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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 2012.

Principal activities
The principal activities of the Company continue to be the design, manufacture and sale of electro-optic equipment.

Business review

The level of business and the year end financial position were as expected by the Directors.

Given the straightforward nature of the business, the Directors are of the opinion that analysis using KPlIs is not
necessary for an understanding of the development, performance or position of the business. Furthermore as the
company's business is managed on a group divisional basis it would not be appropriate or informative for an
understanding of the business.

The Company continues to invest in research and development. This has resulted in a number of new products being
launched recently which are expected to make significant contributions to the growth of the company and its parent
company. The directors regard investment in this area as a prerequisite for success in the medium to long term
future. In 2012 £523,000 of research and development expenditure was recognised as an expense (2011: £147,000).

Dividends .

The Directors do not recommend the payment of a dividend (2011: £Nil).

Project Unity
The group is pursuing an intemal consolidation of Thales UK Companies, an impact of this is the write-off of pension
balances within affected entities; this was performed in 2012 in advance of consolidation in 2013.

Credit risk
The Company's principal financial assets are bank balances and cash, trade and other receivabies.

The Company trades only with recognised, creditworthy third parties. !t is the Company's policy that all customers
who wish to trade on credit terms are subject to credit verification procedures. This may also invoive the negotiation
of third party guarantees of customer creditworthiness. [n addition, receivable balances are monitored on an ongoing
basis with the result that the Company's exposure to bad debts is not significant. ,
The Company has no significant concentration of credit risk, with exposure spread over a large number of
counterparties and customers.

The Company’s maximum exposure fo credit risk is the carrying amount as disclosed in Note 10.

Commodity price risk
The Company's exposure to price risk is minimal.
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Directors' report (continued)

Interest rate risk .
The Company's exposure to the risk for changes in market interest rates is minimal.

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

Going concern accounting basis

The Company's business activities, together with the factors likely to affect it's future devetopment, 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
activities. The Company’s financial risk management abjectives and its exposures to credit and liquidity risk are set
out in the preceding paragraphs.

The Directors have a reasonable expectation that the Company has sufficient resources with group support to
continue in operatidna! existence for the foreseeable future therefore they continue to adopt the going concem basis
of accounting in preparing the annuat financial statements.

Environmental iInformation

The Thales Group in the UK has implemented an Environmental Policy to conduct our current and future business in
a way that protects the environment. This is 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 requirernent that operating companies are certified to the International Standard for
Environmental Management Systems SO 14001 to which we have been cenrtified. Current Environmental
Programmes include reducing our Carbon footprint and implementing a Green Purchasing programme.

Directors
The Directors who served during the year were as follows:

A Cresswell resigned 01.04.13
M Broughton appointed 01.04.13
S Boulton

E A McCrorie

Directors’ liabilities

The company has not granted any indemnity against liability to its directors during the year or at the date of approving
the Directors’ report.
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Directors’ report (continued)

Supplier payment policy
It is 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 2012, 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 invoiced by suppliers during the year, amounted
to 15 days {2011: 5 days).

Employee matters

People are the Company’s greatest assets. With growing competition, attracting and retaining quality workers from the
local community is key. Therefore it makes gocd business sense to incorporate attractive employment policies and
principles with the view to creating a skilled, happy, diverse, proud and motivated workforce. This is what the
Company tries to achieve. .
Throughout 2012 Thales UK underwent an alignment project to provide competitive, consistent, and aligned
employment terms and conditions, and introduce a more modern Flexible Benefits scheme, helping to achieve our
goal of becoming a 21* century employer.

Donations
During the period to 31 December 2012 charitable donations of £nil {2011: £nil) were made.

No political donations were made during the year (2011: Enil).

Disclesure of information to the auditors

So far as each person who was a Director at the date of approving this report is aware, there is no relevant audit
information, being information needed by the auditor in connection with preparing its report, of which the auditor is
unaware. Having made enquiries of the auditor, the Directors have taken all the steps they are obliged to take as
directors in order to make themselves aware of any relevant audit information and to establish that the auditor is
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 Mazars LLP will therefore continue in office.

Registered Office
1 Linthouse Road

Glasgow
A{/x” Zz

G51 4BZ

E McCrorie
Director

23 September 2013
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Directors’ Report and the financial statements in accordance with
applicable law and regufations.

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 Reporting 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 period. In preparing these financial statements, the Directors are required to:

« select suitable accounting policies and then apply them consistentty;
= make judgements and accounting estimates that are reasonable and prudent;

+ state whether applicable accounting standards have been followed, subject to any material departures
disclosed and explained in the financial statements;

s provide additional disclosures when compliance with specific requirements in IFRS is insufficient to enable
users to understand the impact 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 untess it is inappropriate 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 reascnabie accuracy at any time the financial position of the Company and
enable them to ensure that the financiai statements comply with the Companies 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 irregularities.

»
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Independent auditor's report to the members of Thales Optronics (Staines) Ltd

We have audiled the financial statements of Thales Optronics {Staines) Limited for the year ended 31 December
2012 which comprise the Statement of Comprehensive Income, the Statement of Financial Position, the Statement of
Changes in Equity, the Statement of Cash Flows and the related notes. The financial reporting framework that has
been applied in their preparation is applicable law and International Financial Reporting Standards (IFRS's) as
adopted by the European Union.

Respective responsibilities of Directors and auditors
As explained maore fully in the Directors’ Responsibilities Statement set out on page 4, the Directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view.

Qur responsibility is to audit and express an opinion on the financial statements in accordance with applicable law
and Internationat Standards on Auditing (UK and Ireland). Those standards require us to comply with the Auditing
Practicas Board's (APB's) Ethical Standards for Auditors. This report is made solely to the company's members, as a
body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006. Qur audit work has been undertaken so
that we might state to the company's members those matters we are required to state to them in an auditor's report
and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone
other than the company and the company's members as a body for our audit work, for this report, or far the opinions
we have formed.

Scope of the audit of the financial statements

A description of the scope of an.audit of financial statements is provided on the Financial Reporting Council's website
at www.frc.org.uk/auditscopeukprivate.

Opinion on the financial statements
In our opinion the financial statements:

= give a true and fair view of the state of the Company’s affairs as at 31 December 2012 and of its profit for the
year then ended;

* have been properly prepared in accordance with IFRS's as adopted by the European Union; and

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

Opinion on other matters prescribed by the Companies Act 2006

in our opinion the information given in the Directors’ Report for the financial year for which the financial statements
are prepared is consistent with the financial statements.
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Independent auditors’ report to the members of Thales Optronics (Staines) 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 agreemeht with the accounting records and returns; or

« certain disclosures of Directors’ remuneration specified by law are not made; or

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

@wac

Robert Neate {Senior statutory auditor)

for and on behalf of Mazars LLP

Chartered Accountants and Statutory Auditor
90 St Vincent Street

Glasgow

G2 5UB

1< Ceptenhiv 2o
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Statement of comprehensive income
for the year ended 31 December 2012

Revenue
Cost of sales

Gross profit / (loss)
Administrative expenses
Transfer of obligation to Thales UK Ltd

Operating Profit/ {Loss)
Finance (cost)

Finance income

Profit / (Loss) before tax
Income tax credit

Total comprehensive income/ (loss) for the year

The accompanying notes are an integral part of the Statement of comprehensive income.

All operations are classed as continuing.

There are no recognised gains or losses in either year other than the result for that year.
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Note

14

2012 2011
£000 £000
- 1,591

- (8,572)

- (6.981)

(2,601) (1,921)
3,377 -

776 (8,902)
(292) -
2 3

486 (8,899)
582 2,839

1,068 (6,060)




Statement of financia! position
as at 31 December 2012

Company Registration Number SC154357

ASSETS
Non-current assets
Property, plant & equipment

Current assets

Trade and other receivables
Current tax receivables
.Cash and cash equivalents

Total assets

LIABILITIES

Current liabilities

Trade and other payables
Bank overdraft

Net current liabilities

Non-current liabilities
Amounts owed to group companies
Retirement benefit obligation

Total liabilities

Net liabilities

EQUITY
Share capital
Retained earmnings

Total equity
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Note

10

11

12
11

12
14

16

2012 2011
£000 £000
12 144
12 144
18,959 14,577
620 2,341
596 -
20,175 16,918
20,187 17,062
(35,006} (29,741)
- (174)
(35,008) {29,915)
(14,831) (12,897)
(7,277) (7.277)
- (3,034)
(7,277) (10,311)
(42,283) (40,226)
(22,096) (23,164)
(22,096) (23,164)
(22,096) (23.164)




Statement of financial position (continued)
as at 31 December 2012

Company Registration Number SC154357

The accounts on pages 7 to 31 were approved by the board of directors and authorised for issue on 20 September
2013. They were signed on its behalf by:

L. Z

E McCrorie
Director

23 September 2013

The accompanying notes are an integral part of the Statement of financial position.
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Statement of changes in equity
for the year ended 31 December 2012

At 1 January 2011
Retained loss for the year
At 31 December 2011

At 1 January 2012
Retained profit for the year

At 31 December 2012
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Attributable to equity holders of the Company

Retained
earnings
£000

(17,104)
(6,060)
(23,164}

(23.164)
1,068

(22,096)

Total
equity
£000
(17,104)
(6,060)

(23,164)

(23,164)
1,068

(22,096)




Statement of cash flows
for the year ended 31 December 2012

OPERATING ACTWITIES
Operating Profit / {Loss)

Non cash adjustment to reconcile operating profit / (loss) to net cash flows:

Depreciation of property, plant & equipment

(Decrease) / increase in retirement benefit obligations

Working capital adjustments:
(Increase) / Decrease in receivables
increase in payables

Income taxes recovered

Net cash from operating activities

INVESTING ACTIVITIES
Interest received

Net cash generated from investing activities
Net increase / (decrease) In cash & cash equivalents

Cash & cash equivalents at beginning of year

Cash & cash equivalents at end of year
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Note 2012 2011
£000 £000
484 (8,902)
5 132 157
14 (3,033) 794
10 (4,382) 5,593
12 5,265 783
(1,534) (1,575)
2,302 1,173
768 (402)
6 2 3
2 3
770 (399)
(174) 225
596 (174)




Notes to accounts
for the year ended 31 December 2012

1. Corporate Information

The financial statements for the year ended 31 December 2012 were authorised for issue in accordance with a
resolution of the directors on 23 September 2013. The Company is a limited Company incorporated and domiciled in
Scotland. The address of the registered office is given on page 3. The nature of the Company’s operations and
principal activities are set out in the Directors’ report. Information on its ultimate parent is presented in note 18.

2. Accounting Policies

Basis of preparation

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS's)
adopted for use in the European Union, The financial statements have been prepared on a historical cost basis
(except for land and buildings and derivative financial instruments that have been measured at fair value). The
carrying values of recognised assets and liabilities that are designated as hedged items in fair value hedges that
would ctherwise be carried at amortised cost, are adjusted to record changes in the fair values attributable to the risks
that are being hedged in effective hedge relationships. The financial statements are presented in pounds sterling, the
currency in which the majority of the Company's transactions are denominated, and all values are rounded to the
nearest thousand, (£000), except when otherwise indicated.

The principal accounting policies adopted are set out below:

Going concern basis

After making enquiries on 23 September 2013, the Directors have a reasonable expectation that the Company has
adequate resources to continue in operational existence for the foreseeable future due to group support. Accordingly,
they continue to adopt the going concern basis in preparing.the financial statements.

Intangible fixed assets
Research and development

Research expenditure is written off as incurred. Development expenditure is also written off, except where the
directors are satisfied that all the following conditions are met.

+ an asset is created that can be identified

« it is probable that the asset created will generate future economic benefits; and

* the development cost of the asset can be measured reliably
In such cases, an internally generated intangible asset is recognised and amortised on a straight line basis over its
useful life.

Patents and trademarks

Patents and trademarks are measured initially at purchase cost and amortised on a straight line basis over their
estimated useful lives.
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Notes to accounts {(continued)
for the year ended 31 December 2012

Software
Software is measured initially at purchase cost and amortised on a straight line basis over its estimated useful life.
Property, plant and equipment

Plant and machinery are stated at cost or valuation, net of depreciation and any provision for impairment.
Depreciation is provided on all tangible fixed assets, other than freehold land, at rates calculated to write off the cost
or valuation, less estimated residual vaiue, of each asset on a straight-tine basis over its expected useful life, as
follows:

Plant and machinery 20% to 50% per annum

Residual value is calculated on prices prevailing at the date of acquisition or revaluation and is revised annually.
Interest costs incurred in bringing assels to a state where they are ready to be used are capitalised as part of the
costs of the asset.

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 is any indication that those assets have suffered an
impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to determine
the extent of the impairment loss, (if any).

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

If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. An impairment loss is recognised immediately in profit or loss, unless the
relevant asset is carried at a revatued amount, in which case the impairment loss is treated as a revaluation decrease,

Where an impairment loss subsequently reverses, the carrying amount of the asset is increased 1o the revised
estimate of its recoverable amount, but so that the increased carrying amount.does not exceed the carrying amount
that would have been determined had no impairment loss been recognised for the asset in prior years. A reversal of
an impairment {0ss is recognised immediately in profit or loss, unless the reflevant asset is carried at a revalued
amount, in which case the reversal of the impairment loss is treated as a revaluation increase.

Financial instruments

Financial assets and financial liabilities are recognised on the Company's balance sheet when the Company becomes
a party to the contractual provisians of the instrument,
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Notes to accounts (continued)
for the year ended 31 December 2012

Trade receivables

Trade receivables are carried at fair value (in the majority of cases this will equate to original 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.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand and demand depasits, and other short-term highly liquid
investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of changes
in value.

Y

Financial liabilities and equity

Financial liabilities and equity instruments issued by the Company are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial liability and an equity instrument. An equity
instrument is any contract that evidences a residual interest in the assets of the Company after deducting all of its
liabilities. The accounting policies adopted for specific financial liabilities and equity instruments are set out below.

Bank borrowings

Interest-bearing bank loans and overdrafts are initially recorded at the proceeds received, net of direct issue 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 borrowings is recognised over the term of
lhe borrowings in accordance with the Company's accounting policy for borrowing costs (see beiow),

Trade payables

Trade payables are initialty measured at fair value and are subsequently measured at amortised cost using the
effective interest rate method.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost includes materials, direct labour and a
proportion of manufacturing overheads based an normal levels of activity. Cost is calculated using the first-in-first-out
method. Net realisable value is based on estimated selling price, less further costs expected to be incurred to
completion and disposal. Provision is made for absolete, slow-moving or defective items where appropriate. Un-
invoiced research and development fully funded by customers is carried forward as work in progress.
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Notes to accounts (continued)
for the year ended 31 December 2012

Taxation

The tax charge / (credit) comprises current and deferred tax. Income tax expense / (credit) is recognised in the
income statement except to the extent that it relates to items recognised directly in equity in which case it is
recognised in equily. Current tax is the expected tax payable / (receivable) on the profit / {loss) for the year and any
adjustments in respect of previous years using tax rates enacted or substantively enacted at the reporting date.

Deferred tax is recognised using the balance sheet liability method, providing for tempoerary differences between the
carrying armounts of assets and liabilities for financial reporting purposes, and the amounts used for taxation
purposes. Deferred tax assets are recognised to the extent that it is probable that future taxable profits will be
available against which the asset can be utilised. Deferred tax is provided using rates of tax that have been enacted
or substantively enacted at the batance sheet date or the date that the temporary differences are expected to reverse.
Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable
that the related tax benefit will be realised,

Leases

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

Rentals payable under operating leases are charged to income on a straight-line basis over the term of the relevant
lease.

Revenue recognition

Revenue represents the fair 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 recagnised insofar as the transaction has been completed on the
balance sheet date.

Revenue from construction contracts is recognised in accordance with the company’s accounting palicy on
construction contracts as previously detailed in this note.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the interest rate
applicable.

Dividend income from investments is recognised when the shareholders’ rights to receive payments have been
established. ,
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Notes to accounts (continued)
for the year ended 31 December 2042

Retirement benefit costs
Payments to defined contribution retirement benefit plans are charged as an expense as they fall due.

For defined benefit retirement benefit pians, the cost of providing benefits is determined using the Projected Unit
Credit Method, with actuarial valuations being updated to each balance sheet date. Actuarial gains and losses that
exceed 10 percent of the greater of the present value of the Company's defined benefit obligation and the fair value of
plan assets are amortised over the expected avarage remaining working lives of the participating employees.

Past service cost is recognised immediately to the extent that the benefits are already vested, and otherwise is
amortised on a straight-line basis over the avarage period 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 acluariat gains and losses and unrecognised past service cost, and as
reduced by the fair vatue of plan assets. Any asset resulting from this calculation is limited to unrecognised actuarial

Retirement benefit costs continued

losses and past service cost, plus the present value of available refunds and reductions in future contributions to the
plan.

- The expected return on plan assets and the interest cost on scheme liabilities are included within financial income
and expense in the income statement.

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 reporting date, monetary items denominated in foreign currencies are retranslated at the
rates prevailing on the reporting date. Non-monetary items carried at fair value that are denominated in foreign
currencies are retranslated at the rates prevailing on the date when the fair value was determined.

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

in order to hedge its exposure to certain foreign exchange risks, the Company enters into forward cantracts and

oplions {see above for details of the Company's accounting policies in respect of such derivative financial
instruments).
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Notes to accounts (continued)
far the year ended 31 December 2012

Provisions

Provisions are recognised when the Company has a present obligation as a result of a past event, and it is probable
that the Company will be required to settle that obligation. Provisions are measured at the directors’ best estimate pf
the expenditure required to settle the obligation at the balance sheet date, and are discounted to prasent value where
the effect is material.

Significant accounting judgements, estimates and assumptions

The preparation of financia! statements requires the Cdmpany to make estimates and assumptions that affect the
application of policies and reported amounts. Estimates and judgements are continually evaluated and are based on
historical experience and other factors including expectations of future events that are believed to be reasonable
under the circumstances. Actual results may differ from these estimates. The estimates and assumptions which have
a significant risk of causing a material adjustment to the carrying amount of assets recognised in the financiat
statements are listed bejow;

Deferred Tax Recognition

Deferred tax assets are recognised for all unused tax losses to the extent that it is probable that taxable profit will be
available against which the losses can be utilised. Significant management judgement is required to determine the
amount of deferred tax assets that can be recognised, based upon the likely timing and the level of future taxable
profits. Further details on deferred tax asset recognition are disclosed in Note 15.

Post-retirement benefits

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

3. Appiication of new and revised International Financial Reporting Standards (IFRSs)

New and amended standards and interpretations:

The accounting policies adopted are consistent with those of the previous financial year except for the following new
and amended International Financial Reporting Standards (IFRS’s) and International Financial Reporting
Interpretations Committee (IFRIC) interpretations effective as of 1 January 2012;

Amendments to IFRS 7 Disclosures — transfers of financial assets in the current year:

The amendments enhance existing disclosure requirements for transferred financial assets that are not derecognised
and require additional disclosure on an entity’s continuing involvement in derecognised assets. This had no material
impact on the financial position or performance of the Company in the current or prior year,
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Notes to accounts (continued)
for the vear ended 31 December 2012

Income Tax {IAS 12 - Amended):

The amendment states that the measurement of associated deferred tax arising on investment properties that are
measured using the fair value model under IAS 40 "investment properties” should reflect the presumgption that the
carrying amount of the underlying asset will, normally, be recovered through sale rather than use. This had no
material impact on the financial position or performance of the Company in the current or prior year,

New standards issued but not yet effective:

Standards issued but not yet effective up to the date of issuance of the Company's {financial statements are listed
below. The listing is of standards and interpretations issued, which the Company reasonably expects to be applicable
at a future date, The Company does not intend to adopt those standards until they become effective. The new
standards are:

Presentation of Financial Statements {IAS 1):

The amendment is to the presentation of other comprehensive income (OCI); those items of OCI that could be
reclassified to profit or loss at a future date will be presented separately from those items that will never be
reclassified to profit or loss. The amendment to IAS 1 is effective for annuai periods beginning on or after 1 July 2012
and the adoption of the amendment is not expected to have a material impact on the results of the company.

Employee Benefits (IAS 19 - Amended):

The amendment provides three key changes to tha requirements for post-employment benefits: firstly, the elimination
of the option to defer the recognition of actuarial gains and losses, known as the 'carridor approach’; secondly
improving the presentational requirements for movements in defined benefit plan assets and liabilities; and thirdty,
enhancing the disclosure requirements to provide better information about the characteristics and risks of defined
benefit plans. The presentational requirements will result in the service cost and net interest cost being presented
within profit or loss, and all re-measurement changes to be presented with other comprehensive income. The '
amendment has also changed the definition of a curtailment and requires all past service costs to be recognised
immediately in profit or loss.

IAS 19 is effective for annual periods beginning on or after 1 January 2013 and the company intends to adopt this
new standard with effect from that date. The evaluation of the effect of adoption of 1AS 19 has not yet been
campleted.

Financial Instruments (IFRS 9):

This standard is the First step in the process to replace 1AS 39 "Financial Instruments: recognition and measurement”.
It introduces new requirements for the classification and measurement of financial assets with all recognised financial
assets that are within the scope of IAS 39 to be subsequently measured at amortised cost or fair value. In addition
entities may make an irrevocable election to present subsequent changes in the fair value of an equity investment in
other comprehensive income with only dividend income generally recognised in prefit or loss.

With regard to the measurement of financial liabilities designated as at fair value through profit or loss,|IFRS39 requires
that the amount of change in fair value attributable to changes in credit risk is presented in cther comprehensive
income untess recognition would create or enlarge an accounting mismatch in profit or loss. Changes in fair value
attributable to credit risk are not subsequently reclassified to profit or toss.

This is effective for annual periods beginning on or after 1 January 2015. The effect of adoption of IFRS 9 has not yet
been evaluated.
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Notes to accounts {continued)
for the year ended 31 December 2012

Consolidation, joint arrangements, associates and disclosures (IFRSs 10, 11 & 12, |1AS 27 & 28):

In May 2011 a package of five standards on consolidation, joint arrangements, associates and disclosures was
issued.

Under tFRS 10 there is only one basis for consociidation and that is control. Control has a new definition under IFRS
10 that contains three etements; power over an investee, exposure or rights to variable returns from its involvement
with the investee and the ability to use its power over the investee to affect returns.IFRS 11 classifies joint
arrangements as either joint operations or joint venturas with joint veﬁtures required to be accounted for using the _
equity method of accounting.

IFRS12 introduces more extensive disclosure requirements than under existing standards.

These new standards are effective for annual periods beginning on or after 1 January 2013 and the company intends
to adopt them from this date. Adoption of these standards is not expected o have a significant impact on the
business.

Fair Value Measurement (IFRS 13):

This new standard sets out a comprehensive framework for defining and measuring fair vatue and also includes
additional disclosure requirements about fair value measurements. The standard dces not extend the use of fair
value accounting, but brings together all the requirements for how to measure and disciose information about fair
value under all circumstances into this one standard. IFRS 13 is effective for annual periods beginning on or after 1
January 2013 and the company intends to adopt it from this date. The adoption of IFRS 13 is not expected to have a
significant impact on the business.

Financial Instruments: presentation (IAS 32 - Amended) & disclosure (IFRS 7 - Amended):

These amendments intraduce new disclosure requirements regarding the effect of offsetting financial assets and
financial liabilities on the balance sheet. The amendments to {FRS 7 are effective for annual periods beginning on or
after 1 January 2013 and the amendments to IAS 32 effective for annual periods beginning on or after 1 January
2014. Thales intends to adopt these amendments with effect from 1 January 2013 and 1 January 2014 respectively.
The evaluation of the effect of the adoption of these standards has not yet been completed.

Improvements to IFRSs {issued in May 2012):
The IASB issued improvements to IFRSs, an omnibus of amendments to its IFRS standards. The amendments are
effective for annual periods beginning on or after 1 January 2013 and include:

s Amendments to 'AS 16 Property, Plant and Equipment

+ Amendments to IAS 32 Financial Instruments: Presentation
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Amendments to 1AS 16:

The amendments clarify that spare parts, stand-by equipment and servicing equipment shouid be classified as
property, plant and equipment when they meet the definition of property, plant and equipment in IAS 16 and as
inventory otherwise. The Directors do not anticipate that the amendments to !AS 16 will have a significant impact on
the Company’s financial statements.

Amendments to |AS 32:

The amendments clarify that income tax relating to distributions to holders of an equity instrument and to transaction
costs of an equity transaction should be accounted for in accordance with 1AS 12 “Income Taxes”. The Directors do
not anticipate that the amendments to IAS 32 will have any impact on the Company’s financial statements.

Long-term contracts
Long term contract arrangements are accounted for in accordance with IAS11or IAS18. This requires judgements to
estimate future expected costs to be incurred.

4. Revenue

An analysis of the Company's revenue is as follows: )
2012 2011

£000 £000
Sale of goods - 1,591
Revenue per statement of comprehensive income - 1,591
Finance income : 2 3
Revenue as defined in IAS18 2 1,594
5. Profit/ (loss) from operations
Profit / (Loss) from operations is stated after charging:

2012 2011

£000 £000
Research and development costs 523 147
Depr_eciation of property, plant and equipment 132 157
Staff costs (note 7) 5,200 5,074

Amounts payable to Mazars LLP and their associates by the Company in respect of audit services were borne by the
immediate parent company.

Amounts payable to Mazars LLP and their associates by the Company in respect of non-audit services were £nil
(2011: Enil).
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6. Finance {Cost)/Income

Pension financing component

Interest on bank deposits

Finance (cost) / income

7. Staff costs

The average monthly number of employees (including executive directors) was:

Production
Sales
Administration

Their aggregate remuneration comprised:
Wages and salaries

Social security costs

Cther pension costs (see note 14)

2012 2011
£000 £000
(292) -

2 3

(290) 3
2012 2011
Number Number
61 57

14 15
T2 9
77 81
2012 2011
£000 £000
4,258 4,169
507 528
435 377
5,200 5,074

The cost of directors is borne by the immediate parent company, Thales Optronics Limited.
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8. Income tax credit

2012 201

£000 £000
Current tax:
Current income tax credit (742} (2,341}
Adjustments in respect of current income tax of previous years 160 (498)
Total tax charge / {credit) for the year {582) {2,839)
Deferred tax - -
Total tax (credit) for the year (582) (2,839)

The Finance Act 2012 reduced the main rate of UK corporation tax to 23% with effect from 1 April 2013. As this rate
has been substantively enacted at the balance sheet date, the deferred tax figures within these accounts have been
calculated at this rate,

The Chancellor announced in the UK budget on 20 March 2013 that the full rate of UK corporatioﬁ tax would reduce
by a further two percent to 21% from 1 April 2014, followed by a further one percent to 20% from 1 April 2015, The
effect of this subsequent rate reduction on deferred tax balances has not been reffected in these accounts due to the
relevant legislation not having been substantively enacted at the balance sheet date. We calculate a reduction to
20% would reduce the company’s unrecognised deferred tax asset by approximately £69k.

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

2012 201

£000 £000
Profit / (Loss) before tax 486 (8,899)
{Loss) multiplied by standard rate of corporation tax in the UK of 24.5% (2011 26.5%) 119 (2,358}
Tax effect of:
Expenses not deductible for tax purposes (27) (235}
Movement in unrecognised deferred tax - 153
Deferred tax rate change impact movement - 99
Research & Development tax credit (123) -
Non-taxable income (release of pension scheme liability) (742) -
Temporary difference 31 -
Adjustments to prior year (current tax) 160 (498)
Total tax {credit) for the year (582) (2,839)
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9. Property plant & equipment

Cost

At 1 January 2012

At 31 December 2012

Accumulated depreciation and impairment

At 1 January 2012
Charge for the year

At 31 Decernber 2012

Carrying amount
At 31 December 2012

At 31 December 2011

10. Trade and other receivables

Trade and other receivables:
Amounts receivable from the sale of goods
Less: Provision for the impairment of receivables

Amounts receivable from the sale of goods - net
Amounts owed by group undertakings
Prepayments
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Plant and

machinery Total
£000 £000
1,127 1,127
1,127 1,127
{983) (983)
(132) (132)
(1,115) (1,115)
12 12
144 144

2012 2011

£000 £000

1,638 2,342

1,638 2,342

17,313 ‘12,195

8 40

18,959 14,577
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The directors consider that the carrying amount of trade and other receivables approximates their fair value.

At 31 December the aged trade receivables analysis is as follows:

Neither past Overdue
due nor Overdueless Overdua 3 1o more than 6
Total impaired than 3 months 6 months months
£000 £000 £000 £000 £000
2012:
Amounts receivable from the
sale of goods 1,638 - - - 1,638
2011:
Amounts receivable from the
sale of goods 2,342 - - 2,342 -

11. Cash and cash equivalents
Bank balances and cash comprise cash held by the Company and short-term bank deposits with an original maturity
of three months or less. The carrying amount of these assets approximates their fair value.

12. Trade and other payables

2012 2011

£000 £000

Trade & other creditors 1M 15
Accruals & deferred income 1,674 2,362
Amounts owed to group undertakings due within one year 33,321 27,364
35,006 29,741

Amounts owed to group undertakings due outwith 1 year 7,277 7,277
42,283 37,018

The directors consider that the carrying amount of trade payables approximates their fair value.
The average credit period taken for trade purchases is 15 days (2011: 5 days)
The contractual maturity of the Company’s non-derivative financial liabilities is as follows:
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Timing of cash flows

Within one year

£000
At 31 December 2012
Trade creditors 11
Other payables 34,985
Amounts owed to group
undertakings due outwith 1 year -
35,006
At 31 December 2011
Trade creditors 15
Other payables 29,726
Amounts owed to group
undertakings due outwith 1 year -
29,741

E0Q00

7,277
7.277

7277

7.277

More than five years

Total
£000

11
34,995

7,277
42,283

15
29,726

7,277

37.018

The Company's funding strategy is to ensure a mix of funding sources offering flexibility and cost effectiveness to

match its requirements.

13. Financial instruments
Fair value

Set out below is a comparison of the carrying amounts and fair value of all of the Company's financial instruments that

are carried in the financial statements.

As at 31 December 2012 the Company held the following financial instruments:

Carrying
amount
£000
Financial Assets

Cash 596
Trade and other receivables 18,959

Financial Liabilities:
Trade and other payables 42,283

The carrying amount of the assets above represents the Company’s maximum exposure o credit risk.
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2012

Fair value

£

000

596

18,959

42,283

2011

Carrying
amount
£000

(174)

14,577

37,018

Fair value

£000

(174)
14,577

37,018
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14. Retirement benefit schemes
The Thaies Group operates a number of schemes within the UK for the benefit of employees. The schemes include
both defined benefit schemes and defined contribution schemes. During 2007 and 2008, the Group undertock a
pension project which merged 8 existing defined benefit schemes into a single scheme with 2 sections.

]

Defined contribution schemes

The total cost charge ta income in relation to defined contribution schemes amounted to £77,486 (2011: £83,296)
representing contributions payable to the schemes by the Company at rates specified in the rules of the plan.

Defined benefit schemes

The Thales Group in the UK operates 2 defined benefit schemes, sponsored by Thales UK Ltd, namely the Thales UK
Pension Scheme (TUPS), and the Avimo Pension Scheme. The third scheme, the Thales Shared Cost Saction of the
Railways Pension scheme is sponsored by Thales Transport and Security Ltd.

In previous years, we applied an estimated methodology which enabled a ‘split ‘of the Company's share of assets and
liabilities in the scheme, derived on a proportionaf basis related to the cash contributions made. Due to recent Group
reorganisations, and consequent mobility and movement of staff between the UK companies, management is now of

the view this praviously used methodology no longer provides meaningful information.

At the end of 2012 we have changed the way we account for the pension scheme in the statutory accounts by
allocating the defined benefit cost in totality to the sponsoring company on the basis that we consider we are unable
to apply an appropriate allocation across all the statutory financial statements. To this end we have now moved the
pension asset from all individual Thales participating employer entities to the sponsoring employer, Thales UK Ltd for
the TUPS and Avimo schemes and Thales Transport and Security for the Railways scheme. The impact of this
adjustment is a gain of £3,377k in Thales Optronics (Staines). The following tables summarise the components of net
benefit expense recognised in the Statement of Comprehensive Income and the funded status and amounts
recognised in the Statement of Financial Position for the plan.

2012 2011

£000 £000
Net benefit expense: _
Current service cost ' 355 300
Total service charge 355 300
Interest cost 468 1,204
Expected return on plan assets - (361) (1,139)
Plan service costs - -
Effect of asset limit ) - (129)
Amoaortisation of unrecognised gains & losses 184 147
Total before pension adjustment 291 83
Total charge 646 383
Actual return on plan assets 1,885 755
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Benefit asset / (liability):
Present value of defined cbligations
Fair value of plan assets

Funded status

Present value of wholly unfunded obiigations
Unrecognised actuarial losses

Transfer of obligation to Thales UK Ltd

Net amount recognised

Changes in the present value of the defined tenefit obligation are as follows:

Opening present vaiue of obligations
Current service cost

Interest cost

Plan participants’ contributions
Scheme amendments

Actuarial gains/(losses) on obligation
Benefits paid

Closing present value of obligations

Changes in the fair value of Plan Assets are as follows:

Opening fair value of pian assets
Expected return on plan assets
Employers’ contributions

Plan participants’ contributions
Benefits paid

Actuarial gains (iosses) on plan assets

Closing fair value of plan assets

The Thales Group expects to contribute £89.2m to its defined benefit pension plans in 2013 (2012 - £79.3m).
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2012 2011
£000 £000
(43,563) (42.379)
33,659 31,788
(9,904) (10,591}
- (103)
6,527 7,660
3,377 -
- (3.034)
(42,482) (38,332)
(355) (225)
(468) (1,204)
(36) (99)
(576) (3.460)
354 838
(43,563) (42,482)
31,788 31,542
361 1,139
304 230
36 99
(354) (838)
1,524 (384)
33,659 31,788
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Yearended Year ended
31 December 31 December

2012 201
The major categories of plan assets as a percentage of the fair value of total plan
assets are as foliows:
Equities 44% 49%
Gilts and corporate bonds 51% 50%
Property 3% 0%
Cash 2% 1%
The expected rates of return en each category of plan assets are as follows:
Equities 6.2% 6.3%
Gilts and corporate bonds 4.5% 4.2%
Property 4.7% 4.8%
Cash ' 0.5% 0.7%

The overall expected rate of retumn on assets is determined based on market prices prevailing at that date, applicable
to the period over which the obligation is to be settled.

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

Discount rate 4.48% 4.76%
Expected rate of return on assets 4.61% 4.84%
Future salary increases 3.73% 3.79%
Future price inflation 2.73% 2.79%
Future 5% LPI pension increases ] 2.60% 2.60%
Future 2.5% LPI pension increases ‘ 2.10% 2.10%

In determining the pension liabilities the Thales Group uses mortality assumptions, which are based on published
mortality tables. The acluarial table used for former members of the Racal Group Executive or Senior Managers
Pension Schemes (male and Female) is: SAPS light year of birth tables; and medium cohort future projections with a
0.75% p.a. minimum improvement starting in 2003. The actuarial tables for all other members are: SAPS normal year
of birth tables projections also with a 0.75% p.a. minimum improvement starting in 2003.

The measurement bases required by IAS19 are likely to give rise to significant fluctuations in the reported amounts of
the defined benefit pension schemes assets and liabilities from year to year, and do not necessarily give rise to a
change in the contributions payabie into the schemes, which are recommended by the independent actuaries based
on the expected long term rate of return on the schemes assets.
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A 0.5% change in the assumed discount rate wouid have the following effects on the defined benefit obligations:

Increase

Decrease

Amounts for the current and previous four periods are as foliows:

Defined benefit
obligation

Plan assets
(DeficitVsurplus
Experience
adjustments on pian
assets

Experience
adjustments on plan
liabilities

15. Deferred tax

2008
£000

(30,061)

23,782
(6,279)

(1,188)

317

2009
£000

(37,328)

29,274
(8,054)

2,378

(5,441)

2010
£000

(38,189)

31,542
(6,647)

1,626

(397)

Year ended Year ended
31 December 31 December
2012 2011

£000 £000
(215,400) {208,000)

243,600 236,000
2011 2012
£000 £000
(42,379) (43,563)
31,788 33,659
(10,591) {9,904)
(385) 1,524
(3,460) (5786)

The company has £529,000 (2011: £1,301, 000) of unrecognised deferred tax assets. These have not been
recognised due to the uncertainty over the availability of sufficient taxable profits in the future.
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16. Share capital

2012 2011
£000 £000

Alfolted, calfed-up and fully-paid
2 ordinary shares of £1 each

Capital management

The primary objective of the company’s capital management is to ensure that it maintains 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 it, in iight of changes in economic canditions. To maintain or adjust the
capital structure, the company may adjust the dividend payment to sharehoiders, return capital to shareholders or

issue new shares. No changes were made in the objectives, policies or processes during the years end 31 December
2012 and 31 December 2011.

17. Operating lease arrangements
The Company as lessee

Land & Building

2012 2011
£000 £000
Minimum iease payments under operating leases charged to expense for the year - 472

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

Land & Building

2012 2011

£000 £000

Within one year - 472
In the second to fifth years inclusive - -
- 472
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18. Related party transactions

The immediate parent company is Thales Optronics Limited, a company incerporated in the UK. The ultimate parent
company is Thales SA a company incorporated in France. This is alse bath the fargest and smallest group which
includes the company and for which consolidated financial statements are prepared. Copies of the group financial
statements of Thales SA are available from 45 rue de Villiers, 92526 Neuilly 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
2012 201 2012 2011 2012 201 2012 2011
£'000 £'000 £000 £'000 £'000 £000 £000 £000
Parent company - - - - 17,302 9,953 33,533 34,516
Fellow subsidiaries - - - 565 10 2,242 7,065 125

Purchases were made at market price discounted to reflect the quantity of goods purchased and the relationships
between the parties.

The amounts culstanding are unsecured and will be settled in cash. Mo guarantees have been given ar received. No

expense has been recognised in the period for bad or doubtful debts in respect of the amounts owed by related
parties.

19. Compensation of key management personnel
All remuneration of directors and other members during the year was made by Thales Optronics Ltd.
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