
Andrew Shilston
FinanceDirector Strong progress in difficult conditions

The Group delivered a strong increase in underlying revenues and
improved profits.The published results were heavily influenced by
the significant adjustments in foreign exchange rates in 2008.
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Finance Director’s review
AndrewShilston

Introduction
The progressmade by the Group in 2008
should be viewed against a rapidly deteriorating
external environmentwith significant negative
pressures starting to influencemany industries
and companies.

The Group delivered a strong 17 per cent
increase in underlying revenues, a ten per cent
increase in underlying profit before tax to
£880million and a further £570million cash
inflowwhich benefited from retranslation
effects. The strong improvement in profits was
achieved despite some significant headwinds,
notably a further eight cents deterioration
in the GBP/USD achieved rate that cost
the Group £104million in 2008; and there
was a four per cent increase in unit costs.

The published results were heavily influenced by
the significant adjustments in foreign exchange
rates in 2008, especially the GBP/USD and the
GBP/EURwhich are explained below.

The Group benefited from a strong financial
position and credit ratingwith net cash of
£1,458million at the year end andwith average
net cash throughout the year of £375million.
The changesmade to the Group’s UK pension
schemes in 2007mean that the deficit has
remained stable andmodest and the schemes
ended the year with a net deficit of £142million,
as detailed in note 18 of the financial statements
on page 126. The very unusual circumstances
that have developed through 2008 in global
debtmarkets have, however, caused a large,
unrecognised surplus to develop on the UK
defined benefit pension schemes.

The redemptions on the Group’s existing
bond financing, at around £1.0 billion, arewell
spreadwith nomaterial maturities in 2009,
US$187million due in the second half of 2010
and a €750million note due in 2011 as shown
in the chart below. The Group had a further
£650million in term funding available to it
that was undrawn at the year end.

Foreign exchange effects
on published results
The pace and extent of currencymovements
have had a significant effect on the Group’s
financial reporting in 2008, with the sterling
exchange ratewith the US dollar and the euro
having the biggest impact. Thesemovements
have influenced both the reported income
statement and the cash flow and closing net
cash position, (as set out in note 2 and the cash
flow statement in the financial statements),
in the followingways:

1. Income statement – themost important
impactwas the endof yearmark tomarket
of outstanding financial instruments (foreign
exchange contracts, interest rate, commodity
and jet fuel swaps). The principal adjustments
related to the GBP/USD hedge book.

The principalmovements in 2008were
as follows:

Open Close

GBP – USD £1 – $1.991 £1 – $1.438

GBP – EUR £1 – €1.362 £1 – €1.034

Oil – Spot Brent $93/bbl $49/bbl

The impact of thismark tomarket is included
in net financing in the income statement and
caused a net £2.5 billion cost, contributing
to a published loss before tax of £1,892million.
These adjustments are non-cash, accounting
adjustments required under IAS39 Financial
Instruments: Recognition and Measurement.
As a result, reported earnings do not reflect the
economic substance of derivatives that have
been settled in the financial year, but do include
the unrealised gains and losses on derivatives
that will only affect cash flowswhen they are
settled at some point in the future tomatch
trading cash flows.

Maturity profile of outstanding
Group debt facilities
£m 
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Underlying earnings are presented on a basis
that shows the economic substance of the
Group’s hedging strategies in respect of
transactional exchange rates and commodity
pricemovements. Further details and
information are includedwithin the section
on key performance indicators on page15 and
in notes 2 and 5 of the financial statements.

The achieved rate on selling net US dollar
incomewill be similar in 2009 to that in 2008
andwill gradually improve thereafter as the
Group is able to absorb the lower value of
sterling in its hedge books into the achieved
rate. The revaluation costs, which aremeasured
at a point in time, do not, therefore, represent
additional currency headwinds. The improving
average rate in the hedge bookwill lead to
improving achieved rates over time.

2. Cash flow and balance sheet – the Group
maintains a number of currency cash balances
which vary throughout the financial year.
Given the significantmovements in foreign
exchange rates in 2008, a number of these
cash balanceswere inflated by the effects of
retranslation at the year end, causing an increase
of £439million in the 2008 cash flow and hence
the closing balance sheet cash position.

Summary
The Group’s revenues increased by 22 per cent
in 2008 to £9,082millionwith 84 per cent of
revenues from customers outside the UK.

– Underlying growth of 11 per cent in
civil aerospace revenueswas supported
by strong growth fromoriginal equipment
with 987 engines delivered in the year,
a 16 per cent increase over 2007,
and growth across all sectors –widebody,
narrowbody and corporate and regional.
Services revenues increased by seven
per cent over 2007.

– Underlying defence aerospace revenues
were similar to 2007with new equipment
revenues down seven per cent and services
revenues increasing by eight per cent
over 2007.

– Themarine business continued to grow
rapidly in 2008with underlying revenues
increasing 42 per cent from 2007 to
£2,204million, driven by strong demand
for product and support in the offshore
oil and gas sector. Overall new equipment
revenues increased by 49 per cent to
£1,492millionwith services revenues
increasing 31 per cent to £712million.

– The energy businessmade good progress
in the year with underlying revenues
up 35 per cent, supported by good
growth in both original equipment and
services activities.

Overall underlying services revenues increased
by 11 per cent in 2008 to £4,755million and
accounted for 52 per cent of Group revenues
for the year.

Underlying profitmargins before financing
costs reduced slightly from 10.6 per cent in
2007 to ten per cent in 2008. The reduction in
marginwas the result of an increased proportion
of original equipment to service revenues,
increased unit costs and further headwinds on
foreign exchange. Thesewere partially offset by
the benefits of increased volumes, improving
productivity and cost reduction activity.
Underlying financing costs remained relatively
stable at £39million (2007 £32million) including
net interest of £10million and finance costs
associatedwith financial risk and revenue
sharing partnerships.

Restructuring charges in 2008 increased
to £82million (2007 £52million) as the
Group continued its focus on operational
improvements, including the reduction
in the number of peopleworking in support
functions. These costs are includedwithin
operating costs.

A final payment to shareholders of 8.58p
per share, in the formof C Shares, is proposed,
making a total of 14.30p per share, a ten
per cent increase over the 2007 total.

Business review (continued)
FinanceDirector’s review (continued)
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Order book
The order book at December 31, 2008,
at constant exchange rates, was £55.5 billion
(2007 £45.9 billion) with strong growth across
all divisions.

This included firmbusiness that had been
announced but for which contracts had not yet
been signed of £6.1 billion (2007 £7.1 billion).

In civil aerospace, it is common for a customer
to take options for future orders in addition
to firmorders placed. Such options are excluded
from the order book.

In defence aerospace, long-termprogrammes
are often ordered for only one year at a time.
In such circumstances, even though there
may be no alternative engine choice available
to the customer, only the contracted business
is included in the order book.

Aftermarket services agreements, including
TotalCare packages, represented 26 per cent of
the order book, having increased by £1.4 billion
in the year. These are long-term contracts where
only the first seven years’revenue is included in
the order book.

Aftermarket services
The Group continues to be successful in
developing its aftermarket services activities.
These grewby 11 per cent on an underlying
basis in 2008 and accounted for 52 per cent
of Group revenue.

In particular, TotalCare packages in the civil
aerospace sector now cover 57 per cent,
by value, of the installed fleet. TotalCare
packages cover long-termmanagement
of themaintenance and associated logistics
for our engines and systems,monitoring the
equipment in service to deliver the system
availability our customers requirewith
predictable costs. The pricing of such contracts
reflects their long-term nature. Revenues and
costs are recognised based on the stage of
completion of the contract, generallymeasured
by reference to flying hours. The overall net
position of assets and liabilities on the balance
sheet for TotalCare packageswas an asset of
£848million (2007 £550million).

Cash
Cash inflowduring the year was £570million
(2007 £562million, before the special injection
of £500million into the UK pension schemes).
Continued growth in underlying profits
and good cash conversionwere supported
by increases in customer deposits and
progress payments of £400million and
the benefit of £439million from year-end
currency revaluations.

Working capital increased by £38million
during the year with increased inventory of
£208million, offset by reduced financial working
capital of £170million. Inventory increased in
the year to support growth across all businesses
and tominimise disruption during the transition
to newoperational facilities. Some reductions
in deposits are expected in 2009.

Cash investments of £675million in property,
plant and equipment and intangible assets
and payments to shareholders of £200million
represented themajor cash outflows in the
period. Tax payments increased in the year
to £117million (2007 £71million).

As a consequence average net cashwas
£375million (2007 £350million). The net cash
balance at the year endwas £1,458million
(2007 £888million).

Taxation
The overall tax credit on the loss before tax
was £547million (2007 £133million charge),
a rate of 28.9 per cent (2007 18.1 per cent).
The tax credit in 2008mainly reflects the loss
caused by themark tomarket of outstanding
financial instruments at the year end.

The tax charge on underlying profit was
£217million (2007 £193million) a rate of
24.7 per cent (2007 24.1 per cent).

The overall tax credit was increased by
£25million in respect of the expected benefit
of the UK research and development tax credit.
This reduced the underlying tax charge by the
same amount. In addition, £11million of
provisions for prior years’tax liabilities were
written back following settlement of a number
of outstanding tax issues. The underlying tax rate
is expected to increase to around 26 per cent.
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The operation ofmost tax systems, including
the availability of specific tax deductions,
means that there is often a delay between the
Group tax charge and the related tax payments,
to the benefit of cash flow.

The Group operates internationally and is
subject to tax inmany differing jurisdictions.
As a consequence, the Group is routinely
subject to tax audits and examinationswhich,
by their nature, can take a considerable period
to conclude. Provision ismade for known
issues based onmanagement’s interpretation
of country specific legislation and the likely
outcome of negotiation or litigation.

The Group believes that it has a duty to
shareholders to seek tominimise its tax
burden but to do so in amanner which is
consistent with its commercial objectives
andmeets its legal obligations and ethical
standards.While every effort ismade to
maximise the tax efficiency of its business
transactions, the Group does not use artificial
structures in its tax planning. The Group has
regard for the intention of the legislation
concerned rather than just thewording itself.
The Group is committed to building open
relationshipswith tax authorities and to
following a policy of full disclosure in order
to effect the timely settlement of its tax affairs
and to remove uncertainty in its business
transactions.Where appropriate, the Group
enters into consultationwith tax authorities
to help shape proposed legislation and future
tax policy.

Transactions between Rolls-Royce subsidiaries
and associates in different jurisdictions are
conducted on an arms-length basis and
priced as if the transactionswere between
unrelated entities, in compliancewith the
OECDModel Tax Convention and the laws
of the relevant jurisdictions.

Before entering into a transaction the Group
makes every effort to determine the tax effect
of that transactionwith asmuch certainty
as possible. To the extent that advance rulings
and clearances are available from tax authorities,
in areas of uncertainty, the Groupwill seek to
obtain them and adhere to their terms.

Pensions
The charges for pensions are calculated in
accordancewith the requirements of IAS 19
Employee Benefits.

The decision by the trustees of each of
the principal UK defined benefit schemes,
in consultationwith the Group, to adopt a lower
risk investment strategy during 2007 has served
itsmembers and the Groupwell during 2008.
The combination of:

i) reducing the overall UK pensions asset
allocation to equities from approximately
80 per cent to 20 per cent;

ii) hedging themajority of interest rate and
inflation risks associatedwith the pension
liabilities, using swap contracts backed by
short-termmoneymarket assets; and

iii) an incremental £500million cash
contribution from the Group to themain
UK defined benefit schemes in 2007,

has significantly reduced volatility and losses as
equity prices and interest rates have fallen.

Reducing the volatility of the pension
schemes is the primary objective of the revised
investment strategy to enable the trustees
and the Group to plan a schedule ofmore
stable contributionswith greater confidence
of the schemes being fully funded in the future.

Further information and details of the
pensions’charge and the defined benefit
schemes’assets and liabilities are shown in
note 18 to the financial statements. The net
deficit, after taking account of deferred tax, was
£93million (2007 £88million). Changes in this
net position are affected by the assumptions
made in valuing the liabilities and themarket
performance of the assets.

Business review (continued)
FinanceDirector’s review (continued)
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Investments
The Group continues to subject all
investments to rigorous examination of risks
and future cash flows to ensure that they
create shareholder value. All major investments
require Board approval.

The Group has a portfolio of projects at different
stages of their life cycles. Discounted cash
flow analysis of the remaining life of projects
is performed on a regular basis. Sales of engines
in production are assessed against criteria in
the original development programme to ensure
that overall value is enhanced.

Gross research and development investment
amounted to £885million (2007 £824million).
Net research and development charged
to the income statementwas £403million
(2007 £381million). The level of self-funded
investment in research and development is
expected to remain at approximately five per
cent of Group sales in the future. The impact
of this investment on the income statement
will reflect themix andmaturity of individual
development programmes andwill result
in a similar level of net research and
development chargedwithin the income
statement in 2009.

The continued development and replacement
of operational facilities contributed to the total
investment in property, plant and equipment
of £283million (2007 £304million). Investment
in 2009 is anticipated to be slightly reduced
from the 2008 level as the investments in new
facilities in the US and Singapore are rephased
to reflect the timing ofmajor new airframe
programmes.

Investment in trainingwas £30million
(2007 £30million).

Intangible assets
The Group carried forward £2,286million
(2007 £1,761million) of intangible assets.
This comprised purchased goodwill of
£1,008million, engine certification costs and
participation fees of £403million, development
expenditure of £456million, recoverable engine
costs of £213million and other intangible
assets of £206million.

Expenditure on intangible assets is expected
to increasemodestly in 2009.

Partnerships
The development of effective partnerships
continues to be a key feature of the Group’s
long-term strategy. Major partnerships are of
two types: joint ventures and risk and revenue
sharing partnerships.

Joint ventures
Joint ventures are an integral part of our
business. They are involved in engineering,
manufacturing, repair and overhaul, and
financial services. They are also common
business structures for companies participating
in international, collaborative defence projects.

They share risk and investment, bring expertise
and access tomarkets, and provide external
objectivity. Some of our joint ventures have
become substantial businesses. Amajor
proportion of the debt of the joint ventures
is secured on the assets of the respective
companies and is non-recourse to the Group.

Risk and revenue sharing
partnerships (RRSPs)
RRSPs have enabled the Group to build a broad
portfolio of engines, thereby reducing the
exposure of the business to individual product
risk. The primary financial benefit is a reduction
of the burden of research and development
(R&D) expenditure on newprogrammes.

The related R&D expenditure is expensed
through the income statement and the initial
programme receipts frompartners, which
reimburse the Group for past R&D expenditure,
are also recorded in the income statement,
as other operating income.

RRSP agreements are a standard formof
co-operation in the civil aero-engine industry.
They bring benefits to the enginemanufacturer
and the partner. Specifically, for the engine
manufacturer they bring some or all of the
following benefits: additional financial and
engineering resource; sharing of risk; and
initial programme contribution. As appropriate,
the partner also supplies components
and as consideration for these components,
receives a share of the long-term revenues
generated by the engine programme in
proportion to its purchased programme share.
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The sharing of risk is fundamental to RRSP
agreements. Partners share financial investment
in the programme, in general they share:

– market risk as they receive their return
from future sales;

– currency risk as their returns are
denominated in US dollars;

– sales financing obligations;

– warranty costs; and

– where they aremanufacturing or
development partners, technical
and cost risk.

Partners that do not undertake development
work or supply components are referred to as
financial RRSPs and are accounted for as financial
instruments as described in the accounting
policies on page 91.

In 2008, the Group received other operating
income of £79million (2007 £50million).

Payments to RRSPs are recordedwithin cost
of sales and increase as the related programme
sales increase. These payments amounted
to £268million (2007 £199million).

The classification of financial RRSPs as
financial instruments has resulted in a
liability of £455million (2007 £315million)
being recorded in the balance sheet and
an associated underlying financing cost
of £26million (2007 £26million) recorded
in the income statement.

In the past, the Group has also received
government launch investment in respect
of certain programmes. The treatment of this
investment is similar to non-financial RRSPs.

Risk management
The Board has an established, structured
approach to riskmanagement. The risk
committee (see page 69) has accountability for
the systemof riskmanagement and reporting
the key risks and associatedmitigating actions.
The Director of Risk reports to the Finance
Director. The Group’s policy is to preserve the
resources uponwhich its continuing reputation,
viability and profitability are built, to enable the
corporate objectives to be achieved through the
operation of the Rolls-Royce business processes.
Risks are formally identified and recorded in a
corporate risk register and its subsidiary registers
within the businesses, which are reviewed and
updated on a regular basis, with riskmitigation
plans identified for significant risks.

Financial risk
TheGroup uses various financial instruments in
order tomanage the exposures that arise from
its business operations as a result ofmovements
in financialmarkets. All treasury activities are
focused on themanagement and hedging of
risk. It is theGroup’s policy not to trade financial
instruments or to engage in speculative financial
transactions. There have been no significant
changes in theGroup’s policies in the last year.

The principal economic andmarket risks
continue to bemovements in foreign currency
exchange rates, interest rates and commodity
prices. The Board regularly reviews the Group’s
exposures and financial riskmanagement
and a specialist committee also considers
these in detail.

All such exposures aremanaged by the
GroupTreasury function, which reports to
the Finance Director andwhich operates
withinwritten policies approved by the Board
andwithin the internal control framework
described on page 80.

Counterparty credit risk
The Group has an established policy for
managing counterparty credit risk. A common
framework exists tomeasure, report and
control exposures to counterparties across
the Group using value-at-risk and fair-value
techniques. The Group assigns an internal credit
rating to each counterparty, which is assessed
with reference to publicly available credit
information, such as that provided byMoody’s,
Standard & Poor’s, and other recognised
market sources, and is reviewed regularly.

Financial instruments are only transactedwith
counterparties that have a publicly assigned
long-term credit rating from Standard & Poor’s
of ‘A-’or better and fromMoody’s of ‘A3’or better.

Business review (continued)
FinanceDirector’s review (continued)
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Funding and liquidity
The Group finances its operations through a
mixture of shareholders’funds, bank borrowings,
bonds, notes and finance leases. The Group
borrows in themajor globalmarkets in a range
of currencies and employs derivatives where
appropriate to generate the desired currency
and interest rate profile.

The Group’s objective is to hold financial
investments andmaintain undrawn committed
facilities at a level sufficient to ensure that
the Group has available funds tomeet its
medium-term capital and funding obligations
and tomeet any unforeseen obligations and
opportunities. The Group holds cash and
short-term investments which, together with
the undrawn committed facilities, enable it to
manage its liquidity risk.

Short-term investments are generally held as
bank deposits or in‘AAA’ratedmoneymarket
funds. The Group operates a conservative
investment policy which limits investments
to high quality instruments with a short-term
credit rating of‘A-1’from Standard & Poor’s
or better and‘P-1’fromMoody’s. Counterparty
diversification is achievedwith suitable risk-
adjusted concentration limits. Investment
decisions are refined through a systemof
monitoring real-time equity and credit-default
swap (CDS) pricemovements of potential
investment counterparties which are compared
to other relevant benchmark indices and then
risk-weighted accordingly.

During 2008, the Group did not experience
any capital losses relating to its investments
as a result of the credit crisis.

The Group increased its borrowing facilities
during 2008with the addition of a new
£200million loan facility from the European
Investment Bank (EIB) relating to research and
development. As at December 31, 2008 the
Group had total committed borrowing facilities
of £1.7 billion (2007 £1.5 billion). There are
nomaterial debt facilitymaturities until 2011.
Thematurity profile of the borrowing facilities
is staggered to ensure that refinancing levels
aremanageable in the context of the business
andmarket conditions.

There are no rating triggers contained in any
of the Group’s facilities that could require the
Group to accelerate or repay any facility for
a givenmovement in the Group’s credit rating.

The Group’s £250million bank revolving
credit facility contains a rating price grid,
which determines the borrowingmargin
for a given credit rating. The Group’s current
borrowingmarginwould be 20 basic points
(bp) over sterling LIBOR if drawn. The borrowing
margin on this facility increases by approximately
5bpper onenotch ratingdowngrade,
up to amaximumborrowingmargin of 55bp.
The facility was not drawn during 2008.

There are no rating price grids contained
in the Group’s other borrowing facilities.

The Group continues to have access to
all themajor global debtmarkets.

Credit rating
The Group subscribes to bothMoody’s Investors
Service and Standard & Poor’s for its official
publicised credit ratings. As at December 31,
2008 the Group’s assigned long-term credit
ratingswere:

Rating agency Rating Outlook Category

Moody’s A3 Stable Investment
grade

Standard A- Stable Investment
& Poor’s grade

As a long-termbusiness, the Group attaches
significant importance tomaintaining an
investment grade credit rating, which it views as
necessary for the business to operate effectively.

The Group’s objective is tomaintain an‘A’
category investment grade credit rating from
both agencies.

Currency risk
The Group is exposed tomovements in
exchange rates for both foreign currency
transactions and the translation of net assets
and income statements of foreign subsidiaries.

The Group regards its interests in overseas
subsidiary companies as long-term investments
andmanages its translational exposures through
the currencymatching of assets and liabilities
where applicable. Thematching is reviewed
regularly, with appropriate riskmitigation
performedwherematerial mismatches arise.

The Group is exposed to a number of foreign
currencies. Themost significant transactional
currency exposures are US dollars to sterling
andUS dollars to euros.



Business review (continued)
FinanceDirector’s review (continued)

The Groupmanages its exposure tomovements
in exchange rates at two levels:

i) Revenues and costs are currencymatched
where it is economic to do so. The Group
actively seeks to source suppliers with the
relevant currency cost base to avoid the risk
or to flowdown the risk to those suppliers
that are capable ofmanaging it. Currency
risk is also a prime considerationwhen
decidingwhere to locate new facilities.
US dollar income converted into sterling
represented 26 per cent of Group revenues
in 2008 (2007 25 per cent). US dollar
income converted into euros represented
four per cent of Group revenues in 2008
(2007 four per cent).

ii) Residual currency exposure is hedged via
the financial markets. The Group operates
a hedging policy using a variety of financial
instruments with the objective of
minimising the impact of fluctuations
in exchange rates on future transactions
and cash flows.

Market exchange rates
2008 2007

USD per GBP

–Year-end spot rate 1.438 1.991

– Average spot rate 1.854 2.001

EUR per GBP

–Year-end spot rate 1.034 1.362

– Average spot rate 1.258 1.461

The permitted range of the amount of cover
taken is determined by thewritten policies set
by the Board, based on known and forecast
income levels.

The forward cover ismanagedwithin the
parameters of these policies in order to achieve
the Group’s objectives, having regard to the
Group’s view of long-term exchange rates.
Forward cover is in the formof standard foreign
exchange contracts and instruments onwhich
the exchange rates achieved are dependent
on future interest rates. The Groupmay also
write currency options against a portion of
the unhedged dollar income at a ratewhich
is consistent with the Group’s long-term
target rate. At the end of 2008 the Group
hadUS$17.1 billion of forward cover
(2007 US$9.4 billion).

The consequence of this policy has been to
maintain relatively stable long-term foreign
exchange rates. Note 16 to the financial
statements includes the impact of revaluing
forward currency contracts atmarket values
onDecember 31, 2008, showing a negative
value of £2,181million (2007 positive value of
£379million) whichwill fluctuatewith exchange
rates over time. The Group has entered into
these forward contracts as part of the hedging
policy, described above, in order tomitigate
the impact of volatile exchange rates.

Interest rate risk
The Group uses fixed rate bonds and floating
rate debt as funding sources. The Group’s policy
is tomaintain a proportion of its debt at fixed
rates of interest having regard to the prevailing
interest rate outlook. To implement this policy
the Groupmay utilise a combination of interest-
rate swaps, forward-rate agreements and
interest-rate caps tomanage the exposure.

Commodity risk
The Group has an ongoing exposure to the
price of jet fuel and basemetals arising from
business operations. The Group’s objective
is tominimise the impact of price fluctuations.
The exposure is hedged, on a similar basis
to that adopted for currency risks, in accordance
with parameters contained inwritten policies
set by the Board.

Sales financing
In connectionwith the sale of its products,
the Groupwill, on some occasions,
provide financing support for its customers.
Thismay involve the Group guaranteeing
financing for customers, providing asset-value
guarantees (AVGs) on aircraft for a proportion
of their expected future value, or entering
into leasing transactions.

The Groupmanages andmonitors its sales
finance related exposures to customers and
products withinwritten policies approved
by the Board andwithin the internal framework
described in the corporate governance section.
The contingent liabilities represent the
maximumdiscounted aggregate gross and
net exposure that the Group has in respect of
delivered aircraft, regardless of the point in time
at which such exposuresmay arise.
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The Group uses AscendWorldwide Limited as
an independent appraiser to value its security
portfolio at both the half year and year end.
Ascend provides specific values (both current
and forecast future values) for each asset in the
security portfolio. These values are then used
to assess the Group’s net exposure.

The permitted levels of gross and net exposure
are limited in aggregate, by counterparty,
by product type and by calendar year.
The Group’s gross exposureswere divided
approximately 55:45 between AVGs and credit
guarantees in 2008 (2007 55:45). They are
spread overmany years and relate to a number
of customers and a broad product portfolio.

The Board regularly reviews the Group’s sales
finance related exposures and riskmanagement
activities. Each financing commitment is subject
to a credit and asset review process and prior
approval in accordancewith Board delegations
of authority.

The Group operates a sophisticated risk-pricing
model to assess risk and exposure.

Costs and exposures associatedwith providing
financing support are incorporated in any
decision to secure newbusiness.

The Group seeks tominimise the level of
exposure from sales finance commitments by:

– the use of third-party non-recourse debt
where appropriate;

– the transfer, sale, or reinsurance of risks; and

– ensuring the proportionate flowdown
of risk and exposure to relevant RRSPs.

Each of the above forms an active part of
the Group’s exposuremanagement process.

Where exposures arise, the strategy has been,
and continues to be, to assumewhere possible
liquid forms of financing commitment thatmay
be sold or transferred to third parties when the
opportunity arises.

Note 23 to the financial statements describes
the Group’s contingent liabilities. Therewere
nomaterial changes to the Group’s gross and
net contingent liabilities during 2008.

Accounting standards
The consolidated financial statements have
been prepared in accordancewith International
Financial Reporting Standards (IFRS), as adopted
by the EU. No standards or interpretations that
become effective during 2008 had a significant
impact on the Group’s financial statements.

A summary of other changes, which have not
been adopted in 2008, is includedwithin the
accounting policies in note 1 to the financial
statements.

Share price
During the year the Company’s share price
decreased by 39 per cent from 546p to 335.5p,
compared to a 28 per cent decrease in the
aerospace and defence sector and a 31 per cent
decrease in the FTSE100. The Company’s shares
ranged in price from 547p in January to 249p
in October.

The number of ordinary shares in issue at the
end of the year was 1,844million, an increase
of 24million of which 12million related to share
options and 12million related to conversion
of B Shares into ordinary shares.

The average number of ordinary shares in issue
was 1,820million (2007 1,800million).

Andrew Shilston
Finance Director
February 11, 2009
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