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"Report of the Directors

REVIEW OF THE GROUP’S BUSINESS

Racal Electronics Ple is the parent company of a group whose principal
activities during the year were Defence Electronics, Industrial Electronics
and Transportation Services. The principal companies which materially
contribute to the assets and profits appear on pages 12 and 13.

Group

Total turnover from continuing operations (including joint ventures)
for the year ended 31 March 2000 amounted to £772.4 million
(1998/99: £799.9 million). On-going operating profit inclusive of
associates and joint ventures from continuing operations was

£71.7 million (1998/99: £97.2 million) with the majority of the
reduction being in Industrial Electronics which had a difficult year.
(Note: on-going operating profit excludes compensation payment to
option holders, see financial section below).

Defence Etectronics

In Defence Electronics sales declined to £340.9 million (1598/99:
£357.1 million) due in particular to delays in the receipt of a number of
naval electronic warfare orders. Operating profit was £23.7 million
(1998/99: £24.3 million) before reorganisation costs of £5.5 million
(1998/99: £2.5 million), Despite lower turnover, operating margins
improved from 6.8 per cent to 7.0 per cent. A very successful year for
Avionics offset some order intake slippage in other parts of Defence
Electronics leaving the order book at a similar level to last year of some
f500 million,

Industrial Electronics

Industrial Electronics sales were £297.0 million (1998/99: £320.9 million)
with operating profit of £23.9 million (1998/99: £39.8 million) before
reorganisation costs of £3.0 miltion (1998/99: £1.0 million} and margins
reduced from 12.4 per cent to 8.0 per cent, The reductions in sales,
operating profit and margins were primarily attributable to a downturn
in the Survey and Instruments’ businesses. As indicated in December,
Survey was impacted by low oil prices and restructuring among its major
customers, while Instruments' sales and margins reduced significantly
due to the completion of a major US equipment supply contract during
the first half of 1998/99.

Transportation Services

Sales were £151.3 million (1998/99: £152.9 million) producing operating
profit of £17.0 miltion before reorganisation costs of £0.1 million
(1998/99: £19.3 million with no reorganisation costs). The results were
impacted by a competitive trading environment particularly associated
with expected tariff reductions on maintenance and other contracts in the
railway sector. The *Connect’ contract for London Underground’s new
radio and telecommunications network, which was awarded to Citylink
Telecommunications in which the Group has a 33 per cent shareholding,
benefited performance in the second half of the year. In addition to
Racal being the largest shareholder, Translink is a major subcontractor
for the project.

Other Associates and Joint Ventures

Other associates and joint ventures continue to make an important
contribution to the performance of the Company with profits in the year
of £17.1 million (1998/99: £18.¢ million). SIS continues to perform well,
The profit contribution from Camelot declined primarily due to arise in
operating costs because of increased marketing investment for the future
benefit of the National Lottery Distribution Fund and The National Lottery
brands,

Group Results

The Group’s financial position has been significantly strengthened by
the disposal of Racal Telecom during the year. At the end of the year
the Group had net cash of £123.6 million compared to a debt of
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£303.7 million in the prior year and shareholders’ funds had increased
to £483.1 million (1998/99: £367.2 million).

As referred to in our announcement of the interim results in December 1999, -
a charge has been made to operating profits of £12.4 million in order to
provide compensation to members of the Company’s share option
schemes. This is in respect of the speciat dividend paid on 28 January 2000
to shareholders on the register on 14 January 2000 which was assotiated
with the disposal of Racal Telecom. Exclusive of this charge and inclusive
of associates and joint ventures, the operating profit from continuing
operations was £71.7 million (1998/99: £97.2 million), after charging
reorganisation costs that increased to £8.7 million from £3.6 mitlion in

1998/99.

The sale of Racal Telecom to Global Crossing was completed on

24 November 1999 and the results for this business, together with those
of a number of small operations, have been treated as discontinued,
Operating losses were £13.8 million (1998/99: profit of £0.8 million).
The comparative figures for discontinued operations also include those
of the Racal Data Group, which was sold in September 1998.

Exceptional items amounted to a profit of £587.8 million (1998/99:
exceptional profit of £1.4 million) mainly due to a gain from the disposa!’ -
of Racal Tetecam of £597.0 million after writing-off goodwill of
£120.4 million, OFf this latter item £118.8 million had no effect on
shareholders’ funds. The cost of the fundamental reorganisation in
Racal Telecom in the period prior to the disposal was £4.0 million
(1998/99: £10.2 million).

The Group generated a profit of £6.9 million from the sale of other fixed
asset investments (1998/99: £3.5 million). This related to the completion
of the sale of share warrants in a US business, which had been retained
following the sale of the Racal Data Group.

Net interest payable reduced to £8.7 million (1998/99: £22.1 million) as a
result of the sale of Racal Telecom and the elimination of net debt in the
second half of the year.

Pre-tax profit amounted to £631.5 million compared with £8a.8 million in
1998/99.

Taxation for the year Is estimated at £142.6 million (1998/99: £15.3 million)
which includes a charge of £125 million in respect of the capital gain
made on the disposal of Racal Telecom. This estimated charge has
benefited from the deduction of approximately £100 million being the
effect of the utilisation of capital losses that are subject to agreement
with the Inland Revenue. The tax rate for continuing operations is

27.2 per cent (1998/99: 17.0 per cent).

Shareholder returns

Basic earnings per share was 168.78p (1998/99: 23.09p per share).
Adjusting for discontinued operations the figure becomes 17.51p per
share (23.66p per share in 1998/99).

No final dividend is proposed due to the acquisition of the Company by
Thomson-CSF, giving a total of 169.1p net per share for the year, of which
167.0p per share was paid as a special dividend from the sale of Racal
Telecom (1998/99: 6.0p net per share). i

Cash Flow .

Net cash inflow of £381.0 million occurred in the year (1998/99:

£9.0 million), leaving net cash (inclusive of finance leases) of

£123.6 million (net debt of £303.7 mitlion at 31 March 1995). There was
an inflow of £558.1 million before disposal costs from the sale of Racal ‘
Telecom to Global Crossing from which £489.4 million was returned

to shareholders through the payment of a special dividend.
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Capital expenditure was £93.6 million (1998/99: £118.9 million) with
most of the reduction being attributable to the sale of Racal Telecom
during the year.

Research and development
The Group maintains extensive laboratory facilities and continues to invest
considerable resources in the development of new and existing products.

Future developments

The offer from Thomson-CSF Invest Limited for the issued share capital of
the Company went unconditional on 25 June 2000 and as a conseguence
the Company is now a subsidiary of Thomson-CSF SA,

Share capital
A statement of changes in the share capital of the Company appears on
page 32 in Note 25.

Employee involvement

The Company positively encourages the involvement of employees within
the business and a variety of communication processes have been
established throughout the Group to ensure regular contact and
exchange of information, These include, but are not limited to, team
briefings, staff councils, trade union committees, focus groups and
departmental meetings.

Disabled persons

The Group is very conscious of the difficulties experienced by people with
disabilities. Its attitude to the employment of disabled persons is the
same as that relating to all other staff in matters of recruitment,
continuity of employment, training, development and promotion and is
based on ability, qualifications and suitability for the work.

The Group is a member of the Employers’ Forum on Disability.

Charitable and pelitical contributions
During the year ended 31 March 2000 charitable contributions amounted
to £215,000 (1999: £218,000).

No political contributions were made.

Goodwill

As a result of acquisitions, £7.4 mittion of goodwill was capitalised on

the consolidated balance sheet during the year. This was reduced by

a disposal of £1.6 million and amortisation charges of £0.5 miliion.
£118.8 million of goodwill charged to reserves in prior years was disposed
of In the year. (1999: £2.5 million of goodwill on acquisitions was
capitalised, which was reduced by a disposal of £0.4 million and
amortisation charges of £0.1 million.)

Payments to creditors

It is the Group’s normal practice to make payments to suppliers promptly
provided that the supplier has performed in accordance with the relevant
terms and conditions. Group trade creditors at 31 March zoo0 were
equivalent to 56 days’ average daily amount invoiced by suppliers during
the year (1999: 54 days).

Employee Share Ownership Trust

The Company has established an Employee Share Qwnership Trust to
purchase shares in the market for distribution at a later date in
accordance with the terms of the Racal Share Option Scheme 1992, the
Racal Share Option Scheme 1995 and the Racal Share Option Scheme
1997 and to subscribe for the Company's ordinary shares so that such
shares can be used to satisfy options granted and to be granted under
the terms of the Racal Share Option Scheme 1992, the Racal Share Option
Scheme 1997 and the Racal Share Savings Plan (1990). The shares are
held by an independent trustee and the right to dividend on the shares
has been waived apart from a nominal amount. Accordingly, the executive

directors and other executives of the Company have an interest in the
shares held within the Trust. As at 31 March 2000, the number of shares
held by the Trust totalled 190,798 shares (1999: 2,980,000 shares) and
the cost of such shares amounted to £482,000 (1999: £7,706,000).
These shares, whilst legally not the property of the Company, have been
included in fixed asset investments as shown on page 27 in Note 14.

Directors

The directors throughout the year were B | Clarke, Lord Inge, R ) Moon,

M R Richardson, Sir Clive Whitmore, D Whittaker and A R Wood.,

Sir Colin Chandler was appointed a director on 2 June 1999, Sir Gerald
Whent resigned as a director on 4 August 1999, D C Elshury resigned as a
director on 13 October 1999 and Sir Ernest Harrison resigned as a director
on 31 )anuary 2000.

B ] Clarke resigned as a director on 31 May 2000. On 16 June 2000, Lord
Inge, M R Richardson, Sir Clive Whitmore, I Whittaker and A R Wood
resigned as directors of the Company and B Bouguot, A Dorrian, Lord
Freeman, A Lagomarsino and ) Massol were appeinted directors of the
Company.

B Bouquot, A Dosrian, Lord Freeman, A Lagomarsino and ) Massol, who
have been appointed to the Board since the last Annual General Meeting,
retire and being eligible, offer themselves for election.

In accordance with the Company’s Articles of Association, R ] Moon
retires by rotation and, being eligible, offers himself for re-election.

None of the directors had a materfal interest in any contract of
significance to which the parent company or a subsidiary was a party
during the financial year.

Company Secretary
On 16 June 2000, D Whittaker resigned as company secretary and
B Bouguot was appointed.

Directors’ share interests
The directors® share interests are set out [ater in the Report of the
Directors on page 8.

Substantial holdings
As at 28 June 2000 the directors had been informed of the following
interests in the Company’s ordinary share capital in excess of 3%:

Thomson-CSF Invest Limited 91.41%
Deutsche Bank AG 5.18%
Prudential Carporation plc* 3.64%
Morgan Stanley Securities Limited 3.15%

*includes shareholdings of subsidiary companies.
The directors are not aware of any other holdings in excess of 3%.

Interest in the Company’s share capital is currently greater than 100%
since Deutsche Bank AG, Prudential Corporation plc and Morgan Stanley
Securities Limited have not yet formally notified the Company of the
disposal of their investment to Thomson-CSF Invest Limited.

Year 2000

The Group experienced very few problems and, with one exception,
those were of a minor nature, were quickly corrected and had no material
impact upon the Group’s provision of products and services to its
customers. The ane exception was a problem with certain card payment
terminals between 27 December and 31 December 1999, for which a
proven workaround was made available within 24 hours. Claims made by
a small number of affected customers have been settled.

The directors continue to be alert to the potential risks and uncertainties
surrcunding the Year 2000 issue. Any future costs associated with this
issue cannot be quantified but are not expected to be significant.

Racal Electronics Pic e
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European Monetary Union

The Group recognises the importance of European Economic and
Monetary Union (EML), particularly for its businesses operating in those
countries which have introduced the euro as their common currency.

In the short term, we believe that the impact of EMU on the Group will be
minimal. The Group is assessing the risks and opportunities of EMU in the
longer term. The financial costs of preparation for EMU are not expected
to be material in the context of the Group.

Going concern
The directors are required to report that the business is a going concern,
with supporting assumptions or qualifications as necessary.

After making enquiries, the directors consider that the Group has
adequate resources to continue in operational existence for the
foreseeable future. Consequently, they have continued to adopt the
going concern basis in preparing the financial statements.

CORPORATE GOVERNANCE

Application of the principles of the Combined Code

The following narrative statement explains how the Company has applied
the principles set out in section 1 of the Combined Code in accordance
with the requirements of Rule 12.43A of the Listing Rules for the year
ended 31 March 2000.

The information set out in this statement is based on arrangements
through to 15 June 2000, before the offer for the share capital of the
Company by Thomson-CSF was declared uncenditional and consequent
changes to the management of the Company were made, The Company
intends to delist its shares following the completion of the takeover and
will in future be part of the Thomson-CSF Group. As part of the Thomson-
CSF Group the Company will be subject to the policies and procedures
operating within Thomson-C5F.

A. DIRECTORS

1. The board
The Company is headed by a board, consisting of bath executive and
non-executive directors, which undertakes the dual roles ofieading
and controlling the Company and the Group. The names of the
six executive directors (including the Chairman) and two non-executive
directors as at 31 March 2000 are detailed on page 3. Sir Colin
Chandler was appointed as a director on 2 June 199¢. Sir Gerald
Whent, Mr David Elsbury and Sir Emest Harrison retired from office
with effect from 4 August 1999, 13 October 1999 and 31 January 2000
respectively. Mr Barton Clarke retired from office on 3 May 2000, The
board is responsible for policy and strategy. It meets at regular
intervals to review progress and the Group’s financial performance and
has agreed a formal schedule of matters reserved to it for collective
decision.

The board has established a number of committees which operate
within defined terms of reference. Minutes of the committee
meetings are circulated to and reviewed by the board. The principal
committees are the Remuneration, Audit and Nomination
Committees, each of which are referred to further in this report.

2. Chairman and Chief Executive
Mr David Elsbury, the Chief Executive Officer of the Company
brought forward his retirement and left the Company with effect
from 13 October 1999. With effect from that date, Sir Ernest Harrison,
Chairman, also assumed the position of Chief Executive of the
Company. Upon the retirement of Sir Ernest Harrison from office with
effect from 31 anuary 2000, Sir Colin Chandler assumed the role of

Racal Electronics Ple

Executive Chairman of the Company. It was considered unnecessary
to appoint a Chief Executive Qfficer for the Company until the
outcome of the offer for the share capital of the Company made by
Thomson-CSF was known.

The directors’ responsibilities are carried out on the understanding
that they must report to and consult with the board as a whole on all
matters materially affecting the business under their control andfor
responsibility. In this way, the individual directors’ powers and
authority are appropriately controlled and monitored such that no

individual has completely unfettered powers of decisian.

Board balance

At 31 March zooo the board included a balance of executive and
non-executive directors, with six executive directors and, two
independent non-executive directors, namely Sir Clive Whitmore
and Lord Inge, and no individual or small group of individuals can
dominate the board’s decision taking. As weill as their role of
safeguarding minority interests and ensuring good gavernance,
the non-executives provided the board as a whole with a valuable
contribution to the development of the Company’s strategy and the
board works as a cohesive team to further the Company’s interests.

Supply of information

The Chairman, in conjunction with the Company Secretary, ensures
that the board is supplied with information in a timely manner and in
a form and of a quality appropriate to enable it to discharge its duties
effectively, The Chairman takes particular responsibility and care to
ensure that all directors are properly briefed on issues arising at
board meetings.

Foltowing the appointment of new directors to the board an
induction programme is arranged, including visits to the Group's
businesses and meetings with senior management, as appropriate,
to facilitate their understanding of the Group and the responsibilities
of their role,

Appointments to the board

The Company has a formal and transparent procedure for the
appointment of new directors to the board. The Cadbury committee
recommended, but did not oblige, companies to establish a
nomination commitiee, The Company recognises this as good
practice and since 1992 has delegated authority for the nomination
of new directors to its Nomination Committee.

The members of the Nomination Committee at 31 March 2000 were
Sir Clive Whitmare - Chairman, Lord Inge and Sir Colin Chandler.
The Committee meets as necessary and the Company Secretary
attends these meetings as Secratary to the Committee.

The Nomination Committee assesses the suitability of persons for
appointment as executive directors and non-executive directors and,
when appropriate, makes its recommendations to the board as a
whole which considers and, if thought fit, approves the appointment
of those directors. In making such recommendations and
appointments, the Committee and board each recognise that, as
well as speaking for the business area ar function for which the new
appointee is directly responsible, that person should be capable of
exercising independent judgement on every issue coming before the
board, in the overalt interests of the Company. They will need to be
able to express views to the board in a considered way which may
be different from those of the other board members, including the
Chief Executive. Beard appointments are not regarded simply as a
reward for good performance in an executive role.
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The minutes of the Nomination Committee meetings are circulated to C.
all directors. 1.

Re-election

The Company's current Articles of Association provide that a director
who has attained the age of 7o shall retire and be eligible for
re-election at each Annual General Meeting and in each year the
number nearest to one third of the directors for the time being,
generally being those who have been lengest in office since their last
election or appointment, {excluding those over 70 referred to above)
shall retire and be eligible for re-election. In accordance with the
requirements of the Combined Code, ali directors of the Company
submit themselves for re-election every three years.

DIRECTORS' REMUNERATION

The leve! and composition of remuneration

In accordance with the best practice recommendations of the earlier
Greenbury Report, the board considers that levels of remuneration
should be sufficient to attract and retain the directors needed to run
the Group successfully whilst avoiding paying more than is necessary
for this purpose. The Remuneration Committee therefore considers
the remuneration of each executive director individually against the
needs of the Group for talent at board level at the particular time

and the then prevailing market. The board’s executive directors’
remuneration policy is that an appropriate proportion of executive
directors’ remuneration should be structured so as to link rewards to
corporate and individual performance without being prescriptive as
to the balance of such elements in any individual case. At the present

time, the board and its Remuneration Committee believe that the 2.

hest method of achieving this balance is through the use of share
options so that rewards are linked closely to increases in shareholder
value. No bonus arrangements are presently in place for the
executive directors with the exception of R ] Moon who participates
in a performance-related bonus arrangement relating to his Defence

Electronics Group responsibilities. D.

Procedure

The Remuneration Committee has responsibility for the development
of executive directors’ remuneration policy and the fixing of the
individual remuneration of the executive directors. The board is
responsible for approving the policy.

The members of the Remuneration Committee at 31 March 2000 were
Sir Clive Whitmore — Chairman and Lord Inge.

The Hampel Report amends the earlier Cadbury and Greenbury
recommendations upon the composition and scope of the remit of
the Remuneration Committee, in stating that the Remuneration
Committee is responsible to the board “who have final responsibility
for remuneration policy”. Accordingly, the Committee’s policy has
been formally approved by the board as a whole, taking into account
the advice of the Committee.

The remuneration of the non-executive directors is determined by the
board as a whole with the non-executive directors abstaining.

No director is involved in deciding his own remuneration.
Disclosure

This Annual Report contains a statement of remuneration policy and
details of the remuneration of each director on pages 7to g.

RELATIONS WITH SHAREHOLDERS

Dialogue with institutional shareholders

The Company endarses the idea of dialogue between its
representatives and thase of its major investors and, where
appropriate, enters into a dialogue with institutional shareholders
based on the mutual understanding of objectives. The board,
however, recognises that its duties are owed to the Company
meaning, generally, the shareholders collectively both present and
future, and not the shareholders at a given point in time, and
recognises that institutional investors are not an homogeneous
group but often have different investment objectives. The board
considers that those institutions committed to retaining substantial
holdings in the Company over a longer period of time will share

the board’s interest in maintaining and improving the Company’s
performance. Informal dialogue from time to time between the
Company's repréesentatives and such investors can in the opinion of
the board strengthen overall shareholder commitment and support,

Such diatogue includes the exchange of views and information
{subject of course ta regulatory constraints, in particular those
governing the provision of price sensitive information) on strategy,
performance and quality of management, as well as enabling the
investors to articulate their investment objectives and provide
feedback on the Company’s strategies and performance.

The Company also makes regular formal presentations to
institutional investors and cthers as part of its communication of
interim and full year results and from time to time makes other
presentations on specific business matters.

Constructive use of the AGM

The board has for many years used the AGM to communicate
with private investors as well as institutional shareholders and
encourages their participation through open floor question and
answer sessfons chaired by the Chairman.

ACCOUNTABILITY AND AUDIT

Financial reporting

The board believes that its Annual Reports and Accounts represent a
balanced and understandable assessment of the Company’s position
and prospects whilst also camplying with the tegal and regulatory
requirements for financial reporting relevant to the Company.

internal financial control
The directors acknowtedge that they are respensible for the Group’s
systems of internal financial control.

On behalf of the board, the Audit Committee monitors the
effectiveness of these systems. This is achieved primarily through a
review of the internal audit programme and its findings and a review
of the nature and scope of the external audit. Any identified risks are
closely examined so that appropriate action can be taken,

The systems of internat financial control are designed to provide
reasonable, but not absolute, assurance against material
misstatement or loss. They operate within an established
organisational structure with formally defined areas of responsibility.
They include:

* A comprehensive budgeting system with an annual budget
approved by the board;

* Regular consideration by the board of actual results compared
with budgets, forecasts and the prior year;
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¢ Regular reviews by the board of forecasts which are updated
every four weeks;

* Regular reporting to the board on treasury, pensions, legal and
insurance matters. All of these areas are subject to clearly defined
policies and procedures;

* A continuous assessment of business risk by the executive
directors in conjunction with operating management.
Wherever practicable, steps are taken to mitigate these risks.
The executive directors regularly report to the board;

* Apinternal audit function located both in the UK and the USA,
which reviews the systems and procedures in major operating

companies and reports to the Audit Committee af least twice a year.

The external auditors independently report to the Audit Committee.

The directors have reviewed the effectiveness of the Group’s
systems of internal financial control. Whilst the directors are
generally satisfied and consider the controls appropriate for their
business, a number of areas have been identified for improvement
and appropriate actions have been agreed. None of these areas
identified for improvement has resulfed in any material loss or
misstatement as at 31 March zooo.

The hoard has restricted its statements on internal controls by
reporting on internal financial control in accordance with the
guidance for directors on internal controls and financial reporting
that was issued by the Rutteman Working Group in December 1994.
The recommendations of the Turnbufl Committee on the scape,
extent, nature and review of internat controls to which this Code
principle D.2 refers have not been implemented by the Company as
during the course of the financial year ended 31 March 2000 the
proposed fake-over of the Company was announced. It was,
therefore, considered inappropriate to expend the resources
necessary to implement the guidance until the outcome of the offer
was known.

Audit Committee and auditors

The board has a formal and transparent arrangement for considering
how it should apply the financial reporting and internal control
principles and maintaining an appropriate relationship with the
Company’s auditors. The Company has delegated authority for these
matters to its Audit Committee.

The members of the Audit Committee at 31 March 2000 were Sir Clive
Whitmore — Chairman and Lord Inge.

The Committee meets at least twice a year and the Company
Secretary attends these meetings as Secretary to the Committee,
The Financial Director and the auditors are invited to attend,

as appropriate,

The Committee reviews the annual audit and interim accounts,
internal financial controls and reports from the Company’s internal
and external auditors.

The duties of the Audit Committee include keeping under review the
scope and results of the external and internal audit functions and the
cost effectiveness and the independence and objectivity of the
external auditors.

The auditors of the Company are invited to meet with the Audit
Committee on a regular basis and can do so at any time on request.

a Racal Electronics FPlo

Statement of compliance througheut the accounting pericd with the
provisions of the Combined Code

The Company has complied with the Code provisions set cut in Section 1
of the Combined Code throughout the accounting period except in the
following respects:-

Code provision A.2.1

The roles of Chairman and Chief Executive were combined from

13 Qctober 1999 onwards. It was considered unnecessary to appoint a
Chief Executive Officer for the Company until the outcome of the offer for
the share capital of the Company made by Thomson-CSF was known.

Code provision A.3.1

Between 1 April 1999 and 31 January 2000 there were three, and between
1 February 2000 and 31 March zoo00 there were two, non-executive
directors. It was considered unnecessary to appoint an additional
non-executive director until the outcome of the offer by Thomson-CSF
was known, The one-third requirement of this section of the Code was not
met prior to 2 June 1999, between 4 August 1999 and 13 October 1999
and subsequent to 1 February 2000.

Code provision A.6.2

Under the Company’s Articles of Association it is technically possible that
from time to time a director may not have been subject to re-election at
intervals of no more than three years.

Code provision B.1.7

The hoard has determined that, as an objective, notice ar contract
petiods for 12 months should be offered to executive directors in

the future. Longer periods will he avoided wherever possible.

M R Richardson and D Whittaker each had agreements with a rolling
36 month term which was the recognised term for agreements of this
nature when they entered into their service agreements in 1990.

Code provision C.2.4

This provision requires companies to arrange for the Notice of Annual
General Meeting and related papers to be sent to shareholders at least
20 working days before the meeting. This had not been formally
introduced af the time of the Company’s last Annuat General Meeting.
It was not practicable to comply with this provision in respect of the
last Annual General Meeting although the Company complied with its
statutory obligations in this respect.

Code provision D.2.1

The beard has restricted its statements on internal control by reporting
on internal financial control in accordance with the guidance for directors
on internal controls and financial reporting that was issued by the
Rutteman Working Group in December 1994. The board chose not to
commence the implementation of the recommendations of the Turnbull
Committee due to the offer by Thomson-CSF and, therefore, had not put
in place all the necessary procedures prior to 1 April 2000.

Code provision D.3.1

The Audit Committee included an executive director, Sir Ernest Harrison,
in its membership until 23 November 1999 whilst this section of the
Code requires membership to be restricted to non-executive directors.
The code also required membership to include at least three non-
executive directors. This was not complied with from 1 February 2000
onwards.
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DIRECTORS’ REMUNERATION
The following is the report to the shareholders by the board required by Listing Rule 12.43A(c).

The Company's policy on executive directors’ remuneration
The policy of the board in respect of the remuneration of the executive directors of the Company is to ensure that:

() individuals are fairly rewarded for their personal contribution to the Company’s overall performance in the short and longer term;
(i) the Company is able to atfract, retain and motivate directors of the highest calibre; and

(i} due regard is given to the interests of the Company’s shareholders and to the financial and commercial health of the Company and its performance
relative to that of other comparable companies.

This policy is applied by the board and the Remuneration Committee in carrying out their respective responsibilities to develop and implement
remuneration packages which are based on maintaining a strong link between reward and performance to align the interests of executive directors
and shareholders.

The executive directors’ total remuneration is made up of two principal components: (i) salary and benefits, and (i) long term incentive in the form of
Executive Share Option Schemes. In addition, R ] Moon participates in performance-related bonus arrangements.

Directors’ emoluments

Salary Total emoluments

and Annual excluding pension costs

fees honus* Benefits® 2000 1999
Executive directors £ £ £ £ £
Sir Colin Chandler {from 1 February 2000) 57,000 - - 57.000 -
Sir Ernest Harrison ? {to 31 January 2000) - - 23,842 23,842 81,722
D C Elsbury (to 13 October 1999) 273,159 - 19,781 292,940 573,276
B J Clarke 303,952 - 19,995 323,947 302,401
P G Kozlowski* (to 14 October 1998) - - - - 432,038
R ] Moon (from 10 December 1998) 190,800 30,000 17,146 237,046 83,781
M R Richardson 325,408 - 15,534 340,942 319,429
D Whittaker 303,952 - 14,876 318,828 300,713
A R Wood 273,650 - 15,753 289,403 268,130
Non-executive directors
Sir Colin Chandler {from 2 June 1999 to 31 lanuary 2000) 27,731 - - 27,731 -
Lord fnge 49,022 - - 49,022 46,688
Sir Gerald Whent (to 4 August 1999) 18,214 - - 18,214 52,186
Sir Clive Whitmore 36,032 - 7,947 43,979 39,280
Total 1,858,820 30,000 134,874 2,023,794 2,499,644

Notes:
1. Forthe year ended 31 March 2000, only R J Moon participated in performance-related bonus arrangements.

2. Benefits include all assessable tax benefits arising from employment by the Company which mainly derive from the provision of a company car and private
medical insurance,

3. SirErnest Harrison agreed with the Company in March 1999 to waive his contractual remuneration for the services provided by him to the Company in respect of the year
ended 31 March 2000. In respect of that year, Sir Emest Harrison agreed to waive all of his salary borne by the Company, namely £497,138 and £166,711 of his pension
entitlement.

Sir Emest Harrison received a benefit of £256,501 in respect of a company car transferred to him on his retirement as a director of the Company on 31 January 2000,
Sir Ernest Harrison paid the Company £421,535 in respect of the transfer to him of certain hospitality rights.

4 P GKozlowski resigned as a director of the Company on 14 October 1998 and gave 12 months’ notice under his contract of employment as of that date expiring on
13 Octobrer 1999, The amounts in respect of salary and fees, bonus and benefits shown in the above table relate to the period of his directorship to 14 October 1998.
Payments made to P G Koztowski in respect of the period 1 April 1999 to 13 October 1999 were as follows: salary and fees £161,908, benefits £28,779 (14 October 1998
to 31 March 1999: salary and fees: £169,550, benefits: £10,173) in accordance with his contractual entitlement.
The amounts payable to P G Kozlowski in respect of his contractual entitlement during the notice period have been reimbursed by Platinum Heoldings Inc. under the
terms of the sale of the Racal {rata Group.
The amounts shown for P G Kozlowski are the UK sterling equivalent of US$ amounts using an exchange rate of US$1.6 to £1, being the rate at the close of business on
31 March 2000 {1999: US$1.61 to £1).
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"Report of the Directors

Directors’ interests in the shares of Racal Electronics Plc

31 March zo00 *1 April 1999
Sir Calin Chandler - - -
B ) Clarke 501,812 87,812
Lord Inge 8,695 8,609
R J Moon 2,000 2,000
M R Richardsan 418,642 19,642
Sir Clive Whitmore 2,104 2,083
D Whittaker 522,511 97,527
AR Wood 216,294 15,294

1,672,058 232,967 .

All the above interests are beneficial. * ar date of appointment if later.

During the period 1 April to 15 June 2000, there has been no change in the directors’ interests in the shares of the Company.
All of the directors above gave unconditional undertakings to accept the offer by Thomson-CSF Invest Limited to purchase their shares.
No director had since 1 April 1999 any interest in, or acquired any rights to, shares in the Company or any subsidiary except as stated.

Directors’ share options

The board’s policy in approving grants of share options to directors is that the directors’ total remuneration package taken together with the option to
be granted should not be excessive. Options should be granted in order to retain and motivate the director in question and to balance the elements of
fixed and performance-retated remuneration of their remuneration package. Before granting an option the Company should weigh this against the
alternative kinds of long term incentive scheme. In normal circumstances, options granted should not be exercisable in under three years.

The options to be granted should be subject to appropriately challenging performance criteria. No options were granted to the directors during the
year or lapsed under any of the following schemes. No options were exercised under the terms of the Racal Share Savings Plan (1990).

Options were exercised under the Racal Share Option Scheme 1992 and the relevant details are shown below. The closing mid-market value of an
ordinary share on 31 March 2000 was 421.75p and during the year the mid-market value ranged from 369.5p to 551p.

The following table sets cut the details of the directors’ outstanding share options at 31 March 2o000:

Racal Share Option
Racal Share Savings Plan (1990)1 Racal Share Option Scheme ‘19922 Scheme 19973
B ] Clarke 3,484 - 100,000
RJ Moen 3,484 12,000 38,000
M R Richardson 3,484 - 100,000
D Whittaker 3,484 - 100,000
A R Wood 3,484 - 100,000

Note 1: Racal Share Savings Plan (1gg0)
Ogptions granted during the year to 31 March 1998, exercisable at 198p per share during the period 1 April 2003 to 3¢ September 2003.

Note 2: Racal Share Option Scheme 1992
Option granted on 12 December 1997 and exercisable at 235p per share during the period 12 December 2060 to 11 December 2007 provided the Company achieves
growth in its earnings per share over a three year period in excess of the Index of Retail Prices by an average of 3% per year.

Mote 3: Racal Share Dption Scheme 1997
Options granted on 12 December 1997, exercisable between 12 December 2000 and 11 December 2004 at the price of 235p per share provided the Company achieves
growth in its earnings per share over a three year period in excess of the Index of Retail Prices by an average of 3% per year.

Following the declaration that the Thomson-CSF offer was uncanditional on 15 June 2000 all outstanding options are now exercisable.

Exercise of options
The following options were exercised on 5 January 2000 under the terms of the Racal Share Option Scheme 1992:

No of shares Option price Market value on date of exercise
B | Clarke 183,500 130.5p 575.5p
54,500 114p 575.5p
82,000 243p §575.5p
114,000 270p 575.5p
M R Richardson 163,500 130.5p : 575.5p
54,500 114p 575.50
100,000 243p 575.5p ;
81,000 270p 575.5p :
D Whittaker 170,250 130.5p 575.5p
58,750 114p 575.5p
82,000 243p 575.5p
115,000 270p 575.5p
A R Wood 35,000 251p 575.5p
166,000 270p 575.5p

B Racal Electronics Plc




‘Report of the Directors

Service Contracts

Executive directors
None of the executive directors has service contracts with the Company other than R ] Moon who has a service agreement with the Company which is
terminable by the Company or the director on 12 months’ notice.

R | Moon will be standing for re-election at the forthcoming Annual General Meeting.

Non-execultive directors

The remuneration of the non-executive directors is determined by the board with the non-executive directors abstaining.

The non-executive directors who seirved during the year ended 31 March 2000 did so under Letters of Appointment.

Pension benefits

@ @ @ (@)
Contributions by Company Transfer value of increase in year Accumulated total accrued Increase in accrued
to defined contribution of per annum pension payable at Normal pension representing amount annuai pension over
retirement benefit Retirement Age (calculated on the basis payable annually at Normal year, excluding
arrangements of actuarial guidance note GN11) Retirement Age based on inflation
less director’s contributions Service to 31 March of year
2000 2000 2000 2000
£ £ £ £
Sir Ernest Harrison * - - ” -
R Moon - 241,074 90,099 20,130
M R Richardson - 190,573 139,507 13,806
D Whittaker - 171,982 163,910 14,627
A R Wood - 193,564 91,907 15,719

Notes:
1. Sir Ernest Harrisen agreed with the Company in March 1999 to waive his contractual remuneration for the services provided by him to the Company in respect of the year
ended 31 March 2000. In respect of that year, Sir Ernest Harrison agreed to waive £166,711 of his pension entitlement.

General notes regarding pension disclosures
B ) Clarke had retired from pensionable service under the Group's defined benefit pension arrangements and therefore did not accrue pension benefits,
The non-executive directors have ne pension arrangements with any Group cempany.

R ] Moon, M R Richardson, D Whittaker and A R Wood participate in the Company’s defined benefit scheme for the Group’s directors and have the option to pay additional
voluntary contributions. Neither those additional voluntary contributions nor the resulting benefits are included in the above table.

The transfer values disclosed above do not represent a sum paid or payable to the individual director, Instead, they represent a potential liakility of the pensian scheme.

By Order of the Board
Sir Colin Chandler
Chairman

30 June 2000
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“Statement of Directors’ Responsibilities

Company law requires the directors to prepare financial statements for
each financial year which give a true and fair view of the state of affairs of
the Company and the Group as at the end of the financial year and of the
profit or loss of the Group for that period. In preparing those financial
statements the directors are required to:

@ select suitable accounting policies and then apply them consistently;
® make judgements and estimates that are reasonable and prudent;
@ state whether applicable accounting standards have been followed;

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

The directors are responsible for keeping proper accounting records
which disclose with reasonable accuracy at any time the financial
position of the Company and the Group and to enable them to ensure
that the financial statements comply with the Companies Act 1985.
They are alsc responsible for the Group's systems of internal financial
controls and for safeguarding the assets of the Group and hence

for taking reasonable steps for the prevention and detection of

fraud and other irregutarities.

Report of the Auditors

Auditors” report to the members of Racal Electronics Plc

We have audited the financial statements on pages 12 to 40 which

have been prepared under the accounting policies set out on page 14,
We have also audited the information which is specified by the UK Listing
Authority to be audited in respect of directors' remuneration, share
options and pension entitlements and which is set out in the sections
headed directors’ emoluments, directors’ share options and pension
benefits in the Report of the Directors on pages 7, 8 and g respectively.

Respective respensibilities of directors and auditors

The directors are responsible for preparing the Annual Report, including,
as described above, preparation of the financial statements which are
required to be prepared in accordance with applicable United Kingdom
law and accounting standards. Qur responsibilities, as independent
auditors, are established by statute, the Auditing Practices Board, the
Listing Rules of the UK Listing Authority, and by our profession’s ethical
guidance.

We report to you our opinion as to whether the financial statements give
a true and fair view and are properly prepared in accordance with the
Companies Act 1985. We also report te you If, in our opinion, the
directors’ report is not consistent with the financial statements, if the
company has net kept proper accounting records, if we have not received
all the information and explanations we require for our audit, or if
information specified by law or the Listing Rules regarding directors’
remuneration and transactions with the Company and other members of
the Group is not disclosed.

We review whether the corporate governance statement on page 6 reflects
the compliance with the seven provisions of the Combined Code specified
for our review by the UK Listing Authority, and we report if it does not.

We are not required to consider whether the board’s statements on
internal control cover all risks and contrals or form an opinion on the
effectiveness of the Group’s corporate governance procedures or its risk
and control procedures.

We read the other information contained in the Annual Report, including
the corporate governance statement, and consider whether 1t is
consistent with the audited financial statements. We consider the
implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements.

Basis of audit apinion

We conducted our audit in accordance with United Kingdom auditing
standards issued by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements, It also includes an assessment of
the significant estimates and judgements made by the directors in the
preparation of the financial statements, and of whether the accounting
policies are appropriate to the circumstances of the Company and the
Group, 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 financial
statements are free from material misstatement, whether caused by fraud
or other irregularity or error. In forming our opinion we also evaluated the
overall presentation of information in the financial statements.

COpinion

In our opinion the financial statements give a true and fair view of the
state of affairs of the Company and the Group as at 3t March zo00 and of
the profit of the Group for the year then ended and have been properly
prepared in accordance with the Companies Act 1985,

Deloitte & Touche

Chartered Accountants and Registered Auditors
Hill House

1 Little New Street

London EC4A 3TR

25 July 2000




“Comparative Summary for Five Years

.

1996* 1997* 1598* 1999 2000
fm £m fm £m fm
Turnover
Continuing operations 565.4 680.7 755.2 799.9 772.4
Discontinued operations 4949 505.4 390.7 253.0 123.8
Total 1,060.3 1,186.1 1,145.9 1,052.9 896.2
Less: joint ventures — continuing operations (0.8) (1.1) (1.3 {4.6) (4.5)
- discontinued operations - - - {0.4) (0.6)
Total Group 1,052.7 1,185.0 1.144.6 1,047.9 B891.1
Profit
Continuing operations
Operating profit 62.0 66.3 65.6 77.0 40.3
Operating profit % sales 11.0% 9.7% 8.7% 9.6% 5.2%
Discontinued operations
Operating (loss}/profit {3.3) 2.1 {44.5} 1.0 (13.4)
Group operating profit 58.7 64.2 211 78.0 26,9
Share of operating profit/ (lass) in:
Joint ventures - continuing operations 0.2 0.2 (0.5) {1.1) (2.1)
—distontinued operations - - - (0.2} (0.4)
Associates 18.4 18.7 22.2 21.3 211
Total operating profit 77.3 811 428 98.0 45.5
Exceptional profit/{loss) 3.9 (19.3) (224.5) 1.4 587.8
Income from other fixed asset investments - - - 35 6.9
Amounts written off investments - - (2.1) - -
Net interest payable (8.1 (20.7) (21.4) (22.1) 8.7}
Profit/{loss) before taxation 721 411 {205.2) 80.8 8315
Profit/(loss) after taxation and minority interests 47.4 323 (217.1) 68.3 488.0
Dividends per share 6.0p 6.0p 8.0p 8.0p 169.1p
Earnings/(loss) per share 17.01p 1.47p (76.73)p 23.09p 168.78p
Adjusted earnings per share 16.44p 17.97p 18.39p 23.66p 17.51p
Balance sheets
Fixed assets 406.8 4755 488.0 480.0 2375
Working capital 406.9 371.8 280.2 247.8 269.1
Other net liabilities (36.4) (40.1) (27.2) {21.8} (109.9)
Net (debt)/cash {323.9) {(339.3) {307.5) (303.7) 123.6
Provisions for liabilities and charges (23.9) (23.9) {(111.2) (33.5) (35.8)
429.5 444.0 322.3 368.8 484.5
Equity shareholders’ funds 4282 443.0 3214 367.2 4831
Equity minority interests 1.3 1.0 0.9 1.6 1.4
429.5 444.0 322.3 368.8 484.5

* Prior years have been restated to reflect changes in accounting policies as a result of the implementation of Financial Reporting Standard Nos. ¢ and 12.




“Principal Subsidiaries of Racal Electronics Pic

. At 31 March 2000

United Kingdom

{Registered in England and Wales except where stated)

(The country of registraticon is also the principal place of operation except where stated)

Wholly owned except where stated: sub-subsidiaries are shown inset

Business activity

Decca Limited

Holding company

Fibre Form Limited

Polyurethane and fibre mouldings

Racal-Decca Limited

Holding company

Racal Survey Limited

Survey and positioning services

Racal Survey Group Limited

Survey and positioning services

Racal Tracs Limited

Survey and positioning services

Racal Survey Overseas Limitedt

Survey and positioning services

Racal Acoustics Limited

Electro-acoustics products

Racal Antennas Limited

Antennas

Racal Defence Holdings Limited

Holding company

Racal Avionics Limited

Avionics products

Racal Defence Electronics Limited

Defence radar and radio communications

Racal-MESL Limited (Scotland)

Microwave components and sub-systems

Racal Group Services Limited

Central services

Racal Instruments Group Limited

Holding company

Racal instruments Limited

Test and measurement products

Racal Recorders Limited

Data and communications recarding

Racal International Limited

Holding company

Racal Messenger Limited

‘Talon’

Racal Properties Limited

Property management

Racal Research Limited

Research and development

Racal Services (Communications) Limited

Transportation services

Racal Training Services Limited

Training and education

Racal-Transcom Limited

Point of sale terminals and management systems

Zaxus Limited

Secure payment systems

Associated companies and joint ventures

Archer Communications Systems Limited (30%)*

Radio communications

Camelot Group pl¢ (26.67%)

Lotteries

Citylink Telecommunications Limited (33%)*

Telecommunications services

Global Telematics Plc (50%)*

Vehicle telematic products and services

Racal Thomsaon Networks Limited {50%)*

Radio communications

Satellite Information Services (Holdings) Limited (21.96%)

Satellite communications

t Principal place of operation — Abu Dhabi

* Held by a subsidiary company.




“Principal Subsidiaries of Racal Electronics Plc

- At 31 March 2000

International

(The country of incorporation is also the principal place of operation)

Wholly owned except where stated: no subsidiary listed below is directly owned by Racal Electronics Plc except where stated

Country of incorporation Business activity
The Racal Corporation USA Holding company
Racal Avicnics Inc. USA Avionics products
Racal Communications Inc. USA Radio communications
Racal Instruments In¢. USA Test and measurement products
Racal NCS Inc. USA Survey and positioning services
Racal Pelagos Inc. USA Survey and positioning services
Racazl Recorders Inc. USA Data and communications recording
Zaxus Inc, USA Network encryption products
Racal Systems Electronigue SA France Test and measurement products*
Racal Electronics Deutschiand Holding GmbH Germany Holding company
Racal-Heim Systems GmbH Germany Data and communications recording
Racal Instruments GmbH Germany Test and measurement products*
Racal Systams Elettronica Srl Italy Test and measurement products

NESA BV

Netherlands

Survey and positioning services

Racal Electronics Europe BV Netherlands Holding company

Racal Survey Norge A/S Norway Survey and positioning services
Racal Australia Pty Limited Australia Distributor for group products
Racal Survey Australia Limited Australia Survey and positianing services
Saracen Insurance Company Limitedt Bermuda Insurance services

The Racal Corporation Canada Inc. Canada Holding company

Racal Pelagos Canada Limited Canada Survey and positioning services
Zaxus (Canada) Inc. Canada Secure payment systems
Ingenieria Subacuatica SA de CV (56%) Mexico Survey and positioning services
Racal Survey Mexicana SA de CV Mexico Survey and positioning services
Zaxus (Asia) Limited Hong Kong Distributor for group products
Racal Survey (Malaysia) Sdn Bhd Malaysia Survey and positioning services
Racal Survey (Singapore) Private Limited Singapore Survey and positioning services
Racal Survey Services Singapore Pte Limited Singapore Manufacture of remotely operated submersible vehicles
Racal Electronics South Africa Pty Limited South Africa Distributor for group products
Joint venture

China Offshore Racal Positioning People’s Republic

and Survey (Tianjin) Company Limited (50%) of China Survey and positioning services

* also distributor for other group products

t directly owned by Racal Electronics P




‘Statement of Accounting Policies

. The financial statements have been prepared in accordance with applicable accounting standards. The particular accounting policies adopted are

described below.

1 Basis of accounting
The accounts are prepared under the historical cost convention modified
by the revaluation of certain tangible fixed assets.

2 Basis of consolidation

The Group financial statements are the result of the consolidation of

the accounts of the Company and its subsidiaries and alse include the
Group’s share of the results of associated companies and joint ventures.
For other joint activities the Group accounts for the assets, liabilities and
cash flows within those joint activities which are attributable to the
Group. The accounts of all companies are made up to 31 March 2000,
Where subsidiary companies, asscciated companies or joint ventures are
acquired during the year, the surplus of cost over fair value attributed to
the assets acquired (goodwill) is capitalised and, where appropriate,
amortised over its estimated useful life which it is anticipated will not
be more than twenty years. As a matter of accounting policy, goedwill
arising on acquisitions prior to 31 March 1998 has been eliminated
against reserves.

3 Turnover

Turnover represents invoiced sales (net of sales related taxes) by the
Group to cutside customers and in the case of long term contracts an
estimate of the selling value of work done, The equivalent sales value
of equipment sold under a finance lease arrangement is included in
turnover. Revenue from equipment leased to customers under
operating leases is recorded as turnover in equal amounts over the
life of the leases.

4 Foreign currencies

The accounts of overseas subsidiary companies, associated companies
and joint ventures, and assets and liabilities denominated in foreign
currencies held by United Kingdom companies, have been translated
at the rates ruling on 31 March 2000, Exchange differences arising on
the retransiation of these accounts at the beginning of the year, and
differences on long term foreign currency loans which relate to
investments in overseas companies, are dealt with as a movement in
reserves. All other differences are taken to profit and loss account.
United Kingdom exports in foreign currencies are converted at the rates
relative to the peried of shipment.

5 Stocks

Stocks and work in progress are valued at the lower of cost and
estimated net realisable value less progress payments received.
Cost includes manufacturing overheads. Long term contract wark in
progress is valued at cost less foreseeable losses, less progress
payments received.

6 Leases

Tangible fixed assets held under finance leases and the related lease
obligations are recorded in the balance shaet at the fair value of the
leased assets at the inception of the lease. The excesses of the lease
payments over the recorded lease obligations are treated as finance
charges which are amortised over each lease term to give a constant rate
of charge on the remaining balance of the obligations.

Rental costs under operating leases are charged to profit and oss
account in equal annual amounts over the periods of the leases.

7 Research and development

Private venture research and development expenditure is written off in
the year in which it is incurred. Uninvoiced research and development
fully funded by customers is carried forward as work in progress.

8 Provision for asset impairment

Provision is made for asset impairment if the asset’s recoverable amount
(the higher of net realisable value and value in use) falls below its
carrying value.

9 Depreciation

Depreciation is provided on all tangible fixed assets, except freehold
land, at such rates as to write off the cost of those assets in equal
instalments over their expected useful lives as follows:

Freehold buildings and long term leaseholds 50 years

Short term leaseholds the term of the lease

Plant, machinery, furniture and vehicles 2-15 years
Equipment on lease or hire 3-1C years
Data and navigation transmitting networks
{excluding freehold land and buildings and
leasehold premises) 3-21years

10 Know how

Payments made to acquire manufacturing licences for specific products
are amortised against profits over a period of three to five years being the
period of utilisation of such manufacturing knowledge.

11 Start up costs

Start up costs assoclated with customer networks are amortised against
profits over the period of the contract or a shorter period if it is deemed
more appropriate.

12 Provisions

Provision is made for the anticipated costs of post-sale rectification and
support of products supplied to customers. Pravision is also made for
contracts where the unaveidable costs of meeting the obligations exceed
the ecanomic benefit expected to be received under those contracts.,

The amount of the provision is based on the anticipated net cost of
onerous contracts discounted to their net present value.

13 Investment in finance leases

The total net investment in finance leases included in the balance sheet
represents total lease payments receivable net of finance charges
relating to future accounting periods together with estimated residual
values. Finance charges are allocated to accounting periods so as to give
a constant rate of return on the net cash investment in the lease,

14 Deferred taxation

Deferred taxation is provided at the anticipated tax rates on differences
arising from the inclusion of items of income and expenditure in taxation
computations in periods different from those in which they are included
in the financial statements to the extent that it is prabable that a {iability
or asset will crystatlise in the future, with the exception of timing
differences arising on pension surpluses where full provision is made
irrespective of whether a liability or asset will crystallise in the
foreseeable future.

15 Government grants

Grants in connection with fixed assets are released to trading profits over
the expected useful life of the particular asset to which the grant relates.
Grants relating to revenue expenditure are credited to revenue as they
become receivable.

16 Pension costs

Pension costs, which are periodically calculated by professionaily
gualified actuaries, are charged against profits so that the expected costs
of providing pensions are recognised during the period in which benefit

is derived from the employees’ services. The cost of the various pension
schemes may vary from the funding dependent upon actuarial advice with
any difference between pension cost and funding being treated as a
provision or prepayment.




“Consolidated Profit and Loss Account

- For the year ended 31 March 2000

Note Continuing Discentinued
operations operations
excluding and

*axceptional *exceptional
share option share opticn

compensation  compensaticn Total Total
2000 2000 2000 1999
fm £m fm £m

182 Turnover
Continuing operations (total including

joint ventures £772.4m; 1998/64: £799.9m) 767.9 795.3
Discontinued operations (total including
joint ventures £123.8m; 1998/99: £253.0m).. sebereaseseeaat A ete s AT R TR SRS 84S e a1 e rR AT b s R s 123.2 252.6
Total (total including joint ventures £896.2M; 1998/99: £1,052.9M} wriicmeccmmiecmmsssisss s i sisssssaesensasesases 891.1 1.047.9
1% 2 Operating profit/(loss)
Continuing operations ..., 52.7 (12.4) 40,3 FERY
Discontinued aperations......... - (13.4) (13.4) 1.0
Group opPerating Profil... e sesisissiece e commns e oeeesess i s ecmsmennene 26.9 78.0
Share of operating profit/(loss) in:
Joint ventures - continuing operations 2.1 - 2.1) (1.12
- discontinued operations - ©.4) (0.4) 0.2)
Associates 211 - 211 21.3
TORRL oereeee e sresesnsrasens ststes s e snmseesssessssass ssosar it mises serases sosssasssssemssensansib bibisnnssssesasens 7.7 (26.2} 45.5 98.0
3 Exceptional items — continuing operations:
PTofit on 5ale OF fIXRd @SSLS .uwmrrrrscsrsssrntiensmsssaresrssmsesssmsesssssrssrssssns 0.8 2.3
4 Exceptional items — discontinued cperations:
Cost of fundamental reorganisation ... s s {4.0) {10.2)
Gain on disposal or ¢losure of operations net of goodwill of £118.8 million
written off to reserves on acquisitions in prior years.......emen 591.0 9.3
TIAING PIOFIE oottt st e es s s b ae s SRS Sb 4R s 44 bbbt s rtna st . 633.3 99.4
5 Income from other fixed ASSEt INVESIMENLS ....ccocvvvisirerevsrsrrmnr s ssseriss s st serssss s assrsssssesssssssssesross sesssssssssss sessssresas 6.9 3.5
6 Net interest payable ... e rsasenen 8.7) (22.1)
Profit on ordinary activities before taxation. ... oreercevnn . 631.5 80.8
9 Tax on profit on ordinary aCtIVIEIES ... i s sy st s s aras s s b sass s e s 1ev (142.8) (15.3)
Profit on ordinary activities affer taxation ... s 488.9 65.5
(Profif) /loss attributable to MINOFitY INTErESES ..ottt i (0.9} 0.8
Profit an erdinary activities attributable to members of the parent COMPaNY ..t 488.0 66.3
10 DHVIABNAS ovvvivveiiesrssrisesssssissermsmesrassssssssssmsssessosstsraressassssss soassss s rassas st o4 5454 528 s TR a8 408 seLSASE St 101 AL SORR SRR RSSO0 R SRR 4 051 TE0S {495.8) (17.3)
26 Retained (loSS)/Profit FON the YBAN . ittt eeme e e sbises bt stsbm et cemsencee e bab s s e b enms e edb it (7.8} 430
11 Earnings per share 168.78p 23.09¢
1 Diluted earnings per share ......... 164.56p 22.50p
1 Adjusted BAMINES PEISRAIE ...t s ass rist bt s rssbass est Srsss b4 88 s e a8 sk SAS1 rps 0000 17.51p 23.66p

The profit calculated on the historical cost basis is not materially different from that shown above.

As provided by Section 230 of the Companies Act 1685, the profit and loss account of the parent company is not published as part of these
accounts, The profit before dividends payable dealt with in the accounts of the Company is £542.6 million (1999: £68.4 million).

* An exceptional charge of £12.4 million has been made to operating profits in order to provide compensation to members of the Company's share option
schemes. This is in respect of the special interim dividend paid on 28 January 2000 to shareholders on the register on 14 January 2000 which was
associated with the disposal of Racal Telecom.

Racal Electronics Pl and subsidiaries G




“Consolidated Balance Sheet

- At 31 March 2000

Note

12
13
14

17
18

19

20

21
24

25
26
26
26
26

2000 1999
fm £m £m £m
Fixed assets
INEANZTBLE BSSELS ..vvrvrerrrreeetseresss st s s s sssss s s bess ssssas st s sapsststss s sess 1ot 00 7.7 25
TANGIDLE BSSOES ..ot e e s see et sssa s st e beasssabstbsbis basbes b0t 1825 430.8
Investments:
Joint ventures:
Share 0f Sr055 ASSBLS ... s ssssas s sss seissssassase ssanss 6.8 17.2
Share Of gros5 HADIIEIES wevveeeeeseeee e creveeessscee v eascereessessssrsssssossasenns {4.2) {14.5)
2.6 2.7
ASSOCIALES w..vev v eeecaeesrecerrseeesenesss e sra s eeasensass s e sas s srcssnsassssmsasa sssbes st 431 351
OREE e ntssssssssnssssmsssmssessmsstsessasssasrassasssssasns 1.6 89
47.3 48.7
2375 480.0
Current assets
Stocks 130.7 1271
Debtors due within one year....... e, 354.7 359.4
Debtors due after more than one year......eeceeeeecnee. 92.3 80.8
Cash 0N dePOSIE st saersns 153.7 421
Cash at bank and in RAN ... s st ersesss s sressrssamsasasssens 83.3 39.4
814.7 648.8
Creditors: amounts falling due within 0ne Year.......cueanwmrmme (424.7) (334.3)
NEl CUMTENE ASSRYS . ovoee e ceesrreesesa e seesressss s b serssressaresses sestsbssamsstsebesss 18 380.0 3145
Total assets less current Habilities ... e 627.5 794.5
Creditors: amounts falling due affer more than one year ... vveniin (107.2) (392.2)
Provisions for liabilities and tharges ... s (35.8) (335
(143.0) (425.7)
et ASSEES......cooii st sresss ssissstemssbse s ssmarsmss s ses s s menssenass 484.5 368.8
Capital and reserves
Called Up S5hare CAPILAL .o e et s sess s sr s sttt 73.3 725
Share PremiUm GCEOUNT .o e s eeeeeeeeenaesessesre e ens eenns snsnsss serssratas sbemsesensasanes 190.4 176.4
Capital redemption reserve 279.3 279.3
Revaluation reSBIVE ... wssinisisiaissininsseeeens 2.0 2.1
Profit and (055 BCEOUNE v crcereecensssesesne s eeseressarenns (61.9) 183.1)
Equity shareholders® funds 483.1 367.2
Equity minority interests ... 1.4 1.6

484.5

J68.8

These financial statements were approved by the B

C CHANDLER
R | MOON

B Racal Electronics Plc and subsidiaries

Chairman
Director

2000 and

re signed on its behalf by:




‘Balance Sheet

- At 31 March 2000

Note

14

18
19

20

21

24

25
26
26
26

2000 1999
£m fm £m £m

Fixed assets
Investments .....ien 722.8 880.5
Current assets
Debtors due within one year 3141 3333
Debtors due after more than one year. 01 1.1
Cash 0N dEPOSIE ..o bt b eenesse e s srsresnns 131.0 238
Cash at bank and in NANGA ..o v s seseses 99.5 28.1

544.7 388.3
Creditors: amounts falling due within one year ... (525.8) (204.1)
Net current assets ... s 18.9 184.2
Total assets less current Uabilities. ... rrccomenmsnns 741.7 874.7
Creditors: amounts falling due after mare than one year ... (79.33 (277.9
Provisions for liabilities and charges ...........cooooeeeveeercrenene. (3.9) o.n

(83.2) (278.0)

Net assets .........cocoovvetinrnninccsninnt e 658.5 596.7
Capital and reserves
Called up Share €apital s srsensssrass 73.3 72.5
Share Premilm ACCOUNT i sttt sttt serssas e ssassms st seas s st saaas 180.4 176.4
Capital redempPtion FESEIVE . sssssmsesrasrssscossssssss msspsssassessrsssssssnssens 279.3 279.3
Profit And 1055 ACCOUNT .ouvviiimniisiemstimessir s s s ssssesssessssmnrssssssmssst s srossas ssenss 1155 68.5
Equity shareholders’ funds ..., 658.5 538.7

These financial stateménts were approved by the Boayd on 30 June 2000 and were signed on its behalf by:

C CHANDLER Chairman

R ] MOON Director

Racal Hlectronics Pic G




“Statement of Total Recognised
(Gains and Losses
For the year ended 31 March 2000
2000 1999
£m £m
Profit for the financial year 488.0 66.3
Currency translation differences on foreign currency net investMENTS ..o e ereessrsere e {0.6) (0.1}
Adjustment to Group share in net assets in associates relating to
Camelot Group plc buy-back of shares - 4.4
487.4 61.8
Reconciliation of Movements in
Shareholders’ Funds
For the year ended 31 March 2000
2000 1999
£m £m £m £m
Profit for the fINANCIALYEAT (ot rersesmtrsin e sssssesss s ants o sssssosssrssssssssntsssmsss ssssssassessn 488.0 66.3
Currency translation differences on foreign currency net investments .......ocoocceeveeeeverenneae {0.6) 0.1
Adjustment to Group share in net assets in associates relating to
Camelot Group ple buy-back of shares - (4.4)
Goodwill in respect of discontinued businesses transferred
to the profit and loss account .......... 118.8 -
Dividends payable (495.6) (17.3}
110.6 445
1ssue of 0rdinary Share CAPItAl e s s s 14.7 29
Less: amounts received from subsidiary companies (9.4} (1.8)
5.3 1.3
Net additions to shareholders’ funds ............... 115.9 45.8
Opening shareholders’ fUNAS ...t e s st srssssssstserssasensssesssesssrssen 367.2 3214
Closing shareholders’ fUNGS ... s st s ssssrasssssses 483.1 367.2
@ Racal Electronics Plc and subsidiaries

—




Note

27

28

29
30

31

31
31
31

31
31
31

31

3

31

“Consolidated Cash Flow Statement
- For the year ended 31 March 2000
2000 1999
fm fm £fm £m
Net cash inflow from operating activities ..........covmrreccrcecvrrnninns 76.3 106.0
Dividends recelved from joint ventures and associates ...........ccooemecinnans 4.4 21.4
Returns on investments and servicing of finance ......cccmccnnamrcncnnnns {(12.1) (23.2)
Taxation
UK corporation tax paid {39.2) (2.5}
OVerseas taX PAid ... s s s anssssen (1.5) 1.n
(40.7) (3.8)
Capital expenditure and financlal investment ..............oeerrrininineennns (74.6) (101.2)
Acquisitions and diSPOSALS ... rrrecrrsnressrs e vebis bbbt b 929.3 2858
Equity dividends paid .....cc.vsieimmmnsicsneeessssss s (506.9) (17.2}
Cash inflow before use of liquid resources and financing ........ccoevnvevre 375.7 7.7
Management of liquid resources
Increase in cash on dePOSIt c e are st st sss iae (111.6) (17.4)
Financing
Issue of ordinary share Capital ... e 5.3 1.3
Net decrease in amourts borrowed ............ (197.8) (25.3)
Capital element of finance lease/hire purchase payments ..........oevemens (8.2) {13.1)
Net cash outflow From financing ...evcvenne (200.7) (37.1)
Net increase/{decrease) in €ash in the YRar ... eeeeeeeeeeeeesessrmsesssanes 63.4 (46.8)
Reconciliation of net cash flow to movement in net debt
Increase/(decrease) in cash In the Year . crrercenre s gsisesans 63.4 (46.8)
Cash outflow from decrease in debt and lease fiNancing ..coeiininncicsin 206.0 384
Cash outflow from increase in liquid resources 111.6 17.4
Change in net debt resulting from cash flOWS ........ccccverrrnnrecnrs 381.0 9.0
New finance leases ... (30.0) 0.2)
Loans and finance leases disposed with subsidiaries ..., 76.2 2.2
EXCHANEE MOVEMEBNT...ci ittt e srrecraseseseseseaesenesse s sesssas bbb 041 (7.2)
Movement in net debt in the year 427.3 3.8
Net debt at Start OF YEAT . sssssssssass s venses (303.7) (307.5)
Net cash/(debt) at end of year ...... 123.6 (303.7)
Net cash/(debt) at end of year
LOBIS 1ovesmmassnrerssnrasassressaronssssmassssarsssasess s sasssssen et 812120 1808081044188 188 1080 1R SR s 50 (81.1) (279.9)
Bank overdrafts (3.7) (22.2)
Cash on deposit .........c.. 153.7 421
Cash at bank and in hand ... 83.3 394
Net cash/(borrowings) ............ 152.2 (220.8)
Ohligations UNder fiNANCE LBASES .o verirr i rsrrrrsss s ssssevesesssesmrceess (28.8) (83.1)
Nt CaSh/IAEDL) e rcrrcsrcmsseerscares e seenserestvrssnsesmssssinsssentesmssatassases 123.6 (303.7)
Racal Electreonics Ple and subsidiaries G




‘Notes on the Financial Statements
1 Turnover, operating profit and net assets
a) Divisional analysis External Operating
and inter- profit before
External divisional  reorganisation Reorganisation Operating Net
tumaver turnover costs costs profit assets
2000 2000 2000 2000 2000 2000
fm £m F] fm fm £m
Defence ERCIronmies o et s 340.9 341.0 23.7 (5.5} 18.2 210.0
Industrial ELectronics ... 297.0 2979 23.9 (3.0} 20.9 143.1
Transportation Services ... e 151.3 151.3 17.0 0.1) 16.9 94.5
Corporately funded Research and Development ......... - - (2.1) - (2.1} 3.0
Allocations to discontinued operations ... - - 0.8 0.1) 0.7 0.1
789.2 790.2 63.3 8.7} 54.6 450.7
Less: Transportation Services’ sales to discontinued
OPEIALIONS vrvevrrrrrscrmrrssssiressmseressmmsresssrsesas (20.2) - - - - -
Less: Compensation payable to share option holders - - (12.4}) - (12.4) -
Total continuing operations 769.0 790.2 50.9 (8.7) 42.2 450.7
Discontinued operations ... iecsieeiinmcinns 123.8 124.1 (13.7) (0.1} {13.8) 1.0
SUB LOEAL oo sars s resress et anassarsssserses s 892.8 914.3 37.2 (8.8} 28.4 451.7
Other associates and joint ventures 3.4 34 171 - 171 325
TOAL i rarnnrnsassrsssirmr s srsssssssrsss s sss seassrssbassaresses 896.2 977 54.3 (8.8) 45.5 484.2
1999 1599 1999 1999 1999 1999
fm £m fm £m £m £fm
Defence Electronics ....... 35741 357.2 24.3 2.5 21.8 191.9
Industrial Electronics ........... 320.9 323.0 38.8 (1.0 388 1327
Transportation SerViCes i s 1562.9 152.9 19.3 - 19.3 91.3
Corporately funded Research and Development.......... - - (2.4 - (2.4 2.9
Allocations ta discontinued operations......cveecececenee - - 0.9 (0.1 08 10.9
830.9 833.1 81.9 (3.6) 78.3 4207
Less: Transportation Services’ sales to discontinued
operations (317 - - - - -
Total continuing OPerations ... eseessmssnsmsissensans 799.2 8331 a1.¢ (3.6) 78.3 429.7
Discontinued operations ... 253.0 255.7 1.3 (0.5) 0.8 252.5
Sub total 1.052.2 1,088.8 83.2 4.1) 79.1 682.2
Other associates and joint ventures........uwmerersens: 0.7 0.7 18.9 - 18.9 23.8
TOtAL sorveriissssserensssrsinmssssrasssssrassriresssssmssssrrsns 1,052.9 1,082.5 1021 4.1 98.0 706.0
Included above are the following relating to joint ventures and associates:
External Operating Net External Operating Net
turnover profit assets turnover profit assets
2000 2000 2000 1999 1999 1999
fm £m fm £m fm £m
Divisional associates and joint ventures:
Associates ~ Defence Electronics . oeeevreencrenienes - 1.3 3.1 - 0.7 05
Joint ventures — Defence ELeCtronics o rverervnrcrnnne - {0.2) 0.2) - - -
Joint ventures — Industrial ELectronics .....orrcmnrenrens 1.1 0.1 1.3 39 0.6 1.1
Associates — Transportation Services . ccervececns - 0.7 0.7 - - -
joint ventures — Discontinued 0perations ... e 0.6 (0.4) - 0.4 0.2 1.6
1.7 1.5 4.9 4.3 1.1 3.2
Other associates and joint ventures:
Other a5SOCIAtes ... - 19.1 35.9 - 20.6 258
Other joint ventures....... 34 (2.0) (3.4) 0.7 1.7 {1.8)
34 17.1 325 0.7 18.9 23.8




"Notes on the Financial Statements

1

Turnover, operating profit and net assets {continued)

)

d

b) Geographical analysis by origin External
and inter-

External regional Operating Net

turnover turnovet profit assets

2000 2000 2000 2000

£m £m £m £m

United KINZAOM e ereeeraeecmrreeeesesneasasanees 620.0 655.5 60.7 387.8
RESt OF EUTOPE crvceecrrenrarmrsss s smmarssrrssssrsssssssssassssases 31.86 32.7 0.4 9.6
The Americas 103.9 109.0 0.7 54.5
ASI3 AN AUSTIALASIA everrr e ssrs s st sssss s s s st sbsrassssmassss s sasstes 30.2 39.3 0.7 29.9
AFFICE e s 6.9 8.4 0.4) 1.4
792.6 844.9 59.3 483.2

Less: Transportation Services’ sales to discontinued operations ............. (20.2) - - -
Total continuing operations (including associates and joint ventures)..... 772.4 844.9 59.3 483.2
DiSCONtTNUED OPETALIGNS ..ccecrrreicece e ceeesesssen et seseerens e s sentssnsanss sepssepens 123.8 124.1 (13.8) 1.0
TOTALutiersss e verisesr e s s st seresss seasssesabe T seb b bt s bbss e At e bbb sre bt eensns e 896.2 969.0 45,5 484,2
1999 1999 1939 1999

£m fm £m fm

United KiNGAOM .o cessnssssienssssssssssssssmssssssmssesssbassstesssses sessassssssensesess 644.8 680.6 88.0 371.2
Rest of Europe.... 401 41.1 2.4 9.8
THE AMEIICAS ..o rrsrricesersses snsssrsrssssssasssmssassnsasis s ssanses sersssrssresssmssssssssensas sasss 109.0 1125 1.3 43.6
ASTA AN AUSEFALASIA covuseierserersmrsssirsssssisissssarsssassessisssssssessssssssiss erains 296 40.0 59 26.4
AFTICA covvvevnrereceersssssenssesesssns sesensssesssesss sesssen et s sest s bssans seessessre et sessesssessbssesserenne 8.1 89 0.4 25
831.6 883.1 97.2 4535

Less: Transportation Services’ sales to discontinued operations ............ (31.7) - - -
Total continuing operations (including associates and jeint ventures)..... 799.9 883.1 97.2 453.5
Discontinued operations......c.ccoeceeoeees 253.0 257.4 0.8 2525
TOAL e ceereenncmresesvanassrrssrssssnsensse sessassassens 1,052.8 1,140.5 98.0 706.0
Geographical analysis by destination Turnover Turnover
2000 1999

fm fm

UNTEEH KINZAOM oot s smss stssess srasess srsssssas s besserssss s bmsas ermss os e 8ss oo 28 10 5ss e 5 5 SR AR 8 R0 423.0 479.6
RESE OF BUTCIIE 111uuresssrvrsssssrmsasssrstsessomrassssrassssss ssarssassssessss rassses assss sesas 5448 sassssssns o0 s s £as 41 00 0850S 4R SHEE0S 10000 F A1 AR SRS S PR RS 000 1341 107.8
THE AIMETICAS wvvurvrsvvassssresvsssrssssssssossses sosssss ssosssbsssssbesbass sesbet sisssesssasessssmaessas sessas sssssaners sesassssesessssnssesassssnsenssssessersssasssnesnnesne 146.3 135.9
ASTA AN AUSTIAIAS IR e ocrreersrnssssnsss st ssssssastsemrsssssasssssmssisssestss sessssssssassrent ssssssrbssssssseraserane 67.8 76.3
AFTICE 11rrrucerrressrreseessessmnresessnesssnsrass sessssssssussssessasass asssss desssas sas 4vabES SERSEESERRNSE 40 14A R 08 bR SRAS A1 E4 144 BERRR AR b e st ssmenbnerebserssns 21.4 32.0
792.6 831.8
Less: Transportation Services’ sales to discontinued operations....... (20.2) 31.73
Total continuing operations (including joint ventures).............. 772.4 799.9
DISCONEINUET DPETBLIONS woovivesersuseessinisresssssssess sersrssssssesssssssasessasss revesssosts e sb4bss et bstabd a0 bes s Lo Sh4bst ebtat sntabssbss 1238 253.0
TORAL s erresercrrecsesscesesasassese s e asrssts stsses sesnaseaF S LSS e bR TERRSO S S et AR RO R SRR EA TR RSB aRS SR AR RS RS ORE 896.2 1,052.9

Net assets

Net assets employed are reconciled to the consclidated balance sheet as follows: 2000 1999
£m fm

Net assets employed....s s 484.2 706.0
Less: outstanding tax liability on capital gain on disposal of Racal TeleCom . (87.5) -
Less;: provisions for Habilities and CRATZES .. i s s e ssessass sesssas b sss sesses s bt shebas hvsssmensersensnren (35.8) {33.5)
Net CaSh/{AEBEY (NOTE 31) coirriiierrrrcresrecueeeeereeeesssesessas s assrasasssesssesses sessssssesssessssasessas sasssmnses sasssssmnsssesasas snsrssrest sotsesnasn 123.6 (303.7)
NET ASSRLS 1o it srss st e b s b s 400 b4k b d 004 et s babRS LSS 484.5 368.8




‘Notes on the Financial Statements

2 Operating profit

Interests Interests
Contiruing  Discontinued Total injoint in
operations operations Group ventures associates Total
2000 2000 2000 2000 2000 2000
£m fm fm £m fm fm
Turnover..... . 767.9 123.2 891.1 5.1 - B896.2
Cost of sales - (572.4) (119.5) (691.9) 4.9 - (696.3)
Gross profit.... 195.5 3.7 199.2 0.7 - 199.9
Selling and distribution costs....coerceueee (63.9) (5.9} (69.8} - - (69.8)
Administrative expenses (91.3) (11.2) {(102.5) 3.2) - (105.7)
40.3 (13.4}) 26.9 (2.5) - 24.4
Share of operating profit in associates....... - - - - 21.1 211
Total operating profit/ (l05s) .. 40.3 (13.4) 26.9 (2.5} 21.1 455
1599 1999 1599 1999 1999 1999
fm £m £m fm fm fm
TUMIOVET c.coovvvsussmesiessmssssssmssisenessssnsssnsesseessessrees 795.3 2526 1,047.9 5.0 - 1,052.9
Cost of sales (595.7) (193.8) (789.5) (3.8 - (793.3)
Gross profit 129.6 58.8 258.4 1.2 - 259.6
Selling and distribution costS ... (52.3) (36.2) (88.5) (1.4) - (89.9}
Administrative expenses (70.3) (31.1) (101.4) (1.1 - (102.5)
77.0 (8.5) 68.5 1.3 - B7.2
Release of provisions ..o - 9.5 9.5 - - 2.5
Share of operating profit in associates....... - - - - 21.3 213
Total operating profit/ (10SS) c..crcvervesrmerierine 77.0 1.0 78.0 1.3 1.3 98.0
Operating profit has been arrived at after charging/ (crediting): 2000 1999
£m £m
Directors’ emoluments excluding pension costs (Page 7) e 2.0 25
AudItOrs’ TRMUNEIALION v smasss 0.9 1.0
Payments made to auditors in respect of non-audit work — UK onty (see Note below) ...orvrverann. 0.4 0.2
Depreciation of tangible fixed assets:
Own assets...... 52.8 59.8
FINBNCE LBASEA BSSLS .vvvvuurrseresreressiasssrssssssmmsssssirrssessmsssemsssssensasasssasssssonsssessn essass st sesssasssessssssessasss assass ensensssssmasssonssas sensssen 10.8 14.1
Amertisation of intangible fixed assets 0.5 0.1
Research and development:
Continuing operations .o 4.6 43.5
Discontinued operations 1.7 6.4
Reorganisation costs ........ 8.8 4.1
Payments under operating leases:
Land and buildings .....corsiminncrmemisrannin . 9.9 17.2
Other assets . 7.8 8.3
RECEIPES UNAET OPEIALING 1RASES .......ceceeee e nereere e seeees e asess e e s s essensssser s asm s srsesase s e s st s senensss st sassren (4.4} 4.7
Exceptional share 0ption COMPENSALION ... sseiesesiesasssssessssssesssnsmeessst s s ssesesenessasssessmmsns seesnne 12.4 -

Note: Total payments made to auditors in respect of non-audit work were £2.0 million (1999: £0.5 million). OF this amount £1.6 million
(1999: £o.1 million) related to work an disposal of businesses and acquisitions and has been included as a reduction in the proceeds
of the sale of businesses orincluded in the consideration paid for acquisitions and £nil {1999: £0.2 millien} has been included in cost of
fundamental reorganisation.




"Notes on the Financial Statements

3 Exceptional items - continuing operations

Profit on sale of fixed assets

The profit on sale of fixed assets of £0.8 million arose from the sale of properties {1999: £2.3 mitlion arose from the sale of shares in Camelot

Group plc to International Computers Limited).

4 Exceptional items - discontinued operations

Cost of fundamental recrganisation

The cost of fundamental reorganisation represents the cost of the restructuring of Racal Telecom prior to its disposal on 24 November 1999.
The costs relate to consultancy, redundancy and recruitment (1999: consultancy, redundancy and asset impairment).

Galns/(losses) on closure or disposal of operations:

Disposal of Racal Telecom

Disposal of Data Communications

Less release of provisions

Other discontinued OPErations ... s s ess

The profit on disposal of Racal Telecom of £597.0 million is net of charging goodwill of £2120.4 mitlion of which £118.8 million had been written

off to reserves on acquisitions in prior years.

2000
fm fm
597.0
(5.2)
(5.2}
(0.8}

591.0

74.0

1999
£fm £fm

(62.8)

1.2
1.9

9.3

g Income from other fixed asset investments

The income from other fixed asset investments relates to the sale of share warrants retained in a US business which were retained following

the sale of the Racal Data Group.

6 Net interest payable

Interest payable:
Bank overdrafts, loans and other berrowings repayable within five years..............
Loans and other borrowings repayable wholly or in part after five years ..o,

Finance charges on hire purchase contracts and finance leases ...ccoevecrccccnneee

Unwinding of discount on provisions ...

Share of interest payable of associates and joint ventures

Less interest receivable:

Loans and deposits .

Finance leases

Share of interest receivable of associates

2000
£m im

14.9

6.4
0.1
0.5

219

(9.6}
1.,

(2.6)

(13.2)

8.7

(2.8)

1999
£m £fm
20.8
01
7.8
0.3
0.1
29.1
(3.3)
.0
7.0y
22.1




‘Notes on the Financial Statements

7 Employees 2000 1999
Number Number

a) Average number of employees

UNITEA KINZAOM cuovrririeiiniceesmisrest s itrassssessssisrssassstsssssonssis ssssss sent sessss 140208 nbarss s asa s aenessss rsrns srssessssasssasssssssss sssmans 8,510 9,293
OVETSBES cooeeiivemsessssistrsrssssssssrsssosssisss rssss frassssass stessssstsssssssssassorssas sovess sssemssmsssarsesasasssramsanasssossans 1,350 1,086
9,860 11,279
£m £m

b) Staff costs (including directors)
Wages an0 SALAMES ..o s et crrrnr e raressrarensrensebsiss 2871 3156
SOCIAL SBCUTITY COSIS wrvimrmreramerrrrieermarommmsessarsssesss s sssnsss sesssssassessssnsses s 4028 RVS0S 0041803508411 PEPPESESHRS034BERSYS BERS HHSOSE SR B0 RS AR ORRBS IR ORS00 18R 05 28.3 25.2
PEIISION COSES oervrrrirrerestriserssesirsesssssssesssssssissssssensss st srbasas s8R F1rs 1R S22 2R A8 01 b A R s 8 s e b e s £ 104 12.8
3258 3583.7

8 Directors’ emoluments
Details of emoluments by individual director are set out in the section headed directors’ emoluments in the Report of the Directors on page 7.

9 Tax on profit on ordinary activities 2000 1999
fm £m
Tax on profit on ordinary activities was:
United Kingdom:
Corporation tax at 30% (19997 31%6) v e ceer st eessrceessresssstsssssssss st s snsasas 138.9 1.3
DEfErred tAXBHION ..o vrerccrrrecsrrmrssasessr s rrmrmssssss s rsrassrsssssssssmnsss s s ssssssspsssssoserss (4.2 4.5
ASSOCIALEE COMPANIES covneeeecee e e ersenrrresees st saresseseasesesresssaase e b FSEA AR SRR Sed AR s s sebs b o 0404 6.7 7.8
141.4 13.6
Overseas:
CUTTE AL EBXAEIOM 1o nrscss st s b ts bt 0 s E b 1 444 4480740542008 4107484 $14R 4R F LR AT ER 4190 R 42T ER 44T PR AR SRR RSP RRASR AR SE SRR SRS 2.2 1.7
DEFEIFEA FAXALIIN coevvosrcscereressmssssseeerisssmsanasisssesssssssrssasssabesss as asssiss sarbsbasbbsss smasssosessssssssrssssosmoseses sistssensasssssssasssossass (1.0} ©.n
JOITIE VEMEUIES e e sr st st a0 048080400 0808 1 ER 40 04418 ER A1 841028 RS TARARAS PR S8 SHEERS AR SRR SRR PR SR SR R S0 PrRR s P18 - 0.1
142.6 15.3

The charge for United Kingdom corporation tax has been decreased by £1.5 million (1999: £3.6 million) as a result of capital allowances being
greater than depreciation for which no provision has been made.

Taxation of £125 million arose on profits on dispoesal of operations (1999: £0.3 million). This estimated charge has benefited from deductions
of approximately £100 million being the effect of the utilisation of capital losses which are subject to agreement with the Inland Revenue.

A further liability to taxation would arise if the retained profits of overseas subsidiaries were distributed.

10 Dividends

2000 1999
£m £m

Dividends on equity shares
First interim 2.1p paid (1999: 2.1p)........ 6.2 6.1
Special interim dividend 167.0p paid (1999: NI v vevrvrrmerser i 489.4 -
Proposed final nil (1999: 3.9P)....ccmmrrmmmmrmms oo - 1.2
4985.6 17.3

—
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Earnings per share

i) Earnings per share has been calculated by reference to the average of 289.2 million (1999: 286.9 million) ordinary shares of 25p each in

issue during the year based on the consolidated profit of £488.0 million (1999: £66.3 million) after deducting taxation and profits

attributable to minority interests.

i Diluted earnings per share has been calculated by reference to the average during the year of 296.6 million ordinary shares of 25p each
(1999: 294.3 million). The average number of ordinary shares used has included 7.4 million ordinary shares of 25p each (1999: 7.4 million)

under option.

iii) Adjusted earnings per share has been calculated as follows:

2000 2004 1999 1999
Attributable Earnings Attributable Earnings
profits pershare profits pershare
fm p £m p
Consolidated profit and earnings Per Share..... s vermssssensorencecesens 488.0 168.78 66.3 23.09
Adjustments:
DHSCONHINUEH OPEFATIONG wurunrrurceeenmceesrreesirsesrrsrrssssarsssssssrassrssstseressesesnacs 13.8 (0.9
Cost of fundamental reorganisation ... i 4.0 102
Gain on diSposal OF DUSINESSES e rerrr s s ssssrssmmssseeessscerssrssmssssnns (591.0) (2.3)
Share option COMPENSALION ....covvsisrersimersrsssmrsssinisssssssmssas s srssssessmsssssrasers 12.4 -
TaXAtion 0N AAJUSEMENLS .o ieeeeeee s eeserieess s snsssssisressesrissans sssassesssess 123.4 18
Adjusted consolidated profits and adjusted earnings pershare ................ 50.6 17.51 67.9 23.88
intangible fixed assets
Goodwill Know how Total
£m fm £m
Cost
BAlANCE L APTIL19GG 1.ouieriricetsriescoresssmmsessrasssssssssssessos e sesssas sebasessssane et ssmnses bbsarsnsss rassssbarests erssnessssesassaasssoses 25 0.2 2.7
ACUISTEIONS ¢ eteiisitvasisisss e ssststerrmees e snsn e ss sarssas inasssss0s0 ssbnrassesessssnssemnessbibsas betsess 7.4 - 7.4
DiSPOSAl OF BUSINESSES v.ovvivurieeisremessiesccscmsccaressrsnssiaiisss s sssasnsssessssessense sissssssasssssssssns sesases .7 - (1.7
DHSPOSALS 1o rvrcss st st carisssr it siststs e rnaess sess s s bas bbbt b4 s et RS RRES S48 040 L0404 ShbntamerransnensessaneehbRRESE - (0.2} (0.2}
BAlANCE 31 MAICH 2000 .o censisimrersrrrrsearmsessesss s rsss sssssssssssre s sossssensasssserssssmmsossssasssssssnssssss shasst sooes 8.2 - 8.2
Aggregate amortisation
BALANCE 1 APHL 109D coureerrrce e eesrsns sttt ses e seesassssessesasessasass ssssess svs sserems emsasaressassssnsassnsnsansssnesnons sesssossiecsere G.0 0.1) ©.2)
CRAYEE FO8 L8 YRRT coir et e res s s s st bt s s saes e RS AR AT bb b e masem s pnsas et snses (0.5) - (0.5)
DISPOSAl OF DUSTNESSES ..vrrrce i sere s rssssss csr s esssrr st st sas s sovbas sms s sesrrsssrsssssessnsssssessrmsssa srasat soves 0.1 - 0.1
DUSPOSALS crevsraverrmeae s ceesirsssscassisassssrsss s ess et senssssmars s oL b s sS04 S004 S8 18 pRSRSS s SRR SRS RR e SRR S0RARS RS s SR - 6.1 0.1
Balance 31 March 2000 ... eirmnesressens (0.5) - {0.5)
Net book value
31 March 2000 7.7 - 7.7
31 March 1999 2.4 0.1 25
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Tangible fixed assets

Cost or valuation

Balance 1 April 1099 v rressvmrssiens
Exchange movement ........vwriiecnnn
Additions at cost ..o
Additions from acquisitions ...
Disposals at €ost ...
Disposal of businesses ........ccevvervrerereee
Reclassification of assets ...

Balance 31 March 2000......cercennnene

Aggregate depreciation

Balance 1 April 1999 v vererrressermrens
EXCHANGE MOVEMEBNT coverrscesenrranrrese
Charge for the year .......evercneeees
Additions from acquisitions................
Elimination on disposals ...
Disposal of busSinesses ...
Reclassification of assets ...

Balance 31 March 2000

Provision for asset impairment

Balance 1 April 1999 ....vcrvecercrerscensienns
Provision utilised ..o
Provision released ...
Disposal of businesses ...

Balance 31 March 2000 ..veceerrernrnns

Net book value

31 March 2000 e

31 March 1990. s

Plant
machinery Data and
furniture Equipment navigation

Freehold Leasehold premises and onlease transmitting )
premises Longterm  Shortterm vehicles or hire networks Total

£m £fm fm £m fm £m ©£m
64.3 50 7.5 318.3 4.6 469.5 869.2
- 0.1 - (0.3) - - (0.2)

1.6 - 0.4 3.9 0.8 59.7 94.4

- - - 0.4 - - 0.4
(4.2) - (0.1} (19.3) ©.2) (8.5) (32.3)
(0.1} - (1.9} (20.3) (2.6) 431.7) (456.8)

- - - 13.5 (0.6) {12.9) -

61.6 5.1 5.9 324.2 2.0 76.1 474.9
(8.3) 0.9 (3.8) {218.6) (1.8) (197.8) (430.4)

- - - 0.5 - - 05
1.0) 0.1 (0.5) (30.0) 1.2) (30.8) (63.6),
- - - (0.2) - - (0.2)

0.9 - 01 18.1 0.1 4.8 24.0

- - 0.8 11.4 1.5 165.3 179.0

- - - (11.5) 0.5 11.0 -
(8.4} (1.0) (3.1} (230.3) (0.6) (47.3) (290.7)
- - - - - (8.0} (8.0}

- - - - - 0.7 0.7

— - - - - 1.0 1.0

- - - - - 4.6 4.6

- - - - - 1.7 .7

53.2 4.1 2.8 93.9 1.4 271 182.5

56.0 41 4.0 99.7 3.1 263.9 4308

Arisk adjusted rate of 10% has been used for discounting the provision for asset impairment.

The net book valie of the Group’s tangible fixed assets includes £20.1 million (1999: £70.9 mitlion) of assets held under finance leases and hire

purchase contracts.

Certain of the Group’s properties in the United Kingdom were valued on an open market basis at 31 March 1982.

In accordance with the transitional rules of Financial Reporting Standard No. 15, assets which were revalued in prior years have not been
updated during the year. The carrying value relating to the previous valuation performed at 31 March 1682 has been carried forward in this

year's aceounts.

Freehold and long term leasehold premises are analysed as follows:

At cost

At valuation in 1982

Ifthese assets had not been revalued, the following amounts would have been included:

31 March 2000

COSE orrrrrrvsnrsnisessnsmsnsanssrarsssarsrssensssases

Aggregate depreciation

Net book value

31 March 1999
COSE s e

Aggregate depreciation

Net book value

Leasehold
Freehold  premises -
premises long term
£m £m
54.8 4.0
6.8 1.1
61.6 5.1
60.4 4.8
(8.9) (1.0)
51.5 3.8
63.1 47
(8.9 (0.9
38

54,2
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Fixed asset investments

Associated joint Other Own
companies ventures  investments shares Total
Group £fm £m £m fm fm
Balance 1 April 1999 3541 27 1.2 7.7 48.7
AGIHIONS covreereecrssssensensssssessassenssessssssssesssonsss sessbassseston 0.2 39 - - 4.1
DISPOSALS ccveeeereeeeermeec s rcesencesssssrsensssesssaressrenssronees - - 0.1 (7.2) (7.3
Disposal of BUSIESSES ot eereereeesss s sanessnon - (3.1} - - (3.1}
353 35 1.1 0.5 40.4
Share of retained profits/(losses) for year: .
Results for the year Net of tAX ... ceseseressesesonssns 16.5 (2.5) 14.0
Loss allocated to creditors - 1.6 1.6
18.5 0.9) - - 15.6
DivIdends reCeIVEd w...uimsiiins s insssmeesssssssssmeserssssassemsssssss (4.4} - (4.4)
Dividend prepaill . s ssrsesesesessisss {4.3) - {4.3)
8.7 - - - (8.7)
Balance 31 MArch 2000 . siressssiranesss sesssas seases sessins 431 2.6 1.1 0.5 47.3
Percentage Latest
The principal associated companies in Country of Business Issued equity ofissued  financial
which the Group has a direct interest are: incorporation activity Class Value equityheld accounts
Archer Communications Systems Limited England Radio Ordinary f1,000 30%  31.3.2000
communications shares
Camelot Group plet England Lotteries Ordinary £38,750,000 26.67%  31.3.2000
shares
Citylink Telecommunications Limited England  Telecommunications Ordinary £1,000 33%  31.3.2000
services shares
Satellite Infermation Services (Holdings) Limitedt England Satellite Ordinary f22,161 21.96%  31.3.2000
communications shares
The principal joint ventures in which the Group has
a direct interest ara:
Global Telematics Pic England Vehicle telematic Ordinary f2,500,c00 £0%  31.3.2000
products and services shares
Racal Thomson Networks Limited England Radio Ordinary £3,000,000 50%  31.3,2000
Communications shares
China Offshore Racal Positioning People’s Rep. Survey and Registered 1S$800,000 50%  31.3.2000
and Survey (Tianjin) Company Limited* of China  positioning services capital

t Interests held by Racal Electronics Plc.

* The results of this company brought into the consolidated accounts are derived from audited accounts to 31.12.1999 and management

accounts for the three months to 31.3.2000.

Subsidiary Associated Other Own
companies companies investments shares Total
Company fm fm £m fm fm
Balance 1 APril 1099 .vnicrmimrissmismssrsssrressermssssasuans 646.6 355 0.7 7.7 690.5
Additional investments in certain subsidiary companies .....ccoeecenens 6.4 - - - 6.4
AAIIONS .cvrricrimrirrsrrs s st s st rsssssissssts st een 695.9 - - - 695.9
DHSPOSALS covvuvvisssrsserasmsssss st sessiss satssstaesssstss shessbsssssorisases sesssasessssesesnessostass (292.8) - - (7.2} (300.0}
1,056.1 355 0.7 0.5 1,092.8
Provisions for impairment in value ... (370.0} - - - (370.0)
Balance 31 March 2000 686.1 35.5 0.7 0.5 722.8

Details of the principal subsidiaries are given on pages 12 and 13.

Fixed asset investments are carried at cost less any provision for impairment in value. The cumulative provisien at 31 March zooo for impairment

in value is £525.0 million (1999: £155.0 miltion).

Own shares relates to an Employee Share Ownership Trust (Note 16).
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Associated companies

Due to the significance of associated companies to the Group’s results, additional information is provided in this Note on the Group’s share of
the results of Camelot Group ple and other associates and the Group’s share of their balance sheets. This can be summarised as follows:

Camelot Other Camelot Other

Group plc  associates Total Groupple  associates Total

2000 2000 2006 1999 1999 1999

fm £m fm fm £m fm

Turnover 1,358.3 46.8 1,405.1 1,374.1 3.7 1,405.8
Profit before taxation ..., 14.9 8.3 23.2 185 53 23.8
TAXALIOM ceverereeeeeecersisseeseserscssesssssssessossraseesssssnsns 4.7 (2.0) (6.7) (5.7} (2.1) (7.8)
Profit after taxation ......vt 10.2 6.3 16.5 12.8 3z 16.0

Fixed assets . 9.8 20.9 30.7 146 45 19.1
CUMTENt ASSETS .oecrreeresremmrererrrrenremssrsansrssses 115.9 17.7 133.6 105.9 5.3 1.2
Liabilities due within one year .......eeevereceeererveereens (86.8) (22.5) {109.3) (82.9) (9.0 9t.9)
Liabilities falling due after more than one year ... {0.6) (17.8) (18.4) (3.5) (8.8) (12.3)

Own shares

The Company has established an Employee Share Ownership Trust to purchase shares in the market for distribution at a tater date in accordance
with the terms of the Racal Share Option Scheme 1992, the Racal Share Option Scheme 1995 and the Racal Share Option Scheme 1997 and to
subscribe for the Company’s ordinary shares so that such shares can be used to satisfy options granted and to be granted under the terms of the
Racal Share Option Scheme 1992, the Racal Share Option Scheme 1997 and the Racal Share Savings Plan (1990). The shares are held by an
independent trustee and the right to dividend on the shares has been waived apart from a nominal amount. As at 31 March 2000 the number of
shares held by the Trust totalled 190,798 shares with a nominal value of £47,700 (1999: 2,980,000 shares with a nominal value of £745,000) and
the cost of such shares amounted to £482,000 (1999: £7,706,000). These shares, whilst legally not the property of the Company, have been
included in fixed asset investments as shown in Note 14. The market value of these shares at 31 March 2000 was £805,000 (1999: £11,905,000).

Stocks 2000 1999
fm fm
Raw materials and components 40.2 381
WOEK IM PROEIESS oo riessrrressssstms ntstessrensa st s st st srssrsear s e 45 s s i st s s anen 70.8 67.9
FiNIShed 00AS STOCK..ucirm et sssr s cssrssssss e s ssasbsssvsses s snsecassssssss sransssnsnss pessss sesnass 28.0 25.7
140.0 131.7
LESS: PIOBIESS PAYINEIES covuvesrvvrsessesssssssssssss sssssssersess s seassssssessessssss ssresesssssessons 452110585 8rsr 4 5masr 8 58 RA A S s A SRS SR AR 0 1005 (9.3) (4.8)
130.7 1271

Work in progress and progress payments include the following in respect of long term contracts:
Net cost less foreseeable [05S85 ... s 29.9 14.1

Less; applicable payments on aCCoUNT .. recmernensrsmmiresssmsssiseraas (8.3) {4.1)

21.6 10.0




‘Notes on the Financial Statements

18

19

20

Debtors due within one year 2000 2000 1999 1999
Group Company Group Company
£m fm . fm fm
TrAAR AEBLOIS ... ssb s e snassarenr st s e sessses . 2101 - 202.0 -
Debtors — fiNANCE LEASES .....ouurer et sensss s sissesspisstesarnerssssnsrenssrses 4.8 - 6.9 -
Amounts owed by SUDSIHIATIES ..ot rsesve s e ssssenas - 312.4 - 320.5
Amounts owed by joint ventures 6.9 - 38 -
Amounts owed by associated COMPANIES .. sssssreeesssrserssessssssessrens 10.4 - 15.6 =
Other debtors....iensieinia 8.5 0.7 10.2 0.1.
Amounts recoverable on CONETACES ...erirvemmssmssserismnsras 68.7 - 70.3 -
TAXALION TECOVRIADIR 1vvurerrenirscorrrsresmmsess s ecesemaas rsnsst seesrssss s ressraspessnsecasessnsenssesesenee 0.4 - 0.3 128
Prepayments and accrued iNCOME ...oceceeeerinsiinsens 44.4 1.0 80.5 1.9
INTEFEST FECEIVABLE oot sermies s rersss st s s ssbs bt sser s ssrress s ims s asans 0.5 - - -
354.7 3141 - 359.4 335.3
The aggregate amounts receivable during the year in respect of finance leases were £5.4 mitlion {1999: £12.0 million).
The cost of assets acquired during the year for the purpose of letting under finance leases was £1.4 million (1999: £4.4 million).
Debtors due after more than one year 2000 2600 1999 1599
Group Company Group Company
£m fm £m £m
Debtors — FIance BASES .. it s s s 5.7 - 41 -
Other debtors s, 241 - 2.1 0.1
Amounts recoverable on contracts .o 101 - 13.2 -
Prepayments and accrued INCOME ....ciirimmenrmirmmirrmsessmsssssrmmssssassssssssins 74.4 0.1 61.4 1.0
92.3 0.1 80.8 1.1
Creditors: amounts falting due within one year 2000 2000 1999 1999
Group Company Group Company
£m £m fm £m
LOANS (NOLE 23) coeerriercsnciscrersrssssissessrssmsrensesssssssssmmnsessssssssmsssssssssasssassssens 0.1 - 0.2 -
BANK OVEIAIafS ...oicccrcnsisienesssscsscerssssrerssssss cosssmsess masssssessssevsssss sessrssasssrrssssrsssssrnss 3.7 - 22.2 204
Trade Creditors o ceermceneneecuersstasssisasssssnsssmsens 99.4 - 1217 -
AMounts OWed 10 SUBSIAIATIES . s sss e s ssssssssssass sssssnss - 383.6 - 1833
Amounts oWed 10 JOINE VENEUIES ... eerereccrersmmresrecsssssssssmseasasersins 0.5 - - -
Advance receipts ... reessseesnssrssssnasssnras 36.8 - 18.9 -
Current cOrporation taX ... 110.5 134.8 8.8 5.2
Obligations under finance leases (Note 22)............... 10,9 - 14.0 -
Other taxes and 50¢ial SECUITY COSTS v ssssrssiseemsenssesssnssesssses 25,3 - 26.1 -
OTREr CPEUIOTS Loirircissioneses st ssrsssssssssrass ssssas s serssssasn bssss 15.6 0.7 6.9 0.1
Accruals and deferred ICOME . e sisr s st sasss 121.6 6.4 102.3 08
INterast PAYABIE ...t e nerecr e 0.3 0.3 2.0 31
Proposed divIdend .....rmminmemssss s sssssrassressmsssssmnsss sisross - - tt.2 11.2
424.7 525.8 334.3 2041
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2000 2000 1999 1999
Group Company Group Company
£m £m £m fm
LOANS (NOLE 23) cooreerereeesereeissrassassnssesmssnscresssisssssenssonssrensos sossssssssmensensssssesesseres 81.0 79.3 279.7 277.9
Advance receipts ... 0.9 - 38.3 -
COrporation taX ... e - - 0.1 -
Obligations under finance leases (Note 22)....... 17.7 - €891 -
Other creditors 0.2 - 2.9 -
Accruals and deferred income ... 7.3 - 41 -
Deferred purchase consideration 0.1 - - -
107.2 79.3 392.2 277.9
22 Obligations under finance leases 2000 1999
fm £m

Obligations under finance leases fall due as follows:
(@) betWeen One and tWO YRAMS ..o rsrrsn msnssnssessespnssss sessiss 4.4 14.5
(D) DEIWEEN TWO ANA fIVE YBAS ..o eecerreecuerrieernssers s eesases seneraesbass s 5272t b b 4 SRR 844 B 140 bS04 bbb 08050 b0 0810 9.3 21.5
(€) 1N MOTE TRHAN FIVE YBATS e reececrnsesserersssna s sssssasssassssases seresesses sosmsssssscrs sesseeasessss sess e s eras s sessacesoneasessnecssomecas 4.0 33.1
17.7 89.1
() 0N ONE YEAT OF {88 oo ceeneetseraeereremasns sressassessse saressnsepsersbss bbetestibcsmernass rssne 10.9 14.0
28.6 83.1
23 Loans 2000 2000 1999 1999
Group Company Group Company
fm fm fm £m

Bank loans
Repayable other than by instalments within five years:

Unsecured multi-Currency LOANS . e e sres e st ssssss st s sssssssnnns 79.3 79.3 277.9 277.9
Repayable by instalments:

Unsecured loans repayable within five years - - 01 -
Secured loans repayable between 1999 and 2011 with interest at

6% (secured by charges on BUlldiNgs) ... e sverass i 1.8 - 1.9 -

81.1 79.3 279.9 277.9

Repayment of the above falls due as follows:

() BRtWEEN 08 AN LWO YBAIS.... oo cessmsesserssesrcssesssssssrsmmssssssssassssssssssssssnsssasssssssosss 0.1 - 0.1 -
(b} between two and five YEArS...co v memerresrnen 79.8 79.3 278.3 277.9
(c) in more than five years 11 - 13 -

81.0 79.3 279.7 277.9
{d) 0 one year or LeSSs .errmmmrorrmmsesrerens eretere et et e 0.1 - 0.2 -

811 79.3 279.9 277.9
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24  Provisions for liabilities and charges

Group
Group Post-sale
Group QOnerous  rectification Group Company
Deferred lease and support Other Group Other
taxation provision provision provisions Total provisions
fm fm fm £m £m fm
Balance 1 April 1999 . 24.2 1.8 4.7 2.8 335 0.1
Exchange restatement. .. - - - (0.1) (0.1) -
Created during the year - 0.4 2.5 8.6 1.5 39
Utilised during the Year..... e i s - (0.6) (1.9} (1.7} (4.2) 0.1
Released during the year...... (5.2} 0.8) (0.3} - (6.1) -
Adjustment arising from unwinding of discount ......... - 01 - - 0.1 -
Disposal of BUSINESSES werrierssricssencnns 1.1 - - - 1.1 -
Balance 31 March 2000 201 1.1 5.0 9.6 35.8 3.9

The enerous lease provision relates to the anticipated net rental commitments under the terms of the leases of properties currently not required
by Group companies. These leases expire in periods ranging from nine months o ten years.

The post-sale rectification and support provision relates to anticipated costs to be borne by the Group in respect of rectification costs, warranty
obligations and support of products supplied to customers. It is expected that the majority of this expenditure will be incurred in the next three
financial years.

Other provisions relate to the disposal of the Racal Data Group and Racal Telecommunications Group. It is expected that the majority of this
expenditure will be incurred in the next financial year and all of it within two years.

Deferred taxation

Group 2000 2000 1999 1999
The provision for deferred taxation calculated Amount Potential Amount Potential
on the liability method is as follows: provided liabitity provided liability
£m £m £m £m
Accelerated capital altowances in the United Kingdom ... 0.2 1.5 7.5 17.8
Timing differences relating to pension surpluses allocated to the
Racal Shared Cost Section of the Railways Pension Scheme....cmociecennnins 7.0 7.0 8.8 88
Other timing differ@nces . s s 12.9 12.9 7.9 7.8

20.1 21.4 24.2 345
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Called up share capital

At 31 March 2000, the authorised share capital of the Company was £400,000,000 in ordinary shares of 25p each (1999: £400,000,000 in
ordinary shares of 25p each).

The issued share capital of the Company, all of which has been allotted, called up and fully paid, as at 31 March 2000 was £73,325,835.00
in ordinary shares of 25p each (1999: £72,564,034.25).

In August 1999, an issue of 416,855 ordinary shares (nominal value £104,213.75) was made at an effective price of 383.4p per share to
shareholders who elected to receive such ordinary shares in lieu of the cash payment of the final dividend.

Allotments totalling 2,222,675 ordinary shares (nominal value £555,668.75) were made during the year in accordance with the rules of the
Racal Share Option Scheme 1992. All of the shares were subscribed for by the Trustee of the Employee Share Ownership Trust at a total market . -
value of £11,315,597. Of this amount, £2,831,228 was received from employees and £8,484,369 from the Company’s subsidiaries. The option'
prices paid by the participants for the shares were as follows:

632,200 shares at 114p per share
1,560,475 shares at 130.5p per share
30,000 shares at 247p per share.

Allotments totalling 120,000 ordinary shares (nominal value £30,000.00) were made during the year in accordance with the rules of the

Racal Share Option Scheme 1997. All of the shares were subscribed for by the Trustee of the Employee Share Ownership Trust at a total market
value of £602,000. Of this amount £284,400 was received from employees and £317,600 from the Company’s subsidiaries. The option prices -
paid by the participants for the shares were as follows:

100,000 shares at 235p each
20,000 shares at 247p each.

Allotments totalling 287,673 ordinary shares (nominal value £71,918.25) were made during the year in accordance with the rules of the

Racal Share Savings Plan (1990}, the shares being subscribed for by the Trustee of the Employee Share Ownership Trust at a total market value
of £1,198,837. Of this amount £564,592 was received from employees and £629,245 from the Company’s subsidiaries. The option price paid by
the participants for the shares was 198p per share.

Under the rules of the Racal Share Option Scheme 1992, options were outstanding on 31 March 2000 for executives to acquire 536,000
ordinary shares in the Company as follows:

Number of shares Option price Exercise period
36,000 235p 12 December 2000 to 11 December 2007
500,000 247p 21 January 2001 to 20 January 2008

The exercise of these options is subject to the Company achieving growth in its earnings per share over a three year period in excess of the Index
of Retail Prices by an average of 3% per year.

At 31 March 2000, 190,798 ordinary shares of the Company for use in satisfying the share optiens granted under these Schemes were
held in an independently managed Employee Share Ownership Trust which was originally formed to purchase shares in the Company on the
open market. Opticns had not heen granted in respect of all of the shares held by the Trust.

Under the rules of the Racal Share Option Scheme 1997, options were outstanding on 31 March 2000 for executives to acquire 1,304,000
ordinary shares in the Company as follows:

Number of shares Option price Exercise period
814,000 235p 12 December 2000 to 11 December 2004
490,000 247p 21 January - 2001 to 20 Japuary 2005

The exercise of these options is subject to the Company achieving growth in its earnings per share over a three year period in excess of the
Index of Retail Prices by an average of 3% per year.

Under the rules of the Racal Share Savings Plan {1990), options were outstanding on 31 March 2000 for employees to acquire 7,501,953
ordinary shares in the Company at the price of 198p per share exercisable during the period 1 April 2003 to 30 September 2003.
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Reserves

Group Company
a) Share premium account £m £m
BALANCE 1 ADTI 1999 weiriruuitusemsvisneiesssisssrassss tesssss iesssssesrstscentin sesresasbressassss 1tsrs e 840881 448 SrRSES RIS S 2R 0 bR A0S 176.4 176.4
Premium on allotment oF OFdiNAIY SHAIES ... e ss s s s ssssasssssasssssass snssss 14.0 14.0
BAIANCE 31 MAICN 2000 1ttt irmier s s srmsersserecs e essserssestae b 4SS PSSR 4 P F AR S S 4L bS04 PR PR R i P E 040 bbb ek w040 180.4 180.4
Group Company
b) Capital redemption reserve fm £m
BALANCE 1 APTILAGOG oot esersinas srssssssseses srassas esassssst sess sesmssssss ssmmsst s shmssssmi s sams ha R e R4 bt s s AR eSS ag b0 279.3 279.3
Balance 31 MArCh 2000 i cceriesssrssssserses s sssassssssrssebssssiss ivssss 279.3 279.3
Group
¢) Revaluation reserve £m
BALANCE 1 APTIL 1909 woovecrrrnsieresnsissersisstsessssossnseessesssss rrassssmsssasssssssanare stss sossssssasssssissete sisess s ras st aros ot b sp e re 08 s At e SO 1 S0 08 2.1
Realised 0N dISPOSALS . snricerenssensss s s rssss st sssssssssssss s essss (0.1}
BAIANCE 31 MAITN 2000 ettt et st st kb bas 408 44k B0k bt et st et eia et st 2.0
Group Associated Joint Group
companies companies ventures Total Company
d) Profit and Lloss account £m £m £m £m fm
Balance 1 APril 1999 o rrrmrssmmssnssssses (183.7) 23.3 2.7 (163.1) 68.5
Retranslation of net assets of overseas subsidiary and
as50Ciated COMPANIBS oceerrrrrrrersiner i smsrsses s sssssssseans (3.9} - - (3.9) -
Retranslation of long term foreign currency loans which
relate to investments in overseas subsidiaries® ..o 33 - - 3.3 -
(184.3) 23.3 (2.7) (163.7) 68.5
Goodwillin respect of discontinued businesses transferred
{o the profit and loss account 118.3 - 0.5 118.8 -
Contributions to employee share trusts by subsidiary
UNertakings ..o ccenreeere e (9.4} - - (9.4) -
Retained {loss)/profit for the Year ..o (17.2) 121 (2.5) (7.6) 47.0
Balance 31 March 2000 ... (892.6) 35.4 (4.7 (61.9) 115.5

*The amount for retranslation of long term foreign currency loans which relate to investments in overseas subsidiaries is shown net of a related

taxation adjustment of £1.3 million.

The profit and loss account at 31 March 2000 is stated net of goodwill arising on acquisitions prior to 31 March 1998 transferred direct to
reserves of £115.7 million (1999: £234.5 million). This goodwill will be charged to the profit and loss account on the disposal of the businesses

to which it relates.,

Reconciliation of group operating profit to net cash inflow

from operating activities

Group operating Profit ... s e

Depreciation

Utilisation of asset impairment provision ......

Amaortisation of intangible fixed assets ......verennen:

Profit on sale of IXed ASSeLS e rerereevarnssnreesnene

Net provisions created/ (utilised)

{Increase) /decrease in stocks.....oeveeverneeerenneee

increase in debtors .........

Increase in creditors ......

Net cash inflow before exceptional items

Net cash outflow in respect of fundamental reorganisation

Net cash inflow from operating activities ...

.......

.......

Cash outflow in respect of reorganisation costs was £7.9 million (1999: £4.¢ million).

2000 1999
fm fm
26.9 78.0
63.6 73.9
1.7) -
0.5 0.1
(0.9 (1.8)
0.4 (10.6)
(10.8) 8.7
(81.9) (65.7)
B84.9 16.9
81.2 109.7
(4.9) 3.7
76.3 106.0
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28  Returns on investments and servicing of finance

2000 1999
£m £m
Interest received......... et AL L AL AL BRS040 bbb e n et e e et ees SRR RS 10.1 4.4
INEETESE PRI ovvereerssiesrreririrsrinssrrresssessssessnssses s as st s obass st 004 40804 48 517414773 40008442 00 BRES 881 ARS8 140 RS RTT RIS {15.8} (18.8)
Interest element of finance lease/hire purchase payments ... " (6.4} (7.8
{(12.1) (23.2)
29  Capital expenditure and financial investment
2000 1999
£m fm
Purchase of tangible fiXed aSSets ... ecermreersecerinsemespeseenmes cosssrsssssssssns (93.6} (118.9)
Purchase of intangible fIXed ASSEIS ... e se s rsssssssssessss s renssssasssssssbenes - (0.4)
PUFCHESE OF INVESTMENTS cereerserrersmeesmisrsersiasssesrsrmssssrssmassssammses sessssssssesss sesesssssssessssss smssissens {4.1) (3.9)
Sale of tangible fiXed 855615 i e 8.9 11.2 r
SAE OF INVESTIMENTS 1rvveeeerrrecc s cteecisesmmsctarissssistss ssons sesssrasesssssers ass et sosssss basssss s 8mSLLe s R RAR S0 8050841 RRRS BRSO s E R PR EAe RSS2 R 50 14.2 10.8
(74.6} o2
30  Acquisitions and disposals
2000 1999
£m £m
Purchase of subsidiary UNdertakings (NOTE 32) .. ieiisissssvemssisssssssmsssrsssssimsnsserssssrssssssssssessmss sssssssssssssasesatssmssss s {8.6) {1.8)
Cash at bank and in hand less bank overdrafts acquired with subsidiaries (NOte 32) ..o 0.4} 0.5
Disp0sal OF BUSTNESSES (NOLE 33) ierrieriarierereiesremserureessesseessessses s sssssssses sesss st sebsss 10t s onbtbmbenebessssensessss s sas sessssnessassressasssorsss 940.2 28.3
Cash at bank and in hand less bank overdrafts disposed with businesses (NOte 33) o cnnrrrerermmmmemssisiiens {1.9) (1.5)
929.3 25.5
31 Analysis of net debt
Acquisiticns Dispasals Other At
At Cash {excl.cash & {excl. cash & non-cash Exchange 31 March
1 April 1999 flow overdrafts)  overdrafts) changes movement 2000
£m £m £m £m £m £m £m
Net cash:
Cash at bank and in hand.....oeececeene, 30.4 45.0 - - - (t.1) 83.3
Bank overdrafts " (22.2) 18.4 - - - 0.1 (3.7}
17.2 63.4 - - - (1.0} 79.6
Liquid resources:
Cash on deposit ..oeceereerriininens 421 111.6 - - - - 153.7
Debt:
Loans due within one year........u.ew.. 0.2 0.2 - - 0.n - ©.1)
Loans due in more than one year .. (279.7) 197.5 - - 01 1.1 (81.0)
Obligations under finance leases (83.1) 8.3 (0.1) 76.2 (29.9) - (28.6)
(363.00 206.0 (0.1) 76.2 (29.9) 1.1 (109.7)
LG T-1 ) o (303.7) 381.0 (0.1) 76.2 (29.9) 0.1 123.6
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32 Purchase of subsidiary undertakings
2000 1999
£m £m
TANZIDIE FIKE BSSEES ..o rereerrreceriressrsrear s smrssasrssersrsasarrssasssanssssesssrrssasssssss sasssassasassnssras sas s s5ss sas sesren s stsEes s san ssssansnsssrasss s 0.2 1.2
LAV EEEITIENES oonceescmccamrencrerersccesnease s enasoaseessenassesorcoerass e seseseeneResn e es s e e e £ e e P £ 3L PR £ et s st - (©.5)
SHOCKS ANG WOTK MM PIOBIBSS w.ovvuvuerireiriressessssssinsses eressersssssssssssasssssssssmsbeses sesessmrbasssesssansssssenens sesetebossars sensstissnesbessatetsesben sessesssne 0.3 -
Debtors ... s “ 0.6 6.0
Cash at bank and in hand less bank overdrafts (Note 30) wrvrcrercresrsnmssserannens (0.4) 0.5
CFBAHONS oo rcmecreaeeeree s cecssss e s s s e cemma om0 1 AR 28R RRBASS AR R RS SR RSP SA e RRS S A PR RSA e A8 (0.3) (8.2)
Obligations under finance leases and hire purchase contracts ... (0.1) -
[VINOTTEY INEETESES 1rvvvversrssvsrrsessarsssssssrasssessssssssessersesssrrmsssssee st serrssserasss s 15eev s5e eemmses s 555 rmES0s RRS PS4 HER RN H1£bvS RRSE RS SHEEERR SR srb SRR E RS HE SRS 1.0 .4
Net assets acquired 1.3 (.10
GOOAWIH <. rcermaecct e rcesrr e ente s cas e msesans s e £ A8 SRR e R RS54SR £ et e 7.4 29
Cost of acquisitions 8.7 1.8
Less payments due under deferred purchase cONSIABIALION c.ovvvrecereeiivssersecsenmsvmmssssserssessessmmsmssssrrases (0.1) -
Cash outflow in respect of purchase of subsidiary undertakings (Note 30) .vvevrmreveeniesivnnrinrineens 8.6 1.8
33  Disposal of businesses
2000 1999
£m £m

Net assets disposed:
INEANGIDLIE FIXEU BSSELS covvevrrscrerrrcenresessnrss ossrersnrsensssssrrssss s sssssssssnrmssssnss srassssnessssssssrsssasessssssesssssras s sessses - 0.3
Tangible fixed as$ets ..o s 273.0 237
IIVESENENES ...oecc e eeneeeemsscee s cemsecesssonmeresseerasscas s eses e s e asstmm et ren e a8 S AR 444 et s et et 31 6.3
SEOCKS wravrrusavsrasinsssessinssssnersss s sassssssensssss o ssbssssoss 41 4048 RLS b RERK S 4RSS FSRER P AR RS SRR AP RS AR b 6.0 203
DHBDEOTS . cuihisssniiisassibint sessbas s baassass et 1004 b4 8544188 bbb e S48 e b S b e o £ € SRS S R SRR S e Rt s 131.8 53.8
Cash at bank and in hand less bank overdrafts (NOTE 20} c et ree st s seesceses et s e basas e st smmsas seeas 1.9 1.5
TAXATIONM FBCOVETADIE .oveiiiereriis s siarininsss s ss st sresens s sissss s sss st b g Rt 60 s 454804 4004 b ARS8 e84 4R RS RAR S48 S04 440 LS 0S4 040 - 0.1
CFRATIOTS cererereererscconrecermmesneccesmsesesesumses et asese s ssesman et en s snss e E AR s 1RO 88 st RE e ne s s (341.5) (32.7)
Ohligations under finance leases (76.2) (0.5}
LOANS oo crmecuremeramereseeesserassameesanecs serasee s ses e seas oo e g RO A SRR AR RO H41 RN SRR RO ARSI SRS SO ORES RSO RS e 0AES - n
Deferred tax asSet/ (PIOVISIONY ittt csmsies oot st sessses sorsss b ssessasessssest seesees 0.9 0.7
TOLAL N ASSEES HISPOSRA wiivecrrevrieriicvosissrsssisssr st reseessorasas sresss seteessebssbbt sobb e e bems et ba bbb mesb S s b et bbb et beess et s bbb maisbas sarsnnts (1.0} 70.4
ASSEES WITTERN OFF covvreren s semresssimininsiesnississsisesmisinesmsinssssisssssst st st sssesnins 2.4 1.0
Accrued costs Of ISPOSAL et eae e rers s s s s re s s ssas s st s baeas 14.6 1.3
Proceeds from Property dISPOSAL .t ecassreoeseusessecuss omsenesees s sresgeransetospabesenpas s ges sy - 20.2
PTOVISIONS TLEASEU 1ovvvuvesseressssssessusssssasusssumsasisenssorsrersssseesers ereses essssssssosses o 44054 445588 447 5RRERRRERS B S s 0 - (74.0)
Pension surplus recognised on disposal of BUSINIESS ...ooeeecereeerenccnecennnnce - (0.3
GOOAWIIL cuunrrrsiarsmsesissrssecsse s st snssassssssssassses s sas nesess s ess s bsrpatssssness ssssbasantsebssss 1.6 0.4
Goodwill previously written off to reserves, " sresnsnssrresesienne " 118.8 -
Repayments of inter-company balances . " " 212.8 -
Gain on disposal or closure of operations (NOLE 4) ... ncosssrisssss s sesser sssssssssnsanes 591.0 8.3
Cash inflow in respect of disposal of subsidiary undertakings {Note 30} 240.2 283
Businesses which were sold during the year had a net cash inflow of £22.2 million from operating activities, an outflow of £15.2 millicn in
respect of returns on investments and servicing of finance, an inflow of £5.4 million in respect of taxation, an outflow of £62.1 million for capital
expenditure and financial investment, and an outflow of £7.4 million for financing.
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Acquisitions
The principal acquisitions during the year were:

The 20% minerity interest in Racal Survey Services Singapore Pte Limited (formerly Techno Transfer Industries Pte Limited) was acquired
on 22 August 1999, The fair value of the assets acquired was £1.4 miltion and the consideration was £4.7 million giving rise to goodwill of
£3.3 million. This goodwill is being amortised over a period of ten years.

0On 1January 2000 the Group acquired Inotek Limited. The fair value of the liabilities acquired was £0.1 million and the consideration was

£4.0 million giving rise to goodwill of £4.1 million. This goodwill is being amortised over a period of twenty years. The profit before tax included
in the consolidated profit and loss account for the year ended 31 March 1999 was £nil. Prior to the acquisition the profit before tax for inotek
Limited for the year ended 31 December 1999 was £nil.

Pension schemes

The Group operates a number of schemes throughout the world for the benefit of employees. The schemes are both defined benefit schemes
and defined contribution schemes. The Group charge for pensions amounted to £10.4 million {1999: £12.9 million).

The principal schemes are in the UK and are defined benefit schemes operated on a prefunded basis. The assets of these schemes are held in
separate trustee administered funds. The UK schemes are subject to triennial valuations and annual interim investigations by independent
actuaries. The last valuation for each of the principal schemes was carried out as at 1 April 1998 using the projected unit method in which the
actuarial liability makes allowance for projected pensionable earnings.

The main financial assumptions used for both the valuation of the principal schemes and for the purposes of Statement of Standard Accounting
Practice No. 24 (SSAP 24) are as follows:

Investment returns 7.5% per annum
General salary growth 5.5% per annum
Equity dividend growth 4.5% per annum
Equity capital growth 5.0% per annum

In addition to the principal schemes, Racal Services (Communications) Limited is the designated employer of the Racal Shared Cost Section of
the Railways Pension Scheme (a defined benefit scheme operated on a prefunded basis). The last triennial valuation of this scheme was carried
out as at 31 December 1998, For the purposes of SSAP 24 the assumptions applied to the principal schemes have also been applied to the Racal
Shared Cost Section of the Railways Pension Scheme.

At 1 April 1999, the market value of the assets of the UK schemes was £924.9 million and the corresponding actuarial value was sufficient
to cover 122% of the benefits which had accrued to members allowing for assumed increases in earnings.

The pension costs for the UK schemes amounted to £8.1 million (1999: £9.9 million). The pension costs of the Group’s overseas schemes
amounted to £2.3 million (1999: £3.0 million) having been determined in accordance either with SSAP 24, or with the accounting standard
of the countries concerned. In the case of the latter, the costs of the overseas schemes would not be significantly different had they been
calculated in accordance with SSAP 24,

A prepayment of £73.0 miltion (1999: £59.3 million} is included in prepayments due after more than one year. This represents the excess of the
amounts funded over accumulated pension costs.

Future Group capital expenditure

2000 1999
fm £m
Contracted for but not provided for in the financial statements ..oeccnnns 7.6 195

Contingent liabilities

There are cantingent liabilities in the event of any claim for breach or non-performance of the terms of overseas contracts against which bank
guarantees have been issued amounting to £84.1 million {(1999: £99.1 million). In addition, the Company has issued a guarantee, not limited in
value, in respect of the due and punctual performance of two subsidiaries under various agreements in relation to a European defence project,

Under the terms of an agreement entered into between Camelot Group ple and all of its shareholders, the Company has a contingent liability in
an amount not exceeding £9 million in the unlikely event of Camelot’s licence to operate the National Lottery being revoked by the Secretary of
State for Cutture, Media and Sport.

The Company has issued two guarantees, not limited in value, in respect of the performance of a subsidiary company and of an associated
company of their respective obligations under various agreements in relation to a United Kingdom defence project. The guarantee in respect of
the associated company’s abligations is joint and several with the other shareholders of that company.
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Financial commitments

Group

Group companies have commitments under various operating lease agreements in connection with land and buildings and other assets.
Under these agreements the payments to which the companies are committed during the next financial year are as follows:

2000 2000 1999 1999

Land and Other © lLand and Gther

buildings assets buildings assets

£m £m fm £m

Payable on operating leases that expire within one year ............. 1.8 35 1.4 1.1
Payable on operating leases that expire between two and five years . 2.7 4.3 486 83
Payable on operating leases that expire after five YRArs ... 5.1 - 6.3 0.1
2.6 7.8 12.3 9.5

Company

The Company had no commitments under operating leases.

Financial instruments

The Group has a central treasury function which operates under strict rules approved by the board. It is the Group’s policy not to speculate in
derivative financial instruments or foreign currency. Counterparties credit risk is closely monitored and controlled. UK and overseas treasury
activities are subject to close management supervision and audit.

In March 1999 the Group arranged a £370 million facility with a syndicate of banks which matures in September 2002. In November 1999,
following the disposal of Racal Telecom, this facility was reduced to £200 million. The Group has complied with covenants which are associated
with interest cover, net debt to EBITDA (earnings before interest, tax, depreciation and amortisation) and tangible net worth. Under the
arrangement the Group has maintained borrowings in the UK, denominated in a range of currencies, in order to hedge approximately 80% of
overseas net assets.

Fixed rate borrowings at 31 March 2000 were £28.6 million (31 March 1999 £83.1 million) with a weighted average fixed interest rate of 8.6% and
an average period to maturity of 5.2 years. These borrowings are finance lease obligations and predominately relate fo Transportation Services.

Floating rate borrowings at 31 March 2000 were £84.8 million (31 March 1999 £302.1 million) which mostly related to the currency horrowings
maintained in the UK to hedge overseas assets. These loans bear interest at rates based on the relevant LIBOR for the currency concerned.

Surplus funds have been invested during the year with counterparties which have high credit ratings to ensure security of principal.

It is the Group’s policy not ta hedge translation exposure of the profit and loss account. However, for significant transactions denominated in a
currency other than the functional currency of the particular group company invoived, the currency exposure is hedged by forward contracts,
At 31 March 2000 the Group had cutstanding forward contracts with a fair value of £0.4 million.

The currency profile of the Group’s total borrowings (including finance lease obligations) at 31 March 2000 was:

Weighted averages

Floating Fixed for fixed rate borrowings

fate rate Intevest  Time for which

Total horrowings borrowings rate rate is fixed

£m £m fm Y years

Sterling 28.4 - 284 8.6 5.2
Us Dallar ...... . 42,7 42.5 0.2 10.8 1.8
Euro currencies - 105 10.5 - - -
SiNgapore DOLAr . csssiesiesiesns e 18.9 18.9 - - -
Norwegian Krone ...eeeecerveecesieecsnneessnnee 2.4 2.4 - - -
Canadian Dollar 8.2 8.2 - - -
AUSTralian DOUAF ... enerernaens 2.3 2.3 - - -
1134 84.8 28.6 8.6 5.2

The floating rate borrowings comprise bank overdrafts of £3.7 million and loans of £81.1 million bearing interest at rates based on LIBOR and,
for some of the Singapore dollar borrowings, SINBOR and Hong Kong Bank prime rate.
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39  Financial instruments (Continued)
The currency profile of the Group’s total berrowings (including finance lease obligations) at 31 March 1999 was:

Woeighted averages

Floating Fixed for fixed rate borrowings

rate rate Interest  Time forwhich

Total borrowings borrowings rate rate is fixed

£m £m £m % years

Sterling 327.0 244.0 83.0 8.6 8.8
US DOUBK weonreersensererrrscrsrmrasssmirssrnsenes Nz K| 0.1 6.5 33
EUPO CUMTENCIES wooereeenrecererenne e 129 12.9 - - -
Singapore Dollar .......cveiiinincnns 11.4 11.4 - - -
Norwegian Krone ... 2.1 2.1 - - -
Other 08 0.6 - - -
385.2 3021 83.1 8.6 8.8

The floating rate borrowings comprise bank overdrafts of £22.2 million and loans of £279.9 million bearing interest at rates based on LIBOR and,
for some of the Singapore dollar berrowings, SINBOR and Hong Kong Bank prime rate.

Monetary assets and liabilities by currency, excluding functional currency of each operation at 31 March zoo00, were:

Net fareign currency monetary assets/(liabilities)
Euro  Saudi Arabian

Sterling US Dollar currencies Riyal Other Total
£m £m fm fm £m fm
Functional currency of operation
SEEIUNEG oeosveerireeerttee et s sr e beessrer s ssesennes - (0.5) 0.8 1.1 0.1) 1.1
South African Rand - 0.7 - R - 0.7
Norwegian Krone..... 0.4 0.4 - - - 0.8
us Dollar ..... (0.2) - - - - (0.2}
Other .. - 0.2 - - (0.1) 0.1
Total 0.2 0.8 0.6 1.1 (0.2) 2.5

Monetary assets and liabilities by currency, excluding functional currency of each operation at 31 March 1999, were:

Net foreign currency monetary assets/ (liabilities)
Euro  Saudi Arabian

Sterling Us Dollar currencies Riyal Other Total
£m £m fm £m £m £m

Functional currency of operation
SEELING cuvvvr e sirsresissssmss s sssrssssass s - 1.0 - 0.3 0.1 1.2
South African Rand ... - 0.5 - - - 0.5
Singapore Dollar - 0.7 (0.2) - 0.2) 0.3
Euro currencies .......... 0.2) 04 - - 0.1 0.1
16417 OSSN - 04 0.2) - 0.2 0.4
TOAL wovvrermnrisnnssennsssssmsssesimsssssrssssssessesssssssssensns (0.2} 3.0 0.4) 0.3 0.2 2.5

The maturity profile of the Group’s financial lizbilities, other than short term creditors, was as follows:

2000 1559

£m £m

In one year or less or on demand......uec 14.7 385
Between one and tWo YEATS ..wvrsiecersvencarenns 8.5 18.8
Between two and five years ....vceecininan 89.1 300.9
In more than five YRars ... sesmvencerenns 5.2 £68.8
115.5 425.0

15—




"Notes on the Financial Statements

39 Financial instruments (Continued)

Unrecognised gains and losses on hedges, being forward currency contracts, can be analysed as follows:

Met gains/
Gains Losses (losses)

£m fm £m
AL LADIL 1009 1o sriresiisacsrass e ssbessssas st sonsssss sbasss e ber st asas A st ba bR AR L ettt b0 s b 0.3 0.1 0.2
Arising in previous years that were recognised inthe year....... v cocccviecensstneneens - - -
Arising before 1 April 1999 that were not recognised in the year 0.3 (0.1) 0.2
Arising in the year that were not recognised in the Year.......ceemrecmiin 0.2 - 0.2
At 31 March 2000.... 0.5 (0.1} 0.4
Expected to be recognised:
In one year or less 0.4 (0.1} 0.3
IN LBLRT YEAIS ..uvtrerrrrrirrinesssonssnsserssasanssonsarmsrsasssnssasases 0.1 - 0.1

0.5 (0.1} 04

The following table summarises the book and fair values of financial assets and liabilities, excluding short term debtors and creditors:

Bock value Fair value Book value Fair value
2000 2000 1999 1599
£m £m fm £m
Cash at bank and on deposit ... 237.0 237.0 815 81.5
Bank overdrafts, loans and finance leases ......... (113.4) (113.4) (385.2) (385.2)
Forward currency contracts (gross value £3.2 million, 1999: £13.0 million) ....... - 0.4 - 0.2
Other financial assets 15.8 15.¢ 17.4 24.5
Other financial liabilities.......ecveercrereemmenmr e (2.1) (2.1} (39.8) (39.8)

Fair values have heen derived from estimated market values. In the case of cash at bank and on deposit, bank overdrafts and loans, fair value
approximates to book value due to the short maturities involved. In the case of finance leases, fair values approximate to book value due to the
closeness of the interest rates to fixed rates at which the Group could borrow funds with a similar maturity date.

40  Related party transactions

2000 1699
fm fm
Transactions with associates and joint ventures
Turnover:
Camelot Group plc 10.0 18.4
Citylink Telecommunications Limited ..... 11.3 -
Archer Communications Systems Limited 27.9 16.8
Global Telematics Plc......coerermensrmsrsarsrrnns 2.7 13
Other joint VentUres ... senns 2.6 23
54.5 386
Purchases:
GlODAL TELEMBEICS PIC corererernsisrmsrnremmrinssisssssmsessssmrsmrssssssssnss sintss mosssssarsssssssossase svessss stssss ssassatsesssss sssssssasssss stssssssssses sasasas 0.1 -
Investments made:
Global TRleMatics PlC ... s s s s e 0.5 0.2
RACAl THOMSON NEIWOTKS LIMILEA .ooooveeeeeeceeeeeeie e rieecseceestsessssmsessssnsersssesssesssstessssntsesnsssssestessressaspessssasstsssstsssassssss sassntsnsne 1.5 -
2.0 0.2
Dividends received:
CAIMEIOL GTOUP PIC coveiieriniensranieinsissresscnsions ssssesssismsrassssss sasssas thos oo ssssssssssbsss essiss bebssss ssbesst ssbatssbssstassessissmststssnsess 4.4 6.6
Satellite Information Services (HoMINES) LIMHLEE ..o s st sssesss sessse s sesssssssssasss sesssss sesssassassstsssestes - 14.3
OENET JOINT VENTUTES Loovtiiiisen s nness s sissssaisesssssssssrssses rossstesssesass sas1s0s bt 088404 R44S0SL BRI LS SHSRSLSSERIS L SRS LSS b Lot ettt rnbsnnsebatant - 0.5
4.4 21.4
Amounts due from associates and joint ventures (Note 18):
CaMElOf GIOUP PIC vt s ssssrssasssssrmsssmsssrssssss asasss - 08
Archer Communications Systems Limited 10.2 14.8
GLOBAL TEIEMALIES PLE ... ee e s et e ee e se st eecsamoet st st seesa e s re et st e et e gs sabenes 6.4 33
Other joint ventures 0.7 0.3
17.3 18.2
Amount due to joint venture (Note 20):
Racal Thomson Networks Limited .....oviniiiiiiinins 0.5 -
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Notes on the Financial Statements

41 Post Balance Sheet Event
On 15 June 2000 the offer for the issued share capital of the Company by Thomson-CSF Invest Limited was declared unconditional.

Following the completion of the takeover, it is intended that the shares of the Company will no longer be listed by the UK Listing Authority.

As a consequence of the takeover the Company becomes a member of the Thomson-CSF Group.
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Western Road, Bracknell
Berkshire RG12 1RG, England
Telephone: +44 {(0)1344 481222
Fax: +44 (0)1344 454119

www.racal.com

RACAL CORPORATE
COMMUNICATIONS CENTRE

Cammunications House
PO Box 3620, Western Road, Bracknell

Berkshire RG12 1WL, England

Telephone: +44 (0)1344 388000

Fax: +44 (0}1344 388061




