financial statements.

A net deferred tax asset is regarded as recoverable and therefore recognised only when, on the basis of
all available evidence, it can be regarded as more likely than not that there will be suitable taxable
profits from which the future reversal of the undetlying timing differences can be deducted.
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Statement of accounting policies (continued)

~ Pension costs

The Authority provides pensions to its employees under two defined benefit superannuation schemes:
“The Trish Aviation Authority Staff Superannuation Scheme 19967 for staff whose employment
commenced prior to 1 April 2008, and “The Irish Aviation Authority Staff Superannuation Scheme
2008” for staff whose employment commenced since 1 April 2008. For the schemes, the difference
between the market value of the schemes’ assets and the actuarially assessed present value of the
schemes’ liabilities, calculated using the projected unit credit method, is disclosed as an asset/liability
on the balance sheet, net of related deferred tax (in respect of any deferred tax asset to the extent that it

is recoverable).

The amount charged to the profit and loss account is the total of:

(a) the actuarially determined cost of pension benefits promised to employees during the
year plus any benefit improvements granted to members during the year (current/past

service cost)

(b) the expected return of the pension schemes’ assets during the year and the increase in the
schemes’ liabilities due to the unwinding of the discount, such amounts being included in

financing costs, and

(c) anadditional charge to operating expenses reflecting the difference between the
actuarially determined pension charge (current/past service cost) included above and total

cash payment to the pension fund in the year.

Any difference between the expected return on assets and what was actually achieved and any changes
in the liabilities due to changes in assumptions, or because actual experience during the year was
different to that assumed, are recognised as actuarial gains and losses in the statement of total
recognised gains and losses. The statement of total recognised gains and losses includes an offset of the
additional pension charge described in paragraph (c) above expected to be recovered under the:
provisions of the EUROCONTROL agreement as described on page 5.

The Authority thus departs from the requirements of FRS 17 in order that the results present a true and
fair view and comply with the requirements of the agreements under which its operations are governed.
The impact of the departure is to increase the actuarially determined profit and loss account pension
charge by €8,766,000 (2008: €17,722,000) for recovery under the equalisation mechanism in the year
ended 31 December 2009, and to record an offsetting credit in the STRGL, thereby maintaining the
profit and loss reserves and net assets of the Authority in line with the requirements of FRS 17.

Cash flow statement
Cash represents cash held at bank available on demand, offset by bank loans and overdrafts.

Liquid resources comprise bank fixed deposits with maturities of greater than one day. These deposits
are readily convertible into known amounts of cash.
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