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Directors' report

The directors present their annual report and financial statements, together with the auditors' report, for the year ended
31 December 2009

Principal activities
The company’s principal activities are the development and production of electronics (fuzes, seekers) for missiles

The company's main customers are European and US missile makers The company's research and development
programmes are concentrated on the continued evolution of its products, and are typically funded by government
agencles

Business review

Revenue in 2009 showed an increase of 21% aover the previous year, an increase of £7 4m However turnover tends to
be cyclical depending on the stage of the contract {ie development/production stages) The business remains profitable
although trading at lower margins

2009 2008 2007 2006 2005
£000 £000 £000 £000 £000
Turnover 42,681 35,206 29,196 43,328 41,407
Operating Profit 3,510 1,551, 1,178 3,291 4,212
Profit after tax 2,302 2,371 1,536 3,635 2,824
Net assets 18,718 13,464 16,389 16,387 15,809
Number of employees (No ) 230 217 242 257 263

In 2008 the company continued to invest in Research and Development with spend of £0 7m  The directors expect the
general level of activity to continue Future prospects are likely in both the domestic and export markets, particularly in
the United States

Dividends
The directors do not recommend the payment of a dvidend (2008 £20,000 per ordinary share)

Financial nsk management objectives and policies

The Company's principal financial instruments, other than denvatives, compnse bank loans and overdrafts, finance
leases and hire purchase contracts, and cash and short-term deposits The main purpose of these financial instruments
15 to raise finance for the Company’s operations The Company has vanous other financial assets and labilities such as
trade recevables and trade payables, which anse directly from its operations

The Company also enters into dervative transactions, in the form of forward currency contracts The purpose is to
manage currency nsks ansing from the Company's operations and its sources of finance
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Directors' report (Continued)

It 1s, and has been throughout the year under review, the Company's policy that no trading in financ:al instruments shall
be undertaken

The main nsks ansing from the Company's financial instruments are foreign currency rnsk and credit nsk The board
reviews and agrees polictes for managing each of these nisks and they are summansed below The Company's
accounting policies in relation to denvatives are set out in Note 1

Foreign currency risk

The Company alsc has transactional currency exposures Such exposure anses from sales or purchases by the
Company in currencies other than the unit's functional currency Approxmately 44% of the Company's sales are
denominated In currencies other than the functional currency of the operating unit making the sale, whilst 98% of costs
related to those sales are denominated in the unit's functional currency The Company uses forward currency contracts
to elminate the currency exposures on any individual transactions in excess of €100,000 for which payment 1s
anticipated more than one month after the Company has entered into a firm commitment for a sale or purchase The
forward currency contracts must be in the same currency as the hedged item It 1s the Company's policy not to enter
into forward contracts until a firm commitment 1s in place

It 1s the Company's policy to negotiate the terms of the hedge denvatives to match the terms of the hedged item to
maximise hedge effectiveness

At 31 December 2002, the Company had hedged 99% of its foretgn currency sales for which firm commitments existed
at the balance sheet date, extending to October 2010

Credit rnisk

The Company’s pnncipal financial assets are bank balances and cash, trade and other recevables, finance lease
receivables and investments

The Company trades only with recognised, creditworthy third parties It 1s the Cempany's policy that all customers who
wish to trade on credit terms are subject to credit venfication procedures This may also mvolve the negotiation of third
party guarantees of customer creditworthiness In addition, receivable balances are monitored on an ongoing basis
with the result that the Company's exposure to bad debts 1s not significant

With respect to credit nsk ansing from the other financial assets of the Company, which comprise cash and cash

equivalents, and certain denvative instruments, the Company's exposure to credit nsk anses from default of the
counterparty, with a maximum exposure equal to the carrying amount of these instruments
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Directors' report (Continued)

Commodity price risk
The Company's exposure to pnce nsk 1s minimal

Interest rate risk
The Company's exposure to the nsk for changes in market interest rates 1s minmal

Liquidity risk
The Company prepares regular cash flow forecasts to ensure that there are always necessary funds in place to enable
financial kiabilities to be met as they fall due

Going concern accounting basis

The Company's business activities, together with the factors likely to affect its future development , performance and
position are set out in the business review on page 1 In addition, the notes to the accounts include the Company's
objectives , policies and processes for managing its capital and details of its financial instruments and hedging
activiies The Company’s financial nsk management objectives and its exposures to credit and hquidity nsk are set out
in the preceding paragraphs

The Company has considerable financial resources together with long-term contracts with a number of customers and
suppliers across different geographic areas and industries As a consequence, the Directors believe that the Company
1s well placed to manage its business nsks successfully despite the current uncertain economic outlook

The Directors have a reasonable expectation that the Company has sufficient resources to continue In operational
exstence for the foreseeable future and therefore they continue to adopt the going concern basis of accounting in
preparing the annual financial statements

Environmental Information

Thales UK have mplemented an Environmental Policy to conduct our current and future business in a way that protects
the environment This 1s achieved through development and implementation of Environmental Management Systems
against which we report Environmental performance regularly to the Thales Holding UK plc board It is a Thales
requirement that operating companies are certified to the International Standard for Environmental Management
Systems ISO 14001 to which we have been certified Current Environmental Programmes include reducing our
Carbon footpnnt and Implementing a Green Purchasing programme
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Statement of Directors’ responsibilities

Directors
The directors who served dunng the year were as follows

Name Date of appointment Date of resignation

P R Shore 26" April 2000 7" July 2009

J F Pernotte 19" December 1994 31* December 2009
S JHIl 1% September 2007 30" September 2009
P S Jones 1% September 2007

M E Broughton 1*! October 2009

FJLLelay 7" September 2009

D J Vincent 7" September 2009

On 1 April 2010 A C K Cresswell and E A McCrone were appointed as directors of the company whilst M E
Broughton, F J L Le Lay and D J Vincent resigned from the board

Directors’ llabilities

The company has not granted any indemnity against hability to its directors dunng the year or at the date of approving
the directors’ report

Supplier payment policy
It 1s the company’s normal practice to make payments to suppliers promptly provided that the supplier has performed In
accordance with the relevant terms and conditions

Creditors days at 31 December 2009, based on the aggregate of the amounts which were owed to trade creditors at
that date and the aggregate of the amounts which the Company was invaiced by suppliers during the year, amounted
to 42 days (2008 - 33 days)

Employee matters
People are the Company's greatest assets With growing competition, attracting and retaining qualty workers from the
local community 1s key Therefore it makes good business sense to incorporate attractive employment policies and

princtples with the view to creating a skilled, happy, diverse, proud and motivated workforce This 1s what the company
tnes to achieve
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Statement of Directors’ responsibilities

Disabled employees

The Company’s attitude concerning the employment of disabled persons 1s the same as that relating to all other staff in
matters of recruitment, continuty of employment, training, development and promotion Nevertheless the Company I1s
very conscious of the difficulties expenenced by the disabled and takes account sympathetically of indivadual
circumstances

Employee consultation

Employee involvement and commitment is the established responsibility of the Board of Directors and requires their
participation Regular contact and exchanges of information between managers and staff are mantained through
departmental managers, the staff councl, trade union representatives and social functions The Company promotes
the principle of team bnefing on a regular and continuing basis with the aim of ensunng that all employees are
personally advised of the financial and commercial progress of the Company

Donations
During the penod to 31 December 2009 chantable donations of £2,571 (2008 £ 2,681) were made

No political donations were made dunng the year

Disclosure of information to the auditors

So far as each person who was a director at the date of approving this report Is aware, there 1s no relevant audit
informatton, being infformation needed by the auditor in connection with prepanng its report, of which the auditor 1s
unaware Having made enquines of the auditor, the director has taken all the steps he 1s obliged to take as a director In
order to make himself aware of any relevant audit Information and to establish that the auditor 1s aware of that
information

Auditors

In accordance with section 489 of the Companies Act 2006, the company has not elected to re-appoint its auditors
annually and Emst & Young LLP will therefore continue In office

By order of the Board
2 Dashwoaod Lang Read
The Bourne Business Park

Addlestone
Nr Weybndge 8 . ’
Surrey KT15 2NX ~

Date 2\{“ P 20\0 P S Jones

Director
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Directors’ Report and the financial statements in accordance with
applcable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the
Directors are required to prepare financial statements in accordance with International Financial Repeorting Standards
(“IFRS") as adopted for use in the European Union Under company law the Directors must not approve the financial
statements unless they are satisfied that they give a true and fair view of the state of affairs of the Company and of the
profit or loss of the Company for that penod In preparing these financial statements, the Directors are required 1o

select sutable accounting policies and then apply them consistently,
+ make judgments and accounting estimates that are reasonable and prudent,

» state whether applicable accounting standards have been followed, subject to any matenal departures disclosed
and explamed In the financial statements,

« provide addiional disclosures when comphance with specific requrements in IFRS 15 insufficient to enable users to
understand the mpact of particular transactions, other events and conditions on the entity’s financial position and
financial performance, and

= prepare the financial statements on the going concern basis unless it 1s inapprepnate to presume that the Company
will continue In business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Company's transactions and disclose with reasonable accuracy at any time the financial position of the Company and
enable them ta ensure that the financial statements comply wath the Comparnies Act 2006 They are also responsible
for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other iregulanties

6 THALES MISSILE ELECTRONICS




Independent auditor's report to the shareholders of Thales Missite Electronics Limited

We have audited the financial statements of Thales Misstle Electronics Limited for the year ended 31 December 2009
which comprise the Statement of Financial Position, the Statement of Comprehensive Income, the Statement of Cash
Flow, the Statement of Changes in Equity and the related notes 1-26 The financia!l reporting framework that has been
appled in their preparation 1s applicable law and International Financial Reporting Standards (IFRSs) as adopted by the
European Union

This repart 1s made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the company's members those
matters we are required to state to them in an auditor's report and for no other purpose To the fullest extent permitted
by law, we do not accept or assume responsibility to anyone other than the company and the company’'s members as a
body for cur audit work, for this repart, or for the opinions we have formed

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ Respensibilities Statement set out on page 7, the Directors are responsible for
the preparation of the financial statements and for being satisfied that they give a true and far view

Our responsibility 1s to audit the financial statements in accordance with applicable law and International Standards on
Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices Board’s (APB's) Ethical
Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenal misstatement, whether caused by fraud or
error This includes an assessment of whether the accounting policies are appropnate to the company’s
crrcumstances and have been consistently applied and adequately disclosed, the reasonableness of significant
accounting estmates made by the directors, and the overall presentation of the financial statements

Opnion on the financial statements

In our opinion the financial statements

= give a true and farr view of the state of the Company's affairs as at 31 December 2009 and of its profit for the year
then ended,

* have been properly prepared in accordance with IFRSs as adopted by the European Union, and

» have been prepared in accardance with the requirements of the Companies Act 2006

Opmion on other matters prescribed by the Compantes Act 2006
In our opinion the informatton given in the Directors’ Report for the financial year for which the financial statements are
prepared I1s consistent with the financial statements
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Independent auditor’s report to the shareholders of Thales Missile Electronics Ltd (continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to

you If, in our opinion

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

+ the financial statements are not in agreement with the accounting records and returns, or

e certain disclosures of Directors’ remuneration specified by law are not made, or

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

gm»a "L:jw

Amin Mawyi (Senior Statutory Auditor)
For and on behalf of Ernst & Young LLP (Statutory Auditor}

LLondon

Date 28\ S€p\uib— 2000
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Statement of comprehensive income
for the year ended 31 December 2009

Continuing operations
Revenue
Cost of sales

Gross profit
Administration expenses
Restructuring costs

Profit from operations
Investrment iIncome
Other gains and losses
Finance costs

Profit before taxation
Income tax (expense)/credit

Profit for the period

Other comprehensive income
Net movement on cash flow hedges

Tax on cash flow hedge

Other comprehensive income for the year net of tax

Total comprehensive income for the year net of tax

The accompanying notes are an integral part of this statement of comprehensive income
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Note

O 0 b W

2009 2008
£000 £000
42,581 35,206
(32,898) (27,681)
9,683 7,525
(5,916) (5,792)
(257) (182)
3,510 1,551
87 505
(553) 149
3,044 2,205
(742) 166
2,302 2,371
4,076 (4,615)
(1,147) 1,293
2,929 (3,322)
5,231 (951)




Statement of financial position
at 31 December 2009

fNote 2009 2008
£000 £000
ASSETS
Non-current assets
Other intangible assets 10 680 913
Other non-current financial assets 19 1,570 1,558
Property, plant & equipment 11 1,103 1,973
Deferred tax asset 20 1,097 1,686
4,450 6,130
Current assets
Inventories 12 2,462 1,746
Trade and other receivables 13 10,964 14,931
Current tax receivables - 202
Cash and cash equivalents 15 17,049 11,371
Derivative financial instruments 18 97 558
30,572 28,808
Total assets 35,022 34,938
LIABILITIES
Current habilities
Trade and other payables 16 {13,536) (14,540)
Provisions 17 {1,541) (1,173)
Current tax payable (824) -
Derwvative financial instruments 18 (403) (5,761)
(16,304) (21,474)
Net current assets 14,268 7,334
Total liabilities (16,304) (21,474)
Net assets 18,718 13,464
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Statement of comprehensive income
for the year ended 31 December 2009

EQUITY

Share capital
Capital reserves
Other reserves
Hedging reserves
Retained earnings

Total equity

Note
21
22
22
22
22

2009 2008
£000 £000
1,747 1,747
133 110
(200) (3,129)
17,038 14,736
18,718 13,464

The accounts on pages 9 to 50 were approved by the board of directors and authorised for 1Issue on 24" September

2010 They were signed on its behalf by

Director

25 Ty

P S Jones

The accompanying notes are an integral part of this statement of financial position
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Statement of changes in equity
For the year ended 31 December 2009

Share
Share premium Other Hedging Retained
Capital account reserve reserve earnings Total
£000 £000 £000 £000 £000 £000
At 1 January 2008 - - 1,832 192 14,365 16,389
Share based payment - - 25 - - 25
Total income and expense for -
the year recognised directly in
equity - - (3,321) - (3,321)
Retained profit for the year - - - - 2,371 2,371
Dividend paid in year - - - - (2,000) (2,000)
At 31 December 2008 - - 1,857 (3,129) 14,736 13,464
At 1 January 2009 - - 1,857 (3,129) 14,736 13,464
Share based payment - - 23 - - 23
Total Income and expense for
the year recognised directly in
equity - - - 2,929 - 2,929
Retained profit for the year - - - - 2,302 2,302
At 31 December 2009 - - 1,880 (200) 17,038 18,718

A capital reserve of £1,747,000 was granted in 1996 by the company’'s iImmediate parent company It 1s to be held by the
Company as a contnibution to its permanent capital as a non-distnbutable reserve This has now been included in the
“other” reserve

Other reserves are in respect of share-based payments plus the former capital reserve

Hedging reserves represent the cash flow hedge in equity in accordance with IAS 39
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Statement of cash flows
for the year ended 31 December 2009

OPERATING ACTIVITIES

Profit from operations

Adjustments for,

Depreciation of property, plant & equipment
Finance costs

Impairment costs

(Increase) in reirement benefit surplus
Amortisation of intangible assets
Increase/{Decrease) in provisions
Share-based payments

Operating cash flows before movement in working capital

(Increase}/Decrease In iInventones
Construction contracts work-in-progress
Decrease)/(Increase) In receivables
{Decrease) in payables

Cash generated from operations
Income taxes (paid)/received

Net cash from operating activities

INVESTING ACTIVITIES

Interest received
Purchases of property, plant and equipment
Proceeds on disposal of property, plant and equipment

Net cash used In Investing activities

FINANCING ACTIVITIES

Dwdends paid

Net cash (used in)financing activities
Net increase in cash & cash equivalents

Cash & cash equivalents at beginning of year

Cash & cash equivalents at end of year
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Notes 2009 2008
£000 £000

3,510 1,551

341 458

(553) 149

239 170

(12) (808)

233 233

368 (419)

23 25

4,149 1,359

(716) 3,487

1,772 3,059

2,285 (4,857)

(1,915) (449)

5,575 2,599

(274) 578

5,301 3,177

87 505

(119) (552)

409 -

377 (47)

. (2,000)

- (2,000)

5,678 1,130

15 11,371 10,241
15 17,049 11,371




Notes to accounts
for the year ended 31 December 2009

General Information

The address of the registered office 1s given on page 6 The nature of the Company’s operations and pnncipal acttes
are set out in the Directors’ report

The financial statements are presented 1n pounds sterling, the currency in which the majonty of the Company’s
transactions are denominated

1 Accounting Policles

Basis of accounting

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS's)
adopted for use 1n the European Urnion and therefore comply with Article 4 of the EU IAS regulations

The principal accounting policies adopted are set out below

Going concern basis

After making enquines, the Directors have a reasonable expectation that the Company has adequate resources to
continue 1in operational existence for the foreseeable future Accordingly, they continue to adopt the going concern basis
In preparing the financial statements

Adoption of new and revised standards

The following new and amended International Financial Reporting Standards (IFRS’s) and International Financiat

Reporting Interpretations Committee (IFRIC) interpretations have been adopted in the financial statements,

e |FRS 1 First-tme Adoption of International Financial Reporting Standards — Amendment relating to cost of an
investment on first-tme adoption - Effective for penods begmmng on or after 1 January 2009

e |FRS 2 Share-based Payment — Amendment relating to vesting conditions and cancellations - Effective for
periods beginrung on or after 1 January 2009

e [IFRS 7 Financial Instruments Disclosures - Amendments enhancing disclosures about farr value and iquidity
nsk — Effective for periods begining on or after 1 January 2009

« IFRS 8 Operating Segments - Effective for peniods beginring on or after 1 January 2009

« IAS 1 Presentation of Financial Statements — Comprehensive revision including requinng a statement of
comprehensive income - Effective for periods beginning on or after 1 January 2009

e« |IAS 1 Presentation of Financial Statements — Amendments relating to disclosure of puttable instruments and
obligations ansing on iquidation - Effective for periods beginning on or after 1 January 2009
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Notes to accounts (continued)
for the year ended 31 December 2009

e IAS 23 Bomowing costs — Comprehensive revision to prohibit immediate expensing - Effective for periods
beginning on or after 1 January 2009

e |AS 27 Consolidated and Separate Financial Statements — Consequential amendments ansing from
amendments to IFRS 3 - Effective for periods beginming on or after 1 January 2009

» |AS 32 Financial Instruments Presentation — Amendments relating to puttable instruments and obligations
ansing on iquidation - Effective for periods beginning on or after 1 January 2009

« IFRIC 13 Customer loyalty programmes — Effective for periods beginming on or after 1 July 2008
e IFRIC 18 Transfers of assets from customers — Effective for transfers recened on or after 1 July 2009

The adoption of the above standards and interpretations has had no impact on the results or net assets of the
Company other than as descnbed below

New standards and interpretations not yet applied
At the date of authonsation of these financial statements the following standards and interpretations, which have not been

appled in these statements, were 0 1ssue but not yet effective

« IFRS 1 First-tme adoption of International Financial Reporting Standards — Revised and restructured — Effective for
annual periods beginning on or after 1 July 2069

s IFRS 1 First-time adoption of International Financial Reporting Standards — Amendments relating to oil and gas
assets and determining whether an arrangement contains a lease — Effective for annual periods beginning on or after

1 January 2010

+ IFRS 2 Share-based payment — Amendments relating to group cash-settled share-based payment transactions —
Effective for annual periods beginning on or after 1 January 2010

« IFRS3 Business Combinations — Comprehensive revision on applying the acquisition method - Effective for
periods beginmng on or after 1 July 2009

s IFRS @ Financial iInstruments — Classification and measurement — Effective for annual periods beginning on or after 1
January 2013
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Notes to accounts (continued)
for the year ended 31 December 2009

IAS 24 Related party disclosures — Revised definition of related parties — Effective for annual periods beginrung on or
after 1 January 2011

e |AS 27 Consolidated and Separate Financial Statements — Consequential amendments ansing from
amendments to IFRS 3 - Effective for periods beginming on or after 1 July 2009

« IAS28 Investments in Associates — Consequential amendments ansing from amendments to IFRS 3 - Effective
for pertods beginring on or after 1 July 2009

« |AS 31 Interests i Jont Ventures — Conseguential amendments ansing from amendments to IFRS 3 - Effectve
for periods begmning on or after 1 July 2009

* |AS 32 Financial instruments presentation — Amendments relating to classification of nghts 1ssues — Effective for
annual periods beginrung on or after 1 February 2010

e« I|AS 39 Financial Instruments Recognition and Measurement - Amendments for eligible hedged items -
Effective for periods beginning on or after 1 July 2009

» |FRIC 17 Distnbutions of non-cash assets to owners - Effective for annual periods beginming on or after 1 July 2009

» IFRIC 19 Extinguishing financial habiities with equity instruments — Effective for annual periods beginring on or after 1
July 2010

The Directors do not consider that the adoption of the amendments resuling from the April 2009 Annual Improvements
project will result In a matenal impact on the financial information of the Company These amendments are effective for
accounting penods beginning on or after 1 January 2010, with the exception of the amendments to IFRS 2 and IAS 38

which are effective for accounting penods beginning on or after 1 July 2009

The Directors do not anticipate that the adoption of these standards and interpretations, wherever relevant, will have a
material mpact on the Company’s financial statements in the period of initial application

Intangible fixed assets

Research and development
Research expenditure 1s wniten off as incurred  Development expenditure 1s also wnitten off, except where the directors
are satisfied that alt the following conditions are met

s« an asset Is created that can be identified

= |t Is probable that the asset created will generate future economic benefits, and

s the development cost of the asset can be measured reliably
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Notes to accounts (continued)
for the year ended 31 December 2009

In such cases, an internally generated intangible asset i1s recognised and amortised on a straight line basis over its useful
Iife

Patents and trademarks
Patents and trademarks are measured mitially at purchase cost and amortised on a straight ine basis over therr
esttmated useful iives

Property, plant and equipment

Properties in the course of construction for production, rental or administrative purposes, or for purposes not yet
determined, are carmed at cost, less any recognised impairment loss Cost includes professional fees and, for qualifying
assets, borrowing costs capitalised in accordance with the Group's accounting policy Depreciation of these assets, on
the same basis as other preperty assets, commences when the assets are ready for therr intended use

Bulldings, fixtures and equipment are stated at cost or valuation, net of depreciation and any prowvision for imparment
Depreciation 1s provided on all tangible fixed assets, other than investment properties and freehold land, at rates
calculated to wnte off the cost or valuation, less estmated residual value, of each asset on a straight-line basis over its
expected useful Ife, as follows

Leasehold land and buldings 10 years/ 10% per annum/term of lease
Plant and machinery 5 years/ 20% per annum
Fixtures and Fitings 5 years/ 20% per annum
Computers 3 years/ 33% per annum

Residual value 1s calculated on pnces prevailing at the date of acquisition or revaluation and 1s revised annually

Anitem of property, plant and equipment and any significant part initially recognised 1s derecognised upon disposal or
when no future economic benefits are expected from its use or disposal  Any gain or loss arising on derecognition of the
asset (calculated as the difference between the net disposal proceeds and the carying amount of the asset) 1s included
in the income statement when the asset 1s derecognised

Interest costs incurred in bninging assets tc a state where they are ready to be used are capitalised as part of the costs of
the asset
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Notes to accounts (continued)
for the year ended 31 December 2009

Impairment of property, plant and equipment and intangible assets excluding goodwill
At each statement of financial position date the Company reviews the carrying amounts of its property, plant and
equipment and intangible assets to determine whether there 1s any indication that those assets have suffered an

impairment loss If any such indication exsts, the recoverable amount of the asset I1s estimated in order to determine the
extent of the impairment loss, (If any)

Recoverable amount 1s the higher of fair value less costs to sell and value in use In assessing value 1n use, the estimated
future cash flows are discounted to therr present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the nsks specific to the asset

If the recoverable amount of an asset I1s estimated to be less than its carrying amount, the carrying amount of the asset ts
reduced to Its recoverable amount An impairment loss 1s recognised immediately in profit or loss, unless the retevant
asset 1s camed at a revalued amount, in which case the mpairment loss Is treated as a revaluation decrease

Where an impairment loss subsequently reverses, the carrying amount of the asset 1s increased ta the revised estimate
of its recoverable amount, but so that the increased carrying amount does not exceed the carnang amount that would
have been determined had no impairment loss been recognised for the asset in prior years A reversat of an mpairment
loss 15 recognised immediately in profit or loss, unless the relevant asset s carned at a revalued amount, in which case
the reversal of the impairment loss 1s treated as a revaluation increase

Financial instruments

Financial assets and financial liabilities are recognised on the Company’s statement of financial income when the
Company becomes a party to the contractual provisions of the instrument

Trade receivables

Trade recewables are carmed at fair value (in the majonty of cases this will equate to ongmal invoice amount less an
estimate made for doubtful receivables based on a review of all outstanding amounts at the year-end) Bad debts are
written off when identified Long term receivables are discounted where necessary

Investments

Investments are recogrised and derecogrnised on a trade date basis where the purchase or sale of an investment 1s
under a contract whose terms require delivery of the investment within the timeframe established by the market
concerned, and are inihally measured at cost plus directly attnbutable transaction costs
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Notes to accounts (continued)
for the year ended 31 December 2009

At subsequent reporting dates, debt secunties that the Company has the expressed intention and ability to hold to
matunty {held-to-matunty debt secunties) are measured at amortised cost using the effective interest rate method, less
any mpairment loss recognised ta reflect wrecoverable amounts An impairment loss 1s recognised in profit or loss when
there 1s objective evidence that the asset 1Is impaired, and 1s measured as the difference between the investment’s
carrying amounit and the present value of estimated future cash flows discounted at the effective interest rate computed
atmitial recognition Impairment losses are reversed in subsequent penods when an increase in the investment's
recoverable amount can be related objectively to an event occurnng after the impairment was recogrised, subject to the
restriction that the carrying amount of the investment at the date the impairment 1s reversed shall not exceed what the
amortised cost would have been had the impairment not been recognised

Investments other than held-to-maturity debt secunties are classified as either investments held for trading or as
avallable-for-sale, and are measured at subsequent reporting dates at fair value Where securittes are held for trading
purposes, gains and losses ansing from changes in fair value are included in profit or loss for the pencd For available-
for-sale investments, gains and losses ansing from changes in farr value are recognised directly in equity, until the
security Is disposed of or1s determined to be impaired, at which tme the cumulative gain or loss previously recognised In
equity 1s included in the profit or loss for the penod Impairment losses recognised in profit or loss for equity investments
classified as avallable-for-sale are not subsequently reversed through profit or loss Imparment losses recognised in
profit or loss for debt instruments classified as available-for-sale are subsequently reversed If an increase in the fair value
of the instrument can be objectively related to an event occurnng after the recognitton of the impairment loss

Cash and cash equivalents
Cash and cash equivalents compnse cash on hand and demand deposits, and other short-term highly kquid iInvestments
that are readly convertible to a known amount of cash and are subject to an insignificant nsk of changes in value

Financial liabilities and equity

Financial habifities and equity instruments 1ssued by the Company are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial lability and an equity instrurment An equity
instrument 1s any contract that evidences a residual interest in the assets of the Company after deducting all of its
hiabiittes The accounting policies adopted for specific financial liabilities and equity Instruments are set out below

Bank borrowings

Interest-beanng bank loans and overdrafts are intially recorded at the proceeds received, net of direct 1ssue costs, and
are subsequently measured at amortised cost, using the effective interest rate method Any difference between the
proceeds (net of transaction costs) and the settlement or redemption of barrowings is recogrused over the term of the
borrowings tn accordance with the Company’s accounting policy for borrowing costs

Trade payables

Trade payables are inbally measured at fair value and are subsequently measured at amortised cost using the effective
interest rate method
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Derivative financial instruments and hedge accounting

The Company's activities expose it pnmanly to the financial nsks of changes in foreign exchange rates The Company
uses dernvative financia! instruments (pnmanly foreign currency forward contracts) to hedge its nsks associated with
foreign currency fluctuations relating to certain firm commitments and forecasted transactions

The use of financial denvatives 1s governed by the Company’s policies approved by the board of directors, which provide
written principles on the use of financial denvatives consistent with the Company's nsk management strategy

The Company does not use dernivative financial instruments for speculative purposes

Denvative financial instruments are initrally measured at fair value on the contract date, and are remeasured to farr value
at subsequent reporting dates Changes in the fair value of denvative financial instruments that are designated and
effective as hedges of future cash flows are recegnised directly in equity and the ineffective portion 1s recognised
immediately in profit or loss The Company’s policy with respect to hedging the foreign currency rnisk of a firm
commitment 1s to designate it as a cash flow hedge If the cash flow hedge of a firm commitment or forecasted
transaction results uin the recognition of an asset or a lability, then, at the tme the asset or hability s recognised, the
associated gains or losses on the dernvative that had previously been recognised in equity are included in the imtal
measurement of the asset or hability For hedges that do not result in the recognition of an asset or a hability, amounts
deferred in equity are recognised in prefit or loss 1n the same penrod in which the hedged item affects profit or loss

Changes in the fair value of denvative financial iInstruments that do not qualify for hedge accounting are recognised In
profit or loss as they anse

Hedge accounting 1s discontinued when the hedging instrument expires or 1s seld, terminated, or exercised, or no longer
qualfies for hedge accounting At that time, for forecast transactions, any cumulative gain or loss on the hedging
instrument recogrised in equity 1s retained in equity until the forecasted transachon occurs {f a hedged transaction 1s no
longer expected to oceur, the net cumulative gain or loss recognised In equity 1s transferred to profit or loss for the penod

Denvatives embedded in other financial instruments or other non-financial host contracts are treated as separate
denvatives when their nsks and charactenstics are not closely related to those of the host contract and the host contract
1s not carned at fair value with unrealised gains or losses reported in profit or loss

Government grants

Government grants are recognised where there 1s reascnable assurance that the grant will be receved and all attached
conditions will be complied with

Government grants relating to property, plant and equipment are included in non-current liabilites as deferred iIncome
and credited to the statement of comprehensive iIncome on a straight line basis over the expected useful lives of the

assets concerned

Other grants are credited to the income statement as the related expenditure 1s incurred
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Inventories

Inventones are stated at the lower of cost and net realisable value Cost includes matenals, direct labour and an
attnbutable proportion of manufactunng overheads based an normal levels of actvity Cost 1s calculated using the first-in-
first-out method Net realisable value 1s based on estimated selling pnce, less further costs expected to be incurred to
completion and disposal Provision 1s made for obsolete, slow-mowving or defective items where appropnate Un-
invoiced research and development fully funded by customers 1s camed forward as work in progress

Construction contracts |
When the outcome of a construction contract cannot be estimated reliably, contract revenue I1s recognised only to the
extent of contract costs incurred that it 1s probable will be recoverable, and contract costs are recognised when incurred

When the outcome of a construction contract can be estimated reliably, contract revenue and contract costs are
recognised over the penod of the contract, respectively, as revenue and expenses The Company uses the percentage of
completion method to determine the appropnate amount of revenue and costs to recognise in a given penod This Is
normally measured by the proportion that contract costs incurred for work performed to date bear to the estmated total
contract costs, except where this would not be representative of the stage of completion Vanations in contract work,
claims and incentive payments are included to the extent that they have been agreed with the customer When it is
prabable that total contract costs will exceed total contract revenue, the expected loss 1s recognised as an expense
immediately

In determining costs incurred up to the year end, any costs relating to future activity on a contract are excluded and are
shown as contract work in progress The aggregate of the cost incurred and the profit/loss recognised on each caontract 1s
compared against the progress billings up to the year end

Where costs incurred and recognised profits (less recogrised losses) exceed progress billings, the balance 1s shown as
due from the customers on construction contracts, under receivables and prepayments Where the progress billings
exceed costs incurred plus recognised profits (less recognised losses), the balance 1s shown as due to customers on
construction contracts, under trade and other payables

Taxation
The tax expense represents the sum of the tax currently payable and deferred tax

The tax currently payable 1s based on taxable profit for the year Taxable profit difers from net profit as reported In the
statement of comprehensive iIncome because it excludes items of income or expense that are taxable or deductible in
other years and it further excludes items that are never taxable or deductible

* Deferred income tax s prowvided in full, using the habiity method on temporary differences ansing between the tax
bases of assets and habilites and their carrying amounts in the financial statements The pnncipal temporary
differences anse from depreciation on property, plant and eqguipment, revaluations of certain non-current assets and
denvative contracts, provisions for pensions and other past retrement benefils and tax losses camed forward,
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and, in relation to acquisitions, on the difference between the fair values of the net assets acquired and their tax
base

Tax rates enacted or substantively enacted by the statement of financial position date are used to determine
deferred income tax

] Deferred tax assets are recognised to the extent that it 1s probable that future taxable profit will be avallable against
which the temporary differences can be utihsed

] The carrying amount of the deferred tax assets 1s reviewed at each reporting date and reduced to the extent that it
15 no longer probable that sufficient taxable profit will be availabie to aliow all or part of the deferred tax asset 1o be
utihsed Unrecognised deferred tax assets are reassessed at each reporting date and are recognised to the extent
that it has become probably that future taxable profits will allow the deferred tax asset to be recovered

e Deferred income tax is provided on temporary differences ansing on investments in subsidianes, associates and
Joint ventures, except where the timing of the reversal of the temporary difference can be controlled and it 1s
probable that the temporary difference will not reverse in the foreseeable future

¢ Deferred tax assets and deferred tax habilities are offset, if a legally enforceable nght exists to set off current tax
assets against current income tax habiittes and the deferred taxes relate to the same taxable entity and the same
taxation authonty

Deferred tax 1s measured on an undiscounted basis at the tax rates that are expected to apply in the penods in which
timing differences reverse, based on tax rates and laws enacted or substantively enacted at the statement of financial
position date

Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the nsks and rewards of
ownership to the lessee All other leases are classified as operating leases

Lessor activities

Amounts due from lessees under finance leases are recorded as recewvables at the amount of the Company’s net
investment in the leases Finance lease income 1s allocated to accounting penods so as to reflect a constant penodic rate
of return on the Company’s net iInvestment outstanding in respect of the leases

Rental income from operating leases i1s recognised on a straight-line basis over the term of the relevant lease

Lessee activities

Assets held under finance leases are recognised as assets at their far value or, if lower, at the present value of the
minimum lease payments, each determined at the inception of the lease The camresponding hiability to the lessor is

included in the balance sheet as a finance lease obligation Lease payments are apportioned between finance charges
and reduction of the lease obligation so as to achieve a constant rate of interest on the remaining balance of the hability
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Finance charges are charged directly against income, unless they are directly attnbutable to qualifying assets in which
case they are capdtalised in accordance with the Company’s policy on borrowing costs (see below)

Rentals payable under operating leases are charged to income con a straight-ine basis over the term of the relevant
lease

Benefits received and receivable as an incentive to enter into an operating lease are also spread on a straight-lne basis
over the lease term

Revenue recegnition
Revenue represents the fatr value of consideration received or receivable for goods and services provided in the normal
course of business, net of trade discounts, VAT and other sales related taxes

Sales of goods are recognised when goods are delivered and title has passed

Operating revenue from services provided are recogrised insofar as the transaction has been completed on the
statement of financial position date

Revenue from construction contracts Is recognised in accordance with the company’s accounting policy on construction
contracts as previously detailed in this note

Interest income Is accrued on a time basis, by reference to the pnncipal outstanding and at the interest rate applicable

Retirement benefit costs

Payments to defined contnbution retirement benefit plans are charged as an expense as they fall due Payments made
to state-managed retirement benefit schemes are dealt with as payments to defined contnbution plans where the
Company's obligations under the plans are equivalent to those ansing In a defined contributton retirement benefit plan

For defined benefit retirement benefit plans, the cost of providing benefits 1s determined using the Projected Unit Credit
Method, with actuanal valuations being updated to each statement of financial position date  Actuanal gains and losses
that exceed 10 per cent of the greater of the present value of the Company's defined benefit obligation and the farr value
of plan assets are amortised over the expected average remaining working lives of the participating employees

Past service cost I1s recognised immediately to the extent that the benefits are already vested, and otherwise 1s amortised
on a straight-ine basis over the average perod until the benefits become vested

The retirement benefit obligation recognised in the balance sheet represents the present value of the defined benefit
obligation as adjusted for unrecognised actuanal gains and losses and unrecognised past service cost, and as reduced
by the farr value of plan assets Any asset resulting from this calculation 1s hmited to unrecogrused actuanal losses and
past service cost, plus the present value of avaitable refunds and reductions in future contnbutions to the plan

The expected return on plan assets and the interest cost on scheme habilities are included within financial income and
expense in the statement of comprehensive iIncome
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Foreign currencies

Transactions in currencies other than pounds sterling are recorded at the rates of exchange prevailing on the dates of the
transactions At each statement of financial position date, monetary tems denominated in foreign currencies are
retranslated at the rates prevailing on the statement of financial posttion date Non-monetary items carned at farr value
that are denominated in foreign currencies are retranslated at the rates prevailing on the date when the fair value was
determined

Exchange differences ansing on the settlement of monetary items, and on the retranslation of monetary items, are
included in profit or loss for the penod except for exchange differences ansing on non-monetary assets and liabilibes
where the changes in fair value are recognised directly in equity

In order to hedge its exposure to certain foreign exchange nsks, the Company enters into forward contracts and options
(see above for details of the Company’s accounting policies in respect of such denvative finanoial iInstruments)

Borrowing costs

Borrowing costs directly attnbutable to the acguisition, construction or production of qualifying assets, which are assets
that necessarly take a substantial penod of time to get ready for their Intended use or sale, are added to the cost of
those assets, until such tme as the assets are substantially ready for their intended use or sale Investment income
earned on the temporary investment of specific borrowings pending therr expenditure on qualifying assets 1s deducted
from the borrowing costs eligible for capitalisation

All cther borrowing costs are recegnised in profit or lass in the peried inwhich they are incurred

Provisions

Provisions are recognised when the Company has a present obligation as a result of a past event, and it 1s probable that
the Company will be required to settle that obligation Prowvisions are measured at the directors’ best estimate of the
expenditure required to settle the obligation at the statement of financial position date, and are discounted to present
value where the effect is matenal

Share-based payments

Share options granted by the company’s parent to its employees are accounted for in accordance with the requirements
of IFRS 2

The Company 1ssues equity-settied share-based payments to certain employees Equity-settied share-based payments
are measured at far value (excluding the effect of non market-based vesting conditions) at the date of grant The Group
uses a binomial model to measure the amount of the benefit to employees receiving the options granted The fair value
of such options 1s determined at the date of grant The amounts thus obtained are taken to the statement of
comprehensive Income over the vesting period of the nghts Recognition in the statement of comprehensive income 1s
linear over the vesting penod of each scheme No expense is recognised for opticns that do not ulimately vest, with the
exceplion of options where vesting 1s conditonal upon a market condition

This expense 1s Included in Income from operattons and a corresponding credit Is recognised increasing retained
earnings It thus has no effect on the overall amount of sharehotders’ funds
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Significant accounting judgements, estimates and assumptions

The preparation of financial statements requires the Company to make estimates and assumptions that affect the
applcation of policies and reported amounts Estimates and judgements are continually evaluated and are based on
historical expenence and other factors including expectations of future events that are believed tc be reasonable under
the crcumstances Actual results may differ from these estimates The estimates and assumptions which have a
significant nsk of causing a matenal adjustment to the carrying amount of assets recognised in the financial statements
are hsted below,

Deferred Tax Recognition

Deferred tax assets are recognised for all unused tax losses to the extent that it 1s probably that taxable profit will be
available against which the losses can be utlised Significant management judgement 1s required to determine the
amount of deferred tax assets that can be recogrised, based upon the likely timing and the level of future taxable profits
Further detaills on deferred tax asset recognition are disclosed in Note 20

Post-retirement benefits

The determination of the pension cost and retrement benefit obligation of the Company's share of the Thales UK
group's defined benefit pension schemes 1s dependent upon the selection of certain assumptions which include the
discount rate, inflation rate, salary growth, mortafity and expected return on scheme assets Differences ansing from
actual experiences will be reflected in future years

Long-term contracls

Long-term contract arrangements are accounted for in accordance with IAS 11 This requires judgements to estimate
future expected costs to be incurred
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2 Revenue
An analysis of the Group's revenue 1s as follows

Sale of goods
Revenue from construction contracts
Services

Revenue per income statement
Investment income

Revenue as defined in IAS18

3 Profit from operations
Profit from operations Is stated after charging/(crediting)

Net foreign exchange losses

Research and development costs

Pension project savings

Depreciation of property, plant and equipment

Amortisation of internally generated intangible assets included in other operating

expenses

Cost of inventories recognised as an expense
Staff costs (note 7)

Auditors’ remuneration for audit services

2000 2008
£000 £000
21,590 17,440
8,490 9,311
12,501 8,455
42,581 35,206
87 505
42,668 35,711
2009 2008
£000 £000
77 89
669 1,329
- (618)
341 458
233 233
32,808 27,681
11,128 9,676
49 64

Amounts payable to Ernst & Young LLP and their associates by the Company In respect of non-audit services were
£2,500 (2008 - £2,000) This was for providing a certificate of sales for the Ministry of Defence
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4 Investment Income

Interest on bank deposits

5 Other gains and losses

Hedge ineffectiveness on cash flow hedges

6 Finance costs

Interest on pension fund habilities {net)

Tetal borrowing costs
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2009 2008
£000 £000

87 505

87 505
2009 2008
£000 £000
2009 2008
£000 £000
(553) 149
(553) 149
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7 Staff costs
The average monthly number of employees (including executive directors) was

Programmes

Technical

Production and Matenals

Sales, Commercial and Marketing
Management/Administration

Their aggregate remuneration comprised
Wages and salaries

Social security costs

Other pension costs (see note 19)
Share-based payment expense {see note 23)
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2009 2008
Number Number
22 19

1 76

145 76

18 15

34 31

230 217
2009 2008
£000 £000
9,052 8,248
966 884
1,087 519
23 25
11,128 9,676
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Directors’ Emoluments

Remuneration 2009 2008
£000 £000

Emoluments 264 256
Total emoluments 264 256
The emoluments of directors disclosed above include the following amounts paid to the
highest pard director 157 149
As at 31 December the following amounts relating to the highest paid director were
accrued under a defined benefit pension scheme 30 57
Accrued pension entitlement

Number Number
Duning the penod the following number of directors
Accrued benefits under money purchase pension schemes - -
Accrued benefits under defined benefit pension schemes 2 2

Exercised share options -
Receved entitlement to shares under long term incentive schemes -
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8 Income tax expense

Current tax:
UK Corporation tax
Adjustments in respect of prior years

Total current tax

Deferred tax
Ongination and reversal of temporary differences charge/(credit)

Total deferred tax

Total tax charge / (credit) on profit on ordinary activities

Corporation tax 1s calculated at 28% (2008 — 28 5%) of the estimated assessable profit for the year

The tax chargef(credit) for the year can be reconciled to the statement of comprehensive income as follows

Profit on ordinary activiues before tax

Profit on ordinary activities multiplied by standard rate of corporation tax in the

UK of 28%

Tax effect of

Expenses not deductible for tax purposes
R&D uplift

Prior year adjustment to deferred tax

Difference between statutory tax rate and weighted average tax rate for the

period
Adjustments to prior year (current tax)
Adjustments to prior year (deferred tax)

Total tax charge
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2009 2008
£000 £000
824 (202)
476 (234)
1,300 (436)
(558) 270
(558) 270
742 (166)
2009 2008
£000 £000
3,044 2,205
852 628
21 25
(212) (349)
- (227)

- (9

476 (234)
(395) -
742 (166)
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In addition to the amount charged to the statement of comprehensive income deferred tax has been charged directly to

equity as detalled below,

Net loss/(gain) on revaluation of cash flow hedges

Deferred tax expense reported in equity

9 Dividends

Amounts recognised as distributions to equity holders in the period

- Final dividend for the year ended 31 December 2009 of Nil (2008 - £20,000) per
share

Proposed final dividend for the year ended 31 December 2009 of nil
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2009 2008
£000 £000
1,147 (1,293)
1,147 (1,293)
2009 2008
£000 £000

- 2,000
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10 Other intangible assets

Patents &
trademarks
£000
Cost
At 1 January 2008 1,165
Additions -
At 31 December 2008 1,165
Additions -
At 31 December 2009 1,165
Amortisation
At 1 January 2008 19
Charge for the year 233
At 31 December 2008 252
Charge for the year 233
At 31 December 2009 485
Carrying amount
At 31 December 2009 680
At 31 December 2008 913
At 1 January 2008 1,146

Patents and trademarks are amortised over therr estmated useful ives, which 1s on average 5 years
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11 Property, plant and equipment

Leasehold Plant and Fixtures
Improvements machinery & Fittings Total
£000 £000 £000 £000

Cost or valuation
At 1 January 2008 5,564 1,722 1,597 8,883
Addions 452 97 3 552
Disposals (191) - - (191)
At 31 December 2008 5,825 1,819 1,600 9,244
Additions a5 7 17 119
Disposals (607} (176) (141) {924)
At 31 December 2009 5,313 1,650 1,476 8,439
Accumulated
depreciation and
impairment
At 1 January 2008 4,236 1,140 1,458 5,834
Charge for the year 173 256 29 458
Disposals (21) - - {21)
At 31 December 2008 4,388 1,396 1,487 7,271
Charge for the year 180 147 14 341
Disposals (117) (91) (68) (276)
At 31 December 2009 4,451 1,452 1,433 7,336
Carrying amount
At 31 December 2009 862 198 43 1,103
At 31 December 2008 1,437 423 113 1,973
At 1 January 2008 1,328 582 139 2,049

Dunng 2009 the company vacated part of Mounibatten House This resulted in a wnte-off of £239k for leasehold
improvements previously capitahised
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12 Inventories

2009 2008
£000 £000
Work-1n-progress 2,462 1,746
2,462 1,746
13 Trade and other receivables
2009 2008
£000 £000
Trade and cther receivables
Amounts receivable from the sale of goods 10,596 12,881
Less Provision for the imparment of receivables - -
Amounts receivable from the sale of goods - net 10,596 12,881
Amounts receivable from construction contract customers (note 14) 368 2,050
10,964 14,931
The directors consider that the carrying amount of trade and other receivables approxmates their farr value
At 31 December the aged trade receivables analysis is as follows
Neither past Overdue
due nor Overdue less Overdue3to  morethan6
Total impaired than 3 months 6 months months
£000 £000 £000 £000 £000
2009
Amounts receivable from the
sale of goods 10,596 10,130 460 6 -
2008
Amounts receivable from the
sale of goods 12,881 9,321 3,458 102 -
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14 Construction Contracts

2009 2008
£000 £000
Contracts in progress at balance sheet date
Amounts due from contract customers included in trade and other recervables 368 2,050
Amounts due to contract custcmers included 1n trade and other payables {100) (10)
268 2,040
Contract costs incurred plus recognised profits less recognised losses to date 125,001 118,399
Less progress billings (121,733) (116,359)
268 2,040

At 31 December 2009, retentions held by customers for contract work amounted to £ Nil (2008 £Nil) Advances

recewved from customers for contract work amounted to £5,709,000 (2008 £1,447,000)

At 31 December 2009 amounts of £ Nil (2008 £ Nil) included in trade and other receivables and ansing from

construction contracts are due for settlement after more than 12 moenths

15 Cash and cash equivalents

Bank balances and cash comprise cash held by the Company and short-term bank deposits with an onginal matunty of

three months or less The carrying amount of these assets approxmates therr far value

16 Trade and other payables

2009 2008

£000 £000

Trade creditors and accruals 13,436 14,530
Amounts due to construction contract customers (note 14) 100 10
13,536 14,540

The directors constder that the carrying amount of trade payables approximates their farr value
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The average credit period taken for trade purchases is 42 days (2008 33 days)
17 Provisions

Warranty/Loss
£000
At 1 January 2009 1,173
Additional provision in the year 1,394
Utilisation of provision (1,026)
At 31 December 2009 1,541
Included in current habiities 1,541
Included in non-current liabilities -
1,541

The provision for post-sale rectification and support costs relates to anticipated costs to be borne by the company In
respect of rectification and support of products already delivered to customers and will be utilised over 3 years The
balance of the provision represents future cost provision for existing contracts
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18 Financial instruments
Fair value

Set out below 15 a companson of the carrying amounts and fair value of all of the Company's financial instruments,
including those classified under discontinued operations, that are carned in the financial statements

2009 2008
Carrying Fair value Carrying Farr value
amount amount
£000 £000 £000 £000
Financial Assets
Cash 17,049 17,049 11,371 11,371
Trade and other receivables 10,964 10,964 14,931 14,931
Derivative financial instruments 97 97 558 558
Financial Liabilities
Trade and other payables 13,514 13,514 14,540 14,540
Derivative financial mstruments 403 403 5,761 5,761

The carrying amount of the assets above represents the Company’s maximum exposure to credit nsk
All trade creditors will be paid within the next 3 months
Currency derivatives

The Company utihses currency denvatives to hedge significant future transactions and cash flows The Company 15 party
to a number of foreign currency forward contracts and options in the management of its exchange rate exposures The
instruments are purchased internally from the Group treasury department in Pans and are pnmanly denominated in the
currencies cf the Company's pnncipal markets At the statement of financial position date, the total notionat amount of
outstanding forward foreign exchange contracts to which the Company 1s committed are as follows

2009 2008
£000 £000
Forward foreign exchange contracts 5,845 18,868

In addition, the Company had options to sell currency equivatent to an amount of approxmately £1,785,000 as a hedge
against exchange losses on future sale of goods These arrangements are made with Thales treasury to cover the penod
between tender date and contract award

At 31 December 2009, the farr value of the Company's currency dervatives is estimated to be approxmately £(306,000)

(2008 £(5,203,000)) These amounts are based on quoted market prices for equivalent instruments at the statement of
financial position date, compnsing £97,000 assets (2008 £558,000) and £403,000 lrabilities
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(2008 £ 5,761,000) The far value of currency denvatives that are designated and effective as cash flow hedges

amounting to £{247,000) (2008 £(4,346,000)) has been deferred in equity

The contractual matunty of the Company’s denvatives 1s as follows

Timing of cash flows

Net carmying
amount as
shown in the
statement of
Withinone  Between one Between two More than five financial
year andtwoyears  and five years Total position
£000 £000 £000 £000 £000 £00(
At 31 December 2009
Derivative assets -
Gross cash inflows 4,785 291 - - 5,076
Gross cash outflows (4,785) (291) - - (5,076)
- - - - - 97
Derivative habilities -
Gross cash inflows 562 206 - - 768
Gross cash outflows {562) (2086) - - (768)
- - - - - 40;
At 31 December 2008
Derivative assets -
Gross cash inflows 2,418 120 149 - 2,687
Gross cash outflows (2,418) (120) {149) - {2,687)
- - - - - 55¢
Derivative habiities -
Gross cash inflows 15,261 921 - - 16,182
Gross cash outflows (15,261) (921) - - {16,182)
- - - - - 5,767
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Maturity of financial habilities

The contractual matunty of the Company’s non-denvative financial habihities 1s as follows

Timing of cash flows
Withinone Betweenone  Betweentwo More than five
y and two years and five years

£000 £000 £000 £000 £000
At 31 December 2009
Trade creditors 3,505 - - - 3,505
Other payables 10,031 - - - 10,031
Derivative financial instruments 398 5 - - 403
13,934 5 - - 13,939
At 31 December 2008
Trade creditors 5,379 - - - 5,379
Other payables 9,161 - - - 9,161
Denvative financial instruments 5,303 458 - - 5,761
19,843 458 - - 20,301
Maturity of financial assets
The contractual matunty of the Company’s non-denvative financial assets Is as follows
Timing of cash flows
Within one Between one Between two More than five
year andtwc years and five years
£000 £000 £000 £000 £000
At 31 December 2009
Cash 17,049 - - - 17,049
Trade receivables 8,023 - - - 8,023
Other receivables 2,941 - - - 2,941
Derivative financial instruments a7 - - - 97
28,110 - - - 28,110
At 31 December 2008
Cash 11,371 - - - 11,371
Trade receivables 9,116 - - - 9,116
Other receivables 5,815 - - - 5,815
Derwvative financial instruments 558 - - - 558
26,860 - - - 26,860
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The Company’s funding strategy 1s to ensure a mix of funding sources offering flexibility and cost effectiveness to match
I's requirements
Sensitivity analysis

The table below Wlustrates the estimated impact on the income statement and net assets as a result of market
movements in foreign exchange and interest rates in relation to the Company's financial instruments

The impact of the income due to changes in interest rates reflects the effect on the Company's cash and bank balances
and overdrafts and loans

10%
1% tncrease In 1% decrease in 10% weakening  strengthening in
interest rate interest rate In sterling sterling
£000 £000 £000 £000
At 31 December 2008
Impact on Income statement gain/(loss) 114 (114) - -
Impact on equity increase/{decrease) - - (1,548) 1,407
At 31 December 2009
Impact on iIncome statement gain/{loss) 136 (136) - -
Impact on equity increase/{decrease) - - (388} 353
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19 Retirement benefit schemes

The Thales Group operates a number of schemes within the UK for the benefit of employees The schemes include hoth
defined benefit schemes and defined contnbution schemes Dunng 2007 and 2008, the Group undertook a pensicn
project which merged 8 existing defined benefit schemes into a single scheme with 2 sections

Defined contribution schemes

The total cost charge to Income in relation to defined contnbution schemes amounted to £172,000 (2008 £144,000)
representing contributions payable to the schemes by the Company at rates specified in the rules of the plan

Defined benefit schemes

The Thales Group operates 3 defined benefit schemes that provide benefits to eligible UK employees, namely the Thales
UK Pension Scheme, the Thales Shared Cost Section of the Railways Pension Scheme and the Avimo Pension

Scheme The Company participates in Thales UK Pension Scheme The Company’s share of assets and labiittes in the
scheme is denved on a proportionate basis related to the cash contnbutions made The management consider this the
most appropnate basis of allocation

The following tables summanse the components of net benefit expense recognised in the Statement of comprehensive
income and the funded status and amounts recognised in the statement of financtal position for the plan

2009 2008

£000 £000
Net benefit expense
Current service cost (366) (375)
Total service charge (366) (375)
Interest cost (1,372) (1,603)
Expected return on plan assets 1,062 1,864
Amortisation of unrecognised gains & losses (243) 2
Total charge (919) (112)
Actual return on plan assets 2,308 (3,437)
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Benefit asset
Present value of defined obligations
Fair value of plan assets

Funded status
Unrecognised actuanal losses

Net amount recognised

Changes in the present value of the defined benefit obligation are as follows

Opening present value of obligations
Current service cost

Interest cost

Plan participants’ contributions
Actuanal (losses)/gains on obligation
Benefits paid

Closing present value of obligations

Changes in the fair value of Plan Assets are as follows
Opening farr value of plan assets

Expected return on plan assets

Employers’ contributions

Plan participants’ contributions

Benefits paid

Actuarial gains/(losses) on plan assets

Closing farr value of plan assets

The Thales Group expects to contnbute £71m to its defined benefit pension plans in 2010
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2009 2008
£000 £000
(17,568) (14,470)
14,249 11,833
(3,319) (2,637)
4,889 4,195
1,570 1,558
(14,470) (14,517)
(366) (375)
(1,372) (1,603)
(129) (147)
(2,129) 980
898 1,192
(17,568) (14,470)
11,833 15,379
1,062 1,864
877 936
129 147
(898) (1,192)
1,246 (5,301)
14,249 11,833
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Year ended Year ended
31 December 31 December

2009 2008
The major categornes of plan assets as a percentage of the farr value of total plan
assets are as follows
Equities 52% 48%
Gilts and corporate bonds a47% 50%
Property 1% 1%
Cash 0% 1%
The expected rates of return on each category of plan assets are as follows
Equities 7 6% 7 0%
Gilts 4 1% 35%
Corporate bonds 5 0% 6 7%
Property 6 1% 55%
Cash 01% 16%

The overall expected rate of return on assets 1s determined based on market pnces prevailing at that date, applicable to
the penod over which the obligation is to be settled There has been a significant change in the expected rate of return on
assets due to the improved stock market scenarno

The principal assumptions used in determining pension obligations for the Group's plans are shown below

Discount rate 5 85% 6 5%
Expected rate of return on assets 6 3% 6 4%
Future salary increases 4 3% 3 9%
Future price inflation 33% 29%
Future 5% LPI pension increases 31% 27%
Future 2 5% LPI pension increases 2 3% 22%

In determining the pension abiities the Thales Group uses mortality assumptions which are based on published mortality
tables The actuanal table used 1s Males - PMA92 medium cohort year of birth, with inibal mortality rates increased by
16% Females - PFA92 medium cohort year of birth, with initial mortality rates increased by 35%

The measurement bases required by IAS19 are likely to give nse to significant fiuctuations In the reported amounts of the
defined benefit pension schemes assets and habilities from year to year, and do not necessanly give nse to a change in
the contnbutions payable into the schemes, which are recommended by the independent actuanes based on the
expected long term rate of return on the schemes assets
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A 0 5% point change in the assumed discount rate would have the following effects on the defined benefit obligations

Year ended
31 December
2009

£000
Increase (152)

Decrease 171

Dunng 2007, the Thales Group undertook a pensions project that changed the structure of benefits for active members
and offered other options to pensioners and deferred members This resulted in reduced ongoing costs and a reduction
of existing llabilities, which are shown as scheme amendments within the total service credit

Amounts for the current and previous four periods are as follows

2005 20086 2007 2008 2009

£000 £000 £000 £000 £000
Defined benefit obligation {7,159) (17,013) (14,517) (14,470) (17,568)
Plan assets 5,232 15,453 15,379 11,833 14,249
{Deficit)/surplus (1,927) (1,560) 862 (2,637) (3,319)
Experience adjustments on 829 635 (1,838) (5,301) 1,246
plan assets
Experience adjustments on - - (616) (567) 845

plan habihities
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20 Deferred tax

The following are the major deferred tax assets and labilties recognised by the Company and movements thereon

dunng the current and pnor reporting penod

Deferred Tax Asset

As at 1 January 2008
Charged to statement of
comprehensive income

Charged to equity

As at 31 December
2008

Charged to statement of

comprehensive iIncome

Charged to equity

As at 31 December
2009

Deferred Tax Liability

As at 1 January 2008
Charged to statement of
comprehensive income

Charged to equity

As at 31 December
2008

Charged to statement of

comprehensive income

Charged to equity

As at 31 December
2009
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Retirement
Capital benefit Revaluation of Cash flow
allowances obligations properties hedges Tax losses Other Total
£'000 £000 £'000 £'000 £'000 £000 £'000
944 - - - - - 944
{39) - - - 1 - (38)
- - - 1,216 - - 1,216
905 - - 1,216 1 - 2,122
562 - - N (1) - 561
- - - (1,147) - - (1,147)
1,467 - - 69 - - 1,536
Accelerated  Retirement Deferred
tax benefit Revaluation of Cash flow development
depreciation  obligations propertes hedges costs Other Total
£'000 £'000 £000 £000 £000 £'000 £'000
- (204) - (77) - - (281)
- (232) - - - - (232)
- - - 77 - - 77
- (436) - - - - (436)
. (3) - - - - (3)
- (439) . - - - (439)
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21 Share capital

2009 2008
Authorised
100 ordinary shares of £1 00 each 100 100
Allotted, called-up and fully-paid
100 ordinary shares of £1 00 each 100 100

Capital management

The pnmary objective of the company’s capital management 1s to ensure that it mantains a strong credit rating and
healthy capital ratios in order to support its business and maximise shareholder value The company manages its capital
structure and makes adjustments to 1t, in ight of changes in economic conditions To maintain or adjust the capital
structure, the company may adjust the dividend payment to shareholders, return capital to shareholders or 1ssue new

shares No changes were made In the objectives, policies or processes dunng the years end 31 December 2009 and 31
December 2008

22 Reserves
The figures previously disclosed here are now included in the statement of changes in equity

46 THALES MISSILE ELECTRONICS




Notes to accounts (continued)
for the year ended 31 December 2009

23 Share based payments

The Group grants ophions in the shares of Thales SA to employees as part of an employee incentive program  All options
granted under this program are equity-settted Histoncally, these have been 1ssued annually At 31 December 2009, the
following options were outstanding

Type of General employee share option plan

arrangement

Date of grant 1 July 2003 1 July 2004 30 June 2005 9 November 20064 July 2007 1 July 2008 25 June 2009
Number granted 5,900 4,850 4,750 5,300 520 1,970 2,610
Contractual ife All opticns are granted for a 10 year penod

Vesting conditions Fully vested after 4 years

The estimated fair value of each share option granted in the general employee share option plan 1s £6 08 {2008 £5 22)

This estimated fair value was calculated by applying a binormial option pricing medet

Type of General employee share aption plan

arrangement

Date of grant 1 July 2003 1 July 2004 30 June 2005 9 November 2006 4 July 2007 1 July 2008 25 June 2009
The model inputs were

Share price at €2570 € 2950 €34 01 €36 47 €4513 €3572 € 3193
grant date

Exercise pnce €2570 €2950 €34 01 €36 47 €44 77 € 38 50 €3288
Expected volatiity* 34% 32% 30% 30% 20% 20% 25%
Dwidend rate 35% 35% 25% 25% 25% 25% 25%
Risk-free interest

rate 38% 4 4% 30% 30% 4 5% 4 5% 3 9%

Expected rate of

cancellatton pre-~

vesting 2% 2% 2% 2% 2% 2% 2%
Expected rate of

departure post-

vesting 3% 3% 3% 3% 3% 3% 3%
Early exercise
muliiple 15 15 15 15 13 13 13

“Measured on the basis of a mix between histonical and implicit volatility

To allow for the effects of early exercise, it was assumed that the employees would exercise the optrons after vesting
date when the share prnice was 1 5 times the exercise price
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In accordance with IFRS 2, the Group values the costs represented by optrons attnbuted to employees The fair value of
these options 1s determined at their respective attribution date This amount 1s taken to profit and loss, spreading over the
pencd of acquisition of benefits

Details of options outstanding during the year are presented below

2009 2008
Number of Weighted Number of Weighted
options average options average
exercise price exercise price

Outstanding at start of year 22,241 £25 93 20,821 £23 21
Granted 2,610 £28 42 1,970 £3090
Exercised (300) £22 87 {400) £23 68
Forfeited 12 £3027 {150) £23 68
Qutstanding at end of year 24,563 £2879 22,241 £2593
Exercisable at end of year 20,041 £28 28 17,461 £24 84

The weighted average share price at the date of exercise for share options exercised durning the penod was £29 22 (2008
£31 54) The options outstanding at 31 December 2009 had exercise prices in the range €25 70 to €44 77, and the
weighted average remaining contractual life of 5 8 years (2008 6 4 years)

The expense ansing from share and share option plans was £23,192 (2008 £25,086)
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24 Operating lease arrangements
The Company as lessee

2009 2008
£000 £000
Minmum lease payments under operating leases charged to expense for the year 314 299

At the statement of financial income date, the Company has outstanding commitments under non-cancellable operating
leases, which fall due as follows

2009 2008

£000 £000

- Within one year ' 304 187
- In the second to fifth years inclusive 133 145
437 332

Operating lease payments represent rentals payable by the Company for vehicles and office machines Leases are
negotiated for an average term of 4 years and rentals are fixed for an average of 4 years

25 Events after the reporting period

The following changes were announced in the UK Budget on 22 June 2010 {1) the full rate of corporation tax will reduce
to 27% with effect from 1 Apnl 2011, and will decrease by a further 1% each 1 April thereafter until reaching 24% with
effect from 1 Apnl 2014, (n) the rate of annual wrnting down allowances on qualifying plant and machinery will reduce by
2%, 10 18% for the general capital allowance pool and to 8% for the integral features pool, with effect from 1 Apnl 2012
As this legislation was not substantially enacted by the balance sheet date, the figures within these accounts are
calculated in accordance with the existing rates The impact of a 1% rate reduction on the deferred tax asset would be
£39,000
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26 Related party transactions

The immediate parent company 1s Thales UK Limited, a company incorperated in the UK The ultimate parent company
Is Thales SA a company incorporated in France This i1s also both the largest and smallest group which includes the
company and for which consolidated financia) statements are prepared Copies of the group financial statements of
Thales SA are available from 45 rue de Villiers, 92526 Neully sur Seine Cedex, France

Trading transactions
During the year, the Company entered into the following trading transactions with related parties

Amounts owed by Amounts owed to
Sales of goods Purchases of goods related parties related parties
2009 2008 2009 2008 2009 2008 2009 2008
£000 £'000 £000 £000 £'000 £000 £'000 £000
Parent company - - 3,046 2,150 13 24 74 391
Fellow subsidianes 5,313 2,184 2,586 2,267 1,789 671 488 766

Key management
personnel - - - - - - - -

Sales of goods to related parties were made at the Company’s usual ist pnces Purchases were made at market price
discounted to reflect the quantity of goods purchased and the relationships between the parties

The amounts outstanding are unsecured and will be settled in cash No guarantees have been given or received No
expense has been recognised in the penod for bad or doubtful debts in respect of the amounts owed by related parties

Compensation of key management personnel

The remuneration of directors and other members of key management dunng the year was as follows -

2009 2008

£000 £000

Short-term employee benefits 833 741
Post-employment benefits 58 153
951 864
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