Pension costs

Past and present employees are covered by the
provisions of the Principal Civil Service Pension
Scheme (PCSPS) and Armed Forces Pension
Schemes (AFPS) which is non-contributory and
unfunded. Although the scheme is a defined benefit
scheme, liability for payment of future benefits is a
charge to the PCSPS or AFPS appropriately. The cost
of pension cover provided is by payments of charges
(Accrued Superannuation Liability Charges — ASLC)
based on a percentage of salary. Salaries include
gross salary, certain performance bonuses and
recruitment and retention allowances. It does not
include the estimated monetary value of benefits

in kind. Payments are made at contribution rates
determined by the Government Actuary.

Foreign exchange

All foreign denominated transactions are translated at
the average exchange rate for the previous month, being
a proxy rate for that ruling at the time of transaction. At
31 March, balances are translated into sterling at a year
end spot range. Foreign exchange differences are taken
directly to the profit and loss account.

Stock

Stock is valued at the lower of cost (including
attributable overheads) or net current replacement
cost, if materially different and net realisable value.
Net realisable value is the estimated price at which
stocks can be sold in the normal course of business
after allowing for all costs to bring them from their
existing state to a finished condition. Provisions are
made to cover obsolescent items. Items are reviewed
for obsolescence on a regular basis and at the end
of the financial year.

Provision is made where necessary, for obsolete,
surplus or defective stocks. The provision is based
on 100% provision against the value of any stocks
considered obsolete. Provision is also made against
any surplus stocks.

Surplus stocks are estimated on the basis of projected
consumption using historical trends. Stock is analysed
into four categories based on frequency of usage.
Any stock balance remaining in the two lowest usage
categories after five years projected usage is the
subject of a 100% provision less a nominal amount
for disposal proceeds.

Work in progress

WIP is valued on the basis of direct labour and indirect
production support, plus those business overheads
that are directly related to normal levels of production
activity. For spares inclusive contracts, the cost of the
spares consumed is also included in the WIP valuation.
The value is reviewed monthly to reflect the lower of
cost or net realisable value and the rates used to value
WIP are reviewed, at least annually.

Long term contracts

Long term contract (LTC) balances are stated at costs
incurred (net of amounts transferred to cost of sales),
after deducting related payments on account. Profit on
individual long term contracts is taken only when their
outcome can be foreseen with reasonable certainty,
based on the lower of the percentage margin earned
to date and that prudently forecast at completion,
taking account of agreed claims. Turnover on long
term contracts is ascertained in a manner appropriate
to the stage of completion of the contract.

Provisions

When it is known that a contract is forecast to make a
loss, a provision is made at the time the loss is identified.
Other provisions represent liabilities of uncertain timing
or amount. Provisions are not discounted where the
effect of the discount would not be material.

Operating leases

Rentals under operating leases are charged to the
profit and loss account as incurred.

Return on capital employed

The basis for calculating return on capital employed is
the profit before interest for the year, as a percentage
of the average capital employed during the year.
Capital employed comprises total net assets (fixed
assets at net book value, plus current assets, less
current liabilities) and adding back the short term
loans provided from government sources.

Provision for bad and doubtful debts

DSG makes provision for bad and doubtful debts
based on an aged debtor and specific debt review
analysis. Bad debts are written off immediately they
are deemed to be irrecoverable.

Value Added Tax

DSG has a single registration for VAT with HM Revenue
& Customs and accounts for VAT on an accruals basis.

2 TURNOVER

Turnover is not analysed by market segment
because substantially all of the turnover relates

to the same class of business: the repair, overhaul
and maintenance of equipment.

Turnover is stated net of trade discounts, provisions,
VAT and similar taxes. There were no acquisitions or
discontinued operations with the majority of turnover
arising from UK sources.

Where the substance of the transaction is such that
DSG effectively operates as an agent, turnover
represents the net revenue receivable.
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3 COST OF SALES AND OPERATING EXPENSES

2008/2009 2007/2008
Note £'000 £'000
Cost of sales:
Employee costs 5b 101,869 96,492
Supplies and services consumed 71,834 64,924
Accommodation costs 12,452 12,636
Depreciation and impairment 2,456 2,330
Other administration costs 6 3,510 1,017
Total cost of sales 192,121 177,399
Operating expenses:
Employee costs 5b 11,872 10,782
Supplies and services consumed 3,979 2,145
Accommodation costs 511 779
Depreciation and impairment 386 427
Other administration costs 6 8,178 8,917
Total operating expenses 24,926 23,050
Cost of sales & operating expenses:
Employee costs 5b 113,741 107,274
Supplies and services consumed 75,813 67,069
Accommodation costs 12,963 13,415
Depreciation and impairment 2,842 2,757
Other administration costs 6 11,688 9,934
Total cost of sales & operating expenses 217,047 200,449
3a Exceptional items
Exceptional release of Engine Business decommissioning provisions (i) - (1,126)
Exceptional costs specific to merger activity 224 506
Loss on disposal of fixed assets 163 77
387 (543)

() The Engines decommissioning provision was released in 2007/08 as it was no longer required upon the sale of the Fleetlands site on 31 March 2008.

NOTES TO THE ACCOUNTS



4 INTEREST PAYABLE AND SIMILAR CHARGES

On loans wholly repayable within five years

On loans not wholly repayable within five years

5 EMPLOYEE NUMBERS AND COST

(a) Employee numbers

The average number of persons employed during the year was:
Senior management

Service personnel

Civilian personnel

Agency staff

(b) Payroll costs

In Cost of sales:

Salaries, wages and allowances
Social security

Pension costs

Agency staff

in Operating expenses:

Salaries, wages and allowances
Social security
Pension costs

Agency staff

Total:

Salaries, wages and allowances
Social security

Pension costs

Agency staff

Total payroll costs

2008/2009 2007/2008
£000 £'000

- 3,038

1,512 -
1,512 3,038
2008/2009 2007/2008
Number of Number of
employees employees
6 11

18 27

3,359 3,298

202 221

3,585 3,557
2008/2009 2007/2008
£°000 £000
76,839 73,298
5,385 5,227
13,424 12,612
6,221 5,355
101,869 96,492
9,149 7,940

585 681

1,330 1,554

808 607
11,872 10,782
85,988 81,238
5,970 5,908
14,754 14,166
7,029 5,962
113,741 107,274
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5 EMPLOYEE NUMBERS AND COSTS (CONTINUED)

(c) Pension benefits for civilian employees are provided
through the Civil Service Pension arrangements. From
1 October 2002, civil servants may be in one of three
statutory based ‘final salary’ defined benefit schemes
(Classic, Premium and Classic Plus). The schemes are
unfunded, with the cost of benefits met by monies voted
by Parliament each year. Pensions payable under Classic,
Premium and Classic Plus are increased annually in line
with changes in the Retail Prices Index. New entrants
between 1 October 2002 and 30 July 2007 could choose
between membership of Premium or joining a good
quality ‘money purchase’ stakeholder arrangement
with a significant employer contribution (partnership
pension account). New entrants from 30 July 2007
may choose only between a partnership pension

and the “Nuvos” occupational pension scheme.

Employee contributions are set at the rate of 1.5% of
pensionable earnings for Classic and 3.5% for Premium,
Classic Plus and Nuvos. Benefits in Classic accrue at
the rate of 1/80th of pensionable salary for each year
of service. In addition, a lump sum equivalent to three
years’ pension is payable on retirement. For Premium,
benefits accrue at the rate of 1/60th of final pensionable
earnings for each year of service. Unlike Classic, there
is no automatic lump sum (but members may give up
(commute) some of their pension to provide a lump
sum). Classic Plus is essentially a variation of Premium,
but with benefits in respect of service before 1 October
2002 calculated broadly as per Classic. Benefits in Nuvos
accrue at the rate of 2.3% of pensionable earnings
towards members pensions annually, to a maximum

of 75% of final salary.

The partnership pension account is a stakeholder
pension arrangement. Employers’ contributions

are age-related and range from 3% to 12.5% of
pensionable pay into a stakeholder pension product
chosen by the employee. The employee does not have
to contribute but where they do make contributions,
the employer will match these up to a limit of 3% of
pensionable salary (in addition to the employer’s basic
contribution). Employers also contribute a further 0.8%
of pensionable salary to cover the cost of centrally
provided risk benefit cover (death in service and ill
health retirement).

NOTES TO THE ACCOUNTS

The Principal Civil Service Pension Scheme (PCSPS)

is an unfunded defined benefit scheme and it is not
possible to separately identify DSG’s share of the
underlying assets and liabilities. A full actuarial valuation
was carried out as at 31 March 2007. Details can be
found in the resource accounts of the Cabinet Office:
Civil Superannuation (www.civilservice-pensions.gov.uk).

For 2008-09 employers’ contributions of £14,621k
were payable to the PCSPS (2007-08 £13,986k)
at one of four rates in the range 17.1% to 25.5%
of pensionable pay, based on salary bands.

The Scheme’s Actuary reviews employer contributions
usually every four years, following a full scheme
valuation. The contribution rates are set to meet the
cost of the benefits accruing during 2008-09 to be
paid when the member retires and not the benefits
paid during this period to existing pensioners. From
2009-10, the rates will be in the range of 16.7% to
24.3%. Similarly, employers’ contributions to the
Armed Forces Pension Scheme (AFPS) are determined
by the Government Actuary at a rate of 36.3% for
Officers and 21.8% for other ranks.

For 2008/2009 employers’ contributions of £49k

were paid to one or more of a panel of four appointed
stakeholder pension providers (2007/2008: £3k).

In addition employer contributions of £3k were payable
to the PCSPS to cover the cost of the future provision
of lump sum benefits on death in service and ill health
retirement of these employees. Contributions due to
the partnership pension providers at the balance sheet
date were £6k (2007/2008: £7k).

3 employees retired early on ill-health grounds; the
total accrued pension liabilities in the year amounted
to £6k (2007/2008 9 persons - liabilities amounted
to £7k).



6 OTHER ADMINISTRATION COSTS

in Cost of sales:

Travel and subsistence, including vehicle hire
IT and telecommunications

Training, recruitment and consultancy
Insurance

Permanent diminution of fixed assets

Other expenses

Cost reimbursement (i)

Movement in provisions

in Operating expenses:

Auditors’ remuneration (ii)

Travel and subsistence, including vehicle hire
IT and telecommunications

Training, recruitment and consultancy
Insurance

Permanent diminution of fixed assets

Other expenses

Gains on foreign exchange

Movement in provisions

Total:

Auditors’ remuneration (ii)

Travel and subsistence, including vehicle hire
IT and telecommunications

Training, recruitment and consultancy
Insurance

Permanent diminution of fixed assets

Other expenses

Gains on foreign exchange

Cost reimbursement (i)

Movement in provisions

Total of Other administration costs

(i) Cost reimbursement shown separately for greater visibility.
(i) Including non audit fees of £8k for 2008/09 (£5k 2007/08)

2008/2009 2007/2008
£:000 £:000
2,904 1,913

136 117
834 952
14 -

178 361
2,239 1,339
(2,795) (3,482)
- (183)
3,510 1,017
137 144
808 952
2,048 4,286
1,593 878
1,177 1,770
27 1
1,006 978
©) @7)

488 (65)
8,178 8,917
137 144
3,712 2,865
3,084 4,403
2,427 1,830
1,191 1,770
205 362
3,245 2,317
®) 27)
(2,795) (3,482)
488 (248)
11,688 9,934
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7 FIXED ASSETS

The movements in each class of assets were:

Cost or valuation:

At 1 April 2008

Additions

Disposals

Permanent diminutions in value
Revaluation (i)

Reclassification

At 31 March 2009

Depreciation:

At 1 April 2008

Depreciation charged during the year
Disposals

Revaluation (i)

At 31 March 2009

Net book value

At 31 March 2009
At 1 April 2008

LAND PLANT INFORMATION ASSETS IN TOTAL
AND MACHINERY TECHNOLOGY COURSE OF TANGIBLE
BUILDINGS AND CONSTRUCTION
veHIoLEs
£2000 £2000 £2000 £2000 £2000
91,446 19,492 1,621 465 113,024
1,486 330 11 275 2,102
- (263) - - (263)
- (174) 27) (4) (205)
1,308 772 (82) - 1,998
100 220 5 (325) -
94,340 20,377 1,528 411 116,656
43,336 14,394 808 - 58,538
1,498 917 427 - 2,842
- (100) - - (100)
2,186 548 (54) - 2,680
47,020 15,759 1,181 - 63,960
47,320 4,618 347 411 52,696
48,110 5,098 813 465 54,486

(i) Downward revaluation of £507k is charged against the revaluation reserve with the balance of £175k, being in excess of the reserve held for
specific assets, charged to the profit and loss account.

NOTES TO THE ACCOUNTS



8 STOCKS AND WORK IN PROGRESS

31 MARCH 2009

£'000
Gross Stocks 12,833
Less stock provision (30)

Work in progress — net costs incurred

Total stocks and work in progress

9 DEBTORS AND PREPAYMENTS

Trade debtors (i)

Other debtors (i)

Receipt due from sale of Rotary and Components
Bad debt provision

Prepayments and accrued income

31 MARCH 2008

£:000 £:000 £:000
14,822
(1,697)
12,803 13,125
12,559 8,587
25,362 21,712

31 MARCH 2009 31 MARCH 2008

£'000 £'000
43,351 38,310
1,346 1,609
- 29,058

(150) (7)
2918 2,539
47,465 71,409

() Within debtors is a balance of £37,288k for other central government bodies, £708k for Local Authorities, nil for NHS Trusts and £9,468k for
bodies external to government, (2007/08 other government bodies £31,241k, Local Authorities £429k, NHS Trusts £12k and bodies external

to government £9,851Kk).

Aged Trade Debt

NOT YET DUE 30 TO 60

DAYS

£000 £000

At 31 March 09 32,112 7,851
At 31 March 08 31,092 5,435

10 CASH AT BANK AND IN HAND

Cash on short term deposit (i) (ii)
Cash at bank (i)
Cash in hand

60TO9 90TO 120 120 + TOTAL

DAYS DAYS DAYS
£°000 £°000 £°000 £°000
1,296 564 1,628 43,351
838 421 524 38,310

31 MARCH 2009 31 MARCH 2008

£'000 £:000
43,700 -
301 65,489

5 2
44,006 65,491

(i) Wherever possible cash is held in interest earning accounts, which are redeemable on demand within one working day.
(i) Other than cash in hand all deposits at 31 March 2009 were held within a commercial bank.
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11 CREDITORS

31 MARCH 2009 31 MARCH 2008

£000 £'000

Amounts falling due within one year:
Trade creditors (i) (i) 5,891 8,943
Taxation and social security (i) 8,230 8,579
Accruals (i) 38,737 19,839
Deferred income (ii) 10,242 18,155
Sundry creditors (i) 3,234 996
Public Dividend Capital (i) - 61,708
Loans payable within 12 months (i) 1,664 55,059
67,998 168,279

(i) DSG’s policy is to pay its suppliers within contracted payment terms or general conditions governing the terms for the type of business
undertaken or, in the absence of specially agreed terms, within 30 days of receipt of a valid invoice although it is working towards a 10 day
target as directed by HM Treasury.

(i) Within Creditors is a balance of £29,835k for other central government bodies and £38,163k for bodies external to government,
(2007/2008 central government bodies £132,685k, external to government £17,188k).

12 PROVISIONS FOR LIABILITIES AND CHARGES

LOSS ON REVENUE EFFICIENCY TOTAL

CONTRACTS PROVISION AND OTHER
£’000 £'000 £'000 £'000
Balance at 1 April 2008 - 23 44 67
Increase in provisions 226 - 266 492
Utilised in year - - (4) 4)
Balance at 31 March 2009 226 23 306 555

The liabilities and charges provided for, all fall due within one year.

The MOD has confirmed that it will continue to meet any liabilities in respect of DSG’s redundancy costs, and all
operating and termination costs of the Large Aircraft Red Dragon facility at St Athan consequent upon DSG’s
withdrawal from the Red Dragon facility. Accordingly, no provision has been made for these future liabilities in
these accounts.

NOTES TO THE ACCOUNTS



13 LONG TERM LOANS

Loan repayments due within 2 and 5 years

Loan repayments due after 5 years

Amounts repayable within one year are included in creditors — see note 11.

14 REVALUATION RESERVE

2008/2009

£000 £°000

Balance at 1 April 28,149

Transfer to profit and loss account -

Realised element transferred to general reserve (540)
Fixed asset revaluations in year (i) (607)
Stock revaluations in year 192

(315)

Balance at 31 March W

31 MARCH 2009 31 MARCH 2008

£'000 £'000
6,657 -
23,298 -
29,955 -
2007/2008
£'000 £'000
23,532
)
(222)
2,157
2,685
4,842
28,149

(i) Total downward revaluation of £682k has £507k charged against the revaluation reserve with the balance of £175k, being the excess above the

level of reserve held for specific assets, being charged to the profit and loss account.

15 GENERAL RESERVE

Balance at 1 April
Retained profit/(loss)
Transfer from revaluation reserve

Balance at 31 March

2008/2009 2007/2008
£000 £°000
16,603 22,227
3,260 (5,846)

540 222

20,403 16,603
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16 CASH FLOW STATEMENT NOTE

2008/2009 2007/2008
£'000 £'000
(a) Detailed analysis of gross cash flows
Returns on investments and servicing of finance
Interest received 734 3,942
Interest paid (1,512) (8,038)
(778) 904
Capital expenditure
Assets in the course of construction - (22)
Purchase of fixed assets (2,102) (1,224)
(2,102) (1,246)
Financing
With the MOD:
Decrease in borrowings (23,440) (6,994)
Increase in public dividend capital 23,324
(116) (6,994)
AT 1 APRIL 2008 CASHFLOW AT 31 MARCH 2009
£'000 £'000 £'000
(b) Analysis of changes in net funds:
Cash at bank and in hand 65,491 (21,485) 44,006
Debt due within one year (65,059) 53,395 (1,664)
Debt due after one year - (29,955) (29,955)
Total 10,432 1,955 12,387

NOTES TO THE ACCOUNTS



17 OPERATING LEASES

Operating profit is shown after charging for operating lease rentals as follows:

2008/2009 2007/2008
£'000 £'000
Lease of buildings at RAF St Athan (i) 415 350
Lease of vehicles & other equipment (i) 190 442
Total operating leases paid 605 792
(i) Contained within note 3 — Accommodation costs.
(i) Contained within note 6 — Vehicle hire, and Other expenses and within note 3 — Supplies and services consumed.
Commitments in the next financial year (2009/10) are as follows:
LAND AND BUILDINGS OTHER TOTAL
£'000 £'000 £000’s
Leases expiring within:
One year 107 101 208
Two to five years inclusive - 107 107
Over five years 180 - 180
287 208 495

Expected Rental Receipts in the next financial year (2009/10) are as follows:

LAND AND BUILDINGS

£°000

Leases expiring within:
One year 65
Two to five years inclusive -
Over five years -
65

There are no finance leases.



18 COMMITMENTS AND
CONTINGENT LIABILITIES

Whilst not yet committed, £808k of capital expenditure
has been authorised but not provided for in the
accounts as at 31 March 2009. Capital commitments
of £91k existed and were not provided for as at

31 March 2008.

A contingent asset may arise under a sales contract
ending 31 March 2009 which may result in further
receipts in future accounting periods. Whilst DSG has
calculated a potential receipt of up to £2.0m this is
dependant upon the final costs positions of the other
interested parties to the arrangement which are not
known and may materially reduce this value considerably.

There are no contingent liabilities at 31 March 2009
(nil at 31 March 2008). Any liabilities concerning
environmental pollution are considered to be pre-
Trading Fund events and the liability therefore falls
to the MOD.

19 FINANCIAL INSTRUMENTS

DSG's treasury operations are governed under

the Government Trading Funds Act 1973 (a) as
supplemented by DSG’s Framework Document

and are conducted within a framework of policies,
mandates and delegations authorised by the Board
and regularly reviewed. DSG’s financial instruments
comprise cash deposits, debtors, creditors and
loans. DSG uses forward foreign currency sales and
purchase contracts as derivative instruments when
required for risk management purposes only, although
none have been utilised during 2008/09. The main
purpose of these financial instruments is to finance
DSG's operations and DSG has limited powers to
borrow or invest surplus funds. The main risks arising
from the financial instruments are foreign currency,
liquidity and interest rate. DSG'’s policies for managing
these risks are set to achieve compliance with the
regulatory framework including the rules contained
within Managing Public Money.

Interest Rate Risk

DSG'’s funding is determined by fixed rate Government
loans. There are no floating rate liabilities, and DSG has
only one loan with an interest rate of 4.6% fixed for the
remaining 19 years of the loan term.

NOTES TO THE ACCOUNTS

Currency Risk

DSG conducts business in Sterling, US Dollars,
Canadian Dollars, Euros and Swedish Krone and

is therefore subject to foreign exchange risk. At

31 March liabilities of $180k US Dollars, $183k
Canadian Dollars and Kr248k Swedish Krona existed.
An adverse movement in foreign currency exchange
rates for these currencies would give rise to addition
liabilities of £14k, £11k and £2k respectively.

DSG manages this risk by natural hedging and
entering into forward foreign exchange contracts
where amounts are material. DSG has one active
foreign currency bank account which held $298k US
Dollars at 31 March 2009. DSG policy states that
transactions are translated at the prior month average
rate. Year-end foreign denominated net assets have
been translated at a year end spot rate.

Liquidity Risk

In excess of 70% of DSG'’s loans outstanding at the year
end are repayable in more than 5 years. Current liquidity
throughout the year was strong. Cash at bank is available

on demand and short term investments are conducted
through the Lloyds TSB Bank plc Money Market.

Counterparty/Credit Risk

DSG'’s approach is to minimise counter-party risk by
only entering into contracts with institutions with long
term credit ratings of AA or better.

Capital Management

The financial strategy of DSG supports its aim of
sustaining its manufacturing capability and achieving
the Return on Capital objectives set by its owner.
The key elements of the strategy are:

Sufficient flexibility for the funding of necessary capital
expenditure and working capital required for any
expansion of the business.

Avoidance of risk and compliance with HM
Treasury policies.

Funding of dividend payments as agreed with
the owner.

Funding of loan repayment schedules.

The Capital structure of DSG is based on management’s
judgement of the balancing of all the elements of its
financial strategy in order to meet its day-to-day and
strategic needs. DSG together with its owner considers
the amount of Public Dividend Capital in proportion to
Loans and retained earnings and manages the capital
structure and makes adjustments to it in the light of
changes in economic conditions and risk characteristics
of the underlying assets. DSG will take appropriate steps
to maintain and if necessary adjust the capital structure.

DSG is not subject to covenants in any of its financing
agreements.



Categories of Financial Instruments

Financial Assets
At 31 March 2009

£’000
Trade, sundry and other debtors 44,697
Cash on short term deposit 43,700
Cash at bank and in hand 306
88,703

Financial Liabilities
At 31 March 2009

£’'000

Trade and other payables 27,648
Ministry of Defence loans 31,619
59,267

DSG does not hold any held to maturity investments
or available for sale financial assets. For all assets and
liabilities amortised cost is a proxy for fair value due to
the short term nature of the instrument.

Embedded Derivatives

In accordance with FRS 26 - Financial Instruments:
Recognition and Measurement, DSG has reviewed
all material contracts for embedded derivatives that
are required to be separately accounted for if they
do not meet certain requirements set out in the
standard. No instances were found that required
embedded derivatives to be recognised at their

fair value, separately from the non-derivative host
contract. For the contracts reviewed, the economic
characteristics and risks were closely related to
those of the host contract.

20 RELATED PARTIES

The Ministry of Defence (MOD) is a related party.
During the year, DSG has had material transactions
with the Department and with other entities for which
MOD is the parent department. None of the DSG
Board members or key managerial staff have any
related party interests which may conflict with their
management responsibilities.

21 POST BALANCE SHEET EVENTS

There are no post balance sheet events.

22 LOSSES AND SPECIAL PAYMENTS

There were no material losses or any special payments
made during the year.

23 REDUNDANCY

Redundancy costs of £7.1m in 2008/09 relating
to former DSG employees are funded directly by
the MOD.

24 AUDITORS

The Government Financial Reporting Manual (FReM)
requires DSG’s Annual Report and Accounts to be
audited by the Comptroller and Auditor General.
DSG’s auditor is the National Audit Office (NAO).

The cost of this audit is £128,500 (2007/2008
£139,000) and an additional payment is due to this
auditor for the restatement of these accounts under
International Financial Reporting Standards of £8,000.
The Key Targets within the Annual Report and Accounts
are audited by the MOD Defence Internal Audit Service.
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