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FR Aviation Limited

Directors’ report for the year ended 31 December 2010

The directors have pleasure in submitting theiwr report, together with the audited financial statements of FR
Aviation Limsted ("the Company”), for the year ended 31 December 2010

Results and dividends

The Company’s results for the year are set out in the profit and loss account on page 9 showing a profit for the
financial year after tax of £7,865,000 (2009 £8,799,000) At 31 December 2010, the Company has net assets of
£30,636,000 (2009 £27,250,000)

Cividends paid and proposed are as set outin note 9

Principal activities and business review

The principal activity of the Company 1s the provision of air defence training and atrcraft engineenng
The principal activity 1s not expected to change in the foreseeable future

The directors consider the Company has performed well in the year, with sales growth building on recent years'
strong performance The Company continues to meet and exceed customer contract expectations in its long-term
partnenng agreement with the UK Mimistry of Defence, has successfully integrated the Air Traffic Control
business acquired last year, and has seen significant aircraft modificabon work being successfully camed out
its faciities

On 30 June 2010 the Company divested itself of the trade and certain assets of the Fluid Systems division to
Flight Refuelling Limited, a fellow group undertaking, details of which are reflected in note 27

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

The Company 15 committed to research and development and has invested £159,000 (2009 £321,000) in
activites dunng the year This was wnitten off as incurred and related to work on the upgrade of Air Traffic Control
software to the next release version

Principal rnisks and uncertainties
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 uncertaintes affecting the Company are considered to relate to Government
intentrons and policy regarding the hkelthood and extent of reductions in budgetary defence spending Further
discussion of these nsks and uncertainties, in the context of the group as a whole, Is provided on page 27 of the
Cobham plc 2010 Annual Report which does not form part of this report

Key performance indicators {KPI’'s)

The directors of the ulimate parent undertaking, Cobham ple, manage the group’s operations on a divisional
basis For this reason, the Company's drrectors believe that analysis using key performance indicators at the
Company level {financial and non-financial) 1s not necessary or appropnate for an understanding of the
development, performance or position of the business of FR Aviation Limited The development, performance
and position of the Cobham Awviation Services division of Cobham pic, which includes the Company, 1s discussed
on pages 18 and 19 of the Cobham plc 2010 Annual Report which does not form part of this report KPls for the
Group as a whole are discussed on page 9 of that report

Financial nsk management

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

Given the size of the Company, the directors have not delegated the responsibility of monitonng financial nsk
management to a sub-committee of the board The policies set by the board of directors of Cobham plc are
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FR Aviation Limited

Directors’ report (continued)

managed by the group finance department The Cobham plc Group has a policy and procedures manual that
sets out guidelines to allow it to manage credit nsk, interest rate cash flow nsk and foreign currency exchange
rate nsk and this 1s applied by the Company

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

Price nsk

The Company 1s not naturally exposed to pnce nsk as a result of its operatons due to the nature of its trading
operations and contract arrangements However, given the size of the Company’'s operations, the costs of
managing exposure to pnce nsk exceed any potential benefits The Company has no exposure to equity
secunties price nsks as i holds no listed or other equity investments The directors will revisit the
appropnateness of this policy should the Company’s operation change In size or nature

Credit nsk

The Company has implemented policies 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 acton where necessary to minimise any potential credit nsk Cash and bank balances are held with
banks that have been assigned satisfactory credit ratings by international credit rating agencies

Liquidity nisk

The Company retains sufficient cash to ensure it has available funds for operations and planned expansions The
Company also has access to longer term funding from its ultmate parent undertaking if required

Interest rate cash flow risk

The Company has both interest bearing assets and interest beanng habilites Interest bearing assets include
cash balances, all of which earn interest at a floating rate and fixed interest rate loans made to fellow subsidiary
companies In order to ensure stability of cash out flows and hence manage interest rate nsk, the Company has
access to fixed interest rate [oans from its ulbtmate parent undertaking The Company does not use denvative
financial instruments to manage interest rate costs and as such, no hedge accounting 1s apphed

Foreign currency exchange rate risk

The Company has a policy to mintmise foreign currency exchange rate nsk through the regular momtonng of
foreign currency flows and putting in place where appropnate forward currency exchange rate contracts with the
ultimate parent undertaking

Employees

Applicattons for employment by disabled persons are always fully considered, beanng in mind the respective
aphttudes and abilities of the applicant concerned In the event of members of staff becoming disabled every effort
1s made to ensure that therr employment with the Company continues and the appropnate traiming s arranged It
1s the policy of the Company that the training, career development and promotion of a disabled person should, as
far as possible, be identical to that of a person who does not suffer from a disability

Consultatton with employees or their representatives has continued at all levels with the aim of ensurnng that their
views are taken into account when decisions are made that are likely to affect ther interests and that all
employees are aware of the financial and economic performance of their business units and of the Company as a
whole Communication with all employees ts through in-house intranet, newsletters and briefing groups

We continue to support employee share ownership through participation tn the Cobham group ShareSave
scheme which 1s open to all employees of the Company

Creditors payment policy

The Company agrees terms and conditions for its business transactions with suppliers Payment 1s generally
made on those terms subject to the terms and conditions being met by the supplier and on average supplier
accounts are settled within 20 days (2009 20 days}




FR Aviation Limited

Directors’ report (continued)

Directors

The following directors held office dunng the year and up to the date of signing this report.

S J Fitz-Gerald - resigned 31 December 2010

DT Taylor -

D Hamson - (also company secretary) - resigned 18 May 2011
C Hughes - resigned 17 May 2011

P Nottage - appointed 20 June 2011

Statement of directors’ responsibilities

The directors are responsible for prepanng the directors’ report and the financial statements i accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have prepared the financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice {Unrted Kingdom Accounting Standards and applicable law) Under company law the
directors must not approve the financial statements unless they are satisfied that they give a true and fair view of
the state of affairs of the Company and of the profit or 1oss of the Company for that penod.

In prepanng these financial statements, the directors are required to
« select suitable accounting policies and then apply them consistently,
« make Judgements and accounting estmates that are reasonable and prudent,

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

» prepare the financial statements on the going concem basis unless it 1s inappropnate to presume that
the Company will continue in business

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

Disclosure of information to auditors
Each of the persons who Is a director at the date of approval of this report confirms that

« so far as the director 1s aware, there i1s no relevant audit information of which the Company’s auditors
are unaware, and

e the director has taken all the steps that he ought to have taken as a director in order to make himsetf
aware of any relevant audit information and to establish that the Company's auditors are aware of that
information

This confirmation 1s given and should be interpreted in accordance with the prowisions of section 418 of the
Compames Act 2006

By order of the bfard

H

J Hudson
Company secretary
n 2011




FR Aviation Limited

Independent auditors' report to the members of FR Aviation Limited

We have audited the financial statements of FR Awiation Limited for the year ended 31 December 2010 which
comprise the statement of accounting policies, the profit and loss account, the balance sheet, and the related
notes The financial reporting framework that has been applied in their preparation 1s applicable law and United
Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

Respective responsibilities of directors and auditors

As explained more fully in the statement of directors’ responsibiities set out on page 3 the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and farr
view Our responsibility 1s to audit and express an opinion on the financial statements n accordance with
applicable law and International Standards on Auditing (UK and Ireland) Those standards require us to comply
with the Auditing Practices Board's Ethical Standards for Auditors

This report, including the opimons, has been prepared for and only for the Company's members as a body 1n
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, in giving
these opimions, accept or assume responsibility for any other purpose or to any other person to whom this report
1S shown or into whose hands it may come save where expressly agreed by our prior consent in wnting

Scope of the audit of the financial statements

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

Opinion on financial statements

in our opinion the financial statements

» give a true and fair view of the state of the Company’s affairs as at 31 December 2010 and of its profit
for the year then ended,

» have been properly prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, and

s« have been prepared In accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial
statements are prepared 1s consistent with the financial statements




FR Aviation Limited

Independent auditors' report (continued)

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report
to you if, in our opinion

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

¢ the financial statements are not in agreement with the accounting records and returns, or
« certamn disclosures of directors’ remuneration specified by taw are not made, or

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

r

N =

Dawvid I'Anson

For and on behalf of PnrcewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Southampton

Y 'Saha, 2011




FR Aviation Limited

Statement of accounting policies

Accounting convention

The financial statements have been prepared on the going concem basis, under the historical cost convention
and n accordance with the Companies Act 2006 and applicable UK accounting standards The prncipal
accounting poticies, which have been applied consistently throughout the year, are set out below

Turnover

Tumover 1s measured at the fair value of the nght to consideration and excludes value added tax, other sales
taxes and trade discounts Turnover 1s recognised at the point when substantially all of the nsks and rewards of
ownership are transferred to the customer, normally this 1s on despatch In the case of contracts of a fong
duration, tumover is recognised based upon the fair value of work performed to date assessed with reference to
contract milestones

Cash received in advance from customers Is taken to deferred income and recognised as turmover when the
service I1s provided Tumaver recegnised In advance of cash received 1s taken to accrued income

Current taxation
Corporation tax payable i1s provided on taxable profits at the current rate
Deferred taxation

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

A net deferred tax asset is recognised as recoverable and therefore recognised only when, on the basis of all
avallable evidence, it can be regarded as more likely than not that there will be suitable taxable profits against
which to recover carmed forward tax losses and from which the future reversal of underlying timing 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 batance sheet date Deferred tax 1s measured on an undiscounted basis

Tangible fixed assets and depreciation

Tangible fixed assets are stated at histoncal purchase cost together with any directly attnbutable costs of
acquisition, less accumulated depreciation and provisions, where required, for any impairment

Depreciation 1s provided on all tangible fixed assets, at rates calculated to write off the cost, less estimated
residual value, of each asset on a straight-hne basis over its expected useful economic Iife The expected useful
economic hives used for this purpose are

Leasehold land and buildings (long lease) 50 years
Plant and machinery (including vehicles) 3 to 10 years
Fixtures, fittings, tools and equipment 3 to 8 years
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 impaiment




FR Aviation Limited

Statement of accounting policies (continued)

Stocks and work in progress

Stocks and work in progress are stated at the lower of cost on a first-in first-out basis, which includes an
appropnate proportion of production overheads, and net realisable value Prowision 1s made where necessary for
obsolete, slow moving and defective stock

Turnover and a prudent estimate of the profit attnbutable to work completed on jong-term contracts 1s recognised
once the outcome of the contract can be recogmsed with reasonable certainty The amount by which tumover
exceeds payments on account 1s shown under debtors as amounts recoverable on contracts The costs on long-
term contracts not yet taken to the profit and loss account less related foreseeable losses and payments on
account are shown In stocks as long-term contract balances

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

Pension costs

The Company contnbutes to a mult-employer defined benefit pension scheme operated by Cobham plc, the
assets of which are held separately in independently administered funds Contnbutions and pension costs are
apportioned across the scheme as a whole and assessed in accordance with the advice of qualfied actuanes
The scheme 1s closed to new members and has a high proportion of deferred and pensioner members from
businesses that no longer participate in the scheme The Company 1s therefore not able to identfy its share of
underlying assets and habilittes of the scheme on a reasonable and consistent basis and 1n accordance with the
mult-employer exemption contained in FRS 17, the scheme has been accounted for as if it was a defined
contnbution scheme The charge to the profit and loss account therefore reflects payments for the year

Contnbutions to defined contnbutton schemes are charged to the profit and loss account in the penod the
contnbutions are payable

The Company also makes contnbuttons for certain employees to individual personal pension and stakeholder
schemes Contnbutions are charged to the profit and loss account in the year to which they relate

Provisions

Prowisions are recogmsed when the Company has a present obligation as a result of a past event, it 1s probable
that a transfer of economic benefits will be required to settle the obhigation, and a reliable estimate can be made
of the amount of the obhigation

Foreign currencies

Transactons denominated in foreign currencies are translated at an average monthly rate of exchange which
approximates to the actual daily rate throughout the year

Monetary assets and habiites denominated in foreign currencies are expressed In sterling, translated at the rates
of exchange ruling at the balance sheet date, except in those mnstances where forward cover has been amranged,
in which case the forward rate 1s used

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

Rentals 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

Research and development expenditure not chargeable to customers i1s wntten off in the penod in whauch it 1s
incurred

Where the research and development activity 1s performed for customers, costs are capitalised in work in
progress and released to the profit and loss account in accordance with the Company's turnover policy as stated
above




FR Aviation Limited

Statement of accounting policies (continued)

Estimation techniques

In certain circumstances the measurement of values cannot be made with absolute certainty either because
absolute costs are unknown, or they require a degree of subjective review Examples include the calculation of
degrees of obsolescence of stock or degrees of completion agamst long term project objectives In these
instances the directors utiise the skills, knowledge and expenence of suitably qualified 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 fair 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 and recognised as a capital contnbution in equity

The valuation of the options utihses a methodology based on the Black-Scholes model, modified where required
to allow for the impact of market related performance catena The impacts of changes in assumptions of the
number of options that are expected to vest due to non market related conditions are assessed at each balance
sheet date and adjusted through the profit and loss account on a cumulative basis




FR Aviation Limited

Profit and loss account
for the year ended 31 December 2010

2010 2009

Note £000 £000
Turnover 1 65,283 64,469
Cost of sales {51,685) (49,707}
Gross profit 13,598 14,762
Seling and distribution costs (1,613) (1,566)
Administrative expenses (7,318) (6,431)
Other operating expenses 3) (146)
Operating profit 2 4,664 6,619
Interest receivabte and similar income 3 75 39
Interest payable and similar charges 4 - (65)
Income from shares in group undertakings 4,331 3,807
Profit on ordinary activities before taxation 9,070 10,400
Tax on profit on ordinary activities 5 (1,205) (1.601)
Profit for the financial year 18 7,865 8,799

All the Company's activities are classed as continuing tn the current and comparative year

The profit on ordinary activibes before taxation and the profit for the financial year have been calculated on the
histoncal cost basis

The Company has no recognised gamns or losses other than the amounts above and therefore no separate
statement of total recogrsed gains and losses has been prepared

There are no matenal differences between the [oss on ordinary activities before taxation and the retained loss for
the year stated above and their histoncal cost equivalents

Dunng the year FR Aviation Ltd disposed of the trade and assets of Fluid Systems (Note 27) This has not been
presented as a discontinued operation as it 1s not matenal to the Company




FR Aviation Limited

Balance sheet as at 31 December 2010

2010 2009
Note £000 £000 £000 £000
Fixed assets
Tangible assets 10 11,330 11,776
Investments 11 1,757 1,757
13,087 13,533
Current assets
Stocks 12 5,227 5,121
Debtors amounts faling due within one year 13 9,587 9,463
Debtors amounts faling due after one year 13 1,887 1,914
Cash at bank and in hand 15,130 11,756
31,831 28,254
Creditors amounts falling due within one year 14 (13,628) (12,714)
Net current assets 18,203 15,540
Total assets less current habilities 31,290 29,073
Prowsions for habilities and charges 15 (654) (1,823)
MNet assets 30,636 27,250
Capital and reserves
Called up share capital 17 1 ]
QOther reserve 18 2,799 2,444
Profit and loss account 18 27,836 24,805
Total shareholders’ funds 19 30,636 27,250

The financral statements on pages 6 to 25 were approved by the board on J;

its behalf by

o

D T Taylor
Director

Registered number 845310

Jd% 2011 and were signed on
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FR Aviation Limited

Notes to the financial statements for the year ended
31 December 2010

1. Turnover

All sales are made in the United Kingdom and are deemed as being attnbutable to the company's pnncipal

activity of air defence training and aircraft engineenng

An analysis of tumover by geographical destination 15 given below

2010 2009
£000 £000
United Kingdom 57,420 58,775
Other EU countnes 3,994 4,621
Rest of the world 3,869 1,073
65,283 64,469
2. Operating profit
2010 2009
£000 £000
Operating profit I1s stated after charging
Depreciation on owned assets 1,356 1,239
Operating lease charges
- Other 3449 3,292
- Land and builldings 454 491
Research and development 159 321
Exchange differences 3 146
30 32

Auditors’ remuneration fees for the audit of the Company's annual accounts

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

consolidated basis

3. Interest receivable and similar income

2010 2009

£000 £000

Bank interest receivable 50 35
Interest recevable from group undertakings 25 4
75 39

1"




FR Aviation Limited

Notes to the financial statements {(continued)

4, Interest payable and similar charges

2010 2009
£000 £000
Interest payable to group undertakings - 65
5. Tax on profit on ordinary activities
2010 2009
£000 £000
Current tax
UK corporation tax on profit for the year 1,279 1,773
Adjustment in respect of prevrous penods {108} (474)
Total current tax 1,171 1,299
Deferred tax
Capital allowances for the year in excess of depreciation {88} {56)
Timing differences relating to share options 63 (24)
Other timing differences 21 1
Effect of change in tax rate 8 -
Adjustment in respect of previous periods 30 371
Total deferred tax {note 16} 34 302
Tax on profit on ordinary activities 1,205 1,601

The current tax assessed for the year 1s lower (2009 lower) than the standard rate of corporation tax in the UK
of 28 0% (2009 28 0%) The differences are explained below -

2010 2009

£000 £000
Profit on ordinary activities before taxation 9,070 10,400
Profit on ordinary activities multiphied by the standard rate in the UK of
28 0% (2009 28 0%) 2,540 2912
Effects of
Expenses not deductble for tax purposes 10 17
Dividend income not taxable (1,213) {1,066)
Expenditure qualfying for additional R&D tax deduction (14} {12}
Tax deduction available in respect of share options {(111) (122}
Onginators and reversal of other irming differences {21) {12}
Capital allowances for the year in excess of depreciation 88 56
Adjustment to tax charge in respect of previous penods (108) (474)
Total current tax 1,171 1,299

12



FR Aviation Limited

Notes to the financial statements (continued)

Factors that may affect future tax charges

Based on current capital investment plans, the Company expects to continue to be able to claim capital
allowances In excess of depreciation in future years at a similar level to the current year

A number of changes to the UK Corporation tax system were announced in the June 2010 Budget Statement
The Finance (No 2) Act 2010, which was substantively enacted on 20 July 2010, includes legislation reducing the
main rate of corporation tax from 28 per cent to 27 per cent from 1 Apnl 2011 This change was substantially
enacted at the balance sheet date and, therefore, 1s ncluded In these financial statements

A reduction in the main rate of corporation tax to 26% from 1 Apnl 2011 was announced in the Budget on 23
March 2011 This 1s a change from the rate of 27% included in the Finance Bill 2010 This change was

substantially enacted on 29 March 2011 This change was not substantially enacted at the balance sheet date
and, therefore, 1s not included In these financial statements

6. Directors’ emoluments

The emoluments of the directors employed by the Company are

2010 2009
£000 £000
Aggregate emoluments 1,005 1,187
Aggregate amounts paid in respect of money purchase pension schemes 49 48
1,054 1,245

Retirement benefits are accruing to 2 (2009 2) directors under a defined benefit scheme and to 2 (2009 2)
directors under money purchase pension schemes Dunng the year 3 (2009 4) directors exercised options over
shares of Cobham plc and 4 (2009 4) directors were entitled to receive share options under long term incentive
plans

Highest paid director

2010 2009
£000 £000
Total emoluments including amounts accruing under long-term incentive
schemes 326 340
Company contnbutions paid to money purchase pension schemes 16 16
Accrued pension at end of year under defined benefit scheme 33 17

The mghest paid directors also exercised shares under executive share option schemes dunng the current and
previous years

13




FR Aviation Limited

Notes to the financial statements (continued)

7. Employee costs

2010 2009

£000 £000

Wages and salarnes 21,599 21,520
Share based payments (note 8) 355 337
Social secunty costs 2,122 2,167
Other pension costs (note 20) 3,064 3,021
28,040 27,045

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

By activity 2010 2009
Production and engineenng 365 375
Marketing 15 18
Management and administration 73 75

453 468

8. Share-based payments

The Company's uttmate parent undertaking, Cabham plc, operates a number of incentive schemes which are
open to certain semor executives employed within the Group which include both equity settled and cash-settled
awards The Company participates in the following schemes which are all equity-settled

the Cobham Performance Share Plan (PSP),

the Cobham Long Term Incentive Plan (LTIP),

the Cobham Bonus Co-investment Plan (BCP), and
the Cobham Executive Share Option Scheme (ESQS)

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 (TSR) relative to that of a sector comparator group and 50% based on the
growth of the Group's earnings per share {EPS) over the same period

Awards were made under the LTIP scheme untl 2009 These were at nil cost and vested over a three year
performance penod based on the group’'s TSR relative to that of a comparator group and were also condritional
upon the Group’s EPS growth over the same penod

Under the ESQOS, options are granted at a pnce not less than the market value of the Group's ordinary shares on,
or shortly before, the date the options are granted Exercise 1s conditional upon the Group's EPS growth over a
three year penod, or vest 25% on each annual anniversary conditional only on continued employment withun the
Group

Further details of these schemes can be found in the 2010 Annual Report of Cobham plc

In addition, entry to the Cobham Sawvings Related Share Option Scheme (ShareSave) 15 available to all
employees of the Company Employees may purchase shares of Cobham plc at 80% of the closing market prnce
on the date of grant dunng a two-week perod each year, up to a maximum contribution value of £3,000 i any
one year The shares so purchased are generally placed in an employee's share savings plan and will only be

14



FR Aviation Limited

Notes to the financial statements (continued)

released to employees who remain in the Cobham plc group’s employment for a penod of three years from the

date of grant

The total farr value of share-based payments relating to the employees of the Company for the year ended 31
December 2010, and expensed to the profit and loss account for that year was assessed to be £355,000 (2009 £
337,000) As the schemes relate to shares of the ultimate parent undertaking, the Company has recognised a

capital contnbution equal to the profit and loss account charge for the year (note 18)

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

Number of share options PSP LTIP BCP ESOS ShareSave
At 1 January 2009 211,620 73,709 9,670 1,234,234 2,307,755
Awards granted 93,677 - - 374,798 445,710
Awards forferted (37,841) (16,642) - (118,804) (70,040}
Exercised - (57.067) - {288,045) (447,988)
Expired - - - - (14,392)
Transferred . - - - 3,072
At 1 January 2010 267,456 - 9,670 1,202,183 2,224,117
Awards granted 91,070 - 5,870 321,279 442,632
Awards forfeited (212,038) - (15,540) (293,611) (51,600)
Exercised (68,718) - - (416,874} (526,418)
Expired _ - - - (18,934)
Transferred 51,004 - - 427,928 58,728
At 31 December 2010 128,774 - - 1,240,905 2,128,516
Exercisable at 31 December 2010 . . - 473,350 30,221
Exercisable at 31 December 2009 _ - - 357,914 58,963
The weighted average remaining contractual Iife in years of awards 1s as follows

PSP LTIP BCP ESOS ShareSave
Outstanding at 31 December 2010 116 . . 700 2 49
Qutstanding at 31 December 2009 123 . 123 7 45 217

Under the PSP, ES0S and ShareSave schemes, exercises were made at vanous times throughout the year The

average share price in that penod was £2 330 (2009 £2 002)

All awards under the PSP, BCP and LTIP schemes have a nil exercise pnce The weighted average exercise

pnces of awards under the ESOS and ShareSave schemes are as follows

£ ESOS ShareSave

At 1 January 2009

Awards granted

1725
1840

1339
1690

15



FR Aviation Limited

Notes to the financial statements (continued)

Awards forferted 1957 1 664
Exercised 1435 1 066
Expired - 1530
Transferred - 1638
At 1 January 2010 1808 1 454
Awards granted 2473 1790
Awards forfeited 2 083 1694
Exercised 1 601 1195
Expired - 1 656
Transferred 1798 1576
At 31 December 2010 1945 1 583
Exercisable as at 31 December 2010 1725 1473
Exercisable as at 31 December 2009 1 485 3 165
The range of exercise prices for ESOS and ShareSave awards are as follows
£ ESOS ShareSave
Qutstanding at 31 December 2010
Lowest exercise price 1 346 0 939
Highest exercise price 2473 1.790
Outstanding at 31 December 2009
Lowest exercise price 1 840 0 769
Highest exercise pnce 2045 1730
Awards granted or commencing dunng the current and comparative year are as follows

PSP ESOS ShareSave
Durning 2010
Effective date of grant or commencement date 13 April 26 March 1 February
Average fair value at date of grant 2072 0618 0 508
Dunng 2009
Effective date of grant or commencement date 7 July 9 July 1 February
Average farr value at date of grant 1 341 0 333 0 363
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FR Aviation Limited

Notes to the financial statements (continued)

The farr values n the table above were calculated using the Black-Scholes optron pncing model (modified by a
Monte Carlo simulation for PSP awards) to determine the likely impact of market-related performance conditions
The inputs into the model were as follows

PSP ESOS ShareSave
2010
Weighted average share pnce £2 759 £2 626 £2 155
Weighted average exercise pnce nil £2 473 £1 690
Expected volatiity 31% 28% 21% - 25%
Expected Iife 3 years 5 years 3-7 years
Expected employee cancellation rate 4 0% 8 0% 22%
Risk free rate 19% 28% 21%
Expected dividend yield n/a 21% 2 3%
2009
Weighted average share pnce £1 838 £1788 £1 829
Waeighted average exercise pnce nil £1 841 £1730
Expected votatility 18% 28% 24%-26%
Expected life 3 years 5 years 3-7 years
Expected employee cancellation rate - 20% 2 2%
Risk free rate 29% 27% 38%
Expected dividend yield nfa 2 8% 25%

Expected volatiity was determined by calculating the histoncal volatiity of the Group’s share pnce over the
previous three years The expected life used in the model has been adjusted, based on management's best
estimate, for the effects of non-transferability, exercise restnctions and behavioural considerations The expected
employee cancellation rate 1s based on an assessment of tustonc rates of voluntary cancellations by employees

Participants of the PSP scheme recewve the benefit of dividend payments and therefore dividend yields are not
taken into consideration in the valuation model

9. Dividends

2010 2009
£000 £000
Intenm dividend for current year paid of £4,834 (2009 £5,698) per £1
ordinary share 4,834 5,698

The directors have not proposed a final dividend for the year ended 31 December 2010 (2009 nil)
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FR Aviation Limited

Notes to the financial statements (continued)

10. Tangible assets

Leasehold Plant and Fixtures
tand and machinery fittings, tools
buildings (including and
{long lease) vehicles) equipment Total
£000 £000 £000 £000
Cost
At 1 January 2010 12,489 17,478 6,214 36,181
Additions - 377 567 944
Disposals - (320) (4) (324)
At 31 December 2010 12,489 17,535 6,777 36,801
Accumulated depreciation
At 1 January 2010 3,800 15,554 5,051 24,405
Charge for the year 222 597 537 1,356
Disposals - (290) - (290)
At 31 December 2010 4,022 15,861 5,588 25,471
Net bock amount
At 31 December 2010 8,487 1,674 1,189 11,330
At 31 December 2009 8,689 1,924 1,163 11,776

11. Investments

Investments in joint venture comprise

Shares at cost
£000

Cost and net book amount

At 1 January 2010 and 31 December 2010 1,757

In the opimion of the directors the value of investments in joint venture 1s not less than the aggregate amount at
which they are shown in the balance sheet

At 31 December 2010, the Company had a 50% ordinary shareholding in a joint venture company, FBS Limited,
which 1s mcorporated in England The pnncipal activity of the company 15 the management of a Ministry of
Defence contract

The Company has taken advantage of the exemption under section 400 of the Companies Act 2006 from the
requirement to prepare consoldated financial statements as it, and s subsidiary undertakings, are included by
full conselidation in the consolidated financial statements of its ultimate parent Company, Cobham plc, which are
publicly availlable
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FR Aviation Limited

Notes to the financial statements {(continued)

12. Stocks
2010 2009
£000 £000
Raw matenals and consumables 4,688 3,909
Work In progress 463 980
Long term contract balances 76 232
5,227 5,121
There i1s no significant difference between the replacement cost and the value of stocks shown
13. Debtors
Amounts faling due within one year
2010 2009
£000 £000
Trade debtors 4,318 4,243
Amounts owed by fellow subsidiary undertakings 1,354 2,075
Deferred tax assets (note 16) 575 609
Corporation tax recoverable 1,280 915
Other deblors 20 40
Prepayments and accrued income 2,040 1,581
9,587 9,463
Amounts falling due after one year
2010 2009
£000 £000
Prepayments and accrued income 1,887 1,914

Amounts owed by fellow subsidiary undertakings include £nil (2009 £270,000) on which interest was charged at
a fixed rate of il (2009 7%) This amount was unsecured and repayable on demand All other amounts owed

by fellow subsidiary undertakings were unsecured, interest free and repayable on demand
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FR Aviation Limited

Notes to the financial statements (continued)

14. Creditors: amounts falling due within one year

2010 2009

£000 £000

Trade creditors 2,389 1,696
Payments on account 5,941 5,323
Amounts owed to fellow subsidiary undertakings 469 805
Other tax and social secunty 1,795 1,859
Accruals and deferred income 3,034 3.031
13,628 12,714

Amounts owed to fellow subsidiary undertakings were unsecured, interest free and repayable on demand

15. Provisions for liabilities

Staff cost Operating Onerous
provisions costs contract Total

provisions provisions
£000 £000 £000 £000
At 1 January 2010 128 782 913 1,823
Charged to the profit and loss account 64 144 285 493
Utilised dunng the year (91) (237) (431) {759)
Unused amounts reversed in the year (50) (221) {162) (433)
Amounts disposed of dunng the year (Note 27) - - {470) (470)
At 31 December 2010 5 468 135 654

Staff costs provisions

The staff costs provision compnses a relocation provision, a holiday pay provision and a prowision for redundancy
costs

Certain employees and directors were offered relocation benefits on commencement of their positions. The
amounts recogmised in the prowision In the balance sheet represent the contracted allowances, less amounts
clamed by the individuals, previously charged to profit and loss The amounts recognised are expected to be
fully utitsed dunng 2011

Onerous contracts provisions

The onerous contracts provision represents amounts due on onerous leases and other contracts that the
Company has entered into The amounts recognised are expected to be fully utlised dunng 2011

Operating costs provisions

The operating costs provision represents aircraft medification and certification costs hkely to be incurred for
completion of contractual obligations The amounts recognised are expected to be fully utihsed dunng 2011
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FR Aviation Limited
Notes to the financial statements (continued)

16. Deferred taxation

Deferred taxation

£000
At 1 January 2010 609
Charged to the profit and loss account (34)
At 31 December 20103 575
The deferred tax asset represents
2010 2009
£000 £000
Accelerated capital allowances 179 122
Other short term timing differences 396 487
575 609
17. Called up share capital
2010 2009
£000 £000

Authorised, allotted, and futly paid
1,000 Ordinary shares of £1 each

18. Reserves

Profit and loss

Other reserve account

£000 £000

At 1 January 2010 2,444 24 805
Profit for the financial year - 7,865
Dividends (note 9) - (4,834)
Capttal contnbution for the year 3565 -
At 31 December 2010 2,799 27,836

The other reserve relates to share-based payments awarded to certain employees of the Company by the

ultimate parent undertaking, Cobham pl¢ (note 8)
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FR Aviation Limited

Notes to the financial statements (continued)

19. Reconciliation of movements in total shareholders’ funds

2010 2009

£000 £000
Profit for the financial year 7,865 8,799
Dividends (note 9) (4,834) (5,698)
Retained profit for the financial year 3,031 3,101
Capital contnbution from parent company 355 337
Net addition to shareholders’ funds 3,386 3,438
Opening sharehofders' funds 27,250 23,812
Closing shareholders’ funds 30,636 27,250

20. Pension commitments

Defined contribution scheme

The Company operates a defined contnbution scheme, the Cobham Pension Plan, Money Purchase Plan, as
operated by Cobham plc 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 Company to
the fund and amounted to £692,000 (2009 £594,000) At 31 December 2010 there were no contnbutions
outstanding (2009 £nil}

The Company also makes contnbutions, on behalf of certain employees, to the Cobham Pension Plan, Group
Individual Savings Personal Pension, as operated by Cobham plc The cost amounted to £69,000 (2009
£68,000)

Defined benefit scheme

The Company also participates in the Cobham Pension Plan operated by Cobham plc  The pension scheme 1s of
the funded defined benefit type and its assets are held m a separate trustee administered fund The fund 1s
valued every three years by a professionally qualfied independent actuary, the rates of contnbution payable
being determined by the actuary The latest effective date of the actuanal assessment of the scheme was 1 Apnil
2009 This assessment was updated to 31 December 2010 at which date the net habilihes of the scheme were
assessed to be £29 3m (2009 £61 8m) The directors of the companies involved in the group scheme will
continue to monitor the level of the pension deficit and take advice from independent actuanes as appropnate

The scheme has members across the Cobham Group and the directors of the Company are unable to obtain
detailed and reliable analysis of the scheme liabimes for the Company Consequently in these financial
statements this scheme has been accounted for as if it was a defined contnbution scheme and the charge to the
profit and loss account therefore reflects payments for the year

The total pension charges for the year for the defined benefit pension scheme were £3,203,000 (2009
£2,359,000)

22




FR Aviation Limited

Notes to the financial statements (continued)

21. Contingent liabilities

The Company ts a partictpant in a group banking arrangement under which all surplus cash balances are held as
collateral for bank faciities advanced to group members In addition, the Company has 1ssued an unlimited
guarantee to support these group facihties

The Company has given its bankers an indemnity in respect of a deferment guarantee given by them on the
Company’s behalf to HM Revenue and Customs of an amount not exceeding £600,000 (2009 £600,000) and
also has in place contract performance related guarantees totalling £42,000 (2009 £1,000) io other third parties

The Company 1s acting as guarantor for the value of £4,976,000 (A$7,600,000) (2009 £4,233,000) for the
Commonwealth Bank of Australia in support of a fellow subsidiary undertaking, National Jet Systems Pty Limited

22. Capital commitments

The Company had capitat commitments contracted for but not provided of £128,000 at 31 December 2010
(2009 £120,000)

23. Financial commitments

The followang annual non cancellable operating lease commitments existed at the year end expinng as follows

Land and buildings Other Total
2010 2009 2010 2009 2010 2009
£000 £000 £000 £000 £000 £000
Within ane year . 12 16 _ 36 12
Between two and five years 36 36 3,427 1,241 3,463 1,277
After five years 406 405 - 2,158 406 2,563
442 453 3,463 3,399 3,905 3,852

24. Ultimate parent undertaking and controlling party

The Company’s immediate parent undertaking 1s FR Aviation Group Limited

The ulhmate parent undertaking and controling party 15 Cobham plc, which 1s the parent undertaking of the
smallest and largest group to consolidate these financial statements Coptes of the Cobham plc consolidated
financial statements can be obtained from the Company Secretary at Cobham plc, Brook Road, Wimbome,
Dorset BH21 2BJ
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FR Aviation Limited

Notes to the financial statements (continued)

25. Cash flow statement
As noted above, the Company 1s a wholly owned subsidiary of FR Aviation Group Limited and 1s included in the

consohdated financial statements of Cobham ple, which are publicly available Consequently, the Company has
taken advantage of the exemption from prepanng a cashflow statement under the terms of FRS 1 (revised 1996)

26. Forward currency contracts

At 31 December 2010 the Company has entered into a senes of forward currency arrangements to mitigate its
general forecast foreign exchange currency nsk by obtaining forward currency at fixed rates from its ultimate
parent company Cobham plc

At 31 December 2010 the far value of these habilities amounted to £5,607,000 (2009 £8,420,000), whereas the

contract value amounted to £5,359,700 (2009 £8,343,000) No entry has been made in the financial statements
to reflect this

27. Disposals

On 30 June 2010 the company disposed of the trade and assets of the Fluid Systems division to Fight Refuelling
Limited, a fellow group undertaking

A summary of the assets disposed s as follows

Total

£000
Tangible fixed assets 26
Stock 368
Debtors - |
Creditors (27) |
Provisions (470)
Net assets/{habilites) (103)

24




FR Aviation Limited

Notes to the financial statements (continued)

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

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

2010 2010 2009 2009

£000 £000 £000 £000

Sales in Debtor Sales Debtor

year balances In year balances

£000 £000 £000 £000

FB Heliservices Limited 75 4 72 4
Awviation Defence SA 463 6 89 -

No amounts have been wntten off during the penod, nor any doubtful debt provisions considered necessary

FR Awviation Limited received dividend income payments totalling £4,331,000 from its investment in FBS Limited,
a Jjoint venture with Bnstow Helicopters Limited, in the year to 31 December 2010 (2009 £3,807,000)

FB Heliservices Limited and Aviation Defense SA are joint venture companies of FR Aviation Group Limited, the
Company’'s immediate parent company
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