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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 2006

Principal activities
The principal activities of the company comprise the design, manufacture and sale of defence electronics products,
encompassing electronic warfare, radar, displays, defence radio and command information systems

The subsidiary undertakings held by the Company are listed in note 10 to the accounts Consolidated accounts are
not presented as the Company takes advantage of the exemption afforded by Section 228 of the Companies Act 1985
and IAS27

Business review
The directors consider the result for the year to be satisfactory There have been notable improvements in the
Company’s key performance indicators during the year, namely,

20086 (Em) 2005 (Em) Change
Turnover 2953 2492 + 18%
Profit before tax 315 85 + 270%

{excluding amounts wnitten off investments)

Total equity 2900 2535 +12%

Cash & cash equivalents 1225 62 9 +95%

The Company continues to invest i research and development The directors regard investment in this area as a
prerequisite for success in the medium to long-term future

Detatls of significant events since the balance sheet date are contained 1n note 26 to the accounts

Dividends
The directors do not recommend the payment of a dividend {2005—- il }
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Directors' report (continued)

Financial sk management objectives and policies

The Company's principal financial instruments, other than denvatives, comprise bank overdrafts, cash and short-term
deposits The main purpose of these financial instruments 1s to raise finance for the Company’s operations The
Company has vanous other financial assets and hablities such as trade receivables and frade payables, which anse
directly from its operations

The Company also enters into derivative transactions, in the form of forward currency contracts The purpose 1s to
manage currency nsks ansing from the Company's operations and its sources of finance

It1s, and has been throughout the year under review, the Company's policy that no trading in financial instruments
shali be undertaken

The main nsks ansing from the Company's financial instruments are foreign currency nsk and credit nsk The board
reviews and agrees policies for managing each of these nsks and they are summansed below The Company's
accounting policies 0 relation to denvatives are set out in Note 1

Foreign currency risk

The Company also has transactional currency exposures Such exposure anses from sales or purchases by the
Company in currencies other than the unit's functional currency Approximately 5% of the Company's sales are
denominated in currencies other than the functional currency of the operating unit making the sale. whilst almost all of
the Company's costs are denominated in the unit's functional currency The Company uses forward currency
contracts to eliminate the currency exposures on any individual transactions in excess of €100,000 for which payment
Is 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 1t 1s the Company's pohicy not to
enter into forward contracts untit a firm commitment is in place

It 1s the Company's policy to negotate the terms of the hedge derwvatives to match the terms of the hedged item to
maximise hedge effectiveness.

At 31 December 2006, the Company had hedged its foreign currency sales for which firm commitments existed at the
balance sheet date in accordance with the policy above
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Directors’ report (continued)

Credit nsk
The Company's principal financial assets are bank balances and cash, trade recevables and other recevables

The Company trades only with recognised, creditworthy third parties It 1s the Company's policy that all customers who
wish to trade on credit terms are subject to credit venfication procedures This may also involve the negotiation of
third party guarantees of customer creditworthiness  In addition, recewvable balances are monitored on an ongoing
basis with the result that the Company's exposure to bad debts I1s not sigrmficant

With respect to credit nisk ansing from the other financral assets of the Company, which comprise cash and cash
eguivalents and certain derivative 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

The Company has no significant concentration of credit nisk, with exposure spread over a large number of
counterparties and customers

Commodity price nisk
The Company's exposure to price risk 1s minimal

Cash flow interest rate risk
The Company's exposure to the risk for changes in market interest rates 1s minimal

Liquidity nisk
The Company's exposure to iquidity risk 1Is mimmal
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Directors’ report (continued)

Directors
The directors who served during the year were as follows

Name Date of appointment Date of resignation

A Dornan

Lord Freeman

S C Grant

DR G Homne

K H Jenkins

J P Perner

W P Moffatt

EAN Lowe 24" July 2006
J F Howe

T M Robinson 1* February 2006
V M Chavez 24™ July 2006

On 31 January 2007 S C Grant resigned as a director of the Company On 1% February 2007 M Barclay was
appointed as a director of the Company On 1* August 2007 D R G Horne resigned as a director of the Company and
A Lagomarsino was appointed as a director of the Company

Drrectors’ interests

According to the register of directors’ interests, no director had any beneficial interests in the shares of the Company
or held the nght to subscnbe for shares during the year The directors did hold shares in the French parent company
Thates SA as at 31 December 2006, but have taken advantage of S| 1985/802 not to disclose details in these
financial statements

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

Supplier payment policy
It 15 the company's normal practice to make payments to supphers promptly provided that the supplier has performed
In accordance with the relevant terms and conditions

Creditars days at 31 December 2008, based con 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 dunng the year, amounted
to 31 days (2005- 24 days )
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Directors’ report (continued)

Disabled employees

The Company's attitude concerning the employment of disabled persons is the same as that relating to all other staff
in matters of recruitment, continuity of employment, training, development and promotion Nevertheless the Company
1s very conscious of the difficulties experienced by the disabled and takes account sympathetically of individual
clrcumstances

Employee consultation

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

Donations
During the penod to 31 December 2006 chantable donations of £15,000 (2005 £15,000) were made

No political donations were made during the year

Disclosure of information to auditors

So far as each person who was a director at the date of approval of this report 1s aware, there 1s no relevant audit
information, being information needed by the auditor in connection with prepanng its report, of which the auditor 1s
unaware Having made inquines of fellow directors and the company's auditor, each director has taken all of the steps
that he/she 1s obliged to take as a director to made himself/herself aware of any relevant audit information and to
establish that the auditor 1s aware of that information

Auditors

Both Ernst & Young LLP and Mazars LLP have indicated their willingness to continue in office as joint iIndependent
auditors of the Company and a resolution progesing their reappointments wilt be submitted at the Annual General
Meeting

2, Dashwood Lang Road, By order of the Board
The Bourne Business Park,

Addlestone,

Surrey KT15 2NX

A

W P Moffatt

Secretary

19 October 2007

5 THALES UK LIMITED




Directors’ responsibilities

The Directors are responsible for preparnng the Directors' Report and the financial statements, in accordance with
applicable United Kingdom law and those Internatronal Financial Reporting Standards {“IFRSs") as adopted by the
European Union

The Directors are required to prepare financial statements for the financial year which present fairly the financial
position of the Company and the financial performance and cash flows of the Company for the financial year In
preparing those financial statements, the Directors are required to

* select suitable accounting pohicies and then apply them consistently,

» present information, including accounting palcies, in a manner that provides relevant, reliable, comparable
and understandable information,

= provide additional disclosures when compliarnice with the specific requirements in IFRSs 1s insufficient to
enable users to understand the impact of particular transactions, other events and conditions on the
Company’s financial position and financial performance, and

» state that the Company has compled with IFRSs, subject to any matenal departures disclosed and
explained n the financial statements

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any
time the financial position of the Company and enable them to ensure that the financial statements comply with the
Companies Act 1985 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 irregulanties
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Independent auditors’ report to the member of Thales UK Limited

We have audited the financial statements of Thales UK Limited for the year ended 31 December 2006 which
comprise the Income Statement, the Balance Sheet, the Cash Flow Statement and the related Notes numbered 1 to
27 These financial statements have been prepared under the accounting policies set out therein

Thus report 1s made solely to the company's member in accordance with Section 235 of the Companies Act 1985 Our
audit work has been undertaken so that we might state to the company's member those matters we are required to
state to them in an auditors’ 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 member, for our audit work, for this
repert, or for the opinicns we have formed

Respective responsibilities of directors and auditors

As described in the Statement of Directors’ Responsibilities the company's directors are responsible for the
preparation of the financial statements in accordance with applicable United Kingdom law and International Financial
Reporting Standards as adopted for use in the European Union

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view, whether the financial
statements are properly prepared in accordance with the Companies Act 1985 and whether the information given in
the Directers' Report 1s consistent with the financial statements We also report to you If, 1n our opinion, the company
has not kept proper accounting records, If we have not received all the information and exptanations we require for
our audit, or if information specified by law regarding directors' remuneration and transactions with the company 1s not
disclosed

We read the Directors' Report and consider the implications for our report If we become aware of any apparent
misstatement

Basis of audit opinion

We conducted our audit In accordance with International Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements It also includes an assessment of the significant estimates and judgments
made by the directors in the preparation of the financial statements and of whether the accounting policies are
appropnate to the company's circumstances, consistently applied and adeguately disclosed

We planned and performed our audit so as to obtain all the information and explanahons which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance that the financial statements
are free from matenal misstatement, whether caused by fraud or other irregulanty or error  In forming our opinion we
also evaluated the overall adequacy of the presentation of information in the financial statements
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Independent auditors’ report to the member of Thales UK Limited (continued)

Opimion
In our opInion

« the financial statements give a true and fair view, in accordance with International Financial Reporting
Standards as adopted for use in the European Union, of the state of the company's affairs as at 31
December 20086 and of its profit for the year then ended,

» the financial statements have been properly prepared in accordance with the Companies Act 1985, and

« the nformaton given in the Directors’ Report 1s consistent with the financial statements

M a_zws wh
Mazars LLP
Registered Auditors

24, Bevis Marks
London EC3A 7NR

gfm&.\" - 1
Ernst & Young LLP ‘3

Registered Auditors
1 More London Place
London

SE1 2AF

&’ Qctober 2007
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Income statement
for the year ended 31 December 2006

Note 2006 2005
£000 £000

Continuing operations
Revenue 2 295,265 249,222
Cost of sales (245,3086) (213,736)
Gross profit 49,959 35,486
Distribution costs (28,157} (23,786)
Administrative expenses (19,634) (17,099)
Amounts written off iInvestments 10 (12,403) (81,060)
Loss from operations 3 (10,235} (86,459)
investment ncome 4 35,682 21,109
Finance costs 5 (6,353) (7.,186)
Profit/(loss) before taxation 19,084 (72,536)
Tax credit 7 13,389 10,972
Profit/(loss} for the peniod attributable to the equity holders of the
parent 32,483 (61,564)

The accompanying notes are an integral part of this income statement

There were no recognised gains or losses In either period other than the profit/{loss) for each penad
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Balance sheet
at 31 December 2006

ASSETS

Non-current assets
Goodwill

Other intangible assets
Investment in subsidianes
Property, plant & equipment
Deferred tax asset

Current assets

Inventories

Trade and other receivables
Corporation tax recoverable
Cash and cash equivatents

Denvative financial instruments

Total assets

LIABILITIES

Current hiabilities

Trade and other payables
Provisions

Bank overdrafts & loans

Dernvative financial instruments

Net current assets
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Note

10
1"
21

12
13

15
19

16
18
17
19

2006 2005
£000 £000
652 652
3,668 4,221
553,436 563,339
19,633 20,055
29,074 21,623
606,463 609,890
47,086 22,988
100,931 123,703
2,409 7,536
122,539 62,803
295 1,287
273,260 218,417
879,723 828,307
160,076 117,868
15,484 6,528
991 7,386
1,649 85
178,200 131,867
95,060 86,550




Balance sheet (continued)
at 31 December 2006

Non-current iabilities
Retirerent benefit obligation
Trade and other payables
Provisions

Total habilities

Net assets

Equity

Share capital

Share premium account

Hedging and translation reserves
Retained earnings

Total equity

Note

20
16
18

22
23
23
23

2006 2005
£000 £000
94,027 109,207
316,563 313,634
. 14,053
411,490 436 894 1
i
589,690 568,761 i
290,033 259 546 |
|
481,938 481,938 ‘
92.906 92,906 |
(1.413) 852 ;
(283,398) (316,150) ;
|
290,033 250 546 |
L4 QOctober

The accounts on pages 8 to 39 were approved by the board of directors and authonsed for 1ssue on

2007 They were signed on its behalf by

A Lagomarsino

Dhirector

The accompanying notes are an integral part of this balance sheet
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Cash flow statement
for the year ended 31 December 2006

Cash flows from operating activities
Loss from operations

Adjustments for,

Depreciation of property, plant & equipment
Impairment charge

Amaortisation of intangible assets

IFRS2 charge

(Decrease)/increase in provisions

Operating cash flows before movement in working capital

(Increase)/decrease in inventories
Decrease In recewvables
Increase in payables

Cash generated from operations

Income taxes received

Interest paid

Net cash from operating activities

INVESTING ACTIVITIES

Interest received

Dividends received

Purchases of investments

Recapitalisations of subsidianes

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

Net cash frem/{used in) iInvesting activities

FINANCING ACTIVITIES
Proceeds on issue of new share capital
Decrease In bank overdrafts

Net cash (used in)/from financing activities
Net increasel/(decrease) in cash & cash equivalents

Cash & cash equivalents at beginning of year

Cash & cash equivalents at end of year
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Notes 2006 2005
£000 £000
(10,235) (86,459)

5,159 6,240

12,403 81,060

1,170 623

269 178

(5.097} 2,250

3,669 3,892

(24,098} 8,304

8,492 17,377

45,471 127,580

33.534 157,153

11,022 9,357
(6,353) (3,332)

38,203 163,178

2,462 109

33,220 23,000
- {322,283)
{2,500) (43,000)

10,973 574
(16,327 {(12,791)

27,828 (354,391)

- 300,000
(6,395) (46,630)

(6,395) 253,370

59,636 62,157

15 62,803 746
15 122,539 62,903




Notes to accounts

General Information

The Company 1s incorporated in the Urited Kingdom under the Companies Act 1985 The address of the registered
office 1s given on page 5 The nature of the Company’s operations and principal activities are set out in the directors’
report

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

1 Accounting Policies

Basis of accounting

The financial statements have been prepared in accordance with International Financial Reporting Standards,
{IFRSs) The financial statements have also been prepared in accordance with IFRSs adopted for use in the
European Union

The financial statements have been prepared on the historical cost basis, except for the revaluation of certain
financral instruments The prnincipal accounting policies adopted are set out below

These financial statements contain iInformation about Thales UK Limited as an individual company and do not contain
consolidated financia!l information as the parent of a group The Company has taken advantage of the exemption from
preparing consolidated accounts afforded by Section 228 of the Companies Act 1985 and IAS 27 because it1s a
wholly owned subsidiary of Thales SA which prepares consolidated accounts which are publicly available

New Standards and Interpretations Not Applied

The IASB and IFRIC have i1ssued standards and interpretations with an effective date for penods starting on or after
the date on which these financial statements start The Directors do not anticipate that the adoption of these
standards and interpretations, wherever relevant, wiil have a matenal impact on the Company’s financial statements
in the period of iInitial apphcation

13 THALES UK LIMITED




Notes to accounts (continued)

Intangible fixed assets

Goodwill

Goodwill ansing on the acquisition of unincorporated businesses, representing any excess of the fair value of the
consideration given over the fair value of the identifiable assets and liabiliies acquired, 1s capitalised and reviewed for
impairment at least annually Any impairment 1s recognised immediately in the income statement and 1s not
subsequently reversed

Goodwill ansing on acquisiions before the date of transition to IFRS has been retained at the previous UK GAAP
amounts subject to being tested for iImpairment at that date Goodwill wnitten off to reserves under UK GAAP prior to
31 December 1997 has not been reinstated in the balance sheet

On disposal of a previously acquired business, the attnbutable amount of goodwill I1s included in determining the profit
or loss on disposal

Research and development
Research expenditure 1s written off as incurred Development expenditure 1s also wntten off, except where the
directors are satisfied that all the following conditions are met

« an asset 1s created that can be identified,
+ it1s 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 intemally generated intangible asset 1s recognised and amortised on a straight line basis over its
useful hfe

Patents and frademarks
Patents and trademarks are measured initially at purchase cost and amortised on a straight ine basis over their
estimated useful hives

Property, plant and equipment

Fixtures and equipment are stated at cost, net of depreciation and any prowvision for impairment Depreciation is
provided on all tangible fixed assets, cther than investment properties and freehold land, at rates calculated to write
off the cost, less estimated residual value, of each asset on a straight-ine basis over its expected useful life, as

follows

Long-term leasehold land and bulldings 50 years

Short-term leasehold land and bulldings term of lease - which ranges from 2 to 3 years
Plant and machinery 4-10 years

Residual value 1s calculated on prices prevailing at the date of acquisition or revaluation

Interest costs incurred in bringing assets to 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)

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date the Company reviews the carrying amounts of its tangible and intangible assets to
determine whether there 1s any indication that those assets have suffered an impairment loss If any such indication
exists, the recoverable amount of the asset 1s estimated in order to determine the extent of the impairment loss (if

any)

Recoverable amount 1s the higher of fair value less costs 1o 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 nsks 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 s reduced to s recoverable amount An impairment loss 1s recognised immediately in profit or loss, unless the
relevant asset 1s carried at a revalued amount, in which case the impairment loss 1s treated as a revaluation decrease

Where an impairment loss subsequently reverses, the carrying amount of the asset Is increased to 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 reversai of
an imparment loss 1s recognised immedtately in profit or loss, unless the relevant asset 1s carried at a revalued
amount, in which case the reversal of the impairment loss 15 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 prowvisions of the instrument

Trade receivables
Trade receivables are carnied at anginal invoice amount less an estimate made for doubtful receivables based on a
review of all outstanding amounts at the year end Bad debts are wntten off when identified

Investments
Fixed asset investments, being investments in wholly owned subsidiary comparnies, are shown at cost less provision
for impairment These investments are outside the scope of IAS 32

At each balance sheet date the Company reviews the carrying amounts of its investments to determine whether there
15 any indication that those investments have suffered an impairment loss  If any such indication exists, the
recoverable amount of the investment 1s estimated in order to determine the extent of the impairment loss, (f any)

Cash and cash equivalents

Cash and cash equivalents compnise cash on hand and demand deposits, and other short-term hughly iquid
investments that are readily convertible to a known amount of cash and are subject to an insignificant risk of changes
in value
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Notes to accounts {continued})

Financial habilities and equity

Financial hatihties and equity instruments 1ssued by the Company are classified according to the substance of the
caontractual arrangements entered into and the defimtions of a financial lability and an equity instrument An equity
instrument 1s any contract that enidences a residual interest in the assets of the Company after deducting all of its
habilibes The accounting policies adopted for specific financial habilities and equity instruments are set out below

Bank borrowings

Interest-bearing bank loans and overdrafts are initially measured at fair value, 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 the borrowings in accordance
with the Company's accounting policy for borrowing costs {see below)

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

Derivative financial instruments and hedge accounting

The Company's activities expose it pnmarily to the financial nisks of changes in foreign exchange rates The Company
uses denvatve financial 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 sk management strategy

The Company does not use derivative financral instruments for speculative purposes

Derwative financial instruments are imtially 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 recognised directly in equity and the ineffective portion 1s recognised
immedtately in profit or loss The Company's policy with respect to hedging the foreign currency nisk of a firm
commitment 1s to designate 1t as a cash flow hedge If the cash flow hedge of a firm commitment or forecasted
transaction resulis in the recognition of an asset or a liability, then, at the time the asset or hability 1s recognised, the
associated gains or losses on the dervative that had previously been recognised in equity are included in the imitial
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 recogrised in profit or loss in the same period In which the hedged item affects profit or loss

Changes in the fair value of denvative financial instruments 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 is sold, terrminated, or exercised, or no

longer qualifies for hedge accounting At that time, for forecast transactions, any cumutative gain or loss on the
hedging instrument recogrised 1n equity I1s retained in equity until the forecasted transaction occurs If a hedged

16 THALES UK LIMITED




Notes to accounts (continued)

transaction 1s no longer expected to oceur, the net cumulative gain or loss recogrised in equity 1s transferred to profit
or loss for the period

Derwvatives embedded in other financial nstruments or other non-financial host contracts are treated as separate
derivatives when their nsks and charactenistics are not closely related to those of the host contract and the host
contract 1s not carned at farr value with unreahsed gains or losses reported m profit or loss

Government grants
Government grants relating to property, plant and equipment are included in non-current habilites as deferred income
and credited to the iIncome statement on a straight ine basis over the expected useful lives of the assets concerned

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

Inventories

Inventones are stated at the lower of cost and net realisable value Costincludes matenals, direct labour and an
attnbutable proportion of manufacturing overheads based on normal levels of activity Cost 1s calculated using the
first-in-first-out method Net realisable value 1s based on estimated selling pnice, less further costs expected to be
incurred to completion and dispoesal Provision s made for obsolele, slow-moving or defective items where
appropnate Uninvoiced research and development fully funded by customers 1s carried forward as work in progress

Construction contracts

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

When the outcome of a construction contract can be estimated reliably, contract revenue and contract costs are
recognised over the perod of the contract, respectively, as revenue and expenses The Company uses the
percentage of completion method to determine the appropriate amount of revenue and costs to recogrise in a given
period This 1s normally measured by the proportion that contract costs incurred for work performed to date bear to the
estimated 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 1s probable 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 profitloss recegnised on each
contract 1s compared against the progress billings up to the year end

Where costs incurred and recognised profits (less recogmsed 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 recogrised profits (less recognised losses), the balance 1s shown as due to
customers on construction contracts, under trade and other payables
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Notes to accounts (continued)

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

The tax currenlly payable is based on taxable profil for the year Taxable profit differs fram net profit as reported in the
income statement because 1t 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 provided in full, using the hability method on temporary differences ansing between the
tax bases of assets and liabilites and their carrying amounts in the financiat statements The principal temporary
differences anse from depreciation on property, plant and equipment, revaluations of certain non-current assets
and denvative contracts, provisions for pensions and other post retirement benefits and tax losses carned
forward, and, in relation to acquisitions, on the difference between the fair values of the net assets acquired and
therr tax base

®  Taxrates enacted or substantively enacted by the balance sheel 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 available
agamnst which the temporary differences can be utihsed

*  Deferred income tax 1s provided on temporary differences ansing on investments in subsidianes, asscciates and
joint ventures, except where the timing of the reversal of the temporary differences can be controlled and it 1s

probable that the temporary difference wili not reverse in the foreseeable future

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 balance sheet date
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Notes to accounts (continued)

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

Lessee activities

Assets held under finance leases are recognised as assels at their fair value or, if lower, at the present value of the
mintmum lease payments, each determined at the inception of the lease The corresponding lability to the lessor is
included in the balance sheet as a finance lease obhigation 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 iability Finance charges are charged directly against income, unless they are directly attnbutable to qualifying
assets In which case they are capitalised in accordance with the Company's policy on borrowing costs

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

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

Revenue recognition
Revenue represents the fair value of consideration receved ar 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

Revenue from construction contracts 1s recogmsed in accordance with the company's accounting policy on
construction contracts as previcusly detailed in this note

Interest Income is accrued on a tme basis, by reference to the principal outstanding and at the interest rate
applicable

Dividend income from investments 1s recognised when the shareholders’ nghis to receive payments have been
established
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Notes to accounts (continued)

Retirement benefit costs

Payments to defined contribution 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 contribution plans where
the Company's obligations under the plans are equivalent to those ansing in a defined contnbution 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 carmed out at each balance sheet date Actuarial gains and losses that
exceed 10 per cent of the greater of the present value of the Company's defined benefit obligation and the far vaiue
of plan assets are amortised over the expected average remaining working hives of the participating employees

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

The retrement 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 fair value of plan assets Any asset resulting from this calculation 1s imited to unrecogrised actuanal
tosses and past service cost, plus the present value of availlable refunds and reductions in future contributions to the
plan

Faregn currencies

Transactions in currencies other than pounds sterling are recorded at the rates of exchange prevailing on the dates of
the transactions At each balance sheet date, monetary items denominated in foreign currencies are retranslated at
the rates prevailing on the balance sheet 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 Hems, are
included in profit or loss for the period except for exchange differences ansing on non-monetary assets and habilities
where the changes in fair value are recognised direcily in equity

In arder to hedge 1ts exposure to certain foreign exchange nsks, the Company enters into forward contracts and
options, (see below for details of the Company’s accounting policies in respect of such denvative financial
instruments)

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarnly take a substantial period of time to get ready for their intended use or sale, are added to the
cost of those assets, until such time as the asselts are substantially ready for their ntended use or sale Investment
income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets 1s
deducted from the borrowing cests eligible for capitalisation

All other borrowing costs are recognised in profit or loss in the penod in which they are incurred
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Notes to accounts {continued)

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 obligatton Provisions are measured at the direclors’ best eshmate of
the expenditure required to setile the obligation at the balance sheet date, and are discounted to present value where
the effect 1s 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 cash-settled share-based paymenits to certain employees Cash-settled share-based payments
are measured at fair value (excluding the effect of non market-based vesting conditions) at the date of grant The
Group uses a binormal model to measure the amount of the benefit to employees receving the options granted The
fair value of such options i1s determined at the date of grant The amounts thus obtained are taken to income
statement over the vesting penod of the nghts Recognition in the income statement 1s linear over the vesting penod
of each scheme

This expense I1s included in income from aperations and a corresponding credit 1s recogrised increasing retained
earnings It thus has no effect on the overall amount of shareholders' funds

Critical accounting jJudgements and key sources of estimation uncertainty
Cnitical judgements in applying the Company's accounting policies

In the process of applying the Company's accounting policies management considers that it has not made any
judgements that will have a significant effect on the amounts recogmised on the financial statements apart from those
involving estimations

Key sources of estimation uncertainty

The Company has determined that the key assumptions concerning the future, and other key sources of estimatton

uncertainty at the balance sheet date, would not have a significant nisk of causing a matenal adjustment of the
carrying amounts of assets and liabilihes within the next financial year
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Notes to accounts (continued)

2 Revenue
An analysis of the Group's revenue Is as follows

Sale of goods
Revenue from construction contracts
Rendenng of services

Revenue per income statement
Investment income

Total revenue

3 Loss from operations
Loss from operations 1s stated after charging/{crediting)

Net foreign exchange losses/{gains}
Research and development costs
Depreciation of property, plant and equipment
Amortisation of internally generated intangible assets included in other operating
expenses

Cost of tnventones recognised as an expense
Staff costs (note 6)

Operating lease rentals

- Plant & equipment

Auditors’ remuneration for audit services

- Mazars LLP

- Emst & Young LLP

Impairment losses

2006 2005
£000 £000
217,199 135,452
71,961 92,490
6,105 21,280
295,265 249,222
35,682 21,109
330,947 270,331
2006 2005
£000 £000
178 (95)
7,454 5,018
5,159 6,240
1,170 623
199 1,025
99,877 84,013
1,012 652
57 61
166 204
12,403 81,060

Amounis payable to Emst & Young LLP and their associates by the Company in respect of non-audit services were
£nif (2005- £7,000) No amounts were payable to Mazars LLP and their associates by the Company in respect of

non-audit services in either year
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Notes to accounts (continued)

4 Investment Income

2006 2005
£000 £000
Interest on bank deposits 2,462 109
Dividends from equity investments 33,220 21,000
35,682 21,109
5 Fwinance costs
2006 2005
£000 £000
Interest paid to group companies 409 3,332
Financing component of penstons 5,944 3,854
6,353 7,186
6 Staff costs
The average monthly number of employees {including execubive directors) was
20086 2005
Number Number
Production 1,619 1,572
Distribution 74 82
Sales 94 63
Administration 202 237
1,989 1,954
2006 2005
£000 £000
Their aggregate remuneration comprised
Wages and salanes 84,636 70,815
Social secunty costs 7,605 6,721
Other pension costs (see note 20) 7,636 6,477
99,877 84,013
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Notes to accounts (continued)

6 Staff Costs (continued)

Directors' Emoluments

Remuneration

Emoluments

The emaluments of directors disclosed above include the following amounts paid to
the highest paid director '
Emoluments

Dunng the period the following number of directors
Accrued benefits under defined benefit pension schemes
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2006 2005
£000 £000
675 1,306
369 503
Number Number
2 4




Notes to accounts (continued)

7 Income tax expense

2006 2005
£000 £000
Current tax
UK Corporation tax (2,409) (12,218)
Adjustments in respect of prior years (3,486) 2,488
Total current tax (5.895) (9,730)
Deferred tax
Ongination and reversal of timing differences charge (7.,494) (1,242}
Total tax (credit} on profit on ordinary activities (13,389) (10,972)
Corporation tax i1s calculated at 30% (2005- 30%) of the estimated assessable profit for the year
The tax chargef{credit) for the year can be reconciled to the income statement as follows
2006 2005
£000 £000
Profit/{loss) on ordinary activities before tax v 19,094 (72,536)
Profit/{loss) on ordinary activites multiphed by standard rate of corporation tax in
the UK of 30% 5,729 (21,761)
Tax effect of
{Income non-taxable)/expenses not deductible for tax purposes (3,282) 14,406
Benefit of previously unrecognised temporary differences (12,350) (6,105)
Tax (underprovided)/overprovided in previous years (current tax) {3,486) 2,488
Total tax (credit) {13,389) {10,972)

In addition ta the amount charged to the Income statement deferred tax has been charged/(credited) directly to equity

as detailed below,
2006
£000

Net ioss on revaluation of cash flow hedges 43

2005
£000

367
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Notes to accounts (continued)

8 Goodwill

At 31 December 2005 and 2006

9 Other intangible assets

Cost
At 1 January 2006
Additions

At 31 December 2006

Amaortisation
At 1 January 2006
Charge for the year

At 31 December 2006

Carrying amount
At 31 December 2006

At 31 December 2005

Total
£000
652

Development Computer
costs software Total
£00C £000 £000
4,407 1,899 6,306
- 617 617
4,407 2,516 6,923
536 1,549 2,085
897 273 1,170
1,433 1,822 3,255
2,974 694 3,668
3.871 350 4,221

The amortisation penod for development costs incurred on the Coempany's High Frequency Software Defined Radio

development is 5 years

Computer software and licences are wntten off over 3 years
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Notes to accounts (continued)

10 Investment in subsidiaries

The company has investments in ordinary shares of the following subsidiary undertakings, all of which are

incorporated in England & Wales and are 100% owned To avoid a statement of excessive length, details of

Investments which are not significant have been omitted

Thales Air Defence Limited

Thales Communications Holdings Limited
Thales Missile Electronics Limsted

Thales Optronics Holdings Limited

Thales Underwater Systems Limited

Thales Naval Limited

Quintec Associates Limited

Thales Universite Limited

Thales Insurance & Risk Management (UK) Limited
Thales Corporate Services Limited

Thales Research & Technology (UK) Limited
Thales Properties Limited

Thales Telermatics plc

Thales e-Secunty Limited

Thales e-Transactions Limited

Thales Telecommunication Services Limited
Thales ATM Limited

Thales Training & Simulation Limited

Thales Aviorncs Limited

Cost
At 1 January 2006
Additions

At 31 December 2006

Amounts written off
At 1 January 2006
Charged dunng the year

At 31 December 2006
Net book value at 31 December 2006

Net book value at 1 January 2006

Principal activity
Defence equipment
Holding company
Defence equipment
Holding company
Defence equipment
Defence equipment
Defence equipment
Trairng and education
Insurance services
Central services
Research & Development
Property management
Vehicle telematic products and services
Secure payment systems .
Electronic terminals
Transportation services
Aur traffic management
Simulation equipment
Nawvigation and satelite communication equipment

Total
£000

673,175
2,500

675,675

109,836
12,403

122,239

553,436

563,339

———

During the year the Company increased it's investment in Thales Research & Technology (UK) Limited by way of

subscniption for 2,500,000 £1 ordinary shares at par
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Notes to accounts (continued)

11 Property, plant and equipment

Cost

At 1 January 20086
Additions
Disposals

At 31 December 2006
Accumulated depreciation and impairment
At 1 January 2006

Charge for the year
Disposals

At 31 December 2008
Carrying amount
At 31 December 2006

At 31 December 2005

12 inventories

Raw matenals and consumables
Work-in-progress
Finished goods and goods for resale

Plant,
Long-term machinery,
Leasehold  furniture and
premises vehicles Total
£000 £000 £000
126 70,860 70,986
- 15,710 15,710
- {21,202) (21,202)
126 65,368 65,494
83 50,848 50,931
9 5,150 5159
- {10,229) {10,229)
92 45,769 45,861
34 19,599 19,633
43 20,012 20,055
20086 2005
£000 £000
439 11,316
36,707 10,179
9,940 1,493
47,086 22,988

The amount of write down of inventories recognised as an expense 1s £199,000 (2005 £1,025,000) This s included
in the cost of sales line tem as a cost of inventonies recognised as an expense (See note 3 )
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Notes to accounts (continued)

13 Trade and other receivables

2006 2005
£000 £000

Trade and other receivables
Amounts recevable from the sale of goods 35,518 25,217
Amounts recewvable from construction contract customers (note 14) 16,281 44 372
Non-trading balance with fellow subsidiarnes 47,500 51,670
Other receivables and prepayments 1,632 2,444
100,931 123,703

An allowance has been made for estmated irrecoverable amounts from the sale of goods of £593,000 (2005
£337,000) Thes allowance has been determined by reference to past default expenence

The directors consider that the carrying amount of trade and other recevables approximates their farr value

14 Construction Contracts

2008 2005
£000 £000
Contracts in progress at balance sheet date
Amounts due from contract customers included in trade and other receivables 16,281 44,372
Amounts due to contract customers included in trade and other payables (4,921) (1,323)
11,360 43,049
Contract costs incurred plus recogrised profits less recognised losses to date 68,414 499 876
Less progress bitlhngs (57,054) (456,827)
11,360 43,049

At 31 December 20086, retentions held by customers for contract work amounted to £1,787,000 (2005 £415,000)
Advances received from customers for contract work amounted to £14,124,000 (2005 £29,810,000)

At 31 December 2006, amounts of £nl (2005 £nil} included in trade and other recewvables and ansing from
construction contracts are due for settlement after more than 12 months

15 Cash and cash equivalents

Bank balances and cash comprnise cash held by the Company and short-term bank deposits with an onginal maturity
of three months or less The carrying amount of these assets approximates their fair value
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Notes to accounts (continued)

16 Trade and other payables

Current

Trade payables and accruals

Advances from customers

Amounts due to construction contract custemers (note 14)
Loan from fellow group company

Other payables & accruals

Non-current

Loan from fellow group company

The directors consider that the carrying amount of trade payables approximates therr farr value

17 Bank overdrafts and loans

Bank overdrafts

The overdrafts are all denominated in sterling and are repayable on demand

The weighted average interest rates paid were as follows

Bank overdrafts

2006 2005
£000 £000
80,907 62,644
51,614 23,816
4,921 1,323
- 2,927
22,634 27,158
160,076 117,868
2006 2005
£000 £000
316,563 313,634
2006 2005
£000 £000
991 7,386
2006 2005
% %

52 63

The directors estimate the fair value of the Company's overdrafts, to be equal to their bock value
The average effective interest rate on bank overdrafts approximated 4 90 per cent (2005 4 65 per cent) in the year

and Is determined based on 0 25 per cent plus base rate
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Notes to accounts {continued)

18 Provisions

Post-sale
Accrued rectification and

contract costs  Restructuring  support costs Other Total

£000 £000 £000 £000 £000

At 1 January 2006 2,385 447 13,028 4,721 20,581
Reclassification 4,681 1,541 (1,541) (4,681) -
Additional prowision in the year 693 3,147 5,069 - 8,909
Utihsation of provision (6,211) (3,430} (4,325) (40} (14,0086)
At 31 December 2006 1,548 1,705 12,231 - 15,484
Included in current habilities 1,548 1,705 12,231 - 15,484

The prowision 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

Other provisions represent reserves for penalties and price reductions

19 Derivative financial instruments
Currency derivatives

The Company utilises currency dervatives to hedge significant future transactions and cash flows The Company I1s
party to a number of fareign 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 primanly
denominated in the currencies of the Company's principal markets At the balance sheet date, the total notional
amount of autstandming forward foreign exchange contracts to which the Company 1s committed are as follows

2006 2005
Assets Liabhities Assets Liabiities
£000 £000 £000 £000
Forward foreign exchange contracts 285 1,649 1,287 85

Analysed as

Current 295 1,649 1,287 85
Non-current - - - -
295 1,649 1,287 85

At 31 December 2008, the farr value of the Company's currency derivatives 1s estimated to be approximately
£1,354,000 habity (2005 £1,202,000 asset) These amounts are based on quoted market prices for equivalent
instruments at the balance sheet date, comprising £295,000 assets {2005 £1,287,000) and £1,649,000 habilities
(2005 £85,000) The far value of currency denvatives that are designated and effeclive as cash flow hedges
amounting to £1,354,000 hability (2005 £1,202,000 asset) has been deferred in equity
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20 Retirement benefit schemes

The Group operates a number of schemes within the UK for the benefil of employees The schemes are both defined
benefit schemes and defined contribution schemes that are operated by the former Racal and former Thomson-CSF
companies

Defined contribution schemes

The total cost charge to income n relation to defined contnbution schemes amounted to £529,000 (2005 £338,000)
representing contributions payable to the schemes by the Company at rates specified in the ruies of the plan

Defined benefit schemes

The Group operates 10 defined benefit schemes that provide benefits to the majonity of its UK employees The
Company participates in a number of funded group defined benefit schemes The Company’s share of assets and
lhabilies in the schemes are derved on a propertionate basis related to the cash contnbutions made The
management consider this the most appropriate basis of allocation In 2006, the basis of allocation has been revised
to provide a more appropnate representation of the schemes across the Group This has resulted in revised 2005
figures for the present value of obligations and fair value of plan assets There has been no change to the funded
status or net amount recognised

The following tables summarnise the components of net benefit expense recognised 1n the consohidated income
statement and the funded status and amounts recognised in the consolidated balance sheet for the plan

2006 2005
£000 £000
Net benefit expense
Current service cost (7,262) (5,848)
Amortisation of scheme amendments - -

Total service charge (7,262} (5,948)
Interest cost {33,535) {26,805)
Expected return on plan assets 29,101 22,951

Amortisation of unrecognised gains & losses (1,510) -

Curtailment charge - -

Total charge {13,206) {9,802)

Actual return on plan assets 47,985 59,427
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20 Retirement benefit schemes (continued)

Benefit asset / (habthty)
Present value of defined obligations
Fair value of plan assets

Funded status

Unrecognised actuarial losses
Unrecognised scheme amendments

Net amount recognised

Changes n the present value of the defined benefit obligation are as follows
Opening present value of obligations

Current service cost

Interest cost

Plan participants’ contributians

Scheme amendmenis

Curtailments / Settlements

Actuarial losses on obligation

Benefits paid

Closing present value of obligations

Changes n the farr value of Plan Assets are as fallows
Opening fair value of plan assets

Expected return on plan assets

Employers' contnbutions

Plan participants' contributions

Benefits paid

Actuanal gains on plan assets

Closing farr value of plan assets

The Group expects to contribute £69m to its defined benefit pension plans in 2007
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2006 2005
£000 £000
(697,497) (648,705)
511,166 456,095
(186,331) (192,610)
91,404 84.242
- (839)
(94,927) (109,207)
(648,705) (539,319)
(7,262) (5,948)
(33,535) (26,805)
(3,833) (3,880)
(929) (1,677)
(26,661) (89,738)
23,428 18,662
(697,497} (648,705)
456,095 393,510
29,101 22,951
26,681 17,940
3,833 3,880
(23,428) (18,662)
18,884 36,476
511,166 456,095
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20 Retirement benefit schemes (continued)

The major categones of plan assets as a percentage of the farr value of total plan
assets are as follows

Equities
Bonds
Property
Cash

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

Discount rate

Expected rate of return on assets
Future salary increases

Future price inflation

Future pension increases

Year ended
31 December
2006

60%
38%
1%
1%

5 3%
6 3%
4 0%
30%
28%

Year ended
31 December
2005

60%
38%
1 o/o
1%

51%
6 2%
3 8%
28%
26%

The measurement bases required by IAS19 are likely to give rise to significant fluctuahons in the reported amounts of

the defined benefit pension schemes assets and habilities from year to year, and do not necessarly give rise 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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21 Deferred tax

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

during the current and prior reporting period

Retirement
Capital benefit  Cash flow
Deferred Tax Asset allowances cobligations hedges Tax losses Other Total
£000 £'000 £000 £000 £'000 £000
As at 31 December 2005 10,338 11,573 - - 79 21,990
Charged to profit and loss account (4,503) 10,825 15 - 922 7,259
Charged to equity - - (15) - - (15)
As at 31 December 2006 5,835 22,398 - - 1,001 29,234
Accelerated Retirement Deferred
tax benefit Cash flow development
Deferred Tax Liability depreciation obligations hedges costs Other Total
£'000 £000 £'000 £'000 £000 £'000
As at 31 December 2005 - - (367) - - (367)
Charged to profit and loss account - (132) 367 - - 235
Charged {0 equity - - {28) - - (28)
As at 31 December 2006 - (132) (28) - - {160}
Unrecognised deferred tax asset
2006 2005
£000 £'000
Depreciation in advance of capital allowances - 81
Pension 6,212 19,242
Revaluation of cash flow hedge 329 (284)
Tax losses 18,242 18,242
24,783 37.281
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22 Share capital

2008 2005
£000 £000
Authorised
480,000,000 (2005 490,000,000) ordinary shares of £1 each 490,000 490,000
Alloited, called-up and fully-pard
481,837,600 (2005 481,937,600) ordinary shares of £1 each 481,938 481,938
23 Statement of changes in equity
Share Share Hedging and
capital premium translation Retained
account account reserves earnings Total
£000 £000 £000 £000 £000
At 1 January 2008 as restated 481,938 92,906 852 (316,150) 259,546
Share option costs - - - 269 269
Decrease n fair value of hedging
denvatives - - {2,265) - (2,265)
Retained profit for the year - - - 32,483 32,483
At 31 December 2006 481,938 92,906 {1,413) {283,398) 290,033

The hedging and translation reserves 1s shown net of associated deferred tax
24 Share based payments

The Group grants aptions in the shares of Thales SA to employees as part of an employee incentive program
Historically, these have been 1ssued annually At 31 December 2008, the following options were outstanding

Type of arrangement General employee General employee General employee General empioyee
share option plan  share option plan  share option plan  share option plan

Date of grant 1 July 2003 1 July 2004 30 June 2005 9 November 2006

Number granted 63,600 39,000 53,950 61,200

Contractual ife 10 years 10 years 10 years 10 years

Vesting conditions Fully vested after 4 Fully vested after 4 Fully vested after 4 Fully vested after 4
years years years years

The estimated fair value of each share option granted in the general employee share option plan is £7 13
(2005 £6 08)

This estimated fair value was calculated by applying a binomial option pricing model
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24 Share based payments (continued)

The model inputs were General employee General employee General employee General employee
share option plan  share option plan  share option plan  share option plan
1 July 2003 1 July 2004 30 June 2005 9 November 2006
Share price at grant date €2570 €29 50 € 34 01 € 36 47
Exercise price €2570 €29 50 € 34 01 €36 47
Expected volathity 34% 32% 30% 30%
Dividend rate 35% 3 5% 25% 25%
Risk-free interest rate 38% 4 4% 30% 30%

To allow for the effects of early exercise, 1t was assumed that the employees would exercise the options after vesting
date when the share pnice was 1 5 times the exercise price

In accordance with IFRS 2, the Group values the costs represenied by options attributed to employees The fair value
of these options 1s determined at their respective attnbution date This amount is taken to profit and loss, spreading
over the penod of acquisition of benefits

Changes in fair value of share option 1ssued after 7 November 2002 (date of first application of the standard) are
presented below

2006 2006 2005 2005

Number of Weighted Number of Weighted

options average options average

exercise pnce exercise price

QOutstanding at start of year 151,515 £20 22 97,565 £19 14
Granted 61,200 £24 49 53,950 £23 31

Exercised - -

Outstanding at end of year 212,715 £21 05 151,515 £2022
Exercisable at end of year 107,906 £19 34 61,119 £18 86

The options outstanding at 31 December 2006 had exercise prices in the range €25 70 to €36 47, and the weighted
average remaining contractual life of 8 0 years

The expense ansing from share and share option plans was £ 269,087 (2005 £ 178,087)
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25 Operating lease arrangements
The Company as lessee

2006 2005
£000 £000
Minimum lease payments under operating leases recognised in income for the year 1,012 652

At the balance sheet date, the Company has outstanding commitments under non-cancellable operating leases,
which fall due as follows

20086 2005
£000 £000
- Within one year 398 396
- In the second to fifth years inclusive 980 1,520
- After five years - 15,073
1,378 16,989

Operating lease payments represent rentals payable by the Company for certain of its cars and office equipment

26 Events after the balance sheet date

On 22 March 2007, proposed changes to UK Corporation Tax were announced In cutline, the rate of Corporation
Tax on profits will be reduced from 30% to 28%, the rate of allowances for expenditure on plant and equipment will be
reduced from 25% p a to 20% p a , a new class of fixtures qualifying for allowances at 10% p a will be defined later
this year and allowances for industnal buildings will be reduced cver the period 1 Apnl 2008 to 31 March 2011 and
withdrawn with effect from 1 Apnl 2011

The combined effect of these changes, which will take effect for accounting purposes when the Finance Bill 2007 1s
substantively enacted, anticipated to be reflected in the 2007 accounts, cannot currently be estimated until further

legislative detalls are made available

On 15" February 2007, the Company sold the entire 1ssued share capital of Thales Telematics plc to Cybit Holdings
plc for £1,000,000 |
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27 Related party transactions

The immediate parent company 1s Thales Holdings UK ple, a company incorporated in the UK The uitimate parent
company Is Thales SA a company incorporated in France This s also both the largest 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 Neullly sur Seine Cedex, France

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

Amounts owed by Amounts owed to
Sales of goods Purchases of goods related parties related parties
2006 2005 2006 2005 2006 2005 2006 2005
£000 £000 £000 £000 £000 £'000 £'000 £'000
Parent company . - - - 51,670 51,670 - -
Feilow subsichanes 5,273 8,010 1,750 17,978 7.289 4,457 381,708 376,223
Other Thales group
companies 14,021 4,860 9,686 - 4,008 1,810 4,929 -

Sales of goods to related parbes were made at the Company’s usual st prices 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 seftled in cash No guarantees have been given or received No
expense has been recognised in the penad 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

2006 2005
£000 £000
Short-term employee benefits 675 1,455

Other related party transactions

In addition to the above, Thales Corporate Services Limited, a fellow subsidiary of Thales S A, performed certain
administrative services for the Company, for which a management fee of £4,940,000 (2005 £3,337,000) was charged
and paid, being an appropnate allocation of costs incurred by relevant administrative departments
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