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Preliminary Audited Results for the Year Ended 31 December 2003

FINANCIAL HIGHLIGHTS

	
	Year ended
	Year ended
	       Change                        

	
	31 December 2003 
	31 December 2002 
	

	
	
	
	

	Turnover
	£284.4m
	£260.4m
	+9.2%

	Operating profit*
	£37.5m
	£33.5m
	+12.2%

	Profit before tax*
	£34.4m
	£29.9m
	+14.9%

	Earnings per share*
	38.2p
	33.2p
	+14.9%

	Dividend per share
- final

 
- total
	8.2p

12.3p
	7.5p

11.2p
	+9.3%

+9.8%

	*before goodwill amortisation of £4.9m (2002: £3.9m).  Statutory information after goodwill amortisation: operating profit £32.7m (2002: £29.6m), profit before tax £29.5m (2002: £26.0m) and earnings per share 30.8p (2002: 27.3p)


· Record levels of sales, profit and order book

· Sales growth driven by battlespace IT, railway power equipment and airport IT systems.  Successes during the year included: 

· the selection of HiPPAG compressors for major US programmes

· the installation and commissioning at Heathrow airport of one of the world’s largest passenger baggage reconciliation systems 

· substantial deliveries of power equipment for the Southern Region rail upgrade programme

· Battlespace IT now almost 30% of sales

· Excellent cash performance with conversion of operating profit* to operating cash flow, after capital expenditure, of 131%

· Order book up 8% at £375m, equivalent to approximately 14 months of future sales

· Acquisition of businesses that strengthen Ultra’s position in the fast growing areas of homeland security and battlespace IT

· Management succession plan in place

Dr Julian Blogh, Chief Executive, commented: “Ultra’s continuing growth is founded on the broad spread of its activities, the niche nature of its products and technologies, and its ability to meet customer requirements efficiently and effectively.  Ultra’s breadth of activity provides robustness to its continuing performance and the Group is well positioned to benefit from the increasing focus on electronic systems for homeland security and for battlespace IT, with the associated command and control information systems.”

“With a strong balance sheet driven by high quality of earnings, Ultra enters 2004 with the capacity to continue its strategy of acquiring complementary businesses that strengthen its market niches.  These factors, coupled with the strong order book, give the Board confidence in the performance of the Group in 2004.”

- Ends -
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Ultra Electronics Holdings plc

(“Ultra” or “the Group”)

Preliminary Audited Results for the Year Ended 31 December 2003

Ultra Electronics completed another successful year in 2003, achieving record levels of sales, profit and closing order book.  Confirming the high quality of earnings, the conversion of operating profit* to operating cash flow, after capital expenditure, was 131%.  Successes in the year included the selection of HiPPAG airborne compressors for major US programmes together with the installation and commissioning at Heathrow airport of one of the world’s largest passenger baggage reconciliation systems.  Substantial deliveries were also made of power equipment for the Southern Region rail system upgrade programme.

RESULTS

In constant currencies, sales growth was 10.0%, of which 1.7% was organic.  Including the translation effect of the weaker dollar, sales rose to £284.4m (2002: £260.4m), an increase of 9.2%.  Ultra’s battlespace IT, rail power equipment and airport IT activities drove this growth, which more than compensated for the anticipated downturn in sales of sonobuoys.

The Group’s operating margin* reached 13.2%, up from 12.8% in 2002.  This margin increase resulted in part from some recovery of civil aerospace spares and repairs activity during the period and from enhanced efficiency achieved on a number of contracts.  Operating profit* increased by 12.2% to £37.5m (2002: £33.5m), while profit before tax and amortisation rose by 14.9% to £34.4m (2002: £29.9m).  With the effective tax rate* for the Group virtually unchanged at 26.4%, earnings per share* was 38.2p (2002: 33.2p), an increase of 14.9%.  All these results are after approximately £0.6m of operating costs for the relocation, as planned, of Radamec Defence Systems Limited (“Radamec”), following its acquisition, to Ultra’s existing facility at Loudwater, Buckinghamshire.

Operating cash flow, after capital expenditure, was extremely strong at £49.2m (2002: £39.5m), with the conversion of operating profit* to operating cash flow, after capital expenditure, of 131%, bringing the average conversion over the last five years to 94%.  Despite the three acquisitions described above with a cost of £18.3m after expenses, net debt during the year decreased by £9.0m to £30.3m.  Interest cover* for the year was 11.8 times.

The Group’s order book stood at £375m at the year-end (2002: £348m) giving a typical level of order cover for Ultra, equivalent to around 14 months of future sales.

Dividend

The proposed final dividend is 8.2p, bringing the total dividend for the year to 12.3p (2002: 11.2p).  This represents an annual increase of 9.8% and reflects the Board’s confidence in Ultra’s future prospects.  The dividend is covered 3.1 times by earnings per share*.  If approved, the dividend will be paid on 7 May 2004 to shareholders on the register on 13 April 2004.

STRATEGY

The Group continues to focus its strategy on being a niche supplier of electronic systems and products in growing sectors within the defence and aerospace markets.  In order to strengthen its niche positions, the Group continued its high level of investment in the application of advanced technology to create new products in its chosen markets, coupled with the acquisition of complementary businesses.  Ultra’s 2003 results show the success of this strategy through both the operating results reported and the Group’s record order book at the year-end.

*before goodwill amortisation of £4.9m (2002: £3.9m)

ACQUISITIONS

The Group made three acquisitions in 2003: SML Technologies Limited (“SML”), Radamec and Ocean Systems Inc. (“Ocean Systems”), for a combined cash consideration of £18.3m, financed using Ultra’s existing facilities.

The SML and Radamec businesses strengthen Ultra’s ability successfully to address the command, control and surveillance elements of the battlespace IT sector and are now part of the Information & Power Systems division of Ultra.  SML is based near Southampton and provides radar surveillance, navigation and safety systems for naval, coastal and offshore platforms.  Two thirds of its sales are to the offshore oil industry where its systems are used to monitor and control ship and aircraft movements for safety and security purposes.  One third of its sales is to the military market, where its products are used as part of ship navigation systems or for coastal surveillance by radar.  Radamec, based near London, is a supplier of optical and infrared surveillance and tracking systems used on naval and land-based military vehicles.  Radamec’s customers are typically prime contractors with its products being used as part of naval command and control systems or for armoured vehicle surveillance equipment.    

Ocean Systems, based near Boston, USA, has a strong capability in underwater acoustics used to protect ships and submarines from torpedo attack and strengthens Ultra’s niche capabilities in this sector.  Ocean Systems is now part of the Group’s Tactical & Sonar Systems division.

OPERATIONAL REVIEW

Aircraft & Vehicle Systems

Aircraft & Vehicle Systems comprises five businesses in the UK and the US that supply advanced technology products and software for military aircraft and land vehicles and also for the civil aerospace market.

Sales in the division increased by 4.5%, all organic, to £79.9m (2002: £76.4m).  Operating profit before goodwill amortisation was £13.9m (2002: £12.5m), giving an operating margin of 17.4%, an increase on the prior year’s margin of 16.3%.  A rise in civil aerospace support activity contributed to this improvement in margins.

The use of air power to support allied operations in complex environments is of vital military importance.  The latest application of HiPPAG, Ultra’s airborne compressor, is to assist in the accurate launching of weapons from aircraft so as to improve accuracy and hence to minimise collateral damage.  There were some important achievements for the product in the year.  Ultra was awarded a contract to adapt HiPPAG for the F-35, the Joint Strike Fighter.  In addition, Boeing was selected for the US Small Diameter Bomb programme and, as a member of Boeing’s team, Ultra expects to supply its HiPPAG compressor as part of the aircraft’s munitions launching system.  These successes should lead to continuing growth of HiPPAG activity for the remainder of the decade.

Deliveries of indirect vision equipment were made on time to Alvis Vickers for the Engineer Tank System programme and the value of orders won for systems and equipment for armoured vehicles was about £10m.  Ultra’s secure shared working environment, which enables dispersed organisations to share data in a protected and controlled environment, was selected by a number of UK MoD integrated project teams.

Information & Power Systems

Information & Power Systems, with the addition of SML and the integration of the Radamec business, consists of seven businesses in the UK and the US that supply information management and power products for defence, commercial and airport applications worldwide.

Sales increased in the division by 15.2% to £95.5m (2002: £82.9m), of which 8.2% was organic.  Operating profit before goodwill amortisation was maintained at £11.0m (2002: £11.0m).  The operating margin was therefore 11.5%, a reduction of 1.8% on the prior year.  This was partly caused by the restructuring costs incurred for the relocation of Radamec, treated as operating costs, as described above.

The growth in revenue in the division was helped by an excellent performance by the airport IT systems business.  UltraTrak, the passenger baggage reconciliation system, was selected for a number of airports worldwide, confirming its position as the world-leading solution for this requirement.  The system was installed in terminals 1, 2 and 3 at London Heathrow and came into service on schedule in September.  

One of the highlights of the year was the success of the Group’s railway power equipment activity.  Revenues were boosted by substantial initial deliveries of power equipment for the upgrade programme on the Southern Region rail network in the UK, which is expected to continue for at least the next two years.  There was also a high level of activity in Ultra’s contract manufacturing operation where deliveries of battlespace IT equipment destined for the British army also contributed to the increase in sales.

Tactical & Sonar Systems

Tactical & Sonar Systems, with the addition of Ocean Systems, comprises six businesses in the UK and North America that supply tactical communications and underwater warfare equipment to military users worldwide.

Sales increased in the division to £109.0m from £101.1m in 2002, a rise of 7.8%.  As anticipated, there was an organic decline of 8.8%, caused primarily by reduced sonobuoy sales to the US Navy following the high levels seen in 2002, and lower sales of equipment on the UK Nimrod programme as deliveries approached completion.  However, these reductions were mitigated by higher sales of communication equipment to the US Department of Defense.  Operating profit before goodwill amortisation rose to £12.7m (2002: £10.0m), an increase of 27.1%, producing an operating margin of 11.6% (2002: 9.9%).

The two major development activities in the division, the sonar for the UK’s Type 45 destroyer and the Surface Ship Torpedo Defence programme, both proceeded to plan in the year.  

Ultra’s dominance of the sonobuoy export market continued, with contracts awarded by Norway, France, Canada, Australia, Japan and Korea.  Ultra also won contracts to supply sonobuoy receivers for use in the US, Norway, Sweden, Turkey and Spain, where new anti-submarine warfare platforms are being procured.  During the year, negotiations progressed with the MoD towards the finalisation of the sonobuoy partnering agreement, the intent of which is that Ultra will work in partnership with the MoD to meet all its future sonobuoy requirements on a non-competitive but cost effective basis.  

MANAGEMENT CHANGES

Changes in the responsibilities of some Board members will be implemented following Ultra’s Annual General Meeting on 22 April 2004, although there will be no change to the size of the Board.

Julian Blogh, who has been Chief Executive since the formation of Ultra in 1993, will continue as Chief Executive for a limited period, reducing his time commitment to the Group to an average of three days a week.  During this period he will also take on the role of Deputy Chairman prior to taking over from Peter Macfarlane as Chairman in due course.  Peter has been Chairman of Ultra since December 1994 and intends to continue in this role for at least another year following the AGM in 2004.  

Douglas Caster, currently Managing Director of Information & Power Systems will become Chief Operating Officer with responsibility for all of Ultra’s operations.  It is intended that Douglas will succeed Julian as Chief Executive.  Douglas has also been with Ultra since 1993 and has an excellent knowledge of the Group.

Frank Hope will become Managing Director of Information & Power Systems in succession to Douglas, moving from his role of Managing Director of Aircraft & Vehicle Systems.  A replacement for Frank for the management of Aircraft & Vehicle Systems will be announced in due course.  Tactical & Sonar Systems will report to Douglas through Wayne Trowse in North America and Rakesh Sharma in the UK.  David Jeffcoat, Finance Director, will continue to report to Julian Blogh.  

These changes are being made to ensure a smooth management succession and will continue to allow Julian to concentrate on the strategic development of the Group.  Since flotation, under Julian’s management Ultra has increased earnings per share, before goodwill amortisation, at an average of 13% per annum. 

PROSPECTS

Overall defence expenditure continues to grow in many countries including the US, UK, France and in some areas of the Far East.  Within this expenditure, the change in the nature of the threat in recent years has resulted in a greater proportion of the spend being focused on electronics, both for new systems and for upgrades to systems in existing platforms, often aimed at enhancing the ability to participate in network-centric warfare.  The need for enhanced homeland security and the requirement to increase the tempo of military operations so as to decrease the time from sensor to shooter, all with the minimum of resources and risk, will benefit the suppliers of military electronic equipment.  Ultra continues to be well placed to gain from these market developments.

In civil markets, aerospace continues at a low but consistent level, albeit with some recent improvement in support activity.  Although this situation is not expected to improve in the short term, some of Ultra’s other civil markets, such as airport IT and rail power, are showing stronger growth.  The airport IT systems business is benefiting from heightened security concerns and the continuation of committed capital projects.  There has also been a significant increase in expenditure on rail systems, particularly in the UK and this will continue in the medium term. 

With a strong balance sheet driven by high quality of earnings, Ultra enters 2004 with the capacity to continue its strategy of acquiring complementary businesses in order to strengthen its market niches.  These factors, coupled with the strong order book, give the Board confidence in the performance of the Group in 2004 and beyond.

- Ends -
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Preliminary Results for the Year Ended 31 December 2003

Consolidated Profit and Loss Account

	
	
	
	

	
	
	
	

	
	
	2003
	2002

	
	Note
	£000
	£000

	
	
	
	

	Turnover
	
	
	

	  - existing operations
	
	277,886
	260,352

	  - acquisitions
	
	6,464
	-

	Continuing operations
	1,2
	284,350
	260,352

	
	
	
	

	Cost of sales
	
	
	

	  - existing operations
	
	(206,307)
	(195,718)

	  - acquisitions
	
	(4,381)
	-

	Continuing operations
	
	(210,688)
	(195,718)

	
	
	
	

	Gross profit
	
	
	

	  - existing operations
	
	71,579
	64,634

	  - acquisitions
	
	2,083
	-

	Continuing operations
	
	73,662
	64,634

	
	
	
	

	Other operating expenses (net)
	
	(40,997)
	(35,056)

	
	
	
	

	Operating profit
	
	
	

	  - existing operations
	
	32,447
	29,578

	  - acquisitions
	
	218
	-

	
	
	32,665
	29,578

	
	
	
	

	Finance charges (net)
	
	(3,173)
	(3,533)

	
	
	
	

	Profit on ordinary activities before taxation
	
	29,492
	26,045

	Tax on profit on ordinary activities
	3
	(9,086)
	(8,099)

	
	
	
	

	Profit on ordinary activities after taxation, being profit for the financial year
	
	20,406
	17,946

	
	
	
	

	Dividends paid and proposed on equity shares
	
	(8,173)
	(7,385)

	Retained profit for the year
	
	12,233
	10,561

	
	
	
	

	Earnings per ordinary share (pence)
	
	
	

	  After goodwill amortisation
	
	
	

	  - Basic
	
	30.8
	27.3

	  - Diluted
	
	30.7
	27.3

	  Before goodwill amortisation
	
	
	

	  - Basic
	
	38.2
	33.2

	
	
	
	


Ultra Electronics Holdings plc

Preliminary Results for the Year Ended 31 December 2003

Group Balance Sheet at 31 December 2003

	
	
	
	Restated
	

	
	
	
	Note 10
	

	
	
	2003
	2002
	

	
	Note
	£000
	£000
	

	
	
	
	
	

	Fixed assets
	
	
	
	

	Tangible assets
	
	19,170
	15,180
	

	Intangible assets – patents and trademarks
	
	560
	605
	

	Intangible assets – goodwill
	
	90,287
	80,871
	

	
	
	110,017
	96,656
	

	
	
	
	
	

	Current assets
	
	
	
	

	Stocks
	4
	17,364
	23,834
	

	Debtors: amounts falling due within one year
	5
	63,761
	57,579
	

	Cash at bank and in hand
	
	19,047
	8,132
	

	
	
	100,172
	89,545
	

	
	
	
	
	

	Creditors: amounts falling due within one year
	6
	(87,516)
	(80,622)
	

	Net current assets
	
	12,656
	8,923
	

	
	
	
	
	

	Total assets less current liabilities
	
	122,673
	105,579
	

	
	
	
	
	

	Creditors: amounts falling due after more than one year
	7
	(50,186)
	(46,126)
	

	Provisions for liabilities and charges
	8
	(7,813)
	(4,822)
	

	Net assets
	
	64,674
	54,631
	

	
	
	
	
	

	Capital and reserves
	
	
	
	

	Called-up share capital
	
	3,318
	3,302
	

	Share premium account
	9
	28,096
	26,891
	

	Profit and loss account
	9
	34,366
	25,488
	

	Treasury shares
	10
	(1,106)
	(1,050)
	

	Equity shareholders’ funds 
	
	64,674
	54,631
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Consolidated Cash Flow Statement
	
	
	
	Restated
	

	
	Note
	2003
	2002
	

	
	
	£000
	£000
	

	
	
	
	
	

	Net cash inflow from operating activities
	11
	55,986
	42,765
	

	
	
	
	
	

	Returns on investments and servicing of finance
	
	(3,125)
	(3,414)
	

	Taxation - UK
	
	(7,810)
	(6,440)
	

	               - Overseas
	
	(1,642)
	(839)
	

	Capital expenditure
	
	(6,806)
	(3,252)
	

	Acquisitions 
	
	(18,258)
	(21,996)
	

	Equity dividends paid
	
	(7,676)
	(7,045)
	

	Cash inflow/(outflow) before financing
	
	10,669
	(221)
	

	Financing
	
	(66)
	(7,205)
	

	Increase/(decrease) in cash in the year
	
	10,603
	(7,426)
	

	
	
	
	
	

	
	
	
	
	


Consolidated Statement of Total Recognised Gains and Losses

	
	
	
	

	
	
	
	

	
	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	Group profit for the financial year
	20,406
	17,946
	

	(Loss)/gain on foreign currency translation
	(3,355)
	474
	

	Total recognised gains and losses relating to the year
	17,051
	18,420
	

	
	
	
	


Notes:

1. Turnover by geographical destination

	

	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	United Kingdom
	122,074
	110,547
	

	Continental Europe
	36,799
	33,700
	

	North America
	99,532
	100,549
	

	Rest of World
	25,945
	15,556
	

	
	284,350
	260,352
	

	
	
	
	


Turnover, trading profit and net operating assets by geographical source

	
	United Kingdom
	North America
	Group

	
	
	
	
	
	
	

	
	
	
	
	
	
	Restated

	
	2003
	2002
	2003
	2002
	2003
	2002

	
	£000
	£000
	£000
	£000
	£000
	£000

	
	
	
	
	
	
	

	Turnover
	186,278
	167,061
	98,072
	93,291
	284,350
	260,352

	Trading profit
	26,606
	23,940
	10,937
	9,513
	37,543
	33,453

	Goodwill amortisation
	
	
	
	
	(4,878)
	(3,875)

	Operating profit
	
	
	
	
	32,665
	29,578

	Interest (net)
	
	
	
	
	(3,173)
	(3,533)

	Profit before tax
	
	
	
	
	29,492
	26,045

	Net operating assets
	8,269
	12,534
	5,790
	11,150
	14,059
	23,684

	Net non operating assets
	
	
	
	
	50,615
	30,947

	Net assets
	
	
	
	
	64,674
	54,631


2.    Turnover and trading profit by division

	
	Turnover
	Profit

	
	
	
	
	

	

	2003
	2002
	2003
	2002

	
	£000
	£000
	£000
	£000

	
	
	
	
	

	Aircraft & Vehicle Systems
	79,890
	76,427
	13,901
	12,495

	Information & Power Systems
	95,474
	82,859
	10,972
	10,989

	Tactical & Sonar Systems
	108,986
	101,066
	12,670
	9,969

	
	284,350
	260,352
	37,543
	33,453

	Goodwill amortisation
	
	
	(4,878)
	(3,875)

	Operating profit
	
	
	32,665
	29,578

	
	
	
	
	


3.   Taxation

	
	
	
	

	
	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	UK tax
	6,326
	6,662
	

	Overseas tax
	2,019
	895
	

	Deferred tax
	741
	542
	

	
	9,086
	8,099
	


4.   Stocks

	
	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	Raw materials and consumables
	13,810
	15,696
	

	Work-in-progress
	9,188
	14,070
	

	Finished goods and goods for resale
	1,979
	2,045
	

	Payments on account
	(9,007)
	(8,514)
	

	
	15,970
	23,297
	

	Long-term contract balances
	
	
	

	             -   costs less foreseeable losses
	3,133
	766
	

	             -   less payments on account
	(1,739)
	(229)
	

	
	1,394
	537
	

	
	17,364
	23,834
	


5. Debtors:  Amounts falling due within one year

	
	
	
	

	
	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	Trade debtors
	40,798
	34,615
	

	Amounts recoverable on contracts
	18,808
	17,284
	

	Deferred tax assets
	1,224
	1,036
	

	Other debtors
	1,244
	2,045
	

	Prepayments and accrued income
	1,687
	2,599
	

	
	63,761
	57,579
	


6. Creditors: Amounts falling due within one year

	
	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	Obligations under finance leases
	5
	43
	

	Bank loans and overdraft
	-
	1,219
	

	Payments received on account
	31,686
	27,078
	

	Trade creditors
	21,207
	20,161
	

	Other creditors:

             -  Corporation tax payable
	5,019
	5,930
	

	             -  VAT
	2,084
	1,173
	

	             -  social security and PAYE
	2,875
	2,176
	

	             -  other creditors
	4,946
	4,278
	

	Pension related liabilities
	432
	282
	

	Accruals and deferred income
	13,819
	13,336
	

	Proposed dividends
	5,443
	4,946
	

	
	87,516
	80,622
	


7.  Creditors:  Amounts falling due after more than one year
	
	2003
	2002
	

	
	£000
	£000
	

	
	
	
	

	Obligations under finance leases
	7
	-
	

	Bank loans 
	49,370
	46,126
	

	Pension related liabilities
	809
	-
	

	
	50,186
	46,126
	


8.  Provisions for liabilities and charges

	
	Deferred

taxation

£000
	Warranties

£000
	Other

provisions

£000
	Total

£000

	
	
	
	
	

	Beginning of year 
	827
	3,995
	-
	4,822

	Exchange differences
	(2)
	83
	-
	81

	Reclassifications
	-
	(954)
	954
	-

	Transfers
	-
	392
	547
	939

	Acquisition of subsidiary undertakings
	(1,764)
	328
	-
	(1,436)

	Utilised during the year
	-
	(1,007)
	(556)
	(1,563)

	Transfer to deferred tax assets
	74
	-
	-
	74

	Charge to the profit and loss account
	967
	3,607
	322
	4,896

	End of year
	102
	6,444
	1,267
	7,813


9.  Reserves

	
	
Share


premium
	
Profit and


loss account

	
	
£000
	
£000

	
	
	

	Beginning of year 
	26,891
	25,488

	Retained profit for the year
	-
	12,233

	Issue of new shares
	1,205
	-

	Foreign exchange differences
	-
	(3,355)

	End of year
	28,096
	34,366


10. Treasury shares

	
	
	Long-term
	

	
	
	incentive
	

	

	Own shares
	plan shares
	Total

	
	£000
	£000
	£000

	Cost
	
	
	

	Beginning of year
	36
	1,991
	2,027

	Additions
	-
	859
	859

	Disposals
	(29)
	-
	(29)

	Transfer to participants
	-
	(365)
	(365)

	End of year
	7
	2,485
	2,492

	Amortisation
	
	
	

	Beginning of year
	-
	977
	977

	Charge
	-
	774
	774

	Transfer to participants
	-
	(365)
	(365)

	End of year
	-
	1,386
	1,386

	Net book value
	
	
	

	Beginning of year
	36
	1,014
	1,050

	End of year
	7
	1,099
	1,106


In accordance with UITF Abstract 37 - Purchases and sales of own shares, the Group and Company have reclassified own shares held and shares held under the Long-term incentive plan as Treasury shares.  These have been offset against equity shareholder funds.  Investments and net assets have reduced by £1,106,000 in the current year and £1,050,000 in 2002.  There is no impact on the Group or Company’s profit for the current or prior year.

The Group, through the Company, holds 608,836 Treasury shares (2002: 553,388 Treasury shares).

11.  Cash flow information 

Reconciliation of operating profit to operating cash flow
	

	2003
	2002

	
	£000
	£000

	
	
	

	Operating profit
	32,665
	29,578

	Depreciation and amounts written off tangible fixed assets
	4,249
	3,771

	Amortisation of goodwill
	4,878
	3,875

	Amortisation of patents and trademarks
	45
	45

	Amortisation of LTIP awards
	774
	604

	Loss/(profit) on disposal of tangible fixed assets
	39
	(11)

	Decrease in stocks
	8,313
	623

	Increase in debtors
	(272)
	(3,240)

	Increase in creditors
	3,492
	6,161

	Increase in provisions
	1,803
	1,410

	Other
	-
	(51)

	Net cash inflow from operating activities
	55,986
	42,765


Reconciliation of net cash flow to movement in net debt


	
	2003
	2002

	
	£000
	£000

	
	
	

	Increase/(decrease) in cash in the year
	10,603
	(7,426)

	Cash outflow from decrease in debt and lease financing
	427
	7,369

	Change in net debt resulting from cash flows
	11,030
	(57)

	Amortisation of finance costs of debt
	(260)
	(196)

	Finance leases acquired with subsidiary undertakings
	(14)
	-

	Translation difference
	(1,835)
	1,559

	Movement in net debt in the year
	8,921
	1,306

	Net debt at start of year
	(39,256)
	(40,562)

	Net debt at end of year
	(30,335)
	(39,256)


12.  Five year review

	
	
	Restated
	Restated
	Restated
	

	
	1999
	2000
	2001
	2002
	2003

	
	£m
	£m
	£m
	£m
	£m

	
	
	
	
	
	

	Turnover
	
	
	
	
	

	Aircraft & Vehicle Systems
	61.9
	73.9
	78.4
	76.4
	79.9

	Information & Power Systems
	63.6
	68.6
	74.4
	82.9
	95.5

	Tactical & Sonar Systems
	67.5
	84.4
	86.7
	101.1
	109.0

	Total turnover
	193.0
	226.9
	239.5
	260.4
	284.4

	
	
	
	
	
	

	Operating profit (before goodwill amortisation)
	
	
	
	
	

	Aircraft & Vehicle Systems
	10.7
	13.1
	13.0
	12.5
	13.9

	Information & Power Systems
	6.5
	8.2
	7.6
	11.0
	11.0

	Tactical & Sonar Systems
	7.3
	9.0
	11.1
	10.0
	12.6

	Total 
	24.5
	30.3
	31.7
	33.5
	37.5

	
	
	
	
	
	

	Operating profit margin % (before goodwill amortisation)
	12.7%
	13.4%
	13.2%
	12.8%
	13.2%

	
	
	
	
	
	

	Profit before goodwill amortisation and tax
	23.2
	25.6
	27.1
	29.9
	34.4

	Profit after taxation
	15.6
	15.8
	16.3
	17.9
	20.4

	
	
	
	
	
	

	Cash inflow from operating activities (see note 1)
	8.2
	16.5
	35.2
	39.5
	49.2

	Free cash flow before dividends, acquisitions and financing
	(0.8)
	7.5
	21.8
	28.8
	36.6

	Net debt at year-end
	(11.7)
	(55.9)
	(40.6)
	(39.3)
	(30.3)

	
	
	
	
	
	

	Headline earnings per share (p) (see note 2)
	25.9
	28.7
	30.5
	33.2
	38.2

	Dividends per share (p)
	9.0
	9.7
	10.4
	11.2
	12.3

	
	
	
	
	
	

	Average employee numbers
	    2,079   
	   2,303
	   2,376
	   2,395
	2,505


Notes
1. Cash flow from operating activities is stated after capital expenditure.  2002 has been restated to reflect the reclassification of Treasury share purchases as non operating payments.

2. Headline earnings per share is calculated before goodwill amortisation and earnings dilution.

3. 2000 and 2001 have been restated following the adoption of FRS 19.  It has not been possible to restate earlier years with respect to this Financial Reporting Standard.

13. The consolidated financial information has been prepared on a basis consistent with the consolidated accounts for the year ended 31 December 2002, with the exception of the adoption of UTIF Abstract 37 for the first time (see note 10).

14. The financial information set out above does not constitute the Company’s statutory accounts for the years ended 31 December 2003 or 2002, but is derived from those accounts.  Statutory accounts for 2002 have been delivered to the Registrar of Companies and those for 2003 will be delivered following the Company’s annual general meeting.  The auditors have reported on those accounts; their reports were unqualified and did not contain statements under s237 (2) or (3) Companies Act 1985.

15. Copies of the annual report will be sent to shareholders in due course and will also be available from the Company’s registered office at 417 Bridport Road, Greenford, Middlesex, UB6 8UA.
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