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Atlantic Inertial Systems Limited
Strategic Report for the year ended 31 December 2019

The Directors prasent their strategic report for the Company for the year ended 31 December 2019.
The Directors, in preparing this strategic report, have compfied with 8414C of the Companies Act 2006.

Atlantic Inertiat Systems Limited is involved in the development, manufacture, marketing and selfing of
gyroscopes and inertial navigation systems mainly for military applications.

At 31 December 2019 the Company was a subsidiary of United Technologies Corporation (UTC). Refer to

note 26 and the post balance sheat event change of awnarship to Raytheon Technologies Corporation
(RTX).

Business review

The Company predominantly trades within the defence market which remains subject to uncertainty where
national defence budgets are under constant scrutiny and possible cutbacks.

The company has been successful in achieving a 29% rise in total revenue from 2019.

Sales for Original Equipment and Spares Manufacture - the main component of revenue - increased by
34%; whilst those for Aftarmarket reduced. The overall margin percentage rose from 41% to 44% and gross
profits rose by 38% due fo a competitive pricing strategy and maintaining a tight control on the costs of
production.

The company’s profit before tax rose by 55% over the year. This was achieved by continuing tight controls
over overheads and project costs and also from £2m of income from group undertakings not seen in the
previous year.

Koy performance indicators

The key financial and other performance indicators during the year were as follows;

2019 2018 Change

£'000 £000 %
Revenue 84,213 65,278 - 2%
Operating profit 25,801 17,579 47%
Profit for the financial year . 26,620 15,239 75%
Total shareholders’ funds 83,438 56,809 47%
Current assets as % of current liabllities 332% 203%
Average number of employees 327 266

Achleving Competitive Excellence

The business continuas to daploy an cperational framework which drives continuous improvement in all
areas across the business to ensure that financial and growth targets are met. The business has a good
line of sight in terms of order book coverage to deliver a further 3.8% increass in sales in 2020.

The business continues its focus on delivering the highest leve! of Quality throughout all its Operational and
Support activilies and has maintained Quality Cardinal Rules to reinforce its commitment to this important
area and offering the best value to its customers.



Atlantic Inertial Systems Limited

Strategic Report for the year ended 31 December 2019

Princlpal risks and uncertainties

The principal non-financial risks and uncertainties facing the Company are broadly grouped as competitive
and tegistative. The financial risks are discussed in the financial risk management section of the Directors’
report.

Compstitive risks

The Company is dependent on the performance of its large contracts. The Campany, through a continued
commitment to excellence, seeks to achieve and exceed customer expectation and therefore mitigate and
reduce the risk of non-renewat and contract termination. The Company carefully manages and directs its
business devetopment team to identfy and win new business opportunities via the development of
customer relations and by continually improving its products.

There is significant competition from multinational firms with substantial resources and capital. The
Company achieves competitive advantage through the effectiveness and innovation of its preducts, and its
succass in securing volume production contracts to achieve the necessary throughput efficiencies.

Legislative risks

The Company took the strategic decision towards the end of 2018 to discontinue its involvement in the
Civil Aerospace repairs business (represented less than 10% of revenue in 2018) and therefore it has
chosen not to renew its Civil Aviation Authority and Federal Aviation Authority approvals. The company
maintains its Quality certifications ISO 8001 & AS9100. The Company also hold Environmental
certification to ISO 14001 and accreditation to ISO 17025 for their laboratory facitities.

COVID-19 curront impact and future outtook

As other companies around the world have done, Atlantic inertial Systems Limited has had to adapt to the
ever changing landscape we find ourselves in and the challenges that this brings.

The vast majorily of our customers and suppliers are operating business as usual, we remain in constant
confact with them to continue to monitor the situation. Customer demand for our products remains strong,
with the majority of arders in place to meet our 2020 plan.

To help keep the tiquidity of our company heaithy, we have taken initiatives to control our cost base,
taking advantage of the govemment retention policy for a proportion of our workforce to ensure we retain
and support them during this difficult ime. We have made reductions to spend in general and
administrative cost where it makes sense together with rescheduling our capital investments and
company funded enginesring. We have dona this though whilst stifl making sure to invest in the
Infrastructure and technology for our key products to ensure we can meet the demands of our customers
now and in the future. .

At present we are not anticipating any tong term problems stemming from Covid-19, but we will be
constantly assessing and adapting to the changing environment we find oursetves in and look to build on
the solid base we have set at the start of this pandemic.



Atiantic Inertial Systems Limited
Strateglc Report for the year ended 31 December 2019

Section 172 (1) Statement

This saction describes how the directors have had regard to the matter get out in Section 172(1) (a) to (f)
of the Companies Act 2008 in exercising their duty to promote the success of the Company for the benefit
of its key stakeholders.

The likely consequences of any decislon In the long term

The directors of the Company have a duty of care to the key stakeholders when making decis:ons that
affect long term sustainability of the Company. Key objectives are formulated as such to ensure that the
Company continues as a going concem. The directors remain mindful that its strategic decisions can
have long term implications for the business and its stakeholders, and these implications are carefully
assessed.

Having regard to the need to act fairly as between members of tho Company

The directors recognise their legal and regulatory duties, and do not take any decisions or actions, such
as selectively disclosing confidential or inside Information, that will provide any shareholder or group of
shareholders with any unfair advantage or position compared to the shareholders as a whole.

Having regard to the desirability of the Company maintaining a reputation for high standards of
business conduct

Modern Slavery Act

The Company is committed to ensuring slavery and human trafficking are not taking place in its business
or supply chains. To this end the Company has published a statement for the reporting pariod at
www.rtx.com,

Having regard to the interests of the Company’s employees

Employee involvement

it is the poticy of the Company to create a common awareness amongst employees of the financial and
economic factors affecting the performancs of the Group. It is the policy of the Company to malntain and
deveiop employee involvement. Local managers provide information on a regular basis on matters of
concem to employses, using various means such as business review mestings, briefing meetings, video
presentations, company newsletters and training sessions.

Disabled employses

Applications for employment by disabled persons are atways fully considered, bearing in mind the abilities
of the applicant concemed. In the event of members of staff becoming disabled every effart is made to
ensure that their employment with the Company continues and that appropriate training is aranged. Itis
the palicy of the Company that the training, career development and promotion of disabled persons
should, as far as possible, he identical to that of other employses.

Employee Programmes and Benefits

The company aperates ongoing employee development programmes which reflect development needs
highiighted in the annual psrformance reviews. The company sponscred a number of employess on the
UTC Employee Scholar Programme. All office employees completed a range of mandatory on-line
training modules centred on business practices designed to increase awareness and promote strong
ethical compliance, training includes anti-corruption and bribery matters. The company also continued a
job rotation pregramme for high potential employees. As part of its “wellness” and health management
programmes the company provides a ‘Cycle to Work' scheme and bi-monthly health initiatives. It also
provided an all employse reward programmes, together with a new reward and recognition programme for
those employees exhibiting exemplary performance. The company operates a sports and social club
avallable to the employees.



Atiantic Inertial Systems Limited
Strategic Report for the year ended 31 December 2019

Having regard to need to foster the Company’s business relationships with suppliers, customers
and others

Customers

The directors of the Company, on a continuing basis, promote the development and maintenance of a
customer focus culture. The time invested in developing this culture can be seen in the growth of tumover
generated year on year. The Company carefully manages and directs its business development team to
identify and win new business opportunities via the development of customer relations and by continuatly
improving its products.

Suppllers

The directors recognise the key role suppliers play in ensuring the company delivers a reliable service to
customers. The directors seek to balance the benefits of maintaining strong partnering refationships with
key suppliers alongside the need to obtain value for money for our investors and the desired quality and
service lavels for our customers. The Company works with suppliers and builds robust, long-lasting
supply chains. The Company pays the suppliers in line with their payment terms.

Regulators

The Company seeks a constructive and cooperative relationship with the bodies that authorise and
regulate the business activities. This helps us maintain a reputation for high standards of business
conduct.

All of the business carried out is subject to quality standard certifications ISO 8001 and AS9100. The
Company also hold environmental certification to ISO 14001 and accreditation to ISO 17025 for their
laboratory facitities. These bodias issue regulations which need to be complied with in order to be
authorised to carry out work in the aerospace Industry. Compliance imposes costs and faiture to comply
with the standards could materially affect the Company's ability to operate. To mitigate against these risks
the business operates a robust business management system which ensures adherence to the regulatory
standards through procedures, standard work and policies. This is supported by a strong audit program
through self-assessment and through the UTC group audit function.

The Company manages its lax affairs responsibly and proactively to comply with tax legistation. The
Company’s approach Is to seek to build solid and constructive working relationships with all tax
authorities.

The Impact of the Company’s operations on the community and the environment

The Company s convinced of the importance of heaith, safety and the environment to the success of its
business and is committed to be an industry leader in its commitment to safety and environmental

responsibility.

The Company will, on a continuing basis: develop and malntain a culture which recognises the
importance of heaith, safety and the environment to its success and exercise its respansibilities in a
manner that refiacts this; provide a healthy and safe place of work for all its employees; develop products
and operate facllities in a manner that strives to eliminate risk to employees, customers, the environment
and the community at large; and improve its performance in haalth, safety and environmental matters by
encouraging the participation, commitment and support of all employaes.



Atlantic Inertial Systems Limited
Strategic Report for the year ended 31 December 2018

Future developments

The directors are foracasting an increase in sates and profitability in 2020, this expectation stems from a
high proportion of confirmed orders for the coming year and provides a sound basis to reach targets set.

On 9 June 2019, UTC entered into a merger agreement with the Raytheon Company to combine its
aerospace businesses with Raytheon to form a merged company, Raytheon Technologies Corporation
("RTX").

The merger was completed on 3 April 2020, shortly after the completion of the separation of Otis and
Carrier. As a resuit of this marger, the Company is now a mamber of RTX. Further details are contained
in note 26 to the financial statements.

Approval
Apv 7 the Board and signed on its behalf by:

S B8ames
Director
17 September 2020

Clittaford Road
Southway
Plymouth
Devon

PL6 6DE



Atlantic Inertial Systems Limited

Directors’ Report for the year ended 31 December 2019

The directors present their repart and audited financlal statements of the company for the year ended
31 December 2019.

Future developments

Details of future developments can be found in the Strategic Report on page 5 and form part of this report
by cross-reference.

Research and development

Ouring 2019 the Company invested £5,245,000 (2018: £3,308,000) in research and development of new
gyroscopes and navigation products. Of the total investment, £2,815,000 (2018: £1,358,000) was
capitalised as qualifying development costs.

Going concern

The company has received a letter of support from Raytheon Technologies Corporation and, therefore,
the directors have a reasonable expectation that the company has adequate resources to continue in
operational existence for the foreseeable future. Accordingly, they continue to adopt the going concern
basis in preparing the financlal statements.

Further details regarding the adoption of the going concern basis can be found in note 1 to in the financial
statements.

Financlal risk management objectives and policies
Forelgn currency risks

The Company buys and sells goods and services denominated in currencies other than sterling. As a result,
the value of the business's non-sterling denominated revanues, purchases, financial assets and liabilities
and cash flows can be affected significantly by movements in exchange rates in general and in US Dollar
rates In particular.

The Company holds monetary assets and liabilities in which the underlying currency is a currency other
than the Company’s functional currency. In line with Generally Accepted Accounting Principles these
monetary assets and liabilities are revatued at each month end to the closing balance sheet rate. These
ravaluations give rise to foreign exchange gains or losses which are taken through the profit and loss
account in the month in which they arise.

Liquidity risk

The Company aims to mitigate liguldity risk by managing cash generation in its operations and applying
cash collection targets. Invastment is carefully controlled, with authorisation limits operating at diffarent
levels up to UTC board level and with hurdle rates of return and cash payback periods applied as part of
the investment appraisal process.

The Company participates in the overall world-wide UTC funding strategy managed at corporate treasury
level.

The Company participates in a UK cash pool. The objective is to maintain a balance between continuity of
funding and flexibility.



Atlantic Inertial Systems Limited
Directors’ Report for the year ended 31 December 2019

Dividends

The profit for the financiat year amounted to £26,629,000 (2018: £15,239,000).
No ordinary dividend was deciared or pald in the year (2018: £88,100,000).
Directors

The diractors who held office during the year and up to the date of signing the financial statements are
given below:

S Bames
K Pindard
J Keppy (resigned 3 June 2019)

Directors' indemnities

The Company has made qualifying third party indemnity provisions for the benefit of its directors which
ware made during the year and remains in force at the date of this report.

Statement of directors’ responsibilities in respect of the financial statements

The directors are responsible for preparing the Annual Report and the financial statements in accordance
with applicable law and reguiation.

Company law requires the directors to prapare financial statements for each financlal year. Under that law
the diractors have prepared the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 "Reduced
Disclosure Framework®, and applicable law). Undsr company law the directors must not approve the
financial statements unless they are satisfied that they give a true and fair view of the state of affairs of
the company and of the profit or loss of the company for that period. In preparing the financial statements,
the directors are required to:

+ select sultable accounting policies and then apply them consistently;

« state whether applicable United Kingdom Accounting Standards, comprising FRS 101, have been
followad, subject to any material departures disclosed and explained in the financial statements;

¢ make judgements and accounting estimates that are reasonable and prudent; and

o prepare the financial statements on the going concem baasis unless it is inappropriate to presume
that the company will continus in business.

The directors are also responsible for safeguarding the assats of the company and hence for taklng
reascnable steps for the prevention and detection of fraud and other irregularities.

The directors are responsible for kesping adequate accounting records that are sufficient to show and
explain the company’s transactions and disclose with reasonable accuracy at any time the financial
posltion of the company and enable them to ensure that the financial statements comply with the
Companies Act 2008.



Atlantic Inertial Systems Limited

Directors’ Report for the year ended 31 December 2019
Directore’ confirmation
In the case of each diractor in office at the date the Directors’ Report is approved:

o sofar as the director is aware, there is no relevant audit information of which the company’s
auditors are unaware; and

« they have taken all the steps that they oughi to have taken as a director in order to make
themsalves aware of any relevant audit information and to establish that the company's
auditors are aware of that information.

Independent Auditors

PricewaterhouseCoopers LLP have indicated their willingness to be reappointed for another term and
appropriate arrangaments have been put in place for them to be deemed reappointed as independent
auditors in the absence of an Annual General Meeting.

Ap the Board and signed on its behalf by;

$ Barnes
Director
17 September 2020

Clittatord Road
Southway
Plymouth
Devon

PL6 6DE



Atlantic inertial Systems Limited

Independent auditors’ report to the members of Atlantic Inertiat Systems Limited

Report on the audit of the financial statements

Opinion
(n our opinion, Atlantic Inertial Systems Limited's financial statements:

s give a true and fair visw of the state of the company’s affairs as at 31 December 2019 and of
its profit for the year then ended,

¢ have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 "Reduced
Disclosure Fremework®, and applicable law), and

o have been prepared in accordance with the requirements of the Companies Act 2008.

Wae have audited the financial statements, included within the Annual Report, which comprise: the
balance sheet as at 31 December 2019; the profit and loss account, the statement of changes in equity
for the year then ended; and the notes to the financial statements, which include a description of the
significant accounting policies.

Basis for opinion

We conducted our audit in accordance with Intemational Standards on Auditing (UK) (*ISAs (UK)") and
applicable law. Our responsibllities under 1ISAs (UK) are further described in the Auditors’ responsibilities
for the audit of the financial statements section of our report. We belleve that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

independence

We remained independent of the company in accordance with the ethical requirements that are relevant
to our audit of the financial statements in the UK, which includes the FRC's Ethical Standard, and we
have fulfilled our other ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern

Wae have nothing to report in raspect of the following matters in relation to wh.lch ISAs (UK) require us to
report to you where:

« the directors’ use of the going concem basis of accounting in the preparation of the financlal
statements is not appropsiate; or

o the directors have not disclosed In the financial statements any identified materia!
uncertainties that may cast significant doubt about the company’s ability to continue to adopt
the going concem basis of accounting for a period of at least twelve months from the date
when the financial statements are authorised for issue.

Howsver, because not all future events or conditions can be predicted, this statement is not a guarantee
as to the company’s ability to continue as a going concem.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial
statements and our auditors’ report thereon. The directors are responsible for the other information. Our
opinion on the financial statements does not cover the other information and, accordingly, we do not
express an audit opinion or, except to the extent otherwise explicitly stated in this report, any form of
assurance thereon.



Atlantic Inertial Systems Limited
Independent auditors’ report to the members of Atlantic Inertial Systems leltpd

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge abtained in the audit, or otherwise appears to be materially misstated. If we
identify an apparent material Inconsistency or material misstatement, we are required to perform
procedures to conclude whether there Is a material misstatement of the financial statements or a material
misstatement of the other information. If, based on the work we have performed, we conclude that there
is a material misstatement of this other information, we are required to report that fact. We have nothing
to report based on these responsibilities.

With respect to the Strategic Report and Directors’ Repart, we also considered whether the disclosures
required by the UK Companies Act 2006 have been Included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs
{UK) require us also to report certain opinions and matters as described below.

Stralegic Report and Dirgctors’ Report

in our apinion, based on the work undertaken in the course of the audit, the information given in the
Strategic Report and Directors’ Report for the year ended 31 December 2019 is consistent with the
financial statements and has been prepared in accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of
the audit, we did not identify any material misstatements in the Strategic Report and Directors’' Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of directors’ responsibilities in respect of the financial
statements, the directors are responsible for the preparation of the financial statements {n accordance
with the applicable framework and for being satisfied that they give a true and fair view. The directors are
also responsible for such internal control as they determine is necessary to enable the preparation of
financial stataments that are fres from material misstatement, whether due to fraud or ervor.

In preparing the financial statements, the directors are responsible for agsessing the company's ability to
continue as a going concern, digclosing as applicable, matters related to going concern and using the
going concem basis of accounting unless the directors either intend to liquidate the company or to cease
opserations, or have no realistic allernative but to do so.

Auditars’ responsibilities for the audit of the financial statements

OQur objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from matarial misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of agsurance, but is not a guarantee that an
audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body
in accordance with Chapter 3 of Part 16 of the Companies Act 2008 and for no other purpose. We do not,
in giving these opinions, accept or assume responsibllity for any other purpose or to any other person to

whom this report is shown or into whose hands it may come save where expressly agreed by our prior -
consent in writing.

10



Atlantic Inertial Systems Limited

independent auditors’ report to the members of Atlantic Inertial Systems Limited

Other required reporting

Companiles Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if, in our opinion:

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

« adequate accounting records have not besn kept by the company, or retums adequate for our
audit have not been received from branches not visited by us; or

¢ certain disclosures of directors’ remuneration specified by law are not made; or

* the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to arising from this responsibility.

N
Stephen Patay (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoscpers LLP
Chartered Accountants and Statutory Auditors
Bristo! :

17 September 2020

"



Atlantic Inertial Systems Limited

Profit and loss account

for the year ended 31 December 2019

2019 2018

Note £'000 £'000

Revenue 3 84,213 65,278
Cost of sales (47,201) (38,401)
Gross profit 37,012 26,877
Administrative expenses (11,111) (9.298)
Operating profit 25,901 17,579
(ncome from shares in group undertakings 2,000 -
Finance income 4 126 557
Finance costs 5 (1) -
Profit before taxation 6 28,016 18,136
Income tax expense 10 (1,387) (2.897)
Profit for the financial year 26,629 15,239

The company has no recognised other comprehensive income other than its profit for the financlal years
ended 31 December 2019 and 2018, and hence no separate stateament of comprehensive income has

been presented.
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Atlantic Inertlal Systems Limited
Registered number: 06208660

Balance Sheet
As at 31 December 2019
Note 2010 2018
£'000 £'000
Fixed assets
Intangible assels 11 22,593 19,974
Property, plant and equipment 12 11,840 9,101
Right of use asset 13 123 -
Investments 14 8,549 6,549
44,208 35,624
Current assets
Inventories 15 6,502 9,199
Debtors 16 61,6880 40,613
68,182 49,812
Creditors: Amaunts falling due within one year 17 (20,53s) (24,516)
Net curvent assets 47,647 25,296
Total assets less current liabilities 88,852 60,920
Creditors: gzx:unts falling due after more than one 18 (5.095) (3.672)
Provisions for liabilities 19 (319) (439)
Net aasats 83,438 56,809
Equity
Called up share capital 21 100 100
Share premium account 12,128 12,126
Capitat contribution reserve 20,876 20,876
Profit and loss account 50,3368 23,707
Total shareholders' funds 83,438 56,809
The notes on pages 15 to 42 form part of these financial statements.
The fipancialgiatements on pages 12 to 42 were approved by the board of directors on 17 September
020 gned on its behalf by
S Barnes
Director

13



Atlantic Inertlal Systems Limited

Statement of changes in equity
For the year ended 31 Dacember 2019

Called up

share

capital

(Noto 21)

£'000

Balance at 1 January 2018 100
Profit for the financial year -
Total comprehensive income for the year .
Dividends (note 22) -
Balance at 31 December 2018 100
Profit for the financial year -
Total comprehensive Income for the year -
Balance at 31 Decamber 2019 100

Share

premium
account
£'000

12,126

12,126

Capital
contribution
reserve
£'000

20,878

20,876

20,876

Profit
and loss
account

£'000

15,239

15,238

(88,100)

23,707

26,629
28,829

$0,338

Total
share-
holders’
funds
£'000

120,670

15,238
15,239

(88,100)

26,629
26,629

83,438

14



Atlantic Inertial Systems Limited

Notes to the financia! statements
For the year ended 31 December 2019

1.  Accounting policles

Atlantic Inertial Systems Limited is involved in the development, manufacture, marketing and selling of
gyroscopes and inertial navigation systems mainly far military appfications.

The company is a private company, limited by shares, and is incorporated and domiciled in England,
United Kingdom. The address of its registered office is Clittaford Road, Southway, Plymouth, Devon, PL6
6DE.

The principal accounting policies are summariséd below. They have all baen applied consistentiy
throughout the year and all the years presented, unless otherwise stated.

Basis of accounting

The company meets the definition of a qualifying entity under FRS 100 (Financial Reporting Standard
100) issued by the Financial Reporting Council.

These financial statements have been prepared in accordance with Financial Reporting Standard 101
‘Reduced Disclosure Framework.’ The financial statements are therefore prepared in accordance with the
Companies Act 2008 as applicable to companies using FRS 101.

The financlal statemants have been prepared on a going concem basis and under the historical cost
convention, except for financial instruments that are measured at revalued amounts or fair values at the
and of each reporting period, as explained in the accounting policies below.

Historical cost is generally based on the fair value of the consideration given in exchange for the goods
and services.

Fair value is the price that would be received to sel) an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, regardiess of whether that price is
directly observable or estimated using another valuation technique. In estimating the fair value of an asset
or a liabllity, the company takes into account the characteristics of the asset or llability if market
participants would 1ake those characteristics into account when pricing the asset or liability at the
measurement date. Fair value for measurement purposes in these financial statements is determined on
such a basls, except for share-based payment transactions that are within the scope of IFRS 2, leasing
transactions that are within the scope of IFRS 16, and measurements that have some similarities to fair
value but are not fair value, such as net realisable value in tAS 2 or value in use in IAS 36.

In addition, for financial reporting purposes, falr value measurements are categorised into Level 1, 20r 3
based on the degree to which the inputs to the fair value measurements are observable and the
significance of the inputs to the fair value measurement in its entirety, which are described as follows:

. Leve! 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities
that the entity can access at the measurement date;

. Level 2 inputs are inputs, other than quoted prices included within Level! 1, that are observable for
the asset or liability, either directly or indirectly; and

. Level 3 inputs are unobservable inputs for the asset or liabllity.

15



Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2019

1. Accounting policles (continued)

The financial statements contain information about Atlantic Inertial Systems Limited as an individual
company and do not contain consolidated financial information as the parent of a group. The company is
exempt under section 401 of the Companies Act 2006 from the requirement to prepare consolidated
financial statements as they are included by full consolidation in the consolidated financial statements of
its ultimate parent, United Technotogies Corporation, a company Incorporated in the United States of
America.

As permitted by FRS 101, the company has taken advantage of some of the disclosure exemplions
available under that standard. The key examptions taken are as follows:

IFRS 3 - not to restate businass combinations before tha date of transition

IFRS 7 - financial instrument disclosures

IFRS 13 - disclosure of vaiuation techniques and inputs used for fair value measurement of assets and
liabilities

IAS 1 - information on management of capital

IAS 7 - statement of cash flows

1AS 8 - disclosures in respect of new standards and interpretations that have been issued but are not yet
effective

IAS 24 - disclosure of key management compensation and for related party disclosures entered into
between two or more members of a group

IAS 1 - the requirement to present roll forward reconciliations in respect of share capital

IFRS 2 - paragraphs 45b and 46-52 — share based payments

IAS 16 — the requirement to present roll forward reconciliations in respect of proparty, plant and
equipment

IFRS 15 - paragraphs 110b, 113a, 114,115,118,119 a-c, 121-127,129

IAS 38 - paragraphs 130(f)(ii), 130(f){iii). 134(d) to 134(f) and 135(c) to 135(e)

Whera required, equivalent disclosuras are given in the group financial statements of United
Technologies Corporation.

The group financial statements of United Technologies Corporation are available to the public and can be
obtained as set out in note 27.

Adoption of new and revised Standards
IFRS 16 is a new accounting standard that is effective for the year ended 31 December 2019 and has
had a material impact on the company's financial statements - see note 25. There are no other

amendments to accounting standards, or IFRIC interpretations that are effective for the year ended 31
Dacember 2018 that have had a material impact on the company’s financial statements.

16



Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2019

1.  Accounting policies (continued)
Going concern

The Company’s business activities, together with the factors likely to affect its future development,
performance and position are set out in the strategic report. The directors’ report describes the financial
position of the Company; its cash flows, fiquidity position and borrowing facilities; the Company’s
objectives, policies and processes for managing its capital; its financial risk management objectives;
details of its financial instruments; and its exposure to credit risk and liquidity risk.

The Company mests its day to day working capital requirements through a cash pooling arrangement
which is centrally managed by its ultimate parent undertaking.

The parent, Raytheon Technologies Corporation, has expressed its willingness to support the company
for at least 12 months from the signing of these financia! statements. On this basis the directors consider
it appropriate that these financial statements have been prepared on a going concem basis.

Intangible assets acquired separately

Intangible assets with finite useful lives that are acquired separately are carrled at cost less accumulated
amortisation and accumulated impairment losses. Amortisation is recognisad on a straight-ine basis over
their estimated useful lives. The estimated usefu! life and amortisation method are reviewed at the end of
each reporting period, with the effect of any changes in estimate being accounted for on a prospective
basis. Intangible assets with indefinite ussful lives that are acquired separately are carried at cost less
accumulated impairment losses.

Intangible assets — Development costs

Devalopment costs are capitalised only after technical and commercial feasibllity of the asset for sale or
use have been established. All development costs are caplitalised where the Company has the intention
to complete the project and It can demonstrate that the asset will generate future economic benefits.
Davalopment costs are amortised on stralght line basis over 5 years.

Intangibie assets — Goodwill

Goodwill arises on a business combination and represents the excess of the consideration transferred,
the amount of any non-controlling interest in the acquiree and the acquisition-date falr value of any
previous equity interest in the acquires over the fair value of the identifiable net assets acquired. If the
total of consideration transferred, non-controlling interest recognised and previousty held interest
measured at falr value is tass than the fair value of the net assats of the subsidlary acquired, In the case
of a bargain purchase, the difference s recognised directly in the profit and loss account.

For the purpose of impaiment testing, goodwill acquired In a business combination is allocated to each of
the cash-generating units (CGUs), or groups of CGUs, that is expected to benefit from the synergies of
the combination. Each unit or group of units to which the goodwill Is allocated represents the lowest level
within the entity at which the goodwill is monitored for internal management purposes.

Goodwill impairment reviews are undertaken annually or more frequently if events or changes in
circumstances indicate a potential impalrment. The caerying value of the CGU containing the goodwill is
compared to the recoverable amount, which is the higher of value In use and the fair value less costs of
disposal. Any impairment is recognised immediately as an expense and Is not subsequently reversed.
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1.  Accounting policles (continued)
Property, plant and equipment

Land and bulldings held for use in the production or supply of goods or services, or for administrative
purposes, are stated in the balance sheet at cost. Depraciation on buildings is charged to income.

Properties in the course of construction for production, supply or administrative purposes, or for purposes
not yet determinad, are carried at cost, less any recognised impairment loss. Cost includes prafessicnal
fees and, for qualifying assets, borrowing costs capitatised in accordance with the company’s accounting
policy. Depreciation of these assets, on the same basis as other property assets, commences when the
assets are ready for their intended use. Freehold land is not depreciated.

Fixtures and equipment are stated at cost less accumuiated depreciation and any recognised impairment
toss.

Depreciation is provided on all tangible fixed assets, other than freshold land, at rates calculated to write
off the cost of each asset, less any residual value, on a straight-line basis over its expected useful life, as
follows:

Freehold property - 10 years

Plant and machinery - 5-12 years

Software - Up to 5 years

Paymaents on account and assets in the - No depraciation charged until transferred to
course of construction appropriate class of asset upon completion

Useful lives are reviewed, and adjusted if appropriate, at the end of every reporting period.
impairment of tangible and intangible assets

At each balance sheet date, the Company reviews the carrying amounts of its tangible and intangible
assets to determine whethar there Iis any indication that those assets have suffered an impairment loss. If
any such Indication exists, the recoverable amount of the asset Is estimated to determine the extent of the
impairment loss (if any). Where the asset does not generate cash flows that are independent from other
assets, the Company estimates the recoverable amount of the cash-generating unit to which the assst
belongs. An intangibla asset with an indefinite useful life is tested for impairment at least annually and
whenever there Is an indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to selt and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate
that reflacts current market assessments of the time value of money and the risks specific to the asset for
which the estimates of future cash flows have not been adjusted.

If the racoverable amount of an asset (or cash-ganerating unit) Is estimated to be less than its carrying
amount, the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount.
An impairment loss is recognised immediately in profit or logs, unless the relevant asset is carried at a
revalued amount, in which case the impairment loss is treated as a revaluation decrease.
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1.  Accounting policies (continued)
impairment of tangible and intangible assets (continued)

Where an impairment loss subsequently reverses, the camrying amount of the assat (or cash-generating
unit) Is increased to the revisad astimate of its recoverable amount, but 8o that the increased carrying
amount doas not excead the camrying amount that would have been determined had no impairment loss
been recognised for the asset (or cash-genaerating unit) in prior years. A reversal of an impairment loss is
recognised immediately in profit or loss, unless the relevant asset is carried at a revaluad amount, in
which case the reversal of the impalrment loss is treated as a revaluation increass,

Investments

Except as stated below, invastments, including Investments in joint ventures, are shown at cost less
provision for impairment. Current asset investments are stated at the lower of cost and net realisable
value.

The Company has taken advantage of the exemption avalilable to it under IAS 28 from applying the equity
method to its investment in a joint venture.

Inventories

Inventories are stated at the lowar of cost and net realisable value. Cost includes materials, direct labour
and an attributable proportion of manufacturing overheads based on normal levels of activity. Net
realisable value is based on estimated selling price, less further costs expected o be incurred to
completion and casts to be incurred in marketing, selling and distribution. Provision is made for absolate,
slow-moving or defective items where appropriate.

Taxatlon

Current tax, including UK corporation tax and foreign tax, is provided at amounts expected to be paid (or
racovered) uging the tax rates and laws that have been enacted or substantively enacted by the balance
sheet date. The tax currently payable is based on taxable profit for the year. Taxable profit differs from net
profit as reported in the profit and loss account because it excludes items of income or expense that are
taxable or deductible in other years and it further excludes items that are never taxable or deductible.

Deferred tox is the tax expacted to be payable or recoverable on differences between the carrying
amounts of assets and liabilities in the financial statemants and the coresponding tax bases used in the
computation of taxable profit, and is accounted for using the balance shest liability method. Deferred tax
liabilitles are generally recognised for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probabte that taxable profits will be available against which deductible
temporary differences can be utilised. Such assets and liabilities are not recognised if the temporary
difference arises from the initial racognition of goodwill or from the initial recognition (other than in a
business cambination) of other assets and liabilities in a transaction that affects neither the taxable profit
nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each batance sheet date and reduced to the

extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the
asset to be recovered.
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1. Accounting policies (continued)
Taxation (continued)

Deferved tax is calculated at the tax rates that are expected to apply in the period when the liability is
settled or the asset is realised based on tax laws and rates that have been enacted or substantively
enacted at the balance sheet date. Deferred tax is charged or credited in the profit and loss account,
except when it relates to items charged or credited in other comprehensive income, in which case the
deferred tax is also dealt with in other comprehensive income.

The measurement of deferred tax liabllities and assets reflacts the tax consequences that would foliow
from the manner in which the company expects, at the end of the reporting period, to recover or settle the
carrying amount of its assets and liabilities.

Deferrad tax assels and liabilities are offset when there is a legally enforceable right to set off current tax
assels against current tax liabilities and when they relate to income taxes levied by the same taxation
authority and the Company intends to settfa its current tax assets and liabilities on a net basis.

Current and deferred tax are recognised in profit or loss, except when they relate to items that are
recognised in other comprehensive income or directly in equity, in which case, the current and deferred
tax are also recognised in other comprehensive income or directly in equity respectively.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable and represents
amounts receivable for goods supplied, stated net of discounts, returns and value added taxes. The
company recognises revenue when performance obligations have been satisfied or when goods or
services have transferred to the customer and the customer has control of these. The company’s
activitias are described in detail below. The company basas its estimate of the returm on historical results,
taking into consideration the type of cusicmer, the type of transaction and the specifics of each
arrangement.

Sale of goods

The company manufactures and sells a range gyroscopes and inertial navigation systems. Sales are
recognised when control of the products has transferred, being when the products are delivered to the
customer, the customer has full discretion over the channe! and price to sell the products, and thers is no
unfulfilled obligation that could affect the customer's acceptance of the products. Delivery occurs when
the products have been shipped to the spacific location, the risks of obsolescance and loss have been
transferred to the customer and either the customer has accepted the products in accordance with the
sales contract, the acceplance provisions have lapsed, or the company has objactive evidence that all
criteria for acceptance have been satisfied.
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1.  Accounting policies (continued)
Over time revenuq recognition

Performance obligations are satisfied over-time if the customers receive the benefits as we perform work,
if the customer controls the asset baing worked on, or if the product being produced for the customer has
no altemative use and we have a contractual right to payment. Revenue is recognised for our
maintenance, repairs and overhaul contracts on an over time basis using the cost incurred to represent
work performed which corresponds with and best depicts transfer of control to the customer. Costs
include labour, materials, and other direct costs.

Sales of services

Revenue from providing services is recognised in the accounting period in which the services are
rendered. For fixed price contracts, revenue is recognised based on the actual service provided to the
end of the reporting period as a proportion of the total services to be provided because the customer
receives and uses the benefits simultanaously. This is determined based on actual labour hours spent
relative to the tota! expected labour hours.

Some contracts include multiple deliverables, such as the sale of equipment and related installation
services. However, the inslallation is simple, does not include an integration service and could be
parformed by another party. It is therefore accounted for as a separate parformance cbligation. Where the
contracts include multiple performance obligations, the transaction price will be allocated to each
performance obligation based on the stand alone selling prices. Where these are not directly cbservable,
they are estimated based on expected cost plus margin. If contracts include the installation of equipment,
revenue for the equipment is recognised at a polnt in time when the hardware is delivered, the legal tite
has passed and the customer has acceptsd the hardware.

Estimates of revenues, costs or extent of progress toward completion are revised if cicumstances
change. Any resulting increases or decreases In estimated revenues or costs are reflected in profit or loss
in the period in which the circumstances that give rige to the revision become known by managsment.

In case of fixed price contracts, the customer pays the fixed amount based on a payment schedule. If the
services rendered by the company excesds the payment, a contract asset is recognised. If the payments
exceeds the services rendered, a contract liability is recognised.

If the contract includes an hourly fes, revenue is recognised in the amount to which the company has a
right to invoice. Customers are invoiced on a monthly basis and conslderation is payable when invoiced.

Pension costs

For defined contribution schemes the amount charged to the profit and ioss account in respect of pension
costs and other post-retirement benefits is the contributions payabie in the year. Differences between
contributions payable in the year and contributicns actually paid are shown as either accruals or
prepayments in the balance sheet.

The Company participates in a group defined benefit scheme, ‘UTC (UK) Pension Scheme' for qualifying
employees. There is no contractual agreement or stated policy for charging the net defined benefit cost.
in accordance with IAS 19 (Revised 2011), the Company recognises a cost equal 1o its contribution
payable for the period, which is presented within other opersating expensaes in the profit and loss account.

21



Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2019

1.  Accounting policies (continued)
Forelgn currency

The financial statements are presented in pounds sterling, which is the currency of the pnmary economic
environment in which the Company operatas (its functional currency).

Transactions in currencies other than the functional currency are recorded at the rate of exchange at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the batance
sheset date are reported at the rates of exchange prevailing at that date. Non-monetary items that are
measured in terms of higtorical cost in a foreign currency are not retranslated.

Exchange differences are recognised in the profit and loss account in the period in which they arise

except for:

¢ exchange differences on foreign currency borrowings relating to assets under construction for future
productive use, which are included in the cost of those assets whan they are regarded as an
adjustment to interest costs on those fareign currency borrowings; and

e exchange differences on transactions entered into to hedge certain foreign currency risks (see below
under financial instrumaents).

Leases

The company leases vehicles. Rental contracts are typically made for fixed periods of 6 months to 10
years but may have extension options.

Contracts may contain both lease and non4ease components. The company allocates the consideration
in the contract to the tease and non-lease components based on their relative stand-alone prices. A
lessea may alect an accounting palicy, by asset class, to include both the lease and non-lease
components as a single component and account for it as a lease (thus eliminating the pricing allocation).
The Company has adopted this accounting policy election for equipment leases only.

Lease terms are negotiated on an individual basis and contain a wide range of differant terms and
conditions. The lease agreements do not impose any covenants other than the security interests in the
leased assets that are held by the lessor. Lease assets may not be used as security for borrowmg

purposes.

Until the 2018 financial year, leases of property, plant and equipment were classified as either finance
{eases or operating leases. From 1 January 2019, leases are recognised as a right-of-use asset and a
carresponding tiabllity at the date at which the leased asset is available for use by the company.

Assets and liabilities arising from a |ease are initially measured on a present value basis. Lease fiabilities
include the net present value of the following lease payments:

« Fixed payments (including in-substance fixed payments), less any lease incentives receivable;

e Varigbie lease payments that are based on an index or a rate, initlally measured using the index
or rate as at the commencement dats;

e Amounts expacted (o be payable by the company under residual value guarantees;

. Tht? exercise price of a purchase option if the company is reasonably certain to exercise that
oplion; and

o Payments of penalties for terminating the tease, if the laase term reflects the company exercising
that optian.
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1.  Accounting policies (continued)
Leages (continued)

Lease payments to be made under reasonably certain extension options are also included in the
measurement liabllity.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be
readily determined, which is generally the case for leases in the company, the lessee’s incremental
borrowing rate is used, being the rate that the individual lessee would have to pay to borrow the funds
necesgsary to obtain an asset of simitar value to the right-of-use assat in a similar economic environment
with simitar terms, security and conditions.

The company is exposed to potential future Increases in variable lease payments based on an index or
rats, which are not included In the lease liabfiity until they take effect. When adjustments to lease'
payments based on an index or rate take effect, the lease fiabillty is reassessed and adjusted against the
right-of-use asset.

Lease payments are allocated betwesn principal and finance cost. The finance cost is charged to profit or
loss over the lease period 8o as to produce a constant periodic rate of interest on the remaining balance
of the lease for each period.

Right-of-use assets are measured at cost comprising the following:

o The amount of the initial measurement of the lease liability;

* Any lease payments made at or before the commencement date less any lease incentives
received;

¢ Any initial direct costs; and

* Restoration costs.

Right-of-use assetls are generally depreciated over the shorter of the asset’s useful life and the lease term
on a straight-ine basis. If the company is reasonably certain to exercise a purchase option, the right-of-
use asset is depreciated over the underlying asset’s useful life.

Payments associated with short-term leases of equipment and vehicles and all leases of low-value assets
are recognised on a straight-line basis as an expense in the profit or loss. Short-term leases are leases
with a lease term of 12 months or less. Low-value assets comprise IT equipment and small items of office
fumiture.

Financial assets

Financial assets are classified into the following specified categories: at fair vatue through profit or loss
(FVTPL), fair value through other comprehensive income (FVOCI) and amortised cost. The classification
depends on the purpose for which the financial assets were acquired. Management determines the
classification of its financial assets at initial recognition.
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1.  Accounting policies (continued)

Financlal assets at fair value through profit or loss or at falr value through other comprehensgive
income

Financial assats at fair valua through other comprehensive Income (FVOCI) comprise:

« Equity securitias which are not held for trading, and which the company has irrevocably elected at initial
recognition to recognise in this category. These are strategic investments and the group considers this
classification to be more relevant.

« Dabt securities where contractual cash flows are solsly principal and interest and the objective of the
company’s business model is achieved both by collecting contractual cash flows and selling financial
assets

Financial assets at amortised cost

The company classifies its financial assets as at amortised cost only if both of the following criteria are
met:

« the asset is held within a business model whose objective is to collect the contractual cash flows, and
« the contractual terms give rise to cash flows that ara solely payments of principal and interest.
Financial assets at fair value through profit and loss

The following financial assets are classifiad at fair value through profit or loss (FVTPL):

« debt investments that do not qualify for measurement at either amortised cost

« aquity investments that are held for trading, and

« aquily investments for which the entity has not elected to recognise falr vatue gains and losses through
OocCl.

Impairment of financial assets
Assets carried at amortised cost

The company assesses, at the end of each reporting period, whether there is objective evidence that a
financial asset or group of financial assets is impaired.
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1.  Accounting policies (continuad)
Yrade and other recelvables

Trade and other recelvables are amounts due from customers for merchandise sald or services

in the ordinary course of business. if collection is expectsd In one year or ess (or in the normal
operating cycle of the business, if longer), they are classified as current assets. If not, they are presented
as noncurrent assets.

Trade and other receivables are recognised initially at fair value and subsequently measured at amortised
cost using the effective interest method, less provision for impairment.

The company applies the IFRS 9 simplified approach to measuring expected credit logses which uses a
lifetime expected loss allowance for all trade receivables.

To measure the expected credit losses, trade and other receivables have been grouped based on shared
credit risk characterigtics and the days past due. The group has concluded that the expected loss rates
for trade and other receivables are a reasonable approximation of the loss rates.

Government grants

Govemmaent grants are not recognised until there is reasonable assurance that the company will comply
with the conditions attaching to them and that the grants will be received.

Government grants are recognised in the profit and loss account on a systematic basis over the periods
in which the company recognises as expenses the related costs for which the grants are intended to
compensate. Specifically, government grants whose primary condition is that the Company should
purchase, construct or otherwise acquire non-current assets are recognised as deferred revenue in the
balance sheet and transferred to the profit and (0ss account on a systematic and rational basis over the
useful lives of the related assets.

Government grants that are receivable as compensation for expenses or losses already Incurred or for
the purpose of giving immediate financial support to the company with no future related costs are
recognised in the profit and loss account in the pericd in which they become recelvable.

The benefit of a governmant [oan at a below-market rate of interest is treated as a government grant,
measured as the difference between proceeds received and the fair value of the loan based on prevailing
market interest rates.

Govemment grants relating to tangible fixed assets are treated as deferred income and released to the

profit and loss account over the expected useful lives of the assets concemed. Other grants are credited
as ‘other operating income’ to the profit and loss account as the related expenditura is incurred.
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1.  Accounting policles (continued)
Provigsions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a result
of a past event, itis probable that the Company will be required to settie that obligation and a reliable
estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the
present obligation at the balance sheet date, taking into account the risks and uncertainties surrounding
the obligation. Where a provision is measured using the cash flows estimated to settie the present
obligation, its carrying amount is the present value of those cash flows.

When some or all of the economic benefits required to settie a provision are expscted to be recovered
from a third party, a receivable Is recognised as an assel if It ig virtually certain that reimbursement will be
received and the amount of the recelvable can be measured reliably.

Provisions are discounted where the impact of discounting is material.
Restructuring

A restructuring provision is recognised when the Company has deveioped a detalled formal plan for the
restructuring and has raised a valid expectation in those affected that it will camry out the restructuring by
starting to implement the plan or announcing its main features to those affected by it. The measurement
of a restructuring provision includas only the direct expenditures arising from the restructuring, which are
those amounts that are both necessarily entailed by the restructuring and not associated with the ongoing
activities of the entity.

Warranties

Provisions for the expected cost of warranty obligations are recognised at the date of sale of the relevant
products, at the directors’ best estimate of the expenditure required to settle the Company'’s obligation.

Loss making contracts

The loss making contract provision relates to long term contracts where the estimated total costs are
forecast to exceed contract values. In accordance with FRS 101 the entire loss is recognised as soon as
the loss is identified by management.

2. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies, which are described in note 1 above, the
directors are required to make judgements, estimates and assumplions about the carrying amounts of
assats and liabifities that are not readily apparent from other sources. The estimates and associated
assumptions are based on historical experience and other factors that are considered to be retevant.
Actlual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that
periad, or in the period of the revision and future periods if the revision affects both current and future
periods.
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2.  Critical accounting judgements and key sources of estimation uncertainty (continued)
Critical judgements in applying the company’s accounting policles

The following are the critical judgements, apart from thosae involving estimations (which are dealt with
separately below), that the directors have mads in the process of applying the Company’s accounting
policies and that have the most significant effect on the amounts recognised in financial statements.

Koy sources of estimation uncertainty

The key assumptions conceming the future, and other key sources of estimation uncentainty at the
balance sheset date, that have a significant risk of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year, are discussed below.

Recoverabllity of goodwill

Under the new accounting standards management have assessed the recoverabiliity of goodwill, with
reference to the estimated future cash fiows of the Company. The Company has followed 3 UTC wide
calculation and its future revenues do not indicate that goodwill requires impairment. The most significant
assumptions used in the impairment review is the discount rate apptied to forecast cash flows.

Recoverability of internally-generated intangible asset

During the year, management reconsidered the recoverability of its intemally-generated intangible asset
which is included in its batance sheet at £8,208,000 (2018: £5,589,000). The project continues to
progress in a very satisfactory manner, and customer reaction has reconfirmed management's previous
estimates of anticipated revenues from the project.

Useful economic lives of properties, plant and equipment

The annual depreciation charge for property, plant and equipment is sensitive to changes in estimated
useful economic livas of the assets. The useful lives of the assets are assessed on an annual basis and
are amended when necessary to reflact current estimates. See note 12 for the camrying amount for the
praperty, plant and equipment, and note 1 for the useful economic lives for each class of assets.

Useful economic lives of right of use assets

Right-of-use assets are generally depreciated over the shorter of the asset's useful life and the lease term
on a straight-fine basis. If the company is reasonably certain to exercise a purchase option, the right-of-
use asset is depreciated over the underlying asset’s useful life.

inventory provisioning

The Company is involved in the development, manufacture, marksting and selling of gyroscopes and
inertial navigation systems mainly {or military applications. These are subject to changing customer
demands and technological change. As a result it is necessary to consider the recoverability of the cost of
the inventory and the associated provisioning required. Management considers the nature and condition
of inventory, as wall as applies assumptions around expected future demand for the inventory, when
calculating the level of inventory provisioning. See note 15 for the net camrying value of inventory and
associated provision.
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2.  Critical accounting judgements and key sources of estimation uncartainty (continued)

Impairment of trade receivables

The company makes an estimate of the recoverable value of trade and other debtors. When assessing
Impaiment of trade and other receivables, management considers factors including the credit rating of
the recaivable, the age profile of the recaivable and historic experience. See note 16 for the net carrying

amount of the receivables and the assoclated impairment provision.

3. Revenue

An analysls of the Company’s revenue is as follows:

2019 2018
£000 £'000
Continuing operations
Sales of goods 79,765 58,362
Rendering of services 1,049 3,622
Royalty revenues 177 144
Other operating income 3,222 3,150
84,213 85,278
An analysis of the Company's revenue by class of business is set out befow:
2019 2018
£000 £'000
Revenue:
Original Equipment Manufacture 83,325 62,087
Aftermarket 888 3211
84,213 85,278
An analysis of the Company’s revenue by geographical market is set out below.
2019 2018
£000 £000
Revenue:
United Kingdom 10,418 9,218
Rest of Europe 10,158 5,284
North America 83,164 40,670
Rest of World 10,479 10,106
84,213 85,278
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4, Finance Income

2019 2018
£°000 £'000
Interast receivable from group companies 126 5§57
128 5§57

§.  Finance costs
2019 2018
£'000 £000
Interest on grant 7 -
Lease Hability * 4 -
11 -

* The company initially applied IFRS 18 at 1 January 2019, using the modified

approach. Under this approach,

retrospective
comparatve information is not restated and the cumutative effact of initlally applying IFRS 16 I8 recognised in retained samings at
the date of initial application. Thus, the comparatives presented are based on IAS 17 while the current year amounts ere based on

IFRS 16.

6. Profit before taxation
Profit before taxation Is stated after charging/ (crediting):

2019 2018

£'000 £'000
Net foreign exchange losses/ (gains) 208 (45)
Depreclation of tangible fixed assets:
. owned 1,014 732
Depreciation of right of use assets 96 -
Loss/(profit) on disposal of plant, property and equipment 1 (10)
Amortisation of intangible assets 196 254
Research and development 2,430 1,860
Lease expenses 24 23
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7. Auditors’ remuneration

Fees payable to PricewaterhouseCoopers LLP and their associates for the audit of the Company’s
financial statements were £36,000 (2018: £41,000).

Fees payable to PricewaterhouseCoopers LLP and their associates for the audit of Sllicon Sensing
Systems Limited joint venture were £nil (2018: £nif).

Fees payable to PricewaterhouseCoopers LLP and their agsociates for non-audit services of the
Company amount to £20,000 (2018: £35,000) and relate to taxetion services.

Fees payable to PricewaterhouseCoopers LLP and their associates for non-audit services of Silicon

Senging Systems Limited joint venture were £nil (2018: £ nil).

8. Statf costs
The average monthly number of employees (including executive directors) was:

2018

2018

Number Number

Administration and management 79 72
Engineering 85 85
Operations 163 T 129
327 286

Their aggregate remunaeration comprised:
2019 2018
£'000 £000
Wages and salaries 14,221 12,395
Soclal security cosls 1,403 1,223
Other pension costs (see note 23) 1,140 987
16,764 14,605

‘Other pension costs’ includes only those items included within operating costs.
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Notes to the financial statements
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9. Directors’' remuneration and transactions

2019 2018
£'000 £'000

Directors’ remuneration
Emoluments 309 201
Stock option . 26
Company contributions to money purchase pension schemaes 22 22
331 339

Two directors are executives of the company and their remuneration is disclosed.

2019 2018

Number Number

The number of directors who:

Members of a defined contribution pension scheme 2 2
2019 2018
£'000 £'000

Romuneration of the highest paid director:
Emoluments and amounts (excluding shares) under long term incentive 217 201

schemes

Stock option . 26
Company contributions to money purchase pension schemes 15 15
232 242

The highest paid director exercised share options in the year of £nil (2018: £26,000). During the year, the
highest paid director accrued retirement benefits in respect of defined contribution pension schemes.

There was no (2018: nil) compensation paid for loss of office.

3
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For the year ended 31 December 2019

10. Income tax expense

Tax charge Included In the profit and loss account:

2019 2018
£'000 £'000
Current tax

UK corporation tax on profits for the year 4,588 2,957
Adjustments In respect of prior years (3,436) 19
Total current tax 1,152 2,978

Deforred tax
Origination and reversal of timing differences 108 (53)
Under provision in deferred tax in prior years kY4 (26)
Total deferred tax (see note 20) 235 (79)
Total tax on profit 1,387 2,897

Factors affecting tax charge for the year:

The tax on the profit before tax for the year is lower than (2018: lower than) the standard rate of
corporation tax in the UK of 19% (2018: 19%). The charga for the year can be reconciled to the profit in
the profit and lass account as follows:

2019 2018 -

£'000 £'000
Profit before taxation 28,016 18,138
Tax on profit at standard UK corporation tax rate of 19% (2018: 19%) 5,323 3,446
Effects of:
Expenses not deductible for tax purposes 3 3
Income not taxable (380) -
Group relief recelved for nil payment (138) (526)
Adjustmaents in respect of prior years (3,399) Q)
Rate differential on temporary differences (29) (19)
Total tax charge for the year 1,387 2,897

The tax credit in future years may be affected by:
Ctaims for capital altowances are running in advance of depreciation. Whether this continues to be the

case depends on the leve! of capital allowance claims in the future and the level of future Investment in
fixed assets.
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10. Income tax expense (continued)
Factors that may affect future tax charge:

tn the Spring Budget 2020, the Govemmaent announced that from 1 April 2020 the corporation tax rate
would remain at 18% (rather than reducing to 17%, as previously enacted). This new law was
substantively enacted on 17 March 2020. As the proposal to keep the rate at 19% had not been
substantively enactad at the balance sheet date, its effects are not included in thesse financial statements.
Howaever, it is likely that the overafl effect of the change, had it been substantively enacted by the balance
sheset date, would be to increase the tax expense for the period and increase the defarred tax lability by
£16,000.

11. Intangiblo assets

Development Goodwilll Total
costs £000 £'000
£'000

Cost

At 1 January 2018 5,011 22,326 27,337
Additions 1,358 - 1,358
At 31 December 2018 6,369 22,326 28,688
Additions 2,815 - 2,815
At 31 December 2019 9,184 22,326 31,510
Accumulated amortisation

Al 1 January 2018 6§26 7.941 8,487
Amortisation 254 - 254
At 31 December 2018 780 7,944 8,721
Amortisation 196 - 186
At 31 December 2019 876 7,841 8,917
Nat book value

A@ 31 Qecember 2019 8,208 14,385 22,593
At 31 December 2018 5,580 14,385 19,974

Development costs retating to High Performance sensors and associated Inertiat Measurement Units
(IMU's) were capitalised in accordance with the measurement and recognition bases of 1AS 38 Intangible
Assets. Dependent on the project, the costs are amortised over 5 years straight fine basis or subject to
annual impairment. £7,808,000 has an indefinite life and is subject to annual impaiment (2018; £5,094,000)
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12. Property, plant and equipment

Freohold Plant and Software Paymsnts Total
Proporty machinery £000 onaccount £'000
£000 £'000 and assots
in the
course of
construction
£'000
Cost
At 1 January 2018 3.416 6,286 990 2,281 12,983
Additions - - - 3,087 3,087
Disposals - (223) - - (223)
Transfer between classes 508 1,811 404 (2,723) -
At 31 Dacember 2018 3,824 7.884 1,394 2,845 15,847
Additions - 10 - 3.854 3,864
Disposals - (55) - - (58)
Transfer between classes 727 2,920 140 (2,987) -
At 31 December 2019 4,651 9,959 1,534 3,512 19,8658
Accumulated depreciation
At 1 January 2018 1,930 3,446 840 - . 8,218
Depreciation 113 473 157 - 743
Disposals - (213) - - (213)
At 31 Dacember 2018 2,043 3,708 997 - 6,748
Oepreciation 80 802 132 - 1,014
Disposals - (44) . - (44)
At 31 Dacember 2019 2,123 4,484 1,129 . 7.716
Net book value
At 31 December 2019 2,528 5,495 405 3,512 11,940
Al 31 December 2018 1,88t 4,178 397 2,645 9,101




Atiantic Inertial Systems Limited

Notes to the financial statements
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13. Right of use asset

The company has a lease contract for company vehicles. The amounts recognised in the financial

statements n relation to the lease are as follows:
) Amounts recognised in the balance sheet
The balance sheet shows the following amounts relating to leases:

31 Decomber 1 January*
2019 2019
£'0600 £000
Right-of-use assats
Vehicles 123 144
123 144
Lease liabilities
Current a3 88
Non-current 60 51
123 137
Additions to the right-of-use assets during the 2019 financial year were £75,000*
(i) Amounts recognissd in the profit and logs account
The profit and loss account shows the following amounts relating to leases:
2019 2018
£'000 £'000
Deoprecilation charge of right-of-use assets
Vehicles 28 -
a8 -
Interest expense (included in finance cost) 4 -
Expense relating to leases of tow value assets that are not shown 24 _
above as short-term leases (included in administration expenses) ‘
2019 2018°
£'0600 £'000
Future minimum lease payments as at 31 December 2019 are as follows:
Not later than one year a3 18
Latar than one year and not later than five years 60 121
Total gross payments 123 139
Carrying amount of liability 123 139

* Tha company initiatly applied IFRS 16 at 1 January 2019, using the modified retrospective approach. Under this appeoach,
information is not restated and the cumutsative effect of initiatly applying IFRS 186 is recognised in retained eamings at

comparative
the date of Initia! application. Thus, the comparativas presented
IFRS 18. For adjustments recognised on adoptian of IFRS 18, please refer to note 28,

are basad on IAS 17 whte the current year amounts are based on
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14. Investments

£'000
Cost and net book value
At 1 January 2018 8,549
At 31 December 2018 6,549
At 31 December 2018 6,549

The Company’s investment in Silicon Sensing Systems Limited is treated as a joint venture because the
Company exercises joint contro! through its 50% holding of the voting rights.

Details of the Company's investments at 31 December 2019 are as follows. Unless otherwise indicated,
all ownership interests are in the ordinary share capital of the investee.

Name and registered address Place of Proportion of Propertion of
incorporation ownership voting power
{and Interest held
operation) % %
Silicon Sensing Systems Limited .
Clittaford Road, Southway, Plymouth, Devon, PL8 England $0% 50%
6DE, England .

The investment in the joint venture is stated at cost less provision for impairment.

15. Inventories

2019 2018

£000 £000

Raw materials and consumables 815 1,333
Work in progress 5,077 7,084
Finished goods and goods for resale 610 782
6,502 9,189

in the opinion of the Directors the difference batween the carmying value of inventory and its replacement
value is not material. There is a provision of £1,770,000 (2018: Enil) over stock held.

'
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16. Debtors

Trade receivables

Amounts owed by group undsrtakings
VAT

Other receivables

Prepayments and accrusd income
Deferred tax asset (note 20)

2019
£'000

19,602
39,889
889
208
802

61,880

2018
£'000

19,063
20,242
489

43

678

28
40,613

Loans to other group companies mature on a monthly basis and are renewable at a variable interest rate.

No interest is charged on inter-company trading balances.

Trade receivables are stated after provision for impairment of £70,000 (2018: £nil).

17. Creditors: amounts falliing due within one year

2019 2018
£'000 £'000
Trade cseditors 5,869 8,477
Amounts owed to group undertakings 2,027 1.548
Corporation tax 1,104 3,550
Accruals 4169 5,247
Deferred and uneamed income 7,303 5,694
Lease liability (note 13) 63 -
20,535 24,518

No interest is charged on inter-company trading balances (2018: £nit).

18.  Creditors: amounts falling due after more than one year

2019 2018
£'000 £'000
Accruals and deferred income 5,035 3,672
Lease liability (note 13) 80 -
5,006 3,672
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19. Provislons for liabilities

At 1 January 2018
Arising during the year
Al 31 December 2018
Amounts utilised
Arising during the year
At 31 December 2019

Product
warranties
£'000

182
182

182

Loss making
contracts
£'000

84
173
257

(257)

Deferred Tax
Provision
£'000

137
137

Total
£'000

84
355
439

(257)
137
319

Product warranties

The provision for product warranties relates to expected warranty claims on products sold in the last three
years. Itis expected that the majority of this expenditure will be incurred in the next financial year and that
all will be incurred within three years of the balance sheet date.

Loss making contracts

The loss making contract provision relates to long term contracts where the estimated total costs are

forecast to exceed contract values. In accordance with FRS 101 the entire loss is recognised as soon as

the loss is identified by management.
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20. Defeorred tax
The Company recognises defermed tax (liabilities) assets as follows:

Accaelerated tax
depreciation Other Total
£'000 £'000 £'000
At 1 January 2018 153 (134) 19
{Charged) / cradited to profit and loss account (132) 211 79
At 31 December 2018 21 77 98
(Charged) / credited to profit and loss account (158) (77) (235)'
At 31 Decomber 2019 (137) - (13a7)
The provision for deferred tax consists of the following deferred tax (liabilities) assets:
2019 2018
£'000 £000
Dsferred tax assets due within 12 months - 7
Total provision due within 12 months - 7
Deferred tax assets dus after mare than 12 months - 21
Deforred tax liabilites due after more than 12 months (137) -
Total provision due after more than 12 months (137) 21
Total deferred tax provision (130 98
21. Called up share capital
Ordinary shares ) -
2019 2018
£'000 £000
Allotted and fully pald
10,000 (2018: 10,000) Ordinary Shares of £1 each 10 10
Prefaronce shares of £1 each
2019 2018
£'000 £000
Allotted and fully pald
80,000 (2018: 80,000) Preference Shares of £1 each 90 80

As the preferance shares carry no right to dividends and are not redeemablie, they are considered to

constitute equity rather than debt and have therefore been recognised as such,
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22, Dividends on equity shares

Amounts recognised as distributions to equity holders in the year:

2019 2018

£°000 £'000

Final dividend for the year ended 31 December 2019 of £nil (2018: £8,810) . 88.100
per £1 share )

- 88,100

23. Retirement benefit schemes

Defined contribution schemes

The Company operates defined contribution retirement benefit schemes for all qualifying employees. The
assets of the schemes are held separately from those of the Company in funds under the control of
trustees. Where there are employees who leave the schemes prior to vesting fully in the contributions, the
contributions payable by the Company are reduced by the amount of forfeited contributions.

The total cost charged to income of £1,140,000 (2018: £9887,000) represents contributions payable to

these schemes by the Company at rates specified in the rules of the plans. There were no contributions
outstanding at the year end.

24. Related party transactions

2019 2018

£000 £000

Product sales v 70 93
Product purchases 718 726
Service charges to ralated parties 3,001 1,941
Royafty charges to related parties 176 150
Amounts owed to related parties 109 295
Amounts owed by related parties 443 118

As at 31 December 2019, the Company’s ultimate parent was United Technologies Corporation, whose
group financial statements are publicly available. Accordingly, the Company has taken advantage of the
exemption in FRS101 from disclosing transactions with fellow wholly owned members or investees of
United Technotogies Corporation Group, with the exception of related party transactions with the
Company’s jaint venture partner, Silicon Sensing Systems Limited. The above balances all relate to
Sificon Sensing Systems Limited.



Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2019

25. Changes in accounting policies

The company has adopted IFRS 16 Leasas retrospectively from 1 January 2019 but has not restated
comparatives for the 2018 reporting period, as permitted under the specific transition provisions In the
standard. The reclassifications and the adjustments arising from the new leasing ndes are therefore
recognised in the opening balance sheet on 1 January 2018.

On adoption of IFRS 16, the company recognised lease liabifities in refation to leases which had
previously been classified as ‘operating leases’ under the principles of IAS 17 Leases. These liabilities
were measured at the present value of the remaining lease payments, discounted using the lessee’s
incremental borrowing rate as of 1 January 2019. The welghted average lessee's incremental borrowing
rate applied to the Iease liabilities on 1 January 2019 was 3.82%.

in applying IFRS 16 for the first time, the company has used the following practical expedients permitted
by the standard:

* Applying a single discount rate to a portfolio of leases with reasonably similar characteristics;

¢ Relying on pravibus assessments on whether leases are onerous as an aitemative to performing
an impairment review — there were no onerous contracts as at 1 January 2019;

* Accounting for operating leases with a remaining lease term of less than 12 months as at 1
January 2019 as short-term leases;

* Excluding initia! direct costs for the measuremaent of the right-of-use asset at the date on initiat
application; and

o Using hindsight in determining the lease term where the contract contains options to extend or
terminate the lease.

The company has also elected not to reassess whether a conltract is, or contains a lease at the date of
Initial application. Instead, for contracts entered into before the transition date the company relied on its
assessment made applying IAS 17 and IFRIC 4 Determining whether an Arangement contains a Lease.

£000
Measurement of lease (iabilities
Operating lease commitments disclosed as at 31 December 2018 139
Discounted using the lessee’s incremental borrowing rate of 3.82% 2
at the date of initial application
Lease liabllity recognised as at 1 January 2019 ) 137
Of which are:
Current lease liabilities ) 86
Non-current lease llabilities _ 51

137
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26. Subsequent events

United Technologies Corporation ("UTC"), the ultimate parent company of a muitinational group of which
the Company was a member during the year ended 30 November 2019, separated into three
independent companies via spin-off transactions on 3 April 2020: (1) Otis Worldwide Corporation ("Otis"),
(2) Carrier Global Corporation ("Carrier”), and (3) UTC, an aserospace company comprised of the Collins
Aerospace Systems and Pratt & Whitney businesses.

On 9 June 2019, UTC entered into 8 merger agresment with the Raytheon Company to combine its
aerospace businesses with Raytheon to form a merged company, Raytheon Technologies Corporation
("RTX"). The merger was completed on 3 April 2020, shortly after the completion of the separation of Otis
and Carrier. As a rasult of this merger, the Company is now a member of RTX.

COVID-19

Allantic Inertial Systems Limited is impacted by public health crises such as the glcbal pandemic
associated with COVID-18. The COVID-19 pandemic has significantly increasad global economic and
demand uncertainty. Public and private sector poticies and initiatives in the U.S. and worldwide to reduce
the transmission of COVID-19, such as the imposition of travel restrictions and the adoption of remote
working, have impacted the Company’s business, operations and the aerospace sector as a whole.

The Company, and its uitimate parent company, Raytheon Technologies Corporation (RTX) (formerly
United Technologies Corporation) are working to protect its employees, maintain business continuity and
sustain its operations, including ensuring tha safety and protection of its employees working in our offices,
manufacturing and service facilities worldwide. The COVID-19 pandemic may also impact RTX's supply
chains, including the ability of suppliers and vendors to provide their products and services to RTX,
including the Company’s subsidiary operations.

COVID-18 has impacted and may further impact the broader economies of affected countrigs, including
negatively impacting economic growth, and creating volatility and unpredictability in financial and capital
markets, foreign currency exchange rates, and interest rates. The financial impact of the COVID-19
pandemic cannot be reasonably estimated at this time but may materially affect Atlantic Inertial Systems
Limited and its joint venture businesses, financial condition, results of operations and cash flows. The
extent of such impact depends on future developments, which are highly uncertain and cannot be
predicted, including new information which may emerge concerning the scope, severity and duration of
the COVID-19 pandamic and actions to contain its spread or treat its impact, among others.

27. Controlling party

The company’s immediate parent undertaking is Goodrich Limited.

The company's ultimate parent undertaking and controlling party throughout the year and as at 31
Oecembser 2019 was United Technologles Corporation, a company incorporated in the United States of
America.

On 3 April 2020 the company's ultimate parent undertaking and controlling party became Raytheon
Technologies Corporation, a company incorporated in the United States of America.

United Technologies Corporation is the smallest and largest group to consolidate these financial
statements.

Copies of the United Technalogies Corporation financial statements are publicly available and can be
obtained from www.rtx.com.
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