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ERA Technology Limited

Directors’ report for the year ended 31 December 2007

The directors have pleasure in submitting their report, together with the audited financial statements of the
Company, for the year ended 31 December 2007
Results and dividends

The Company's results for the year are set out in the profit and loss account on page 8 showing a profit for the
financial year after tax of £3,470,000 (2006 £3,156,000) At 31 December 2007, the Company has net assets,
mncluding its pension scheme, of £21,191,000 (2006 £19,279,000)

Dividends proposed are as set out in note 8

Principal activities and business review

The Company offers design, development and assessment services, consuftancy, information and training in the
areas of electronics, commumications, software, electncal, mechanical and matenals technologies These
pnncipal activibes are not expecled to change in the foreseeable future

Dunng the year total tumover amounted to £17,207,000, a decrease of £1,822,000 (10%) on 2006 Despite this
reduction, however, the Company achieved an mprovement of 6% in operating profit to £2,314,000 (2006
£2,174,000)

Dunng the year cash balances increased by £3,354,000 to £16,959,000 and generated bank interest receipts of
£843,000 (2006 £603,000)

The directors consider the results for the year to be satisfactory

Future developments
The directors are confident that next year will again show a strong and profitable performance

The Company acquired the trade and assets of Culham Lightning Limited and Vector Fields Limited, fellow
subsidiary undertakings of Cobham plc, on 1 January 2008

Research and devetopment

The Company 1s committed to research and development and has mvested £213,000 (2006 £204,000) in
activities dunng the year

Principal nsks and uncertanties

The management of the business and the execution of the Company's strategy are subject to a number of nsks

The key business nsks and uncertainties affecting the Company are considered to relate to ensunng an adequate
flow of new orders, the execution of customers’ contracts on time and within budget and the recnutment and
retention of appropnately qualified and expenenced techrcal staff

The acquisition of the Cultham Lightrung business in 2008 bnings with it a lease expinng wittin one year This will
necessitate a move to new premises but will provide the opportunity to invest in new test facilittes

Further discussion of these nsks and uncertainties, in the context of the group as a whole, 1s provided on pages 6
and 7 of the Cobham pic 2007 Annual Report, which does not form part of this report

Key performance indicators

The directoers of the ulttmate parent undertaking, Cobham plc, manage the group's operations on a divisional
basis For this reason, the Company's directors believe that analysis using key performance indicators at the
Company level (financial and non-financial) 15 not necessary or appropnate for an understanding of the
developmen!, performance or position of the business of ERA Technology Limited The development,
performance and position of the Cobham Avionics and Survelllance diviston 1s discussed on pages 10, 11, 54
and 55 of the 2007 Annual Report of Cobham plc, which does not form part of this report
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Financial nsk management

The Company's operations expose it to a vanety of financial nsks that include credit nsk, hqudity nsk, interest
rate cash flow nsk and foreign exchange rate nsk The Company has in place a nsk management programme
that seeks to lmit adverse affects on the financial performance of the Company

Given the size of the Company, the directors have not delegated the responsibiity of monitonng financial nsk
management to a sub-committee of the board The polices set by the board of directors of Cobham plc are
implemented by the group finance department The depariment has a policy and procedures manual that sets out
gutdelines to allow it to manage interest rate nsk, credit nsk and foreign currency exchange rate nsk

Price nsk
The Company 1s exposed to pnce nsk as a result of its operations However, given the size of the Company's

operations, the costs of managing exposure to pnce nsk exceed any potential benefits The directors will revisit
the appropnateness of this poiicy should the Company's operations change in size ar nature The Company has
no exposure to equity secunties pnce nsks as it holds no hsted or other equity investments

Credit risk
The Company has mplemented polcies that require appropnate credit checks on potential customers before

sales are made The Company also monitors existing customer accounts on an ongoing basis and takes
appropnate action where necessary to mimimise any potential credit nsk

Liquidity risk
The Company retains sufficient cash to ensure it has sufficient available funds for operations and planned

expansions The Company also has access to longer term funding from its ulbmate parent undertaking if
required

Interest rate cash flow sk
The Company has interest beanng assets in the form of cash balances, all of which earn interest at a floating

rate In order to ensure stability of cash out flows and hence manage interest rate nsk, the Company has access
to fixed interest rate loans from its ulimate parent undertaking The Company does not use denvative financral
instruments to manage interest rate costs and as such, no hedge accounting 15 apphed

The directors will revisit the appropnateness of this policy should the Company's operations change In stze or
nature

Foreign exchange currency rate risk
The Company has a policy to mimmise foreign exchange currency rate nsk through the regular monitonng of

foreign currency flows and putting in place where appropnate forward currency exchange rate contracts with the
ultmate parent undertaking
Charitable contnbutions

Dunng the year the Company made vartous chantable donations totalling £450 (2006 £435)

Directors

Except as noted, the following directors held office dunng the year and up to the date of signing the financial
statements

F J Cahill (resigned on 27 March 2008)
J E Fewtrell

P DLong

VvV JJ Mifsud (appotnted on 2 January 2008}

Statement of directors’ responsibilities

The directors are responsible for prepanng the Annual Report and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that Jaw the
directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) The financial
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statements are required by law to 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 prepanng those financial statements, the directors are required 1o

« select suitable accounting policies and then apply themn consistently,

= make judgements and estimates that are reasonable and prudent,

« state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements,

s prepare the financial statements on the going concem basis unless It 1s inappropnate to presume that
the company will continue Iin business, in which case there should be supporting assumptions or
qualfications as necessary

The directors confirm that they have complied with the above requirements in prepanng the financial statements

The directors are responsible for keeping proper accounting records that 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 Compames Act 1985 They are also responsible for safeguarding the assets of the company and hence
for taking reasonable steps for the prevention and detechon of fraud and other imegulanties

Disciosure of information to auditors

Each of the persons who 1s a director at the date of approval of this report confirms that

e so far as the director 1s aware, there 15 no relevant audit information of which the Company's auditors
are unaware, and

+ the director has taken all the steps that he ought to have taken as a director in crder fo make himself
aware of any relevant audit information and to establish that the Company’s auditors are aware of that
nformation

This confirmation 15 given and should be interpreted i accordance with the provisions of section 234ZA of the
Companies Act 1985
Independent auditors

A resolution to re-appoint PncewaterhouseCoopers LLP as auditors to the Company will be proposed at the
annual general meeting

By order of the Board

Fewtrell
Company Secretary

19 August 2008
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Independent auditors’ report to the members of ERA Technology
Limited

We have audited the financial statements of ERA Technology Limited for the year ended 31 December 2007,
which compnse the statement of accounting policies, the profit and loss account, the balance sheet, the
statement of total recognised gains and losses, the note of histoncal cost profits and losses and the related
notes These financial statements have been prepared under the accounting policies set out theremn

Respective responsibilities of directors and auditors

The directors’ responsibilibes for prepanng the financial statements in accordance with apphcable law and United
Kingdom Accounting Standards (United Kingdem Generally Accepted Accounting Practice) are set out in the
Staternent of Directors’ Responsibilibes

Cur responsibility s to audit the financial statements i accordance with relevant legal and regulatory
requirements and Intemational Standards on Audiing (UK and lreland} This report, including the opinton, has
been prepared for and only for the Company’'s members as a body in accordance with Section 235 of the
Companies Act 1985 and for no other purpose We do not, in giving this opinion, accept or assume responsibility
for any other purpose or o any other person to whom this report 1s shown or into whose hands it rmay come save
where expressly agreed by our prior consent in witing

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared in accordance with the Compantes Act 1985 We also report to you whether in our opinion the
information grven in the Directors’ Report 1s consistent with the financial statements

In addition we report to you if, in our opinion, the Company has not kept proper accounting records, if we have
not receved all the mformation and explanations we require for our audd, or f information specified by law
regarding directors’ remuneration and other transactions s not disclosed

We read the Directors’ Report and consider the imphications for our report f we become aware of any apparent
misslatements within tt

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures it the financial statements It also includes an assessment of the signficant esbmates and
judgements 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 adequately disclosed

We planned and performed our audit so as to obtain all the information and explanatons which we considered
necessary in order to provide us with sufficient evidence o give reasonable assurance that the financial
statements are free from matenal misstaterent, whether caused by fraud or other irregulanty or error In forming
our opinion we also evalualed the overall adequacy of the presentation of information in the financial statements

Opmion
In our opinion

* the financial stalements give a true and fair view, in accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the Company's affairs as at 31 December 2007 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 information given in the Direclors’ Report 1s consistent with the financial statements

Hricewoderhows Cogpan ILr°

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Southampton

22 Quguet 200y
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Statement of accounting policies

Accounting convention

The financial statements have been prepared on the going concern basis, under the histoncal cost convention,
modified to nclude the revaluation of certan land and buildings, and i accordance with the Companmies Act 1985
and applicable UK accounting standards The pnncipal accounting policies, which have been applied consistently
throughout the year, are set out below

Basts of accounting

The financial statements contain information about ERA Technology Limited as an ndividual company and do not
contan consolidaled financial information as the parent undertaking of a group The Company has taken
advantage of the exemption under Section 228 of the Compames Act 1985 from the requirement to prepare
consolidated financia! statements as it, and its subsidiary undertaking, are included by full consolidation in the
consohdated financial statements of its ulimate parent company, Cobham plc, which are publicly avalable (see
note 24)

Turnover

Tumover 15 measured at the farr value of the nght to consideration and excludes value added tax, other sales
taxes and trade discounts Turnover 1s recognmised based upon the fair value of work perferrmed to date assessed
with reference to contract milestones Other operating income includes rental income and the provision of
administrative and maintenance services to tenants on the Cleeve Road site

Taxation

Corporation tax payable 1s provided on taxable profits at the current rate

Deferred taxation

Deferred tax 1s recognised in respect of all trming differences that have onginated but not reversed at the balance
sheet date, where transachions or events that result in an obligation to pay more tax n the future or a nght to pay
less tax i the future have occurred at the balance sheet date

A net deferred tax asset 1s recogmsed as recoverable and therefore recognised only when, on the basis of all
avanlable evidence, it can be regarded as more hkely than not that there will be suitable taxable profits aganst
which to recover carned forward tax losses and from which the future reversal of underlying tming differences
can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply in the penods in which the timing
differences are expected to reverse, based on tax rates and laws that have been enacted or substantively
enacted by the balance sheet date Deferred tax 1s measured on an undiscounted basis

Tangible fixed assets and depreciation

Tangsble fixed assets are stated at their purchase cost together with any directly attnbutable costs of acquisition,
net of depreciation and provisions, where required, for any impaiment

Depreciation 1s provided on all tangible fixed assets, other than freehold land and investment properties, al rates
calculated to wnte off the cost, less eshmated residual value, of each asset on a straight-ine basis over its
expected useful economic Iife The expected useful economic lives used for this purpose are

Freehold builldings 50 years

Building improvements Over 4 to 10 years
Plant and machinery Over 3 1o 4 years
Fixtures, fithngs, tools and equipment Over 3 to 4 years

Expected useful economic lives are reassessed annually to ensure they remain appropnate
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Investment properties

Investment properties are included in the balance sheet at open market value on the basis of valuation by the
direclors In accordance with SSAP 19, invesiment properlies are revalued annually and the aggregate surplus or
deficit1s transferred to revaluation reserve, and no provision 15 made for depreciation of freehold properties This
departure from the requirements of the Compames Act 1985, which requires all properties to be depreciated, 1s,
n the opimion of the directors, necessary for the financial statements to show a true and fair view 1n accordance
with apphcable accounting standards

investments

Investments are stated at cost, less any provision for impairment in value Impairment reviews are performed by
the directors when there has been an indication of potential mpaiment

Stocks

Stocks and work in progress are stated at the lower of cost, which includes an appropnate proportion of
production overheads, and net realisable value

Payments received and recervable on account of work in progress are deducted from the cost of the work carned
out at the balance sheet date to the extent of the valuation of the work done

Financial assets and liabilities

Financial assets and habilittes are presented in accordance with paragraphs 15-50 of FRS25 as the Company
has not adopted FRS526

Pension costs

The Company operates a defined benefit scheme The amounts charged to operating profit are the current
service costs and gamns and losses on settlements and curtalments They are included as parl of staff costs Past
service costs are recogmsed immediately in the profit and loss account if the benefits have vested [f the benefits
have not vested immediately, the costs are recognised over the penod until vesting occurs The interest cost and
expected retumn on assets are shown as a net amount of other finance costs or credits adjacent to interest
Actuanal gains and losses are recognised immediately in the statement of total recogmsed gains and losses

The defined benefit scheme I1s funded, with the assets of the scheme held separately from those of the Company,
in a separate trustee administered fund Pension scheme assets are measured at farr value and habilites are
measured on an actuanal basts using the projected umt method and discounted at a rate equivalent to the current
rate of retum on a high quality corporate bond of equivalent currency and term to the scheme habilittes The
actuanal valuations are obtained at least tnenmally and are updated at each balance sheet date The resulting
defined benefit asset or hability, net of the related deferred tax, 15 presented separately after other net assets on
the face of the balance sheet

For defined contnbutton schemes the amounts charged to the profit and loss account in respect of pension costs
and other post-retrement benefits are the contnbuttons payable n the year Differences between contnbutions
payable in the year and contnbutions actually paid are shown as either accruals or prepayments in the balance
sheet

The Company adopted the December 2006 amendment to FRS17 early, with effect from 1 January 2006

Provisions

Provisions are recognised when the company has a present obligation as a result of a past event, it 1s probable
that a transfer of economic benefits wil! be required to settle the obhgation, and a rehable estimate can be made
of the amount of the obligation
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Foreign currencies

Transactons denominated in foreign currencies are translated at the rate of exchange on the day the transaction
occurs

Monetary assets and habmties denominated in foreign currencies are expressed in stering, translated at the rates
of exchange ruling at the balance sheet date

All exchange differences are dealt with in the profit and loss account

Leases

Lease amrangemenis are accounted for as finance leases where substantially all the nsks and rewards of
ownership of the leased asset are retained by the Company All other leases are classified as operating leases

Rentats payable under operating leases are charged to the profit and loss account on a straight-line basis over
the penod of the lease

Research and development

The Company undertakes research and development actvibies either on its own behalf or on behalf of customers

Company funded expenditure on research activities 1s wntten off as incurred and charged to the profit and loss
account

Company funded expenditure on development activities 1s capitalised as an internally generated intangible asset
if certain conditions are met as laid out in SSAP 13 The expenditure capitalised includes the cost of matenals,
direct labour and related overheads Capitahsed development expenditure 1s stated at cost less accumulated
amorhsation and impairment losses Capitalised development expenditure 1s amoriised over the expected life of
the product

Where the research and development activity 1s performed for customers, expenditure 1s wntten off as incurred
and the revenue ansing 1s recognised in accordance with the Company's revenue recognition policy above

Estimation techniques

In certain circumstances the measurement of values cannot be made with absolute certamty either because
absolute costs are unknown, or they reguire a degree of subjective review Examples include the calculation of
degrees of obsolescence of stock or degrees of completion against long term project objectves In these
nstances the directors utiise the skills, knowledge and expenence of sullably quahfied persons to generate
appropnate values All appropnate accounting standards are adhered to in generating such values

Share based payments

For grants made under the group’s share based payment schemes, amounts which reflect the far value of
options awarded to employees of the Company as at the time of grant are charged to the profit and loss account
over the vesting penod of the option The valuation of the options utilises a methodology based on the Black-
Scholes model, modified where required to allow for the impact of market related performance cntena The
impacts of changes in assumptions of the number of options that are expected to vest due to non market related
condiions are assessed at each balance sheet date and adjusted through the profit and loss account on a
cumulative basis

The Company has taken advantage of the transitional provistons of FRS20 1n respect of equity settled awards
and has applied FRS20 only to equity settled awards granted after 7 November 2002
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Profit and loss account
for the year ended 31 December 2007

2007 2006
Note £000 £000 £000 £000
Turnover 1 17,125 19,129
Other operating income 1,609 1,510
18,734 20,639
Raw matenals and consumables (3,044) (4,396}
Other external charges (2,482) (2,610)
Staff costs (10,153) {10,554)
Depreciation {695) (675)
Other operating charges (46) (230)
{16,420) {18,4865)
Operating profit 2 2,314 2174
Interest receivable and simitar income 3 843 603
Interest payable and similar charges 4 (14} (20)
Other finance income 20 1,670 1,333
Profit on ordinary activities before taxation 4,813 4,090
Tax on profit on ordinary activities 5 {1,343) (934)
Profit for the financial year 18 3,470 3156

All the Company’s activities are classed as continuing in the current arkd comparative year

The profit on ordinary activities before taxation and the retained profit for the financial year have been computed
on the histoncal cost basis, as modified by the revaluation of freehold property.
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Balance sheet as at 31 December 2007

2007 2006
Note £000 £000 £000 £000
Fixed assets
Tangible assets 10 13,455 13,563
Investments 11 133 -
13,588 13,563
Current assets
Stock 12 319 133
Debtors 13 5,078 5,026
Cash at bank and in hand 16,959 13,605
22,356 18,764
Creditors amounts fatling due within one year 14 {16,295) (16,047)
Net current assets 6,061 2,717
Total assets less current liabilities 19,649 16,280
Provisions for hablities and charges 15 {136) (115)
Net assets excluding pension asset 19,513 16,165
Pension asset 20 1,678 3,114
Net assets including pension asset 21,991 19,279
Capital and reserves
Called up share capital 17 1,000 1,000
Share premium account 18 9,000 9,000
Revaluation reserve 18 2,097 1,847
Other reserve 18 333 165
Profit and loss account 18 8,761 7,267
Total shareholders’ funds 19 21,191 19,279

The financial statements on pages 5 to 28 were approved by the board on 19 August 2008 and were signed on

its behalf by

VvV J J Mifsu
Director
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Statement of total recognised gains and losses for the year ended
31 December 2007
Note 2007 2006
£000 £000
Profit for the financial year 3,470 3,156
Actuanal (loss)/gain on penston scheme 20 {2,778) 2,577
Unreahsed gamn on revaluation of investment property 10 250 -
Movement on deferred tax relating to pension asset 802 (773)
{including rate change)
Total gains and losses relating to the year and
recognised since last annual report 1,744 4,960
The notes on pages 11 to 28 form part of these financial statements
Note of historical cost profits and losses for the year ended
31 December 2007
2007 2006
£000 £000
Profit on ordinary activiies before taxation 4,813 4,090
Difference between a histoncal cost deprecration charge
and the actual depreciation charge of the year calcutated
on the revalued amount {18) (18)
Histoncal cost profit on ordinary activities before taxation 4,795 4,072
Histoncal cost profit for the year retained after taxation and
dividends 3,452 3,138

10
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Notes to the financial statements for the year ended
31 December 2007

1. Turnover

All sales are deemed as being attnbutable to one class of business and an analysis of tumover by gecgraphical

destination 1s given below

2007 2006
£000 £000
United Kingdom 12,450 14,101
Other EU countnes 2,047 1,696
United States of Amenca 970 952
Australasia 74 209
Rest of the world 1,584 2,171
17,125 19,129
2.  Operating profit
2007 2006
£000 £000
Operating profit 1s stated after charging/(crediting)
Depreciation
- owned assels 695 675
Operating lease charges
- plant and machinery 231 211
- other 2 58
Release of provision against investment in joint venture (133) -
Profit on disposal of tangible fixed assets {1) (52)
Exchange differences (31) 91
Audiors' remuneration
- aud services 32 34

Fees paid to the Company’s auditor, PncewaterhouseCoopers LLP and s associates for services other than the
statutory audit of the Company are not disclosed in these accounts since the consohdated group financial
statements of the ulimate parent undertaking, Cobham plc, disclose the non-audit fees on a consolidated basis

3. Interest receivable and similar income

2007 2006
£000 £000
Bank interest receivable 843 603

1M
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4, Interest payable and similar charges

2007 2006
£000 £000
Bank charges and similar items 14 20
5. Taxation

2007 2006

£000 £000
Current tax
UK corporation tax on profits for the year 1,243 842
Adjustment in respect of previous years (26) {(126)
Total current tax 1,247 716
Deferred tax
Ongination and reversal of timing differences 220 388
Change in tax rate — impact on deferred lax 12 -
Adjustment in respect of previous years (28) (170}
Change in tax rate —~ impact on pension deferred tax hability (78) -
Total deferred tax (note 16} 126 218
Tax on profit on ordinary activities 1,343 934

The tax assessed for the year 1s fower than the standard rate of corporation tax in the UK of 30% {2006 30%)

The differences are explained below

2007 2006
£000 £000
Profit on ordinary activities before taxation 4,813 4,090
Profit on ordinary activites multiplied by the standard rate in the UK 30%
(2006 30%) 1,444 1,227
Effects of
Expenses not deductible for tax purposes 35 37
Expenditure guahfying for additional research and development (83) (112)
tax deduction
Capital allowances for the year in excess of depreciation {21) (95)
Depreciation on non-gualifying fixed assets 67 78
Share-based payments 41 22
Pension costs (201) (118)
Other iming differences (39) (197)
Adjustment to tax charge in respect of previous years (26) {126)
Current tax charge for the year 1,217 716

12
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5. Taxation (continued)

Factors that may affect future tax charges

The standard rate of corporation tax in the UK has changed from 30% to 28% from 1 Apnl 2008 which will reduce
future tax charges The Company's future tax charge 15 also hkely to be lower than the standard rate of
comporation tax of 30% due to significant research and development expenditure that 1s expected to be incurred
which qualifies for additional tax relief

6. Directors

Directors’ emoluments

2007 2006
£000 £000
Aggregate emoluments 531 495

Retirement benefits are accruing to 2 (2006 2) directors under a defined benefit scheme

Highest paid director

2007 2006
£000 £000
Total emoluments mncluding amounts accrung under long-term incentive
schemes 395 a72
Accrued pension at end of year under defined benefit scheme 23 18

The emoluments of P D Long were paid by Chelton Lrmited His services to this Company and to a number of
fellow subsidianes are pnncipally of a non-executive nature and the emoluments are deemed to be wholly
attnbutable to his services to Chelton Limited Accerdingly the above details include no emcluments in respect of
this director

7. Employee costs

2007 2006

£000 £000

Wages and salarnes 7,857 8,321
Social secunty costs 755 797
Other pension cosls (note 20) 1,373 1,334
Cost of employee share schemes (note 8) 168 102
10,153 10,554

13
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7. Employee costs (continued)

The average monthly number of employees {including executive directors) employed by the Company dunng the
year was

By activity 2007 2006
Number Number

Engineenng and consultancy 153 166
Management and admimistration 50 6
203 217

8. Share-based payments

The Company's ultimate parent undertaking, Cobham ple, operates a number of incentive schemes which are
open to certain senor executives employed within the Group which include both equity settled and cash-settled
awards The company participates i the following schemes

s the Cobham Performance Share Plan {PSP) which was approved at the AGM held on 6 June 2007,
¢ the Cobham Long Term Incentive Plan (LTIP) which expired in 2007, and
e the Cobham Executive Share Option Scheme (ESOS)

The PSP scheme allows for annual grants of conditional shares at nil cost which vest 50% based on the Group's
three year Total Shareholder Return relative to that of a sector comparator group and 50% based on the growth
of the Group's EPS over the same penod

Under the LTIP scheme awards are made at il cost, vesting over a three year performance penod based on the
group’s Total Shareholder Retumn relabve to that of a comparator group and also condrtronal upon the Group's
EPS growth over the same penod

Under the ESOS, options are granted at a price not less than the market value of the Group’s ordinary shares on,
or shortty before, the date the options are granted Exercise 1s conditional upon the Group’s EPS growth over a
three year period A new seclion has been added to the ESOS scheme dunng 2007 under which options are
granted with 25% vesting each annual anmiversary conditional enly on continued employment within the Group

Further detalls of these schemes can be found on pages 36, 37 and 63 to 66 of the 2007 Annual Report of
Cobham plc

In addition, entry to the Cobham Savings related Share Option Scheme (Sharesave) 1s available to all employees
of the company Employees may purchase shares of Cobham plc at 80% of the closing markel pnce on the date
of grant dunng a two-week penod each year, up to a maximum contnbution value of £3,000 n any one year The
shares so purchased are generally placed in an employee’s share savings plan and will only be released to
employees who remain in the Cobham plc group’s employment for a period of three years from the date of grant

The far value of share-based payments relating to the employees of the Company for the year ended 31
December 2007, and expensed to the profit and loss account for that year, was assessed to be £168,000 (2006
£102,000) As the schemes relate to shares of the ultmate parent undertaking, the Company has recognised a
capital contnibution equal to the profit and loss account charge for the year (note 18)

Details of the share options outstanding for all schemes granted to employees dunng the year are as follows

14
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8. Share-based payments {continued)

Number of share options PSP LTIP ESOS ShareSave
At 1 January 2006 - - 144,560 616,511
Awards granted - - 83,972 86,295
Awards forfeited - - - (37,790}
Exercised - - - {3,530}
Expired - - - (11,290}
At 1 January 2007 - - 228,532 650,200 }
Awards granted 26,112 - 132,339 111,343 ‘
Awards forferted - - - (21,467)
Exercised - - - {18,153)
Expired - - - (9,932)
At 31 December 2007 26,112 - 360,871 711,991
Exercisable at 3t December 2007 - - 69,970 -
Exercisable at 31 December 2006 - - - -
The weighted average remamning contractual iife in years of awards 1s as follows
PSP LTIP ESOS ShareSave
Outstanding at 31 December 2007 223 - 8 150 2 440
Outstanding at 31 December 2006 8 530 2984

Under the ESOS and Sharesave schemes, exercises were made at vanous times throughout the year The

average share pnce in that penod was £2 036 (2006 £1 777)

15
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8. Share-based payments (continued)

All awards under the PSP and LTIP schemes have a nil exercise price
awards under the ESOS and ShareSave schemes are as follows

The weighted average exercise pnces of

ESOS ShareSave
£ £
At 1 January 2006 1353 1097
Awards granted 1853 1530
Awards forferted - 1085
Exercised - 1000
Expired - 1076
Al 1 January 2007 1537 1156
Awards granted 2045 1630
Awards forfeited - 1212
Exercised - 1084
Expired - 1240
At 31 December 2007 1725 1229
Exercisable as at 31 December 2007 1370 -
Exercisable as at 31 December 2006 - -
The range of exercise pnces for ESOS and ShareSave awards are as follows
ESOS ShareSave
£ £
Outstanding at 31 December 2007
Lowest exercise pnce 1346 1.076
Highest exercise price 2045 1.630
Outstanding at 31 December 2006
Lowest exercise price 1346 1076
Highest exercise pnce 1853 1530
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8. Share-based payments (continued)

Awards granted or commencing durning the current and comparative year are as follows

PSP
During 2007
Effective date of grant or commencement 6 June
date

Fair value at date of grant or scheme commencement
- Three-year awards £1 530
- Five-year awards -

- Seven-year awards -

Effective date of grant 12 June
Far value at date of grant £1498
During 2006

Effeclive date of grant or commencement -
date

Fasr value at date of grant or scheme commencement
- Three-year awards -
- Five-year awards -

- Seven-year awards -

Effective date of grant -

Farr value at date of grant

LTIP

12 May

£0 903

14 November

£0 909

ESOS

6 June

£0473

12 May

£0 450

14 November

£0 470

ShareSave

1 February

£0 560
£0 640
£0 730

1 February

£0 690
£0 760
£0 810

The fair values in the table above were calculated using the Black-Scheoles option pncing model (modified by a
Monte Carlo simulation for PSP and LTIP awards} to determine the likely impact of market-related performance

conditons The inputs tinto the model were as follows

PSP LTP ESOS  ShareSave
2007
Weighted average share price £2 149 - £2 088 £1920
Weighted average exercise price ni} - £2 045 £1530
Expected volatihty 24% - 23% 24%-27%
Expected hfe 3 years - 5years 3 -7 years
Risk free rate 4 3% - 4 3% 4 9%
Expecled dvidend yield n/a - 18% 18%
2006
Weighted average share pnce - £1 832 £1833 £1 850
Weighted average exercise pnce - il £1855 £1 240
Expected volatiity - 22% 25% 22%-27%
Expected life - 3 years Syears 3-7 years
Risk free rate - 4 5% 4 5% 4 3%
Expected dividend yield - 19% 19% 18%
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ERA Technology Limited

8. Share-based payments (continued)

Expected volatiity was determined by calculating the histoncal volatiity of the Group’s share pnce over the
previous three years The expected Iife used in the model has been adjusted, based on management's best
eshimate, for the effects of non-transferabiity, exercise restrnictions and behavioural considerations

Participants of the PSP scheme receive the benefit of dividend payments and therefore dvidend yields are not

taken into consideration in the valuation model

9. Dividends

A final dadend for the year ended 31 December 2007 of £0 60 per share, representing a total dividend payment
of £6,000,000, has been authonsed and paid in January 2008 Thts dividend has not been accounted for within
the current year financial statements as it had not been approved at the balance sheet date No dividend was

paid for the year ended 31 December 2006

10. Tangible fixed assets

Plant and
machinery
Freehold land (including
and bulldings vehicles) Total
£000 £000 £000
Cost or valuation
At 1 January 2007 13,151 3,971 17,122
Additions 95 242 337
Revaluation 250 - 250
Disposals (10) (40) {50)
At 31 December 2007 13,486 4,173 17,659
Cost 10,486 4,173 14,659
Valuation — investment property 3,000 - 3,000
13,486 4173 17,659
Accumulated depreciation
At 1 January 2007 630 2,929 3,559
Charge for the year 222 473 695
Disposals (g (40) (50)
At 31 Decemnber 2007 842 3,362 4,204
Net book amount
At 31 December 2007 12,644 811 13,455
At 31 December 2006 12,521 1,042 13,563

A fixed charge 1s held over the freehold land and bulddings as secunty aganst a loan owed by Lockman

Electronic Holdings Limited, the parent undertaking, to a third party
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10. Tangible fixed assets (continued)

The investment property has been valued at £3,000,000 (2006 £2,750,000) For 2007 this 1s based on an
estimated market pnce provided by external vafuers, Vail Willams LLP, as at 31 December 2007 For 2006 the
property was valued by the directors on the basis of the future rental stream ansing from the lease on the

property
The investment property would have been included in the financial statements on a histoncal cost basis as
follows
2007 2006
£000 £000
Cost 903 03
Accumulated depreciation (54) (36)
Net book amount based on histonc cost 849 867

11. Investments

Investments in group undertakings compnse

Shares at cost

£000
Cost
At 1 January and 31 December 2007 133
Provision
At 1 January 2007 133
Release of provision (133)
At 31 December 2007 -
Net book amount
At 31 December 2007 133

At 31 December 2006

In the opinion of the directors the value of investments in subsidiary undertakings 15 not less than the aggregate
amount at which they are shown n the balance sheel

At 31 December 2007, the Company had the following subsidiary undertakings and joint venture operations

Country of

incorporation and

operation

ERA Patents Limited Engfand
Telecom MODUS Limited England

Class of
share
capitat held

Ordinary

Ordinary

Proportion
held

100%

40%
Joint venture

Nature of business

Patent holding and
exploitation

Development of mobile
lelecommunicatons
systems
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11. Investments (continued)

The Company hotds a 40% equity interest in Telecom MODUS Limited, a joint venture arrangement with NEC
Corporation of Japan established in May 1998 This investment has been accounted for as an investment in
accordance with FRS 9 ‘Associates and Joint Ventures', as the directors are of the opinion that they have only
imited influence over the joint venture and the Company is not entitled to partake of any profits, or required to
fund any losses, of the joint venture Full prowision had been made against thts investment pnor to the current
year This provision s no longer considered necessary as the joint venture terminates on 31 March 2008 with the
Company’s shares being acquired by NEC Corporation at onginal cost

12. Stocks
2007 2006
£000 £000
Raw matenals and consumables 319 133
There i1s no significant difference between the replacement cost and the value of stocks shown
13. Debtors
2007 2006
£000 £000
Trade debtors 2,111 2577
Amounts recoverable on long ierm contracts 1,977 1,234
Amounts owed by fellow subsidiary underiakings 309 332
Amounts owed by related parties {note 26) 7 12
Deferred tax assets (nole 16) 159 165
Other debtors 261 199
Prepayments and accrued income 254 507
5,078 5,026

Amounts owed by fellow subsidiary undertakings are unsecured, interest free and repayable on demand
Deferred tax assets of £159,000 (2006 £165,000) are not recoverable within one year

The directors consider that the carrying value of debtors equates to therr farr values
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14. Creditors: amounts falling due within one year

2007 2006

£000 £000

Trade creditors 443 430
Payments received on account 1,385 1,180
Amounts owed to fellow subsidiary undertakings 12,800 12,664
Other creditors 104 102
Payroll and other taxes, including social secunty 390 470
Corporate tax 467 459
Accruals and deferred income 706 742
16,295 16,047

Amounts owed io fellow subsidiary undertakings include £12,660,000 (2006 £12,660,000) which 1s unsecured,
interest free and has no fixed date of repayment Amounts of £140,000 (2006 £4,000) are unsecured, interest-

free and repayable on demand

The directors consider that the carrying value of crediiors equates to their fair values

15. Provisions for liabilities and charges

Contract

provisions

£000

At 1 January 2007 115
Created dunng the year 96
Utihsed dunng the year (75)
At 31 December 2007 136

Contract provisions represent management's best estmate of the amount by which the expected benefits from
certain specific contracts are lower than the unavotdable cost of meeting its obligations under those contracts
The time frame within which such prowvisions will unwind vanes by contract, but i1s generally within one year
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16. Deferred tax

The deferred tax asset compnses

2007 2006
£000 £000
Depreciation in advance of capital allowances 67 123
Other timing differences 92 42
159 165
The total prowision for deferred tax s as follows
Depreciation in advance of capital allowances and other timing
differences 159 165
Deferred tax hability on pension asset (note 20) (653) {1,335)
(494) {1,170)
Net deferred tax
At 1 January {1,170) {(179)
Charged to profit and loss account (note 5) (126) (218)
Charged to the statement of total recognised gains and losses 802 (773)
At 31 December (494) (1,170}
17. Share capital
2007 2006
£000 £000
Authonsed
20,000,000 crdinary shares of 10p each 2,000 2,000
Allotted, called up and fully paid
10,000,000 ordinary shares of 10p each 1,000 1,000
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18. Reserves

Other

Share Revaluation reserve -  Profit and

premium reserve capital loss

Account contrnibution account

£000 £000 £000 £000

As at 1 January 2007 9,000 1,847 165 7,267
Profit for the financial year - - - 3,470
Revaluation - 250 - -
Capital contnbution for the year - - 168 -
Actuanal loss on pension scheme (net of deferred tax) - - - (1,976}
As at 31 December 2007 9,000 2,097 333 8,761

The capital contnbution reserve was set up dunng the year to 31 December 2006 and relates to share-based
payments awarded to certain employees of the Company by the ultimate parent undertaking, Cobham plc (note

8)

19. Reconciliation of movements in total shareholders’ funds

2007 2006

£000 £000
Profit for the financial year 3,470 3,156
Actuanal (loss)/gain on pension scheme (net of deferred tax) (note 20) (1,976) 1,804
Captal contnbution from parent {FRS 20) (note 8) 168 102
Revaluation of investment property {note 10) 250 -
Net addition to shareholders’ funds 1,912 5,062
Opening shareholders’ funds 19,279 14,217
Closing shareholders’ funds 24,191 19,279

20. Pension commitments

The Company operates defined benefit and defined contnbution pension schemes with assets held in separate
trustee administered funds Since 8 August 2003, new employees have only been able to join the defined

contnbubon scheme

Defined contribution scheme

The Company operates a defined contnbution scheme, the ERA Technology Limited Stakeholder Pension
Scheme The assets of the scheme are held separately from those of the Company in an independently
administered fund The pension cost charged represents contnbutions payable by the Cornpany to the fund and
amounted to £23,000 (2006 £24,000) At 31 December 2007 there were contributions outstanding of £20,000

(2006 £29,000)
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20. Pension commitments (continued)

Defined benefit scheme

The Company operates a defined benefit pension scheme, the ERA Technology Limited Pension Fund, to which
the Company and employees contnbute The benefits payable from the scheme are defined in the scheme rules
and are based on final salary and fength of contnbuting service

The scheme 1s fully funded based on the actuanal valuation at 30 June 2004 and contnbutions are paid to the
scheme in accordance with the recommendations of iIndependent actuanes The contnbutions take account of the
future funding requirement of the scheme in order to arnve at a level percentage of pensionable pay from year to
year

The most recent actuanal valuation, as at 30 June 2004, showed that the market value of the scheme’s assets
was £45,928,000 and that the actuanal value of those assets represented 114% of the benefits that had accrued
to members, after allowing for expected future increases in earmings The mam actuanal assumplbions used were

Retum on investments 6 2% per annum
Salary increases 4 0% per annum with no allowance for promotions

Pension increases 1n excess of
Guaranteed Minimum Pensions 2 5% per annum

The valuation was based on the attained age methed

The present funding rate (6% for the Company and 5% for the employees, increasing 1o 8% and 6% respectvely
in April 2008} 1s calculated o elminate the surplus indicated in the valuation report over the estimaled average
remaining service lives of the members

The valuation used for FRS 17 disclosure has been based on the most recent full actuanal valuation updated to
31 December 2007 by a qualified independent actuary Since the scheme 1s now closed to new entrants, the age
profile of the scheme's in service membership will increase over time Under the funding method descnbed by
FRS 17, the current service cost will increase as a perceniage of pensionable salanes as members approach
retirement The principal assumptions made by the actuary were

2007 2006
Rate of increases in salanes 380% 3 50%
Pensions in payment increases 330% 3 00%
Inflation rate 330% 300%
Expected return on scheme assets 729% 7 46%
Discount rate 582% 5 10%

The monrtality assumption used i 2007 1s denoted by actuanes as "PA92 year of birth projections medium
cohort”™ The mortality assumption at 31 December 2006 was “PAS2 projected by individual year”

At 31 December 2007 (and in 2006) it has been assumed that members will not commute any of their pension for
cash on retirement This 1s based on expenence of a low level of commutations in the scheme
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20. Pension commitments (continued)

The assets in the scheme and the expected rate of return were

2007 2006

£000 £006
Faw value of scheme assets
Equities 51,017 50,353
Bonds 14,901 11,585
Cash/other 105 626

66,023 62,564

Present vatue of scheme habilities (63,692) {58,115)
Surplus in scheme 2,331 4,449
Related deferred tax hability {653) (1,335)
Net pension asset 1,678 3,114
The far values of assets in the scheme as a percentage of total plan assets are

2007 2006
Equity instrurnents 77 3% 80 5%
Debt instruments 22 6% 18 5%
Other assets 0.1% 10%

100 0% 100 0%

Analysis of amount charged to operaling profit

2007 2006

£000 £000
Current service cost 1,350 1,310
Analysis of amount credited to other finance income

2007 2006

£000 £000
Expected return on pension scheme assets 4,636 4,169
Interest on pension scheme habilites (2,966) (2,836)
Net retum 1,670 1,333
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20. Pension commitments {(continued)

Analysis of amount recognised n the statement of total recognised gains and losses

2007 2006
£000 £000
Actual retum less expected return on pension scheme assets {345) 864
Expenence gains and losses ansing on scheme habiities - (52)
Changes mn financial assumptions {2,433) 1,765
Actuanal (loss)/gain recogmsed in the statement of total recognised
gains and losses {2,778) 2577

It has not been possible to spht out the expenence gains and losses ansing on scheme habiliies from changes

tn financtal assumptions, the effect 1s nol considered to be matenat

Movement in scheme assets dunng the year

2007 2006

£000 £000
Scheme assets at the beginning of the year 62,564 58,302
Expected return 4,636 4,169
Actuanal (loss)gamn {345) 864
Contnbutions by members 323 351
Contnbutions by employer 340 369
Benefits paid {1,495} {1,491)
Scheme assets al the end of the year 66,023 62,564
Movement in scheme habihbes dunng the year

2007 2006

£000 £000
Scheme habilites at the beginning of the year 58,115 56,822
Current service cost 1,350 1,310
Interest cost 2,966 2,836
Actuanal loss/(gain) 2,433 (1,713)
Contnbutions by members 323 351
Benefits paid (1,495) (1,491)
Scheme habihbes at the end of the year 63,692 58,115
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20. Pension commitments (continued)

The histary of the scheme for the current and previous four years is as follows

2007 2006 2005 2004 2003

£000 £000 £000 £000 £000
Present value of defined benefit abligation 63,692 58,115 56,822 43,198 41,251
Farr value of scheme assets 66,023 62,564 58,302 49,249 45,600
Sumplus 2,331 4,449 1,480 6,051 4,349
Expenence adjustments on scheme assets (345} 864 6,077 896 4,547
Expenence adjustments on scheme habilities - (52) (1,298) 404 548

Note that histoncal data for 2003 is as stated under the onginal version of FRS17

21. Contingent liabilities

The Company Is a participant in a group banking arrangement under which ali surplus cash balances are held as
collateral for bank facilites advanced to group members In addiion, the Company has i1ssued an unlimited
guarantee to support these group facilites

22. Capital commitments

The Company had capital commitments of £76,000 at 31 December 2007 (2006 £77,000)

23. Financial commitments

The following annual operating lease commitments existed at the year end expinng as follows

Other
2007 2006
£000 £000
wWithin one year 44 28
Within two to five years 156 170
200 198

24. Ultimate parent undertaking

The Company's immediate parent undertaking 1s Lockman Electronic Holdings Limited

The ultimate parent underiaking and controlling party 1s Cobham plc, which 1s the parent underiaking of the
smallest and largest group to consohdate these financial statements Copies of the Cobham plc consohdated
financial statements can be obtamned from the Company Secretary at Cobham plc, Brook Road, Wimborne,
Dorset BH21 2BJ
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25. Cash flow statement

As noted above, the Company 15 a wholly owned subsidiary of Lockman Electronic Holdings Limited and 1s
included in the consohdated financtal statements of Cobham pic, which are publicly availlable Consequently, the
Company has taken advantage of the exemption from prepanng a cash flow statement under the terms of
Financiat Reporiing Standard 1 (revised 1996}

26. Related party disclosures
The Company has taken the exemption under the terms of FRS 8 from disclosing related party transactions with
entities that are part of the Cobham plc group or investees of the Cobham plc group

The Company has undertaken transactions, with the following related parties, on an arm's length basis Actrvity
dunng the year and balances at the year end were as follows

2007 2006

Purchases Creditor Purchases in Creditor

in year balance year balance

£000 £000 £000 £000

Telecom MODUS Limited 3 - 7 -
2007 2006

Sales In Debtor Sales Debtor

year balance In year balance

£000 £000 £000 £000

Telecom MODUS Limited 707 7 986 12

No amounts have been wntten off dunng the pernod, nor any doubtful debt provisions considered necessary

Telecom MODUS Limited 1s a joint venture company of ERA Technology Limited as descnbed in note 11

27. Post balance sheet events

The Company acquired the trade, assets and habiliies of Cultham Lightning Limited and Vector Fields Limited,
fellow subsidiary undertakings of Cobham pic, at book value on 1 January 2008
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