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Financial Highlights .. e

Turnover (£m)
Ongoing operations

921 1998 1997 %
33 7 £m £m change
Turnover
Ongoing operations 920.7 830.8 +10.8%
L - . Operating profit
1996 1997
Ongoing operations
Operating profit (£m) Before recrganisation costs 115.6 106.4 +8.7%
Ongoing operations
1037 105.6 as % of sales 12.6% 12.8%
983 g .
After reorganisation costs 105.6 1037 +1.8%
75.3
s B as % of sales 11.5% 12.5%
i Exceptional items (224.5) (19.3)
e s T wr e
(Loss)/profit before taxation  (207.2) 40.4
Earnings per share (p)
Adjusted
e o | (Loss)/earnings per share
| ' tecs FRS 3 (77.27p  11.30p
oy Adjusted 24.97p  2488p
Dividend per share
i Tiss e i o (netofta) 6000 600p
SHARE PRICE INFORMATION
The current share price can be obtained by dialling
FT Cityline on 0891 433752.
Calls are charged ar 50p per minate ar all times.
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1997/98 —Year in Brief

Turnover from ongoing operations up
10.8% to £920.7 million

Sales: leading provider of managed
telecommunications services to the
Government and rail sectors... revenues
from commercial, Internet and
international carrier services increased
by 38%... Defence Electronics order
book up 25% to a record £526 million,
including production order for COBRA.
counter battery radar valued at

£85 million... and good follow on
orders for ‘Searchwater” airborne
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surveillance radar... Industrial

Electronics sales grew 32% to

£290 million... Survey group sales ArCh er NoMm I N ated as
have more than doubled in three :

years... Ins;:lmeitatio:sal;: p rim e CO ntrac—to - on
nereased by over 60% ) hyllion Bowman project

with record profits...
Camelot set new sales records...

Strategic developments: Racal Telecom
signed infrastructure or partnership
agreements with Vodafone,
Metromedia Fiber Network (MFN),
TeleWest, Teleglobe, NTL and ESAT...
and formed ION joint venture with
MFN to provide fully managed

transatlantic services...

1
INTERNAS NAL'OPTICAL NETWORK

Racal led CityLink consortium
successfully bid for London
Underground’s £1 billion Connect
project... Archer Communications
Systems consortium formed, with Racal
taking a 30% stake... UK Ministry of
Defence nominates Archer as prime
contractor for its £2 billion Bowman
tactical communications system...
Racal leads a strong international
consortium bidding for the electronic
warfare system for the Comamon New
Generation Frigate... joint venture
formed with European Telecom plc

to exploit the new field of vehicle
telematics, combining vehicle tracking,

navigation and information systerns...




World’s first
multimedia
battlefield
communications
system launched

Investment: total capiral expenditure

of £116 million... spend of £38 million
to enhance the nationwide SDH
telecommunications network... over
£130 million spent on R&D in ongoing
operations... launched ‘Panther” EDR,
the world’s first mulitimedia battlefield
communications system... development
of ‘Squad Radio’ for US Army nears
completion... new seven-channel
*Satcom’ terminal developed for launch
in mid-1999... partnership with
Airshow to develop direct broadcast
satellite TV to aircraft... design work
on new avionic communications andio
management system peaked... cellular
test sets now have on-air test
capability... leading range of smart card

transaction terminals developed...

Ongoing operations
push profits up 8.7%

Financial: all costs associated with

the exit from Data Communications

activities charged to 1997/98 accounts...

these and other exceptional costs total
£224 million, resulting in pre-tax loss
for the year of £207 million...
operating profit, before reorganisation
costs, from ongoing operations up
8.7% to £115.6 million... FRS 1 cash
inflow of £27.2 million
and debt reduced by
£31.8 million...
Industrial Electronics
operating profit up by
65% before reorganisation costs...
profit contribution from associates up
16% to £21.8 million...

Exit from Data
Communications
will transform
Racal's prospects

Going forward: Health and Safety
sold... exit from loss making Data
Communications completed... retained
tax losses of over £60 million available
for future relief... profitable Security
and Payments business retained in
new Industrial Electronics group...
recent alliances and major project
opportunities, increasing productivity
and investment in joint ventures and
start-up companies will significantly
enhance performance in 199%/2000...
flotation of Racal Telecom at the right
time remains the preferred option to

maximise sharcholder value.




Sir ERNEST HARRISON OBE — CHAIRMAN

Good growth in sales and profit from
ongoing operations
— turnover increased by 0.8 per cent to
£920.7 million
— operating profit, before reorganisation
costs, grew by 8./ per cent to
£115.6 million.

The exit from Data Communications is
now complete.

Loss before tax was £207.2 million after
charging £233.9 million related to the
disposal of Data Communications.

Adjusted earnings per share increased
to 24.97p.

Net debt is reducing, exit from Data
Communications was cash positive.

The directors have approved the payment
of a second interim dividend of 3.9p net
per share, making 6.0p for the year total
unchanged from last year

The board is committed to maximising
shareholder value and the flotation of
Racal Telecom remains the preferred option.

Statement by the Chairman

OQur three ongoing principal activities;
Telecommunications Services,

Defence Electronics and Industrial Electronics
had another year of sound growth.

Telecommunications Services
Sales improved in the second half and margins
remained healthy, reinforcing this group’s
position as one of our principal businesses.

In the commercial, Internet and international
carrier services markets, the group achieved
a 38 per cent increase in revenues which was
largely offset by reduced revenues from its
lottery and transport customers. Focused on
the finance, retail and manufacturing sectors,
Racal Telecom’s corporate customer base
continued to expand during the year.

Its international carrier services business has
benefited from the rapid rise in demand for
capacity by telecommunications operators
and Racal already supplies bandwidth to
most of the newly established UK operators.

Exciting future opportunities in the rail
sector include a Private Finance Initiative
project to install, manage and operate an
integrated digital radio and transmission
system covering the entire London
Underground network for the next 2¢ years.
Racal is leading the CityLink consortium
which has been chosen as single bidder for
the £1 billion Connect contract.

Future growth prospects in Racal Telecom are
enhanced by a number of key developments
and partnerships. The company has improved
its routes to market through agreements

with Vodafone and COLT. The ION joint
venture with the US telecommunications
operator, Metromedia Fiber Network (MFN),
launched a transatlantic service this Spring
and has already attracted customers. Rollout
of links into Europe has commenced with the
announcement of reciprocal agreements with
Esprit Telecom in France and AC-1 into
Hoiland and Germany.

Ongoing investment in the network of some
£70 million is planned in the current year
to extend points of presence, improve the
voice network and provide additional
interconnect capability.
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Telecommunications Services revenues in
1998/99 are expected to grow at an
increasing rate. Margins will continue to be
under pressure but, with improvements in
productivity, should remain in excess

of 10 per cent.

Defence Electronics

A number of important new contracts were
won by this group during the year. As a
result, the order book increased by 25 per
cent to £526 million, providing further
strengthening of our position for the future.
However, the financial upheaval in the Far
East resulted in some orders being delayed
and the situation is not expected to improve
this year. Defence Radar and Avionics
benefited from continuing growth in sales
but margins were reduced slightly, principally
due to an increased development spend in the
second half of the year. The order intake in
Radio Communications increased by 10 per
cent during the year, reversing a four year
trend of order book erosion.

Based on market leading positions in its
chosen areas of focus, the group is currently
involved in major opportunities in the fields
of tactical and strategic communications,
airborne surveillance radar and electronic
warfare (EW). In tactical communications,
Racal has a 30 per cent shareholding in
Archer Communications Systems Limired,
which has been nominated by the UK
Ministry of Defence to address the £2 billion
Bowman programme requirement for a new
battlefield communications system for the
British armed forces. In addition, Racal
expects to undertake significant sub-contract
work for this project.

In airborne surveillance radar, Racal is
reamed with Lockheed Martin in the bid
for the UK’s Airborne Stand Off Radar
(ASTOR). As the dominant supplier of EW
to the Royal Navy, we are leading a strong
international consortium bidding for the
EW system for the tri-national Commeon
New Generation Frigate (CNGF). For both
CNGF and ASTOR selection is due in late
1998 with contract award during 1999.

With these prospects and a strong order
book in Defence Radar and Avionics,

sales growth will increase, with margins
maintained at over 10 per cent. We anticipate
a reduction of losses and lower reorganisation
costs in Radio Communications in the
current financial year, as productivity

is improved.

Industrial Electronics

This group incorporates our Instrumentation,
Recording and Survey businesses and now
includes the security and payments activities
retained from Data Communications.
Impressive growth continued throughout

the year with a strong increase in both
turnover and operating profits.

Within this group, Instrumentation achieved
outstanding growth in functional test

systemns, particularly in the USA. Total sales
increased by over 60 per cent and profitability
reached a record level. Building on this
success in North America, Racal is now
targeting potential markets in Europe and

the Far East.

Modest growth in Recorders was achieved

in the UK and Furope supported by a full
year contribution from instrumentation
recording specialist, Racal-Heim. The market
for communicartions recording continues to
grow strongly worldwide and further
investment in products, systems and market
support is planned in order to build this
profitable business.

Survey has more than doubled its sales
over the past three years. It has successfully
evolved from providing precise positioning
dara for the offshore oil and gas industry
to addressing non-oil markets, both on
land and offshore. Following the recent
significant increase in the turnover of this
group, we are committed to improving its
performance and profitability.

The Security and Payments business,

with sales of over £40 million, comprises
point of sale terminals and management
systems, secure payment systems and
network encryption products. It has strong
market positions in each of these areas.

After its exceptional growth in 1997/98,

the Industrial Electronics group’s sales are




Statement by the Chairman

expected to increase at a significantly lower
rate in 1998/99. There will be a substantial
increase in development spend, amounting to
some £6 million, leaving profit similar to that

for last vear.

Associates

These continue to make an important
contribution to Racal’s overall profitability.
In April 1998, our shareholding in Camelot
increased to 26.67 per cent.

Disposals

The board announced its decision to dispose
of the Data Communications business last
December, This decision reflected continuing
delays in the development and introduction
of new products, the disappointing first half
results and the rapidly escalating costs of
competing in this market. The exit was
completed in September 1998 with the

sale of the Racal Data Group.

The Health and Safety business, which was
not core to Racal’s strategy, was sold in
early 1998,

These planned disposals of under-performing
assets have removed businesses which were
imposing a considerable burden on all other
activities within the Company. Racal now has
a portfolio of successful activities with good
growth prospects and in which we enjoy
strong positions in our chosen markets,

The board is committed to the further
development of these businesses in order

to deliver value to shareholders,

OUR PEOPLE

Racal has risen to the challenges of the past
year and attained its present strong position
thanks to the dedication and hard work of all
our people. On behaif of the shareholders and
the board I would like to thank all our staff
and their families for their continuing support.

We would like to congratulate Roy Swatten,
Customer Services Manager of Racal Avionics,
on being made a Member of the Order of the
British Empire {MBE) in the Queen’s 1998
Birthday Honours in recognition of his
services to Britain’s defence forces.

FUTURE PROSPECTS

The exit from the loss-making Data
Communications business has transformed
the operating profit of the Group. In 1996/97,
the reported figure for continuing operations,
including the losses of the Data
Communications group, was £78.9 million
compared with £115.6 million, before
reorganisation costs, for ongoing operations
in 1297/98, The exit from Data
Communications will also allow management
to concentrate on growing the ongoing
operations,

Racal can look forward with confidence to
the challenges and opportunities which lie
ahead. Most of our businesses operate in
growth markets and the turnover of the
ongoing operations is expected to increase in
1998/99. Operating margins will be affected
by the increasingly competitive nature of the
telecommunications market, the difficult
trading conditions in international markets,
particularly the Far East and a £6 million
increase in development spend. This is
expected to result in broadly unchanged

operating profits from the ongoing operations.

There have already been a number of
important developments including strategic
alliances in telecommunications, investment
in international joint ventures and start-up
companies, and the Company is well
positicned to be awarded major project
contracts resulting from the Connect and
Bowman programmes. With other significant
opportunities on which decisions are due this
calendar year, the benefits will be seen in the
1999/2000 financial year when the Group’s
performance wili be significantly enhanced.

Racal Telecom continues to grow and its
flotation at the right time remains our
preferred option to maximise the value
for shareholders of this business.

< Tl

Sir Ernest Harrison OBE




Review of Operations

Our ongoing operations recorded a strong
increase in sales and operating profit before

reorganisation costs.

After a detailed review of Telecommunications
Services, the board decided that we should
position this business for flotation at the

right time, We are planning to appoint a
Chief Executive to strengthen the business.
Growth prospects are being further enhanced
by maintaining capital investment, broadening
its portfolio of services and forming strategic
alliances to improve routes to market and
extend its international reach.

Defence Electronics has builr a record order
book and is well positioned to win further
major contracts. Archer Communications
Systems is ideally situated to win the £2 biilion
Bowman production contract in 1999,

The Industriai Electronics group had an
excellent year, reinforcing our confidence in

its growth prospects.

We saw a further increase in profits from
our investments in Camelot, which continues
to set new sales records, and Sarellite
Information Services.

Following the announcement of the decision to
exit from Data Communications, the trading
position in that group deteriorated significantly.
The exit process proved far more difficult and
time consuming than was anticipated, and was
not helped by general market conditions.

The sale of a major property in Florida and

of the lease book was completed in the first
half of 1998 and the sale of the Racal Data
Group to Platinum Equity Holdings was
completed in Seprember. These transactions
represent a clean break for Racal from this
loss-making business with no further liabiliries
for reorganisation or severance costs. It also
avoids significant closure costs which would
otherwise have been incurred.

After December’s decision to dispose

of our Data Communications activities,
we are now focused on three areas

with good growth opportunities:
Telecommunications Services; Defence
Electronics; Industrial Electronics. We also
benefit from our investment in associate
companies — principally Camelot and
Satellite Information Services.

Davip ELsBURY OBE — CHIEF EXECUTIVE

As the Health and Safety business was not
core to our strategy and had continued to
yield disappointing results, we sold the
Respiratory and Filtration activities worldwide
to 3M in January 1998 and the Composite
Pressure Vessel business to Harsco in

February 1998.

During the year, all the Group’s businesses and
central activities established programmes to
ensure that our products and business systems
are Year 2000 compliant. Further details are
given in the Report of the Directors.







Telecommunications

Services

Racal Telecom was formed in August 1997,
integrating the activities of Racal Network Services
and Racal-BR Telecommunications to provide
managed telecommunications services for
government, transport and commercial customers.
Sales to commercial customers grew by 38 per cent.
Turnover increased to £270.7 million,

Success in commercial markets was largely
offset by reduced revenues from the lottery
and transport customers to give an overall
growth of 4 per cent, while operating profit,
before reorganisation costs of £2.5 million,
was £38.3 million. Return on sales moved
from 16.8 per cent to 14.1 per cent due to the
lottery contract maturing and tariff reductions
in the railway and government sectors.
Capital investment in the business over

the year amounted to £76 million.

The Market

Racal Telecom focuses on markets in the
public and business sectors where it can
provide a selected range of managed
telecommunications and value added services
using its own infrastructure. It has developed
services in the fastest-growing application
areas — Internet, mobile voice and data,

high speed data, mulrimedia services and

virtual private necworks.

Racal Telecom is concentrating on five market
SECLOrs: government, transport, manufacturing,
retail, and banking/insurance/finance (BIF).

It is the leading supplier in the government
and transport sectors and expects to gain
market share in the others — particularly BIF.

Government and Transport

Racal Telecom is the leading supplier of
managed telecommunication services

to government and the rail industry.

Andy Bates is one of cur senior

network specialists. He leads a team
of innavative designers whose work
is vital in addressing the complex
needs of our managed network

services customers.

These, together with revenue from operating
the National Lottery network for Camelot,
accounted for some 80 per cent of 1997/98
revenues. Our strategy in these markerts is to
maintain core revenues and build on them by
renegotiating existing contracts, providing new
value added services and pursuing further

opportunities.

We continue to gain new government business
including a £15 miilion order to supply fully
managed voice services to all 21 offices and
8,550 staff of the Department for Education
and Employment and a three year, £15 million
contract to run the HM Customs and Excise
Fixed Infrastructure Telephony Service.

We also won a three year contract worth

£4.8 million to provide a fully managed

LAN interconnection service across 160 sites
for the Department of Social Security — the
largest of the 32 departments taking managed
services from the Government Data Network,
which is owned and run by Racal. During the
year we bid for a major contract to provide an
international communications network for the
Foreign and Commonwealth Office with single
supplier selection expected to be confirmed
before the end of 1998.

Transpore is our largest market. Historically,
rail operators signed a variety of separate
contracts for services and maintenance.

Our strategy for new and renewed contracts is
to move customers to a fully managed service
under a single contract.
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Telecornmunications Services

Racal Cellular, a service targeted initially at
the 14,500 mobile phone users in the rail
sector, has been an immediarte success.
Launched in August 1997, it has already
notched up over 13,000 connections and
contracts worth £5 million a year from

20 companies. One of the biggest orders

is a three year contract to provide

1,500 connections for Jarvis, the railway
maintenance specialist. Other new cellular
customers include Balfour Beauy and English,
Welsh & Scottish Railways, the UK’s largest
rail freight operator, for whom we provide
services to 2,800 train crew based at over
40 depots.

A four year, £9 million contract to provide
managed handset services to the entire
Railtrack organisation lifted recent voice
orders in the rail sector to over
£30 million. The contract is for
enhanced services delivered over
Racal’s recently modernised

rail voice network. Another
significant voice service contract
came from one of the largest
train operating companies,
National Express.

During the year we completed

a major new CCTV system for
Railtrack, serving the North
London Line. The system,
costing over £600,000, links

50 cameras by fibre optics to a central control
room in Willesden and makes a significant

contribution to customer safety.

Racal’s leading position in the transport
market has been further strengthened by the
recent selection of CityLink Telecommunications
as the single bidder for London Underground’s
£1 billion Connect communications project to
install and operate enhanced network-wide
radio and transmission services. The award

of this 20 year contract is due later this year.
Racal is likely to be the largest sharcholder

in CityLink with 33 per cent of the equity.

In addition, Racal Telecom will benefit
through the award of sub-contracts for the
design, supply and operation of the fixed
network, expected to be worth some

£200 million over the licence period.

Commercial

In the commercial, Internet and international
carrier services markets Racal Telecom
achieved revenue growth of 38 per cent.

The proportion of sales represented by

these sectors increased to some 20 per cent.

Our strategy is to exploit these high growth
markets by packaging and providing new
products and services, improving our routes to
market, capitalising on the growth in Internet
and intranet activity, and rolling-out an
international managed nerwork service (MINS).

A key new business gain was a five year

MNS contract from NarWest, worth

£22 million, to route authorisations for

credit and debit card transactions in the UK.
By the end of December some 10,000 outlets
were using Racal’s network and an additional
30,000 will join this year. The network is
designed to handle an estimated 300 million
transactions in 1998, rising to over 500 million
by the turn of the century. Another important
success was a contract from Barclays
Merchant Services for a managed Internet
service. Commercial customers for our
managed services also include Allders,

Cap Gemini, CommerzBank, Exel Logistics,
Heinz, Norwich Union, Panasonic-Matsushita,
WH Smith, Sun Life, Wessex Water and Zeneca.

_ The international carrier services business,

established during the year, makes an
important contribution to our commercial
revenues. European liberalisation is
accelerating the growth in demand for
network capacity as interpational carriers
and resellers use the UK as a gateway into
mainland Europe. As a non-aligned carrier
with a nationwide SDH {synchronous digital
hierarchy) network, Racal Telecom is strongly
positioned to exploit this opportunity: we
already serve most of the newly established
UK telecommunications operators including
TeleWest and NTL.




In late 1997, Racal Telecom formed a
partnership with Metromedia Fiber Network
(MFN) in the USA - an established network
provider of advanced fibre optic infrastructure
for high bandwidth applications. The partnership
established a $0/50 joint venture company,
International Optical Network (ION}, to
provide fully managed, high bandwidth
transatlantic services. JION is the first stage of
Racal Telecom’s strategy for expanding its
international MNS reach into the heart of the
USA and European business communities.

It has also enhanced its connectivity into Europe
through agreements with Esprit Telecom in
France and AC-1 into Holland and Germany.

New carrier business included a contracr

to provide Teleglobe International, one

of the world’s leading intercontinental
telecommunications carriers, with high capacity
‘backhaul’ links between London and the
transatlantic cable landing station in Cornwall.
These use Racal Telecom’s SDH nerwork to
support the high levels of international traffic
that Teleglobe handles on behalf of 25 UK-
based carriers. In another contract, worth

over US$25 million, ION is supplying network
infrastructure to AC-1, the major transatlantic
optical fibre cable system operated by Global
Crossing, JON is AC-1's only ‘backhaul’ network
supplier providing high capacity shore-to-city
links on both sides of the Arlantic.

Racal Telecom has formed several strategic
alliances to increase its routes to marker and
harness additional expertise. These include
partrerships with COLT for low-cost access to
London’s financial customers and Vodafone
for fully integrated mobile and fixed managed
services. In addition, it has added Internet/
intranet to its portfolio of managed

telecommunications services.

Investment and New Services

Investment of over £38 million has enhanced
the nationwide SDH telecommunications
nerwork and continuing investment will
further increase ‘last mile’ connectivity.
There has also been major investment in
upgrading the rail voice network.

The company has concentrated on providing
innovative services and has moved towards
pricing based on value and risk. During the
year it became the first UK provider with a
comprehensive range of services accredited to
the Cisco Powered Network Programme, an
industry-wide stamp of approval for quality
and service. Significant new services included:

The ‘Nsure’ range of high speed data
services for interconnecting Local Area
Networks {LANSs) and connecting fixed
and mobile dara users to corporate LANs.

‘TORUS’, a modular series of completely
integrated customer information and

security solutions for the rail industry.

"+ A fully managed international private
circuit service, offering advanced
communications to and from USA
and European business centres,
provided through Racal Telecom’s
partnership with MEN,

Outiook

With the UK managed telecommunications
services market growing at over 20 per cent
annually, the company aims to increase
revenue by winning new customers, introducing
new standard products and services, developing
new routes to market and leveraging its
existing customer base.

Internationally, Racal Telecom will establish a
European backbone network through major
alliances and is currently in discussion with
other carriers to gain a foothold in the Asia
Pacific region. This will extend the reach of its
fully managed services, reduce the cost of
international services and enable it to profit
from the increasing demand for capacity both
domestically and internationally.
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Defence Electronics

In 1997/98, we continued to make progress with
the integration of all our Defence Electronics
activities into a single business and strengthened

our position as a major supplier of specialist Mike Kenyon is an executive
. ' technical manager leading a team
electronic equipment to defence customers ot R anginmers. Thelr skl and
worldwide. Sales were up by 2.6 per cent to expercise are essential in maintining
e our position as 2 world leading
£360.1 million and the order book grew strongly ot of advanced adic

to £526 million.

The key to our success is the strong position
we hold in each of our chosen niche markets.
1n electronic warfare (EW) we are Europe’s
largest manufacturer of naval systems. We have
a strong record of success with the UK
Ministry of Defence (MoD) and other defence
forces for our airborne surveillance radar
systems, command information systems and
airborne navigation systems. In tactical radio
communications we are one of the world’s
leading exporters. In commercial markets

we have achieved particular success with
aeronautical satcom systems supplying about
65 per cent of those in use around the world.

Qur strategy is to concentrate on these niche
markets and form partnerships on a project-
by-project basis, capitalising on opportunities
as they arise. Qur strength in our selected
markets enables us to join forces with most
prime contractors on major projects — an
increasingly important asset as the defence
industry continues to consolidate.

Defence Radar and Avionics

Defence Radar and Avionics increased sales

by 7.3 per cent from £210.8 million to

£226.1 million and the year end order book
grew 28 per cent to £453 million. However,
increased development costs reduced operating
profits by £1 million to £23.3 million, before
charging £1.1 million for reorganisation.

Electronic Surveillance

Major orders for naval EW systems have
consolidated our position as the Royal Navy’s
dominant supplier. This has strengthened our
bid for the EW system in the planned

COMMUNICAtioNs Systems.

iri-national Common New Generation Frigate;
the competition between a strong Racal-led
international consortium and one other will

be adjudicated in 1998 and a contract for

full development and initial production is
expected in 1999.

Exports of naval EW and ground based
intelligence gathering systems remain
important areas of business where we are
actively pursuing some £100 million of
business. In the airborne secror we received

a significant contract from Lockheed Martin
for an advanced techniques generator which is
a critical element in modern aircraft defensive
aids systems. We anticipate further business

in this area.

Radar Systems

The success of the ‘Searchwater’ programmes
for the Royal Navy Sea King Mk7 helicopter
and the Royal Air Force Nimrod 2000
maritime patrol aircraft was reconfirmed by
significant follow-on business during the year.
In ground radar, our joint venture with
Thomson-CSF, DASA and Lockheed Martin
was awarded the production contract for the
tri-national COBRA counter battery radar
programme. Racal’s share of production is
worth in the region of £85 million. We are
trialling an upgrade of the ‘MSTAR’ battlefield
radar for the British Army. We expect further
contracts from the UK MoD and export
customers and already have an agreement for

local manufacture in Saudi Arabia.

Looking ahead, the UK’s ASTOR airborne
stand-off radar programme is an important
opportunity to reinforce our long term position
in airborne high power surveillance radar.
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Defence Electronics

Racal is teamed with Lockheed Martin in one
of three competing consortia; a decision is
expected at the end of 1998 for contract
placement in early 1999.

Command, Communication

& Information Systems

We continued to build our presence in ground
based air defence systems, bidding successfully
for a £12 million tactical air command centre
for the UK MoD. This delivers a highly mobile
capability to support out-of-area
operations, combining proven core
software from the USA with ocur
significantly improved human-
computer interface. This success
provides good opportunities for further
sales in the UK and export markers.

We were also successful in our

£20 million bid to supply the ‘Cheetah’
satellite communication system to the MoD.
‘Cheetah’ provides extensive voice and
message services on an extremely compact
portable field terminal, integrating ‘best of
breed” hardware and software products from
leading UK, French and American suppliers.
Its success in combining a wide range of
features with low weight and high endurance
has attracted a great deal of interest worldwide.

Successful diversification into commercial
applications has been achieved with an order
from the Moroccan Government for an
extensive fisheries management system.

This comprises a number of operation centres
integrated with 2 chain of coastal radars
supported by maritime and air reconnaissance.
We are exploring commercial applications for
our naval radar track extractors and applying
our radar technology to develop a low-cost,

low-weight aircraft transponder,

Navigation Systems

Our CDNU airborne navigation computer
has now been selected for EH101, Lynx and
Sea King helicopters and has considerable
export potential,

Traditional ground-based navigation aids
will eventually be replaced by satellite-based
systems using GPS-type technology. We are

actively pursuing opportunities in the
development of a European GNSS Navigation
Overlay System (EGNOS) for aircraft

precision landing.

Aeronautical Services (Aerad), acquired from
British Airways last year, has been integrated
with our Navigation Data Services business.
The combined operation offers paper charts
and electronic navigation information to aitlines
worldwide and has good growth prospects.

Satellite Communications

Demand for our ‘Satcom’ systems from
airlines and for business jets continues to
grow. With Honeywell, our partner in this
business, we have begun development of a new
seven-channel “Satcom’ terminal for launch in
mid 1999, allowing voice/data operation over
existing Inmarsat satellites and the new

LEO low earth orbir satellire systems.

Another exciting development is direct
broadcast satellite TV to aircraft. We have
teamed with Airshow in the USA to develop
an airborne antenna and electronics unit to
receive up to four simultaneous TV channels,
injtially from DirecTV satellites providing
coverage over the USA. Interest from business
jet users is high; we have achieved certification
on three aircraft types to date and user
reports on reception quality have been very
encouraging. Service will be extended to South
America at the end of 1998 and to Europe in
the second half of 1999,

Radio Communications

Radio Communications sales fell 4.5 per
cent to £134 million, due primarily to the
cancellation of a significant Far Eastern
order caused by the economic downturn in

that region.

The operating loss of £7.9 million, against
£4.1 million in 1996/97, includes £4 million
of restructuring costs which have reduced the
anaualised cost base significantly. These savings,
and the growth in orders during the first half,
reduced losses in the second half,

During the year the MoD nominated

Archer as the prime contractor and systems
integrator for its £2 billion Bowman tactical
communications system. Racal Radio has a
30 per cent share in Archer with ITT Defence
(40 per cent) and British Aerospace Defence
Systems {30 per cent). In its maiden year,
Archer has already won and executed a

£20 million MoDD contract,




It is currently negotiating the next phase of the
programme leading to the award of the full

production contract in 1999.

Racal has already been selected for the
development of the VHF portable transceiver
which forms part of the Bowman core system.
We are bidding in partnership with
Thomson-CSF for the £300 million Bowman
digital battlefield local area system — a ground-
based multimedia network used within and
between British Army headquarters’ vehicles.
This is the largest of the Bowman sub-systems
to be specified and put out to tender by
Archer. We are also bidding for the important
HF transceiver which forms a key element of
the total Bowman system,

Building on the worldwide success of our
‘Jaguar’ frequency hopping radio, we are now
taking battlefield communications into the
21st century with the new ‘Panther’ EDR
{Enhanced Digital Radio), the world’s first
multimedia digital ractical communications
system. Its wide range of advanced capabilities
include tactical Internet messaging, weapon
and sensor system integration, location
awareness from GPS and video transmission.
The launch of ‘Panther’ EDR will have a
considerable impact on the world tactical
communications market and we have already
received orders from Europe, the Middle East

and the Far East.

Although the tactical radio communications
market is increasingly competitive, the
successful reorganisation of our business,

the launch of ‘Panther’ EDR and the potential
of the MoD Bowman programme give grounds
for optimism. QOur overseas sales are
supported by a wide product range and we
have technology transfer agreements for
manufacturing in a number of countries —
including an important contract for producing
‘Panther® VHF radios in Saudi Arabia with a
long established local partner.

Governments are attaching growing
importance to intelligence acquisition by
electronic means. To meet this need we
continue to expand our capability in
communications intelligence.

Racal systems supplied to the British Army
and others have recently been deployed for

peacekeeping roles in Bosnia and elsewhere.

We have won a number of production
contracts; for our tactical automated security
system for the US Air Force; for a miniature
secure handheld radio for security and
paramilitary forces. Total sales of equipment
for law enforcement and paramilitary forces
now exceed £180 million, mainly for the
‘Cougar’ range. These products have been well

reccived and future prospects are encouraging.

Development of the ‘Squad Radio’ for the

US Army Land Warrior programme is now
near completion and ready for systems
integration. Progress continues on other
development contracts including the multiband
inter-team radio for the US Special Operations
Command and the combat survivor evader
locator programme. Production opticns for
these contracts are expected in 1998/99

and onwards, with significant quantities

being required.

Continued product innovation generated
further sales success in non-military markets.
New contracts in South East Asia doubled
sales of “Widanet’, a system to carry packet
data for credit card transactions and other
applications, to £4.9 million. Sales of the
“Talon’ automatic vehicle licence plate
recognition system increased in the UK and
contracts for road tolling applications were
gained in the USA. These now represent

significant growth opportunities.

Audio ancillary sales volumes were lower

than expected due to delays in shipment of
military vehicle headsets for North American
customers. Design activity on the new avionic
communications audic management system
reached its peak during the year, and series
production will be aligned to aircraft
construction schedules over the coming three
years. The unique features of this exciting new
product family make it a strong candidate for

furure aircrafr refit programmes.
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Industrial Electronics

The impressive growth of the Industrial Electronics
group continued throughout the year, with turnover
increasing by 32 per cent to £290 million.
Instrumentation grew strongly in the USA and
Survey grew worldwide. This group now includes

the Security and Payments business which also had
strong sales growth. Sales for Recording were broadly
unchanged. Operating profit, before reorganisation
costs of £2.1 million, rose 65 per cent to

£39.7 million, due largely to the success of

our functional test activity and security and

Sandra Gilligan is 2 product manager
with our instrumentation company
and is part of a marketing team
which is presently involved in helping
our digital radio test equipment
customers as they embrace future

mobile communication systems,

payments systems.

Instrumentation

This business provides complex electronic
functional test systems for a broad range of
industrial applications, digital radio test systems
for cellular radio and custom electronic test
suites for defence applications. It achieved
outstanding growth in functional test systems,
particularly in the USA, based on our world
leading VXIbus instrumentation packages for
manufacturing test and in-service supporr.
Sales increased by over 60 per cent and
profitability reached record levels.

The ‘Freedom’ family of functional test
equipment gives users a unique ability to tailor
automatic test stations to specific production
and service requirements, using off-the-shelf
units based on the latest VXIbus technology.
It has achieved sales growth in the USA to
systems integrators in the computer, defence
and medical equipment markets. Building
on success in North America, we are now
targeting potential markets in Europe and
the Far East.

For digital radio, we further enhanced our
world leading range of cellular test sets by
adding an on-air base station test capability.
‘We won significant contracts in the new
market for satellite-based cellular systems
and see further opportunities in this feld.

We also gained contracts for major defence
electronic test systems in the UK and overseas.

Having completed a major functional test
contract in the early months of the new
financial year, we expect volume in this
sector to be somewhat reduced in 1998/99,
Nevertheless, the business as a whole will
continue to progress, focusing on the
development of advanced digital radio
instrumentation to meet new opportunities;
we also see good prospects for a new
generation of specialist test facilities for
defence applications based on VXIbus
technology.

Recording

We are a leading supplier of communications
recording equipment for professional services
and public safety markets, and of data
acquisition recorders for industrial users.
Modest growth was achieved in the UK

and Europe, boosted by a full year’s
contribution from Racal-Heim, a specialist
in instrumentation recording, which we
acquired in September 1996. However,
margins were reduced by increased investment
in product development focused on new
technology voice recording and sofeware for
the emerging networked I'T and telephony
environments in call centres and financial
dealing rooms.
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Industrial Electronics

Results in North America were disappointing
but we have now restructured our USA
operation under new leadership. The market
for communications recording continues to
grow strongly worldwide and we will make
further investment in products, systems and
market support to build this profitable business.

Survey

This business has successfully evolved from its
origins of providing precise positioning data
to the offshore oil and gas industry. It now
supplies a broader spread of products and
services to fulfil clients’ changing requirements
and has expanded its technological base to
address non-oil markets, both en land and
offshore. These developments have resulted in
sustained growth, with 1997/98 sales rising
23 per cent to over £100 million.

Offshore construction support projects,

which make use of our growing capability in
remotely operated underwater survey vehicles
{ROVs), are intrinsically long term.

Together with our balanced geographical
cover and penetration into submarine cable,
underwater inspection, geophysical surveys
and land positioning activities we have a strong
base for the future, The wider spread of activiry
has reduced our exposure to the volatile
exploration market with its dependence on oil
prices, and highly cyclical investment profile.

QOur expansion in the Americas following two
acquisitions in 1996/97 yielded sales growth
of 58 per cent in this strong market, with
particular successes in the Gulf of Mexico and
Latin America. ROV construction services and
a strong position in the major international
oil corporations’ expanding activities in the
Caspian Sea helped sales in the North Sea,
Middle East and Africa regions to increase by
11 per cent. In South East Asia the weakness
of local economies, which is likely to continue
for some time, resulted in flat overall sales.
We continued to expand our ROV fleet and
now have 32 of these vehicles deployed
worldwide — with support bases in the USA,
Scotland and Singapore — underpinning our
development of the oilfield construction

support business.

We have sold Racal Geodia SA, the small
French geotechnical services company we
acquired in December 1996, to Sage Holding AG
in exchange for a 6 per cent equity holding in
the expanded entity. There are options, in the

future, to increase this equity holding.

The Survey group’s sales have more than
doubled over the past three years. We will
continue to invest in this business and expect

profitability to improve.

Security and Payment Systems

We have decided to retain and grow three
profitable businesses which were previously
part of the Data Communications group.
These provide point-of-sale terminals and
managemens systems (Racal-Transcom),
secure payment systems (Racal-Airtech) and
network encryption products {Racal-Guardata).
All three have strong market positions.

At present they operate scparately but are
being integrated into a single, focused
organisation to address the growing market

for security and payment systems.

In 1997/98, the Security and Payments
businesses had sales of £40.9 million (1996/97
£27.0 million) and earnings before interest and
tax of £9.9 million (1996/97 £3.5 million).




Racal-Transcom is the dominant supplier of
card payment systems in the UK. Following
success in winning a number of bank
contracts, sales of card payment terminals
increased in 1997/98 by over 70 per cent.

It achieved record sales and profit. By the end
of the year Racal-Transcom had become a
supplier to each of the major UK acquiring
banks. A major contract to supply smart card
terminals to NatWest, worth in excess of

£15 million, has recently been announced and
these new products will become increasingly
Important as smart cards become more widely
used in the UK and other markets.

Racal-Airtech is a market leader in secure
payment systems in Europe and the Pacific
Rim. Racal-Guardata has an installed base of
50,000 dara encryption devices with a strong
reputation in financial and government secure
networks in North America. These operations
also grew strongly in 1997/98, increasing sales
by over 35 per cent.

Other Activities

Research and Development

We are committed to growing our technology
base to provide quality products and services.
In 1997/98, our ongoing businesses spent
over £36 million on R&D, and substantial
additional work was funded by our customers
to the value of almost £100 millicn.

Racal Research is a central resource which
provides many key elements of the Company’s
technology base, serving both product and
service sectors, It is currently working in areas
such as advanced processing for electronic
warfare systems, where it has developed novel
signal identification methods, and in precise
positioning techniques using satellites to
achieve centimetric accuracy over areas of
several hundred square kilometres. It has been
working closely with our radio company in the
USA to produce the miniature secure handheld
radio for that market and has pioneered new
security services for electronic commerce,
which are now being integrated into Racal

Telecom’s range of services.

Collaboration with UK universities has
continued at a high level, with emphasis
on the telecommunications sector.

The Racal Chair in Information Technology
at the University of Surrey is now '
concentrating on next-generarion network

management techniques.

Training

Racal’s training and conference centre,
Heckfield Place, provides facilities for the
Group and non-Racal companies. Courses
range in duration and content from a single
day’s introduction through to intensive
tuition lasting several months. Currently,
more than a quarter of the training we offer
is in Information Technology. It is of the
highest standard and has both technical and
applications content. To achieve this we have
invested in highily qualified staff and the larest
training technology.

Heckfield Place provides accredited training
in a diverse range of subjects. The staff are
committed to making training as relevant as
possible. They always endeavour to enhance
courses by structuring ctuition in relation to
customers’ own working environment

and will run courses at customers’ own
sites, if required.
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Associates

Associates continue to make significant contributions

to Group profits - including £16.8 million (1996/97

£13.7 million) from Camelot and £5.8 million
(1996/97 £5.1 million) from Satellite Information
Services, offset by a loss of £0.8 million from the

newly formed Global Telematics.

Camelot Group

The National Lottery operator had another
record year. Sales increased 17 per cent to
£5,513.7 million. Almost £1.6 billion was
received by the Good Causes
during the year to take the
total raised to over £5 billion,
with a further £700 million
for the nation in duty and tax.

Camelot is fulfilling its
commitment to maximise
returns for the Good Causes
and continues to be the
world’ largest and most
efficient lottery operator. It is well on course
to raise £10 billion for the Good Causes by
September 2001 — £1 billion more than its

original undertaking.

In April 1998, following the buy-back of
shares by Camelot from GTECH, our
shareholding in Camelot increased to
26.67 per cent.

Global Telematics

Racal is well placed to benefit from its
investment in the new field of vehicle
telematics, which combines vehicle tracking
and navigation with
™ information systems for
commercial and private vehicle
users. In August 1997, we
joined forces with European
Telecom plc to address this growing market
through a 50/50 joint venture company,
Global Telematics Ple. Combining Racal’s
skills in high accuracy Differential Global
Positioning Systems with our partner’s
expertise in the international cellular industry,
the company has launched services in the UK
and South Africa under the Orchid brand.

Satellite Information
Services (SIS)

SIS provides a range of satellite-based
communication services. These include the
daily provision of horse racing pictures and
related text to nearly 10,000 licensed betting
offices in the UK and Eire giving the company
a stable and reliable baseload business.

Its 1997/98 growth came largely from two
smaller activities; sales grew 23 per cent at its
satellite news gathering arm, SISLink, and

50 per cent at The Racing Channel, the UK’s
only TV channel dedicated to horse racing.
SISLink supplies transportable uplinks for
TV news broadcasters and also covers more
than 4,000 live outside broadcasts a year
worldwide. The Racing Channel now serves
over 20,000 subscribers. Profit growth is
expected to slow this year, relying mainly on
continued cost rationalisation, especially in

satellite communication exXpenses.
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GROUP RESULTS
Turnover and Profit

Turnover of the ongoing operations at
£920.7 million was £90 million higher than in

the previous year, an increase of 10.8 per cent.

Turnover of ongoing operations
Turnover (Em) Growth

Defence Radar and Avionics 2261 7.3%
Radio Communications 134.0 «4.5%
Defence Electronics 360.1 2.6%
Industrial Electronics 289.9 32.0%
Telecommunications Services 270.7 4.1%
Total ongoing operations 9220.7 10.8%

Operating profit of the ongoing operations,
before recrganisation costs, increased by

8.7 per cent to £115.6 million (1996/97
£106.4 million). The return on sales declined
slightly from 12.8 per cent to 12.6 per cent
and was affected by an increase in UK pension
costs of more than £3 million, principally due
to the abolition of advance corporation tax
credits in respect of UK pension schemes.
Afrer charging for redundancy, severance and
reorganisation costs of £10.0 million incurred
during the year (1996/97 £2.7 million) the
total operating profit of these operations
increased to £105.6 million (1996/97

£103.7 million).

Operating losses of discontinuing operations
of £59.2 million (1996/97 £23.7 million)
reflect the deterioration in the trading
conditions of the Data Communications
group. The operating loss of £4.4 million for
discontinued operations represents the losses
of the Health and Safety activity prior to its
sale in early 1998.

Exceptional losses amounting to

£224.5 million (1996/97 £19.3 million)
included the significant charge for the exit
from Data Communications, partially offset
by profit on the sales of property and of the
Health and Safety activities,

Our prior investment of £2.1 million in the
PayPoint service activity through Utilities
Consortium Limited has been written off

following a capital restructuring,

Net interest payable was £22.7 million
(1996/97 £22.9 million). Interest cover for

ongoing operations was 4.7 times compared
to 4.5 times in the previous year.

The exceptional costs relating to the exit
from Data Communications were the

main contributors to the pre-tax loss of
£207.2 million (1996/97 £40.4 million profir).

Exchange rate movements had no material
effect on either turnover or profitability.

Exceptional Items

Profit on the sale of properties amounted

to £1.0 miilion {1996/97 £0.6 million}.

The exit from Data Communications resulted
in an exceptional charge of £234 million,
which included the write off of £107 million
of goodwill. This latter item does not affect
shareholders’ funds.

The sale of Health and Safety gave rise to

a profit of £11.3 million after charging a
goodwill write off of £8.4 million.

Data Communications Disposal

The decision to exit from the loss-making Data

Turnover {(£m)

Ongoing operations

455

1994 995 1996 1997 1998

921

Operating profit (£m)

Ongoing aperations

1995

Communications activities was announced in 1994
December 1997, The main components of the
exceptional cash flow and profit and loss
charge are shown in the table below:
Data Communications Disposal
Cash inf(out)
to 3L.3.98 Total Loss
£m £m £m
Sale of assets
— business {ex. royalty £21.3m} - 6.8 (é4.4)
— other assets 41.6 68.5 (4.3)
Cost of disposals
— asset impairment - - 27.9)
— severance & other labour costs (3.6} (%.6) (9.6)
— other (1.4 (8.9) (1.2)
Effect of disposal (ex. royalty) 36.6 56.8 (117.4)
Provision for losses 1998/99 (9.5)
Total per accounts (ex. goodwill) (126.9)
Pro-forma inc. royalty income 78.1 (105.6)

Cash Flow

The sale to Platinum Equity Holdings of

the loss-making worldwide business of the
Darta Communications group, exclusive of its
security and payments activities, was completed
in September 1998 and is expected to yield

1996

1997 1998
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Earnings per share (p)

Adjusted

1994

24.88 24.97

1996 1997

1998

Dividends (p per share)
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£28.1 million, of which £6.8 million was paid
in cash on completion. The balance is payable
as a royalty on future sales of the Racal Data
Group over the next ten years under Platinum’s
ownership to a maximum of £21.3 million and
it is anticipated that the majority of this will be
received in the first five years. The consideration
may be subject to adjustment dependent upon
the closing balance sheet on 11 September
1998. An interim balance sheet has been
prepared and has resulted in a reimbursement
by Racal of £0.8 million of the £7.6 million
paid by Platinum on completion, producing net
proceeds of £6.8 million. Should any further
adjustment based on the final balance sheet be
required this will be deducted from the future
royalties payable by Platinum.

The sale of other assets including property,
finance leases and investments has realised a
further £68.5 million, giving total proceeds,
excluding royalty income, of £76 million of
which £41.6 million was received in 1997/98.
Expenditure on reorganisation and other costs
totalled £18.5 million of which £5 million
was incurred in 1997/98. There was a net
cash inflow from the disposal of £36.6 million
in 1997/98 with a further £20.2 million
inflow anticipated in 1998/99.

Profit and Loss

The disposal of the Data Communications
group has resulted in a charge to the profit
and loss account of £127 million excluding
goodwill. This includes a loss of £64.4 million
on the sale of the business to Platinum, asset
write downs of £27.9 million and severance
and other costs of £20.8 million. In arriving
at the total charge a provision of £9.5 million
has been made for estimated trading losses for
the period from 1 April 1998 to the date of
completion. These losses will not, therefore,
affect the trading results for 1998/99.

Associates

Our associates continue to make a strong
and growing contribution to the overall
profitability of the Group. These include
£16.8 million (1996/97 £13.7 million} from
Camelot, £5.8 million (1996/97 £5.1 million)
from Satellite Information Services.
Shareholdings in Camelot and SIS remained
unchanged during the year at 22.5 per cent
and 22.0 per cent respectively.

Taxation

Taxation charge for the year was £11.3 million.
Following the sale of Data Communications,
Racal has retained tax losses in the USA and a

- number of European countries amounting to

more than £60 million. These are available to
offset tax on the future profits of our
remaining businesses in these territories.

As a result, it is anticipated that the tax rate
will reduce to approximately 28 per cent for

the medium term.

SHAREHOLDERS’ RETURNS

Earnings Per Share

Adjusted earnings per share increased slightly
to 24.97p (1996/97 24.88p}. The FRS 3 loss
per share was 77.27p (1296/97 earnings

of 11.30p).

Dividends

The announcement of the results for 1997/98
was delayed so as to allow the inclusion of the
effect of the exit from Data Communications.
In order to pay a dividend close to the date of
the usual final dividend, the board decided to
pay a second interim dividend of 3.9p net per
share making a total of 6.0p net per share

for the year (unchanged from last year).

This dividend was paid to shareholders on

11 Seprember 1998 and replaced the usual
final dividend. To enable this second interim
dividend to be paid quickly, it was not possible
to offer shareholders a scrip dividend alternative,

Dividend cover, on an adjusted basis, of
4.2 times is similar to that of 1996/97.

BALANCE SHEET

The value of the fixed assets continues to
grow, reflecting further capital expenditure,
net of disposals, of £115.9 million (1996/97
£118.7 million). Investment in the
Telecommunications Services infrastructure
rose, as part of a three year investment
programme, to £76 million (1996/97

£65 million).

Provisions for liabilities and charges
increased sharply from £18.4 million to
£105.7 million largely due to the exit
from Data Communications.

Net debt reduced to £307.6 million (1996/97




£339.5 million). On 31 March 1998 the
debt/equity ratio, including finance lease
obligations of £96.5 million (1996/97

£112.5 million), was 95.0 per cent and
compares with 75.9 per cent a year earlier.
The increase in this ratio reflects the reducrion
in shareholders’ funds to £324.0 million from
£447.1 million.

CASH FLOW

The rotal cash inflow for the year was
£11.0 million (1996/97 outflow of

£30.6 million). After adjusting for payments
in respect of finance leases the inflow onan
FRS 1 basis was £27.2 million, (1996/97
£16.9 million outflow). Net operating

cash flow was £121.4 million (1996/97
£140.4 million) with the reduction

mainly caused by the deterioration of the
trading performance of the Data

Communications group.

Summary Cash Flow
1997/98 1996/97

£m £m
Operating profit 420 826
Depreciation/amortisation 73.0 68.2
Profits of associated companies
less dividends received (12.7) (12.4)
Working capital 18.9 29.9
Qther operating items 0.2 (27.9)
Net operating cash flow 121.4 140.4
Capital expenditure (1159 (1187
Interest (23.8) (22.6)
Tax paid (17.4) (1.0)
Acquisitions and disposals 777 7.0
Dividends (16.9) (16.9)
Qther items 2.1 (5.1)
FRS | cash inflow/{outflow) 27.2 (16.9)

Capital element of finance
lease/hire purchase payments (16.2) (13.7)

Total cash inflow/{outflow) 1.0 (30.6)

Working capital fell by £18.9 million of which
£13 million related to the ongoeing operations.
This followed a £29.9 million fall in the
previous year. As a result the ratio of sales to
average working capital for the ongoing

operations increased to 5 times from 3.8 rimes.

Future Investment and Gearing

Due to the continuation of the programme to
modernise the Telecommunications Services
infrastructure, capital expenditure in 1998/99

will remain at similar levels to those of
1997/98.

Total cash flow is expected to be broadly
neutral during the year but with enhanced

earnings, a reduction in gearing is expected.

TREASURY ACTIVITIES

The Company has a central treasury function
which operates under strict rules approved by
the directors. :

At the end of 1995, the Company arranged

a three year £400 million facility with a
syndicate of banks. This was subsequently
renegotiated in March 1998 and extended
until the end of 1999, with the covenants
modified to reflect the decision to exit from
Data Communications. Since that time,

the Group has complied with these covenants
which are associated with net and gross
gearing, interest cover and net assets.

Under this arrangement we have maintained
borrowings in United States Dollars, German
Marks, French Francs, Dutch Guilders and
Canadian Dollars in order to hedge assets
denominated in those currencies in our
overseas operations. Qur policy is to hedge
approximately 8Q per cent of overseas

assets with currency debt in the UK. We are
planning to replace the Group’s existing
banking facilities before the end of the current

financial year.

The Group closely monitors interest rates in
respect of all currencies in which it borrows.
In consultation with our bankers the Group
has fixed its interest rate liability on a
proportion of its debt by entering into
interest rate swaps. At the end of March
1998 the principal amount fixed by the
arrangement totalled £70 million which had
reduced interest costs for the vear ended

31 March 1998.

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 to hedge
translation exposure of the profit and loss
account. However, for significant transactions
denominated in a currency other than that of
the particular Group company involved, the
currency exposure is hedged by forward
contracts. The Group policy is not to rake

speculative currency positions,
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Board of Directors

Chairman

*Sir ERNEST HARRISON OBE,
HON DSc, HON D UNIV {SURREY),
HON D UNIV (EDINBURGH), FCA,
COMP IEE, HON FCGI

Aged 72. Joined Racal in 1951, was
appointed to the board in 1958 and
became Chairman in 1966. He is
a director of Camelot Group ple
and from August 1988 to July 1998

was Chairman of Vodafone Group Plc.

Chief Executive
Davip ELSBURY OBE

Aged 62. Joined Racal in 1956 and
was appointed to the board in 1975.
He has been Chief Executive since
1992 and is currently directly
responsible for Telecommunications
Services.

* Member of the Audit Committee

and the Nomination Committee

**NMember of the Audit Committee,
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the Remuneration Committec and
the Nomination Committee

Registered Office
Western Road
Bracknell, Berkshire
RG12 1RG

Auditors

Deloitte & Touche

Hill House

1 Little New Street

London EC4A 3TR

Registrars 8 Transfer Office
IRG ple

Bourne House

34 Beckenham Road
Beckenham, Kent BR3 4TU

BarTON CLARKE CBE

Defence Electronics

Aged 63. Joined the Group through the
acquisition of Decca Limited in 1980 and
was appointed to the board in 1985.

**LorD INGE GCB, DL
Non-Executive

Aged 63. Appointed to the board in
1997 following his retirement as Chief
of the Defence Staff after a long and
distinguished career in the Armed Forces.
He is also a director of Greenly’s
Management Consultants.

PauL KozLowWsKI
Data Products

Aged 60. Joined Racal in 1995 and
appointed to the board in 1996,

MARTIN RICHARDSON B$c, FCMA
Industrial Electronics

Aged 53. Appointed to the board in 1985,
three years after joining the Group.

#*SIR GERALD WHENT CBE
Nown-Executive

Aged 71. Appointed to the board in 1982,
becoming non-executive on the flotation of
Vodafone Group Plc in 1988. He is a
director of Mobile Systems International
Plc and, until July 1998, was Deputy
Chairman of Vodafone Group Ple.

*%Q1r CLIVE WHITMORE GCB, CVO
Non-Executive

Aged 63. Appointed to the board in 1994
following his retirement as Permanent
Under Secretary of State at the Home
Office. He is also a director of The Boots
Company PLC, The Morgan Crucible
Company PLC and NM Rothschild &
Sons Limited.

Davip WHITTAKER LLB, FCIS, FCCA,
SOLICITOR

Company Secretary, Legal Services

Aged 54. Has been with the Group since
1975, becoming Company Secretary in
1986 and joining the board in 1992.

ANDREW WOOD ACMA
Finance

Aged 47. Appointed to the board in 1995,
having joined the Group in 1984.




Report of the Directors

The directors submir their annual report and audited financial statements for the year ended 31 March 1998.

Review of the Group’s business

Details of the Group’s results, the second interim dividend and the
development of the Group during the year are given in the Chairman’s
Statement, the Review of Operations and the Financial Review.

Racal Electronics Ple is the parent company of a group whose principal
activities during the year were Telecommunications Services, Defence
Electronics, Data Products and Industrial Electronics. The principal
companies which materially contribute to the assets and profits appear
on pages 34 and 33.

Research and development

The Group maintains extensive laboratory facilities and continues to
invest considerable resources in the development of new and exisring
products as referred to in the Chairman’s Statement and the Review

of Operations.

Future developments
The Racal Electronics Group intends to continue its policy of growth as
described in the Chairman’s Statement and the Review of Operations.

Share capital
A statement of changes in the share capital of the Company appears on
pages 52 and 53 in Note 24,

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.

The directors of the Company are committed to the principle of
employee share participation in the Company through employee
share schemes.

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
it will take sympathetic account of individual circumstances.

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

Charitable and political contributions

During the year ended 31 March 1998 charitable contributions
amounted to £148,000 (1997: £86,000). Of this amount £143,000
{1997: £86,000) was contributed on behalf of your Company to
charitable foundarions and £5,000 (1997: £nil) to SUPPOLT a university
project. Registered charities active in the field of medical research
received a major contribution, the rest was shared mainly by
organisations supporting children, the sick and the aged.

A contribution of £75,000 {(1997: £nil) was made to the Conservative
Party.

Auditors

Deloitte & Touche have expressed their willingness to continue in
office and a resolution will be proposed at the Annual General Meeting
to re-appoint them as auditors to the Company,

Goodwill

As a result of acquisitions, £4,854,000 of goodwill has been
transferred to the goodwill reserve. A total of £116,692,000 has
been transferred from the goodwill reserve to the profit and loss
account in respect of businesses sold (£8,378,000) and discontinuing
operations (£108,314,000).

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
1998 were equivalent to 49 days’ average daily amount invoiced by
suppliers during the year (1997: 60 days).

Share capital - allotment of shares

As in past years, the directors seek to obtain shareholder approval for
the renewal of their authority to allor unissued shares in the capital of
the Company for cash other than to existing shareholders.

The amount shown in Resolution No. 9 as the Section 89 amount is
the maximum amount of share capital that may be allotted wholly for
cash other than on a pre-emptive basis to existing shareholders for the
period to the date of the 1999 Annual General Meeting and represents
5% of the present issued ordinary share capital. As in previous years,

it is intended that the erdinary shares required for the Racal Electronics
Corporate Personal Equity Plans will be allotted to participants under
this power.

Employee Share Ownership Trust

The Company has established an Employee Share Ownership 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. The shares are held by an independent rrustee 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 1998, the number of shares held by the Trust totalled
3,148,000 shares (1997: 3,149,000 shares} and the cost of such shares
amounted to £8,143,000 (1997: £8,143,000). These shares, whilst
legally not the property of the Company, have been included in fixed
asset investments as shown on page 49 in Note 13. During the year, the
terms of this Trust were amended so that the Trustee could subscribe
for the Company’s shares and so thar such shares could be used to
satisfy options granted under the terms of the Share Option Schemes
referred to above together with options to be granted under the terms
of the Racal Share Savings Plan {1990). These amendments do not
apply to those options granted under the Racal Share Savings Plan
(1990) in October 1992.

Qualifying Employee Share Ownership Trust

During the year, the Company established a Qualifying Employee Share
Ownership Trust (QUEST) to operate in conjunction with the options
granted under the Racal Share Savings Plan (1990) in Qctober 1992,
Accordingly, the executive directors and other executives of the
Company have an interest in the shares held by the QUEST. As at

31 March 1998, 152,948 shares were held by the QUEST and the cost
of such shares amounted to £466,000. These shares, whilst legally not
the property of the Company, have been included in fixed asser
investments as shown on page 49 in Note 13.
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Report of the Directors

Corporate governance

The Company has continued to comply with the Code of Best Practice
issued by the Committee on the Financial Aspects of Corporate
Governance — “The Cadbury Report”, The Company has also complied
with the disclosure requirements in respect of directors’ remuneration
arising from the Greenbury Commirttee recommendations. These are
included within the Report of the Remuneration Committee on pages
28 to 30.

The board

The board of directors comprised seven executive directors and
three independent non-executive directors throughout the year.
One non-executive director resigned and one non-executive director
was appointed during the year.

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.

Each of the non-executive directors has access to and is furnished with
such information as he requires to enable him to bring an independent
judgement to bear on issues brought before the board at board
meetings and board committee meetings. The views of the non-executive
directors carry significant weight in the board’s decisions.

A formal procedure exists to allow the directors of the Company to
take independent professional advice at the expense of the Company in
appropriate circumstances. All directors have access to the Company
Secretary for his advice and services.

Board committees

The board has a number of committees of which the following are the
most significant:

Remuneration Committee

Sir Gerald Whent — Chairman

Sir Edward Ashmore (to 3 Qctober 1997}
Lord Inge

Sir Clive Whitmore

The Committee meets as necessary and the Company Secretary
attends these mectings as Secretary to the Comemittee.

The Company Chairman and the Chief Executive are invited
to attend the Committee meetings as the members consider
appropriate.

The Committee decides upon all aspects related to the executive
directors’ pay and benefits.

The fees of the non-executive directors are decided by the board
with the non-executive directors abstaining.

The Committee’s report to shareholders appears on pages 28 to 30.
Audit Commitiee

Sir Clive Whitmore — Chairman

Sir Edward Ashmore (to 3 October 1997)
Sir Ernest Harrison

Loxd Inge

Sir Gerald Whent

The Committee meets at least twice a year and the Company
Secretary attends these meetings as Secretary to the Committee.
The Finangial Direcror 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.

Although the Code recommends only non-executive directors for
this Committee, the board considers thac Sir Ernest Harrison’s
qualification as a Chartered Accountant makes his continued
membership of this Committee entirely suitable.
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Nomination Committee

Sir Gerald Whent — Chairman

Sir FEdward Ashmore (to 3 October 1997}
Sir Ernest Harrison

Loxd Inge

Sir Clive Whitmore

The Committee meets as necessary and the Company Secretary
atrends these meetings as Secretary to the Committee.

The Committee assesses the suitability of persons for appointment
as executive directors and non-executive directors and when
appropriate nominates new candidates for the approval of the
board.

The minutes of all of the above Committee meetings are circulated to
all directors.

Going concern

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

Internal financial control
The directors acknowledge that they are responsible 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 zudit. Any identified risks are closely
examined so that appropriate action can be taken.

The systems of internal financial control are designed to provide
reasonable, but not absolute, assurance against material misstatement
or loss. They operate within an established organisation 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;

— regular reviews by the board of quarterly forecasts which are updated
every periods

— 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 possible, steps are
taken to mitigate these risks. The executive directors regularly report
to the board;

_ an internal audic function located both in the UK and the USA,
which reviews the systems and procedures in major bperating
“companies and reports to the Andit Committee at least twice a year.
The external anditors 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. Nonc of these areas identified for improvement has
resulted in any material loss or misstarement as at 31 March 1998,
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Report of the Directors

Directors

The directors throughour the year were Sir Ernest Harrison,

D C Elsbury, B J Clarke, P G Kozlowski, M R Richardson,

Str Gerald Whent, Sir Clive Whitmore, D Whittaker and A R Wood.
Sir Edward Ashmore resigned as a director on 3 October 1997 and
Lord Inge was appointed a director on 6 October 1997,

In accordance with the Company’s Articles of Association,
Sir Ernest Harrison and Sir Gerald Whent, each having reached the age
of 70 years, retire and being eligible offer themselves for re-elecrion.

In accordance with the Company’s Articles of Association, B ] Clarke
and A R Wood retire by rotation and being eligible offer themselves
for re-election.

Lord Inge, who has been appointed by the board since the last
Annual General Meeting, retires and being eligible, offers himself
for election.

Sit Ernest Harrison, who is aged 72 years, has a service agreement with
the Company which is terminable on 12 months’ notice. Sir Gerald Whent,
who is aged 71 years, has accepted a letter of appointment with the

Company for a fixed period of three vears effective from 4 August 1996,

Lord Inge has accepted a letter of appointment with the Company
which is for a fixed period of three years expiring on 5 October 2000.

B J Clarke has a fixed term service agreement with the Company
expiring on 12 May 1999 and A R Wood has a service agreemernt
with the Company which is terminable on 12 months’ notice.

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

Directors’ share interests
The directors’ share interests are set out in the Report of the
Remuneration Committee on pages 29 and 30.

Environment

Racal recognises the importance of protecting the environment
in conducting its business. The Group seeks to protect the
environment by:

- working with our customers and suppliers to develop sound product
management;

— developing programmes for continuous improverent;

— minimising the use of energy, marerials and the production

of waste;

— participation with other industrial organisations seeking to promote
product recycling and ¢nvironmentally conscious design.

This programme is implemented throughout the Group by assigning
responsibility to the operating companies and is supported by Group
resources, which provide the necessary informarion and training to
encourage all employees to be environmentally aware and responsible.

Substantial hoidings
As at 24 August 1998 the directors had been informed of the following
interests in the Company’s ordinary share capital in excess of 3%:

Guardian Royal Exchange plc* 5.89%
The State of Wisconsin Investment Board 3.92%
Prudential Corporation ple* 3.89%

Government of Singapore Investment Corporation Pte Limited 3.01%

*includes sharcholdings of subsidiary companics.

The directors are not aware of any other holdings in excess of 3%.

Year 2000
A Group wide programme is under way to address the impact of
Year 2000 on all aspects of our business.

At the Group level, a Year 2000 project team has been constituted
which reports to the Company Secretary. This team, which is chaired
by the Managing Director of Racal Research Limited, has the following
specific objecrives:

- to define Group policy and targers;

— 10 monitor progress of local programmes and to identify particular
areas of exposure;

— to provide advice and assistance as required on programmes,
standard wording and liability issues.

Each Group company and central funcrion has responsibility for
ensuring Year 2000 compliance in respect of its own products, business
systems, sire facilities and supply chain. All operations have prepared
detailed plans to achieve compliance, incorporating measurable
performance milestones, with implementation being the responsibility
of a specific local director who reports monthly to the Group Year
2000 project team. The compliance process typically involves
evaluation, implementarion and testing, based upon the BSI definition
of Year 2000 compliance {PD2000-1). This process is well under way
in all Racal operaring companies and central functions,

Most parts of the Group are planning to complete their Year 2000
compliance programmes during the early pare of 1999, Much of the
cost has been absorbed in normal operating activities, such as routine
upgrades and replacement of systems. Incremental external expenditure
identified to date to address the issue is approximately £9.3 million,

of which approximately 90% is capiral expendirure.

European Monetary Union

The Group recognises the importance of European Economic and
Monetary Union (EMU), particularly for its businesses operating in
those countries which are committed to the introduction of a single
European 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 marerial in the context
of the Group.

L
By Order of the Board
David Whircaker
Director and Secretary
18 September 1998
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Report of the Remuneration Committee

Constitution

The current members of the Remuneration Committee are

Sir Gerald Whent, Lord Inge and Sir Clive Whitmore. The Chairman of
¢the Committee is Sir Gerald Whent and D Whictaker, the Company
Secretary, attends as Secretary to the Committee.

The composition of the Comumittee is therefore restricted to
non-executive ditectors, although the Committee consults, as
appropriate, with both the Company Chairman and the Chief Executive.

The Company has complied throughout the accounting period with
Secrion A of the best practice provisions annexed to the Listing Rules of
the Londoen Stock Exchange.

The following report of the Committee includes all relevant information
which is required by the Listing Rules of the London Stock Exchange in
respect of this accounting period.

The London Stock Exchange published at the end of June 1998 the
Gnal version of the Principles of Good Governance and Code of Best
Practice (‘the Combined Code’) initially drafted by the Committee on
Corporate Goverpance chaired by $ir Ronald Hampel, together with
the wording of the related new Listing Raules. The Company is not,
however, required to disclose how it bas applied the principles and
complied with the detailed provisions of the Combined Code in this
report, as this applies only in respect of accounting periods ending on
or after 31 December 1998, but will do so, as required, in the annual
report and accounts for the year ending 31 March 1999.

The Company’s policy on executive directors’ remuneration and
share options

The policy of the Committee in respect of the remuneration of the
executive directors of the Company is to ensure that:

(i) individuals are fairly rewarded for their personal contribution
to the Company’s overall performance in the short and
longer term;

(ii} the Company is able to attract, retain and motivate directors of
the highest calibre; and

(iii) 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 Committee in carrying out its
responsibilities to develop and implement remuneration packages
which are based on maintaining a strong link berween reward
and performance to align the interests of executive directors and
shareholders.

Directors’ emoluments

The executive directors’ total remuneration is made up of two
components: salary and benefits and long term incentive in the form of
Executive Share Option Schemes.

Tn addition, P G Kozlowski participated in a bonus arrangement
operated in respect of key individuals in the Racal Data Group
designed to maximise their continued motivation and commitment to
the Racal Data Group.

The Committee’s policy in approving grants of share options to directors
is that the director’s total remuneration package taken together with
the option to be granted should not be excessive. Options should be
granted in order to retain, recruit and motivate the director in question.
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.

In framing and implementing this remunperation policy the Committee
gives full consideration to Section B of the best practice provisions
annexed to the Listing Rules of the London Stock Exchange.

Directors’ service agreements

Executive directors

Sir Ernest Harrison, I C Elsbury and A R Wood each have service
agreements with the Company which are terminable by the Company
or the director on 12 months’ notice. B J Clarke has a fixed term
contract expiting on 12 May 1999. M R Richardson and D Whittaker
each have 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.P G Kozlowski, a US citizen, has a
service agreement with a subsidiary company which is terminable by
him or that company on 12 months’ notice.

Sir Ernest Harrison, A R Wood and B J Clarke will be standing for
re-election at the forthcoming Annual General Meeting.

The Committee has determined that notice or contract periods for
12 months should be offered to executive directors in the future.
Longer periods will be avoided wherever possible.

Non-executive directors
The remunecration of the non-executive directors continues to be
determined by the board with the non-executive directors abstaining.

The non-executive directors currently serve under Letters of
Appointment. Sir Gerald Whent’s appointment will expire on 3 August
1999, Lord Inge’s appointment will expire on 5 October 2000 and that
of Sir Clive Whitmore on 31 October 2000.

Sir Gerald Whent will be standing for re-election and Lotd Inge will be
standing for election at the forthcoming Annual General Meeting.

Salary Total emoluments

foes iy Benefits S5 ing pension <ol
Executive directors . £ £ £ %
Sir Brnest Harrison * (Note 3 below} 229,975 - 27,029 257,004 426,957
D C Elsbury * 409,738 - 33,580 443,318 305,040
B J Clarke 265,445 - 18,226 283,671 264,147
P G Kozlowski 289,673 108,683 7,169 405,525 285,187
M R Richardson 285,580 - 15,228 300,308 289,646
D Whittaker 265,445 - 16,542 281,987 267,723
A R Wood 215,438 — 16,353 231,791 198,350
Non-executive directors
Sir Edward Ashmore (resigned 3.10.97) 36,944 - 7,075 44,019 83,532
Lord Inge (appointed 6.10.97) 21,889 — - 21,889 -
Sir Gerald Whent 49,701 - - 49,701 47,334
Sir Clive Whitmore 34,316 = - 34,316 32,681
Total 2,104,144 108,683 141,202 2,354,029 2,200,597
28 Racal Electronics Plc
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Report of the Remuneration Committee

Directors’ emoluments {continued)

Motes:

1. 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.

2. There was no bonus scheme in operation in the year ended 31 March 1998 other than for P G Kozlowski.

3. The amounts charged to Vodafone Group Plc and Chubb Security Ple in respect of Sir Ernest Harrison’s services as Chairman of those companies are as follows:

1998 1997
£ £
Charged to Vodafone Group Ple** ... 213,404 201,882
Charged to Chubb Security Plc*** ... 16,571 304,389
SUDB 10Tl e e e e 229,973 506,271
Benefits other than pension borne by the Company®*** ... 27,029 16,098
=Y i PP PO P PR PO TPTSTET LSV 257,004 522,369

* Sir Ernest Harrison and D C Elsbury agreed with the Company on 30 September 1997 to vary the rate of their contracrual remuneration for the services provided
by them 1o the Company in eespect of the year ended 31 March 1998 and how it was o be paid. In respeet of thar year, Sir Ernest Harrison agreed to waive all
of his salary borne by the Company, namely £497,234 and £188.494 of his pension entitlement and D C Elsbury agreed to waive £136,579 of his salary.

The prepayments disclosed in last year’s accounts were set off against the salary in the current year following these waivers. Following the set offs and the
payment of the sum of £67,392 by Sir Ernest Harrison to the Company all such prepayments were satisfied in full by the end of the year.
=* Gir Ernest Harrison retired as Chairman of Vedafone Group Plc on 21 July 1998.
»#% Sir Ernest Harrison ceased to be Chairman of Chubb Securicy Ple on 29 April 1997 following the acquisition of Chubb Security Pic by Williams PLC.
»+#* The 1998 pension costs are shown in the table below.
##+%2 The 1997 total includes pension costs of £95,412. Net of pension costs this amounted to £426,957,

Pension benefits

(l) ) 3) “4)
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  annual pension over
retirement benefit retirement age (calculated on the basis payable annually at normal year, excluding
arrangements of actuarial guidance note GNI 1) retirement age based on inflation
less director’s contributions service to 31 March of year
1998 1998 1998 1998
£ £ £ £
Sir Ernest Harrison 57,494 - - -
P G Kozlowski 99,589 - - -
M R Richardsen — 102,269 110,385 8,631
D Whittaker - 158,492 132,227 11,373
A R Wood - 118,362 61,029 10,958

Notes:

1. D C Elsbury and B J Clarke have retired from pensionable service under the Group’s defined benefit pension arrangements and therefore do not accrue pension
benefits. The non-executive directors have no pension arrangements with any Group company.

2. M R Richardson, D Whirtaker 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 contributions nor the resulting benefits are included in the above table.

3. The costs shown in column (2} have been calculated using the transfer basis and prevailing assumptions as at 31 March 1998, that is the Minimum Funding
Requirement {MFR). The figures in cclumn (2) would be up to 10% lower following rhe change in the MFR basis introduced with effect from 15 June 1998,

Directors’ interests in the shares of Racal Electronics Ple

31 March 1998 | April 1997

Sir Ernest Harrison 2,746,603 2,196,461
D C Elsbury 1,274,505 1,244,363
B J Clarke 87,812 70,170
Lord Inge 8,609 *—
P G Kozlowski 3,000 3,000
M R Richardson 14,500 2,000
Sir Gerald Whent 38,334 38,334
Sir Clive Whitmore 2,083 2,050
D Whittaker 92,385 92,385
AR Wood 15,294 10,128
4,283,125 3,658,891

All the above interests are beneficial. * Interest on date of appointment

During the period 1 April to 24 August 1998, there have been the following changes in the directors’ interests in the shares of the Company:

M R Richardson and D Whittaker each exercised their option under the Racal Share Savings Plan {1990) and were accordingly allocated
5,142 shares at the price of 105p per share.

No director had since 1 April 1997 any interest in, or acquired any rights to, shares in the Company or any subsidiary except as stated.
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Directors’ share options

I. Racal Share Option Scheme 1992 .
Ordinary shares under option

Option L April 1997 31 March 1998 Option Price
Sir Ernest Harrison A 570,000 570,000 130.5p
Parallel A 142,500 142,500 114p
B 250,000 250,000 243p
C 467,000 467,000 270p
D C Elsbury A 566,000 566,000 130.5p
Parallel A 141,500 141,500 114p
B 200,000 200,000 243p
C 210,000 210,000 270p
B J Clarke A 218,000 218,000 130.5p
Pargilel A 54,500 54,500 114p
B 82,000 82,000 243p
C 114,000 114,000 270p
M R Richardson A 218,000 218,000 130.5p
Parallel A 54,500 54,500 114p
B 100,000 100,000 243p
C 81,000 81,000 270p
D Whitraker A 227,000 227,000 130.5p
Parallel A 56,750 56,750 114p
B 82,000 82,000 243p
C 115,000 115,000 270p
A R Wood B 35,000 35,000 251p
C 166,000 166,000 270p

No options were granted, exercised or lapsed during the year under this Scheme.
Notes: Option A - Granted on § October 1992 and exercisable during the period 5 October 1995 to 4 Qcrober 2002.
Parallel A — Granted on § October 1992 and exercisable during the period 8 October 1997 ta 7 October 2002. This option is now exercisable as
the earnings per share of the Company bas grown over a five year period by at least 10 percentage points more than the Index of Retail
Prices has grown over the same period. This option runs in parallel with Option A and is not additional thereto.
Option B~ Granted on 19 July 1994 and exercisable during the period 19 July 1997 to 18 July 2004.
Option C~ Granted on 13 July 1995 and exercisable during the pericd 13 July 1998 to 12 July 2005.

2, Racal Share Option Scheme 1995 Fa
Under the terms of the Racal Share Option Scheme 1995, P G Kozlowski was granted an option on 18§ July 1995 to acquire 204,000 ordinary

shares in the Company at the price of 275p per share. This option is exercisable during the period 18 July 1998 to 17 July 2005.

w
M

Racal Share Option Scheme 1997
Under the terms of the Racal Share Option Scheme 1997, the undermentioned directors have been granted options during the year, exercisable

between 12 December 2000 and 11 December 2004, to acquire ordinary shares in the Company at the price of 235p per share:

Sir Ernest Harrison 100,000
D C Elsbury 100,000
B J Clarke 100,000
M R Richardson 100,000
D Whitraker 100,000
A R Wood 100,000

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.

4. Racal Share Savings Plan (1990)
Under the terms of the Racal Share Savings Plan {1990), the undermentioned directors have been granted options to acquire ordinary shares in

the Company as follows: Option A Option B
Sir Ernest Harrison “— 3,484
D C Elsbury *e 3,484
B | Clarke F— 3,484
M R Richardson 5,142 3,484
D Whittaker 5,142 3,484
AR Wood - 3,484

Notes: Option A — Options exercisable at 105p per share during the period 1 December 1997 to 31 May 1998 which were exercised before the latter date.
Option B—  Options exercisable at 198p per share during the period 1 April 2003 to 30 September 2003.

*During the year ended 31 March 1998, Sir Ernest Harrison, D C Elsbury and B ] Clarke each exercised their option for 5,142 shares at the price

of 105p per share.

The A Options were held at 1 April 1997 and at 31 March 1998 and the B Options were granted during the year.

The closing mid-market value of an ordinary share on 31 March 1998 was 339.5p and during the year the mid-market value ranged from 201.5p

to 339.5p.

On behalf of the Board

Sir Gerald Whent

Chairman, Remuneration Committee
18 September 1998
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Auditors’ Report on Corporate

Governance

Review report to Racal Electronics Ple by

Deloitte & Touche on corporate governance matters

In addition to our audit of the financial statements, we have reviewed
the directors® statements on page 26 on the Company’s compliance
with the paragraphs of the Code of Best Practice specified for our
review by the London Stock Exchange and their adoption of the going
concern basis in preparing the financial statements, The objecrive of our
review is to draw artention ro non-compliance with Listing Rules
12.43(j) and 12.43{v).

We have also reviewed the statement of compliance with Section A of
the best practice provisions on remuneration commitrees and the report
to members by the Remuneration Commitree set out respectively on
pages 28 to 30 to the extent that they provide the disclosures specified
by the Listing Rules.

Basis of opinion

We carried out our review in accordance with guidance issued by the
Auditing Practices Board, That guidance does not require us to perform
the additional work necessary to, and we do nor, express any opinion
on the effectiveness of either the Company’s system of internal financial
control or its corporate governance procedures or on the
appropriateness of the bases used in determining directors’
remuneration or on the ability of the Company to continue in
operational existence,

Opinion

With respect to the directors’ statement on internal financial control on
page 26 (other than their opinion on effectiveness and statements going
beyond internal financial control which are outside the scope of our
report), and going concern on page 26, in our opinion the directors
have provided the disclosures required by the Listing Rules referred o
above and such statements are not inconsistent with the information of
which we are aware from our audit work on the financial statements.

Based on enquiry of certain direcrors and officers of the Company, and
examination of relevant documents, in our opinion the directors’
statement on page 2& appropriately reflects the Company’s compliance
with the other paragraphs of the Code specified for our review by
Listing Rule 12.43(j).

Also on this basis, in our opinion the directors’ statements of
compliance with Section A of the best practice provisions on
remuneration committees and the report of the Remuneration
Committee appropriately provide the disclosures specified by the
Listing Rules and are not inconsistent with the information of which
we have become aware from our audit work on the financial

statements.

s o &t 2 (ot
Deloitte & Touche

Chartered Accountants

Hill House

1 Little New Street

London EC4A 3TR

18 September 1998
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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 stacements 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.

They are also 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 irregularities.

Report of the Auditors

To the Members of Racal Electronics Plc

We have audited the financial statements on pages 34 to 59 which have
been prepared under the accounting policies set out on page 36, and the
detailed information disclosed in respect of any directors’ remuneration
and share options set out in the report to members by the
Remuneration Committee on pages 28 to 30.

Respective responsibilities of directors and auditors

As described above the Company’s directors are responsible for the
preparation of the financial statements. It is our responsibility to form
an independent opinion, based on our audit, on those statements and to
report our opinion to you.

Basis of opinion

We conducted our audit in accordance with 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.
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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 adequacy of the presentation of
information in the financial statements.

Opinion

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 31 March 1998
and of the loss of the Group for the year then ended and have been
properly prepared in accordance with the Companies Act 1585.

E <L K= & :\_E)W
Deloitte & Touche
Chartered Accountants and Registered Auditors
Hill House
1 Little New Street
London EC4A 3TR
18 September 1998




Comparative Summary for Five Years

1994 1995 1996 1997 1998
£000 £000 £000 £000 £000
Turnover
Ongoing operations 454,508 541,137 670,730 830,752 920,705
Discontinuing operations 320,547 286,147 268,463 255,031 186,761
Discontinued operations 141,036 122,915 119,809 99,213 36,948
Total 916,091 950,192 1,059,002 1,184,996 1,144,414
Profit
Ongoing operations
Operating profit 56,510 75,301 98,288 103,729 105,637
Operating profit % sales 12.4% 13.9% 14.7% 12.5% 11.5%
Operating (loss)/profit — discontinuing operations (12,776) {23,261) {26,909 (23,715) (59,228)
— discontinued operations 284 7,484 6,090 2,566 (4,384)
Exceptional (loss)/profit (19,222) 2,508 3,945 (12,309) (224,483)
Demerger costs (49) - - - -
Amounts written off investments - - - - (2,052)
Net interest receivable/{payable) 1,633 (3,730} {11,003) (22,851) (22,670)
Profit/(loss) before taxation 26,380 58,302 70,411 40,420 (207,180)
Profit/{loss) after taxation and minority interests 15,297 38,237 46,126 31,778 (218,632)
Dividends per share 4.25p 5.0p 6.0p 6.0p 6.0p
Earnings/(loss) per share 5.47p 13.70p 16.54p 11.30p {(77.27)p
Adjusted earnings per share 13.40p 16.68p 21.36p 24.88p 24.97p
Balance sheets
Fixed assets 204,014 240,451 406,664 474,536 485,960
Working capital 385,227 398,339 405,958 371,507 279,300
Other net liabilities (28,470) (29,922) (36,292) {40,077} (27,098)
Net debt (20,042) (52,708) (324,089) {339,453) (307,629)
Provisions for liabilities and charges (7,657) {24,110) {18,168) {18,414} (105,703)
533,072 532,050 434,073 448,099 324,830
Equity shareholders’ funds 530,491 530,595 432,833 447,056 323,952
Equity minority interests 2,581 1,455 1,240 1,043 878
533,072 532,050 434,073 448,099 324,830
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Principal Subsidiaries of Racal Electronics Plc

At 31 March 1998

United Kingdom

(Registered in England and Wales except where stated)

(The country of registration 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 Limitred

Polyurethane and fibre mouldings

Racal-Decca Limited

Holding company

Racal Avionics Limited

Avionics products

Racal Defence Radar Limited

Defence radar

Racal Radar Defence Systems Limited

Defence radar

Racal-MESL Limited {Scotland)

Microwave components and sub-systems

Racal Survey 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-Airtech Limited

Secure payment systems

Racal Antennas Limited

Antennas

Racal-Datacom Limited

Diata communications products

Racal Engineering Limited

Metalwork machining

Racal Finance Limired

Financial services

Racal Group Services Limited

Cenrral services

Racal Instruments Group Limited

Holding company

Racal Instruments Limited

Test and measurement products

Racal Recorders Limired

Data and communications recording

Racal International {Hoeldings) Limited

Holding company

Racal International Limited

Holding company

Racal Messenger Limited

“Widanet’ and “Talon

Racal Network Services Group Limited

Holding company

Racal-Integralis Limited (60%)

Internet service provider

Racal Managed Services Limited

Managed network services

Racal Telecommunications Networks Limited

Managed network services

Racal Properties Limired

Property management

Racal Radio Limited

Radio communications

Racal Research Limited

Research and development

Racal Telecommunications Limited

Telecommunications services

Racal Training Services Limited

Training and education

Racal-Transcom Limited

Point of sale terminals and management systems

Associated companies

Archer Communications Systems Limited (30%)*

Radio communications

Camelot Group ple (22.5%)

Lotteries

Global Telematics Ple (50%)*

Vehicle telematic products and services

Racal Insurance Services Limited (50%)

Insurance services

Satellite Information Services {Holdings) Limited {21.96%)

Satellite communications

1 Principal place of operation — Abu Dhabi
* Held by a subsidiary company

34




Principal Subsidiaries of Racal Electronics Plc

At 31 March 1998

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 stared

Country of incorporation Business activity
The Racal Corporation USA Holding company
Racal Avionics Inc. USA Avionics products
Racal Communications Inc. USA Radio communications
Racal-Daracom Inc. USA Data communications products
Racal-Guardara Inc. USA Network encryption products
Racal Instruments Inc. USA Test and measurement products
Racal-NCS Inc. USA Survey and positioning services
Racal Pelagos Inc. USA Survey and positioning sexvices
Racal Recorders Inc. USA Data and communications recording
Racal Telecommunications Inc. USA Telecommunications services
Racal-Datacom SA France Data communications products
Racal Geodia SA (60%) France Survey and positioning services
Racal-MESL {France) Sarl France Microwave components and sub-systems
Racal Systems Electronigue SA France Test and measurement products®
Racal-Datacom GmbH Germany Data communications products
Racal Electronics Deutschland Holding GmbH Germany Holding company
Racal-Heim Systems GmbH Germany Data and communications recording
Racal Instruments GmbH Germany Test and measurement producrs®
Racal-Datacom SpA Iraly Data communications products
Racal Systems Elettronica Srl Italy Test and measurement products
Nederland Survey Projecten en Apparatuur BV Netherlands Survey and positioning services
Racal-Datacom BV Netherlands Data communications products
Racal Electronics Europe BV Netherlands Holding company
Racal Telecommunications Networks BV Netherlands Managed network services
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 positioning services
Racal New Zealand Limited New Zealand Nerwork services
Saracen Insurance Company Limited Bermuda Insurance services
The Racal Corporation Canada Inc. Canada Holding company
Racal Canada Inc. Canada Radio communications
Racal-Datacom (Canada) Inc. Canada Data communications products
Racal Pelagos Canada Limited Canada Survey and positioning services
Racal Recorders {Canada} Ine. Canada Data and communications recording
Racal Survey Mexicana SA de CV Mexico Survey and positioning services
Racal Asia Limited Hong Kong Darta communications products
Racal Survey (Malaysia} Sdn Bhd (70%]) Malaysia Survey and positioning services
Racal Electronics (Singapore) Private Limited Singapore Data communications products”
Racal Survey {Singapore) Private Limited Singapore Survey and positioning services
Techno Transfer Industries Pte Limited {80%) Singapore Manufacture of remotely operated submersible vehicles
Racal Electronics South Africa Pty Limited South Africa Distributor for group products
Associated companies
China Bohai Racal Positioning People’s Rep. of
and Survey Company Limited (50%) China Survey and positioning services
China Nanhai Racal Posirioning People’s Rep. of
and Survey Company Limited {50%) China Survey and positioning services
Decca Survey {Saudi Arabia) Limited (40%) Saudi Arabia Survey and positioning services
Euroart Advanced Radar Technology GmbH (25 %} Germany Defence radar
International Optical Network LLC {50%) USA Telecommunications services

* also distributor for other group products
T directly owned by Racal Electronics Plc
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Statement of Accounting Policies

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

described below.

I 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 also include the
Group’s share of the results of associated companies. The accounts of
all compantes are made up to 31 March 1998. Where subsidiary or
‘associated companies are acquired during the year, the surplus of cost
over fair value attributed to the assets acquired (goodwill) is transferred
to the goodwill reserve.

3 Turnover

Turnover represents invoiced sales {net of sales related taxes) by the
Group to outside customers and in the case of long term contracts an
estimate of the selling value of work done. In accordance with
Statement of Standard Accounting Practice No. 21, 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 and associated companies, and
assets and liabilities denominated in foreign currencies held by United
Kingdom companies, have been translated at the rates ruling on

31 March 1998. Exchange differences arising on the retranslation 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

period 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 work 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 sheet 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 loss
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.
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8 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 3-10 years
Data and navigation transmitting networks
{excluding freehold land and buildings and
ieasehold premises) 3-21 years

9 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.

10 Start up costs

Start up costs associated with customer networks are amortised against
profits over the period of the contract or a shorter period if it is deemed
more appropriate. Racal’s share of Camelot Group’s start up costs has
been amortised over three years.

Il 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.

12 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 probable that
a liability or asset will crystallise 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 furure.

I3 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.

14 Pension costs

Pension costs, which are periedically caleulated by professionaily
qualified 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 berween pension cost and funding being
treated as 4 provision or prepayment.




Consolidated Profit and Loss Account

For the year ended 31 March 1998

Note 1998 1998 1998 1997 1997 1997
Before Before
reorganisation Reorganisation reorganisation  Reorganisation
costs Costs Total COStS costs Total
£000 £000 £000 £000 £000 £000
1 Turnover
Ongoing operations .....o..veecvveeeeennn, 920,705 830,752
Discontinuing operations...................... 186,761 255,031
Total continuing operations ................. 1,107,466 1,085,783
Discontinued operations ..........vvu........ 36,948 99,213
Total oot 1,144,414 1,184,996
1 & 2 Operating profit/(loss}
Ongoing operations ............covvvveeeonnnn... 115,641 (10,004) 105,637 106,404 {2,673) 103,729
Discontinuing operations {55,438) (3,790) (59,228) (23,667) {48} (23,713)
Total continuing operations................... 60,203 (13,794) 46,409 82,737 {2,723) 80,014
Discontinued operations ....................... (3,465) {(919) (4,384) 3,156 (590) 2,566
Total e 56,738 (14,713) 42,025 85,893 (3,313) 82,580
Exceptional items - ongoing operations
Profit on sale of PrOPErties. ... .cmrmuirmsoee s eereeeeeoee oo 1,045 582
3 Exceptional items — discontinuing operations
Discontinuation of operations including
goodwiil of £108,314,000 written off on acquisitions in
PIiOT FEATS.veeriirieenerriiriieeeeeeesia e g e ey b onas (236,862) -
Cost of fundamental reorganisation........uuucoeweeecovssueseoooooooooeosoo - (28,966)
Exceptional items — discontinued operations
Profit on disposal or closure of operations
including goodwill of £8,378,000 (1297: £400,000)
written off on acquisitions in prior VEALS ittt v s 11,334 2,075
Trading (LoSS)PLOFIT cveue-mvvuiteceeeceemstnesee oot (182,458} 63,271
4 Amounts written Off iINVESEMENTS o.ovvvvvncveeeeereeroees oo 2,052 -
3 Net interest payable ...t 22,670 22,851
(Loss)/profit on ordinary activities before taXation v, (207,180) 40,420
8 Tax on (loss)/profit on ordinary activities wo..mmureeoeeeecvereeennnsses 11,334 8,917
(Loss)profit on ordinary activities after taXation .......o....ovooooo (218,514) 31,503
(Profit)/loss attributable to MHNOLILY INEEIESES vureervvivtieeeeeeeeesvstieneon (118) 275
(Loss)Mprofit on ordinary activities attributable to
members of the parent COMPAILY vttt cerreeecrarae i aae e s s srrssic e eee e s ann o (218,632) 31,778
9 DIVIEIAS oo ettt 17,130 16,910
25 Retained (loss)/profit for the Year.........uwoeooooee oo {235,762) 14,868
10 (77.27)p 11.30p
10 24.97p 24.88p

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 19835, the profit and loss account of the parent company is not published as part of these
accounts. The loss before dividends payable dealt with in the accounts of the Company is £82,506,000 {1997: profit £21,962,000).
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Consolidated Balance Sheet

At 31 March 1998

Note 1998 1997
£000 £000 £000 £000

Fixed assets

126 274

12 Tangible assets...... 432,670 427,773

13 TENTEGTIILEIIES eevveeemesssrsseseremssecsesssrosssesssss b ren s s s T L om0 53,164 46,489
485,960 474,536

11 TtANEIDIE ASSELS crrorvmrcrrsresserrecsssimims s s s st

Current assets
16 SEOCKS 1eer et ssescenemresssarssmssras s arasmsonssns 156,354 198,852
17 Debtors due WIthifl OIE YERL .t sses s st oot 369,122 409,885
81,303 112,098
Cash N EPOSIE 1urvvrceramtsissmsre oo oreors s s e st o 24,562 65,689
Cash at bank and in hand . 93,606 79,321
724,947 865,845

18 Debtors due after more than one year

19 Creditors: amounts falling due within one year ... 368,048 397,714

Nt CUITFEIE ASSEES. ..o correceeessosisrssensssnssessere s srssams st s s 356,899 468,131

Total assets less current liabilities ... 842,859 942,667

20 Creditors: amounts falling due after more than one year ... 412,326 476,154

23 Provisions for liabilities and charges. ... 105,703 18,414

518,029 494,568

324,830 448,099

Capital and reserves
24 Called 1p ShALe CAPItAl e ittt 72,362 71,222
25 SHATE PrETNIUITL ACCOUIE cooumerrerrsronrsss s s st s s 173,665 163,447
25 Capital redemption 1eserve........ 279,325 279,325
25 ReVALUATION FESEIVE .o rtorrsrrevervemsestbairesamesss sttt e e 2,104 2,025
{234,518) (346,356)
31,014 277,393

25 GOOAWIL TESEIVE ooeoerrrriiriirscesiassmsnessseesssassarasns s snnasssassres

25 Profit and loss account....

Equity shareholders’ funds. ... 323,952 447,056
) 878 1,043

Equity minority interests........

324,830 448,099 |

These financial statements were approved by the Board on 18 September 1998 and were signed on its behalf by:

E T HARRISON Chairman o, A
A RWOOD Financial Director
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Balance Sheet

At 31 March 1998

Note 1998 1997
£000 £000 £000 £000

Fixed assets
13 Investments 604,132 735,718

Current assets
17 Debtors due within one year ... 409,034 390,941
18 Debtors due after more than one year.oeeoo 2,984 3,062
5,000 38,350
26,257 575

Cash on deposit ..o,
Cash at bank and in hand

443,273 432,928

19 Creditors: amounts falling due within one b2 § 209,200 182,957

L L 234,075 249,971

Total assets less current liabilities........................___ 838,207 985,689

20 Creditors: amounts falling due after more than one VEAr ..o 294,066 354,720
23 Provisions for liabilities and charges......oo 1,450 -
295,516 354,720

542,691 630,969

Capital and reserves
24 Calied up share capital ..o ‘ 72,362 71,222
23 Share premium account ... 173,665 163,447
25 Capital 1edemprion feSEIVE ..o 279,325 279,325
25 Profit and loss account 17,339 116,975

Equity shareholders’ FUNDS o 542,691 630,969

These financial statements were approved by the Board on 18 September 1998 and were signed on its behalf by:

E T HARRISON Chairman pan UG S
A R WOOD Financial Director
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Statement of Total Recognised

Gains and Losses

For the year ended 31 March 1998

1998 997
£000 £000
{Loss)/profit for the FITIER e T I 0T R ——— R S {(218,632) 31,778
Currency translation differences on foreign currency net INVESTINENTS ©ovveeemseerersesrsssramssseneoress (4,189} (9,470)
(222,821) 22,308
Shareholders’ Funds
For the vear ended 31 March 1998
1998 1997
£000 £000 £000 £000
(Loss)/profit for the FINANCIAL FEAT 11uvcrrerreeessrnssreresreness st {218,632) 31,778
Currency translation differences on foreign currency net inVestments ... (4,189) (9,470}
DHVAAENAS PAYADBLE everreriermrrreesissicssss e btsass s s {17,130) (16,910}
Issue of ordinary share capital 11,358 1,504
Less: amounts received from subsidiary COMPATES 1trmsemraerasssessermsemnssasssmssmrassanisas (6,349) -
5,009 1,504
Goodwill arising on acquisitions, fair value adjustments and investment
received from minority interests {charged)/credited to goodwill reserve.... (4,854} 6,921
Goodwill in respect of businesses sold transferred to the profit and
LOSE BCCOUIIE oreenmerevstsareees esemseesesssseeessarses s o AR R T 8,378 400
Goodwill in respect of discontinuing operations transferred to the profit
ANIE 1SS AOCOUIIE cvern e rervsssemsssereeeseisssrssesss sess s s rr s s SRS e 108,314 -
Net (reduction)/addition to shareholders’ funds.......meonas (123,104) 14,223
Opening sharcholders’ FUNAS oneevere e e eeee s bss s e b s b 447,056 432,833
Closing shareholders” fUnds . 323,952 447,056
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Consolidated Cash Flow

For the year ended 31 March 1998

Statement

Note 1998 1997
£000 £000 £000 £000
26 Net cash inflow from operating activities ..., 121,445 140,415
27 Returns on investrments and servicing of finance ... (23,805} (22,639}
Taxation
UK corporation 1ax paid . s {15,729) (7,073
Overseas tax (paidlfreceived ..o {1,680) 6,056
(17,409) {1,017)
28 Capital expenditure and financial INVeSEMENt .. ccciiniirisecs e (118,514) {125,569}
29 Acquisitions and diSPOSalS.. ... s s 77,681 6,950
Equity dividends Paid ... st {16,937) (16,890}
Cash inflow/(outflow) before use of liquid resources and financing .. 22,161 (18,750)
Management of liquid resources
30 Decrease/(increase) in cash on deposit. e 40,727 {5,123)
Financing
Issue of ordinary share capital ... 5,009 1,504
Issue of shares to minority interests.. - 373
Net {decrease)fincrease in amounts borrowed . (56,117} 12,319
Capital element of finance lease/hire purchase payments (16,161) (13,775)
Net cash (outflow)/inflow from finanCing ... {67,269) 421
Net decrease in cash in the year ... (4,381) (23,452)
Reconciliation of net cash flow to movement in net debt
30 Decrease in cash in the year... . (4,381} (23,452)
30 Cash outflow from decrease in debt and lease fmancmg 72,278 1,456
30 Cash (inflow)outflow from (decrease)/increase in
liquid resources.. (40,727) 5,123
27,170 {16,873)
Loans and finance leases acquired with subsidiaries..........co - (2,298)
30 New finance leases... (670} (12,187)
30 Finance leases termmated 335 -
30 Finance leases disposed w1th subs:dlarles 10 -
30 EXChange MOVEMENE . eceiiisiisins e ios e saesss s s s sicbiss st nenas 4,979 15,994
31,824 (15,364)
30 Nert debt at start of year {339,453) {324,089)
30 Net debt at end Of YEAr . oo e s iarsones (307,629) (339,453)
30 Net debt at end of year
Loans... eeereeaeeeeennratiates {298,880} {361,855)
Bank overdrafts {(30,374) {10,133}
Cash on depos1t . 24,562 65,689
Cash at bank and in hand 93,606 79,321
Net borrowings.... (211,086) (226,978)
Obligations under fmance leases ............................................................... (96,543) (112,475)
AL a8 L] o OO O PP O TP (307,629) (339,453}
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Notes on the Financial Statements

| Turnover, operating profit and net assets
a) Divisional analysis External Operating
and inter~  profit before
External divisional reorganisation Reorganisation Qperating Net
turnover turnover costs costs profit assets
1998 1993 1998 1998 1998 1998
£000 £000 £000 £000 £000 £000
Defence Radar and AVIONICS ... e ieessressssrssssenens 226,083 226,083 23,324 (1,074) 22,250 81,319
Radio CommuniCations ...........veveeecvemsesssesceeeecnsrarasnas 134,045 134,045 (3,918) (4,006) (7,924) 93,823
Defence EIECIIOMICS ..o eereeeeeeeeeeee e reversessessssesssenns 360,128 360,128 19,406 {5,080) 14,326 175,142
TeleCOMMUNICALIONS SELVICES uevuueimcneervrererrerereenerassensns 270,697 272,544 38,277 {2,473) 35,804 199,467
Industrial Electronics 289,880 293,748 39,733 (2,135) 37,598 130,157
Associates - - 21,817 - 21,817 34,016
Corporately funded Research and Development ...... - - (3,425) - (3,425} 4,566
Allocations to discontinuing/discontinued
OPCLATIONS 1vvrrarsrnarrarnsrissscmn seevesnessresstsssssmsssssemmn eensesreess - - {167) {316) (483) 11,701
Total ongoing OPerations ... e e reesseeenns 920,705 926,420 115,641 (10,004) 105,637 555,049
Discontinuing OpPerations .......wesersiiie vecevervasseres 186,761 186,786 (55,438) {3,790} (59,228) 86,570
Total continuing opPerations ... e oeeeeseereorennes 1,107,466 1,113,206 60,203 (13,794) 46,409 641,619
Discontinued Operations. ... eereo e ceeerersvsresrsssssss 36,948 36,949 (3,465) {919) {4,384) -
TOtAL st ettt sae it e e e r s ar s b e eeecns 1,144,414 1,150,155 56,738 {14,713) 42,025 641,619
External Operating
and inter- profic before
External divisional  reorganisation Reorganisation Operating Net
turnover turnover costs costs profit assets
1997 1997 1997 1997 1997 1997
£000 £000 £000 £000 £000 £000
Defence Radar and Avionics... 210,784 210,787 24,336 {388) 23,948 77,381
Radio Communications........c.cceevevenn. 140,307 140,307 (3,206) {903) (4,109) 102,284
Defence EIctronics .o ressscesares e eeee e 351,091 351,094 21,130 (1,291) 19,839 179,665
Telecommunications SErvices. ... 260,064 261,830 43,741 (653) 43,088 133,386
Industrial BleCtronics. .........ouereeemsiesecscceeeresrseesisnesereenns 219,597 224,322 24,102 (370) 23,732 117,630
ASSOCIALES 1ravrarisnssin e v reamsssssaresesseetseetcs ressrrrarsssartsasbsra s - - 18,769 - 18,769 27,912
Corporately funded Research and Development ...... - - (3,839) 4 (3,835) 4,203 |
Allocarions to discontinuing/discontinued
OPELATIONS . ooeeriririsrsrssctsarisstcse e eeseems s sesesss st snesssems s veaes - - 2,501 (365) 2,136 15,261
Total ongoing operations ..... 830,752 837,246 106,404 (2,675} 103,729 478,057
Discontinuing Operations ........o..eoveeeovrrsesersecereseeanas 255,031 255,961 (23,667) {48) {23,715) 188,670
Total continuing Operations...........ooveeeeeececercecveresnns 1,085,783 1,093,207 82,737 (2,723) 80,014 666,727
Discontinued Operations. ... it coseeneee 99,213 99,213 3,156 (590} 2,566 26,764
TOtal ot 1,184,996 1,192,420 85,893 (3,313) 82,580 693,491
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<)

Turnover, operating profit and net assets (continued)

b) Geographical analysis by origin External Operating
and inter-  profit before
External regional reorganisation Reorganisation Operating Net
turnover turnover costs COSts profit assets
1998 1998 1998 1998 1998 1998
£000 £000 £000 £000 £000 £00¢
United Kingdom.................. 716,482 757,465 101,122 (9,335) 91,787 482,537
Rest of Europe.......... 39,848 41,910 2,133 (186) 1,947 8,615
The Americas......... 127,465 131,777 8,678 {363) 8,313 41,452
Asia and Australasia.......... 33,167 43,195 3,947 {65) 3,882 20,546
ASFICA 1ttt et 3,743 4,979 (239) (53) (292) 1,899
Total ongoing OPELAIONS vvveveeecevesiras e 920,705 979,326 115,641 (10,004) 105,637 555,049
Discontinuing operations ........ 186,761 194,136 {55,438) (3,790 {59,228) 86,570
Total continuing operations..........ooo.ovoooovoveoo. 1,107,466 1,173,462 60,203 (13,794) 46,409 641,619
Discontinued operations.........oooovoeeeeooovoieooo 36,948 44,877 {3,465) (919) (4,384) -
TOtAL e e 1,144,414 1,218,339 56,738 (14,713) 42,025 641,619
External Operating
and incer- profit before
External regional  reorganisation Reorganisation Operating Net
turnover turnover costs costs profit assets
1957 1997 1997 1997 1997 1997
£000 £000 £000 £000 £0Q0 £000
United Kingdom..... 671,945 710,29¢ 101,219 (2,473} 98,746 415,478
Rest of Europe, 31,500 34,044 5 (137) (132) 15,193
The Americas....... 84,166 87,928 3,695 7 3,702 29,396
Asia and Australasia.. 39,052 45,334 1,560 {43) 1,517 17,156
SN {1 U 4,089 4,349 (75) (29) {104) 834
Toral ongoing operations ............ 830,752 881,951 106,404 (2,675) 103,729 478,057
Discontinuing operations ...... 255,031 268,751 [23,667) {48) {23,715) 188,670
Total continuing operations..........o.oweeneooooooo 1,085,783 1,150,702 82,737 {2,723} 80,014 666,727
Discontinued operations ... ..veovoeeoeovesroosoo 99.213 116,861 3,156 (590} 2,566 26,764
TOtAL ittt s e 1,184,996 1,267,563 85,893 (3,313) 82,580 693,491
Geographical analysis by destination Turnover Turnover
1998 1997
£000 £000
United Kingdom ..o 546,695 501,875
Rest of Europe... 92,243 78,249
The AMEFICAS curececeeeeeeceevsveeee oo 163,561 118,731
Asia and AUSTIAlASIA oot eoeoeeeesoeose 92,718 108,033
Africa...ouninenn... 25,488 23,864
Total ongoing operations..........ooooeeccvmroesnre s 920,705 830,752
Discontinuing operations................. 186,761 255,031
Total continuing operations .......ooveeveeesvon.... 1,107,466 1,085,783
Discontinued operations ................ 36,948 99.213
TOAL bt et s e eeeoee 1,144,414 1,184,996
43




Notes on the Financial Statements

! Turnover, operating profit and net assets (continued)

d) Net assets
Net assets employed are reconciled to the consolidated balance sheet as follows: 1998 1997
£000 £000
Equity shareholders’ funds 323,952 447,056
Equity minority interests 878 1,043
Provisions £or lAbilities and CRATEES ..ccrmmmrrrrssesmar satsssrass s sy e s s st 105,703 18,414
Net bOrrowings (PAZE ALY oirceremmiusrersecsseasasssitasarsss s ot s s e sttt 211,086 226,978
641,619 693,491

2 Operating profit
Total
Ongoing Discontinuing continuing Discontinued

operations operations operations operations Total
1998 1998 1998 1998 1998
£000 £000 £000 £000 £000
Turnover 920,705 186,761 1,107,466 36,948 1,144,414
Cost of sales... 684,627 155,109 839,736 27,600 867,336
GIOSS PLOFITarsceiitariesrisismrrsssens e siabams st st 236,078 31,652 267,730 9,348 277,078
Selling and distribution costs.. 65,916 52,678 118,594 8,087 126,681
AdMINISEIAtIVE EXPEISES corveremirenrressenenrermsitbasms st st bsiases s 86,801 38,202 125,003 5,645 130,648
83,361 (59,228) 24,133 (4,384) 19,749
Share of profits of associated COMPANIES.comverurmenrissriirirecseseos 22,276 - 22,276 - 22,276
Operating PIOFIL eommemrtirans e renses bt b sans ety st 105,637 {59,228) 46,409 (4,384) 42,025

The figures for ongoing operations include the following amounts relating to acquisitions in the year:
Turnover £2,770,000, cost of sales £2,398,000, gross profit £372,000, selling and distribution costs £93,000, administrative expenses
£140,000 and operating profit £139,000.

Total

Ongoing  Discontinuing continuing  Discontinued
operations operations cperations operations Total
1997 1997 1997 1997 1997
£000 £000 £000 £000 £000
TULTLOVET covveeeereermnessrasrrmscesersesness 830,752 255,031 1,085,783 99,213 1,184,996
Cost Of 5al€8 mirecrearirrrmeeenannas 608,356 190,152 798,508 67,747 866,255
Gross Profit... o 222,396 64,879 287,275 31,466 318,741
Selling and distribution costs 58,247 63,006 121,253 16,763 138,016
Administrative expenses 79,384 25,588 104,972 12,629 117,601
84,765 (23,715} 61,050 2,074 63,124
Share of profits of associated COMPAIES 1 1vrssenerensennrisrincoss 18,964 - 18,964 - 18,964
103,729 (23,715) 30,014 2,074 82,088
Prior year provisions utilised i - - - 492 492
OPperating Profit . e st 103,729 (23,715) 80,014 2,566 82,580
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2 Operating profit (continued)

Operating profit has been arrived at after: 1998 1997
£600 £000

Directors” emoluments excluding pension costs (Page 28) .. 2,354 2,201
Auditors’ remuneration .. 1,198 1,263
Payments made to audltors in respect of non- audlt work UK onl)r {see Nol:e below) 148 466
Depreciation of tang1ble fixed assets:

Own assets .. 57,654 52,410

Finance leased assets . " 15,199 15,763
Amortisation of know how 148 62
Research and development:

Ongoing operations............... 36,607 38,363

Discontinuing operations ..... 26,881 36,218

Discontinued operations........ 1,554 4,323
Reorganisation COStS ... wa 14,713 3,313
Payments under operating leases:

Land and buildings.....cccvien. 15,461 17,022

Other assets.. . 19,766 13,805
Receipts under operating leases 9,063 11,419

Note: Total payments made to audirors in respect of non-audit work was £180,000 (1997: £528,000). Of this amount £32,000
(1997: £62,000) related to work on disposal of businesses and acquisitions and has been included as a reduction in the proceeds of
the sale of businesses or included in the consideration paid for acquisitions.

3 Discontinuing operations — exceptional items
The exceptional costs relating to discontinuing operations are analysed as follows:
Costs
incurred Provisions Total
£000 £000 £000
Data Communications

Fixed as5ets WEILEETL OFF oooviiiiieeeeee it e e e e e e ee st et s s rbar b srarears sresrnvans sms smsee e ansanemsesen e 4,119 188 4,307
SEOCK WEIEEIL Offrceieceieei et eee et st sse s sasasans 20,304 - 20,304
Loss on sale of finance 16ases ....ciccininiavneves e 4,652 - 4,652
Other assets written down 2,937 325 3,262
{Profit)/loss on sale of properties... (522) 124 (398)
Severance and other personnel related COSLS .. 3,668 5,885 9,553
Other items.. . 4,832 6,426 11,258
Provision for loss on dlsposal - 64,420 64,420
39,990 77,368 117,358
Provision fOr LOSSes 1998/ .. ettt eesoesret e s s em e s s e s et i bR R e - 9,504 9,504
39,990 86,872 126,862
Goodwill written off on acquisitions in Prior YEATS ... s 107,002 - 107,002
TOTAL cuiivarairairserser s v e ece e et ec e et et sae e e e e se st ee e st em sm smSea s £ £m em £ e e e e AR R R bbb 146,992 86,872 233,864

Other discontinuing operations
Other items.. 1,686 - 1,686

Goodwill written off ON ACQUISIHIONS 1ML PLIOF YEATS troeririreeemareseseninsemsemsseeesesems e ceseac 1,312 - 1,312
TTOTAL e ier e cee e se e e e s e s r s e e e oot e e s ek RS RS E R R s et e 2,998 - 2,998
149,990 86,872 236,862

4 Amounts written off investments

The prior investment of £2,052,000 in the PayPoint service activity through Utilities Consortium Limited was converted into preference
shares in Utilities Consortium Limited as a result of a capital restructuring during the year. Although the preference shares may be
redeemed in the future it was felt prudent to write off the investment.
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5 Net interest payable 1998 1997
£000 £000 £000 £000
Inrterest payable:
Bank overdrafts, loans and other borrowings repayable within five years ....... 23,603 23,494
Loans and other borrowings repayable wholly or in part after five years ........ 138 212
Finance charges on hire purchase contracts and finance leases.......cccoeoveeevrennene 8,256 9,388
31,997 33,094
Less interest receivable:
Loans and deposits.....ccooeceecnenee (4,813) {6,203)
Finance leases ...rrirnmiimeririie (4,514) {4,040)
(9,327) (10,243)
22,670 22,851
6 Employees 1998 1997
Number Number
a) Average number of employees
UTTEE KIMEAOM 1.ttt et ee et ee e eem s es res e canesees e e rbm £ cae b rem S48 e 44 b 0384 S b BE St et ha b Pt b et 9,443 10,020
VI SEAS v vt rrsstrrastarisb s s e as b s s sar e sabreer bm g b bns 12 b T e 474 m4 v BT 1 T4 PSP EAE YA T HeA T 4eA PR EYARe S E Y LA T EEARY 1R TR RS LRy SRR TR LTSRS TR YR TR T e eneer R vrtes 3,471 4,230
12,914 14,320
£000 £000
b) Staff costs (including directors)
Wages and salaries....cooevinincenene 350,168 362,305
Socizal security coOsts.....memrerannn. 28,938 34,255
PENISION COSBES .uiiirieeiimeiureeriraeessassasasassessessases sassarbesssasssas sasasbssas esisntsersssesates sat sartesssesosbessamesbesessans sman ssasseesanns sansssarsaessemsanean 17,130 15,254
396,236 412,314
7 Directors’ emoluments
Details of emoluments by individual director are set out in the Report of the Remuneration Committee on page 28,
8 Tax on (loss)/profit on ordinary activities 1998 1997
£000¢ £000
Tax on (loss)/profit on ordinary activities was:
United Kingdom
Corporation tax at 31% (19971 3370} i s e e e s e b 1,431 2,992
Deferred taxation......ccocee.e.. 840 6,281
Associated companies 6,687 6,327
8,958 15,600
Overseas
Current taxation . 2,617 (6,776)
Deferred raxarion.., (312) 41
ASSOTIATEA COTTIPANERS. 11vvvruvomvenssrescasieie s ors s e et ot sms o s e s s e s ns o1 s s s s 8288128 s s i s e s e e 71 52
11,334 8,917

The charge for United Kingdom corporation tax has been decreased by £6,812,000 (1997: £5,467,000) as a result of capital allowances

being greater than depreciation for which no provision has been made.
No tax arose in respect of the profit on sale of properties and profits on disposal of operations (1997: £nil).

A further liability to taxation would arise if the rerained profits of overseas subsidiaries were distribured.
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9 Dividends

1998 1997

. . £000 £000
Dividends on equity shares

First interim 2.1p Paid {1997: 2.1D) oo ciccveiririsss e cmseeses s ssssesss st semeeneseeeessssossasesssetaeeenseeeeeessessesea s es e eeemeeees 5,941 5,914

Second interim 3.9p declared (1997: nil) 11,189 -

Final nil (19971 3.9D) v nesst oo - 10,926

17,130 16,910

to (Loss)/earnings per share

i) (Loss)earnings per share has been calculated by reference to the average of 282,936,814 (1997: 281,327,0035) ordinary shares of
25p each in issue during the year based on the consolidated loss of £218,632,000 (1997: profit £31,778,000) after deducting taxation
and profits attributable to minority interests.

There would be no material dilution of earnings per share if the ourstanding share options were exercised.

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

1998 1998 1997 1997
Attributable Earnings Axtributable Earnings
profits per share profits per share
£000 p £000 P
Consolidated (loss)/profit and {loss)earnings per share ..o.oocoooeeeeeeeenen.. (218,632} {77.27) 31,778 11.30
Adjustments:
Profit on disposal of businesses ......co.oooveeeeveeoeeenen. {11,334) {9,073)
Discontinued operations........u.... 4,384 (2,566)
Taxation on discontinued OPerations...........occeeeveveeeeee e e enrereene 490 1,043
Discontinuing operations ... ceeeeceeesnreninss 59,228 23,715
Discontinuing operations — exceptional items............ 236,862 -
Taxation on discontinuing OPErations ............coevceeceece e ccssveesaranns (2,412) (227)
Cost of fundamental 1eorganisation. ... coscs e - 28,966
Taxation on cost of fundamental reorganisation. ... .o eceeerevveennn. - (3,636)
Amounts written off INVEStIMENtS. ...o.vveiie et e 2,052 -
Adjusted consolidated profits and adjusted earnings per share............ 70,638 24.97 69,998 24.88

The adjusted earnings per share has been shown for the ongoing operations to give an understanding of the base for the future.

11 Intangible fixed assets

Know how
Cost £000

Balance 1 April 1997. 590
Exchange movement .. (26)
Additions......c.u.... 206
770
DisPOSal OF BDUSIIESSES, vrrrerisrertmsinsemsceeas et set e ces e s rase bt et saee e s e es s s s sses e e e ee e eeeeeeesee st setsesnsae (339)
Disposals and write offs ... (161)
Balance 31 MArch 1998 oo str st b sms st et ee e oee e et et e e oo e e et ee e oot et et et e eeseeneseesen 270
Aggregate amortisation
Balance 1 April 1997 ..cvvivivovivisccecenee. 316
Exchange movement ...cccocovvvvvnrennne.. {16)
Charge for the year ...t 148
448
Disposal of businesses.... (167)
Disposals and write offs ....... (137)
Balance 31 March 1998............ 144
Net book value
BT MIALCH 1998 ittt e asaee e et e et e R84 S et et et e e oo et e AR RS e e e e e eeeeeee oo eeeeeen 126
31 MAICH 1997 oottt sesas et e bt A5 e 180488148 et e e et oo oo r e A28 eSS e e oo e oo eeeneeeeee e eeen 274
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Tangible fixed assets

Plant
machinery Data and
furniture Eguipment navigation
Freehold Leasehold premises and on lease  transmitting
premises Long term Short term vehicles or hire networks Total
£000 £000 £000 £000 £000 £000 £000
Cost or valuation
Balance 1 April 1997......onvnirnne- 104,454 8,250 10,146 390,101 23,520 360,859 897,330
Exchange movement........coovmvreens (1,407) (647) (93) {7,517) (701) {710) {11,075)
Additions at COSt ...ocuienriminmenneies 4,069 113 1,437 44,328 9,024 71,210 130,181
Reclassifications to stock... - - - - {34) — (34)
Disposals 4t COSt.u . nmaananimirerieens {50,417) (499) (1,420) (26,144} (15,671) {5,632) (99,783)
Disposal of Businesses ... (1,590) -~ (372) (14,410} an - (16,372)
Assets written Off ..ocivnicriranenns (241) - (1,134) (34,577) - - (35,952)
Reclassification of assets...uewceeas 2,054 (2,054) (462} (2,840) 3,602 (300) -
Balance 31 March 1998.....iiinn 56,922 5,163 8,102 348,941 19,740 425,427 864,295
Aggregate depreciation
Balance 1 April 1997.eiereeeen. 28.526 2,206 5,807 279,840 20,396 132,782 469,557
Exchange movement.......... (456) (165) (65) (4,529) (624) {650} (6,489)
Charge for the year.....ccoeomeens 2,951 120 676 33,129 1,378 34,797 73,051
Reclassifications to stock ...ieceviinns - — - - (18) - (18)
Elimination on disposals......ccee.. {23,102) (176) {941) (24,035) (10,552} (4,707) (63,513)
Disposal of businesses -...ocouvuvenne. (253) - (218) (8,945) - - (9,418}
Assets written off ..o eiiiriiinins (81) - {1,092) (30,372) - - {31,545)
Reclassification of assets ... 1,253 (1,253) (157) {3,067) 3,481 {257) -
Balance 31 March 1998................. 8,836 732 4,010 242,021 14,061 161,965 431,625
Net book value
31 March 1998 .. viiinimrieeenees 48,086 4,431 4,092 106,220 5,679 263,462 432,670
31 March 1997 ..iciicrmcemniians 75,928 6,044 4,339 110,261 3,124 228,077 427,773

The net book value of the Group’s tangible fixed assets includes £85,222,000 (1997: £101,495,000) 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.

Premises, data and navigation transmitting
networks are analysed as follows:

AL COSE rnnnirrrmeme s ssasnaanane
At valuation in 1982 ....covrieeene

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

31 March 1998

CCOSE < oiriemsurersneems et emssanssesseecs ser st et sasRaES boeoe e e et d e e eSS AE AR s et
AgEregare dePreCiation ... sreessenssass s e by S
INEE BIOOK VAIIE «ooeteetrasrerrsremmrassessseesssssseoeeestbasbebssmemmss sessbnt s s anssessmnas s b a0 AP S5 s nn b s s e s e et aeE AR AT

31 March 1997

005 onvereeevaveeoeetsasbasasresesraneseaetsmssansessen e nhtA4PASEA LTSS aen S ed SRR R eSS4 LR AL LRSS SR nbe e AR s AR e e
AZETEZALE AEDPTECIALION 1.evureumsisisiasbarrrss o et e sme e 48 FeEL b 88 s AR
Net Book valle .t st s

Data and

Leasehold navigation

Freehold premises —  transmitting
premises long term networks
£000 £000 £000
49,235 4,038 425,387
7,687 1,125 40
56,922 5,163 425,427
55,740 4,896 425,417
9,418 779 161,981
46,322 4,117 263,436
103,402 7,983 360,849
29,154 2,258 132,798
74,248 5,725 228,051
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Fixed asset investments Other Own
Associated companies  investments shares Total
Group £000 £000 £000 £000 £000 £000
Balance 1 Aptil 1997 et 30,264 8,082 8,143 46,489
Exchange restatement . eeeseee e ee e nsiesas {29) (110) - (139)
Reclassification from debtors ... - 657 - 657
Additions.. 798 1,625 466 2,889
VLRI OFf 1rroeevevveverossersssereeseroon - (2,052) - (2,052)
31,033 8,202 8,609 47,844
Share of retained profits for year:
Results for the vear net of tax.... 15,940 - - 15,940
Accounting policy alignments *................. (422) - - (422)
15,518 15,518
Loss allocated to creditors ... 209 - - 209
15,727 15,727
Dividends received .. (9,588) - - (9,588}
Dividend prepaid in prior years.... {819) - - {819}
5,320 5,320
Balance 31 March 1998 ..o 36,353 8,202 8,609 53,164
* Adjustrient requirved to bring the associated companies’ accounting policies in line with the Group’s accounting policies.
Percentage Latest
The principal associated companies in Country of Business Issued equity of issued financial
which the Group has a direct interest are: incorporation activity Class Value equity held accounts
Archer Communications Systems Limited England Radic Ordinary £1,000 30% 31.3.98
communications shares
Camelot Group plet England Lotteries Ordinary £50,000,000 22.5% 31.3.98
shares
Global Telemarics Ple England Vehicle telemaric Ordinary £1,125,000 50% 31.3.98
products and services shares
Satellite Information Services {(Holdings) Limitedt England Satellite Ordinary £22,161 21.96% 31.3.98
communications shares
China Bohai Racal Positioning People’s Rep. Survey and Registered US$800,000 50% 31.3.98
and Survey Company Limited ** of China  positioning services capital
China Nanhai Racal Positioning People’s Rep. Survey and Registered  US$2,600,000 50% 31.3.98
and Survey Company Limited ** of China  positioning services capital
Decca Survey (Saudi Arabia) Limited Saudi Arabia Survey and Ordinary SR.1,000,000 40% 31.3.98
positioning services capital
International Optical Network LLC** USA  Telecommunications Common US$1,000 50% 31.3.98
services stock

t Interests beld by Racal Electronics Plec.

** The vesults of these companies brought into the consolidated acconnts are derived from audited accounts to 31,12.97 and manage-
ment accounts for the three months to 31.3.98.

Other investments includes an investment of £6,765,000 in Concentric Network Corporation, a company incorporated in the USA. This invest-
ment was sold during the period 28 April to 12 May 1998.

Company

Balance 1 April 1997 it me e e e e
Additional investments in certain subsidiary companies.............
ADAITIONS e e et e e seeme e sasense s srs s s e e ek bR

Written off vuvvvvvcceeceiceee e

Provisions for permanent diminutions in value ........cnieeee

Balance 31 March 1998

Subsidiary Associated Other Own
companies companies investments shares Total
£000 £000 £000 £000 £000
691,419 35,062 1,094 8,143 735,718
1,500 - - - 1,500
- - 958 - 958
692,919 35,062 2,052 8,143 738,176
- - (2,052) - (2,052)
(131,992 - - - (131,992)
560,927 35,062 - 3,143 604,132

Details of the principal subsidiaries are given on pages 34 and 35.
Fixed asset investments are carried at cost less any provision for permanent diminutions in value. The cumularive provision for permanent
diminutions in value is £176,898,000 (1997:£44,906,000).

Own shares relates to two Employee Share Ownership Trusts (Note 15).
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Camelot Group plc

Due to the significance of Camelot Group plc to the Group’s results additional information is provided in this Note on the results of
Camelot Group ple and its balance sheet. This can be summarised as follows:

1998 1997

£m £m £m £m
TOTAL tUINOVEL ervinirirrrereinrensinsisasesesssscsmnsarsssssns rasesessanssrssesemss smens s ssasans snsspasmemssnmnsas s ans 5,513.7 4,723.0
Total profit before raxation ... 80.9 70.8
Accounting policy aligRments ¥ ... e {6.3) {10.1)
Adjusted total profit before taxation.. 74.6 60.7
Total depreciation charge ... 22.5 3.2
Total fixed assets . 70.0 85.9
Total current assets . 444.2 434.3
Total liabilities ......covcn.. 369.2 403.4

The Group’s share of the adjusted total profit before taxation was £16.8 million (1997: £13.7 million}.

* Adjustment required to bring the accounting policies of Camelot Group plc in line with the Group’s accounting policies.

Own shares

The Company has established an Employee Share Ownership 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. 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 1998 the number of shares held by the Trust totalled 3,149,000 shares with a nominal value of £787,250

(1997: 3,149,000 shares with a nominal value of £787,250) and the cost of such shares amounted to £8,143,000 (1997: £8,143,000).
These shares, whilst legally not the property of the Company, have been included in fixed asset investments as shown in Note 13.

The market value of these shares at 31 March 1998 was £10,691,000.

During the year, the terms of this Trust were amended so that the Trustee could subscribe for the Company’s ordinary shares and so that
such shares could be used to satisfy options granted under the terms of the Share Option Schemes referred to above together with options
to be granted under the terms of the Racal Share Savings Plan {1990). These amendments do not apply to those options granted under the
Racal Share Savings Plan {1990) in Qctober 1992 as the Company had established a Qualifying Employee Share Ownership Trust
{QUEST) to operate in conjunction with those options. As at 31 March 1998, 159,948 shares were held by the QUEST. The cost of these
shares was £466,000 and their market value at 31 March 1998 was £543,000.

Stocks 1998 1997
£000 £000
Raw materials and components.. 46,040 79,393

Work in progress .cceeerncrereans 73,605 63,776
Finished goods stock....oeervniconceenne 42,013 59,190
161,658 202,359
LESS PLOZIESS PAVITLEIIES (. oeimcmensememeeecseeseosseeesos se e so e 1o s emos ne oo smems se e o se oo ros b s s b S A S edods 48 A b P E b0 e EbA b bsa bbbt b rar e 5,304 3,507
156,354 198,852

Work in progress and progress payments include the following in respect of long term contracts:
Net COSE 1658 FOreseEable IOSSES uoiiiiiiriciireereeerreere s eees et esassmeserramsesams se e ns ses esss emmetos e sens ea et nte anegec ans£emssnecemssom 6,934 7,427
Less applicable payments 0f ACCOUNT .ot sens s sess e sersesrans s emsss seas s st sems e s enssmns s s snms e 2,642 2,654
4,292 4,773
Debtors due within one year 1998 1998 1997 1997
Group Company Group Company
£000 £000 £000 £000
Trade debtors.....cciviiinieens 235,102 - 255,304 -
Debtors — finance leases..... 5,801 - 29,634 -
Amounts owed by subsidiaries ....... - 399,710 - 378,686
Amounts owed by associated companies .. 4,616 - 5,778 262
Other debtors... e 44,253 3,554 28,271 9,439
Amounts recoverable 0N CONTATES oo riricee e e e et e e 37,758 - 41,258 -
Taxation recoverable ... 433 4,785 881 -
Prepayments and accrued IECOIME ... oo et e e e e e snee e 41,124 956 48,429 2,361
Interest receivable. oo s 35 29 330 193
369,122 409,034 409,885 390,941

The aggregate amounts receivable during the year in respect of finance leases were £33,209,000 (1997: £38,321,000).
The cost of assets acquired during the year for the purpose of letting under finance leases was £8,332,000 (19297 £28,177,000).
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18 Debtors due after more than one year 1998 1998 1997 1997

Group Company Group Company
£000 £000 £000 £000

TEAAE AEDLOLS ooeereerirctsrscmceeeeesme e sesbasbasssmeems ieseaams se s b s e e rm s sm s g2 st 696 - 82 -
Debtors — finance leases.......... 9,663 - 49,610 -
Other debtors..ccemeciranens 3,708 187 8,746 313
Amounts recoverable On CONTLACES o e 10,250 - 5,612 -

TaxXation reCOVETADLE v e ecee i arirms ier et sss s et b e st 260 - 299 -
- 2,797 - 2,749
56,726 - 47,749 -

Advance COTPOrALION TAX ouumirmrmsstinrimems s s rms it

Prepayments and accrued income ...oovee.e..

81,303 2,984 112,098 3,062

19 Creditors: amounts falling due within one year 1998 1998 1997 1997
Group Cotmmpany Group Company
£000 £000 £000 £000

1,425 - 3,597 -
. 30,374 66,388 10,133 23,500

TEAAE CLEQIEOLS veeemetssrens eseassensssescsasssirssmsonsessasbasamse o e b g s st s e s b g2 128,591 - 149,520 -
Amounts owed to SUBSIAIATIES .ooiviviece ettt sty s - 123,847 - 134,649
17 - 3 -
35,200 - 34,541 -
CULTCOE GOTPOTATION LAX -oxorevvseerersrosssssstrsssorsstss s snss b b oot 15,634 6,701 26,406 9,762
13,403 - 15,432 -
22,946 - 26,040 32
9,631 73 21,009 75

Accruals and deferred INCOME .onioiee i e e e st et 98,754 204 95,857 1,757
884 798 2,323 2,186

- — 1,829 -
11,189 11,189 10,996 10,996

Loans {Note 22) ............
Bank overdrafts .

Amounts owed to associated companies

AQVANICE TECEIPLS +ovrreaermarmsemeimtrssssees e ssssae e o482 0 e a0

Obligations under finance leases (Note 21)

Other taxes and social security costs....e

Other creditors ..oceeeeeeees

Interest PAYable oot
Deferred purchase consideration ...
DIVEAENA iivvraereee et e it e et s s

368,048 209,200 397,714 182,957

20 Creditors: amounts falling due after more than one year
1998 1998 1997 1997
Group Company Group Company
£000 £000 £000 £000

297,455 294,066 358,258 354,720
19,029 - 1,627 -
112 - 33 -
83,140 - 97,043 -
5,844 - 11,016 -
6,739 - 8,177 -

Loans (INOE 22} .ot s s

AQVALICE FECEIPTS wevrourmramrincsimes st ssrsasracscmsssarsessmsensbasasnsos

COrPOLATION TAX oorvecersrasrem et siara st saees
Obligations under finance leases (Note 21}
Orther creditors ..o

Accruals and deferred income..............

412,326 294,066 476,154 354,720

21 Obligations under finance leases 1998 1997
£000 £000
Obligations under finance leases fail due as follows:
(a) berween one and TWO YEATS wrcrce s st 13,880 16,280
28,997 39,294

40,263 41,469

(b} berween two and five years......

(¢} in more than five years......comeninnnns

83,140 97,043
13,403 15,432

(d) in one year or Less e

96,543 112,475
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22 Loans 1998 1998 1997 1997
Group Company Group Company
£000 £000 £000 £000
Bank loans
Repayable other than by instalments within five years:
Unsecured multi-Currency IOAns .. .oocmveeeereerecsrsonssssseesos e oo 294,066 294,066 354,720 354,720
Repayable by instalments:
Unsecured loans repayable within five years ... vooosise o, 1,265 - 2,575 -

Secured loans repayable 1998/2011 with interest at rates
between 6%:% and 9% (secured by charges on buildings,

PlADE AN ASSEES}.ercorrrerenreremrsresassststee e eee e ressecereeesesvens s st ses e s 3,549 - 4,560 -
298,880 294,066 361,855 354,720
Repayment of the above falls due as follows:
(a) betweert one and tWO FEALS wovvueveeeeece e ee oo 294,716 294,066 355,872 354,720
(b) between two and five years.........c....... 1,312 - 610 -
{c} in more than five years........cccocevernn.. 1,427 - 1,776 -~
297,455 294,066 358,258 354,720
(d) in ONE FEAL OF LS5 wrrevrieieieie et e crs sttt e s e s e 1,425 - 3,597 -
298,880 294,066 361,855 354,720
23 Provisions for liabilities and charges
Group Group Company
Deferred Other Group Other
taxation provisions Total provisions
£000 £000 £000 £000
Balance 1 April 1997 ..o 18,414 - 18,414 -
Exchange restatement............ (63) - (63) -
Profit and 1085 G0COUNT . irrriresiritce oo eseeeeeee oot seeeras oo es oo oo eoeoen 528 86,872 87,400 1,450
Inerease in the amount of advance corporation tax recoverable on
dividend offser against United Kingdom deferred taxatiornt ......oo.......... (48) - (48} -
Balance 31 March 1998 ..ot eeee ettt 18,831 86,872 105,703 1,450
Deferred taxation
Group 1998 1998 1997 1997
The provision for deferred taxation calculated Amount Potential Amount Potential
on the liability method is as follows: provided liability provided liabilicy
£000 £000 £000 £000
Accelerated capital allowances in the United Kingdom ....coeeoececeeverov.. 5,481 19,996 5,811 14,545
Timing differences relating to pension surpluses allocated to the
Racal Telecommunications Shared Cost Section of the Railways
Pension SCHEMIE ..ot e e e re oo 8,844 8,844 8,844 8,844
Other timing diffEreroes v oo e eee oo oo se s 7,303 7,303 6,508 6,508
21,628 36,143 21,163 29,897
Less advance COTPOTAtION TAX - .uiimieeeceieeoesererseeneeeeeseessesssses oo oo ees oo 2,797 2,797 2,749 2,749
18,831 33,346 18,414 27,148

24 Called up share capital
At 31 March 1998, the authorised share capital of the Company was £400,000,000 in ordinary shares of 25p each (1997: £400,000,000
in ordinary shares of 25p each).

The issued share capiral of the Company, all of which has been allotted, called up and fully paid, as at 31 March 1998 was
£72,361,925.75 in ordinary shares of 25p each {1997: £71,222,079).

In August 1997, an issue of 192,261 ordinary shares (nominal value £48,065.25) was made at an effective price of 237.6p per share to
shareholders who elected to receive such ordinary shares in licu of the cash payment of the final dividend.
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24

Called up share capital (continued)

Allotments totalling 209,150 ordinary shares {nominal value £52,287.50) were made during the year in accordance with the rules of the
Racal Share Option Scheme 1992. During the year, the Company amended the terms of its existing Employee Share Owmnership Trust as
referred 1o in Note 15. Of the 209,150 sharcs referred to above, 152,175 shares were subscribed for by the Trustee at a total market value
of £422,000. Of this amounr, £191,000 was received from employees and £231,000 from the Company’s subsidiaries. The option prices
paid by the participants for the shares were as follows:

50,075 shares at 114p per share
159,075 shares at 130.5p per share.

Altorments totalling 4,097,980 ordinary shares (nominal value £1,024,495.00) were made during the year in accordance with the rules

of the Racal Share Savings Plan (1990). During the year, the Company established a further employee trust, the Racal Electronics QUEST,
for the purpose of acquiring ordinary shares in the Company for allocation to employees on the exercise of options granted in Ocrober
1992 under the Racal Share Savings Plan (1990). Of the 4,097,980 shares referred to above, 3,794,777 shares were subscribed for by

the Trustee, Racal Electronics QUEST Limited, a wholly owned subsidiary of the Company, at a market value of £9.9 million and all

but 159,948 of these shares had been allocated to employees, including executive directors, in satisfaction of their options granted under
the Racal Share Savings Plan (1990). Of this amount, £3.8 million was received from employees and £6.1 million from the Company’s
subsidiaries. The option price paid by employees, including executive directors, was 105p per share.

Allotments totalling 59,996 ordinary shares (nominal value £14,999.00) were made to Bradford & Bingley (PEPs} Nominees Limited
during the year at various prices in respect of the Racal Electronics General and Single Company Corporate Personal Equity Plans (PEPs).
The total consideration received amounted to £153,284.,85.

Under the rules of the Racal Share Oprion Scheme 1992, options were ourstanding on 31 March 1998 for executives to acquire
6,089,260 ordinary shares in the Company as follows:

Number of shares Option price Exercise period
2,965,260 130.5p 5 October 1995 o 4 October 2002
= 877,499 114p 8 October 1997 to 7 October 2002
t 714,000 243p 19 July 1997 to 18 July 2004
T 540,000 251p 19 July 1997 to 18 July 2004
T 67,000 231p 19 January 1998  to 18 January 2005
T 1,153,000 270p 13 July 1998  to 12 July 2005
36,000 235p 12 December 2000 to 11 December 2007
614,000 247p 21 January 2001 to 20 January 2008

* These options run in parallel to those granted at 130.5p per share and are not additional thereto. The parallel options are now
exercisable as the earnings per share of the Company has grown over a five year period by at least 10 percentage points more thasn
the Index of Retail Prices bas grown over the same period.

T Shares under option held in the Employee Share Ownership Trust (Note 15).

Under the rules of the Racal Share Option Scheme 1995, an option was outstanding for an executive to acquire 204,000 ordinary shares in
the Company at the price of 275p per share exercisable during the period 18 July 1998 to 17 July 2005. The shares under option are held
in the Employee Share Ownership Trust (Note 15).

At 31 March 1998, 3,149,000 ordinary shares of the Company for use in satisfying the share options granted under these Schemes were
held in an independently managed Employee Share Ownership Trust which was formed to purchase shares in the Company on the open
market. Options have not yet been granted in respect of some of the shares held by the Trust.

Under the rules of the Racal Share Option Scheme 1997, options were outstanding on 31 March 1998 for executives to acquire 1,595,000
ordinary shares in the Company as follows:

Number of shares Option price Exercise period
1,064,000 235p 12 December 2000 to 11 December 2004
531,000 247p 21 January 2001  to 20 January 2005

The excercise 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 Sharc Savings Plan (1990), options were outstanding on 31 March 1998 for employees to acquire 10,290,176
ordinary shares in the Company as follows:

Number of shares Option price Exercise period
266,180 105p 1 December 1%97 to 31 May 1998
10,023,99¢ 198p 1 April 2003 1o 30 September 2003
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25 Reserves

a) Share premium
Balance 1 APFiL 1997 ooocororeeremcoissumssms s o T T A

Premium on allotment of ordinary SHAKES . i st s s

Balance 31 March 1998 i ssseseose s it sisssesseos

b) Capital redemption reserve
BAlance 1 APFil 1997 veiveceecreereeremissssssms st e T o T

Balance 31 MATEh 1998 cuumreumeerveereceeussserssocesssresssore st s sss st 478 1o SR8 T

¢} Revaluation reserve
Balance 1 APril 1997 ottt

Realised on disposals e

ATTIOTEISATIGIL aeemcirisvasvrcemmeseesssrs i rtrabre e sesanmess st babra sy st e ons

Balance 31 March 1998 ..o oecveessscoeeeserrare o birassaseastoss smaes s a8 4474175021200 4TSS 14T SRS

d) Goodwill reserve
BALANCE 1 APEIl TI97 covreceeemuemsumrsootestores e ssesssmebsd s 181 T2
Goodwill ATiSINE ON ACQUISITIONS crivsivreeresvers e serssereasesssssms st bepsa st T

Goodwill in respect of businesses sold transferred to the profit and loss account ...

Goodwill in respect of discontinuing businesses transferred to the profit and loss account....

Balance 31 MATCH 1998 ..o oiueersereoreesricasrisisssass s sesms oo s 38 AL AL

Group Associated
companies companies

e) Profit and loss account £000 £000
Retained profits 1 April 1997 it st s s 258,347 19,046
Retranslation of net assets of overseas subsidiary and

ASSOCIALE COMPATILIES <uuvermerseesisrasnssesssrassee s cibsan srsms st b s s s es {14,922) 29)
Retranslation of long term foreign currency loans which relate

to investments int overseas subSIdIAries * o 10,762 -

Group
£000

163,447
10,218

Company
£000

163,447
10,218

173,665

173,665

Group
£000

279,325

Cornpany
£000

279,325

279,325

279,325

Group
£000

2,025
68
11

2,104
Group
£000
(346,3536)
(4,854)
8,378

108,314

{234,518)

Group
Total
£000

277,393

(14,951)

10,762

Company
£000

116,975

254,187 12,017 -
Revaluation reserve realised on disposals v (68) -
Amortisation of revaluation IESeIVe .o i s (11) -

Contributions to employee share trusts by subsidiary undertakings ... (6,349) -
Retained (lossVprofit fOr the FEar e st {241,692) 5,930

273,204
(68)

{11)
(6,349)
(235,762)

(99,636)

Rertained profits 31 March 1998 st s 6,067 24,947

31,014

17,339

*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 £3,393,000.
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26

27

28

29

Reconciliation of operating profit to net cash inflow

from operating activities

OPErating PIOfIE .o sttt st as s ss s s s sms e emss oo s eesnmnas
DIEPLECIATION wviiiierie ittt e e s e e e e e bt et
Amortisation of intangible fixed assets ...
Profit on sale Of fixed ASSEES .o e ere e et ecem e e e e e e
Release of closure provision . st et e et enas
Fixed assers Written Off i e
Profits retained in associated COMPANIES......ccorniviviniii s

Less: Dividends received from associated cOmMPAnies ... ccecneencncnecnn

Profit of associated companies less dividends received....oocicciniinninann
Decrease I SEOCKS ..ot s s e s s e
Decrease/(increase) in debBEOTS .o e s ereane e seesme e ssanesmenns

(Drecreaseincrease IN CTEITONS i iiivirrirrwrere ceeasassmmensesaeseesemseeseesmeemesmmescesceece

Net cash inflow before exceptional non-trading items..........ccciiiiiiniiinn
Net cash outflow in respect of disposal or closure of operations.......cccoeee
Net cash outflow in respect of prior year acquisition provisions .......

Net cash outflow in respect of fundamental recrganisation........cocceceivensinaes

Net cash inflow from operating activities ... e

1998
£000 £000
42,025
72,853
148
(68)

300
(22,276)
9,588

(12,688)
7,677
26,183

{14,985)

121,445

121,445

Cash outflow in respect of reorganisation costs was £14,232.000 {1997: £3,246,000).

£000

(18,964)
6,536

1997
£000
82,580
68,173
62
(1,851)
(276)
789

(12,428)
4,455

(4,477)
29,961

166,988
(216)

(11,990)

(14,367)

140,415

Returns on investments and servicing of finance

TEAEETEST LORCEIVEM wneereee e et e et e e s et et ee s e e e b et bt s 440 dHb A48 AR AE R PAt D EERE P4 R 4B R AT EE e84 BT E A 824 10000 TR 0SS Srmta st eranamian

TNIETESE PRI currieereeeereeit e erer e seee s et emeececeaces e e me e en et emnennea

Interest element of finance lease/hire purchase payments...

1998

£000

9,619
(25,168)
{8,256)

1997
£000
10,095

(23,346}

(9,388)

{23,805)

(22,639)

Capital expenditure and financial investment

Purchase of tangible fixed assets...

Purchase of intangible fixed assets...coovionecevvieecvneesveceenens

PUTCHASE OF IMVESTITIBIITS oo eieeecieereeriee e eeeet et ecoesencesaeses et sesaasasas et st smas s raane sasseasarraneseerase sms sea e meases e era nesms ses anassame enmmstemee

Sale of tangible fixed assets.....cvininininnn RO

Sale of intangible fixed assets.

Sl OF IMLVESIIIEIIES ...oiveuiriiisiriaiirasrssrsaresaeresesssseereressssrass et smssrerssyars sasre o ogamses sea st oot ae oes antecme et oo ek oo et £t at s saebemne st semaene

1998
£000
{(129,511)
(206)
(2,889)
13,775
17

1997

£000
(131,179)
(127)
(6,961)

12,607

!

(118,814)

(125,569)

Acquisitions and disposals

Purchase of subsidiary undertakings {INGEE 31) oottt er s s s s s e et e s s
Cash ar bank less bank overdrafts acquired with subsidiaries (INote 31) .o
Disposal of businesses (INOte 32) w.iiemiiiremremeemiemems e

Cash at bank and in hand disposed with businesses (Note 32)..

Discontinuing operations — net disposal proceeds (Note 33) iirrrniinnvrssr e

1998
£000
(6,650)
§02
48,298
{1,366)
36,597

1997

£000
{19,181)
(269)

27,016
(616)

77,681

6,950
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30 Analysis of net debt Disposals Other

At Cash  (excl. cash & non-cash Exchange At
1 April 1997 flow overdrafts) changes movement 31 March 1998
£000 £000 £000 £000 £000 £000
Net cash:

Cash at bank and in hand................. 79,321 16,989 - - (2,704) 93,6006
Bank overdrafts....ccccecevcrnniseenniisrinnnns {10,133) (21,370) - - 1,129 (30,374}

69,188 (4,381) - - (1,575) 63,232

Liguid resources:
Cash on deposit ..o oo 65,689 (40,727} - - (400} 24,562

Debt:
Loans due within one year....coooveeree (3,597) 1,674 - 108 390 {1,425)
Loans due in more than one year ...... (358,258) 54,443 - (108) 6,468 (297,455)
Obligations under finance leases........ (112,475) 16,161 10 (335) 96 (96,543)

(474,330} 72,278 10 (335) 6,954 (395,423)
Net debtnnirmes {339,453) 27,170 10 (335) 4,979 (307,629)

31 Purchase of subsidiary undertakings 1998 1997
£000 £000

INtangible fIXE ASSELS c.uumiriririimmirernssinssrs et sescmnr s s et st st e as s as s e eRs et e ea bR R s e R AR R R e - 16
TaANGIBLE fIXEA ASSEES ..ot irieririrtirecaemee ettt ems e e st em e es o et b b bAAbFAA AR AR AR SR eSS AT - 5,437
INVESTMENTS 1ottt e e e - 60
Stocks... - 569
Debtors ettt rae e s n e srene - 30,807
Cash at bank less bank overdrafts {Note 29} .. 802 (269}
Creditors .. . {802) (5,532}
Obhgatlons under ﬁnance leases et eea et ae e st sae e s e A ar e s e e ne e e e e ene s e ne neane ben emmen e enes - (50)
Loans.. - (2,248)
Taxat:on - {175)
Deferred taxanon...........i ............................................................................................................................................... - (8,844)
GOOAWILL c1itrireseariorsirsssersssimseresssnserns s vesgsme ses ot oo semsseteoesematamsaeas sat st sbass rat st s a4t s e m et s st s me e et seea s a et sra e et s s e 4,854 {6,748}

Cost of acquisitions... 4,854 13,023
Less due under deferred purchase consideration........ Leerteseebeseeseaneerearesanntes et en e ansea ems enen s s emr sme st - {1,829)
Add payments under deferred purchase consideration ... ————— 1,796 7,987

Cash outflow in respect of purchase of subsidiary undertakings (Note 29) .o 6,650 19,181

32 Disposal of businesses 1998 1997
£000 £000

Intangible fixed ASSEES i s s s g ere et e e s ee e et em s e ses e i e st aas b e st et e b st as s er s eeans 172 -
Tangible fixed assets .. e 6,954 3,205
IDVESTIMIEIITS 1oovevarererirmasranermsresmsrsnssrssssssescmseesmsenessmsenseemsmacssssnsasas - 4
Stocks... 11,242 9,640
Debtors 8,875 16,844
Cash at bank and in hand (Note 29) 1,366 616
Creditors .. . .- (4,517) (7,720)
Obhgatlons under ﬁnance leascs (10} -
Taxarlon (107) 10
Lo YT 1 OO P OO U 8,378 400
PrOfIt OR dISPOSALiiiicriririierirerimrererstvanrinssssnsansreas eesemessmss sescms s orecoess seesescasse s sit baead a2t s samatrd senbama s sbama bt sev s srasantsasrans 11,334 9,075

PLOCEEUS. . cvitirrestsrrssesiressrrsnsevseransesss b s vesrecs aesceame seass ot oo semnsomes e an e e £ e s 4 £A B PR AE BB PRSP AR SB REB AR SRR SRR SR S en s 43,687 32,074

Satisfied by:

Cash {Note 29)..vimiienes
Amount receivable...
Accrual for dxsposal Costs..
Pension surplus recogmsed on dlsposal of busmesses

48,298 27,016
{3,958) 3,958
{1,367) -

714 1,100

43,687 32,074

Businesses which were sold during the year had a net cash outflow of £8,822,000 from operating activities, £190,000 in respect of returns
on invesements and servicing of finance, £4,04%,000 in respect of taxation, £932,000 for capital expenditure and financial investment and
£6,000 for financing.
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33 Discontinuing operations

1998

£000
Tangible fixed assets — WrItten OFf oo 4,119
Tangible fixed assets — diSpoSals ..ooooevovvieeree e 21,879
STOCKS WEIETETI OFF oottt oot et es s e s res 20,304
Debtors — written dOWTt......oeev e e 2,937
Debtors — inance 18ases SOLa . o eocieeieee et ar e et eee et ees s eee e aon 43,634
Debrors — Property diSposal. ... eeeseeses st e oo e sesres s et eee s eeesesees et e s enee o {20,359}
CreItOES e creeiierereeiee e s van s s et e ses e ree e 5,561
PrOVISIONS 11ttt bttt et st ab e st 4 ke he s ses oo s et st b st et e e ees et e 2 e et s ee s et eenee e e et e eeee e e 86,872
DIEPIECIATION crttieitiee it bis bt e cne e 81504t e s oe s st et oot 2 e 22400 2t 2o see e e s e et seeesen e e soe e eeons 128
GOOAWID WEITEEN DACK 1.ttt ettt et et e et e e oS e e 1o e eee e e e e e oot eee e e e e e e ee oo 108,314
Cash TCEIVEA (INGTE 29 ..oroiriririiseiee e st ss et e ceee e s eee et esebet e bee eesees oo e e e et s et e s e ees e eeeeeseeeee et st ettt (36,597

236,862

34 Acquisitions
The charting business division of British Airways Plc, Aerad, was acquired on 30 June 1997, The fair value of the assets acquired was £nil
and the consideration was £4,850,000 giving rise to goodwill of £4,850,000. The profit before tax included in the consolidated profit and
loss account for the year ended 31 March 1998 was £139,000. As Aerad was not a single reporting unit within British Airways Plc details
of profits for the periods prior to the acquisition are not available.

35 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 £17,130,000 (1997: £15,254,000}.

The principal schemes are in the UK and are defined benefic 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 triennial valuations for the principal schemes were carried out as at 1 April 1995 using the projected unit method in
which the actuarial liability makes allowance for projected pensionable earnings.

With effect from 2 July 1997, advance corporation tax credits on UK equities were abolished in respect of pension schemes. The financial
assumptions both for valuation of the principal schemes and for the purposes of Statement of Standard Accounting Practice No. 24
(SSAP 24) were adjusted with effect from 1 April 1997 to reflect this:

Investment returns 8.5% per annum
General salary growth 6.5% per annum
Equity dividend growth 5.0% per annum

In addition to the principal schemes, Racal Telecommunications Limited is the designated employer of the Racal Telecommunications
Limited 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 1 April 1996. For the purposes of SSAP 24 the assumptions applied to the principal schemes
have also been applied to the Racal Telecommunications Limited Shared Cost Section of the Railways Pension Scheme.

At 1 April 1997, the market value of the assets of the UK schemes was £651,086,000 and the corresponding actuarial vafue was sufficient
to cover 124% of the benefits which had accrued to members allowing for assumed increases in earnings.

The pension costs for the UK schemes amounted to £11,119,000 {1997: £7,705,000). The pension costs of the Group’s overseas schemes
amounted to £6,011,000 (1997: £7,549,000) 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
calculared in accordance with SSAP 24. '

A prepayment of £53,434,000 (1997: £46,276,000) is included in prepayments due after more than one year. This represents the excess of
the amounts funded over accumulated pension costs.
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Future Group capital expenditure

1998 1997
£000 £000
Contracted for but not provided for in the financial STATEMENIS .t 10,746 15,163

Contingent liabilities

There are contingent 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 £78,515,000 (1997: £69,301,000). 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 Culture, 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 obligations is joint and several with the other shareholders of that company.

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 and for which no provision has
been made in these financial statements are as follows:

1998 1998 1997 1997

Land and Other Land and Other

buildings assets buildings assets

£000 £000 £000 £000

Payable on operating leases that expire within 0ne Year. i 1,350 1,076 771 1,048
Payable on operating leases that expire berween two and five years ..uournioesenes 7,942 8,272 5,061 5,797
Payable on operating leases that expire after five YEars v 6,623 5 6,833 23
15,915 9,353 12,665 6,868

Company

The Company had no commitments under operating leases.
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39 Related party transactions

1998 1997
£000 £000
Transactions with associated companies
Turnover
CAMELOL GLOUP PIC et bt e res e e e et sns e e b et beae 20,407 23,340
Archer Communications Systems LImited .ooiiuiiier it cocecieeee e ceeeerrrese st ees e s eassssssssssae s 2,443 -
Other 255001160 COMPANIES 1uourieece e et e et ee e resrersssaresar s bbbt st bt seee e eesm et enessme s aneemene 2,660 1,399
25,510 24.739
Purchases
Racal Insurance Services LIMILEd ..o ettt as b en e ena e nnea 5,003 3,816
Other assoCiated COMPANIES .oiiiireiserioreeesees s ees et ees s eat s s st sears et st st et b smen e e e e 136 83
5,139 3,899
Dividends received
CAMEIOL GTOUP DI ettt ettt et en ey s s era b e e e eat i b £08 e st emem e 7,875 4,250
Satellite Information Services (Holdings) Limited .....oocooeuievecicemeereeeeeteeses et e s 1,713 1,509
Other ass0Ciated COMPANIES wueurireriirieceiee et bbb b8 b0 58k e emms s eesee s eeeeeenmenen - 777
9,588 6,536
Amounts due from associated companies (Note 17)
CAMELOT GLOUP PIE oottt b st ot et o et e seasnt s sttt bbbt 751 5,032
Archer Communications Systems Limited ..o e reme e smssssssssssssssssessessrassasssrassn 2,339 -
Other assOCiatetd COMPANIES .iirieitierrecee e es s eceetsesssssissentsessasasssssnt st e bestees e s e nms e s mmrer 1,526 746
4,616 5,778
Amounts due to associated companies {(Note 19) ... 17 31

40 Post balance sheet events

a) Camelot Group pic

On 31 March 1998 the board of Camelot Group ple agreed to proceed with the purchase of GTECH UK Limited’s shareholding in
Camelot Group ple for £51 million. The agreement was signed and the transaction completed on 20 April 1998, reducing the net assets
of Camelot Group ple by £51 million. On completion, the 11,250,000 shares purchased were cancelled.

A further transaction took place on 24 April 1998 whereby International Computers Limited purchased shazes from each of the remaining
shareholders to increase its percentage shareholding in Camelot Group pic to 20 per cent. On that date Racal Electronics Plc sold 916,667
shares in Camelot Group plc to International Computers Limited for £4,906,000. After this transaction Racal Electronics Ple’s revised
percentage shareholding in Camelot Group ple became 26.67 per cent.

b) Data Communications

On 11 December 1997 the Company announced its intention to exit from Data Communications. As part of that exit, on 6 August 1998

the Company exchanged contracts for the sale of the worldwide business of the Racal Data Group, exclusive of the Security and Payments
activity, to Platinum Equity Heldings of Los Angeles, California. Completion occurred on 11 September 1998. The total consideration was
expected to be US$47.5 million, with US$12.5 million payable in cash on completion and the balance payable as a royalty on future sales of
the Racal Data Group over the next ten years under Platinum’s ownership. The consideration was determined based on shareholders’ funds
as at 31 March 1998 and was subjecr to adjustment dependent on the closing balance sheet on 11 September 1998, An interim balance sheet
has been prepared, requiring Racal to reimburse US$1.4 million of the US$12.5 million paid by Platinum on completion. Should any further
adjustment based on the final balance sheet be required, this will be deducted from the royalties payable by Platinum, the majority of which
are expected to be received in the next five years. Platinum will assume all future liabilities for reorganisation and severance costs, and Racal
has retained tax losses in the USA and a number of European countries amounting to in excess of US$100 million.
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Investor Information

Registrars

IRG plc maintains the register of members of the Company. If you have
any questions about your personal holding of Racal Electronics Plc
shares please contact IRG plc at the address shown on page 24 or
telephone 0181 650 4866.

Tf you change your name or address or if the details on the form of
proxy enclosed with this Report and Accounts, including your post code,
are incorrect or incomplete, please notify the Registrars in writing.

Shareholder enquiries

If you have an enquiry about the Company’s business, or about
something affecting you as a shareholder {other than queries which are
dealt with by the Registrars, as shown above), you should contacr the
Company Secretary by letter at the Company’s registered office.

Financial calendar 1998
Annual General Meeting — 16 October 1998

Record date for declared second interim dividend — 21 August 1998

Payment date for declared second interim dividend — 11 September
1998

The Company usually announces interim results in December and pays
the interim dividend in February. Results for the full year are usually
announced in June.

American Depositary Receipts

The Company has established a sponsored American Depositary
Receipt (ADR) programme in the United States, Bach ADR, which
represents two ordinary shares of the Company, may be publicly traded
in the USA on the Over-The-Counter Market. The programme is
administered on behalf of Racal Electronics Plc by The Bank of New
York , ADR Division, 101 Barclay Street, New York , NY10286.

At 31 March 1998 there were 582 registered holders of ADRs
representing approximately 4,000 beneficial holders.

Corporate personal equity plans

The Racal Electronics General and Single Company Corporate Personal
Equity Plans {(PEPs) were introduced in 1993/94. A feature of these
PEPs is that new Racal Electronics ordinary shares are issued thereby
avoiding purchase costs and stamp duty. This allows shareholders to
invest in the Company in a tax efficient and cost-effective manner.

For more details please contact Bradford & Bingley (PEPs) Limited,
PO Box 198, Main Street, Bingley, West Yorkshire BD16 3YD.
Telephone 01274 555700,

The PEPs are managed by Bradford & Bingley {PEPs) Limited which
has approved this section and which is regulated by the Personal
Investment Authority for Investment Business.

Please note that the levels and bases of taxation can change. The value

of reliefs referred to depends upon individual circumstances. The value
of shares can go down as well as up and as a result the return on a PEP
may be less than the amount invested.

Capital gains tax

The market value of one of the Company’s ordinary shares at

31 March 1982 was 375p. After adjustment for the capitalisation issues
made in August 1983 and August 1989 but before adjustment for the
Vodafone Group demerger, the capital reorganisation and the Chubb
Security demerger the market value at 31 March 1282 was 93.75p.

The demerger distribution rate of the Vodafone Group shares was
57.64622 ordinary shares of Vodafone Group for every 100 Racal
Electronics shares held at 13 September 1991.

The following base cost apportionment will apply for UK capital gains
tax purposes:

12.964%
80.036%.

Under the terms of the Chubb Security demerger, which incorporated a
capital reorganisation of Racal Electronics immediately prior to the
demerger, sharcholders received one Racal Electronics share and one
Chubb Security share for every five Racal Electronics shares held at the
close of business on 2 October 1992.

Racal Electronics
Vodafone Group

The following base cost apportionment will apply for UK capital gains
tax purposes:

41.195%
58.805%.

Racal Electronics
Chubb Security

Analysis of shareholdings in Racal Electronics Plc at 31 March 1998

Type of shareholder
% of total

Number of issued

accourts shares

Nominee companies 3,246 85.84
Assurance & Insurance companies 133 0.95
Pension funds & Pension trustees 6 0.03
Investment trusts & funds 127 1.54
Local & National institutions 48 0.69
Qther corporate bodies 178 0.56
ADRs 1 0.65
Private individuals 19,601 9.74
23,340 100.00

Shareholders
% of total
Number of shares held Number of issued
accounts shares
1 - 500 10,131 0.81
501 - 2,500 9,115 3.77
2,501 - 5,000 2,063 2.51
5,001 - 10,000 1,083 2.53
10,001 - 25,000 404 2.23
25,001 - 350,000 155 1.94
50,001 - 75,000 71 1.49
75,001 - 100,000 50 1.57
More than 100,000 268 83.15
23,340 100.00
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The Queen’s Awards

Companies owned by Racal at the time
have won 33 Queen'’s Awards for
Technological or Export Achievement.

TECHNOLOGY EXPORT
TECHNOLOGY EXPCORT
1978 Racal-Dana Instruments Limired 1970 Racal-Mobilcal Limited
1979 Racal Communications Limited 1971 Racal-BCC
1980 Racal Safety Limited 1971 Racal-Mobileal Limited
1982 Racal-Redac Limited 1972 Racal-Mobilcal Limited
1984 Racal Defence Electronics (Radar) Limited 1973 Racal-Milgo Limited
1984 Racal-BCC & Racal Research Limited 1976 Racal-Mobilcal Limited
1987 Racal Marine Radar Limited 1976 Racal Communications Limited
1987 Racal Recorders Limired 1977 Racal-Tacticom Limited
1988 Racal Marine Systems Limited 198G Racal-Datacom Limited
1989 Racal-MESL Limited 1980 Racal-Redac Limited
1992 Racal Radar Defence Systems Limited 1981 Racal Communications Limited
1995 Racal Instruments Limited 1982 Racal Avicnies Limited
1997 Racal Avionics Limited 1982 Racal Security Limited

1983 Racal Defence Electronics (Radar)} Limited
1984 Racal-Tacticom Limited

1986 Racal Communications Systems Limited
1986 Racal Safety Limited

1991 Racal Survey Limited

1992 Chubb Safe Equipment Company

1993 Racal Radar Defence Systems Limited
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Notice of Meeting

Notice is hereby given that the forty sixth Annual General Meeting of the Company will be held at Le Meridien Waldorf Hotel, Aldwych,
London WC2 on 16 October 1998 at 11.45 a.m. 10 fransact the following business:

1 To receive the report of the directors and financial statements for the year ended 31 March 1928.

2 % To re-elect Sir Ernest Harrison as a director.

3% T re-elect Sir Gerald Whent as a director.

4 * To elect Lord Inge as a director.

$ * To re-elect Mr B ] Clarke as a director.

6 * To re-elect Mr A R Wood as a director.

7  To re-appoint Deloitte & Touche as auditors to the Company until the next Annual General Meeting.

8 ‘To authorise the directors to determine the remuneration of the auditors.

9 * As special business to consider and, if thought fit, pass the following resolution which will be proposed as a special resolurion:

THAT the power conferred on the directors by Article 6{C) of the Company’s Articles of Association be renewed for the period ending on

the date of the Annual General Meeting in 1999 and that for such period the Section 89 amount shall be £3,625,000.

By Order of the Board
David Whittaker
Director and Secretary

Western Road
Bracknell

Berkshire RG12 1RG
21 September 1998

Notes:

1. A member entitled to attend and vote is entitled to appoint one or more proxies to attend and vote instead of him. A proxy need not bea
member of the Company, but, except in the case of a proxy for a corporate member, is not entitled to vote except on a poll. A form of proxy

is enclosed.

2. Lodgement of a proxy will not preclude a shareholder from attending and voting at the Meeting.

3. Pursuant to regulation 34 of the Uncertificated Securities Regulations 1925, the Company has specified that only those ordinary sharcholders
registered on the Register of Members of the Company at 11.45 a.m. on 14 October 1998 shall be entitled to atrend and vote at the Meeting
in respect of the number of ordinary shares registered in their name at that time. Changes to the Register of Members after 11.45 a.m. on

14 October 1998 shall be disregarded in determining the rights of any person to attend and vote at the Meeting,

* For further information see the reporr of the directors on pages 25 to 27.

Printed on an environmently friendly paper.
50% recycled, 50% virgin fibre.
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