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Strategic Report
For the year ended 31 March 2023

The Dircctors present their Strategic Report for Aquila Air Traffic Management Services Limited for the
year ended 31 March 2023, which outlines the key issues which the Directors consider to be significant in
rclation to the Company’s busincss for the year, and its current and planned future activities.

Review and analysis of the business during the current year

Since incorporation on 9 October 2014, the Company has continued to develop its principal activities
throughout this ycar, being the operation of air traffic management services under a concession contract
(Programme Marshall) with a UK public sector entity. The concession contract is split between the
provision of new equipment (for which milestone charges are made) and the provision of services (for
which service charges are made). Consistent with the growth strategy of the business, other related
projects and technical services outside of Marshall have been introduced into the portfolio and are being
delivered.

At the headline level, the business targets sct for FY22/23 were the most challenging since the inception
of the business. During the ycar the business had to adapt and respond to the impact of high levels of
inflation and the continued challenges associated with delivering the modern equipment programme for
Marshall. Thesc factors arc refleeted in the results for the business over this period when compared (o the
prior year.

Marshall service performance has remained excellent (99.8% availability), exceeding contracted service
targets on all but a few occasions. Service performance for other contracts was similarly excellent. From a
Marshall equipment delivery perspective, the rollout of Hub and Satellite airfield combinations has
continued, but were delayed in some locations to address site specific issues. Nevertheless, the programme
to deliver the new cquipment is now well advanced, with most (77%) of the equipment installed and
operating. The remaining elements of the programme are expected to complcte over the next 2 years.
Business expansion, in terms of order intake for the year was slightly above plan, albeit phased later.
Profit levels were below plan, reflecting cost pressures on the business and new orders arriving later than
planned.

Revenue for the year was £100.8m (2022 £115.2m), of which £79.2m (2022 £96.8m) relates to Capital
Milestone payments and Service Charges attributable to the Marshall contract. The remaining £21.6m
(2022 £18.4m) relates to agreed changes to the Marshall contract (£12.8m), costs incurred on behalf of the
MoD and recharged (£3.5m), and new business (£5.3m).

Development and financial performance during the ycar

The financial statements show a gross profit of £9.4m (2022 £9.7m). The Directors anticipate that current
levels of activity will continuc over the next few years as the transition phase of the Marshall contract
continues through until a planned completion in 2025, and other contracts develop.

The Company’s financial performance during the year to 31 March 2023 can be summarised as follows:
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31 March 31 March

2023 2022

£m £m

Revenue 100.8 115.2
Gross Profit 9.4 9.7
Profit aftcr tax 0.9 25
Borrowings 17.7 15.9
Retained Earnings 11.6 10.7
Average headcount 356hds 370hds

The Company arranges for extenal assurance of its management systems. During financial year 2022 -
2023, the Company maintained its accreditation by the Military Aviation Authority (MAA) under its Air
Traffic Management Equipment Approved Organisation Scheme (AAOS), maintained its certification to
ISO 14001:2015 (Environmental Management Standard) and OHSAS 18001 (Occupational Health &
Safety Management Standard), maintained its accreditation by Defence Assurance and Information
Sccurity, and maintained its certification to ISO 9001:2015 (Quality Management Standard).

Key performance indicators

Management use a range of performance measures to monitor and manage the progression of the business,
including the following key indicators:

(i) Financial performance ~ thc Company’s Profit after Tax for the year to March 2023 of £0.9m (year to
March 2022 £2.5m) reflects Marshall performance, external cost pressures on the business, and new
orders arriving later than planned.

Revenues relating to Service Charges for the year of £55.0m (year to March 2022, £56.3m) show a
moderate decrease compared to the prior year due to a decrease in the costs associated with delivering the
Service element of the contract. Under IFRIC 12, revenue is recogniscd based on a mark-up on cost over
the term of the contract. As the cost of delivering the contract was lower in 2022/2023, lower levels of
revenue were recognised. Similarly, by application of [FRIC 12, Capital Milestone revenues for the year
of £24.2m (yecar to March 2022, £40.4m) effectively match the costs incurred. Any new equipment
milestones planned for this year, but not yet delivered, will be delivered in future years, thereby
maintaining the overall milestone revenue of the contract which is fixed priced.

(ii) Service performance - in terms of compliance with service performance (availability) targets across all
its services, the Company has performed better than the demanding performance requirements in all but a
few instances. This represents an excellent result in a year where the business continued to deliver to
cuslomers despile having to adapt operations. The outlook remains positive in terms of service
performance into-2023/2024. .

(iii) Project performance — the Company conducts monthly reviews of project performance, using
recognised industry standard programme management techniques, and monitors achicvement against
many contractual milestones. On the Marshall modern equipment programme, 77% of the new assets have
been delivered and are operating.
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(iv) New business — As part of the wider strategy for Aquila growth, the Company successfully secured
new orders of £18.8m. The new orders come from changes required by MoD to support their evolving
operational needs for Marshall and from adjacent new business areas.

-

(v) Borrowings — the Company had higher borrowings at March 2023 of £17.7m (March 2022 £15.9m)
but this was below plan. The Company’s borrowings are within agreed limits (£50m), and the increase
this year was in line with plan and is aligned with the timing of milestone payments from MoD associated
with the new equipment programme.

Financial position at the reporting date

The Company had total assets of £52.6m as at 31 March 2023 (2022 £66.6m). Of this, £1.0m (2022
£2.1m) relates to cash at bank, £7.3m (2022 £17.6m) represents trade receivables and £0.5m (2022 £1.9m)
relates to sundries. There are £2.6m (2022 £3.2m) of fixed assets (capitalised IT hardware, IT software
and Plant & Machinery), £1.6m (2022 £1.9m) of right-of-use assets held under IFRS 16 (accounting for
leases), and £2.0m of asscts in the course of construction (2022 £1.0m - prior to restatement this was
reported as £2.6m as explained in note 10.1). The remaining balance of £37.4m (2022 £38.9m) represents
the contract financial asset, a future receivable, held under the application of interpretation 12 of the
Intemmational Financial Reporting Interpretations Committee (IFRIC12) and also IFRS1S.

Directors’ Section 172 Statement
The likely consequence of any decision in the long term

The Aquila business is guided by a Stratcgic Plan and an associatcd Business Plan, together with an
Integrated Risk Management Process that allows the Company to manage risks and devise and then
implement strategies as appropriate. The risks are captured in our Risk Management Plan. The Aquila
Exccutive Team monitors, measures and manages the risks in the plan which are agreed with, and
reported to, the Aquila Board of Directors. Underpinning the business and enabling us to consistently
deliver value to our customers are our defined and monitored processes, policies and procedures. These
are defined within the Aquila Management System (AMS). Aquila is accredited to 1SO9001. This
accreditation demonstrates our commitment to meet all our stakeholders needs and systematically improve
our pcrformance.

Consistent with the Strategic Plan, a set of Strategic Objectives are defined annually and performance
against these objectives is monitored via a Monthly Business Review. This forum has helped us to shape
our strategy for growth, maintain the high level of performance of our business functions and has led to
the implementation of major initiatives to cnhance the benefits we have delivered to our customers,
sharcholders, and employees. In 2022/2023 the tangible outcomes have included restructuring the Aquila
Exccutive team to support execution of the business strategy, restructuring of Scrvice Operations to
improve service performance and efficiency, and the implementation of a leadership development
programme. In addition, the business has defined an IS Strategy that will drive the implementation of new
business systems for Aquila over the following 3 years.

Growth and Equality

The Aquila workforce reduced slightly in 2022-2023 reflecting efficiencies, and recruitment and retention
pressures in the market, and resource demand.

Aquila continues to review data on equality of pay and remuneration by gender for its personnel. It shows
an improving trend on the core indicators. Aquila had a marginally smaller average pay gap than the UK
national average between male and female employces, and is cvolving its diversity strategy through fair
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recruitment and retention policies. It has implemented measurcs to reduce unconscious bias and is
evolving its wider diversity and inclusion strategy to support greater diversity at all levels throughout the
organisation,

The interests of the Company’s employees

We communicate openly and honestly, actively listen to our people, and respect the contribution of others.
We ensure that the activity of our employees is aligned with the overall mission of the organisation by
communicating the linkage between individual, functional, and corporate objectives as defined in our
Strategic Plan.

To ensure we are monitoring the overall mood of the organisation we run regular polls as well as an
annual Employce Survey. The results of these polls and surveys - and required actions - are capturcd in an
action plan which is reported back to our employees.

Our employees’ interests are represented through an Employee Forum that mects regularly where issues
and concemns can be tabled for action by the management team. In addition to regular functional, tcam and
individual performance and development meetings, our all-employee Team Briefings provide another
opportunity for Aquila employecs to raise questions directly to the management team.

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

The need to sustain a vibrant, innovative, and collaborative supply chain is at the very heart of Aquila’s
business model. :

We have developed a drumbeat of regular contact and collaboration with various touchpoints across the
Aquila stakeholder community. With our Ministry of Defence customer we ensure regular communication
and joint decision-making on all aspccts of Programme Marshall through a structured govemance process
that reflects best practices from ISO 44001. This includes running an annual Customer Satisfaction
Survey.

Our Supply Chain Management Team works in close liaison with all suppliers and partners on Programme
Marshall and other contracts. We adopt collaborative working practices, communicate in an open and
transparent fashion, share information and best practices, and operate to the highest ethical standards in
order to develop and sustain ongoing and long-term relationships.

All suppliers to Aquila are required to annually demonstrate compliance with all contractual, company
and legal requirements on a wide range of topics including the Modemn Slavery Act, Health and Safety,
Security, Data Protection and Environmental Controls.

NATS and Thalcs arc key stakcholders in Aquila, as sponsors, shareholders and principal subcontractors.
As parent organisations, regular contact between Aquila, NATS and Thales continucs at many functional
and management levels, with strong govemance and reporting links. In addition, strong collaboration
between Aquila, NATS and Thales as subcontractors continues on a daily basis as would be expected
during the ongoing new cquipment deployment phase of the Marshall contract.

The_impactaf the Company’s operations_on_the.community.and the environment

The safety of our people and our customers and partners is always our top priority. For this reason,
Relentless about Safety is at the top of our four core values. Throughout the year Aquila has continued to
provide safe and reliant services lo our customer and a safe working environment for our employees.
Aquila is certified to international health and safety standard ISO. Aquila operates a clear internal
procedure for reporting safety concerns and has a strict programme of Health and Safety training and
regular updates to all staff.
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Aquila recognises its responsibility in managing our own and our customers’ environmental impact. We
have an ISO 14001 certified management system to ensure our services meet compliance obligations,
cnvironmental best practice and MoD policy requircments and processes. Aquila employees are actively
encouraged to play their part in protecting the environment and promoting sustainability.

Aquila has supportcd Combat Stress as its annual charity through 2022-23 and continues its support for
military veterans’ charities. As a supporter of the Armed Forces and veteran’s communities it is a gold
status holder of the Armed Forces Corporate Covenant Enterprise Recognition Scheme.

Throughout 2022/23 Aquila continued to support the communities in which it operates through a variety
of charitable activities and sponsorships. The desirability of the company maintaining a reputation for
high standards of business conduct

Agquila is driven to be an organisation where our cmployces want to work and with whom our customers
want to do business. Qur culturc is based on our rclentless focus on assuring the safety of our people, our
products, and our services. Equally, our business and growth strategies are built on our commitment to
drive the delivery of excellence through all our business operations. We work collaboratively with all our
stakeholders and openly share our vision and valucs and our Code of Conduct to cnsurc that all parties
representing us are equally committed to the highest standards of performance and business conduct.

The need to act fairly as between members of the Company

The Aquila Code of Conduct describes our core valucs and the principles, standards and behaviours that
are expected of all Aquila’s directors, employees, consultants, contractors, and members of the Board. The
booklet is given to all new employees and is available to download from the Company intranet site.

We arc totally committed to maintaining a harassment-free workplace. This includes going far beyond the
legislation detailed in the Equality Act of 2010. Aquila will not accept discrimination of any type
including (but not limited to) Age, Disability, Gender Reassignment, Marriage and Civil Partnership,
Pregnancy and Matemity, Race, Religion or Belief, Sex (gender) and Sexual Orientation.

Principal risks and uncertainties facing the business

Financial year 22-23 has scen progress on mitigating some risks but some new risks have materialised and
are being actively assessed and managed. All risks at the corporate, contract and programme level arc
subject to an industry good practice risk management process and are reviewed at Board, Executive and
other levels within the busincss.

The Company is dependent on its concession contract (Programme Marshall) with a UK public scctor
entity. The contract includes key deliverables, particularly programme milestones and service
performance, with an overarching requircment to meet stringent safety standards.

The principal risks and uncertaintics associated with the business are as follows:

(1) Regarding Marshall programme milestones, the Company faces a challenging roll out of a

significant-amount-of new-equipment-and-services-across-multiple-customer-sites-and-over:
several years, culminating in a full new suite of capabilities for the customer (Full Operating
Capability) to be delivered no later than 2025. Given the volume of equipment, number of sites
and complexity of the technical solution, there is an inherent risk in meeting all programme
milestones within the contractual timescales. There have been notable successes and challenges
over the past year. However, the Directors are satisfied that the measures and plans that the
Company has put in place with its customer are such that these issues can be resolved and
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therefore consider that this contract risk in the short and medium term is low and will be fully
mitigated by 2025.

(2) Regarding service performance, there are robust processes in place to ensure that the risk of not
meeting customer requirements (and consequently attracting financial penalties) is mitigated to a
satisfactory and low level. To date, service performance has met virtually all availability targets
and the Company has performed better than the majority of the contractually specified thresholds
during the year. The service performance regime for Marshall becomes more demanding once
each site has all the new cquipment deployed and operating. The risks associated with this new
performance regime are being actively assessed and mitigated. In service performance data for
the new capabilities is now becoming available and is being closely monitored and assessed.

(3) Regarding the Marshall Technology Refresh Programme, the Company is required to maintain
service levels and to refresh the underlying technology assets as required to achieve the levels of
service. The refresh programme is customer funded at a fixed value over the life of the Marshall
contract. Worst case estimates for the total cost of the refresh programme exceed the customer
funding and existing levels of risk and contingency. A strategy and plan to mitigate this risk has
been developed and is being actively managed. The current level of risk funding is consistent
with the Companies view of the most likely achicvable outcome. This will be adjusted in future

: periods if planned mitigations are not adequate.

(4) The current high inflationary environment introduces a new risk for Aquila. The fixed price for
Programme Marshall from April 2022 through to March 2027 was set in a significantly lower
inflationary environment. This results in the risk that Aquila’s current financial performance will
be impacted by a prolonged period of high inflation. Aquila has mitigations in place for elements
of its cost base, particularly through back-to-back arrangements with key elements of the supply
chain. Regardless Aquila is exposed to this risk, particularly as it relates to annual employment
costs and other operating costs not subject to long term arrangements. Mitigation of this risk is
through implementing operating efficiencies and seeking compensation for the impacts of
inflation through an uplift to Marshall revenues.

Given the domain in which Aquila operatcs, Safcty Management is key. The Company has continucd to
maintain its air safety accreditation from the Military Aviation Authority. This accreditation is critical to
the Company’s activitics. The Company has also demonstrated its commitment to safety by continuing to
invest in recurring safety culture training for all employees and a programme of continuous improvement
activities designed to further enhance safety performance and there have been no significant safety events
or issues during the year.

The Company has a loan, provided by parent undertakings, to fund working capital requirements during
-the early years of the concession contract with the UK public scctor entity. The loan (balance £17.7m at

31 March 2023 (2022 £15.9m)) exists to fund day to day operating activities. It is forecast that this will be
repaid in 2030/3 1, however the facility is expected to remain in place for the duration of the Marshall
contract (current Contract expiry forecast as 31 March 2037). This shareholder loan is flexible with notice,
and repayable on demand. The facility has a maximum borrowing of £50m and an interest rate of 3.75 %
per annum.
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There is considered to be no interest rate risk in the Company. In terms of liquidity, the shareholder loan
facility with parent undertakings is considered adequate to meet all normal and anticipated requirements.

The United Kingdom has now left the European Union. The risks associated with Brexit have been
successfully mitigated and hence are not expected to have a material impact on the business going
forward.

Foreign currency risk

The Company has a minimal exposure to foreign currency risk, by far the majority of its assets and
liabilities being denominated in its functional currency. One key supplier has a contract in Euros, and
another is partly paid in US Dollars. To meet the regular payments required under these contracts, the
Company has a £21m currency exchange facility with Thales SA (an ultimate parent undertaking) so that,
on a quarterly basis, functional currency is exchanged for Euros and US Dollars to meet current liabilities.
As a result of this arrangement, a small amount of Euros and US Dollars may be held by the Company.

Credit risk

The Company does not consider that it has material credit risk, its debt being almost exchusively with the
United Kingdom public scctor, and debt financing is not used.

Approval
Approved by the Board and signed on its behalf on 15% December 2023.

seesstsesttritersarratristanone

M P Stoller
Chief Executive
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The Directors present their Directors’ report and the audited financial statements for the year ended 31
March 2023. An analysis of the business during the year, key performance indicators as well as principal
risks and unccrtaintics facing the business arc not shown in the Dircctors’ Report as this information is
included within the Strategic report under s414C(11) of the Companics Act 2006.

Principal activity

The principal activity of Aquila Air Traffic Management Services Limited is to ensure a safe, efficient and
sustainable Air Traffic Management (ATM) Service for the UK Armed Forces under Programme
Marshall.

On 28 October 2014, the Company was awarded the Programme Marshall contract by the United
Kingdom Ministry of Defence (MoD), under which the Company provides ATM services at 65 MoD-
operated airfields and flying ranges in the UK and overseas for a period of up to 22 years. [t will also
provide an out-of-area ATM capability in support of expeditionary air operations.

The Company is a joint venture between NATS, the UK’s leading air navigation services provider and
Thales, the world leader in air traffic management equipment and services.

Review of business and future developments

The Company’s principal activity throughout this period was the operation of air traffic management
services under a concession contract (Programme Marshall) to the UK public sector (MoD). Revenue for
the period was £100.8m (2022 £115.2m), with a gross profit of £9.4m (2022 £9.7m). The Directors
anticipate that the transition programme activity will continue at current levels on the Marshall contract as
milestone payments are made for new equipment.

Changes on the Marshall contract and contracts with other customers will provide additional revenue
opportunities.

Going Concern

The accounts have been prepared on a going concern basis. In coming to this conclusion the Dircctors
have a rcasonable expectation that the Company has adequate resources to continue in operational
existence for the foreseeable future. In arriving at this assessment, the Directors have considered
primarily that the Marshall Contract is a Government-backed contract of 22 years duration. The nct asset
position has strengthened through the year and is now £0.95m more than in 2022. The Company continues
to grow, including winning successful external bids, resulting in new orders of c. £19m as part of its
strategy for growth.

The Company is backed by strong parent organisations (NATS and Thales), who provide funding support
in the form of shareholder loan, and future cash projections show no current requirement to increase the
size of the facilities, so future liquidity is assured.

Therefore the Directors reach the conclusion that the Company have sufficient funding/financing to cover
the next 12 months from date of approval of these Financial Statements

Post Balance Sheet events

There are no post balance sheet events that.niced to be disclosed in these accounts

10
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Dividends

The results for the year under review are summarised in the Company’s Statement of Comprehensive
Income, where the profit retained is £0.9m (2022 £2.5m). In line with its original business plan, the
Directors do not recommend the payment of a dividend for this financial year.

Financial instruments

At 31 March 2023, the Company has current assets of £46.4m (2022 £60.4m), including a contract asset
receivable under the concession contract of £37.5m (2022 £38.9m) and trade reccivables of £7.9m (2022
£19.5m). The Company has financial liabilities of £40.8m (2022 £55.7m) including amounts owed to
parent companies of £5.4m (2021 £18.9m), and loans from the same of £17.7m (2022 £15.9m).

Directors

The Directors of the Company wha scrved during the year to the date of this report are (unless otherwise
stated) as follows:

G A Adams

C A J P Rivierre (appointed 20" February 2023)
S Stratton (resigned 20" February 2023)

A CK Cresswell

M I Rolfe

M P Stoller

Disclosure of information to Mazars LLP, the auditor

So far as cach person who was a Direclor at the date of approving this report is aware, there is no relevant
audit information, being information needed by the auditor in connection with preparing its report, of
which the auditor is unaware. Having made enquiries of the auditor, the Director has taken all the steps he
is obliged to take as a Director in order to make himself awarc of any relevant audit information and to
cstablish that the auditor is aware of that information.

Auditor

In accordance with section 487 (2) of the Companies Act 2006, the Company has not elected to re-appoint
its auditors annually and Mazars LLP will therefore continue in office.

Approved on behalf of the board on 15% December 2023

L TR T P P P T P TP PIPP PORR

M P Stoller
Chief Executive

1
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The Strategic Report, Director’s Report and the financial statements have been prepared in accordance
with applicable law and rcgulations. Under that law the Directors have elected to prepare the financial
statements in accordance with UK-adopted international accounting standards in conformity with the
requirements of the Companies Act 2006.

The Directors acknowledge their responsibilities for:

(a) keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions, to disclose with reasonable accuracy at any time the financial position of the
Company and to enable them to cnsure that the financial statements comply with the Companics
Act 2006; and

(b) safeguarding the asscts of thc Company and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities.

In preparing these financial statements the Directors confirm they have:

(a) selected suitable accounting policics and applicd them consistently;

(b) made judgement and accounting estimates that are reasonable and prudent;
(c) followed applicable UK-adopted intemational accounting standards; and
(d) prepared the financial statcments on the going concern basis.

The Directors approve the financial statements on the basis they are satisfied that they give a truc and fair
view of the state of affairs of the Company and of the profit of the Company for the year ended 31 March
2023

12
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Independent Auditor’s Report to the members of Aquila Air Traffic

Management Services Limited
For the year ended 31 March 2023

Opinion

We havc audited the financial statcments of Aquila Air Traffic Management Services Limited (the
‘company’) for the year ended 31 March 2023 which comprise the Statement of Comprehensive Income,
the Statement of Financial Position, the Statement of Changes in Equity, the Statement of Cash Flows and
notes to the financial statements, including a summary of significant accounting policies.

The financial reporting framework that has been applied in their preparation is applicable law and UK-
adopted international accounting standards.

In our opinion, the financial statements:

-« give a true and fair view of the state of the company’s affairs as at 31 March 2023 and of its profit
for the year then cnded; and

» have been properly prepared in accordance with UK-adopted international accounting standards; and

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

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the “Auditor’s
responsibilitics for the audit of the financial statements™ section of our report. We are independent of the
company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, including the FRC’s Ethical Standard, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the director's use of the going concern basis
* of accounting in the preparation of the financial statements is appropriate.

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

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

Other. information

The other information comprises the information included in the annual rcport, other than the financial
statements and our auditor’s report thereon. The directors are responsible for the other information
contained within the annual report. Our opinion on the financial statements does not cover the other

information and, except to the extent otherwise explicitly stated in our report, we do not express any form
of assurance conclusion thereon.

13
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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 coursc of the
audit, or otherwise appears to be materially misstated. If we identify such material inconsistencies or
apparcnt material misstatements, we are required to determine whether this gives risc to a material
misstatement in the financial statements themselves. If, bascd 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 in this regard.
Opinions on other matters prescribed by the Companies Act 2006
In our opinion, based on the work undertaken in the course of the audit:

» the information given in the strategic report and the directors’ report for the financial year for which
the financial statcments arc preparcd is consistent with the financial statements; and

e the strategic report and the directors’ report have been prepared in accordance with applicable legal
requirements.

Matters on which we are required to report by exception

In light of the knowledge and understanding of the company and its environment obtained in the course of
the audit, we have not identificd material misstatements in the stratcgic rcport or the directors’ report.

We have nothing to report in respect of the following matters in relation to which the Companies Act
2006 requires us to rcport to you if] in our opinion:

e adequate accounting records have not been kept, or returns adequate for our audit have not been
received from branches not visited by us; or

e the financial statements are not in agreement with the accounting records and retums; or

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

e we have not reccived all the information and explanations we require for our audit.

Responsibilitics of Directors

As explained more fully in the directors’ responsibilitics statement sct out on page 12, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
fair view, and for such internal control as the directors dctermine 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 arc responsible for assessing the company’s ability to
conlinue as a going concern, disclosing, as applicable, matters related to going concern and using the

going concern_basis_of accounting.unless._the_directors cithcr_intend.to liquidatc.the.company._or.to_cease.
operations, or have no realistic alternative but to do so.
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Management Services Limited (Continued)
For the year ended 31 March 2023

Auditor’s 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 auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not a guarantce that an audit
conducted in accordance with ISAs (UK) will always detect a material misstatement when it cxists.
Misstatements can arise from fraud or crror and are considered material if, individually or in the
aggregate, they could rcasonably be expected to influence the cconomic decisions of users taken on the
basis of the financial statements.

The extent to which our procedures arc capable of detecting irvegularities, including fraud is detailed
below.

Irregularitics, including fraud, arc 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.

Based on our understanding of the company and its industry, we considered that non-compliance with the
following laws and regulations might have a material effect on the financial statements: employment
regulation, health and safety regulation and anti-money laundering regulation.

To help us identify instanccs of non-compliance with these laws and regulations, and in identifying and
assessing the risks of material misstatement in respect to non-compliance, our procedures included, but
were not limited to:

e Inquiring of management and, where appropriate, those charged with govemance, as to whether the
company is in compliance with laws and regulations, and discussing their policies and procedures
regarding compliance with laws and regulations;

o Inspecting correspondence, if any, with relevant licensing or regulatory authorities;

» Communicating identified laws and regulations to the engagement team and remaining alert to any
indications of non-compliance throughout our audit; and

¢ Considering the risk of acts by the company which were contrary to applicable laws and regulations,
including fraud.

We also considered thosc laws and regulations that have a direct effect on the preparation of the financial
statements, such as tax legislation, pension legislation and the Companies Act 2006.

In addition, we evaluated the directors’ and management’s incentives and opportunitics for fraudulent
manipulation of the financial statements, including the risk of management override of controls, and
determined that the principal risks related to posting manual journal entries to manipulate financial
performance, management bias through judgements and assumptions in significant accounting estimates,

feveniie recognition (which we pinpointed 16 the cul-6ff assertion) and significant on€:off Gr unusual
transactions.

Our audit procedures in relation to fraud included but were not limited to:

# Making enquiries of the directors and management on whether they had knowledge of any actual,
suspected or alleged fraud;
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e Gaining an understanding of the internal controls established to mitigate risks related to fraud;
¢ Discussing amongst the engagement team the risks of fraud; and

‘e Addressing the risks of fraud through management override of controls by performing journal entry
testing.
There are inherent limitations in the audit procedures described above and the primary responsibility for
the prevention and detection of irregularities including fraud rests with management. As with any audit,
there remained a risk of non-detection of irregularitics, as these may involve collusion, forgery, intentional
omissions, misrepresentations or the override of internal controls.

A further description of our responsibilities for the audit of the financial statements is located on the
Financial Reporting Council’s website at wwwi.frc.org.uk/auditorsresponsibilities. This description forms
part of our auditor’s report.

Use of the audit report

This report is made solely to the company’s members as a body in accordance with Chapter 3 of Part 16
of the Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s
members those matters we are required to state to them in an auditor’s report and for no other purpose. To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company’s members as a body for our audit work, for this report, or for the opinions we
have formed. '

Gavin Barclay (Senior Statutory Auditor) for and on behalf of Mazars LLP
Chartered Accountants and Statutory Auditor
30 Old Bailcy

London
EC4M 7AU

Date: 21 December 2023
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Statement of Comprehensive Income
For the year ended 31 March 2023

Notes 31 March 31 March

2023 2022

£°000 £000

Revenue 3 100,822 115,160
Cost of sales (91,428) (105,487)
Gross profit 9,394 9,673
Administrative expenses (7,000) (6,101)
Operating profit 4 2,394 3,572
Finance income 7 25 208
Finance costs 8 (1,129) (587)
Profit before taxation 1,290 3,193
Taxation 9 (336)- (654)
Profit for the period 954 2,539
Other comprehensive income: - -
Total comprehensive income for the period 954 2,539

The notes on pages 21 to 44 form an integral part of these financial statcments.

All operations arc classcd as continuing.
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Company number 09256777
TR

Statement of Financial Position

As at 31 March 2023

Notes 31 March 31 March
2023 2022
£000 £2000
ASSETS
Non-current assets
Property, plant and equipment 10 6,211 6,137
6,211 6,137
Current assets
Contract asset (service concession arrangcments) 12 37,482 38,853
Trade and other reccivables 11 7,923 19,465
Cash and cash equivalents 1,019 2,072
46,424 60,391
Total assets 52,635 66,527
LIABILITIES
Current )iabilities
Tradc and other payables 13 21,065 37,3719
Current tax liabilitics 17 44
Lease liabilities 10 1,020 1,192
Borrowings 14 17,679 15,911
39,781 54,526
Non-current liabilities
Lease liabilities 10 569 819
Deferred Tax 16 475 . . 326
1,044 1,145
Total liabilities . 40825 . 55,671
Net assets 11,810 10,856
EQUITY
Share capital 18 200 200
Retained camings 11,610 10,656
Total equity ' 11,810 10,856

The financial statements were approved by the Board of Dircctors and authorised for issue on 15%
December 2023 and signed on their behalf by:

-Chief Executive
The notes on pages 21 to 44 form an integral part of these financial statements.
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Statement of Changes in Equity

for the year ended 31 March 2022

Share Retained Total
capital earnings equity
£000 £000 £000
Brought forward 200 8,117 8,317
Profit for the period - 2,539 2,539
Other comprehensive income ) - - B
Total comprehensive income - 2,539 2,539
Dividends paid B = =
At 31 March 2022 200 10,656 10,856
for the year ended 31 March 2023
Share Retained Total
capital carnings cquity
£000 £000 £000
Brought forward 200 10,656 10,856
Profit for the period - 954 954
Other comprehensive income .- . -
Total comprehensive income - 11,610 11,810
Dividends paid - - - .
At 31 March 2023 200 11,610 11,810

Retained eamnings represents accumulated comprehensive income for the year and prior periods.

The notes on pages 21 to 44 form an integral part of these financial statements.
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Statement of Cash Flows
for the year ended 31 March 2023

Notes 31 March 31 March
2023 2022
£000 £000
Cash flow from operating activities
Profit for the period before taxation 1,290 3,193
Adjustment for:
Depreciation of property, plant and 10 2,442 1,584
equipment
Gain on disposal of property, plant and 10 - 3)
cquipment
Finance income 7 10) (208)
Finance costs 8 1,129 505
Changes in working capital:
Decrease/(Increase) in trade and other 11 11,542 (4,007)
receivables
Decrease/(Increase) in service 12 1,381 (6,059)
concession arrangements receivable
(Decrease)/Increase in trade and other 13 (16,314) 1,418
payables
Cash Generated / (used) from 1,460 (3,577)
opcerations
Bank charges/interest paid N (10)
Income tax paid (214) (437)
Net cash generated from / (used 1,239 (4,024)
in)/operating activities
Cash uscd in investing activities
Capital expenditure ) (1,817) (2,842)
Net cash used in investing activities (1,817) (2,842)
Cash flow from financing activities
Proceeds from borrowings 14 25,000 28,200
Repayment of borrowings 14 (24,000) (19,200)
Lease payments ~ right-of-use assets, 10 (1,490) (1,197)
net of accreted interest .
Net cash (used in) / generated from (490) 7,803
financing activities
(Decrease)/Increase in cash and cash (1,069) 937
equivalents
Cash and cash equivalents brought 2,072 1,202
forward
Effcct of foreign cxchange ratc 7 15 67
movements
Cash and cash equivalents at end of 1,019 C2,072
the period

The notes on pages 21 to 44 form an integral part of these financial statements.
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Notes to the Financial Statements
for the year ended 31 March 2023

1. Corporate information

Aquila Air Traffic Management Services Limited is a Company incorporated in the United Kingdom. The
registered address of the Company is given on page 2.

The principal operations of the Company are included in the strategic report on page 3.

2.  Accounting policies
2.1. Basis of preparation

Statement of compliance

The Company has prepared its financial statements in accordance with UK-adopted intcrnational
accounting standards in conformity with the requirements of the Companies Act 2006.

Basis of measurement

The financial statements have been prepared on the historical cost basis.

Going concern

The Directors have, at the time of approving the financial statements, a reasonable expectation that the
Company has adequate resources to continuc in operational existence for the foreseeable future. Thus,
they continue to adopt the going concem basis of accounting in preparing the financial statements. In
arriving at this assessment, the Directors have considered primarily that the Marshali Contract is a
Government-backed contract of 22 ycars duration. In addition, over the past year work has been ongoing
within Aquila to mitigate known risks and to introduce cost efficiencies, thus improving the financial
outlook for the Company. The Company has also been successful during the year at attracting new orders
of ¢. £19m as part of its strategy for growth. The Company continues to be backed by strong parent
organisations (NATS and Thales), who provide funding support in the form of sharcholder Joan, and
future cash projections show no current requirement to increasc the size of the facilities, so future liquidity
is assured.

Functional and presentational currency

The financial statcments are presented in Pound Sterling. The Company’s functional currency is also
Pound Sterling as this is the currency of the primary cconomic environment in which the Company
operates.

Use of estimates and judgements

The preparation of the financial statements in conformity with IFRS rcquires management to make
judgements, estimates and assumptions that affcct the application of policies and reported amounts of
assets and liabilities, income and expenses. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the circumstances,
the results of which form the basis of making the judgements about carrying values of assets and liabilities
that are not clear from other sources. Actual results may differ from these estimates.

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 and in any future periods affected.

Information about significant areas of estimation uncertaintics and critical judgements in applying
accounting policies that have the most significant effect on the amounts rccognised in the financial
statements are described in Note 2.11. With rcgard to rcvenue, the Note at 2.11 discloses the significant
Jjudgements made by the dircctors and any sources of estimation uncertainty.

21




Aquila Air Traffic Management Services Limited
Annual Report and Financial Statements

. .

Notes to the Financial Statements
for the year ended 31 March 2023

2.2, Foreign currency

Transactions in foreign currencies are translated into the respective functional currencies of the operations
at the spot cxchange rates at the dates of the transactions. With rcgard to the Euro and US Dollar, the
Company has a £21m, five-ycar currency exchange facility with Thales SA, a related party, whereby
Euros and Dollars are swapped with the functional currency according to a quarterly schedule to make
payments to key suppliers, Frequentis and Harris, and other suppliers on an ad hoc basis. At any given
time, a small amount of Euro and US Dollar currency may be held. Euro and Dollar denominated cash
holdings at each reporting date are translated into the functional currency at the rate of the last exchange
transaction, or spot exchange rate as at the reporting date where the rate has varied significantly since the
exchange transaction date.

The Company has no non-monetary assets and liabilities denominated in foreign currencies at the
reporting date.

Foreign currency differences arising on translation are recognised in profit or loss.

2.3. Revenue

The Company principally generates revenue from a 22-year service concession arrangement with the UK
Ministry of Defence to provide construction services and operation scrvices rclated to air traffic
management systems. Revenue represents the amount receivable for the provision of services and the sale
of goods during the year, excluding VAT and trade discounts. Revenue is recognised when (or as) the
Company satisfies a performance obligation by transferring control of the promised good or service to the
customer.

At Note 3 below the Company discloses the following revenue types, for which performance obligations
are mct as follows: -

e Revenue from long-term service concession arrangements - Capital Milestones and Service
Charge are recognised based on contractual obligations fulfilled to date, measured using an input
method of accounting of cost incurred to date plus a mark-up. Where an arrangement includes
more than onc service, such as construction and support and maintenance of air traffic
management services, revenuc is recognisced in proportion to the relative stand-alone selling price
of each service.

When the Company transfers goods or services to a customer before the customer pays
consideration or before payment is due, the Company presents the contract as a contract asset,
excluding any amounts presented as a receivable. Receivables represent unconditional rights to
consideration and are classificd as financial assets (Refer to accounting policy 2.8).

When the Company reccives consideration from a customer, or has a receivable, before the
Company transfers a good or service to its customer, the Company presents the contract as a
contract liability,

e Pass Through and Sundry Income — revenue called pass through income reflects the recovery
of costs incurred in the performance of obligations, in any given accounting period, for which the
customer has accepted responsibility to pay. Typically, no margin is applied to this cost recovery.

o Contract Change Income - revenue from Contract Change reflects the agreed™ value
(transaction price) of contract modifications, recognised as invoiced according to the fulfilment
of obligations. Thesc may be one-off, lump-sum amounts, or rcgular monthly amounts reflective
of an ongoing service. Contract modifications are effectively treated from a revenue perspective
as separate contracts within the service concession contract.

¢  Windfarm Studies and Other External Income - consideration for Windfarm activitics is
typically reccived up front to facilitate the study. A contract liability is created, and revenue is
then subsequently recognised based on an input method of accounting using cost incurred to date,
considered the most accurate reflection of obligations performed on cach contract.
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In summary, the Company presents its revenue contracts in the statement of financial position as a
contract assct or a contract liability, depending on the relationship between the Company’s performance
and the customer’s payment.

2.4. Pensions

The Company operates a defined contribution pension scheme, and the pension charge represents the
amount payable by the Company to the fund in respect of the year.

2.5. Income tax

Current income tax assets and/or liabilities comprisc obligations to, or claims from, fiscal authorities
relating to the current or prior reporting periods, that are unpaid/due at the reporting date. Current tax is
payable on taxable protits, which may differ from profit or loss in the financial statements. Calculation of
current tax is based on the tax rates and tax laws that have been cnacted or substantively enacted at the
reporting period.

Deferred taxes are calculated using the liability method on temporary differences between the carrying
amounts of assets and liabilities and their tax bases.

A deferred tax asset is recognised for all deductible temporary differences to the extent that it is probable
that taxable profit will be available against which the deductible temporary difference can be utilised.

Deferred tax assets and liabilities arc measured at the tax rates that are expected to apply to the period
when the asset is realised or the liability is settled, based on tax rates and tax laws that have been enacted
or substantivcly cnacted by the end of the reporting period.

2.6. Plant and equipment

The Company does not own any property at the reporting date. Plant and equipment, which at the
reporting date comprises capitalised IT equipment and plant and machinery, is recognised as an asset only
if it is probable that future economic benefits associated with the item will flow to the Company and the
cost of the item can be measured reliably.

An item of plant and equipment that qualifics for recognition as an assct is measured at its cost. The cost
of an item of plant and equipment comprises the purchase price and any costs directly attributable to
bringing the assct to the location and condition necessary for it 1o be capable of operating in the marnner
intended by management.

After recognition, plant and cquipment is carried at cost less accumulated depreciation and any
accumulated impairment losses. Depreciation is provided at a rate calculated to writc down the cost of
assets, less estimated residual value, over their expected useful lives on the following basis:

IT equipment 20% - 33% straight line
Plant and machinery 10% - 20% straight line
Softwarc and intangiblcs 14.33% - 33% straight linc

A full month’s depreciation is provided in the month of acquisition/capitalisation.

The residual value and the useful life of an asset is reviewed at least at each financial year-end and if
expectations differ from previous estimates, the changes are accounted for as a change in an accounting
estimatc in accordance with JAS 8 ‘Accounting Policies, Changes in Accounting Estimates and Errors’.

Gains or losses arising on the disposal of plant and cquipment arc dctermined as the difference between
the disposal proceeds and the carrying value of the asset and are recognised in profit or loss.
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2.7 Lease transactions
Leases

The company assesses at contract inception whether a contract is, or contains, a lease. That is, if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for
consideration.

Short-term leases and leases of low-value assets

The company applics the short-tcrm lease recognition exemption to its short-term leases of machinery,
equipment and properties (i.e. those leases that have a lease term of 12 months or less from the
commencement date and do not contain a purchase option). It also applies the lease of low-value assets
recognition exemption to leases of officc cquipment that arc considered to be low valuc. Leasc payments
on short-term leases and leases of low value assets are recognised as expense on a straight-line basis over
the lease term.

Right-of-use assety

Right-of-usc asscts are recognised at the commencement date of the lease when the Company, as a lessee,
has the right to use an underlying asset for the lease term. Right-of-use assets are measured at cost, less
accumulated depreciation, and adjustment for any remeasurement of lease liabilities. The cost of right-of-
use assets includes the amounts of lease liabilities recognised, initial direct costs incurrcd, and lcasc
payments made at or before the commencement date less any lease incentives received. Right-of-use
asscts arc depreciated on a straight-line-basis over the shorter of the lease term and the estimated uscful
lives of the assets, as follows:

Plant and equipment (vehicles) - 3 years

Property — between 2 ycars and 7 years

If any impairment of right-of-use asscts is identificd, the value of the asset is amended with a
corresponding charge to the income statement.

Lease liabilities:

At the commencement date of the lease, the Company recognises lease liabilities measured at the present
valuc of lease payments to be made over the lease term. As permitted by IFRS 16, the Group uscs an
incremental borrowing rate, from an external provider, to calculate the lease liabilities for plant and
equipment (vehicles), and its own incremental borrowing rate in respect of leases for properties. The rate
uscd in respect of vehicles is 2.80%, and for properties the rate is 3.75%. The lease payments are fixed in
the Company’s current portfolio.

2.8 Financial instruments

Financial assets

Financial assets are recognised in the statement of financial position when, and only when, the Company
becomes a party to the contractual provisions of the instrument.

Financial asscts are initially recogniscd at fair valuc plus dircctly attributable transaction costs.

All financial assets are classified as financial assets at amortised cost; these comprise trade and other
receivables and cash and cash equivalents. Trade receivables include receivables arising from revenue
contracts that represent an unconditional right to consideration. Financial assets at amortiscd cost arc non-
derivative financial assets with fixed or determinable payments that are not quoted in an active market.

After initial recognition, financial assets at amortised cost are measured at amortised cost using the
effective interest method. Discounting is omitted where the effect of discounting is immaterial.
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If there is objective evidence that there is an impaimment loss on financial assets at amortised cost, the
amount of the loss is mcasurcd as the difference between the asset’s carrying amount and the present
value of estimated future cash flows discounted at the financial asset’s original effective interest rate (i.e.
the cffective interest rate computed at initial recognition). The carrying amount of the asset is reduced
either directly or through use of an allowance account.

A financial asset is derecognised when the contractual rights to the cash flows from the financial asset
expirc, or when the financial asset and all substantial risks and rcward are transferred.

Financial liabilities
Financial liabilities include borrowings and trade and other payables.

Financial liabilities are obligations to pay cash or other financial assets and arc recognised in the statement
of financial position when, and only when, the Company becomes a party to the contractual provisions of
the instrument.

Financial liabilities are initially recognised at fair valuc adjusted for any dircctly attributable transaction
costs.

After initial recognition, financial liabilitics arc mcasured at amortised cost using the cffective interest
method, with interest-related charges recognised as an expense in finance costs. Discounting is omitted
where the effect of discounting is immaterial.

A financial liability is derecognised only when the contractual obligation is extinguished, that is, when the
obligation is discharged, cancelled or expires.

Financial assels arising from service concession arrangements

Where the provision of air traffic management services is performed through a contract with a public
sector entity which controls a significant residual interest in asset infrastructure at the end of the contract,
then consideration is treated as contract receivables (the contract asset), split between profit on the
construction of assets, operation of the service and the provision of finance which is recognised in
notional interest within finance income.

2.9. Provisions

Provisions are recogniscd when the Company has a present obligation (legal or constructive) as a result of
a past event, it is probablc 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 datc of the statement of financial position, taking into account the risks and
uncertainties surrounding the obligation.

2.10. Equity and reserves
Sharc capital rcpresents the nominal valuc of sharcs that have been issued.
Retained eamings include all current period retained profits.

2.11. Significant management judgements in applying accounting policies and estimation

“uncertainty:

When preparing the financial statements, management makes a number of judgements, estimates and
assumptions about the recognition and measurement of assets, liabilities, income and expenses.

Significant management judgement

The following are significant management judgements in applying the accounting policies of the
Company that have the most effect on the financial statements.
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Service concession arrangements

Considcration from public scctor cntitics for the operation of air traffic management service concessions
is treated as a contract asset, derived by application of the methodology prescribed by Interpretation 12 of
the International Financial Reporting Interpretations Committee (IFRIC 12). Since public sector entities
simultaneously receive and consume the benefits provided by thc Company’s performance as the
Company performs its construction and opcrating services, the Company recognises the related revenue
over time. The Company applics an input method of accounting, whereby cost incurred to date is
considered an accurate reflection of performance obligations fulfilled, which is typical of public sector
service concession agreements.

Consideration relating to the contract assct is split between profit on the construction of assets, operation
of the service and provision of finance recognised as interest reccivable. The service concession contract
comprises the following distinct performance obligations: construction service and operation scrvice, To
the extent that the contract includes the provision of finance, this is accounted for as a financial asset as
disclosed in note 2.8. The construction service involves the transfer of assets and services to the customer
which arc treated as one performance obligation because of the high degree of interdependence between
the clements, and the need for significant integration of assets and services supplied. The same approach
applies to the services operation.

An effective interest rate is used to generate interest reccivable on the contract asset, and this interest rate

is varicd to cnsure the amortisation of the contract asset by the end of the contract, thereby regulating the
carrying value of the contract asset.

Recognition of other revenue

Contractual changes to scrvice concession contracts are either accounted for prospectively as scparate
contracts or on a cumulative catch-up basis depending on whether the changes relate to price and/or scope
and whether the additional/remaining goods or services are distinct.

The Company has also entered into contracts with third parties to undertake activities ancillary to its air
traffic management services. Revenuc under these contracts is recognised according to the percentage of
work completed.

The Company has not made separate disclosure of obligations on third party contracts with an original
cxpected duration of onc ycar or Icss.

Estimation uncertainty

Information about estimates and assumptions that have the most significant effect on the recognition of
assets, liabilities, income and expenses is provided below. Actual results may be substantially different.

Other

Included in the Company’s financial liabilities are accruals, which are known values based upon
contractual obligations and recurring liabilitics. Where management judgement is required in estimating
the value of accruals, this is applied based upon operational experience.
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Standards, amendments and interpretations adopted in the current financial period ended 31
March 2023

During the year to 31 March 2023, the following UK-adopted accounting standards, amendments or
interpretations were required to be recognised by the Company:

UK effective date —
periods beginning on
or after

IAS 1 Presentation of Financial Statements and IFRS Practice Statement 1Jan 2023

2 Making Materiality Judgements (Amendment): Disclosure of

Accounting Policies

1AS 8 Accounting Policies, Changes in Accounting Estimates and Errors IJan 2023

(Amendment): Definition of Accounting Estimates

IAS 12 Income Taxes: deferred Tax related to Assets and Liabilities 1 Jan 2023

arising from a Single Transaction

2.12. Standards, amendments and interpretations in issue but not yet effective

The adoption of the following mentioned standards, amendments and interpretations in futurc years are
not expected to have a material impact on the Company’s financial statements based upon an initial

review
. Effective date -
periods beginning on
or after
IAS 1 Presentation of Financial Statements: Classification of Liabilities 1 Jan 2024
as Current on Non-current
[FRS 16 (Amendments) Lease Liability in a Sale and Leaseback 1Jan 2024
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3. Revenue

Revenue is attributable to the provision, support and maintenance of air traffic management equipment to
a United Kingdom public sector entity under a twenty-two (22) year concession arrangement. An analysis
of the Company’s revenuc is as follows:

31 March 31 March

2023 2022

£000 £°000

Service concession contract revenues 79,169 : 96,717
Contractual change and sundry incomc 21,653 18,443
100,822 = 115,160

Disaggregation of Revenue

All revenue is generated from business with the UK Ministry of Defence, or related ancillary services.

Msjor Goods/Service Lines

31 March 31 March
2023 2022
£2000 £000
Capital Milcstoncs 24,195 40,371
Scrvice Charge 54,974 56,346
Pass Through and Sundry Income 3,547 4,604
Contract Change Income 12,823 12,141
Windfarm Studies and Other External Income 5,283 1,698
100,822 115,160

Timing of Revenue Recognition
31 March 31 March
2023 2022
£2000 £000
Services transferred over time (IFRIC 12) 79,169 96,717
Goods and Services transferred at a point in time 21,653 18,443
100,822 115,160
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3. Revenue (continued)

Revenue expected to be recognised on the Service Concession Contract with the UK Ministry of

Defence as at 31st March 2023

Withiun 1 Between 2 - § Total

Year Years
£000 £000 £°000
Capital Milestones 37,886 1,469 39,355
Service Charge 75,320 225,021 300,341
113,206 226,490 339,696

4. Operating profit

31 March 2023

Operating profit is stated after charging:

Depreciation of property, plant and equipment
Dcpreciation of right-of-usc asscts (IFRS 16)
Foreign exchange (gain)/loss

Auditor’s remuneration:

- Statutory audit

- Other Assurance services

Rcdundancy costs

£°000

1,054
1,388
(5)

49
3
1

31 March 2022
£7000

388
1,196
67

40

194

Redundancy costs reflect payments to staff made redundant according to arrangements commenced in line

with the service concession agreement with the public sector entity.

S. Employees

Number of employees

The average monthly number of emplayees (including Directors) during the period was:

31 March 31 March

2023 2022

Number Number

Administrative staff (including Dircctors) 65 69
Engineering staff 153 147
Flight Simulator Operators 46 47
Maintenance staff 92 107
356 370
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Employment costs
Salarics and staff costs, including Directors’ remuneration, were
as follows:

31 March 31 March

2023 2022

£°000 £000

‘Wages and salarics 23,052 21,647
Social security costs 2,191 1,869
Other pension costs 1,110 1,056
26,353 24,572

Wages and salaries includes redundancy costs of £1k (2022 £194k - refer to Notc 4 abovce), amounts paid
to contractors of £2,170k (2022 £1,656k), and amounts paid in respect of secondees from both Thales UK
Limited and NATS (Services) Limited of £1,021k (2022 £1,300k). The Company is responsible for
paying to Thales UK Limited and NATS (Services) Limited amounts equal to the aggregate of costs
incurred by both companics in connection with the employment of the seconded employees (including all
taxes and social security and pension costs) together with appropriate staff related costs and expenses and
disbursements. The number of cmployees stated above likewise includes the number of contract and
seconded staff.

6. Directors’ remuneration
All Directors at the date of these financial statements arec employed by the Company’s parent

organisations, NATS and Thales, and receive remuneration from these organisations. The costs of their
services to the Company are paid via a Management Fee which is part of the Company’s Administrative

. expenses.

7. Finance income
31 March 31 March
2023 2022
£000 £000
Interest income on service concession arrangements - 208
Other finance income 25 -
) 25 208

8. Finance costs

31 March 31 March
2023 2022
£'000 £°000
Interest charge on service concession arrangements 277 -
Interest payable to parent undertakings 768 429
Bank charges 7 7
Interest on lease liabilities (IFRS 16) 77 83
Other financial costs ) - 69
1,129 588
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9. Income tax

31 March 31 March

2023 2022

£°000 £2000

Current tax

Current year 313 573

Adjustment in respect of prior years (126) (296)

187 277

Deferred tax (see note 16) 149 377
Total tax expense 336 654

The tax rate used for the reconciliation is the corporate tax ratc of 19% payablc by corporate entities in the
UK on taxable profits under UK tax law.

Income Tax (continued)

The charge for the period can be reconciled to the profit for the period as follows:

31 March 31 March

2023 2022

£°000 £000

Profit before taxation 1,290 3,193

Income tax calculated at 19% (2022: 19%) 245 606

Effects of:

Expenses not deductible for tax purposes 70 -

Difference in overscas tax rates 2) -

Deferrced tax 149 344

Adjustment in respect of prior years (126) (296)
Total tax expense TTTTTTTTR36T TTT6s4
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10.1 Property, plant and equipment

Property, Software & IT Assets under Total
Plant & Intangibles Equipment construction
Equipment
£000 £°000 £°000 £°000 £000

Cost
Brought forward 6,970 1,430 654 958 10,012
Additions 569 27 35 1,415 2,046
Disposals (36) (89) (261) - (386)
Transfer 1,275 91 - (1,366) -
As at 31 March 2022 8,778 1,459 428 1,007 11,672
Depreciation
Brought forward 3,021 513 416 - 3,950
Charge 1,546 263 150 - 1,959
Disposals (25) (89) (261) - (375)
As at 31 March 2022 4,542 687 305 - 5,534
Carrying amount
As at 31 March 2022 4,236 772 123 1,007 6,138

Property, Software & IT  Assetsunder Total

Plant & Intangibles = Equipment construction
Equipment
£°000 £000 £'000 £°000 £°000

Cost
Brought forward 8,778 1,459 428 1,007 11,672
Additions 1,338 - 72 1,659 3,069
Disposals (1,086) - - (571) (1,657)
Transfer 40 38 - (78) -
As at 31 March 2023 9,070 1,497 500 2,017 13,084
Depreciation
Brought forward 4,542 687 305 - 5,534
Charge 2,045 292 105 - 2,442
Disposals (1,103) - - - (1,103)
As at 31 March 2023 5,484 979 410 - 6,873
Carrying amount )
A§at 3T March 2023 3.586 518 90 2,017 6;211

Assets in the course of construction includes a reclassification of item to Contract Assets amounting to £1,572k as
this more accurately reflects the nature of the transactions, adjusting the brought forward value from £2,579k to
£1,007k.

PPE includes £1,575k relating to right-of-use assets at 31st March 2023 as set out in note 10.2 below.
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Right-of-use assets and right-of-use lease liabilities

The Company has Icase contracts for property, plant and machincry (vehicles) used in its operations. The lease
terms for property range between two and seven years, while plant and machinery (vehicles) have lease terms of
three years. The Company applies judgement in evaluating whether or not to exercise any options to renew or
terminatc any lease. The current portions of the leases have been determined to be the interest and principal
payments duc over the next 12 months.

10.2  Right-of-use assets

Right-of-use assets are recognised when the Company, as a lessee, has the right to an underlying asset for the lease
term. The right-of-use assets are depreciated on a straight-linc basis over the lease term.

The carrying amounts of the right-of-use assets recognised and the movements during the period are as follows:

Property Plant and Total

equipment

(vehicles)
£000 £°000 £000
As at 1 April 2021 2,384 389 2,773
Additions 200 171 371
Depreciation cxpensc (948) (248) (1,196)
As at 31 March 2022 1,636 312 1,948
Property Plant and Total

cquipment

(vehicles)
£000 £000 £000
As at | April 2022 1,636 312 1,948
Additions 527 488 1,015
Depreciation expense (1,112) _ (276) (1,388)
As at 31 March 2023 1,051 524 1,575
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10.3 Lease liabilities

The carrying amounts of the lease liabilities and the movements during the period are as follows:

Property Plant and Total

equipment

(vehicles)
£°000 £°000 £000
As at 1 April 2021 2,464 372 2,836
Additions 200 171 37
Accretion of interest 74 9 83
Payments (1,025) (255) (1,280)
As at 31 March 2022 1,713 297 2,010
Current 996 196 1,192
Non-current 717 102 819
As at 31 March 2022 1,713 298 2,011
Property Plant and Total

equipment

(vehicles)
£000 £°000 £000
As at 1 April 2022 1,713 298 2,011
Additions 527 488 1,015
Accretion of interest , 45 9 54
Payments (1,187) (304) (1,491)
As at 31 March 2023 1,098 491 1,589
Current 675 345 1,020
Non-current 423 146 569
As at 31 March 2023 1,098 491 1,589

10.4 Impact of lcases on statement of comprehensive income

31 March 31 March
2023 2022

The following are the amounts recognised in the £°000 £7000
statement of comprenensive inCome:
Depreciation expense of right-of-use assets 1,388 1,196
Interest expense on lease liabilities 54 83
Expenses relating to short-term leases (included in - (8)
Administrative Expenses)
Variable lease expenses (included in Cost of Sales) 4 587
Total amount recognised in the statement of 1:446 1,858
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11.  Trade and other receivables

31 March 31 March

2023 2022

£°000 £°000

Trade receivables 6,649 15,968
Amounts owed by parent undertakings 729 1,646
Other reccivables 545 1,851
7,923 19,465

Trade recetvables at the reporting date arc shown above net of provisions.

The Dircctors consider that the carrying amount of trade and other receivables approximates to their fair
value, and that there is no impairment of value at the reporting datc. The Company does not consider that
any of its trade receivables at 31 March 2023 are irrecoverable.

Trade receivables including amounts owed by parent undertakings are profiled below:

Total Neither Less 60 to More
past due than 60 120 days than 120
nor- days days
impaired
- £°000 £°000 £000 £°000 £'000
2022 17,614 14,663 2,497 393 61
Total Neither Less 60 to More
past due than 60 120 days than 120
nor days days
impaired
£'000 £°000 £°000 £°000 £000
2023 7,378 5,832 939 106 501
12.  Contract asset
31 March 31 March
2023 2022
£000 £000
Contract asset (service concession 37,482 38,853
arrangements)
37,482 38,853
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No revenue was recognised in the year (2022: £nil) from performance obligations satisfied in the previous
period.

Against an opening contract asset (scrvice concession arrangements) balance of £38.9m at 31 March
2022, invoicing of £78.2m during the year to 31 March 2023 indicates that the contract asset has been
fully recovered during the period.

13.  Trade and other payables

31 March 31 March

2023 2022

£000 £000

Trade payables 2,830 3,824
Amounts owed to parent undertakings 6,256 18,914
VAT payable 1,855 1,147
Provision for contract losses 199 199
Accruals 5,489 4813
Contract liability 4,436 8,482
21,065 37,379

The Directors consider that the carrying amount of tradc and othct payables approximates to their fair
values. Amounts payable to parent undertakings are interest {ree and repayable on demand.

The provision for contract losscs relates to an issue on the Aberporth Vaice Comms Supply project where
due to issues with a supplier we have incurred more resource costs than anticipated during the pricing of
the work. The work is expected to be completed by March 24.

Contract liability

The contract liability effectively represents amounts received in advance on Windfarm Studies and other
contracts, for which obligations are met typically in the twelve months following the period end. During
the reporting period, £2,1m of the balance of the contract liability at 31 March 2022 was recognised as
income as delays to Windfarm and scheduled redundancy programmes have meant that revenues have
remained deferred.

14.  Borrawings

31 March 31 March
2023 2022
£°000 £°000

Amounts falling due within one year:
-oans-from-parent-undertakings 17,679 15;911
17,679 15,911

The loan (balance £17.7m at 31 March 2023 (2021 £15.9m)) exists to fund day to day operating activities.
The loan is flexible, carrying a 3.75% interest rate, and can be drawn and repaid as cash flow permits. Tt
has a maximum drawing level of £50m. Tt is forecast that this loan will be repaid in 2029/30, however the
facility is expected to remain in place for the duration of the Marshall contract (current Contract expiry
forccast as 31 March 2037). This shareholder loan is repayable on demand.
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15.  Financial instruments

Capital risk management

The Company manages its capital to ensure that it will be able to continue as a going concem while
maximising the return to stakcholders through the optimization of the debt and equity balance. During the
year to 31 March 2023, the Company continucd to utilisc a short-term loan facility from its parent
undcrtakings. The short-term, flexible facility is capped at £50m (balance at 31 March 2023 £17.7m). The
Company’s overall strategy in relation to borrowings remains unchanged since the year to 31 March 2022.

The capital structure of the Company consists of cash and cash equivalents and equity attributable to
equity holders of the Company, comprising of issucd capital, reserves, and retained earmings.

The Company is not subject to any externally imposed capital requirements.

The Company’s strategy is to ensure availability of capital and match the profile of the Company’s
cxpenditures. To date the Company has relied upon equity and debt funding to finance operations. The
Directors arc confident that adcquate cash resources exist to finance operations to commercial
exploitation, but controls over expenditure are carefully managed.

Classification

All financial asscts have been classified as financial asscts at amortised cost, and all financial liabilitics
have been classified as other financial liabilitics measurcd at amortised cost.

Financial risk management

The Company’s operations expose it to a low level of financial risks, given that its debt is almost entirely
United Kingdom public sector based, and it has a low level of funding requirement, morcover, funding
that is supplied from parent undertakings at fixed rates. Nonetheless, the Company has in place a risk
management programme that seeks to limit the adverse effects on financial performance of the Company
by monitoring levels of debt finance and the related finance costs, and by continually assessing the
potential impacts of service cvents on service charge receivablc. The Company does not use derivative
financial instruments to manage interest rate costs, given that these are fixed, and as such, no hedge
accounting is required.

Given the sizc of the Company, the Directors have not delegated the responsibility of monitoring financial
risk management to a sub-committee of thc board. The policies set by the board of Dircctors are
implemented by the Company’s finance department. The department has a policy and procedures manual
that sets out specific guidelines to manage perceived financial risks.

Foreign currency risk

The Company has a minimal exposure to foreign currency risk, by far the majority of its assets and
liabilities being denominated in its functional currency. One key supplier has a contract in Furos, and
another partly in US Dollars. To meet the regular payments required under this contract, the Company has

T L21T CuTTency exchange facility with Thales SA (an ultimate parent undertaking), o that of a quarterly
basis, functional currency is exchanged for Euros and US Dollars to meet current liabilities. As a result of
this arrangement, a small amount of Euros and Us Dollars may be held by the Company, valued according
to the rate employed in the latest transaction under the facility.
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15.  Financial instruments (Continued)
Interest rate risk

The Company has minimal interest rate risk. To date, no interest has been generated on its cash deposits,
while the Company seeks to minimisc its cash holding and retum monies loaned from parcnt
undertakings.

With regard lo its borrowings, the Company has a short-term loan, repayable on demand. The facility
bears a fixed, 3.75% interest rate.

Interest ratc scnsitivity analysis

No interest rate sensitivily analysis has been carried out at the reporting date because the Company is not
subject to floating rate liabilities.

Credit risk

The Company does not consider that it has material credit risk, its debt being almost exclusively with the
United Kingdom public sector, and debt financing is not used.

The maximum exposure to overall credit risk is the balance of cash and cash equivalents and trade and
other receivables totalling £46,424k.

Liquidity risk
The Company actively maintains short-term debt finance that is designed to ensure the Company has
sufficient available funds for operations and planned expansion.

Price risk

The Company is exposed to minimal price risk as a result of its operations, given that its exposure to the
United Kingdom public sector entity is a combination of firm and fixed pricing. Given that the Company
has a low level of third-party operations, the cost of managing exposure to price risk exceeds any potential
benefits. The Directors will revisit thc appropriateness of this policy should the Company’s operations
change significantly in size or in nature. The Company has no exposure to equity securities as it holds no
listed or equity instruments.

Price rate. sénsitivity analysis

Price scnsitivity analysis has not been carried out at the reporting date, nor is it considered necessary in
view of the above.
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1S8. Financial instruments (Continued)

The undiscounted contractual maturity analysis for financial instruments is as follows:

Financial assets

Demand From 3 From 12 From 2 More Total
and less to 12 months to S than §
than 3 months to2 years years
months years
£°000 £000 £°000 £°000 £000 £'000
Contract assets 37,280 - - - - 37,280
Trade receivables 15,968 - - - - 15,968
Amounts owed by parent 1,646 - - - 2 1,646
undertakings
VAT recoverable - -
Other receivables 1,851 - = - - 1,851
Cash and cash equivalents 2,072 - - - - 2,072
As at 31 March 2022 58,817 -~ = - - 58,817
Financial assets
Demand From 3 From 12 From 2 More Total
and less to 12 months to S than §
than 3 months to 2 years years
months years
£000 £°000 £000 £°000 £000 £°000
Contract assets 37,482 - - - - 37,482
Trade receivables 6,649 - - - - 6,649
Amounts owed by parent 729 - - - - 729
undertakings
VAT recoverable - -
Other receivables 545 - - - - 545
Cash and cash equivalents 1,019 -, - - - 1,019
As at 31 March 2023 46,424 - - - - 46.424
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15. Financial instruments (Continucd)

Financial liabilities

Demand From 3 From From 2 More Total
and less to 12 12 toS than §
than 3 months months years years
months to2
years
£°000 £°000 £7000 £°000 £°000 £000
Trade payables 3,824 - - - - 3,824
Amounts owed to parent 18,914 - - - .- 18,914
undertakings
VAT payable 1,147 - - - - 1,147
Corporation tax 44 - - - - 44
Provision for coniract losses 199 199
Accruals 4813 - - - - 4,813
Contract liability 8,482 - “ - - 8,482
Lease liability (JFRS 16) 304 888 777 41 - 2,010
Loans from parent 15,911 - - - B 15911
undertakings
As at 31 March 2022 53,638 888. 777 41 - 55,344
Financial liabilities
Demand From 3 From From 2 More Total
and less to 12 12 toS than §
than 3 months months years years
months to 2
years
£000 £°000 £000 £000 £000 £°000
Trade payables 2,829 - - = ¢ 2,829
Amounts owed to parent 6,256 - - - - 6,256
undertakings
VAT payable 1,855 - B - - 1,855
Corporation tax 17 - - - - 17
Provision for contract losses 199 - - - - 199
Accruals 5,489 = B - - 5,489
Contract liability 4436 . - - - 4,436
Leasc liability (IFRS 16) 465 555 315 235 19 1,589
Loans from parent 17,679 - - - - 17,679
lindcqgkipgw

As at 31 March 2023 39,225 555 315 235 19 40,349
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15.  Financial instruments (continued)

Reconciliation of liabilities arising from financial activities

Asat 1 IFRS 16 Cash Effective Foreign  Asat31
April Additions Flows Interest Exchange March
2021 2022
£000 £000 £°000 £000 £000 £000
Lease liabilities - IFRS16 2,836 371 (1,280) 83 ' - 2,010
Loans from parent 6,482 - 9,000 429 - 15,911
undertakings :
Total other interest- 9,318 3N 1,720 512 - 17,921
bearing loans and
borrowing
Asat 1 IFRS 16 Cash Effective Foreign As at 31
April Additions Flows Interest Exchange March
2022 . 2023
£2000 £000 £°000 £°000 £000 £000
Lcase liabilities — [FRS16 2,010 1,015 (1,513) 77 . 1,589
Loans from parent 15,911 - 1,000 768 - 17,679
undertakings ] _
Total other interest- 17,921 1,015 (513) 845 - 19,268
bearing loans and
borrowing
Fair values

The carrying value of financial assets of the Company are materially the same as the fair value, as the
assets are all short-dated or liquid cash. Similarly, the financial liabilities of the Company asidc from the

-loans-and-lcasesarc-materially-atl-short=dated:~Therefore; the-carrying-value-of-the-trade-payables~and
accruals are also materially the same as their fair value.
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16. Deferred tax

Analysis of deferred tax assets/(liabilitics) relating to accelerated capital allowances and other timing
differences for financial reporting purposes:

Accelcrated Other Total

capital temporary

allowances differences
£°000 £°000 £000
Brought forward (236) 287 51
Credit to profit or loss (90) (287) (377
Balance as at 31 March 2022 (326) - (326)
Accelerated Other Total

capital temporary

allowances differences
£°000 £000 £°000
Brought forward (326) - (326)
Credit to profit or loss (149) - (149)
Balance as at 31 March 2023 ) (475) ~ (475)
Net deferred tax asset/(liability): 31 March 31 March
2023 2022
£°000 £°000
Deferred tax liabilitics (475) (326)

(475) (326)

Increascs in the full rate of UK Corporation Tax were not substantively enacted at the balance sheet date
50 that the rate will increase to 25% from 1 April 2023 is not reflected in the closing deferred tax balance.

17.  Pensions

The amount recognised as an expense for the period amounted to £1,110k (year to 31 March 2022
£1,056k). There were no unpaid contributions at 31 March 2023, other than for payroll and all related
costs owed to Thales UK Limited and included in payables.

18.  Share capital

31 March 31 March
2023 2022
£000 £000
Authorised, called up and fully paid
200,000 Ordinary shares of £1 each ) 200 200
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19.  Contingent liabilities

At 31 March 2023, the Company had no contingent liabilities.

20. Financial commitments

Under its service concession contract with a UK public sector entity, to provide air traffic management
services, the Company is engaged to supply and install capital equipment over a seven year “transition”
period, and thereafter carry on maintaining, supporting and operating that equipment. The operational
period of the contract, beyond the initial seven years, runs until March 2037, and comprises three equal
periods of five ycars. During the transitional and operational periods of the contract, the Company is
committed to make payments to a wide variety of sub-contractors for the provision of both equipment and
support services, all of which are met from revenues generated from that contract.

21.  Related party relationships and transactions

Compensation of key management personnel

The key management personnel are considered to be the Board of Directors and members. Please refer to
Note 6 for details of the Directors’ remuncration.

Transactions and balances with other related parties

31 March 31 March
2023 2022
£000 £°000
Purchases (including accrued amounts) from 59,080 61,933
Thales companies during the period
Purchases (including accrued amounts) from 14,530 29,879
NATS companies during the period
Invoices raised on Thales companies duting 601 2,543
the period
Invoices raised on NATS companies during 768 871
the period

Amounts invoiced to NATS and Thales during the period represent sundry cost recharges.

Receivable balances with other related parties are as follows:

31 March 31 March

2023 2022

£°000 £'000

NATS (Services) Limited 197 430

Thales UK Limited 532 1,216
729 . 1,646 7
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21.  Related party relationships and transactions (continued)

Payable and accrual balances with other related parties are as follows:

31 March 31 March

2023 2022

£°000 £000

NATS (Services) Limited 2,267 7,425
Thales UK Limited 3,855 11,309
Thales LAS France 134 180
6,256 ) 18,914

The receivable and payable balances disclosed above are unsecured, intcrest free and repayable on demand.
22.  Events after the reporting period

There are no significant events after the period-end.

23.  Ultimate controlling party

The Company has no ultimate controlling party, being a 50:50 joint venture between Thales UK Limited
and NATS (Services) Limited, both companies registered in the United Kingdom.

The financial statements of Thales UK Limited can be obtained from 350, Longwater Avenue, Green
Park, Reading RG2 6GF, and those of NATS (Services) Limited can be obtained from the Corporate
Technical Centre, 4,000 Parkway, Whiteley, Fareham, Hampshire PO15 7FL.
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