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Atlantic Inertial Systems Limited

Strategic Report for the year ended 31 December 2022

The Directors present their strategic report for the Company for the year ended 31 December 2022.

The Directors, in preparing this strategic report, have complied with s414C of the Companies Act

2006.

Atlantic Inertial Systems Limited is involved in the development, manufacture, marketing and selling of

gyroscopes and inertial navigation systems mainly for military applications.

At 31 December 2022 the company was a subsidiary of Raytheon Technologies Corporation (RTX).

Business review

The Company predominantly trades within the defence market which in recent times has been subject
to uncertainty where national defence budgets are under constant scrutiny and possible cutbacks.
Certain events on the world stage however have led to an uptick in defence spending which have seen

additional opportunities come our way.

We are also still facing supply chain challenges within the electronics market where long lead times
post pandemic still remain. This, alongside some of our customers’ development projects being delayed

has led to a drop in revenue of 24.2% in 2022 compared to 2021.

Sales for Original Equipment and Spares Manufacture fell by 23.9%. Aftermarket sales in 2022 fell

79% as contracts in this area came to a completion during 2021 and 2022. The overall margin

percentage fell slightly from 41% to 39%, but lower revenue led to a fali of 28% in gross profit and

48% in operating profit.

The company’s profit before tax fell by 47% over the year. This is due to the fall in sales and some

additional administration costs within the year.

Key performance indicators

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

Revenue

Operating profit

Profit for the financial year
Total shareholders’ funds

Current assets as % of current liabilities
Average monthly number of employees

2022
£000

62,259
13,622
12,194
65,948

232%
313

2021
£000

82,170
26,211
28,701
98,754

353%
349

Change

(24.2)%

(48)%
(57.5)%
(33.2)%



Atlantic Inertial Systems Limited

Strategic Report for the year ended 31 December 2022

Achieving Competitive Excellence

The business continues to deploy an operational framework which drives continuous improvement in
all areas across the business to help maintain healthy levels of margin within our business. The
business has a good line of sight in terms of order book coverage, with a number of key orders
received towards the end of 2022. We are anticipating a similar level of sales in 2023 before a return
to growth in 2024 and beyond.

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

Principal risks and uncertainties

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

Competitive risks

The Company is dependent on the performance of its large contracts. The Company, through a
continued commitment to excellence, seeks to achieve and exceed customer expectation and therefore
mitigate and reduce the risk of non-renewal and contract termination. 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 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 products, and
its success in securing volume production contracts to achieve the necessary throughput efficiencies.

Legislative risks

The company maintains its Quality certifications ISO 8001 and AS9100. The Company also holds
Environmental certification to ISO 14001 and accreditation to 1SO 17025 for their laboratory facilities.

COVID-19 current impact and future outiook

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

The large proportion of our customers and suppliers are operating business as usual, we remain in
constant contact with them to continue to monitor the situation. We are forecasting a stable leve! of
customer demand for our products in 2023. We are well placed to meet our 2023 plan with almost
half of orders already in place.

We are also seeing challenges within the supply chain and lead times for some components
increasing. The company has looked to mitigate this through long-term agreements and dual
sourcing where possible. We are also working closely with our suppliers on a regular basis so we can
keep abreast of the challenges within the supply chain and help to secure the matenal we need for
our customer demand.

To help keep the liquidity of our company healthy, we continue to take initiatives to contro! our cost
base. We have made reductions to spend our capital investments and company funded engineering.
We have done this though whilst still 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.

We will be constantly assessing and adapting to the changing environment we find ourselves in and
look to stabilise our position in 2023 and prepare for growth in 2024 and beyond,



Atlantic Inertial Systems Limited
Strategic Report for the year ended 31 December 2022

Russian invasion of Ukraine

In February 2022 Russia invaded Ukraine. In response additional financial, trade, and travel sanctions
were imposed on Russia and Belarus by some members of the International Community.

The company does not trade or hold assets in Russia, Belarus or Ukraine and therefore is not directly
affected. However, the economic knock-on effects of sanctions and the Black Sea blockade will
inevitably have short to long term effects as we have seen the ramifications in increased energy
prices, jump in inflation and interest rates. Given the global effects the conditions are likely to remain
fluid and complex. At an individual company level the conflict has not impacted the results of the
business.

Section 172 (1) Statement

This section describes how the directors have had regard to the matter set out in Section 172(1) (a) to
(f) of the Companies Act 2006 in exercising their duty to promote the success of the Company for the
benefit of its key stakeholders.

The likely consequences of any decision in the long-term

The directors of the Company have a duty of care to the key stakeholders when making decisions that
affect long-term sustainability of the Company. Key objectives are formulated as such to ensure that
the Company continues as a going concern. 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 the 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
period at www.rix.com.

Having regard to the interests of the Company's employees

Employee involvement

It is the policy of the Company to create a common awareness amongst employees of the financial
and economic factors affecting the performance of the Group. It is the policy of the Company to
maintain and develop employee involvement. Local managers provide information on a regular basis
on matters of concern to employees, using various means such as business review meetings, briefing
meetings, video presentations, company newsletters and training sessions.

Disabled employees

Applications for employment by disabled persons are always fully considered, bearing in mind the
abilities of the applicant concemed. In the event of members of staff becoming disabled every effort
is made to ensure that their employment with the Company continues and that appropriate training is
arranged. It is the policy of the Company that the training, career development and promotion of
disabled persons should, as far as possible, be identical to that of other employees.



Atlantic Inertial Systems Limited

Strategic Report for the year ended 31 December 2022

Section 172 (1) Statement (continued)

Employee Programmes and Benefits

The company operates ongoing employee development programmes which reflect development
needs highlighted in the annual performance reviews. The company sponsored a number of
employees on the RTX 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 programme 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 employee reward programme, together with a new
reward and recognition programme for those employees exhibiting exemplary performance. The
company operates a sports and sacial club available to the employees.

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 Company carefully manages and directs its business development team
to identify and win new business opportunities via the development of customer relations and by
continually improving its products.

Suppliers :

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 relationships
with key suppliers alongside the need to obtain value for money for our investors and the desired
quality and service levels 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 1ISO 8001 and AS9100. The
Company also holds environmental certification to 1SO 14001 and accreditation to ISO 170256 for their
laboratory facilities. These bodies 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 failure 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 RTX group audit function.

The Company manages its tax affairs responsibly and proactively to comply with tax legislation. 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 is convinced of the importance of health, safety and the environment to the success of
its business and is commiited to be an industry leader in its commitment to safety and environmental
responsibility.

The Company will, on a continuing basis: develop and maintain a culture which recognises the
importance of health, safety and the environment to its success and exercise its responsibilities in a
manner that reflects this; provide a healthy and safe place of work for all its employees; develop
products and operate facilities in a manner that strives to eliminate risk to employees, customers, the
environment and the community at large; and improve its performance in health, safety and
environmental matters by encouraging the participation, commitment and support of all employees.
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Strategic Report for the year ended 31 December 2022

Streamlined Energy and Carbon Reporting (‘SECR’)

This Report summarises the energy usage, associated emissions, energy efficiency actions and
energy performance for the Company under the government policy Streamlined Energy and Carbon
Reporting (‘SECR’), as implemented by the 2018 Regulations. It also summarises the methodologies
utilised for all calculations related to the elements reported under Energy and Carbon.

The following figures demonstrate year on year changes in consumption and resulting emissions for
the company.

During the year a couple of actions taken to improve the Company’s energy efficiency were;
installation of our solar panels, gas boiler and heating upgrades, compressor air dryer replacements
and leak fixes.

Utility and Scope

Scope 1 consumption and emissions relate to direct combustion of natural gas and fuels.

Scope 2 consumption and emissions relate to indirect emissions relating to the consumption of
purchased electricity in day to day business operations.

Scope 3 emissions that are as a consequence of the company's actions but the source is not owned
or controlled, and which are not classed as scope 2 emissions. For example business travel in private
cars.

The total consumption (kWh) figures for energy supplies are as follows:

2022 2021

Consumption Consumption

(kWh) {kWh)

Grid-Supplied Electricity (Scope 2) 2,346,526 2,771,464
Natural Gas (Scope 1) 160,268 276,715
Transportation (Scope 3) . L 36,543 6,875

Total ) 2,543,337 3,055,054

The totat emission (tCO:ze) figures for energy supplies are as follows. Conversion factors utilised in
these calculations are detailed below:

2022 2021

Consumption Consumption

{tCO.0) {tCO2e)

Grid-Supplied Electricity (Scope 2) 455 628
Natural Gas (Scope 1) 29 46
Transportation (Scope 3) 9 1
Total 493 675
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Strategic Report for the year ended 31 December 2022

Streamlined Energy and Carbon Reporting (‘SECR’) (Continued)

Intensity Metric

An intensity metric of tCO2e per £m revenue has been applied for the annual total emissions. The
methodology of the intensity metric calculations are detailed below, and results of this analysis is as

foliows:

2022 Intensity 2021 Intensity
Metric Metric

tCO2¢/Em revenue 7.92 8.23

Reporting Methodology

Scope 1 and 2 consumption and CO2e emission data has been calculated in line with the 2022 UK
Government environmental reporting guidance. To maintain continuity with the GHG reporting
undertaken before the implementation of SECR, only UK consumption and emissions are included
within the emissions reporting. The intensity metric therefore is also calculated utilising the UK
revenue figure.

Estimations undertaken to cover missing billing periods were calculated on a kWh/day pro-rata basis
at meter level. Where data was not available for the entirety of the reporting period, an average of
similar meter classes were taken and applied to the properties with no available data.

Intensity metrics have been calculated utilising the reported 2022 UK revenue figure, and tCOze for
both individual scurces and total emissions were then divided by this figure to determine the tCOze
per metric.

Future developments

The directors are forecasting a stable year for sales and profitability in 2023, this expectation stems
from discussions we have had with our customers as their own internal projects start to pick up again
after the delay witnessed in 2022.

Approval

Approved by the Board and signed on its behalf by:

S Anscombe
Director
26 July 2023

Clittaford Road
Southway
Plymouth
Devon

PL6 6DE



Atlantic Inertial Systems Limited

Directors’ Report for the year ended 31 December 2022

The directors present their report and audited financial statements of the company for the year ended
31 December 2022.

Future developments

Details of future developments can be found in the Strategic Report on page 6 and form part of this
report by cross-reference.

Research and development

During 2022 the Company invested £3,956,000 {2021: £4,768,000) in research and development of
new gyroscopes and navigation products. Of the total investment, £981,000 (2021: £2,216,000) was
capitalised as qualifying development costs.

Going concern

The directors have a reasonable expectation that the Company has adequate resources to continue
in operational existence for the foreseeable future. Thus they continue to adopt the going concern
basis in preparing the annual financial statements.

Further details regarding the adoption of the gomg concern basis can be found in the accounting
policies in the financial statements.

Financial risk management objectives and policies
Foreign currency risks

The company is exposed to currency risk when it has binding commercial or financial obligations in a
currency other than its functional currency and the related cash inflows and outflows are not equal in
amounts and timing. Foreign exchange exposures/risks are classified in two categories:

. transaction exposures/risks
. translation exposures/risks (accounting, balance sheet)

Activities are focused on transactional cash flows which arise from receivables, payables, loans, cash
balances, orders received, purchase orders, etc. The primary responsibility to identify hedge currency
exposures lies with the company, although the company extensively uses the resources and guidance
of the group treasury centre to manage foreign exchange risk.

Liquidity risk

The Company aims to mitigate liquidity risk by managing cash generation in its operations and applying
cash collection targets. Investment is carefully controlled, with authorisation limits operating at different
levels up to RTX 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 RTX funding strategy managed at corporate
treasury level.

a

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

Dividends

The company paid a dividend of £45,000,000 with no other dividend being proposed or paid in the
year (2021: £40,000,000).



Atlantic Inertial Systems Limited
Directors’ Report for the year ended 31 December 2022

Employee Involvement

Details of employee involvement can be found in the Strategic Report on page 3 and form part of this
report by cross-reference.

Environmental Matters

Details of Environmental Matters and Streamlined Energy & Carbon Reporting can be found in the
Strategic Report on pages 4-6 and form part of this report by cross-reference.

Directors

The directors who held office during the year and up to the date of signing the financial statements,
unless otherwise stated, are given below:

S Anscombe
S Minett (Appointed 16 January 2023)
K Pindard (Resigned 16 January 2023)

-Directors’ indemnities

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

Statement of directors’ responsibllities 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 regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that
law the directors have prepared the financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards, comprising FRS

101 “Reduced Disclosure Framework”, and applicable law). Under company law the directors must
not approve the financial statements uniess 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 suitable accounting policies and then apply them consistently;

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

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

¢ prepare the financial statements on the going concern basis unless it is inappropriate to
presume that the company will continue in business.

The directors are also responsible for safeguarding the assets of the company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregularities.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the company's transactions and disclose with reasonable accuracy at any time the financial
position of the company and enable them to ensure that the financial statements comply with the
Companies Act 2006.
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Directors’ Report for the year ended 31 December 2022

Directors’ confirmation
In the case of each director in office at the date the Directors’ Report is approved:

e so far as the director is aware, there is no relevant audit information of which the
company's auditors are unaware; and

o they have taken all the steps that they ought to have taken as a director in order to make
themselves 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 arrangements have been put in place for them to be deemed reappointed as independent
auditors in the absence of an Annual General Mesting.

Approved by the Board and signed on its behalf by:

[

S Anscombe
Director
26 July 2023

Clittaford Road
Southway
Plymouth
Devon

PL6 6DE



Atlantic Inertial Systems Limited

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

Report on the audit of the financial statements

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

e give a true and fair view of the state of the company’s affairs as at 31 December 2022 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, induding FRS 101 “Reduced Disclosure
Framework®, and applicable law); and

¢ have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual Report, which comprise: the
Balance sheet as at 31 December 2022; the Profit and loss account and 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 International Standards on Auditing (UK) (“ISAs (UK)") and
applicable law. Our responsibilities under 1SAs (UK) are further described in the Auditors’
responsibilities for the audit of the financial statements section of our report. We believe 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

Based on the work we have performed, we have not identified any material uncertainties relating to
events or conditions that, individually or collectively, may cast significant doubt on the company’s ability
to continue as a going concern for a period of at least twelve months from when the financial statements
are authorised for issue.

In auditing the financial statements, we have concluded that the directors’ use of the going concern
basis of accounting in the preparation of the financial statements is appropriate.

However, because not all future events or conditions can be predicted, this conclusion is not a
guarantee as to the company's ability to continue as a going concern.

Our responsibilities and the responsibilities of the directors with respect to going concern are described
in the relevant sections of this report.

Reporting on other information

The other information comprises all of the infarmation in the Annual Report other than the financial
statements and our auditors’ repart 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. :

10



Atlantic Inertial Systems Limited

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

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 obtained 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' report, we also considered whether the disclosures
required by the UK Companies Act 2006 have been included.

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to
report certain opinions and matters as described below.

Strategic report and Directors’ Report

In our opinion, 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 2022 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 in 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 statements that are free from material misstatement, whether due to fraud or error.

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

Auditors' responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion. Reasonable assurance is a high level of assurance, 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.

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect
of irregularities, including fraud. The extent to which our procedures are capable of detecting
irregularities, including fraud, is detailed below.

11



Atlantic Inertial Systems Limited

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

Based on our understanding of the company and industry, we identified that the principal risks of non-
compliance with laws and regulations related to employment legislation and health and safety
regulations, and we considered the extent to which non-compliance might have a material effect on
the financial statements. We also considered those laws and regulations that have a direct impact on
the financial statements such as the Companies Act 2006 and UK tax legisiation. We evaluated
management's incentives and opportunities for fraudulent manipulation of the financial statements
(including the risk of override of controls), and determined that the principal risks were related to
posting inappropriate journals to increase revenue or profit, and management blas in accounting
estimates. Audit procedures performed by the engagement team included:

¢ Discussions with management and the Directors, including consideration of known or suspected
instances of non-compliance with laws and regulation and fraud;

¢ Reviewing relevant minutes of senior management and director meetings;

Evaluation of management's controls designed to prevent and detect irregularities, in particular the
whistleblowing policy and employee code of conduct;

« Challenging assumptions and judgements made by management in their significant accounting
estimates, in particular in relation to the recoverability of goodwill and internally generated
intangible assets, useful economic lives of assets and provisioning; and

« Identifying and testing journal entries, in particular and entries posted with unusual account
combinations.

There are inherent limitations in the audit procedures described above. We are less likely to become
aware of instances of non-compliance with laws and regulations that are not closely related to events
and transactions reflected in the financial statements. Also, the risk of not detecting a material
misstatement due to fraud is higher than the risk of not detecting one resulting from error, as fraud may
involve deliberate cancealment by, for example, forgery or intentional misrepresentations, or through
collusion.

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 2006 and for no other purpose. We
do not, in giving these opinions, accept or assume responsibility 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.

Other required reporting

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

we have not obtained all the information and explanations we require for our audit; or
adequate accounting records have not been kept by the company, or returns adequate for our
audit have not been received from branches not visited by us; or

e 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 report arising from this responsibility.

Stephen Patey (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Bristol

26 July 2023

12



Atlantic Inertial Systems Limited

Profit and loss account
for the year ended 31 December 2022

Revenue

Cost of sales
Gross profit

Administrative expenses
Other operating income
Operating profit
Finance income
Finance costs

Profit before taxation

Income tax (charge)/credit

Profit for the financial year

Note

N

10

2022
£'000

62,259

(37,924

24,335
(10,713)

13,622

279
13,901
(1,707)

12,194

2021
£'000

82,170

(48,386)

33,784
(8.199)
626
26,211
7

1)
26,217
2,484

28,701

The company has no recognised other comprehensive income other than its profit for the financial
years ended 31 December 2022 and 31 December 2021, and hence no separate statement of

comprehensive income has been presented.
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Atlantic Inertial Systems Limited
Registered number: 06208660

Balance Sheet
As at 31 December 2022

Note 2022 2021
£000 £'000
Fixed assets
Intangible assets 11 23,016 26,137
Tangible assets 12 12,416 12,949
Right-of-use assets 13 104 204
Investments 14 6,549 6,549
42,085 45,839
Current assets
Inventories 15 9,678 6,940
Debtors 16 36,669 73,463
46,347 80,403
Creditors: Amounts falling due within one year 17 (19,985) (22,807)
Ngt current assets 26,362 57,596
Total assets less current liabilities 68,447 103,435
Creditors: )a{:::unts falling due after more than one 18 (387) (3.003)
Provisions for liabilities 19 (2,112) (1,678)
Net assets 65,948 98,754
Equity
Called up share capital 21 100 100
Share premium account 12,126 12,126
Capital contribution reserve 20,876 20,876
Profit and loss account 32,846 665,652
Total shareholders’ funds 65,948 98,754

The notes on pages 16 to 43 form part of these financial statements.

The financial statements on pages 13 to 43 were approved by the board of directors on 26 July 2023

and were signed on its behalf by

Lot

S Anscombe
Director

14



Atlantic Inertial Systems Limited

Statement of changes in equity
For the year ended 31 December 2022

Called up

share

capital

(Note 21)

£'000

Balance at 1 January 2021 100

Profit for the financial year -

Total comprehensive income for the .
year

Dividends (note 22) -

Balance at 31 December 2021 100

_Profit for the financial year .

Total comprehensive income for the .
year

Dividends (note 22) -

Balance at 31 December 2022 100

Share
premium
account
£'000

12,126

12,126

Capital
contribution
reserve
£000

20,876

Profit
and loss
account

£'000

76,951

28,701

28,701

(40,000)

65,652

12,194
12,194

(45,000)

32,846

Total
shareholders
funds
£000

’

110,053

28,701
28,701

(40,000)
98,754
12,194

12,194

(45,000)

65,948
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Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

1. Accounting policies

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

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

The principal accounting policies are summarised below. They have all been applied consistently
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 2006 as applicable to companies using FRS 101.

The financial statements have been prepared on a going concern basis and under the historical cost
convention.

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 sell an asset or paid to transfer a liability in an orderiy
transaction between market participants at the measurement date, regardless of whether that price is
directly observable or estimated using another valuation technique. In estimating the fair value of an
asset or a liability, the company takes into account the characteristics of the asset or liability if market
participants would take 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 basis, 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 IAS 2 or value in use in
IAS 36.

In addition, for financial reporting purposes, fair value measurements are categorised into Level 1, 2
or 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:

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

. Leve! 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

. Leve! 3 inputs are unobservable inputs for the asset or liability.
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Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

1. Accounting policies {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, Raytheon Technologies 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 exemptions
available under that standard. The key exemptions taken are as follows:

IFRS 3 - not to restate business combinations before the date of transition

IFRS 7 - financial instrument disclosures

IFRS 13 - disclosure of valuation 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

IAS 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 property, plant and
equipment

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

IAS 36 - paragraphs 130(f)ii), 130(f)(iii), 134(d) to 134(f) and 135(c) to 135(e)

Where required, equivalent disclosures are given in the group financial statements of Raytheon
Technologies Corporation.

The group financial statements of Raytheon Technologies Corporation are available to the public and
can be obtained as set out in note 26.

Adoption of new and revised Standards

No new accounting standards, or amendments to accounting standards, or IFRIC interpretations that
are effective for the year ended 31 December 2022 have had a material impact on the company.
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Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

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, liquidity position and barrowing 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 meets its day to day working capital requirements through a cash pooling arrangement
which is centrally managed by its uitimate parent undertaking.

The directors have a reasonable expectation that the Company has adequate resources to continue
in operational existence for the foreseeable future. Thus they continue to adopt the going concern
basis of accounting in preparing the annual financial statements.

Intangible assets acquired separately

Intangible assets with finite useful lives that are acquired separately are carried at cost less
accumulated amortisation and accumulated impairment losses. Amortisation is recognised on a
straight-line basis over their estimated useful lives. The estimated useful 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 useful lives that are acquired
separately are carried at cost less accumulated impairment losses.

Intangible assets — Development costs

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

Intangible 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 fair
value of any previous equity interest in the acquiree over the fair value of the identifiable net assets
acquired. If the total of consideration transferred, non-controlling interest recognised and previously
held interest measured at fair value is less than the fair value of the net assets of the subsidiary
acquired, in the case of a bargain purchase, the difference is recognised directly in the profit and loss
account.

For the purpose of impairment 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 leve! 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 impairment. The carrying value of the CGU containing the goodwili
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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Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

1.  Accounting policies (continued)
Tangible assets

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

Properties in the course of construction for production, supply or administrative purposes, or for
purposes not yet determined, are carried at cost, less any recognised impairment loss. Cost includes
professional fees and, for qualifying assets, borrowing costs capitalised 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 accumulated depreciation and any recognised
impairment loss.

Depreciation is provided on all tangible fixed assets, other than freehold 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

Payments on account and assets in the - No depreciation charged until transferred

course of construction to appropriate class of asset upon
completion

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

At each balance sheet date, the Company reviews the carrying amounts of its tangible and intangible
assets to determine whether there is 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 asset belongs. An intangible 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 sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks specific to the
asset for which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating 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 loss, unless the
refevant asset is carried at a revalued amount, in which case the impairment loss is treated as a
revaluation decrease.

19



Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

1. Accounting policies (continued)
Impairment of tangible and Intangible assets (continued)

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-
generating unit) is increased to the revised estimate of its recoverable amount, but so that the
increased carrying amount does not exceed the carrying amount that would have been determined
had no impairment loss been recognised for the asset (or cash-generating 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 revalued amount, in which case the reversal of the impairment loss is treated as a
revaluation increase.

Investments

Except as stated below, investments, 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 available to it under IAS 28 from applying the
equity method to its investment in a joint venture. :

Inventories

Inventories are stated at the lower 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 to be incurred to
completion and costs to be incurred in marketing, selling and distribution. Provision is made for
obsolete, slow-moving or defective items where appropriate.

Taxation

Current tax, including UK corporation tax and foreign tax, is provided at amounts expected to be paid
(or recovered) using 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 tax is the tax expected to be payable or recoverable on differences between the carrying
amounts of assets and liabilities in the financial statements and the corresponding tax bases used in
the computation of taxable profit, and is accounted for using the balance sheet liability method.
Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax
assets are recognised to the extent that it is probabie 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 recognition of goodwill or from the initial recognition
(other than in a business combination) 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 balance 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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Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

1.  Accounting poticies (continued)
Taxation (continued)

Deferred 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 liabilities and assets reflects the tax consequences that would
follow 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.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current
tax assets against current tax liabilities and when they relate to income taxes levied by the same
taxation authority and the Company intends to settle 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
activities are described in detail below. The company bases its estimate of the return on historical
results, taking into consideration the type of customer, 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 channel and price to sell the products, and there is
no unfuffilled obligation that could affect the customer's acceptance of the products. Delivery occurs
when the products have been shipped to the specific location, the risks of obsolescence and loss
have been transferred to the customer and either the customer has accepted the products in
accordance with the sales contract, the acceptance provisions have lapsed, or the company has
objective evidence that all criteria for acceptance have been satisfied.

Over time revenue recognition

Performance obligations are satisfied over-time if the customers receive the benefits as we perform
work, if the customer controls the asset being worked on, or if the product being praduced for the
customer has no alternative 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.
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Atlantic Inertial Systems Limited

Notes to the financial statements
For the year ended 31 December 2022

1. Accounting policies (continued)
Revenue recognition (continued)

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 simultaneously. This is determined based on actual iabour hours spent
relative to the total expected labour hours.

Some contracts indude multiple deliverables, such as the sale of equipment and related installation
services. However, the installation is simple, does not include an integration service and could be
performed by-another party. It is therefore accounted for as a separate performance obligation. 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
observable, they are estimated based on expected cost plus margin. If contracts include the
installation of equipment, revenue for the equipment is recognised at a point in time when the
hardware is delivered, the legal title has passed and the customer has accepted the hardware.

Estimates of revenues, costs or extent of progress toward completion are revised if circumstances
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 rise to the revision become known by
management.

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

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

Pension costs

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

Foreign currency

The financial statements are presented in pounds sterling, which is the currency of the primary
economic environment in which the Company operates (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
balance sheet date are reported at the rates of exchange prevailing at that date. Non-monetary items
that are measured in terms of historical 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:

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

e exchange differences on transactions entered into to hedge certain foreign currency risks (see
below under financial instruments).
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Notes to the financial statements
For the year ended 31 December 2022

1. Accounting policies (continued)
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 non-lease components. The company allocates the
consideration in the contract to the lease and non-lease components based on their relative stand-
alone prices. A lessee may elect an accounting policy, 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 Caompany has adopted this accounting policy election for equipment leases
only.

Lease terms are negotiated on an individual basis and contain a wide range of different 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 borrowing
purposes.

From 1 January 2020, leases are recognised as a right-of-use asset and a corresponding liability at
the date at which the leased asset is available for use by the company.

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

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

¢ Variable lease payments that are based on an index or a rate, initially measured using the
index or rate as at the commencement date;

« Amounts expected to be payable by the company under residual value guarantees;

¢ The exercise price of a purchase option if the company is reasonably certain to exercise that
option; and

o Payments of penalties for terminating the lease, if the lease term reflects the company
exercising that option. -

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

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 lsases 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
necessary to obtain an asset of similar value to the right-of-use asset in a similar economic
environment with similar terms, security and conditions.

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

Lease payments are allocated between principal and finance cost. The finance cost is charged to

profit or loss over the lease period so as to produce a constant periodic rate of interest on the
remaining balance of the lease for each period.
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1. Accounting policies (continued)
Leases (continued)
Right-of-use assets are measured at cost comprising the following:

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

¢ Anylease payments made at or before the commencement date less any lease incentives
received;
Any initial direct costs; and
Restoration costs.

Right-of-use assets are generally depreciated over the shorter of the asset'’s useful life and the lease
term on a straight-line 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 ioss. Short-term leases
are leases with a lease term of 12 months or less. Low-value assets comprise IT equipment and smali
items of office fumiture.

Financial instruments

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial
liability or equity instrument of another entity. Financial assets and financial liabilities are recognised in
the company's balance sheet when the company becomes a party to the contractual provisions of the
instrument.

Financial assets

Financial assets are classified into the following specified categories: at fair value 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.

Financial assets at fair value through profit or loss or at fair value through other
comprehensive income

Financial assets at fair value through other comprehensive income (FVOCI) comprise:

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

« Debt securities where contractual cash flows are solely 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 mode! whose objective is to collect the contractuat cash flows,

and
» the contractual terms give rise to cash flows that are solely payments of principal and interest.
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1. Accounting policies (continued)

Financial assets (continued)

Financial assets at fair value through profit and loss

The following financial assets are classified at fair value through profit or toss (FVTPL):

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

= equity investments that are held for trading, and

- equity investments for which the entity has not elected to recognise fair value gains and losses
through OCI.

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.

Trade and other receivables

Trade and other receivables are amounts due from customers for merchandise sold or services
performed in the ordinary course of business. If collection is expected in one year or less (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 losses 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 characteristics 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

Government 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 loss 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 period in which they become receivable.

The benefit of a government loan 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.
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1.  Accounting policies (continued)
Government grants (continued)

Government 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 concerned. Other grants are
credited as 'other operating income’ to the profit and loss account as the related expenditure is
incurred.

Provisions

Pravisions are recognised when the Company has a present obligation (legal or constructive) as a
result of a past event, it is probable that the Company will be required to settle 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 settle
the present obligation, its carrying amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be recovered
from a third party, a receivable is recognised as an asset if it is virtually certain that reimbursement will
v be received and the amount of the receivable can be measured reliably.

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

A restructuring provision is recognised when the Company has developed a detailed formal plan for
the restructuring and has raised a valid expectation in those affected that it will carry out the
restructuring by starting to impiement the plan or announcing its main features to those affected by it.
The measurement of a restructuring provision includes 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
obtigation.

Loss making contracts -

The loss making contract provision refates 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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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 assumptions about the carrying amounts of
assets and liabilities 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 relevant.
Actual 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 period, or in the period of the revision and future periods if the revision affects both
current and future periods.

Critical jJudgements in applying the company’s accounting policies

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

Key sources of estimation uncertainty

The key assumptions concerning the future, and other key sources of estimation uncertainty at the
balance sheet 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.

impairment of indefinite lived intangible assets

Determining whether the company's goodwill balance is impaired requires estimations of the revenues

.included within the forecasts to assess the asset's value in use. The value in use calculations require
the entity to estimate the future cash flows expected to arise and suitable discount rates in order to
calculate present values. The carrying amount of gocdwill at the balance sheet date was £14,385,000
(2021: £14,385,000) with no impairment loss recognised in 2022 (2021: £nil).

Recoverability of internally-generated intangible asset

During the year, management reconsidered the recoverability of its internally-generated intangible
asset which is included in its balance sheet at £8,631,000 (2021: £11,752,000). Although several
projects are progressing satisfactorily, upon conducting an internal review and assessing anticipated
revenues from certain projects, it was deemed necessary to impair their remaining capitalised value.

Useful economic lives of tangible assets

The annual depreciation charge for property, plant and equipment is sensitive to changes in estimated
useful economic lives of the assets. The useful lives of the assets are assessed on an annual basis
and are amended when necessary to reflect current estimates. See note 12 for the carrying amount
for the property, 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-line 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.
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2. Critical accounting judgements and key sources of estimation uncertainty (continued)

Inventory provisioning

The Company is involved in the development, manufacture, marketing and selling of gyroscopes and
inertial navigation systems mainly for 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 well as applies assumptions around expected future demand for the
inventory, when calculating the level of inventory provisioning. See note 15 for the net carrying value
of inventory and associated provision.

Impairment of trade receivables
The company makes an estimate of the recoverable value of trade and other debtors. When
assessing impairment of trade and other receivables, management considers factors including the

credit rating of the receivable, the age profile of the receivable and historic experience. See note 16
for the net carrying amount of the receivables and the associated impairment provision.
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3. Revenue

An analysis of the Company's revenue is as follows:

2022 2021
£000 £000
Continuing operations
Sales of goods 56,863 76,258
Rendering of services 653 904
Royalty revenues 281 158
Other operating income 4,462 4,850
62,259 82,170
An analysis of the Company’s revenue by class of business is set out below:
2022 2021
£000 £000
Revenue:
Original Equipment and Spares Manufacture 62,156 81,686
Aftermarket 103 484
62,259 82,170
An analysis of the Company's revenue by geographical market is set out below:
2022 2021
£000 £'000
Revenue:
United Kingdom 17,179 11,556
Rest of Europe 3,386 1,395
North America 21,353 34,671
Rest of World 20,341 34,548
62,259 82,170
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3 - Revenue (contrnued) ' <
The company.undertakes development contracts wh'_ich have a linked follow-on prodyction, ‘
contract. Revenue and costs for the development stage of these contracts are capitalised in the

balance sheet and amortised over the life of the production contract so that contract assets and
habrlltles are held on the balance sheet until the production phase commences. .

The company has recogmsed the followmg assets and Ilabllmes related to contracts with customers

31 Dec.2022 31 Dec 2021 31 Dec 2020 v

£'000 3 £'000 £'000

Current contract assets relating to . - .
devetlopment contracts _ 9,661 9.220 , ,8'555 :
Accumulated amortisation’ - (5,687) - (3.48(_)) . (994)
Net contract assets . - , 3,974 5740 7,561
Contract liabilities relating to o ' ' ’ : ‘

) development contracts - T . sn7 A - 7,690,
Accumulated amortisation . ' - (4,776) - (3,004) _ (911)

" Net contract liabilities . - 3,341 . © 4,779 8,779

R

(1) Significant changesi in contract assets and liabilities

Contract assets for the development contracts. have increased by £440 868 in 2022 (2021 £664,725
increase) before amortisation, as the company has provided more engineering and- development
services ahead of the agreed payment schedules for the linked follow on production contract. The

: company also recogmsed a loss allowance for contract assets in accordance with IFRS 9.

Contract liabilities for the development contracts have increased by £244 000 in 2022 (2021
£182,620 increase) before amortisation. The increases in 2022 and 2021 were due to revenue being
able to be recognized and capltalrsed as development work progressed and an increase in overall

" contract activity. . _ .

(2) Revenue recognlsed in relatlon to contract liabilities ‘
The following table shows how much of the.revenue recogmsed in the current reportmg year relates to

carned-forward contract liabilities. .

2022 2021

£000  £000
Revenue recognlsed that was included in the contract Ilablllty balance at
the beginning of the year . . } _
Development contracts o 1,682 2,183

(3) Assets recognlsed from costs to fulfil a contract :
In addition to the contract balances disclosed above,:the company has also recognlsed an asset in’
relation to costs to fulfil development contracts.

2022 2021

£000 - £'000
Amortisation recoqmsed as cost of provtdrnq servrces dunnq the year A 2,206 2 486

Durmg the year, there were no impairment losses recognlsed on contract assets in the profit or loss in
2022 (2021: £nil): .
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4. Finance Income

2021

2022
£'000 £000
Ihtete’_st receivable from group companies 279 7
: ' 279'_ 7
§.  Finance costs
2022 - 2021
£'000 “£'000
Lease liability ' - 1
S - 1
6.  Profit before taxation
Profit before taxation is stated after (crediting)/charging:
' 2022 2021
£'000 £000
" Net foreign exchange gains . '(649) (70)
Depreciation of tangible fixed assets:’ ' . . -
- owned , - 1,431 1,297
Depreciation of nght-of-use assets 71. . 86
Loss on disposal of fixed assets - 151
Loss on disposal of intangible assets 3,564 -
Amortisation of intangible assets . 1,143 1,068
Stock recognised as expense . 26,933 39,410
Impairment of inventory 1,423 384
Impairment of intangible assets (605) -
Research and development 2,975 3,620

7. Auditors’ remuneration

Fees payable to PncewaterhouseCoopers LLP and their associates for the audlt of the Company s

financial statements were £48,000 (2021 £44,000).

Fees payable to PricewaterhouseCoopers LLP and their associates for non audlt services of the

Company amount to £31,000 (2021: £47,000) and relate to taxation compliance services.
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8. Staff costs
" The average monthly numbe‘r. of employees (including executive directqrs) was:

2022

2021

Number .  Number

Administration and management - S - - K 59 68

Engingering - : _ S _ 142 145

Operatons - ' } o : .o nz 136
L . ' : : ’ ' 313 . . 349 .

- .
Their aggregate remuneration co_r'nprised;

' - 2022 2021

) £000 + £'000

'Wages aﬁd salaries T 13,799 -15,188
Social security costs .- o B 1,483 1,466 -
Other pension costs (see note 23) . o ' 1,154 1,246 .

. ~ . . 16,436 17,900 +

- 'Other pension costs' includes only those items included within operating costs.
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9. . Directors’ remuneration and transactions

‘2022 - 2021
£000 £'000
Directors’ remuneration
Emoluments ) , 4 . .376 © 296
Company contributions to money purchase pension schemes - 25 23
- : ' ' 401 319
Two .directo}s are executives of the comp'any and their remuneration is disclosed.
2022 2021
. Number Number
The number of directors who:
Members of a defined contribution pension scheme 2 2
2022 2021
£'000 £'000
. Remuneratlon of the hlghest paid director
-Emoluments and amounts (excludlng shares) under long—term mcentlve 271 224
schemes o
Company contributions to money pu_rchase pension schemes 17 16
I - ' 288 . 237

The highest paid director exercised share options in-the year of £nil (2021: £nil). DQring the year, the
highest paid director accrued retirement benéfits in respect of defined contribution pension schemes. -

There was no (2021: £nil) compensation paid for loss of office.
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10. Income tax credit
Tax credit included in the profit and loss account:

2022 2021

, £0600 ~ ~ £000
Current tax
UK Cbrporation tax on-profits for the year- : 1,591 -
Adjustments in respect of prior years _ . : ' - {2,905)
Total current tax : ‘ ' ‘ . 1,591 (2,905)
Deferred tax . .
~ Origination and reversa] of timing differences . . 245 253
Impact of change in tax rate - 176
Over provision in deferred tax in prior years o - (129) ‘ (8)
Total deferred tax (see note 20) . : - 116 .oa
Total tax on profit ' . 1,707 " (2,484)

Factors affecting tax credit for the year:

The tax on the profit before taxation for the year is lower than (2021: lowel" than) the standard rate of
corporation tax in the UK of 19% (2021: 19%) The credit for the year can. be reconciled to the profit in
the profit and loss account as follows:

2022 2021
£'000 £000
' Profit before taxation . . ‘ 13,901 26,217
ax on profit befor: ion at st rd UK corporation tax r 9
'(r2021 1p9?/: )t € Qxato A at standard UK corpo at? tax rate of 19% | 2,641 4.981
Effects of: ‘ : C
Expenses not deductible for tax purposes o (50) (60)
Group relief received for nil payment — : . (814) (4,668)
Adjustments in respect of prior years o : (129) (2,905)
Under/(over) provision in deferred tax in prior years - (8)
Impact of change in tax rate _— . - - 176
_Rate differential on temporary dufferences - ‘ 59 -
_ Total tax credit for the year ' ‘ ‘ : 1,707 . (2.484)

- The tax credit in future years may be affected by:

Cilaims for capital allowances are running in advance of depreciation. Whether this continues to be the
case depends on the {evel of capital allowance claims in the future and the level of future investment
in fi xed asselts.

Factors that may affect future tax charge:
in the March 2021 Budget, the Government announced that from April 2023 the corporétion tax rate
‘would increase from 19% to 25%. The change had been substantively enacted by the balance sheet

date and hence the impact of any resulting changes to the valuation of any deferred tax assets or
luabnlmes is reflected within the financial statements.
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11. Intangible aseets

~ Goodwill

Total

\ ‘Development
. costs £'000 £000
£'000 v

Cost
At 1 January 2021 12,503 22,326 34,829
Addiions 2286 - - 2216
At 31 December 2021 14,719 22,326 - 37 045
Additions T 981 - . 981 .
Impairment _ (3,564) - .(3,564)
At 31 December 2022 12,136 22,326 34,462
‘Accur‘r_lulated amortisation
At 1 January 2021 1,899 7.941 - 9,840
Amortisation 1,068 - 1,068

" At 31 December 2021 2,967 7.941 10,908
Amortisation 1,143 - 1,143
Impairment (605) - (605)..
At 31 December 2022 3,508 7,941 11,446
Net book value
At 31 December 2022 8,631 - 14,385 23,016
At 31 December 2021 11,752 14,385 26,137

Development costs relating to High Performance sensors and associated Inertial Measurement Units

(IMU’s) were capitalised in accordance with the measurement and recognition bases of IAS .38

. Intangible Assets. Dependent on the project, the costs are amortised over 5 years straight line basis.
or subject to annual impairment. £6,412, 000 has an mdeﬁmte life and is subject to annual |mpa|rment

(2021: £8,360 000)
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12. . Tangible assets

Freehold -  Plant and Software ' Payments Total

Property machinery . £'000 on account. ~ £'000
£000 . £000 . : and assets
) inthe
course of
construction
£'000

.Cost - g : ' - : T
At 1 January 2021 - 6040 - 10679 1,842 3435 21,996

" Addiions - - - - - 1213 1,213
Disposals ' © (136) - (32) - - . © (168)

' Transfer between classes - 920 982 160 . (2.062) -
At 31 December 20217~ - 6,824 . 11,629 - 2,002 2,586 23,041 .
Additions : - - T . 898 © . 898

. Transfer between classes S 225 2278 - - (2,500) -

" At 31 December 2022 7,049 13,904 2,002 984 23,939
Accumulated depreciation : : : o :
At 1 January 2021 . 2,364 5,120 1,308 - 8,792 -

_ Depreciation : . 385 701 C211 - 1,297
Disposals : (14) 2) - - (16)
_Revaluations , : 19 L oL . .19
At 31 December 2021 - 2,754 5,819 1,519 - 10,092
Depreciation : 393 831 S 207 - 1,431
At 31 December 2022 : 3,147 6,650 1,726 - 11,523 °
Net book value . : ' .
At 3‘:I December 2022 L 3,902 7,254 276 984 12,416

At 31 December 2021 - L4070 5810 483 2586 12,949
N . I3 N
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13. Right-of-use assets

The com pany has a Iease contract for company vehicles. The amounts recognised in the fi nancnal
statements in relation to the lease are as follows .

1t} _Amounts recognised in the balance sheet .

The batance sheet shows the following amounts relating to leases:

2022 2021 °
- - O £'000 £000
Right-of-use assets A A o ‘ :
Vehicles " ' . ' o - 104 204
S . 104 204
Lease liabllities : | . o L
Current : ; . o : 68 88
“ Non-current . } . - - L - 36 116
‘ ' ' ' " 104 204
Additions to the right-of-use assets during the 2022 financlal year were £nil (2021: £69,000).
(ii) . Amounts. recogmsed in the proﬁt and loss account
The profit and Ioss account shows the foIIowmg amounts relating to leases:
. 2022 . 2021
: ' ' : ' B £'000 £'000
Depreclahon charge on nght-of-use assets ’ . -
Vehicles , ' : ' S & 86
‘ ' R 71 86
Interest expense (included in finance costs) Do : . 4 1
2022 2021
S o . , S £'000 £'000
Future minimum lease payments as at 31 December are as follows: :
Not later than one year. : : 68 - 88
Later than one year and not later than five years ' 36 116
Total gross payments : ' .. 7104 204 -
Carrying amount of liability L : - . 104 204
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-14.  Investments

© £000

)
Cost and net book value A , -
At 1 January 2021 o o v . 6,549
At 31 December 2021 ‘ - , , . 6,549

~ At 31 December 2022 - ' : . 6,549

The Company s investment in Silicon Sensing Systems lelted is treated as a joint venture because
the Company exercises joint control lhrough its 50% holding of the votmg rights.

Delalls of the Company's investments at 31 December 2022 and 31 December 2021 are as follows.
Unless other\mse |nd|cated all ownership |nterests are in the ordinary share capital of the investee.

) Name and registered address - Place of Proportlon of Proportion of
' : : incorporation . ownership voting power
(and interest’ held

. operation)

Silicon Sens:ng Systems Limited - o o
" Clittaford Road, Southway, Plymouth, Devon, PL6 - England - 50% 50%
6DE, England . . . .

The investment in the joint venture is stated at cost less ‘prov‘csion' for impairment.

15, Inventories _'

2022 2021
£'000 - £'000
_Raw materials and consumables ' S 5269 - 3262
Work.in progress ' S S 262 450°
Finished goods and goods for resale - . . 4,147 3,228
: ' - L 9,678 - 6,940

In the opinion of the Directors the difference between the carrying value of inventory and its
replacement value is not material. There is a provision of £1 156,000 (2021: £1,646,000) over stock
held. v .
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16. ° Debtors
©2022 2021

- . £000 '£'000
Trade receivables : : "42,877 © 13,312
Amounts owed by joint venture - - ' . . 548
Amounts owed by group undertakings . L 16,900 49,183
Corporation tax - _ v ’ ' - 2633
VAT . : : : B - . .389
Other receivables : , ‘ 125 e
Prepayments and accrued income : - 2,245 2145
Contactassets . L 3874 5740 .
B ‘ o R 36,669 - 73,463

The loans within the amounts owed by group undertakings 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 £375,000 (2021: £185,000).

17. ° Creditors: amounts falling due within one year

2022 2021 -
£'000 - £000
" Trade creditbrs S : : . . 4.763 : 7.895 -
Amounts owed to joint venture . : . 38
Amounts owed to group undertakings _ A : 1,760 - 1,923
_Corporation tax ' . - 1,591 ‘ -~
VAT : : o 245 -
Accruals”® - : : ’ 1,676 1,605
Lease liability (note 13) : oL ' : L 68 88
Deferred and unearned income _ ' 6,914 9,404
antraqt liabilities - . : . '2,990 1,892
: - ' 19,985 22,807
. - No interest is charged on inter-cohpahy trading balances (2021: £nil).’
18, Creditors: amounts falling due after more than one year
2022 2021
£000 . - £000
Lease liability (note 13) ‘ S S 36 116
. Contract liabilities : ’ . ’ 351 - - 2,887

387 3,003
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19.  Provisions for liabilities .

" Product -

warranties

£000

At 1 January 2021
Arising during the year
At 31 December 2021

Arising during the year - o (190).

Additions to the income
statement

At 31:December 2022

Deferred tax

provision-

£'000

32

421
733
116

849

Environmeﬁtal
provision
£'000

38
38

. '(3'8)

Total

£'000 ‘

494 -
1,184
1,678

'_(112)

546

2,112

Product warranties

The provision for product warranties relates to expected warranty claims on products sold in the last

"three years. It Is 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.
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20. Deferred tax .

The Company recognises deferred tax liabilities as follows:

Accelerated tax

- depreciation Total :
£000° £'000
At 1 January 2021 . 312) . (312)
» Charged to profit and loss.account o (421) - (421)
At 31 December 2021 (733) (733)
. Charged to profit and loss account (116). (116)
* At 31 December 2022 (849) (849)
The provision for deferred tax consists of the following deferred tax liabilities: ‘
| 2022 2021
£000 £000
Deferred tax assets due wnhrn 12 months i - -
Total provision due within 12 months - -
Deferred tax assets due after more than 12 months - . -
Deferred tax liabilities due after more than 12 months (849) (733)
Total provision due after more than 12 months (849) (733)
- Total deferred tax provision (849) (733)
- 21. ' Called up share capital
Ordinary shares _
’ 2022 2021
£000 £000
Allotted and fully paid . o
10,000 (2021: 10,000) Ordinary Shares of £1 each 10 10°
Preference shares of £1 each
: T - 2022 2021
N - £'000 £000°
~ Allotted and fully paid g
90,000 (2021: 90,000) Preference Shares of £1 each 80 90

~As'the preference shares carry no right to dividends and are not redeemable, they are considered to
constitute equity rather than debt and_have therefore been recognised as such.
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22. Dividends

Amounts recognised as distributions to equity holders in the yaér:

2022

As at 31 December 2022, the Company's ultimate parent was Raytheon Technologies Corporation,
whose group financial statements are publicly available. Accordingly, the Company has taken .
advantage of the exemption in FRS 101: Paragraph 17 of 1AS 24, ‘Related party disclosures’ from
disclosing transactions.with fellow wholly owned members or investees of Raytheon Technologies

2021 -
£000 £'000
Final dividend for the year ended 31 December 2022 of £4,500 '
(2021: £4,000) per £1 share 45,000 40,000
45000 - 40,000
23, iietirement benefi,t“schemes
. Defined contribution schemes
The Company operates defined contnbutuon retirement benefit schemes for all quallfying 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 contrlbutlons payable by the Company are reduced by the amount of forfeited
contnbutlons
The total cost charged to mcome of £1,154,000 (2021 £1,246,000) represents oontnbunons 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
S ) 2022 2021
. .£000 £'000
Product sales 709 150
Product purchases 2,837 1,097
Service charges to related partles 3,454 3,435
Royalty charges to related parties 231 160
Amounts owed by related parties 548 351
Amounts owed to relatéd parties 38 .

556

- Corporation Group, with the exception of related party transactions with the Company's joint venture
" partner, Silicon Sensmg Systems Limited. The above balances all relate to Silicon Sensing Systems

Limited.
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25. 3ubsequent events

There haye been no signiﬂcant changes since the balance sheet date.

26. -. Controlling party
The company’s- |mmed|ate parent undertaklng until 1 December 2022 was Goodnch Ltmlled a
company reglstered in England and Wales.

On 1.December 2022, the company S lmmedlate parent undertaklng changed to Keeney H|II L|m|ted

The company’s ultimate parent undertakmg and controlling party is Raytheon Technologtes '
Corporatnon a company mcorporated in the United States of America.

Raytheon Technologies Corporauon is the smallest and largest group to consolldate these fi nancnal
statements.

The regtstered office of Raythedn Technologies Corporation is located at 1000 Wilson Bivd.,

. Arlington, Virginia 22209, United States of America. Coptles of their financial statements are pubhcly
avallable and can be obtained from www rtx.com.:
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