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Spirent plc is an international network technology company providing state-of-the-art systems

and solutions for a broad range of customers worldwide, Our Communications group is a worldwide
provider of integrated performance analysis and service assurance systems for next-generation
network technologies. Spirent’s solutions accelerate the development and deployment of network
equipment and services by emulating real-world conditions and assuring end-to-end performance
of large-scale networks. Our Network Products group provides innovative solutions for fastening,
identifying, insulating, organising, routing and connectivity that add value to electrical and
communication networks in a wide range of applications. Our Systems group offers integrated
product solutions for the aerospace and power controls markets.
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Cautionary Statament Regarding Forward-Looking Statements

Certain statements provided in this Annual Report may be forward-locking statements (as that term
is defined in the United States Private Securities Litipation Reform Act 1995) based on current
expeciations of beliefs, as well as assumptions about future events. You can sometinnes, but

not always, identify these statements by the use of a date in the future or such words as ‘will.’
‘anticipate, ‘estimate, “expect,’ 'project, 'intend,” "plam,’ 'should, ‘may,” ‘assume’ and other similar
words, By their nature, forward-lacking statements are inherently predictive and speculative and
involve risk and uncertainty because they relate 1o events and depend on circumstances that will
accur in the future. You should not place undue reliance on these farward-looking statements, which
are not a guarantee of future performance and are subject to factars that could cause our actual
results to differ materially from those expressed o implied by these statements. Such factors
include, but are not limited to: the effects of competition on our business: cur ability to develop

and commercialise new products and services and realise product synergfes: our ability to conclude
the divestment of our interests in the WAGGO joint venture; our ability to effect certain amendments

to the terms of our loan notes and bank facility: risks relating to the acquisition or saig of businesses

and our subsequent ability to integrate businesses; our ability to meet and achieve the benefits of
our cost reduction goals and othenwise successfully adopt cost structures to respond to changes in
business conditions; risks that our cost cutting initiatives will impair our ability to develop products
and remain competitive; our ability to improve efficiency and adapt to the current economic
slowdown and ather changes in demand; changes in the business, financial condition or prospects
of one or more of our major customers; sur reliance on third party manufacturers and suppliers;
risks of not retaining cr increasing market share; our exposura to liabilities for product defeats:

our reliance on proprietary technology; cur ability to attract and retain qualified personnel; risks of
doing business internationally: changes in market conditions in the markets in which we participate
or in general economic of political conditions: and other risks described from time to time in Spirent
plc’s Securities and Exchange Commission periodic reparts and filings. The Campany undertakes no
obligation to update any forward-looking statements contained in the Annual Report, whether as

a result of new information, future events or otherwlise.
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Financial Summary

£ million 2002 2001
Turnover 558.9 8018
Operating profit* 50.5 112.9
Profit before taxation** 46.4 100.9
Headline earnings per share** (pence) 3.40 7.76
Turnover £ million Operating profit* £ million
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Spirent plc is a public limited company registered in England. Its Ordinary shares Notes
are listad on the London Stack Exchange and, in the form of American Depositary *  Before goodwill amortisation and operating exceptional items being £56.1 million
Shares, on the New York Stock Exchange. (2001 £86.6 million) and £964.9 milkion (20071 £759.5 million), respectively, for
the Group.

This report is the Annual Report of Spirent plc for the year to 31 December 2002
and compiies with UK regulations. ** Before goodwill amortisation and operating exceptional items as above and
The Annual Report is available on Spirent’s website at waw.spirent com non-operating exceptional items of £78.5 million (2001 profit £14.5 million).
A separate Annual Report on Form 20-F is being prepared to meat US regulations
and will be filad with the US Securities and Exchange Commission by 30 June 2003.
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QOur Business at a Glance

Communications

Qur Communications group is a worldwide provider of integrated
performance analysis and service assurance systems for next-generation
network technologies. Spirent’s solutions accelerate the development and
deployment of network equipment and services by emulating real-world
conditions and assuring end-to-end performance of large-scale networks.

The Performance Analysis division develops testing solutions for a broad
range of communications technologies critical to the deployment of
next-generation networks. Our systems test a full range of wireless

and wireline networks and equipment, including core terabit routers,
broadband access devices, next-generaticn wireless handsets, Internet
infrastructure and storage area netwaorks. Our systems enable customers

to emulate large-scale networks, introduce impairments and stress test
equipment to ensure maximum performance and conformance to
industry standards.

The Service Assurance division provides network monitoring and
management systems for service praviders to assure the quality of their
high bandwidth voice and data services. Our systems enable efficient
delivery and maintenance of leased line voice and data, digital subscriber
line, wireless, optical and converged packet networks. The division
provides operations support systems, remote test probes, network test
access systems and the expertise to implement solutions over g national
or glabal scale.

Network Products

Our Netwaork Products group provides innovative solutions for fastening,
identifying, insulating, organising, routing and connectivity that add value
to electrical and communication networks in a wide range of applications
marketed under the HellermannTyton name worldwide.

Network Products designs and manufactures a broad range of high-grade
nylon ties, clips, channels and fixings for fastening cables and wires in
electrical, communications, automotive, industrial equipment, aerospace
and canstruction applications. We also produce products with value-
added identification and security features such as standard cable markers,
application tailored labels, printed customised markers and tags, tamper-
evident fixings, security seals and printed ties for clinical waste. Our

heatshrink insulation, conveluted tubing and cable covering products
provide insulation and physical protection for wires and cables.

We also produce a range of products used in the installation of local area
and wide area communications networks such as raceways, ducting,
racks, patch panels and modular jacks. Our 'Netwark Sciences’ structured
cabling system includes GigaBand Category 6 and MegaBand Category Se
systems with performance which far exceeds the required standards.

We are a market leader in systems for the automated application
of cable fixings and identification printing and application systems,

Systems

Our Systems group offers integrated product solutions for the aerospace
and power controls markets.

We are a leading developer and supplier of ground-based maintenance,
repair and overhaul (MRO) software systems, brand named GOLD™ and
AuRA™ that manage aeraspace customers’ MRO processes by providing
maintenance workflow management, inventory control, repair order
management, recerding and farecasting capabilities. Aviation Information
Solutions {AIS) designs, manufactures and integrates hardware and
software solutions that enable customers to operate their aircraft more
efficiently, safely and effectively, and assist in pilat training. The AIS
product range includes airborne file servers, the AvVantage™ electronic

flight bag, and flight deck and cabin instruments and displays as well as
software applications for use by flight crew and ground-based personnel,

The power controls business is a leading supplier of saphisticated
electronic control systems for use in specialised electrically powered
vehicles. These include medical vehicles such as powered wheelchairs
and mobility scooters as well as small industrial vehicles such as floor
cleaning vehicles and aerial access platforms. These systems allow
the user to control the direction and speed of the vehicle as well as
controlling other aspects of the vehicles' functions, including seating
or platform position, lights, turr indicators and vehicle diagnostics,
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Chairman's Letter

Dear Shareholder

| am pleased to be writing to you for the first time
having been appointed non-executive Chairman
of Spirent in November 2002.

2002 was a challenging year but we adapted to
the volatile conditions and maintained our leading
positions in the markets in which we operate. Our
focus on innovation, customer care and increasing
global presence has enabled all our businesses to
make progress during this difficult year. We were
cash generative and continued to deliver operating
profit. Following a tough third quarter management
moved quickly to cut costs. We also agreed to

sell our interests in the WAGO joint venture and
renegotiated our borrowing covenants to give us
increased headroom. We remain committed to
investing in the future through focused product
development spending,

We have written off substantial goodwill this year
giving us a balance sheet with which to look
forward. | am confident that the Group has strong
technological leadership in its key markets, and it
will be well positioned as the telecommunications
market recovers.

The reduction in operating costs unfortunately
involved cutting our workforce. We have also
imposed tight controls on spending. To this end you
will notice that we have not produced an Annual
Review this year, rather just this Annual Report.

| hope you will find it interesting reading and

hope it will help you to understand the underlying
strengths of the business as well as the challenges
that we face.

We fully recognise our responsibilities in relation to
our employees, the communities in which they live,
the environment and other stakeholders and have
made progress in the management, monitoring and
reporting of corporate social responsibility issues
during the year.

| would like to take this opportunity to thank James
Wyness for his willingness to take on the role of
acting non-executive Chairman after the death of
Dr George Sarney. James was an able steward and
remains the senior independent non-executive
director on the Board. The Board and management
have worked hard to steer the Company through
these difficult times and these results reflect the
efforts of every one of Spirent’s employees to
deliver their very best.

With financing terms now agreed, our task is
to manage the business to drive organic growth
and generate cash going forwards.

Yours faithfully

Notes
Operating profit (EBITA) and return on sales as referred to in the text are stated
before goodwill amortisation and exceptional items.

Free cash flow as referred to In the text is cash flow before acquisitions and disposals,
equity dividends and financing.

<
T Ll

John P Weston CBE
Chairman
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Chief Executive's Review

Overview

Turnover of £558.9 million and operating profit
before goodwill amartisation and exceptional items
of £50.5 million were 30 per cent and 55 per cent
below our results for 2001, respectively, but all
our operating groups generated operating profit
and cash in 2002. In the first half of the year we
delivered a resilient performance despite generally
depressed market conditions and continuing
declines in spending by our major telecorns
customers, However a drop in capital expenditure
by US network service providers (NSPs) in the
third quarter reduced the performance of our
Communications group for the second half of

the year. As a result Group operating profit was
significantly lower in the second half of 2002
compared with the first half.

We are pleased to announce the divestment of our interests in WAGO
to our joint venture partrers for net cash proceeds of approximately
£58,2 million, The divestment is subject to sharehaolder approval which
is being sought at an Extraordinary General Meeting to be convened for
31 March 2003. WAGO is not considered to be a core business of the
Group and does rot materiatly contribute ta the Group's cash flow.

We continue to be in compliance with our existing barrowing covenants.
Hawever In order to increase the level of headroom available under certain
of our financial covenants we have renegotiated our borrowing terms. The
new borrowing terms are conditional on the completion of the divestment
of WACQO and the use of the net proceeds to pay down debt. Further
details of the new borrowing terms are set aut in the Financial Review.

The fall in revenues in cur Communications group led us to realign

our cost base. This involved an 11 per cent reduction in workforce,
reorganisation of our operations and raductions in discretionary spending
within the Communications group, These actions are expected to result

in annualised cost savings of £33.5 million, In accordance with accounting
standards and due to the fall in trading we were required to take a non-
cash goodwill impairment charge of £323.3 millian in the year. Operating
excepticnal items totalling £41.6 million have also been charged in 2002
primarily relating to the rearganisation of cur operations.

In difficult conditions cur Communications group was able to maintain its
position as a market leader due to our portfolic of leading-edge products,

technologies and services, our expertise in network operations and our
ability to provide integrated performance anatysis and service assurance
solutions. The Performance Analysis division achieved a stable order intake
rate of some £50 million per quarter in the first half of 2002 but this
dropped to £42 million in the third quarter. Order intake recovered in the
fourth quarter to £50 million. The Service Assurance division's order book
closed the year at £37 million compared with £31 million at the end of the
third quarter and £73 million at the end of last year, reflecting customers’
changing order patterns and reduction in capital expenditure over the year.

Qur Network Products and Systems groups delivered sound performances
in the year. Thase businesses supply a broad range of industries and
therefore have provided same protection from the current volatile
conditions in the telecoms market.

During the year we expanded the technological capabilities of the Group
through organic development and strategic investments, The Performance
Analysis division expanded its Internet infrastructure testing capabilities
threugh the acquisition of Caw Networks, Inc. (Caw). The purchase of a
wideband CDMA {W-CDMA) product line has braught us expertise in this
impartant third generation (3G) wireless technolegy and the purchase of
a remote special services test praduct line further strengthened our
Service Assurance product pertfolio,

We made prograss in the divestment of non-core businesses during
the year with the sale of our aerospace component businesses and the
divestments of Switching Systems International Inc {S51} and Monitor
Labs Incorporated {MLI} from our Systems group,

Financial Summary

Reported turnover was £558.9 million and operating profit was £50.5
million in 2002. Turnever from ongoing businesses was £533.9 million
and operating profit was £49.2 mitlion, down 18 per cent and 50 per
cent, respectively, comparad with 2001. As a result of the drop in
turnover and with the cost-saving actions only becoming effective in the
fourth quarter, return on sales for ongoing businesses declined to 9.2 per
cent (2001 15.3 per cent). The reduced trading levels in the third quarter
led to a weak second half, down 16 per cent on turnover and 57 per cent
on operating prafit from ongoing businesses compared with the first half
of 2002. Our Communications group reported a small operating loss for
the third quarter but returned to profitability in the fourth quarter as the
cast savings started to take effect.

In accordance with accounting standards and due to the deterioration

in trading we were required 1o reassess the carrying value of certain of
our businesses at the year end. This has resulted in a non-cash goodwill
impairment charge of £223.3 million of which £330.7 million relates to
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the Performance Analysis division and £530.4 million is in respect of the
Service Assurance division.

Reported loss befare taxation was £1,053.7 million {20017 loss

£730.7 million). Before charging goodwill amortisation of £56.1 million
and exceptional items of £1,043.4 million, profit before taxation was
£46.4 million for the year.

Headline earnings per share were 3.40 pence (2001 7.76 pence).

Operating cash generation for the year was £76.9 millicn compared with
£141.2 million in 2001. Despite the lower levels of trading we were able
to generate £36.4 million of free cash flow compared with £40.4 million
in 2001, This was achieved after investing £77.7 million (2001 £95.9
miltion) in product development representing 14 per cent of turnover,

up fram 12 per cent in 2007. Free cash flow was down by only £4.0 million
despite a fall of £64.3 million in cash flow from operating activities.

Net borrowings reduced to £161.8 million (2001 £179.1 million) at
the year end. The net proceeds from the divestment of WAGO will reduce
net borrowings in 2003.

Operating Summary

Communications

Spirent’s Communications group achieved operational successes ina
number of key strategic areas including wireless, metro and broadband
access networks and Internet infrastructure testing together with
geographic expansion during the year.

Cur Performance Analysis division competes in the research and
development segment of the test and measurement market and so was
directly affected by the reduction in capital spending by its main chipset and
network equipment manufacturer (NEM) customers. However due to our
broad spread of technologies and the cost efficiencies aur products deliver,
the division was able to increase its share of customers’ capital budgets.

We continue to focus our product development efforts in those areas
where we believe there are near term apportunities as well as longer
term patential. Qur drive for innovation delivered several new product
launches and 'industry firsts’ during the year. The quality of our products
continued to be recognised worldwide with the WebAvalanche™ 4.2
Internet testing solution winning 'Best of Show' awards at Networld™ +
Interop® in Atlanta and Tokyo and our Abacus2 voice-over-iP (VolP)
product winning internet Telephony® magazine’s 2002 Product of

the Year award. Spirent Communications was also proud to be named
by industry analyst Frost & Sullivan as the 2002 Market Engineering
Company of the Year in the category of communications test.

Spirent is a market leader in the US broadband service assurance market
where our systems are deployed ta assure some of the largest residential
digital subscriber line (DSL) and high-capacity business leased line
networks in the country, However customers of our Service Assurance
division came under financial pressure during the year and as a result the
rell-outs of menitoring systems for DSL and leased line services were
slowed such that our order book dropped substantially over the year.
Nevertheless progress was made by the division with initial deployment
of its CenterOp™ platforms for fault and perfarmance management

and the intreduction of new systems for the assurance of optical and
packet networks,

A key strategy for our Communications graup is to expand its geographic
reach and we made progress in increasing our global presence during the
year. Customers outside North America accounted for 25 per cent of
Communications group sales in 2002 (2001 20 per cent).

Network Products

The results of our Network Products group for 2002 remained in line
with 2001 despite a depressed result in South America due to the severe
recession in the region. Overall performance from our activities in the US,
Europe and lapan were broadly flat during the year.

Due to the fall-off n the telecoms market, total sates of cur local area
netwark (LAN] and broadband wide area network connectivity products
declined in the year and now represent only 13 per cent of Network
Products group turnover (2001 17 per cent). This decline was largely
off-set by sales to the automotive sector where our products were
accepted onto a number of new car and heavy vehicle platforms at
manufacturers in the US and Europe. Sales of our automated cable
bundling and tying, labelling and printing systems continued to be
strong during the year,

Against a competitive background characterised by downward pricing
pressure, our ability and commitment to working closely with customers
to deliver products that meet their needs enabled us to penetrate new
markets and increase market share during the year.

Systems

The angoing businesses within our Systems group delivered growth

in both turnover and operating profit due to improved performance

in the aercspace business and continuing growth in the power controls
business through increased penetration of the mobility and small industrial
vehicle markets.

Naotes
Operating profit (EBITA) and return on sales as referred to in the text are stated
before goodwill amortisation and exceptional items.

Free cash flow as referred to in the text is cash flow befere acquisitions and disposals,
equity dividends and financing.
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Chief Executive's Review continued

Dividend

An interim dividend of 1.35 pence per share was paid to sharehaolders in
Neovember 2002. A final dividend will not be paid in respect of the year
to 31 December 2002 nor will a dividend be paid in respect of the year
ending 31 December 2003. The Board intends to keep future dividend
policy under review but any future dividend payments will be dependent
on trading outlook and the availability of cash and distributable reserves.

Boeard and Senior Management

We were saddened to report the deaths of Dr George Sarney, non-
executive Chairman, and Mr Ray Parsons CBE, Life President, during
the year. They each made significant contributions te the Group and
will be missed.

We would like to thank Mr James Wyness, the senior independent
nen-executive director, who took on the role of acting non-executive
Chairman. On 31 October 2002 the Board announced the appaintment
of John Weston CBE as non-executive Chairman, He brings substantial
public company experience, strategic insight and a strong understanding
of international business and technology to the Group.

Jim Schleckser, President, Service Assurance — Broadband, Spirent
Communications, has been appointed to the Operations Management
Team with effect from 1 January 2003.

Our People

We appreciate that the uncertainties in the marketplace during the year
have been unsettling for our employees. Qur results for the full year are
testament ta their ability to respond positively to the demands made of
them to ensure we continue to deliver the cutting-edge technclogical
innovations and dedicated support and services that our customers have
came to expect. We wouid like to take this opportunity ta acknowledge
the contributions made by our employees in this challenging year and
thank them for their continued dedication and commitment.

Corporate Social Responsibility

We recognise gur corporate social, environmental and ethical impact and
responsibilities and are committed to advancing our policies and systems
across the Group to ensure we address, controt and monitor all aspects of
corporate responsibility. We strive to maintain an apen dialogue with our
stakeholders and welcome contact from all our interested groups.

Outlook

We have planned our business assuming the challenging conditions in
the telecoms market will continue throughout 2003 and trading so far
this year has been in line with our expectations. As growth in data traffic
creates oppaortunities for Spirent, we remain committed to investing

in our leading-edge products, technologies and services to enhance our
market positions and grow market share,

LAk G

Nicholas K Brockes
Chief Executive
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Operating Review

Communications

£ miltion 2002 2001 Change %
Turnover

Performance Analysis 187.1 245.5 (24)

Service Assurance 128.3 185.1 (31)
Communications group 315.4 4308 {27}
Operating profit

Performance Analysis 9.4 387 (76)

Service Assurance 214 447 (52)
Communications group 308 834 (63)
Return an sales (per cent)

Performance Analysis 50 158

Service Assurance 16.7 24.1

Communications group 9.8 19.4

Despite the decline in the global telecoms market in 2002 the
Communications graup remained focused on its strategy of enabling
customers to move communications technologies out of the laboratory
and into live networks maore rapidly, cost-effectively and with less risk.
By staying strategically well-aligned with the needs of our customers we
were able to maintain our technological leadership, improve cur market
position and capture an increased proportion of our custormers’ reduced
capital budgets.

Throughout 2002 our major customers, the NEMs and NSPs, continued
to restructure their operations in response to the significantly reduced
overall market, This coupled with certain regulatery issues for our
customers in the US resulted in a reduction in spending on our products,
particularly in the third quarter. However we were encouraged to

see order intake recover somewnhat in the fourth quarter in both the
Perfarmance Analysis and Service Assurance divisions, By taking
immediate cost-saving actions in Gctober we were also able to return
to profitability in the fourth quarter after delivering a small operating
loss in the third quarter. Overall the Communications group's turmover
in 2002 was £315.4 million, down 27 per cent from 2007, with operating
profit down 63 per cent at £30.8 million. Given the drop in performance
and with the cost savings only partially realised by the year end, return
an sales for 2002 was significantly below that for 2001 at 9.8 per cent
{2001 19.4 per cent}.

During the year we maintained investment in the develapment of cur
products to ensure we cantinue to meet our customers' needs to be both
cost-efficient and cutting-edge. Product development of £66.2 million
(2001 £73.0 million) represented 21 per cent of Communicaticns group

turncver and was invested in key areas such as gigabit and 10-gigabit
Ethernat in the access and metro networks, VoIP, Internet Protocol
version 6 {IPv8), Internet infrastructure and security testing, storage

area networks and 3G wireless technologies. This investment resulted

in numerous new preducts and enhancements to existing product lines
being launched during the year including the first end-to-end performance
analysis and radic frequency emulation system for the wireless LAN
market, a fully automated system for testing W-CDMA mobile handsets,
a system for the analysis of Internet infrastructures simultanecusly from
the physical layer to the application layer, and a test system for storage
area networks, Spirent is especially active in the 10-gigabit Ethernet and
IPv6 segments which respectively aim to ease bottlenecks in broadband
metro and access networks and provide higher levels of security and
broader address space for the riext phase of the Internet. New Service
Assurance products included a series of interfaces for optical and packet
services devices and systems for the performance management of gigabit
Ethernet and high-speed optical netwaorks,

The Communications group took a number of significant steps in 2002
to strengthen Spirent’s brand recognition within the communications
industry and improve integraticn amang the group's business units and
praduct lines. An extensive branding effort in the first half of the year
has resulted in improved name recognition. All of the businesses in

the Cammunications group now operate under the Spirent name and
realignment of the business units within the Performance Analysis
division has clarified product lines and responsibilities. Spearheaded by
our 'Advanced Test Programs’ team, Spirent participated in over 100 high
profile public tests of leading-edge networking equipment and services,
helping make 'Tested with Spirent’ one of the industry's best known
programmes in testing.

Performance Analysis

Spirent’s Performance Analysis solutions play a critical role in helping
leading-edge equipment manufacturers, service providers and enterprises
emutate communications traffic and simulate real-world canditions for
conformance, functional and performance testing of their equipment
and networks. Qur products cover a broad range of communications
technologies including Ethernet, wireless, internet infrastructure, storage
area networks, position location and VolP providing customers with a
‘one-stop shop' for their test and measurement needs.

Turnover from this division fell in 2002 due to decreased spending by

our major customers in the US and Eurcpe. Return on sales declined to
5.0 per cent from 15.8 per cent in 2007 due to a combination of the drop
in trading levels and the timing of the associated cost reductions in this
business. Despite the overall reduction in sales there were areas of
growth, n particular our wireless test products which increased strongly

Mates
Operating profit (EBITA) and return on sales as refarred to in the text are stated
before goodwill amoertisation and exceptional items.

Free cash flow as referred to in the text is cash flow before acquisitions and disposals,
equity dividends and financing.
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Operating Review continued

with turnover up 57 per cent over 2001 and our position location test
products which also had a good year, largely driven by sales of our
industry leading position location test system launched in 20071,

During the year we strengthenad our position as & leader in wireless
testing particularly for next-generation wireless technologies including
CDMA-2000, the 3G wireless technology being adopted by the US, and
W-CDMA, being adapted by GSM-centric countries such as those in
Europe and Asia. We successfully introduced new systems that provide
automated conformance, network emulation and position location
testing for CDMA-2000 mobite handsets. Spirent’s automated test
systems now play an important role in the conformance and acceptance
test laboratories of major COMA-2000 service providers including Verizon
Wireless, Sprint PCS Group and SK Telecom in Korea. Spirent’s automated
systems are aisc in wide use in the laboratories of major wireless mobile
handset and compenent providers including QUALCOMM Incorporated,
Motaorola, Inc. and Nokia Corporation, We expanded our 3G wireless
portfolio through the acquisition of a W-CDMA base station emulator
product line during the year which has brought us important capabilities
inW-CDMA technology.

We further addressed the testing and performance analysis needs of
users and providers of Internet and security applications in 2002, Since
the integration of Caw into the Performance Analysis division during the
year progress has been made on the development of its Avalanche and
Reflector™ products. With these systems customers are able to generate
large amounts of Internet traffic in the laboratory to stress network
equipment and actual website or security applications to ensure their
robustness. Customers using these systems include the NEMs, NSPs, high
volume website customers, enterprises and government departments.

An important part of our strategy is to increase our international
presence and during the year we opened sales and support services
offices in Beijing, Shanghai and Guangzhou to better serve customers
in the important Asian region.

Service Assurance

Our Service Assurance division provides network monitoring, operations
support systams (OSS), remote test probes, consulting and technical
services for some of the world's largest providers of communications
services including {eased line, DSL, wireless, optical and managed 1#
services. Qur systems assist service providers in cutting their operational
costs by automating their network management monitoring and service
assurance processes and are therefore important to our customers in the
current difficult market conditions.

Turnover in the Service Assurance division fell in the third quarter as our
major customers, the incumbent local exchange carriers {ILECs) in the US,
reduced investment in their networks in response to financial constraints
and regulatory pressures. As a result of lower volume, return on sales was
affected falling to 16.7 per cent from 24.1 per cent in 2001, Return on
sales was also affected by the product mix which included a higher
hardware content in the second half of the year as compared with the
first half which had a higher software element. Additionalty, sales of
monitoring systems for leased line broadband services represented

a higher proportion of turnover in 2002 compared with 2007 which

had a predominance of BSL business.

During the year we maintained our position as a leading provider

of service monitoring systems to the US ILECs with participation

in their continuing business and residential broadband service roll-out
programmes. The year also saw the initial large-scale deployment of
the CenterOp platforms, Sentry and Perform, for fault and performance
management. In the wireless space our service assurance systems provide
centralised remote test and performance monitoring for the core, or
land side, of mobile networks and with the addition of Verizon Wireless
and Nextel Communications, Inc. as customers during the year Spirent
systems are now used by seven of the top ten mobile service providers
in the US. The purchase of a remote special services test product line
during the year brought us a large installed base and ongcing business
at BellScuth Corporation and Kerea Telecom. The integration of this
operation inte the Service Assurance division is largely completed and
while revenues were affacted by the market downturn the business has
performed in line with our expectations. An important driver for the
acceptance of our systems is their ability to measure the performance of,
or interoperate with, a wide range of network devices and elements and
ather OS5, In 2002 we advanced our certification programme and now
have full interoperability with network elements and OSS from a broad
range of leading suppliers worldwide.

An important opportunity for growth in the Service Assurance division
is the expansion of the customer base internationally. Although the sales
cycle for our Service Assurance division’s large ticket systems is long, we
are encouraged by the progress we have made in pursuing cpportunities
outside the US. We have begun formatting our praducts to enable local
language support and were pleased to secure our first order in Japan.
QOur efforts in Asia were reinforced by the opening in Beijing in early
2003 of a sales and support services office for the Asian region and

the formation of Spirent DM, a partnership with two local companies,
to facilitate the development of service assurance products for the
Chinese market.
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Network Products

£ million 2002 2001 Change %
Turnover 164.7 170.4 €))
Operating profit 15.0 15.3 2
Return on sales {per cent) 9.1 9.0

Turnever in our Network Products group was down marginally by 3 per
cent. in the US, improved sales to the heavy vehicles market and growth
of our recently intreduced LAN ‘Network Sciences' product line were
off-set by reduced sales to telecoms service praviders. Cur European
sales showed a small increase overall and in Japan sales were broadly flat.
In South America the recession led by the severe economic collapse in
Argentina affected the group, The restructuring actions taken in 2001 to
consalidate and extend customer-facing activities and reduce administrative
and back office activities became fully effective in the first half of 2002
and margins for the year improved to 9.1 per cent compared with 7.3 per
cent in the second half of 20071,

Sales to the automative sector contributed 30 per cent to turnover in
2002 compared with 27 per cent in 2001, While global vehicle production
was broadly flat the trend towards increasing electronic/electrical
systems content and lighter vehicles requiring increased use of plastics
has provided underlying market growth, As & result we have been able

to increase our penetration with vehicle manufacturers, their first tier
suppliers and major vehicle cable harness manufacturers waorldwide.

Qur sales in the US heavy vehicles market recovered showing 23 per cent
growth after the significant market downturn in 2001, Due to our
product quality and innavation we have ‘preferred supplier’ status with
impartant automotive manufacturers and tier one suppliers worldwide.

The market for our broadband products {used in wide area networks
ta route and organise fibre optic cables in large telephone exchanges
and outside plant) and struciured cabling products {used in local area
networks to provide network connectivity) remained very weak in the
US and UK throughout the year due to the depressed conditions in
the telecoms market and reductions in enterprise 1T spending, We have
developed and extended our LAN products for the European market
which we expect will benefit sales in 2003.

Despite a generally weak global economy we increased our penetration
with distributors, wholesalers and catalogue houses that sell a broad
range of our products warldwide. The major contract we signed with the
Royal Mail during the year to provide ties for mail sacks has commenced
well with 6C per cent of all orders now being placed via the XML
g-procurement system.

Cur range of electrically operated automatic application systems was
expanded in the year with the introduction of two major new madels:
the ATZ060 for fixings and the ALA for identification, We now have a
large installed base of Autotool and printing systerns at customer sites
worldwide and our contracts to supply the associated cable ties and
identification labels and markers represent a valuable source of
continuing business for the group.

We successfully completed the meve into our new production and
distribution facility in Jundal, Brazil without any interruption te customer
service and expect to benefit from cost and operational efficiencies.

We also increased the range of products being manufactured at the Wuxi,
China facility after increasing the production space last year.

Systems

£ miltion 2002 2007 Crowth %
Turnaver 53.8 48,6 11
Operating profit 3.4 0.5 >100
Return on sales (per cent) 6.3 1.0

Figures in the above table relate to ongoing businesses only

On an ongoing business basis the Systems group saw an increase in
revenues and operating profit due to increased customer penetration,
product launches (including the new airborne file server} and the
successful entrance into new markets. The impact of cost reductions
taken in the first half of the year in the aeraspace business coupled with
increased sales resulted in improved trading in the Systems group for
the second half of 2002.

Within the aerospace business sales of our maintenance, repair and
averhaul software systemns, AuURA™ and GOLD™, increased as we
continued to win new business from both the civil and military secters.
Our Aviation Information Solutions (AIS) business received US Federal
Aviation Administration certification for its airborne file server preduct
which commencad shipping at the end of the year, AlS's reputation as
a leading supplier of integrated hardware and software solutions to the
aerospace industry enabled it to secure new contracts during the year
for its Avvantage™ electronic flight bag and Vision and ReVision pilot
training software systems,

The power controls business saw growth in turnover over 2001 mainly
due to increased penetration of the mability vehicles market. Sales to the
industrial market, & new market for the business, also contributed to the
Improverment.

Notes
Operating profit (EBITA} ard return on sales as referred to in the text are stated
before goodwill amartisation and exceptional items.

Free cash flow as referred to in the text is cash flow before acquisitions and disposals,
equity dividends and financing.
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Operating Review continued

The market for power contrals for wheelchairs and maobility scocters
remains competitive and is experiencing pricing pressures. We responded
to this during the year through a number of initiatives including the
intreduction of the VSI power control system for wheelchairs, which is a
tower cost, higher specificaticn replacement for its predecesser product,
the Pilot, and the launch of a competitively priced mobility scooter
controller, the S-Drive. Qur ability to respond quickly and work closely
with customers to meet their demands for increasing functionality at
lower prices enables us to maintain our leading position in this sector.

While the US remains the largest end-user market for powered
wheelchairs and mebility scooters, many of aur customers have
manufacturing facilities wortdwide and we are shipping an increasing
number of units to Asia.

We have made good progress in our efforts to penetrate the small industrial
vehicle market during 2002. We have had particular success with our
multi-functional TRIC™ controllers for floor cleaning vehicles, while our
access platform system has been deployed by one of the world's largest
manufacturers of such vehicles. We continue to invest in this market and
its associated technologies to enhance our future opportunities.

Interconnection Jeint Venture

In 2002 our share of turnover from the WAGQO joint venture decreased
by 3 per cent to £75.6 million (2007 £78.3 million) and our share of

the operating profit decreased by 23 per cent to £7.4 million (2007

£9.6 million). The decline was due to the continuing depressed conditions
WAGQ experienced in most of its geographic markets during the year.
Our share of interest payable and of taxation fromWAGO were

£0.7 million and £2.7 million, respectively, giving a profit after taxation
of £4.0 million.

We announced on 12 March 2003 the divestment of our interests inWAGO
to our joint venture partners. This transaction is subject to shareholder
approval which will be sought at an Extracrdinary Ceneral Meeting to be
canvened on 31 March 2003,
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Financial Review

Results
Six rmonths to  Six months to Year to Year to
30 june 31 December 31 Decermnber 31 December
£ million 2002 2002 2002 2001
Turnover
Ongoing businesses 250.1 2438 5339 6496
Divestments and
discontinued
operations 209 4.1 25.0 152.2
Group 311.0 2479 558.8 8018

Operating profit
Ongeing businesses 345 14.7 492 99.2
Divestments and
discontinued
operations 0.7 0.6 1.3 13.7

Group 35.2 153 505 112.9

Return on sales (per cent)
Group 11.3 6.2 9.0 141

Turnover for 2002 of £558.9 million was 30 per cent lower than 2001
with the second half of 2002 being 20 per cent below the first half.
Organically, excluding the effects of currency exchange and disposals,
turnover was 16 per cent down from 2001 with the impact of currency
translation, primarily due to the weakening of the US doliar, reducing
reported turnover for 2002 by some £18.4 million. Divested companies
contributed £25.0 million to turnover in 2002 {2001 £152.2 million).

Levels of activity in the Communications group in the first half of 2002
were in |ine with those seen in the secand half of 2007, During the
third quarter of 2002, however, we saw a marked reduction in activity,
particularly in the Service Assurance division, following announcements
by many of cur major customers that they were further cutting their
capital expenditure budgets.

In 2002 North America accounted for 66 per cent of turnover by source
from ongoing businesses (2001 73 per cent) at £350.2 millicn compared
with £472.0 million in 2007, Europe accounted for 28 per cent of turnover
by source from ongoing businesses (2001 23 per cent) and in absolute
terms was little changed on the prior year at £151.4 miilion.

By market, turnover was reduced in absolute terms in Europe and North
America but there was marginal grawth in Asia where turnover increased
from 13 per cent to 16 per cent of the total,

Operating profit before goodwill amartisation and exceptional items of
£50.5 million was 55 per cent below the previous year, with the second
half of 2002 56 per cent below the first half. Organically, operating profit

was 50 per cent below 2001 with the effects of exchange further
reducing profits by £1.6 million.

Return on sales was consequently much reduced at 9.0 per cent,

5.1 percentage points below 2001 due to depressed returns in qur
Communications group. However Network Products maintained a return
of 9.1 per cent and returns in the Systems group improved over 2001
benefiting frem the restructuring in the aergspace business and growth
in power controls.

Earnings before interest, taxation, depreciation, amortisation and
exceptional items (EBITDA before exceptional items) was £84.1 million
(2001 £150.1 million},

Net interest payable reduced from £22.8 million in 2001 to £12.3 millien
due to the reduction in net debt and lower interest rates in the US and
UK. An interest rate swap was entered inte in November 2002 replacing
a pravious swap arrangement. This swap has the effect of moving the
interest an $163.4 million of the loan notes from a fixed to floating rate,
currently saving 3 percentage paints.

The Group's effective tax rate for 2002 was 18.7 per cent. This rate is
lower than the expected rate of 29 per cent due to a credit relating to
prior years of £6.2 million. At current levels of profitability it is expected
that the effective tax rate will revert to a level of 31 per cent going
forward. An exceptional tax charge of £18.5 million arises principally
through the re-evaluation of the recovery of deferred tax assets under
Financial Reporting Standard {FRS) 19.

Headline earnings per share were 3.40 pence compared with 7.76 pence
in 2001,

Reportad loss before taxation was £1,053.1 million after charging
exceptional items of £1,043.4 million compared with a loss of £730.7
million in 2001 after charging exceptional items of £745.0 million, giving
a reported loss per share of 117.12 pence (2001 loss 83.43 pence).

At 371 December 2002 Spirent was in compliance with its existing
borrowing covenants, Net interest cover was 4.4 times (2001 5.1 times)
and net debt to EBITDA was 1.9 times (2001 1.2 times).

On 12 March 2003, Spirent announced the divestment of its 51 per cent
interests in WAGQ, its interconnectian joint venture, for net proceeds

of approximately £58.2 million. WAGQ is not considered to be a core
business of the Group. The only contribution to Group cash flow from
the WAGO companies for the year to 31 December 2002 was a dividend
of £0.2 million (2001 £1.6 million). Accordingly, apart from the net
praceeds, the divestment will not have a material effect on the Group's
cash flow on an ongoing basis. The divestment is subject to shareholder

Naotes
Operating profit (EBITA) and return on sales as referred to in the text are stated
before goodwill amortisation and exceptional items.

Frae cash flow as referred tc in the text is cash flow before acquisitions and disposals,
equity dividends and financing.
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Financial Review continued

approval and requires the consent of our noteholders and parties to the
syndicated bank facility.

New Borrowing Terms

To pravide the Group with anincrease in the level of headroom available
in relation to certain of the financial covenants, amendments to the
terms of the loan notes and syndicated bank facility have been agreed.
These arnendrments are conditional on the completion of the divestment
of WAGO and the use of the net proceeds to pre-pay approximately
£45.8 million of the lean nctes and pay an associated cantractual make-
whole amount of approximately £12.4 million. This amount and any
professional fees in relaticn to the renegotiation of the borrowing terms
will be charged as exceptional costs in 2003.

Under the revised terms refating to the syndicated bank facility Spirent
will have a committed line of £75 million available, which will reduce to
£60 million by 31 December 2003. The bank facility remains repayable
in July 2004. The interest rate will be increased to an initial margin over
LIBOR of 1.75 per cent, which may decrease in cartain circumstances.

Following the application of the net proceeds from the divestment

of WAGO it is expected that $144.5 million of loan notes will remain
outstanding with unchanged maturities principally in 2009. The applicable
interast rate will be increased to a weighted average of 9.45 per cent
which will decrease if certain financial requirements are satisfied,

Certain of the financial covenants attaching to both the syndicated bank
facility and the loan notes, which wilt be tested on a quarterly basis, have
been amended as set out in the table below.

The new borrowing terms also contain a covenant that consolidated net
worth must not be less than £100 million at any time,

Orther significant terms include restrictions on dividend payments and
restrictions on acquisitions and disposals. Some of these restrictions fall
away on certain financial requirements being satisfied, which in any
event cannot occur before 3¢ June 2004. The financial requirements

to be satisfied are:

(1) that at the end of three consecutive quarters EBITA to net interest
must equal or exceed 4.5 times and net debt to EBITDA must be
equal to or less than 1.5 times for the rolling 12 month period ending
on the quarter end date; and

(2) that the Croup has in place a bank facility of £50 million.
On satisfaction of these financial requirements, the quarterly covenant

tests will be replaced by semi-annual covenant tests with covenants of
EBITA to net interest of 3.0 times and net debt to EBITDA of 3.0 times.

If compietion of the divestment of WAGO does not occur, the existing
borrowing terms will continue to apply. In such circumstances and if
current levels of trading are not maintained, the directors would need
to consider taking appropriate actions with a view to maintaining
compliance with the existing terms.

Goodwill Impairment

Following the deterioration in trading, goodwill impairment has been
charged at the year end as required by accounting standards. Goodwill
impairment is a non-cash charge that has no impact on our business
going forward.

The total charge reported is £923.3 million and is principally in relation to
the Communications group. In line with best practice this charge includes
£87.0 million in respect of goodwill previously charged to reserves.

The remaining goodwill carrying value is £113.6 million and it is expected
that the goodwill amertisation charge will be approximatety £10.0
million in 2003. The impairment has resulted in a £575.9 million deficit
in the distributable reserves of the Company. At the appropriate time

and with court approval it may be possible to utilise the share premium
account, which at 31 December 2002 stood at £696.1 million, in order
to off-set the deficit on reserves.

Exceptional [tems

Exceptional items (excluding taxaticn) of £1,043.4 million have been
charged in the period and include the goodwill impairment charge of
£923.3 million discussed above,

Cther Operating Exceptional Items
Other operating exceptional items are shown in the table below.

Restructuring costs of £8.6 million have been charged in respect of
redundancy payments and other costs incurred in the restructuring
of the business.

After the reduction in workforce in the fourth quarter we relocated
certain employees to make more efficient use of our facilities and this
has resultad in certain leased properties being vacated. Provisions of
£20.2 million have been recognised in the period in relation to our
continuing abligations under these leases.

The deterioration in the technology industry has led us to make
provisions amounting to £4.4 million {2007 £14.2 million) for stacks
in excess of 12 months’ usage and to write down the value of certain
tangible fixed assets by £3.6 million.

Acquisition retention bonuses arising from acquisitions made in 2000
of £4.8 million have been charged in the year.

Financial Covenants

Other Operating Exceptional Items

Existing As amended £ million 2002

30 June 30 September 371 December Restructuring costs 8.6

2003 2003 2003 Tangible fixed asset write-downs 16

EBITA; net interest = 3.00x 2.00x 2.25% 2.50x  Lease provisions 20.2
Net debt: EBITDA = 3.00% 2.75% 2.50% 2.25x  Stock pravisicns 4.4
Acquisition retention bonuses 4.8

416
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The cash cost of operating exceptional items was £7.7 million in 2002
(20071 £11.9 million).

Non-operating Exceptional Items

A net loss of £48.4 million is reported on divestments from within
the Systems group. The net loss on divestments is after charging
£70.8 miilion of goodwill previously written off to reserves and now
reinstated in accordance with FRS10.

The investment in own shares held in the Employee Share Ownership
Trust has been written down to market value at 31 December 2002
resulting in a charge of £30.1 millien given the marked reduction

in the share price. These shares had been purchased in previous years
to hedge obligations under various option schemes and the long term
share purchase plan which are now out of the maoney.

Taxation

The reduction in activity levels has necessitated a reassessment of
£15.0 million of deferred tax assets. These assets had previously been
recognised on the acquisition of businesses, on prior years’ exceptional
items, and on timing differences. Although we expect the assets to be
recovered in full over time there is currently insufficient evidence to
support the continued recognition of the deferred tax assets under
FRS 19.The tax effect of the excepticnal items in 2002 gives rise to

a tax credit of £0.5 million, resulting in an exceptional tax charge of
£18.5 mittion.

Cash Flow

Spirent continued to generate cash in all its operating groups despite the
depressed trading conditions. QOperating cash flow of £76,9 millian was
46 per cent down on the previous year of £141.2 million. Cash flow
before acquisitions and disposals, equity dividends and financing, or free
cash flow, was £36.4 million compared with £40.4 million for 2001,

Net interest payments were lower by £13.1 million compared with the
previous year. This is due to lower levels of debt and a fall in interest
rates. Interest is primarily dallar denominated and provides a natural
hedge against profit translation.

Tax payments have fallen to £4.2 million from £21.0 million in 2001
due to reduced trading levels, refunds of over paid tax and the
recognition for tax purposes of items previously charged to profit,

Net capital expenditure at £25.8 million was substantially lower than
in the previous year (2001 £57.7 million) and was below the 2002
depreciation charge of £33.6 million. It is anticipated that capital
expenditure for 2003 will remain at around the same level as 2002.

Proceeds from dispasals net of the cost of acquisitions contributed
£6.4 million during 2002.

Payments in respect of the 2007 final dividend and the 2002 interim
dividend amounted to £40.2 miltion (2001 £39.8 million).

Net borrowings closed at £161.8 million compared with £179.1 million
for the previous year with exchange benefiting the position by £12.7 million.

Acquisitions and Dispoesals
We made three acquisitions during the year for a total cash cost of
£49.2 million.

We invested £16.4 million in the acquisition of certain assets of the
remote special services test product line of Anritsu Company US in July
2002. In August 2002 the remaining 85 per cent of Caw not already
owned by the Group was acquired for an initial consideration including
expenses of £26.7 million in cash. Deferred consideration (expected to be
satisfied by way of shares) is payable dependent on certain perfarmance
criteria being achieved by Caw for the year ending 31 December 2003
In September 2002 we acquired a product line and certain intellectual
property rights from UbiNetics for a cash consideration of £6.1 million
including expenses.

We continued to divest our non-core businesses and realised £37.6
million in net proceeds from the sale of cur aercspace component
businesses in April 2002, Other divestments also within our Systems
group realised a further £18,0 millicn,

Pension Fund

The Group appties the principles of Statement of Standard Accounting
Practice {SSAP) 24 for determining pension charges. Spirent operates

one major defined benefit pension plan, which is in the UK, and was last
subject to a full actuarfat valuation in April 2000 at which time a surplus
was identified. A valuation is required every three years and consequently
is due to commence ¢n 1 April 2003. Given the decline in equity markets
and reducing interest rates, which have both adversely affected the
funding levels, it is highly likely that a deficit will arise at the next valuation,
Until the vatuaticn has been performed it is not possible to indicate what
the deficit will be, All other Group pension arrangemenits are on a defined
contribution basis.

Based on FRS 17 the funding position at 31 December 2002 was a deficit
of £41.9 million before taxation, representing a funding deficit of 32 per

cent. This valuation represents a snap shot in time of the plan and is

not a valuation of the plan on an ongeing basis. We consider that such

a deficit, should it arise, would be a manageable position which could be

made gocd over the remaining service lives of the employees.

Free Cash Flow

£ miltion 2002 2001
Operating activities 76.9 141.2
Net interest and ather (10.5) (22.1)
Net capital expenditure (25.8) {(57.7)
Tax paid (4.2) {210
Free cash flow 36.4 404

Notes
Cperating profit (EBITA) and return on sales as referred to in the text are stated
befare goodwill amortisation and exceptional items.

Free cash flow as referred to in the text is cash flow before acquisitions and disposals,
aquity dividends and financing.
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Financial Review continued

Treasury Management and Financial Instruments

The primary objective of the treasury function is to reduce financial risk
and to ensure that sufficient liquidity is available to the Group to meet
its current and anticipated needs. It operates as a service centre within
a framework of policies and guidelines laid down by the Board that are
subject to regular review.

Cbjectives, Policies and Strategies

The major treasury activities involve raising finance and managing the
Group's interest rate and currency exposures. Financial instruments
including derivatives are used to manage these exposures when deemed
appropriate, Transactions are only undertaken if they relate to underlying
exposures or business requirements. Speculative treasury transactions are
expressly forbidden.

Financing

The Group's palicy is to finance operations through a combination

of retained earnings and external financing. The Company raises the
majority of the funding for the Group. Debt is principally sourced from
the syndicated bank market and the US private placement market.
WAGCO, which is a jeint venture, arranges its own financing.

At 31 December 2002, the amount of loan notes cutstanding was
$218 million, equivalent to £135.4 million at 31 December 2002
exchange rates. These loan notes have various maturity dates ranging
from 2006 to 2009.

Amounts available under the committed banking facilities were
£194.4 millicn at 371 December 2002 of which £96.2 million was drawn.
These facilities mature in July 2004,

Since the year end the terms of the loan nates and the banking facility
have been varied as previously discussed.

Further details on the sources of funding are set out in note 30 to the
Accounts.

Interest Rate Management

The objective of our interest rate management palicy is to reduce
the volatility of the interest charge. The expasure to interest rates
is managed through an optimum mix of fixed and floating debt and
the use of interast rate swaps.,

At 31 December 2002 the Group's borrowings were composed of 20 per
cent of fixed rate debt. This excludes $163.4 million of private placernent
notes which have been swapped into floating rates through the use of

a seven year swap, callable at the counterparties’ option at six monthly
intervals commencing May 2003,

The interest profile of Spirent’s cash and borrowings at the year end
is detailed in note 30 to the Accounts.

Net interest payable was £12.3 million (2001 £22.8 million). A one
percentage point movement in short term dollar interest rates based on
the year end position would impact profit before tax by approximately
£1 million.

Barrowings are denaominated in currencies that correspend to Spirent’s
net assets as described below.

The fair value of borrowings and cash at the year end are compared
to book value in note 30 to the Accounts.

Currency Management

Currency expaosures arise from trading transactions undertaken by
subsidiaries in foreign currencies and on the translation of the cperating
results and net assets of our overseas subsidiaries.

Subsidiaries are required to hedge material transactional exposures,
against their local currency, using forward contracts. Group Treasury, by
means of farward foreign exchange contracts, carries cut the majority
of this hedging activity.

We do not hedge translation exposures on translation of the operating
results or net assets of our overseas subsidiaries since these are an
accounting, not a cash, exposure. Where possible we aim to match the
currency of our borrowings with the currency profile of profits and net
assets, this provides a partial hedge against these translation exposures.

Cetails of the currencies of borrowings are set out in the table below.

At the year end the balance sheet translation exposure was 70 per cent
hedged (2001 &9 per cent).

During the year sterling strengthened against the US dollar, the main
currency to which we are exposed. A movernent in the US dollar against
sterling by 1 per cent if maintained over the whole year based an 2002
results, would affect reported profit before tax by approximately

£0.2 million,

Summary

2002 has been a demanding year bath in terms of trading and the
challenges we have faced adjusting our cost base and financial structure
to meet the downturn in the Communications group. Our aim is to focus
on the organic growth of the business and cash generation in order to
retain cash to further reduce net borrowings.

Net Borrowings by Currency and Tenor

<G WLA{&@\

£ million 2002 2001

USs dollar Sterling Euro Other Total Total Eric G Hutchinsan
Cash and current asset investments 109 61.2 6.9 46 83.6 279 Finance Director
Less: borrowings repayable in one year (0.6} {0.1) (0.9) {0.2} (1.8)  (1.2)
Net liquid funds 10.3 611 6.0 4.4 81.8 16.7
Less: borrowings repayable after one year  (149.5)  (84.4) {9.5) (0.2) (2436) (195.8)
Net {borrowings)/funds (132.2) (233} 42  (161.8)

(179.1)
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Board of Directors and Operations Management Team

The Board

Executive Directors

Nicholas K Brookas (55) UK resident ™

Chief Executive

Nicholas Brockes was previcusly a Vice President of Texas Instruments Inc
from where he joined the Board as Deputy Chief Executive in 1935,
becoming Chief Executive in 1936. He is also a non-executive director

of De La Rue plc and Corporacion Financiers Alba S.A.

My E Chung {50} US resident

Group President, Spirent Communications

My Chung was appainted to the Board in 2007 and has specific
aperating respansibility as Group President, Spirent Commmunications,
Prior to joining the Company in 1998 he spent 11 years with
Telecommunications Techniques Corporation (TTC), most latterly

as Division President.

Eric G Hutchinson (47) UK resident

Finance Director

Eric Hutchinson was appointed to the Board as Finance Director in 2000
having previously been responsible for all financial reporting and control
within the Group. He joined the Company in 1983, was appointed Chief
Accountant in 1987 and became Head of Corporate Accounting in 1997,

Non-executive Directors

John P Weston CBE* {51) UK resident #*™

Chairman

John Weston joined the Beard and was appointed Chairman on

7 November 2002. He is also Chairman of the Nemination Committee.
He was Chief Executive of BAE SYSTEMS plc from May 1598 to March
2002 and has over 30 years’ senior experience in aerospace, engineering
and related technology industries.

James A D Wyness* (65) UK resident #*N

lames Wyness was appointed to the Board in 1979 and is the senior
independent non-executive director and Chairman of the Audit
Committee. He was formerly Senior Partner of Linklaters, the Company's
UK legal advisers, from where he retired in 1997. He is a non-executive
director of Saracens Limited.

Marcus Beresford* (60} UK resident A®™

Marcus Beresford was appointed to the Beard in 1999 and is Chairman of
the Remuneration Committee. He was Chief Executive of GKN plc from
August 20071 to 31 December 2002 and has ever 30 years' managerial
experience in the automotive and electrenic industries. He is also a
director of the Engineering Technology Board.

Paul M F Cheng* (66) Hong Kong resident *N

Paul Cheng was appointed to the Board in 1996. He is a founding partner
of China Key Consultants Limited. He was formerly Chairman of inchcape
Pacific Limited and N M Rothschild & Sons {Hang Kong) Limited as well
as a member of Hong Kong's Legislative Council. He currently serves

as an independent non-executive director of several listed companies

on the Hong Kong Stock Exchange and is an adjunct professer at the
business school of the Hong Kong University of Science and Technology.

P Géran Ennerfelt (63) Swedish resident *M

Goran Ennerfelt was appeinted to the Board in 2000, He is President and
Chief Executive of Axel Johnscn AB, a member of the Axel jehnson Group.
He is also Chairman of the Swedish Federation of Trade, the Board of
Trustees of SNS {Centre for Business and Policy Studies), the General
Export Association of Sweden and the Stockhelm Institute of Transition
Economics at the Stockholm Scheool of Economics. He is a director of
Svenska Handelsbanken, the Confederation of Swedish Enterprise and

the Swedish National Committee of the International Chamber of
Commerce.

Richard M Moley™ (64) US resident ®~

Richard Moley was appointed to the Beard in 2000. He was previously

a main board director and Senior Vice President of Cisco Systems from
where he retired in 1997. He currently serves as a non-executive director
(farmerly Chairman) of Netro Corperation and a number of other

LUS high technology public and start up companies including Linear
Technologies Corporation, Echelon Corporation, Calient Systems Inc

and Polaris Networks Inc.

Operations Management Team
Nicholas K Brookes (55)
Chief Executive

My E Chung (50}
Group President, Spirent Communications

Eric G Hutchinson (47)
Finance Director

Paul R Eardiey {42)
Company Secretary and General Counsel

W Barry Phelps {56)
Executive Vice President, Spirent Communicaticns

Stephen ) Salmon (53)
Group President, Network Products

Jim H Schleckser (40)
President, Service Assurance — Broadband, Spirent Communications

Geoffrey P L Zeidler {40)
President, Europe and Wireless, Spirent Communications

Spirent's Operations Management Team develops and oversees corporate
strategy and reviews annual business plans, budgets and operational and
financial performance. It agrees and monitors policies and other matters
not reserved for the Board.

A Audit Committee

R Remuneration Committee

N Nomination Committee

* Indicates that the director is considered independent of the management
of the Company
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Directors’ Statement on Corporate Governance

The Board is committed to maintaining high standards of corporate
governance, the process by which the Group is directed and managed,
risks are identified and controlled and effective accountability assured.

The Board considers that it has complied throughout the year under
review with the requirements of the UK Listing Authority relating to the
Combined Code ¢n Corporate Governance (the Code) except in relation
to Nicholas Brockes' 24 month notice period from the Company within
his service contract. Subsequent to the 2002 year end, Mr Brookes'
service contract was amended so as to comply with the Code.

This statement describes how the principles of corporate governance set
out in the Code have been applied within the Group. The Board is also
closely reviewing the current corporate governance proposals on both the
role and effectiveness of non-executive directors (the Higgs Review) and
also the role and responsibilities of audit committees (the Smith Review).
In addition, as the Company is listed on the New York Stock Exchange,

it is subject to certain US legislation. The Board is therefore also closely
reviewing the implementation of certain requirements following the
publication in the US of the Sarbanes-Oxley Act 2002. Any changes
which may be implemented by the Board as a result of the above will

be reported as appropriate in the Directors’ Statement on Corporate
Governance in next year's Annual Report.

The Board

The Board comprises a non-executive Chairman, five further non-
executive directors and three executive directors, details of whom are
given on page 15. The roles of Chairman and Chief Executive are held
separately with a clear division of responsibility between them. The Board
considers that all non-executive directors are independent with the
exception of Géran Ennerfelt by virtue of his notifiable interests referred
1o in the Report of the Directors on page 20. James Wyness is the senior
independent nan-executive director. The non-executive directars {each
appointed for an initial three year term) have a wide range of skills

and experience which helps to ensure that independent judgement is
exercised on issues such as strategy and perfarmance and also that a
proper balance of power is maintained for full and effective control.

The role of the Board is to determine the long term direction and
strategy of the Group, monitor the achieverment of business objectives,
ensure that good corporate governarce is practised and ensure that the
Group meets its responsibilities to its sharehclders, customers and other
stakeholders,

The Beard meets at least six times a year and a separate meeting is held
annually to review and approve long term strategy. Full attendance of
the Board is expected at Board meetings and in 2002 attendance was in
excess of 90 per cent. A schedule of matters specifically reserved for the
Board's decision has been adopted whilst certain other responsibilities
have been delegated to four standing committees with clearly defined
terms of reference which, together with the compaosition of each
Committee, are reviewed annually. To ensure good communication
between the Board and each of the Committees, the Company Secretary
is the appointed Secretary to all standing Board Committees.

All directors receive appropriate training and briefing upon appointment
and subsequently as necessary, Nen-executives have the cpportunity
to enhange their understanding of the Group through regular business
sector presentations, the receipt of monthly reports from the Chief
Executive and site visits,

The directors have access to the advice and services of the Company
Secretary {and, if necessary, access to further independent advice, at the
Company's expense), who advises the Board in respect of its procadures,
directars’ duties and responsibilities, corporate governance and all
compliance matters. The appointment and removal of the Company
Secretary is a matter reserved to the Board.

Board Appointments

The Company's Articles of Association require that all directors seek
election by shareholders at the first Annual General Meeting following
their appointment. They also require that all directors seek re-election
at {east every three years.

Board Committees

Acquisitions and Divestments Committee

Chairman, Nicholas Brookes

The Acquisitions and Divestments Committee comprises the executives
and any two non-executive directors. The Committee is primarily
cancermed with the evaluation and approval of acquisitions and
divestments whose cash consideration does not exceed £25 million.

Audit Committee

Chairman, J[ames Wyness

The Audit Committee comprises four non-executive directors. The
Committer meets ng less than four times a year with the external
auditors, the Chief Executive, the Finance Director, the Head of Financial
Control and the Head of Financial Reporting in attendance. It also meets
with the external auditors in private for part of each meeting. The
Committee reviews all published accounts and post audit findings before
their presentation to the Board, focusing in particular on accounting
policies, compliance, management judgement and estimates. It also
monitars the Group's internal controt regime and financial reporting. Any
significant findings or identified weaknesses are closely examined so that
appropriate action can be taken, monitored and reported to the Board.

The Audit Committee advises the Board on the appointment of external
auditors and on the scope, results and cost effectiveness of both audit
and nan-audit work. The Committee has adopted a policy which restricts
certain types of non-audit work that may be performed by the Company's
auditors. The Audit Committee also assesses the objectivity of the
auditors’ services so that an independent professicnal relationship is
maintained. Details of the auditors’ remuneration for 2002 appear in
note 5 to the Accounts.

Nomination Committee

Chairman, John Weston

The Nomination Committee comprises all the non-executive directors
and the Chief Executive and meets at least once a year. It is responsible
for reviewing the compasition and structure of the Board and fer
identifying and recommending candidates for executive and non-
exscutive appointments. Executive search consultants are used by

the Committee to assist this process as appropriate,

Remuneration Committee

Chairman, Marcus Beresford

The Remuneration Committee which consists exclusively of independent
non-axecutive directors, meets at least three times a year. Further details
about the Committee are included in the Report on Directors’
Remuneration on pages 22 to 29.
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No director is involved in determining his own remuneration, whether
determined by the Committee or, in the case of non-executives, by the
Board.

Relations with Shareholders

The Board attaches considerable importance to its relationships and
communication with shareholders. Communication is facilitated by full
year and interim reports issued to shareholders. Further infermation and
services available to shareholders are described on pages 82 and 83.

A valuable dialogue has also been established with principal institutional
investors through a programme of investor relations events throughout
the year in the UK and overseas. All contact with institutional investors,
financial analysts, fund managers, brokers and the media is controlled by
written guidelines to ensure the praotection of price-sensitive information
during such dialogue.

It is the Company's practice to issue the Notice convening the Annual
General Meeting at least 20 working days before the Meeting and to
propose separate resclutions on each substantially separate issue, All
directors are expected to attend the AGM to take any relevant questions,
Areport showing the number of proxy votes cast for and against each
resclution is available for shareholders attending the ACM in respect of
resotutions which have been voted on by a show of hands. The results of
proxy votes are also posted on the Company’s website following the
conclusion of the AGM.

Internal Control

Introduction

The Board has overall responsibility for the Group’s system of internal
control, which comprises a process for identifying, evaluating and
managing the risks faced by the Group and for regularly reviewing its
effectiveness in accordance with the Guidance for Directors on internal
Control {Turnbull). The Board confirms that this process was in place
throughout the year under review and up to the date of approval of
the financial staterments. The primary aim is to operate a system which
is appropriate to the business and which can, over time, increase
shareholder value whilst safeguarding the Group's assets, The system is
designed to manage, rather than eliminate, the risk of failure to achieve
business objectives and can only provide reasonable and not absolute
assurance against material misstatement or loss.

Process

The Group's ‘Operational Excellence Programme’ ensures that internal
control and risk management processes continue to become embedded
in the organisation. Day-to-day respensibility for effective internal
contral and risk monitoring rests with senior management at business
group and operating unit level.

The Croup's system of internal control and risk management comprises
an integrated risk management strategy consisting of regular self-
assessment encompassing all operating units and preparation of a
remedial action plan, as apprapriate. Significant risks are also reviewed
by the Audit Committee and by the Board on at least four separate
occasions each year.

In addition te this process, the following key elements are critical to the
overall internal control environment:

— an arganisation structure with clear operating procedures, defined
lines of responsibility and delegated levels of authority;

— a Code of Business Ethics, which sets standards of professionalism and
integrity for all employees and operations worldwide;

~ acomprehensive strategic planning, financial control and budgeting
system which is praperly documented and regularly reviewed; and

— adisciplined acquisitions and divestments due diligence process and
post acquisition integraticn programme.

Spirent’s corporate internal contrel and risk management functions
report into the Head of Internal Control, operate on a global basis and
play a key role in providing an objective view and continuing assessment
of the effectiveness of the internal control systems throughout the Croup
to operating management, the Audit Committee and the Board. The work
programme of these two functions is focused an the areas perceived to
be of greatest risk to the Group and is agreed annually in advance by the
Audit Committee,

The Group has a material joint venture investment (51 per cent interest)
in the WAGO group of companies. The Board belizves that WACO has
appropriate internal controls in place although the review for this
operation is less comprehensive than that for the Group's subsidiary
operations, The WAGO businesses have therefore been excluded from
the above disclosures. ©n 12 March 2003, the Company announced that
it had reached conditional agreement to dispose of its interests in the
WACQ group of companies. The disposal is expected to complete in
April 2003,

Review of Effectiveness

The Board, assisted by the Audit Committee, has reviewed the
effectiveness of the system of internal control for the period under
review, taking account of material developments since that date using
the process set out above. The Board confirms that the review revealed
nothing which, in its opinion, indicated that the system was ineffective
or unsatisfactory.

Pensiens Governance

The Group's principal pension and retirement schemes exist in the United
Kingdom, the United States, Australia and South Africa. Scheme funds are
held separately from these of the Group and are administered by Trustees
{which in the UK and US include employees and independent members).
The schemes da not lend meney or lease any assets ta the Group.

Reporting

The Statement of Directors’ Respensibilities in respect of preparing the
Accounts is included on page 30. A report by the auditors, Ernst & Young
LLP, which includes details of their responsibilities in respect of the
Company's compliance with the Code, is set out on page 31.
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Sacial Responsibility Statement

We recognise our corporate social, envirenmental and ethical impact and
responsibilities and are committed to advancing our policies and systems
across the Group to ensure we address, control and monitor all aspects of
corporate social responsibility {CSR). We understand that our reputation
and future success rests in part on our:

— concern for employee health and safety;
~ care for the environment;
— involvement in the community; and

— good ethical behaviour.

We realise the importance of maintaining good relationships with not
only our shareholders, customers and employees but also with other
parties who have an interest in our activities. We strive to maintain an
open dialogue with our stakeholders and welcome contact from alt our
interested groups.

The Board takes ultimate responsibility for Spirent's social responsibilities
and is committed to developing and implementing policies which
support them alongside a fundamental commitment to create and
sustain long term value for shareholders. We believe that CSR represents
good management practice and is important in developing our business.
To date, the Board does not believe that the activities of the Group
present any significant social, ethical or environmental risks. We have
established a CSR Committee to co-ordinate Group-wide corporate
responsibility efforts, which is chaired by the Chief Executive and will
meet quarterly.

Health and Safety
The Chief Executive is the appointed director responsible to the Board
for the health and safety and environmental performance of the Group.

The Group policy statement prevides for the delegation of day-to-day
management of the health and safety responsibility to local business unit
management supported by the Group Internal Control team and local
external advisers as necessary. All local business units are required to
produce and publish to employees a written health and safety policy.

Each business unit has an individual designated as the appointed Health
and Safety Officer with responsibility for ensuring the business unit
confarms to lacal statutory regulations as well as Group pelicy.

Spirent’s 'Operational Excellence Programme’, which is further described
in the Directors’ Statement on Corporate Governance on pages 16 and 17,
furthers the corporate objective of continuous improvement. The
perfarmance for 2002, collated from the annual health and safety
questionnaire completed by all business units, demonstrates that over
80 per cent of our business units improved performance compared

with the previous year. The highlights of the report are:

- over 50 per cent improvermnent in ill health/long term sickness
levels reducing to only four cases for 2002 compared with nine
the previous year;

- asignificant reduction in accident frequency and severity;

— no accidents that resulted in hospitalisation, a positive improvement
from three in 2001,

—~ 489 incidents that required on-site first aid treatment, a reduction
of 18 per cent from 2007; and

— 315 workdays lost due ta sickness and accidents in 2002, a 25 per cent
reduction on 2007 levels.

Health and safety training programmes are operated at the manufacturing
units with independent reviews of company performance being
undertaken by external consultants and less control experts from

our insurers.

The Group's health and safety performance and significant risk exposures
are regularly reviewed by the Operations Management Team, twice a
year by the Audit Committee and annually by the Board.

Environmental

Spirent recognises the importance of good environmental practice and
the impact that its operations may have on the environment. The Spirent
Group policy is to comply with local, state and national environmental
legislation in all jurisdictions in which we operate and to adopt
responsible environmental practices.

Business units are required to comply with Group palicy and local
statutory regulations and are encouraged to set their own environmental
targets. An annual environmental questionnaire is completed that
demonstrates the environmental performance of the business units.

The Netwoerk Products group has consolidated on its success in 2001 of
achieving 15O 14001 accreditation and by the end of 2002 had 95 per cent
of business units accredited including alt manufacturing sites worldwide
and has only a few sales offices remaining for accreditation.

The Communications group is predominately US-based and even though
the businesses have a high level of ISO 9007 accreditation, and in the
case of the Service Assurance division alse TL-9000Q accreditation, the
move towards 1SO 14007 accreditation is only now beginning to be
recognised in the US. We would expect cver the next few years that

our US businesses will seek SO 14001 accreditation.

In 2002 75 per cent of business units reported improvements on 2001
levels in envircnmental performance in meeting goals for reducing waste,
increasing recycling and reducing energy consumption. This is a
significant impravernent on previous years.

Of the two vacated sites where historic activities were deemed to have
led to minor land contamination, on more detailed investigation at one
af the sites it was revealed that no land contamination had in fact taken
place. At the other site we are undertaking remediation work in line with
the local statutory obligations.

Group performance and risk exposure reviews are undertaken in parallel
with those for health and safety as described above.

Community

Spirent’s policy is to be a responsible partner within the local
communities in which we operate through supporting community
initiatives and local charities. Local communities are impartant to us and
we encourage cur employees to participate as volunteers in community
and charitable activities. We make contributions through cash donations,
gifts in kind and employee skills, talent and time. In 2002 Spirent made
charitable donations of £90,000 (2001 £73,000).
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Each business unit is encouraged, through a charitable donations policy,
to develop programmes which address the needs of their local community.
Their involvement covers a wide range of activities from fund raising for
disadvantaged groups to supporting lecal schoals.

During the year Spirent and our employees have undertaken a number
of initiatives to contribute to the communities in which we live and work
to make a positive difference.

We support a number of educational schemes including a Junior
Achievement programme in the US where employees are given leave to
teach in local schools. We also provide work experience in association
with a number of universities and summer internships for local students
around the world. In support of science and technology education we
have provided equipment and products to local schools and technology
colleges. In the UK Spirent plc supports The Duke of Edinburgh's Award
scheme and is a sponsor of the Science, Engineering and Technalogy
Student of the Year Awards in the category of Best Electronic Engineering
Student. We take an active role in the development of the Young
Enterprise in Sussex scheme and sponsor its annual 'Best Product’ award.

As part of our initiative to support local communities and disadvantaged
groups our business units suppert programmes which provide gifts,
clothing, food and other assistance for unprivileged children and families
worldwide.

We recognise the importance of continuing to support local community
and educational initiatives and encourage our employees to find new
ways to participate in community projects.

Ethical Standards

Spirent expects that all of its business is conducted in compliance with
high ethical standards of business practice. It applies these standards
to all dealings with customers, suppliers, stakeholders and employees.

The Group's policy on ethics is made available to all employees and
emphasises the requirerment for honesty and integrity in their business
dealings and dealings with colleagues. Spirent reviews its ethics policy
annually and intends to publish it later this year on the Company
website. Ethical practice is reviewed as part of the Group's internal
control process on an annual basis to ensure that the core values are
embedded in all business dealings.

Employment, Training, Education and Employee Involvement

The Group aims, on a worldwide basis, to attract, retain and motivate
the highest calibre of employee, and encourages creativity and initiative
while rewarding high performance both on an individual and team
contribution basis.

The Company is committed to providing employees with a continuing
opportunity to develop their full potential by gaining the retevant skills
and experience required to deliver the business objectives. Training
pregrammes and links with the educational sector reinforce this
commitment to learning and development activities. Management
development and succession planning are vital to the future success
of the Company and are, therefore, managed accordingly.

Such processes are reinforced through appropriate rermuneration
systems and recagnised through an innovation awards programme. The
development of a "Technical Ladder’ as a career path for technical staff
that is parallel to a more traditional management career path is very
important given the criticality of intellectual property and technical
innovation to Spirent’s future success.

Each operating company within the Group is committed to providing
equality of apportunity to all existing and prospective employees without
unlawful or unfair discrimination. Full support is given to the employment
and advancement of disabled persons.

The Company places great emphasis on the highest level of customer
care and service and acknowledges that to achieve this objective requires
a contribution from every emplayee, Reflecting the overall philosophy of
decentralisation, local operating company managerent is responsible for
developing and implementing arrangements for emplayee information,
consultation, communication and invalvement which best suit their own
particular needs.

The Group recegnises the importance of two-way communication
with employees, particularly on matters relating to the business and
its performance. This is achieved using a veriety of methods including
senior management briefings, the regular distribution of an in-house
publication, Viewpoints, intranets and a corporate website.
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Report of the Directors

The directors present their Report and the audited consclidated accounts
for the year to 31 December 2002.

Principal Activities, Business Review and Results

The principal activities, review and results for the year (inclusive of
financial performance, likely future developments and praspects) are set
out on pages 1 to 14. Principal divisions, subsidiaries, joint venture and
associates are listed on pages 77 and 78.

Dividends

Aninterim dividend of 1.35 pence per share was paid on 4 November
2002. The directors do not recommend the payment of a final dividend
therefore the totai dividend for the period was 1.35 pence per share
{2001 4.35 pence).

Research and Development

Product development and innovation is considered a key strategy to
maintain and imprave the Group's competitive position and therefore
centinues to receive high priority. This commitment is highlighted by

the £77.7 million research and development spend during the year,
equivalent to 14 per cent of turnover (2001 £95.9 million, equivalent to
12 per cent af turnover). The Company will continue to commit rescurces
as appropriate to research and develcpment.

Major Transactions

Cn 1 April 2002, the Company completed the sale of its non-core
aerospace component businesses within its Systems group to
Curtiss-Wright Corporation for a cash consideration of $60 million.

On 1 May 2002, the Company complated the disposal of certain assets
of Switching Systems International Inc, a business within its Systems
group, for up to $9.1 million in cash.

On 10 July 2002, the Company completed the acquisition of certain
assets of the remote special services test product line of Anritsu
Company US for a cash consideration of $26 million. The remote special
services test product line has been integrated into the Cormpany’s Service
Assurance division.

©On 16 August 2002, the Company completed the acquisition of Caw
Networks, Inc. for an initiat consideration of $49 millien comprised of
approximately $45 million in cash and $4 million in a combination of
Spirent restricted shares and options pursuant to an employee stock
plan, The business has been integrated inta the Company's Performance
Analysis division.

On 18 September 2002, the Company announced a strategic partnership
with UbiNetics. Under the terms of the agreement, the Company acquired
UbiNetics’ CS100 product line and rights to associated intellectual
property for £6.5 mitlion in cash. The partnership is in association with
the Company's Performance Analysis division.

On 30 September 2002, the Company completed the disposal of
Monitor Labs Incorporated, part of the Systems group, to Teledyne
Technologies Incorporated for a cash consideration of $24 million.

On 12 March 2003, it was announced that Spirent had entered into
conditional agreements with members of and companies cantrolled by
the Hohorst family for the sale of its 51 per cent interests in WAGG, its
interconnection joint venture, for a total consideration of approximately
£60.7 million payable in cash, in full, on completion. The disposal is
subject ta shareholder approval at an Extraordinary General Meeting tc
be held on 31 March 2003 and is expected to be completed in April 2003.

Further details of these and other minor changes in the structure of the
Croup are set out in notes 34, 35 and 36 to the Accounts.

Share Capital
Changes in the Company’s share capital during the pericd are given
in note 32 to the Accounts.

Substantial Shareholdings
As at the date of this Report, the Company had been notified of the
following interests in 3 per cent or more of its issued share capital:

% held
Lexa BV 1362
FMR Corparation and Fidelity International Ltd 10.00
Prudential pic 5.10
Legal & General Investment Management Ltd 3.63

Additional shareholder information, including a profile of shareholdings, appears on
pages 82 and 83,

Share Listings

The primary listing for the Company’s Ordinary shares is the London
Stock Exchange. The Company's Ordinary shares are alsc listed on the
New York Stock Exchange in the form of American Depositary Shares
and these are evidenced by American Depositary Receipts (ADRs), each
one of which represents four Ordinary shares. The Bank of New York is
the authorised depositary bank for the Company's ADR programme,

Directors

The names and brief biographical details of the current directors are
shown on page 15. All held office throughout the year and up to the date
of this Repart with the exception of John Weston who was appointed as
nan-executive Chairman an 7 November 2002. Dr Cearge Sarney was
the former non-executive Chairman until he died on 30 April 2002.

Retirement and Election of Directors

Pursuant to the Company’s Articles of Assaciation, Paul Cheng and
Richard Moley will retire by rotation at the Annual Ceneral Meeting
on 20 May 2003 and, being eligible, offer themselves for re-election.
Having been appointed during the year, John Westen will also retire

at the forthcoming ACM and, being eligible, offers himself for election.
None of the directars subject to efection or re-election have service
contracts with the Company.

Directors’ Interests

Céran Ennerfelt is President and Chief Executive of Axel Johnson AB,
a member of the Axel Johnson Croup, which is owned by his spouse,
Antonia Ax:son Johnson. Accerdingly, he has a connected notifiable
interest in the following:
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— the Stock Purchase Agreement (and ancillary agreements) dated
16 November 2000 and made between Lexa BV (an Axel Johnson
Group cempany), Antonia Ax:son Johnson, the Cempany and Spirent
Holdings Corporation, which relates to the Company's acquisition
of Hekimian Laboratories, Inc.; and

— the Company through the 13.62 per cent shareholding of Lexa BV,
the registered holder of the Ordinary shares {see also Substantial
Shareholdings on page 20).

The directors’ interests (including those of their immediate families and
any connected persons) in the share capital of the Company are set out
in the Report on Directors’ Remuneration on pages 22 to 29.

Save as disclosed, no contracts or arrangements have been entered into
during the year or subsisted at the year end in which any director had,
directly or indirectly, a material interest which was significant in relation
to the Group's business.

Employees

The Group's employment paolicies regarding disabled persons and further
information on emplayee training, develcpment and involvement is
explained in the Social Responsibility Staternent on pages 18 and 18.

Employee Share Schemes

The Company operates a number of share incentive schemes, details of
which can be found in note 32 to the Accounts. The Company operates
all employee share plans in the UK, US and Canada.

Social Responsibility and Donations

The Group's Social Responsibility Statement appears on pages 18
and 19. Charitable donations of £90,000 were made in the year
(2001 £73,000). This amount excludes operating units’ support and
participation in local community activities. No palitical donatiens
were made in the year (2001 £nil).

Creditor Payment Policy

Croup operating companies are responsible for agreeing the terms and
conditions under which business transactions with their suppliers are
conducted and it is Group policy to comply with those terms and to
make suppliers aware of them.

At 31 December 2002 the Company had an average of 47 days purchases
outstanding in trade creditors (2001 46 days).

Corporate Governance

The Directors’ Statement on Corperate Governance is set out on pages
16 and 17. The Statement of Directors’ Responsibilities in respect of
preparing the Accounts appears on page 30.

Going Concern

The attention of shareholders is drawn to the Going Concern statement
appearing in note 1 to the Accounts on page 37.The directors are of

the opinion that, taking into account the net praceeds from the disposal
of the WAGO group of companies (see "Major Transactions’ above) and
also the amended syndicated bank facility and loan note terms (see
Financial Review, pages 11 to 14) that they have a reasonable
expectation that the Group has adequate resources to continue in
cperational existence for the foreseeable future. For this reason, the gaing
concern basis continues to be adopted in preparing the Accounts.

Annual General Meeting

The Annuat General Meeting will be held at 12.00 noon an Tuesday,
20 May 2003 at The Lincoln Centre, 18 Lincoin's Inn Fields, London
WCZA 3ED, United Kingdom.

Auditors

A resolution to reappoint Ernst & Young LLP as auditors and authorising
the directors to determine their remuneration will be proposed at the
forthcoming Annual General Meeting.

By Crder of the Board
Paul Eardley

Company Secretary \ >

12 March 2003 <

\ e\
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Report on Directors’ Remuneration

1. Introduction and Compliance

This Report has been prepared by the Remuneration Committee

{the Committee) and approved by the Board in compliance with the
requiremnents of The Directors’ Remuneration Report Regulations 2002 (the

Regulations) and the Combined Code on Corporate Governance (the Code).

The Board considers that it has complied throughout the year under
review with the requirements of the Code with the exception of Code
provision B.1.7 in respect of Nicholas Braokes' 24 month notice period
from the Company within his service contract. Subsequent to the 2002
year end, Mr 8rookes’ service contract was amended so as to comply
with the Code (see paragraph 4{e) below). The Diractors’ Statement on
Corperate Covernance (see pages 16 and 17) and this Report describe
how the principles of corporate governance set cut in the Code have
been applied within the Group.

2. Role and Remit of the Remuneration Committee

The composition of the Committee, made up whoily of independent
non-executive directors, is given an page 15. The late Dr George Sarney,
former non-executive Chairman of the Company, was also a member of
the Committee up to the time of his death in April 2002. The Committee
makes recommendations to the Board on the Company's policy and
framework of executive directors’ remuneration and its cost. The
Committee also determines the remuneration of each executive director
and each member of the Operations Management Team (see page 15
for details). In addition, the Committee is respansible on behalf of the
Board for monitoring and managing shareholder dilution through share
incentive plans. The Committee meets at least four times a year and full
attendance is expected at each meeting. In 2002 attendance was in
excess of 30 per cent,

In order to assist the Committee in carrying out its duties, during the
year the Committee consulted on a regular basis with its appointed
independent external remuneration advisers. The advisers during the
year were as follows (additional services provided, all by appointment
of the Company, are shown alongside in brackets):

b

Cazenove & Co. Ltd {who are the Company's broker);

Kepler Associates;

Linklaters (who are the Company's legal advisers);

Watson Wyatt (who are also consultant actuaries for the Company's
UK pension fund).

The Committee also consulted with the Company's Compensation and
Benefits Manager and the Company Secretary regarding remuneration
and related corporate governance issues. In addition, with respect to
the remuneration of senior executives {for whom the Company’s
remuneration policy also applies — see below), the Committee also
consulted with the Chief Executive.

3. Remuneration Policy
The Company's remuneration policy, which has not changed during the
year and will apply for the following financial year, is to:

— attract, retain and motivate the high calibre professional, managerial
and technological expertise necessary to realise the Group's business
objectives without paying excessively;

— ensure that the remuneration framewaork and its constituent reward
efements are competitive and where appropriate reflect the
international nature of the Group's business and the markets within
which it operates; and

— maintain the correct balance and linkage between individual and
business performance so as to align the interests of the executive with
those of shareholders, particularly that of enhancing shareholder value.

The Committee has developed remuneration packages which fit this
policy on an integrated and total reward basis. This is achieved by
providing base salary plus benefits, pensicn entitlements, an annual short
term incentive bonus and discretionary awards under the Company's
share incentive plans, the latter two elements of which are performance-
related. In normal circumstances, it is the Committee’s policy that over
50 per cent of an executive director's target total annual remuneration
package is based on performance-related elements. The Company's
recent history of share price volatility and its consequent impact on the
‘value' of the long term incentive component of the total remuneration
package means in practice that the actual balance of performance versus
non-performance elements can vary from year to year. In designing the
performance-related elements of remuneration, the Committee has
followed the provisions set out in Schedule A to the Code.

In subsequent years, the Committee will continue to monitor and review
the level and constituent elements of remuneration packages and will
consult with its major institutional shareholders as appropriate with
regards to any proposed changes.

4, Executive Directors' Remuneration

{a) Base Salary and Benefits

The level of base salary is reviewed and established annually by reference
to both the performance and responsibilities of the individual and
prevailing market rates for executives of similar status in comparable
companies. When reviewing salaries, the Committee is mindful of and
sensitive to the wider scene, especially regarding employees’ pay and
employment conditions elsewhere in the Group. No increase in salary
was awarded to the executive directors either during 2002 or in respect
of their 1 January 2003 annual pay review.

Pension and other benefits have regard to competitor practice in the
home country of each executive. Benefits include a company car or car
allowance, healthcare, disability and life insurance coverage. Pension
details are giver in paragraphs 4(c) and 7{b).

(b) Annual Incentive Bonus Scheme

The Committee reviews annual incentive bonus scheme targets and
performance conditions each year to incentivise the executive to meet
the short term strategic objectives of the Company.

Inrespect of 2002, Messrs Brookes and Hutchinson participated in an annual
scheme which, consistent with UK market practice and levels, was structured
around & formula providing for an on-target performance bonus of 50 per
cent of base salary with a maximum of 100 per cent of base salary for
exceptional performance. Performance was measured against growth
targets in the Company's headline Earnings per Share (EPS), however,

as the threshold target was not met, no bonus was payable for 2002.

In respect of 2003, the same 50 per cent on-target and 100 per cent
exceptional performance bonus opportunities will be available to Messrs
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Brookes and Hutchinson. Performance for 2003 will be measured against
targets in EPS and other financial objectives (accounting for 80 per cent
of any bonus) and alsc against the achieverment of certain personal and
strategic objectives selected by the Committee (accounting for 20 per
cent of any bonus).

My Chung {who is US-based} also participates in a similar annual
incentive bonus scheme. Cansistent with US market practice and levels,
for 2002, he had a target bonus opportunity of 50 per cent and he

was cappead at 200 per cent of salary for exceptional perfarmance.
Performance was measured against growth targets in profit for the
Communications group, however, as the threshold target was not met,
no bonus was payable for 2002.

In respect of 2003, the same 50 per cent on-target and 200 per cent
exceptional performance bonus opportunities will be available to My
Chung. Performance for 2003 wilt again be measured against profit
targets for the Communications group, subject to threshold performance
in respect of other appropriate financial measures {accounting for 90 per
cent of any banus) and also against other personal and strategic objectives
as selectad by the Committee {accounting for 10 per cent of any bonus).

(c) Directors’ Pensions
All three executive directors participate in Croup pension plans as
described below,

The UK executives participate in the non-contributory funded senior
executive level of the Spirent Group Staff Pension and Life Assurance Plan
(the Staff Plan). This defined benefit arrangement will provide them at
normai retirement age of 60, and dependent on length of service, with

a pension of up to two-thirds of salary, subject to Inland Revenue limits
and other statutory conditians. It also provides for dependants’ pensions
and a cash lump sum on death. Pensionable salary is the director’s base
salary only.

The Company has undertaken to Nicholas Brockes, whose salary for
approved pension purposes under the Staff Plan is capped by the provisions
of the Finance Act 1989 (£97,200 for the tax year 2002/2003), that his
benefit entitlements shall be as if the ‘cap’ did not apply. The Campany
will be liable for making payment of any unapproved pension in excess
of the approved maximum and a balance sheet provision exists in respect
of this obligation. The Company has taken out insurance to cover that
part of his life assurance in excess of the cap. As Eric Hutchinson was

a member of the pension plan prior to 1989, his pension entitlements

are not subject to the capping provisions of the Finance Act 1989.

The pensions earned by the UK executives during the year under the Staff
Plan are given in paragraph 7({b).

My Chung participates in the Spirent International Inc Retirement and
Profit Share Plan, a defined contribution plan approved under section
401(k) of the US Internal Revenue Service Code (the RS Code). The
Company makes matching contributions of up to 2 per cent and is
permitted to make discretionary profit sharing contributions of up to

8 per cent of the maximum compensation permitted for these purposes
under the IRS Code. The normal retirement age under this plan is 65
and, consistent with local practice, bonuses are pensionable for all
participating US employees, including My Chung.

(d) Medium and Long Term Incentive Plans

The Committee appraves the grant of all options under the Executive
Share Option Scheme (ESOS) and the Spirent Stock Optian Plan (SSOP)
in which executive directors participate (see below). All grants are subject
to prior satisfactory individual performance and grant amounts vary
with the individual's potential impact on longer term business results.
Executive directors also cantinue to participate in the Long Term Share
Purchase Plan [LTSPP). However, following shareholder approval in 2002
of the closure of the LTSPP and the substitution of future annual awards
with equivalent value supplemental grants of eptions under the ESQS,
no further grants have been made under the LTSPP since 2001, The
executives are also eligible to participate in either the Company’s UK

or US all employee share plans, as appropriate (further details of which
are provided in note 32 to the Accounts),

ESOS

All ESQOS grants made after 11 May 2000 to executive directars are
subject to enhanced performance conditions on exercise which the
Committee believes represent challenging criteria that align the interests
of executives to that of sharehclders. The performance conditions

require the Company’s headline EPS to increase aver a period of three
consecutive financial years within a range of 9 per cent {minimum
performance for 25 per cent opticn vesting) and 15 per cent (for

100 per cent option vesting), with a sliding scate between these points.
In addition, performance testing over the ten year option term is measured
from a base paint fixed at the date of grant. Performance will be tested
on the third anniversary of grant and, if the target conditions at that time
have nat yet been met in ful, performance will be tested again on the
fourth and fifth anniversaries of grant only, with the performance hurdle
being increased in proportion to the extanded perfod. The Committee’s
current grant policy is to provide each executive director with the
oppartunity to receive aptions up to an annual limit of 3 times base
salary, however the size of grant each year will have due regard to
prevailing relevant circumstances.

ESOS grants made before 11 May 2000 to executive directors are subject
to a perfarmance candition which was in line with prevailing market
practice at that time. The performance condition o exercise is that over
a period of three consecutive financial years, there has been an increase
in the Company's headline EPS which is at least & per cent more than
the increase in the Retail Price Index over the same period. The same
performance condition is tested on the third anniversary of grant and,

if the performance condition has not been met at that time, at each
subsequent anniversary of grant until the expiry of the option (on the
tenth anniversary of grant).

S50P

The SSOP was approved by shareholders in May 2000 for
Communications group employees and will expire in May 2003, The
Committee is currently reviewing meadium and long term incentive
arrangements for employees within the Communications group {(which
include My Chung) and sharehelders will be informed as appropriate with
regards to any new initiatives which require shareholder approval.

In addition to participating in the ESQS, with due regard to the competitive
US recruitment and retention practices to which the Company is
exposed, the Committee has concluded that My Chung (who is Group
President of Spirent Communications, a US citizen and resident in the
Us) should also continue to participate in the SSOP. This plan is not open
to current UK executive directors. Options normally vest over four years,
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with 25 per cent exercisable on the first anniversary of the date of grant,
and thereafter in equal proportions on & monthly basis. In line with
prevailing market practice and as previously approved by shareholders, no
pre-exercise performance conditions attach to options granted under the
SSCP. In normal circumstances, My Chung will have the opportunity to
receive an annual grant of up to 4.5 times base salary under the SSCP
{subject to prevailing relevant circumstances), in addition to any ESOS
award. The Committee reviews the most appropriate balance of awards
between ESOS and SSOP aptions for My Chung prior to any grant.

LTSPP

As noted above, although the LTSPP is closed, there are still cutstanding
awards which were granted prior to the plan’s closure. The LTSPP was
introduced in 1993 and only executive directors and members of the
Operations Management Team are eligible to particinate. All grants under
the LTSPP with the excepticn of thase made in 2007 have lapsed as they
have failed to meet the minimum performance conditions of (i) a real

(ie above inflation} growth in the Spirent share price of at least 5 per cent
per annum, and (i) & total shareholder return {ie capital appreciation,
dividends paid, plus any ather issues or distributions) performance ranked
above the 60th percentile against a comparator group. In respect of the
2001 LTSPP grant, the Committee agreed at the time of grant that the
FTSE 100 index would be an appropriate comparator group and is a broad
equity market index against which the performance of the LTSPP grants
could be fairly compared. The Committee believes that the LTSPP
perfarmance conditions remain extremely challenging.

Further information on the ESOS, SSOP and LTSPP is provided in note 32
to the Accounts.

The Committee believes that the grant structure, performance conditicns
and grant levels under the ESOS and SSOP represent the most appropriate
medium to long term incentive arrangements which will enable Spirent
to compete for, mativate and retain the highest calibre executives which
it needs to drive the business forward and increase shareholder value. In
order to assist further in aligning the interests of executives and shareholders,
shareholding guidelines were introduced in 2000 which encourage
executive directors and certain senior managers to build up @ meaningful
level of shareholding of up to twa years' salary over a period of five years.

(e} Service Contracts

In respect of 2002, Nicholas Brookes was subject to & service contract
entered into on 5 May 1995 which currently has an unexpired term of 50
months and was terminable at any time by the Company on 24 months’
notice and by Mr Brookes on 12 months’ notice. Eric Hutchinson entered
into a service cantract on 13 December 1999 which currently has an
unexpired term of 146 months and is terminable at any time by either
party on 12 months’ natice. My Chung entered into a service contract on
9 May 2001 which currently has an unexpired term of 171 months and

is terminable at any time by the Campany on 12 months’ notice and by
Mr Chung on six months' notice. All contracts contain provisions for the
Company to make payment in lieu of notice and for removal of the director
for poor performance or misconduct without compensation. The Company
will seek to apply practical mitigation measures to any payment of
compensation on termination, taking into account all relevant circumstances.

The Commitiee is aware the Code states there is a strong case for service
contract notice periods not to exceed 12 months. However, Mr Brookes'
service contract was originally agreed prior to the introduction of the
Code, when notice periods of 24 months were in line with prevailing

market practice. Nevertheless, having due regard to current best practice,
Mr Brookes and the Board agreed to amend his service contract with
effect from 1 January 2003, 50 that the service contract is terminable at
any time by either party on 12 menths’ notice. The Committee's policy
is to offer service contracts to newly appointed executives which provide
for only 12 months’ notice from the Company in normal circumstances,
and this was applied in the cases of Messrs Hutchinson and Chung.

(f} External Appaintments

Spirent recognises the mutual benefit for executive directors to serve as
non-executives of companies in other industries outside the Group. Such
appointments are subject to prior Board approval and, with effect from

1 January 2003, any related fee entitlements are for the account of the
executive concerned.

5. Mon-executive Directors’ Remuneration

The remuneration of non-executive directors is determined by the
Board following a recommendation by the Chief Executive and after
consultation with independent external advisers concerning competitive
market practice. The Company’s rermuneration pelicy (which has not
changed during the year and will apply for the following financial year)
with regards to non-executive directors is ta pay fees which are inline
with market practice. No fee increase was awarded either during 2002
or at the remuneration review at 1 January 2003.

Non-executive directors are not eligible to participate in bonus or share
incentive arrangements and their service does not qualify for pension
purposes or other benefits. No elemeant of their fees are performance-
related. Non-executive directors do not have service cantracts and are
normally appointed, subject to the Company’s Articles of Association,
for an initial three year term. Any subsequent extension to the term by
the Board is not automatic and is subject to prior recommendation of
the Nomination Committee.

Further information on non-executive directors’ fees is provided in
paragraph 7(a) below.

6.Total Shareholder Return {TSR) Performance

The graph below shows TSR performance (ie growth in the value of a
share or index, assuming dividends and other distributions are reinvested)
for the last five financial years of Spirent plc as shown against the FTSE
350 index and the FTSE Information Technology Index (FTSE IT). The
Cammittee believes that both the FTSE 350 and the FTSE IT provide a
broad equity market index against which the performance of Spirent can
be fairly compared, and that the FTSE IT index provides & particularly
representative collection of comparator companies.
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7. Directors’ Remuneration
{a) Individual and Total Remuneration of the Directors Holding Office During 2002

Annualised arrangernents
at 1 January 2003

2002 Rermuneration™

Taxable Total” Total"
Salary Fees™ Salary Feas™ benefits® Bonus# 2002 2001
EQOO £000 £000 £000 £000 £000 £000 £000
Executive directors
500.0 0.5 N Brookes 5000 0.5 448 - 5453 5339
217.4 0.5 M Chung!® Z231.8 0.5 189 - 251.2 168.1
250.0 05 E Hutchinson 250.0 0.5 22.4 - 2729 268.9
Non-executive directors
- 37.0 M Beresford - 370 - - 37.0 37.0
- 350 P Cheng - 35.0 - - 35.0 35.0
- 300  GEnnerfelt - 30.0 - - 300 30.0
- 350 R Maley - 35.0 - - 350 35.0
- 150.0 ] Weston - 225 - - 22.5 -
- 37.0  JWyness - 89.3 - - 89.3 370
G Sarney - 66.7 1.4 - 68.1 203.3
Total 2007 981.8 317.0 87.5 - 1,386.3 1,348.7
Total 2007 907.2 3753 65.7 - 1,348.2
Notes

(1) The figures relate to the period of each director’s Beard membership. My Chung and John Weston were appointed to the Board in May 2001 and November 2002,
respectively. George Sarney died in April 2002,

(2) Executive directors receive a basic annual fee of £500 in respect of their servicas to the Board and its committees.

The non-executive directors receive a basic annual fee of £30,000 in respect of their services. John Weston receives an annual fee of £150,000 which covers both his
basic annual fee ang his additional duties as Chairman. jJames Wyness and Marcus Beresford each receive an additional £7,000 per annum in recognition of their extra
responsibilities as Chairmen of the Audit Committee and Remuneration Committee, raspectively. James Wyness also received an additional £52,300 in respect of his

additional duties as acting Chairman between May 2002 and November 2002. Paul Cheng and Richard Moley each receive an additional £5,000 per annum in
recognition of the extensive international travelling commitment required to parform their duties.

{3) Taxable benefits include a company car or car allowance and life, disability and healthcare insurance coverage.

Nicholas Brookes’ taxable benefit also includes £5,000 for personal tax advice paid by the Company and £6,728 relating to the premiurn paid for life assurance in excess

of the statutory eamings cap (as referred to in paragraph 4(c)). The late Dr Sarney’s taxable benefit is in respect of personal tax advice paid by the Company.

{4) During the year neither Nicholas Brookes nor Eric Hutchinson earned an EPS bonus (2001 £nil), My Chung did not earn a Communications group cash bonus (2001 £nil}.

{5) My Chung receives his base salary in US dollars. An average exchange rate of £1 = §1.51 has been used in respect of 2002 remuneration and an exchange rate of £1= 3161
{being the closing rate on 31 December 2002} has been used in respect of 2003 annualised remuneration.
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(b) Directors’ Pensions

The pensions earned fram the non-contributory defined benefit arrangements in place for the UK executives during 2002 were as follows:

Accumulated total
acerued pension

Increase Increase,
Age at Years of inaccrued  before inflation, At AL
31 December pensionable pension during in accrued pension 31 Decernber 31 Decemnber
2002 service the year during the year 20024 2001
£000D £000 £000 £000
N Brockes® 55 15 6.7 95 2611 244.4
E Hutchinson 47 19 8.3 38 162.5 154.2
Transfer value, Increase in Increase, before
Transfer value before inflation, Total transfer value total transfer  inflation, in total
of the increase of the increase of pension® value of  transfer value of
in acerued inaccrued At 31 Decernber At 1 January pension during pension during
pension®® pension 2002 2002 the year the year
£Q00 £000 £000 E000 £000 £000
N Brookes 278 156 4,425 4,086 339 218
£ Hutchinson 87 40 1,703 1.581 122 75

MNotes

(1) The pension antitlemants shown are those which would be paid annually from normal retirement age of 60 based on service to 31 December 2002,

{2) Details of the Company’s unfunded pension provision relating to the pension undertaking in excess of the statutory earnings cap made to Nicholas Brookes

{which includes an eight year pensionable service credit) are shown in note 10 to the Accounts.

{3} The transfer value has been calculated on the basis of actuarial advice in accordance with Actuariat Guidance Note GN11 and represents a liability

of the Company

{in respect of unfunded arrangements) and of the Staff Plan (in respect of funded arrangements), not a sum paid or due to the individual. The transfer value cannot

therefore be meaningfully added to annual remuneration.

{4} No additionat voluntary contributions have been included in the above table.

(<) Directors’ Remuneration and Payments to Former Directors Summary

2002 2001

Year to 31 December £000 £000
Total emoluments for all directors 1,386 1,348
Gains made on exercise of share options'! 5 1
Company contribution to 401(k) Retirement and Profit Share Plan®® 13 12
Pension and fees of the Life President {2002 £28,204 and £4,865, respectively)”™ 33 38
Emoluments and ex gratia pension to former directors® 19 5
Consultancy payments and fee payments to former directors 6 24
1,463 1,488

Notes
(1} This relates to Eric Hutchinson (2002} and My Chung {2001).

(2} Prevailing average conversion rates of £1 = $1.44 and £1 = $1.51 were used for 2001 and 2002, respectively. These payments relate to My Chung.

(3} These payments relate to Ray Parsons, who died in April 2002.

{4) £14,000 was paid as a one time ex gratia sum during 2002 to the widow of the late Dr George Sarney, the former Chairman. Dr Sarney died in April 2002, £5,000

per annum is paid as an ex gratia pension to Geoff Bastians, who retired from the Board in 1984,




27 Spirent plc Annual Report 2002

8. Directors’ Interests

The beneficial and non-beneficial interests of the directors (and their immediate families and any connected persons) in the Qrdinary share capital of
the Company at the beginning and end of the year are set cut below. The Company's statutory register of directors' interests contains full details of
directors’ shareholdings and options over shares and is available for inspection at the registered office during normal business hours on any business day.

At 31 December 2002 At 1 January 2002
Ordinary Ordinary Options and LTSPR Ordinary Ordinary Options and LTSPP
shares shares  rights to acquire performance shares shares  rights to acquire performance
(beneficial}®  (non-beneficial} Ordinary shares units {beneficial)®  (non-beneficial) Ordinary shares units
Executive Directors

N Brookes 2,947,083 26,315 1.910,135 208,480 127,083 26,315 684,021 428,199
M Chung 8,977 39,620 1,937,818 88,893 8113 39,620 1,181,696 88,893
E Hutchinson 726,210 12,1718 1,003,190 90,849 43,411 12,171 387,318 50,849

Non-executive Directors
M Beresford 15,225 - - - 15,225 - - -
P Cheng 7,250 - - - 7,250 - - -
G Ennerfelt® 128,398,257 - - - 108,398,257 - - -
R Moley 1,010,000 - - - 70,000 - - -
] Weston 1,600,000 - - - 1,600,00C - - -
] Wyness 346,037 - - - 46,037 - - -

Notes
(1) At 7 November 2002, the date of appointment for John Weston.

{2) Oirectors’ beneficial holdings do not form part of remuneration provided by the Company.

{3) The non-beneficial interests of Messrs Brookes and Hutchinson represent their respective £100,000 and £46,250 deferred cash bonus awards made under the terms
of the annual incentive bonus plan for 2000. The benuses were used to purchase shares in the market on 28 February 2007 and are being held in the Employee Share
Ownership Trust (ESOT) for a period of three years from that date. In normal circumstances, the directors do not obtain a beneficial interest in the shares until the
expiry of that period at which time, subject to still being in the Company’s employment, the beneficial share interests will be released to them, There are no other
pre-release perfarmance conditions to be satisfied.

=

The non-beneficial interest of My Chung over 39,620 shares exists in a similar manner to that described in note (3) above except that his interest arises from a deferred
cash bonus of $175,000 (being 50 per cent of his annual base salary) made on a discreticnary basis on 8 May 2001 (in recognition of his promation to the Board). The
bonus was used to purchase the shares in the market on that date and will be released beneficially to him from the ESOT on the third anniversary, subject to him still
being in the Company's employment at that time.

u

Goran Ennerfelt has a beneficial interest in the Company through his connected sharehelding in Lexa BV {a wholly-ownead subsidiary company of Axel Johnson AB of
which he is also President and Chief Executive) which was the registered holder of 108,398,257 Ordinary shares which were issued, credited as fully paid, as part
consideration for tha acquisition of Hekimian Laboratories, Inc. in 2000. Since that time texa BV has acquired additional QOrdinary shares in Spirent ple.

{6) Since the year end:

- the number of rights to acquire Ordinary shares for My Chung increased by 17,653 on 1 January 2003 through the grant of purchase rights to him under the US
Employee Stock Purchase Plan (ESPP), an all employee share plan. This is a provisional number only (based on the Company’s share prica at the date of grant)
as the actual number of shares in which participants are interested under the ESPP cannct be determined until maturity of the 12 months savings contract;

- the beneficial interest of My Chung increased by 22,400 to 31,377 Qrdinary shares ot 1 January 2003 through the exercise of matured purchase rights under the
ESPP. The market price of a Spirent Ordinary share on the date of exercise was 16.75 pence (being the closing market price on 31 Decemnber 2002, the London Stock
Exchange having been closed for trading on 1 January 2003). For further information on the ESFP, see note 32 to the Accounts; and

- the Committee determined on 26 February 2003 that the minimum performance conditions for performance units granted under the Long Term Share Purchase
Plan on 11 May 2000 had not been met. The performance units have therefore lapsed without value {see page 29).
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8. Directors’ Interests continued
Options and rights to acquire Ordinary shares under the Company's various share option, stock appreciation rights and all employee share plans were

as follows :
Exercised [E)/ Exercise
Plan Ar 37 Decernher Lapsed {L) Cranted At 1 January price per Date first
typel! 2002 duringtheyear  during the year 2002 Date of grant share (p) exercisabla Expiry date
N Brookes ESOS 221,068 - - 221,068 30.09.96 136 30.09.99 29.09.06
SRSOS - (L) 15,886 - 15,886 21.10.96 105 01.01.02 30.06.02
ESOS 30,410 - - 30410 £3.04.97 118 23.04.00 22.04.07
ESOS 43,922 - - 43922 27.04.98 152 27.04.01 26.04.08
ESOS 149,590 - - 143,590 11.05.00 334 11.05.03 10.05.10
ESOS 205,000 - - 205,000 09.04.01 305 09.04.04 08.04.11
SRSOS 18,145 - — 18,145 05.10.01 93 01.12.06 31.05.07
ESQOS 468,000 - 468,000 - 02.04.02 134 02.04.05 01.0412
ESOS 774,000 - 774,000 - 0£.05.02 113 0e2.05.05 01.05.12
M Chung ESOS 93,482 - - 93,482 16.07.98 163 16.07.01 15.07.08
ESOS 112,734 - - 112,734 01.04.99 133 01.04.02 31.03.09
SSOP 341,921 - - 341,821 11.05.00 334 11.05.01 10.05.07
ESOS 65,819 - - 65819 11.05.00 334 11.05.03 10.05.10
SARP 42,740 - - 42,740 12.05.00 335 12.05.01 11.05.10
SS50P 250,000 - - 250,000 08.12.00 613 08.12.01 07.12.07
SSOP 195,000 - - 195,000 09.04.01 305 09.04.02 08.04.08
ESOS 80,000 - - 80,000 09.04.01 305 09.04.04 08.04.11
ESPPY 6,122 - — 5122 01.01.02 4 01.01.03 01.01.03
SSOP 750,000 - 750,000 - 02.04.02 134 02.04.03 01.04.09
E Hutchinson SR3OS - (E) 5,128 - 5,128 21.1094 76 01.12.01 31.05.02
ESOS 17,652 - - 17,652 27.04.95 108 27.04.58 26.04.05
SRSOS 1,464 - - 1,464 31,1095 106 01.12.02 31.05.03
ESOS 42928 - - 42,928 29.04.96 140 29.04.99 £8.04.06
ESOS 33,786 - - 33,786 230497 118 23.04.00 22.04.07
ESQS 29,586 - - 29,586 270498 152 27.04.01 26.04.08
SR50S 12,363 - - 12,363 22.10.98 83 01.01.06 30.06.06
ESQOS 75,156 - - 75156 ¢1.049%8 133 01.04.02 31.03.00
ESOS 55,562 - - 55,562 11.05.00 334 11.05.03 10.05.10
ESQOS 105,000 - - 105,000 09.04.01 305 09.04.04 08.04.11
SRSQOS 8,693 - - 8,693 05.10.01 93 01.12.08 31.05.09
ESOS 234,000 - 234,000 - 02.04.02 134 02.04.05 01.04.12
ESCS 387,000 - 387,000 - 02.05.02 113 02.05.05 01.05.12
Notes

(1} Key to plan type:

ESOS — Executive Share Option Scheme
ESPP - LIS Employee Stock Purchase Plan
SARP - Stock Appreciation Rights Plan
SRSOS — UK Savings Related Share Option Scheme
SSOP - Spirent Stock Option Plan

An explanation of each plan and its operation is given in note 32 to the Accounts.

{2) The final exercise price and number of purchase rights under the ESPP, an all employee share plan, cannot be determined until maturity {ie 12 months following the
date of grant). The 6,122 purchase rights calculation was based on the market price of a Spirent Qrdinary share (less a 15 per cent discount) at the date of grant.
In accordance with the rules of the ESPP, these purchase rights were exercised automatically as part of a maturity on 1 January 2003. The actual number of shares
acquired {issued in the form of 5,600 Spirent ADRs) was 22,400 Spirent Ordinary shares. The closing middle market price of a Spirent Ordinary share on the date
of exarcise was 16.75 penca (baing the closing market price on 31 December 2002, the London Stock Exchange having been closed for trading on 1 January 2003).

{3} The option was exercised on 3 January 2002 on which date the closing middle market price of a Spirent Ordinary share was 190 pence.
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The number of performance units outstanding under the Long Term Share Purchase Plan {LTSPP) throughout the year were as fallows:

Performance Performance Performance

units at Granted during Lapsed during units at unit vatue at
31 Decernber 2002 the year the year 1 January 2002 Date of grant  date of grant (p) Vesting date
N Brogkes - - 219,719 218,719 18.06.99 166 18.06.05
85,480 - - 85,480 11.05.00 334 11.05.06
123,000 - - 123,000 09.04.01 305 09.04.07
M Chung 38,8930 - - 38,893 11.05.00 334 11.05.06
58,0001 - - 50,000 09.04.01 305 09.04.07
£ Hutchinsen 28,8494 - - 28,849 11.05.00 334 11.05.06
62,0001 - - 62,000 (9.04.01 305 09.04.07

Notes

Further information on the operation of the LTSPP is provided in paragraph 4(d) above and in note 32 to the Accounts.
(1) The minimum performance conditions attaching to the first three year performance period were satisfied on 31 December 2001. Howaver, as the market value of a
Spirent Ordinary share on 18 June 2002 (fe the third anniversary of grant) was below the performance unit value of 166 pence, the award was deemed to have tapsed

without value,

{2) The Committee determined on 26 February 2003 that the minimum performance conditions far growth in the price of a Spirent Ordinary share had not been achieved
by 371 December 2002. The performance units have therefore lapsed without value.

(33 The following table shows the Company's achievement against its performance conditions at 31 December 2002 for outstanding performance units under the LTSPP:

Real share price growth Total shareholder return ranking
Year of grant (min. 5 per cent paj (rmin. 60th percentile position}
2001 -97% 3rd

The middle market price of a Spirent Ordinary share on 2 January 2002 (the London Stock Exchange having been closed for trading on 1 January 2002)
and 31 December 2002 was 162 pence and 16.75 pence, respectively, and during that period ranged between a high of 192 pence and a low of
5.75 pence per share.

All three of the Company's executive directars, with other employees of the Group, are potential beneficiaries of the Employee Share Ownership
Trust {(ESOT). The two UK executive directors, with other employees of the Group, are also potential beneficiaries of the Qualifying Employee Share
Ownership Trust {QUEST). As potential beneficiaries of the ESOT and the QUEST, the respective directors are deemed by the Companies Act 1985 to
be interested in the Spirent Ordinary shares held by those Trusts. At 31 December 2002, the shareheldings for the ESOT and the QUEST in which the
executive directors were deemed interested were 9,064,985 and 3,508,136, respectively (31 December 2001 3,064,985 and 4,571,286, respectively).

Save as disclosed, there have been no changes between the year end and 12 March 2003 (the date on which the Accounts have been signed) in the
directors’ beneficial or non-beneficial interests in the Ordinary share or loan capital of the Company or any subsidiary.

9. Shareholder Advisory Resolution in Respect of the Report on Directors’ Remuneration
In accardance with the Regulations, an ordinary resolution to approve this Remuneration Report will be proposed at the forthcoming Annual General
Meeting.

Signe fo

/th Board

/-'_'_'-_-_=\
Marcus Beresford
Chairman of the Remuneration Committee

12 March 2003
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Statement of Directors’ Responsibilities in Respect of the Accounts

The Companies Act 1985 requires directors to prepare accounts for each
accounting period which give a true and fair view of the state of affairs of
the Company and the Group at the end of the accounting period and of
the profit or loss of the Group for that period. In preparing the accounts
the directors are required to:

— select suitable accounting policies and then apply them consistently;

- make judgements and estimates that are both reasonable and
prudent; and

— state whether applicable accounting standards have been followed,
subject to any material departures being disclosed and explained
in the notes to the accounts.

The directars are responsible for:

- keeping proper accounting records which disclose with reasonable
accuracy at any time the financial pesition of the Company and the
Group and enable them to ensure that the accounts comply with the
Companies Act 1985; and

- taking reasonable steps to safeguard the assets of the Group and to
prevent and detect fraud and other irregularities,

The directors are also responsible for the maintenance and integrity of
the Company's website on the Internet, Financial information published
on the website is based on legislation in the UK governing the preparation
and dissemination of accounts that may be different from comparable
legislation in other jurisdictions.
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Independent Auditors’ Report to the Members of Spirent plc

We have audited the Group's accounts for the year ended 371 December
2002 which comprise the Consclidated Profit and Loss Account,
Consolidated Statement of Total Recognised Gains and Losses,
Reconciliation of Movements in Shareholders’ Funds, Consolidated
Balance Sheet, Consolidated Cash Flow Statement, Reconciliation of Net
Cash Flow to Movement in Net Borrowings, Company Balance Sheet, the
related notes 1 to 37 and the schedule of Principal Divisions, Subsidiaries,
JointVenture and Associates. These accounts have been prepared on the
basis of the accounting policies set out therein. We have also audited the
information in the Report on Directors' Remuneration that is described as
having been audited.

This report is made solely to the Company’s members, as a body, in
accordance with Section 235 of the Companies Act 1985. 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 auditors’ 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.

Respective Responsibilities of Directors and Auditors

The directors’ responsibilities for preparing the Annual Report, the Report
on Directors’ Remuneration and the accounts in accordance with
applicable United Kingdom law and accounting standards are set out

in the Statement of Directors’ Responsibilities in respect of the accounts.

Qur responsibility is to audit the accounts and the part of the Report on
Directors’ Remuneration to be audited in accordance with relevant legal
and regulatory requirements, United Kingdom Auditing Standards and
the Listing Rules of the Financial Services Authority (the Listing Rules).

We report to you our opinion as to whether the accounts give a true

and fair view and whether the accounts and the part of the Report on
Directors' Remuneration to be audited have been properly prepared in
accordance with the Companies Act 1985. We also report to you if, in our
opinion, the Repert of the Directors is not consistent with the accounts,
if the Company has not kept proper accounting records, if we have not
received all the information and explanations we require for our audit,

ar if infermation specified by law or the Listing Rules regarding directors’
remuneration and transactions with the Croup is not disclosed.

We review whether the Directors’ Statement on Corporate Governance
reflects the Company's compliance with the seven provisions of the
Combined Code on Corparate Governance specified for our review by the
Listing Rules, and we report if it does not. We are not required to consider
whether the Board's statements on internal control cover all risks and
controls, or form an opinion on the effectiveness of the Group's corperate
governance pracedures or its risk and control procedures.

We read other information contained in the Annual Report and consider
whether it is consistent with the audited accounts, This other information
comprises the Financial Summary, Cur Business at a Glance, Chairman's
Letter, Chief Executive’s Review, Operating Review, Financial Review,
Board of Directors and Operations Management Team, Directors’
Statement on Corporate Governance, Social Responsibility Statement,
Report of the Directors, the unaudited part of the Report on Directors’
Remuneration, Financial History, Sharehelder Information, Financial

Calendar and Contact Details. We consider the implications for our report
if we become aware of any apparent misstatements or material
inconsistencies with the accounts. Our responsibilities do not extend to
any other infarmation.

Basis of Audit Opinion

We conducted our audit in accordance with United Kingdom Auditing
Standards issued by the Auditing Practices Board. An audit includes
examination, an a test basis, of evidence relevant to the amounts and
disclosures in the accounts and the part of the Report an Directors’
Remuneration to be audited, It also includes an assessment of the
significant estimates and judgements made by the directors in the
preparation of the accounts, and of whether the accounting policies
are appropriate to the Group's circumstances, consistently applied and
adequately disclosed.

We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance that the accounts
and the part of the Report on Directors’ Remuneration to be audited

are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the accounts and the part
of the Report on Directors’ Remuneration to be audited.

Going Concern

In forming our opinion, we have considered the adequacy of the
disclosures made in note 1 to the accounts cencerning the agreement ta
sell the Group's interests in its WAGQ joint venture, which is conditional
on shareholder approval and requires the consent of the notehelders and
the parties to the syndicated bank facility. The amendments to the terms
of the lcan notes and the syndicated bank facility are conditional upon
completion of the divestment. However, if completion of the divestrment
does not occur, the existing borrowing terms will continue to apply. In
such circumstances, and if current levels of trading are not maintained,
the directors would need to consider taking appropriate actions with a
view to maintaining compliance with such existing terms. In the event
of a breach, the lenders have certain rights which may uitimately result
in the Group's debt becoming repayable on demand. In view of the
significance of this matter we consider that it should be drawn to yaur
attention, but our opinion is not qualified in this respect.

Opinion

In our opinion the accounts give a true and fair view of the state of
affairs of the Company and of the Group as at 31 December 2002 and
of the loss of the Group for the year then ended, and the accounts and

the part of the Report on Directors’ Remuneration to be audited have
ﬁw prepared »accordance with the Companies Act 1985.

Ernst & Young LLP
Registered Auditor

Landon
12 March 2003
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Consolidated Profit and Loss Account

2002 2001
Year to 31 Decamber £ million £ millicn
Befora
exceptional Exceptional
Notes iterms itermns Total Tatal
Turnover: Group and share of joint venture 6345 - 634.5 880.1
Less: share of joint venture's turnaover (75.6) - {75.6) (78.3)
Turnover 2.3 5589 - 558.9 8018
Cost of sales 3364 4.4 340.8 490.7
Manufacturing Margin 222.5 (4.4) 218.1 3111
Operating expenses 4 228.1 960.5 1,188.6 17,0443
Operating Loss 2,35 (5.6) (964.9) (970.5) {733.2)
Operating exceptional items
Coodwill impairment 6 9233 9233 724.6
Cther 7 - 416 416 349
Coodwill amortisation 56.1 - 56.1 866
Operating profit before goodwill amortisation
and exceptional items 50.5 - 50.5 1129
Income from interest in joint venture 7.4 - 7.4 3.6
Income from interasts in associates 1.0 - 1.0 1.3
Amortisation of goodwill on associate (0.2} - (0.2) (0.1}
Operating Loss of the Group, Joint Venture and Associates 26 (964.9) {962.3) {722.4)
Non-operating Exceptional ltems
{Loss)/profit an the disposal and closure of aperations 35 {48.4) (48.4) 14.5
Provision against investment in own shares 18 (30.M) (30.1) -
Loss before interest 26 {1.043.4) (1,040.8) (707.9)
interest receivable and similar income 40 - 40 34
Interest payable 9 (16.3) (16.3) {26.2)
Net interest payable (12.3) - (12.3} (22.8}
Loss before Taxation 2 (9.7) (1.043.4) {1.053.1) (730.7)
Taxation 1 8.4 18,5 26.9 326
Loss after Taxation (18.1) {(1.061.9) {1,080.0) (763.3)
Minority shareholders' interest — equity 0.1 (0.2)
Minority shareholders’ interest — joint venture 0.3 0.4
Loss Attributable to Shareholders (1,080.4) (763.5)
Dividends
Interim 1.35 pence (2001 1.35 pance) 12.5 12.4
Proposed final nil (2001 3.00 pence) - 276
12.5 40.0
Loss for the Year 32 (1.092.9) (803.5)
Basic and Diluted Loss per Share 12 (117.12)p (83.43)p
Headline Earnings per Share 12 3.40p 7.76p

The notes on pages 37 to 78 form part of these Accounts.
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Consolidated Statement of Total Recognised Gains and Losses

2002 2001
Year to 31 December Notes £ million £ million
Loss Attributable to Shareholders (1,080.4) (763.5)
Cain on lapsed options 32 5.2 33
Exchange adjustment on subsidiaries, joint venture and associates 32 (23.0) {0.2)
UK current taxation on exchange adjustment 32 0.1 (2.5)
Total Recognised Gains and Losses (1,098.1) (763.0)
Reconciliation of Movements in Shareholders’ Funds
2002 2001
Year to 31 Decermnber Motes £ million £ million
TJotal Recognised Gains and Losses (1,098.1) (763.0)
Dividends {(12.5) (40.0)
Cther movements
New shares issued 32 34 45
Other 32 {(5.9) (6.9)
Goodwill on disposal and impairment of subsidiaries acquired before 1998 32 157.8 65.1
Total movements during the year (955.3) (740.3)
Shareholders' funds at 1 January 1,094.4 1,834.7
Shareholders' Funds at 31 December 138.1 10844

The notes on pages 37 te 78 form part of these Accounts.
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Consolidated Balance Sheet

2002 2001
At 31 December Nagtes £ millien £ million
Fixed Assets
Intangible assets 13 1136 937.7
Tangible assets 14 110.0 1376
Investments 18
Imvestment in joint venture
Share of gross assets 729 69.0
Share of gross liabitities (22.8) (24.7)
50.1 443
Investment in associates 13.3 18.3
Cther investments 2.1 34.1
65.5 98,7
Total Fixed Assets 289.1 1,222.0
Current Assets
Stocks 19 615 93.1
Debtors 20 897.3 143.4
Investments 23 0.1 0.3
Cash at bark and in hand 22 83.5 27.6
242.4 264.4
Current Liabilities
Creditors due within one year 24 107.5 166.8
Loans and overdrafts 25 1.8 1.2
109.3 178.0
Net Current Assets 1331 86.4
Assets less Current Liabilities 422.2 1.308.4
Long Term Liabilities
Creditors due after more than one year 2% (252.6) (210.1)
Provisions for Liabilities and Charges 27 {28.4) (1.5)
Assets less Liabilities 41.2 1,096.8
Capital and Reserves 3z
Called up share capital 313 31
Share premium account 696.1 7287
Capital reserve 176 27.8
Capital redemption reserve 0.7 0.7
Merger reserve - 2644
Profit and loss account (606.6) 41.7
Shareholders’ Funds — Equity 139.1 1,094.4
Minerity Interests — Equity 2.1 2.4
1412 1,096.8

Signed on behalf of the Board

Nicholas K Brookes
Director
12 March 2003

4“& K (e b

The notes on pages 37 to 78 form part of these Accounts.
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Consolidated Cash Flow Staterment

2002 2001
Year to 31 December Naotes £ million £ million
Net Cash Inflow from Operating Activities g 769 141.2
Dividends received from:
Joint venture 0.2 16
Associates 0.1 0.2
Returns on investments and servicing of finance 21 {10.8) {23.9)
Taxation z1 (4.2) {21.0)
Capital expenditure and financial investment 21 (25.8) (57.7)
Acquisitions and disposals 21 6.4 1496
Equity dividends paid (40.2) (39.8)
Management of liquid resources 21 0.2 3.6
Financing 21 538 (152.8]
Net Cash Inflow 56.6 1.0
Reconciliation of Net Cash Flow to Movement in Net Borrowings
2002 2001
Year ta 31 December Motes £ miliion £ miltion
Net Cash Inflow 56.6 1.0
Cash {inflow)/outflow arising from the change in debt and lease financing (51.4) 157.7
Cash inflow arising from the change in liquid resources {0.2) (36)
Movement arising from Cash Flows 22 5.0 1551
Loans and finance leases acquired with subsidiary 22,34 (0.2) -
New finance leases 22 (0.2) (0.8)
Exchange adjustment 22 12.7 (7.0)
Movement in Net Borrowings 17.3 147.3
Net borrowings at 1 January 22 (179.1) (326.4)
Net Borrowings at 31 December 22 (161.8) (179.1)

The notes on pages 37 to 78 form part of these Accounts.
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Company Balance Sheet

2002 2001
At 31 Decemnber Notes £ million £ millicn
Fixed Assets
Tangible assets 14 16.3 209
Shares in subsidiaries 16 452.5 1,881.6
Loans to subsidiaries 17 711 142.0
Investments 18
Investment in associate 0.1 0.1
Other investments 2.1 341
2.2 34.2
Total Fixed Assets 542.1 2,078.7
Current Assets
Stocks 19 37 4.2
Debtors 20 199 18.1
Cash at bank and in hand 59.1 2.0
82.7 243
Current Liabilities
Creditors due within one year 24 18.7 466
Leans and overdrafts 25 0.2 96
18.9 56.2
Net Current Assets/{Liabilities) 63.8 (319
Assets less Current Liabilities 605.9 2,046 8
Long Term Liabilities
Creditars due after more than one year 26 (383.1) (825.0)
Provisions for Liabilities and Charges 27 {0.7) -
Assets less Liabilities 222.1 1,221.8
Capital and Reserves 32
Called up share capital 31.3 311
Share premium account 696.1 7287
Capital reserve 176 278
Capital redemption reserve 0.7 0.7
Merger reserve 1.2 2156
Profit and loss account (524.8) 2179
Total Equity Sharehelders’ Funds 2221 1,2218

Signed on behalf of the Board

Nicholas K Brookes :
Director ' 1. P | ola W I
12 March 2003 v

The notes on pages 37 to 78 form part of these Accounts.
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Notes to the Accounts

1. Accounting Policies
Basis of Accounting
The Accounts have been prepared under the historical cost convention and in accordance with applicable accounting standards.

Going Concern

On 12 March 2003, the Group announced the conditional sale of its 51 per cent interests in WACGO, its interconnection joint venture, for a net
consideration of approximately £58.2 million. The divestment is subject to shareholder approval and requires the consent of the noteholders and the
parties to the syndicated bank facility. In addition, to provide the Group with an increase in the level of headroom in relation to certain of its financial
covenants, amendments to the terms of the loan notes and syndicated bank facility have been agreed. These amendments are conditional on the
completion of the divestment of WAGO and the use of the net proceeds to pre-pay approximately £45.8 million of the loan notes and pay an
assaciated contractual make-whole amount of approximately £12.4 millian.

The directors are of the opinion that, taking into account the net proceeds from the divestment and the existing facilities available to the Group an
completion of the divestment, the Group has sufficient working capital for its present requirements, that is, for at least the next 12 months. However,
if completion of the divestment does not occur, the existing borrowing terms will continue to apply. In such circumstances and if current levels of
trading are not maintained, the directors would need to consider taking appropriate actions with a view to maintaining compliance with such existing
terms. In the event of a breach, the lenders have certain rights which may ultimately result in the Group's debt becoming repayable on demand. The
Accounts de not include any adjustments that may result if the divestment were not completed, current levels of trading are not maintained and the
lenders withdraw their support.

As at the date of these Accounts the divestment of WAGC remains subject to shareholder approval, which is being sought at an Extracrdinary Ceneral
Meeting to be held on 31 March 2003. Further details of the proposed disposal are given in note 36 and of the Group's syndicated bank facility and
loan notes in notes 29 and 30 to the Accounts.

The directors consider that in preparing the Accounts they have taken into account all information that could reasonably be expected to be available.
On this basis, they consider that it is appropriate to prepare the Accounts on the going concern basis, which assumes that the Group will continue in
operational existance for the foreseeable future.

Basis of Consalidation
The consclidated profit and loss account and balance sheet incorporate the audited accounts of the Company and all its subsidiaries made up ta the
balance sheet date. The Company is not required to present a separate profit and loss account as provided by Section 230 of the Companies Act 1985,

Results of subsidiaries acguired in the year are conselidated from the date of acquisition. The consolidated accounts include the Group's share of profits
of its joint venture and associates.

Associates are entities in which the Group has a continuing participating interest, other than subsidiaries, and exercises significant influence over their
operating and financial policies. Results are based on management accounts to 31 December.

Entities in which the Group holds an interest on a long term basis and which are jointly controlled by the Group and other parties are treated as joint
ventures. joint ventures are accounted for using the gross equity method. Results are based on management accounts to 31 December.

Foreign Currencies
Transactions in foreign currencies are recorded at the rate ruling at the date of transaction. The results of overseas subsidiaries, jeint venture and
associates are translated into sterling using average rates.

Monetary assets and liabilities denominated in foreign currencies are translated at the rates ruling at the balance sheet date, Profits and losses arising
from the retranslation of opening net assets of overseas subsidiaries, treating long term intra-group loans as part of the equity investment, and
exchange adjustments arising from the translation of the results of overseas subsidiaries, joint venture and associates, are dealt with through reserves.

Ali other exchange profits and losses are taken to the profit and loss account, with the exception of differences on foreign currency borrowings used to
finance or provide a hedge against Group equity investments in overseas subsidiaries, which are taken directly to reserves together with the exchange
differences on the carrying amount of the related investments.

Financial instruments

The Group uses derivative financial instruments to hedge its exposures to fluctuations in interest and foreign exchange rates. The Group's pelicy is not
ta undertake any trading activity in financial instruments. Financial instruments will be accounted for as hedges when designated as hedges at the
inception of the contract.
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Notes to the Accounts continued

1. Accounting Policies continued

Forward exchange contracts are used to hedge foreign exchange exposures arising on forecast receipts and payments in foreign currencies. The rates
under these contracts are used to record the hedged item, and as such gains and losses on foreign currency contracts are off-set against the foreign
exchange gains and losses an the related financial assets and liabilities. Where the contract is a hedge against future transactions, gains and losses
are deferred until the transaction occurs.

interest rate swaps are occasionally used to hedge the Group's exposure to movements in interest rates. Receipts and payments on interest rate
instruments are recognised on an accruals basis, over the life of the underlying financial instrument. Interest rate swaps are not revalued to fair value

or shown in the Group balance sheet at the year end but are disclosed in the fair value table in note 30.

Gains or losses arising on hedging instruments, which are cancelled due to termination of the underlying exposure, are taken to the profit and loss
account immediately.

Finance costs assaciated with debt issuances are charged to the profit and loss account over the life of the instruments.
The aggregate fair values at the balance sheet date of the hedging instruments described above are disclosed in note 30.
Liquid rescurces include short term deposits, government securities and similar securities, which are readily convertible into known amounts of cash,
Short term debtors and creditors that meet the definition of a financial asset or liability, respectively, have been excluded from all analyses prepared
under Financial Reparting Standard (FRS) 13 'Derivatives and Other Financiat Instruments; Disclosures’, including numerical disclosures except for the

analysis of net currency exposure, as permitted by the Standard.

Turnover
Represents the amounts invoiced to customers for goods and services during the year, excluding tax and intra-group transactions,

Revenue Recognition
Revenue from product sales of hardware and software is recognised at time of delivery and acceptance.

Terms of acceptance are dependent upeon the specific contractual arrangement agreed with the customer. Where the sale is to a new customer and
installation is to be performed, revenue recognition is deferred until acceptance has occurred. Revenue recognition is also deferred until acceptance
where a new product is supptied to an existing customer.

Revenue fram multiple element contracts is allocated based on prices charged for each individual element when sold separately.

Revenue from services is recognised ratably over the period of performance.

The Group does nat enter inte a significant number of long term contracts, Revenue and estimated profits on long term contracts are recagnised under
the percentage-of-completion method of accounting. When estimates of total contract revenues and costs indicate a loss, a provision for the entire
amount of the contract loss is recognised in the period in which the Toss becomes evident.

The Group does not enter into bill and hold transactions.

In addition, revenue is only recognised when collectibility is probable.

Product Development
Expenditure is charged to profit and loss account in the year in which it is incurred.

Pension Contributions

In the United Kingdom the Group operates two pension schemes for the benefit of employees. These schemes require contributiens to be made to
separately administered funds, based on triennial actuarial valuations.

Contributions to the pension funds are charged to the profit and loss account so as to spread the cost of pensions over the employees’ working lives
within the Group. Differences between the amounts funded and the amounts charged to profit and loss account are treated as either creditors or
prepayments in the balance sheet,

Variations in the pension costs, which are identified as a result of actuarial valuations, are amortised over the average expected waorking lives of employees,

Contributions payable to the other overseas defined contribution plans are charged to the profit and loss account in the year for which they are due.
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1. Accounting Policies continued

Deferred Taxation

Deferred taxation is provided on an undiscounted basis on all timing differences that have originated but not reversed at the balance sheet date
except as referred to below. Amounts provided are calculated with reference to tax rates that are expected to apply in the periods in which the
timing differences are expected to reverse, based on tax rates and laws that have been enacted or substantively enacted by the balance sheet date.

Provision is made for tax that would arise on the remittance of the retained earnings of overseas subsidiaries, associates and joint ventures, only to the
extent that, at the balance sheet date, the dividends have been accrued as receivable.

Deferred tax assets are recognised only to the extent that it is considered more likely than not that there will be suitable taxable profits from which the
future reversal of the underlying timing differences can be deducted.

Deferred tax is not provided on gains on fair value adjustments to fixed assets arising at acquisition, or gains on disposal of fixed assets that have been
rolled over into replacement assets, unless there is & binding agreement to dispose of the assets concerned. Provision will nat be made where itis
considered more likely than net that the taxable gain will be rolled over into replacement assets and charged to tax only when the replacernent assets
are sold.

Goodwill

Goodwill arising on the acquisition of subsidiaries and representing the excess of cost over the fair value of the attributable assets and liabilities
acquired, is capitalised as an intangibie asset and amortised over its estimated useful economic life up to a maximum of 20 years. Goodwill is reviewed
for impairment at the end of the first full financial year following acquisition and in other periods if events or changes in circumstances indicate the
carrying value may not be recoverable. Goodwill arising prior to 1998 and previcusly written off against reserves has not been reinstated but, in
accordance with FRS 10'Goodwill and Intangible Assets’, would be charged to the profit and loss account on the subsequent disposal of the business to
which it related. Where impairment has been identified in accordance with FRS 11, goodwill arising prior to 1998 has also been reviewed for impairment.

Other Intangible Assets

Other separately identifiable intangible assets such as patent fees, licence fees and trade marks are capitalised in the balance sheet only when the
value can be measured reliably or the intangible asset is purchased in the acquisition of a business. Such intangible assets are amortised over their
useful economic lives up to a maximum of 2Q years. The carrying value of intangible assets is reviewed for impairment at the end of the first full year
following acquisition and in other perieds if events or changes in circumstances indicate the carrying value may not be recoverable.

Tangible Assets
Depreciation is not provided on freehold land. Depreciation is provided to write off all other assets over their estimated useful lives at rates which take
into account commerciat conditions at their location. Usual asset lives are as follows:

Freehold buildings 50 years
Leasehold properties 50 years or lease period if less
Plant and machinery 3 to 8 years
Fixtures, fittings and equipment: Building installations 20 years or lease period if less
Fittings and equipment 3to 8 years
Motor vehicles 3to 5 years
Business systems software 4 years

The carrying values of tangible fixed assets are reviewed for impairment in periods if events or changes in circumstances indicate the carrying value
may not be recoverable.

Capital grants are treated as deferred income and are released to the profit and loss account over the estimated useful lives of the assets to which they relate.

Assets obtained under finance leases and hire purchase contracts are capitalised in the balance sheet and are depreciated over their estimated useful
lives. The interest elements af the rental obligations are charged to the profit and loss account over the periods of the leases and hire purchase
contracts in proportion ta the balance of capital repayments outstanding.

Operating lease rentals are charged to the profit and loss account over the period of the lease.

Stocks

Stocks are valued at the lower of cost and estimated net realisable value, Cost includes all costs in bringing each product to its present location and
condition, being the full manufacturing cost en a first-in-first-out basis, inctuding all attributable overheads based on a normal level of activity. Net
realisable value represents selling price less further costs to be incurred to completion and on sale.
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Notes to the Accounts continued

2. Segmental Analysis

2002 2001
£ million £ million
Turnover
Continuing operations:
Performance Analysis 187.1 2455
Service Assurance 1283 185.1
Communications 315.4 4306
Netwaork Products 164.7 170.4
Systerns 53.8 48.6
5338 649.6
Divested operations:
Systems 25.0 75.4
Discontinued operations:
Sensing Solutions - 76.8
558.9 8018
Loss before Taxation
Operating profit before goodwill amortisation and exceptional items
Continuing operations:
Performance Analysis 9.4 387
Service Assurance 21.4 44.7
Communications 308 83.4
Network Products 15.0 15.3
Systems 3.4 Qs
49.2 99.2
Divested operations:
Systems 1.3 5.6
Discontinued operations:
Sensing Solutions - 8.1
50.5 1129
Operating exceptional items — goodwill impairment
Continuing operations:
Performance Analysis (330.7) (192.2)
Service Assurance (530.4) (532.4)
Communications (861.1) (724.8)
Netwaork Products {21.7) —
Systems (40.5) -
(923.3) {7246)
Operating exceptional items — other
Continuing operations:
Perfarmance Analysis (28.3) {26.8)
Service Assurance (8.6) (4.6)
Communications (36.9) (31.4}
Network Praducts (3.3) (2.9}
Systems (1.4) (0.6)
(41.6) (34.9)
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2. Segmental Analysis continued

2002 2001
£ million £ million
Goodwill amortisation
Continuing operations:

Performance Analysis (20.8) (24.8)

Service Assurance (33.5) (58.7)

Communications (54.3) (83.3)

Network Products {1.5) (15)

Systems {0.2) (0.2)

(56.0) (85.0)

Divested operations:

Systems (0.1} (0.4}
Discontinued operations:

Sensing Solutions - (1.2)

{56.1) {86.6)
Operating Loss {970.5) (733.2)
Income from interest in joint venture 74 2.6
Income from interests in associates 1.0 13
Amortisation of goodwill on asscciate {0.2) (0.1}
Net interest payable (12.3) (22.8)
(Loss}/profit on the disposal and closure of operations {48.4) 14.5
Provision against investment in own shares (30.1) -
Loss befare Taxation (1.053.1} (730.7)
Operating Assets
Continuing operations:

Performance Analysis 115.0 4185

Service Assurance 68.1 622.0

Communications 183.1 1,041.5

Netwaork Products 96.8 125.1

Systems 5.5 13.8

2854 1,180.5

Divested operations:

Systems - 276
Segmental operating assets 285.4 1,208.1
Investment in joint venture 50.% 443
Investment in associates 133 18.3
Other investments 2.1 34.1
Corporation tax payable (19.5) (27.0)
Proposed dividend - (27.6)
Operating Assets 331.4 1,250.2
Net borrowings (161.8) (179.1)
Provisions for liabilities and charges (28.4) (1.5)
Deferred tax asset - 27.2
Assets less Liabilities 1412 1,096.8
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Notes to the Accounts continued

3. Geographical Analysis

2002 2001
£ million £ million
Turnover by Market
Continuing operations:
Europe 144.6 153.8
North America 302.9 410.5
Asia Pacific, Rest of Americas, Africa 86.4 85.3
5335 6496
Divested operations:
Europe 4.8 24.9
North America 19.5 46.0
Asia Pacific, Rest of Americas, Africa 07 4.5
250 75.4
Discontinued operations:
Eurcpe - 20.7
North America - 457
Asia Pacific, Rest of Americas, Africa - 10.4
- 76.8
55859 801.8
Turnover by Source
Continuing operations:
Europe 1514 150.9
North America 350.2 472.0
Asia Pacific, Rest of Americas, Africa 323 26.7
5339 649.6
Divested operations:
Europe 6.3 32.8
North America 18.7 426
25.0 75.4
Discontinued operations:
Europe - 206
North America - 48.3
Asia Pacific, Rest of Americas, Africa - 79
- 76.8

5589 801.8
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3. Geographical Analysis continued

2002 2001
£ million £ million
Operating Loss
Operating profit before goodwill amortisation and exceptional items
Continuing cperations:
Furope 188 179
North America 29.5 79.7
Asia Pacific, Rest of Americas, Africa 09 18
452 99.2
Divested operations:
Europe 0.6 37
North America 0.7 19
1.3 56
Discontinued operations:
Europe - 2.3
North America - 6.3
Asia Pacific, Rest of Americas, Africa - {0.5)
- 8.1
50.5 112.9
Operating exceptional items — goodwill impairment
Continuing operations:
Eurape {19.5) -
North America (901.8) (724.8)
Asia Pacific, Rest of Americas, Africa (2.0) -
(923.3) (724.6)
Operating exceptional items - other
Continting operations:
Eurcpe (3.6) (2.5)
North America (37.3) (32.1)
Asia Pacific, Rest of Americas, Africa {0.7) (0.3)
(41.6) (34.9)
Goodwill amertisation
Continuing operations:
Europe (1.6) (1.4}
North America (54.3) (83.5)
Asia Pacific, Rest of Americas, Africa (0.1 (0.1
{56.0) (85.0)
Divested operations:
North America (0.1 (0.4)
Discontinued operations:
Europe - (0.7)
North America - (0.5)
Asia Pacific, Rest of Americas, Africa - (0.2)
- (1.2)
(56.7) {86.6)
Operating Loss (970.5) (733.2)
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Notes to the Accounts continued

3. Geographical Analysis continued

2002 2001
£ miltion E million
Operating Assets
Continuing operations:
Europe 67.8 746
North America 204.5 1.087.3
Asia Pacific, Rest of Americas, Africa 12.7 186
285.4 1,180.5
Divested operations:
Europe - 108
North America - 6.8
- 27.6
Segmental operating assets 2854 1,208.1
4, Net Operating Expenses
2002 2001
£ million £ million
Before Exceptional
exceptional items items Total Total
Selling and distribution 1246 - 124.6 156.0
Administration 104.1 960.5 10646 889.5
Other operating income (0.6) - (0.8) (1.2}

Net operating expenses including goadwill

amortisation and exceptional items 228.1 960.5 1,188.6 1.044.3
Included within administration costs above:
Qperating exceptional items

Goadwill impairment - 9233 9233 7246
Other - 37.2 37.2 20.7
Coodwill amortisation 56.1 - 56.7 86.6

Net operating expenses before goodwill
amertisation and exceptionat items 172.0 - 172.0 212.4

In 2001 cost of sales of £51.2 million, selling and distribution costs of £11.3 million, administration costs of £7.4 million and other income of £nil were
incurred in respect of discontinued aperations.

5. Operating Loss

2002 2001
£ million £ million

Operating loss is arrived at after charging:

Operating exceptional items

Goedwill impairment note 6 9233 7246
Cther note 7 416 349
Goodwill amortisation 56.1 86.6
Depraciation — awned assets 332 36.7
— finance leased assets 04 0.5
Cperating lease costs — plant and equipment 03 G4
~land and buildings 10.4 123
Product development costs 777 959
Auditers’ remuneration — Ernst & Young LLP 1.0 0.9
Other fees paid to Ernst & Young LLP 0.7 1.1
Other fees paid to Ernst & Young overseas 0.8 02

Other fees comprise taxation and cther advice of £1.5 million (2001 £0.7 million) and in 2001 stock exchange regulatery and US listing matters of
£0.6 million. In addition fees paid to Ermst & Young of £nil (20071 £0.8 mitlion) have been included in expenses for acquisitions.
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6. Goodwill Impairment
In accardance with FRS 10 'Goodwill and Intangible Assets’, goodwill is reviewed for impairment at the end of the first full financial year following
acquisition and in other periods if events or changes in circumstances indicate the carrying value may not be recoverable.

The deterioration in trading in the second half year in the telecommunications market together with the significant fall in the Spirent share price have
necessitated a further review of our businesses. This review has resulted in impairment |osses totalling £923.3 million being recognised during the
period. A similar impairment loss of £724.6 millien was recognised during 2001, These losses are the aggregate from the impairment reviews of each
individual income-generating unit and determined in accordance with FRS 17 Impairment of Fixed Assets and Goodwill'. The impairment loss restates
the assets to value in use and has been measured using pre-tax discount rates of between 15 to 20 per cent, that take account of the particular risks of
the incame-generating unit.

Impairment losses of £330.7 million relate to the Performance Analysis division, £530.4 million in respect of the Service Assurance division, £21.7 million
for Network Products and £40.5 million for the Systems graup.

In calculating the impairment losses, the directors, in line with best practice, have also reviewed pre-1998 goodwill previously written off to reserves for
those businesses in which an impairment loss had been identified. An amount of £87.0 million has consequently been reinstated and included in the
total impairment charge of £923.3 million,

7. Operating Exceptional Items — Other

2002 2007

£ million £ million

Restructuring costs 8.6 11.3
Tangible fixed asset write-downs 36 -
Lease provisions 20.2 -
Stock provisions 44 14.2
Receivables provisions - 5.2
Acquisition retention bonuses 4.8 4.2
416 349

Restructuring costs include the costs of redundancy resulting from the actions taken by the Group in response to the deterioration in trading and zre
primarily within the Communications group. Lease provisions for vacated properties have been charged amounting to £20.2 million, these are primarily
within the Communications group.

8. Reconciliation of Operating Loss to Net Cash Inflow from Operating Activities

Operating loss {970.5) {733.2)
Depraciation 336 372
Loss on disposal of tangible fixed assets 4.1 2.1
Goodwill impairment 9233 72456
Goodwill amortisation 56.1 866
Acquisition retention bonuses - non-cash 0.5 Q4
Deferred income relzased (4.8) (17.8)
Decrease in debtors 2.9 29.2
Decrease in stocks 15.2 278
Decrease in creditors (1.9} (15.7)
Increase in provisions 184 -
Net Cash Inflow from Operating Activities 76.9 141.2

9. Interest Payable

Senior unsecured loan notes 11.8 126
Bank toans and overdrafts 3.1 9.8
Other loans a6 2.3
Interest on finance leases 0.1 0.1

15.6 248
Discount on deferred consideration - 06

15.6 25.4
Share of joint venture's interest 0.7 08

16.3 26.2
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Notes to the Accounts continued

10. Employees

2002 2001
Number Number

The average number of people employed by the Group during the year was:
Manufacturing 3,276 5535
Selling and distribution 1,397 1632
Administration 506 645
5179 7812
£ mitlion £ million

Their payroll costs were:

Remuneration 176.7 2345
Social security costs 18.7 236
Other pension costs 53 8.2
201.7 266.3

Please refer to the Report on Directors' Remuneration on pages 22 to 29 for disclosures relating to the emoluments, share optiens and long term
incentive interests and pensions of the directors.

Pension Costs
The Croup continues to account for pension caosts under Statement of Standard Accounting Practice (SSAP) 24. Disclosures are provided under bath
SSAP 24 and under FRS 17 as required by the Standards.

(a} Disclosures under SSAP 24

The Group operates 3 numbar of pension schemes around the world, Defined benefit schemes caver 11 per cent of members (2001 19 per cent) and
defined contribution schemes cover 89 per cent (2007 87 per cent). The assets of all the majer schemes are held in separate trustee administerad
funds independent of the Group's finances.

United Kingdom
The CGroup operates two United Kingdom pension plans: the Staff Pension Plan which is on a defined benefit basis and the Retirement Cash Plan which
is on a defined contribution basis with a defined benefit underpin.

Pension costs and the assets and liabilities of these plans are reviewed regularly by an independent professionally qualified actuary. The latest actuarial
valugtions of the plans were undertaken as at 1 April 2000 using the projected unit methed. The principal results and assumptiens were as follows:

Assumption Staff Pension Plan Retirerment Cash Plan
Return on investments 7.1% pa 48% pa
Salary inflation average 4.3% pa 4.3% pa
Price inflation 2.8% pa 2.8% pa
Pension increases 3.6% pa 3.6% pa
Market value of assets £109.9 million £8.5 million
Level of funding 106% 113%
Employer contribution rate 11% 4%

The level of funding represents the market value of assets expressed as a percentage of the value of liabilities, on an angoing basis.

The employer cantribution rate was increased at 1 January 2003 to 13.4 per cent for the Staff Pension Plan.
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10. Employees continued

For accounting treatment purpases, the actuarial surpluses are being spread over the average expected remaining service of plan members being

13 years. The pension costs for 2002 for these plans were £1.7 million (2007 £2.8 million). A valuation is due to commence in April 2003 and it is likely
that these surpluses will have been eroded due to dedlining share values.

The above plans are funded and have full UK Inland Revenue tax-exempt approval by which benefits are limited due to the statutory earnings cap

{an Inland Revenue limit on the amaunt of earnings that can be made pensionable under the plans for members who joined after May 1989). Certain
members, whose salaries are in excess of this cap, have had their benefits increased threugh unapproved, unfunded arrangements, to the level that
would otherwise have applied in respect of the basic salary only. The Company has contractually agreed to pay the additional retirement benefits itself
and a provision is made in respect of this obligation in the balance sheet at 31 Decermnber 2002 of £4.3 million (2001 £4.1 million). This represents the
actuarial value as confirmed by the Company's pension advisers, of the unapproved benefit entitlements accrued at that date. The value is assessed and
reviewed on a Market Value basis in line with the Main Plan Valuation and adjusted each year by the charge for the year (equivalent to a contribution
to a funded plan) of £0.7 million (2001 £1.0 million) and interest on the unfunded liability of £0.3 million (2001 £0.2 million). The additional death-in-
service benefits gver the statutory cap are separately insured by the Company under an unapproved scheme,

Additionally, the Company made a provision in respect of pensions being paid to former directors of the Company in 2007 of £0.4 million, no provision
is required at 31 December 2002.

United States

The Group maintains defined contribution pension benefit plans for employees of its US subsidiaries. These plans, also knawn as 4C1(k] Plans, altow
employess to defer a percentage of their salary for retirement. There are five different 401{k) Plans within the US Group and each of these plans has
different features regarding Company contributions, maximum deferral percentages and investment choices, The investment choices offered are among
a selection of diversified mutual funds offering a broad mix of investment return potential with varying levels of risk, In aggregate the Compary
contributions ta the various US plans totalled $4.8 millien for 2002 {2001 $5.6 million). Total assets in the defined contribution plans at the end of
2002 were $137.1 million (2001 $111.0 miltion}. There were no defined benefit plans in the United States at 31 December 2002,

Other jurisdictions

Cutside the United Kingdom and the United States employees are provided with pension arrangements determined in accordance with appraved local
practice and regulations and are defined contribution schermes. Total contributions for 2002 in respect of these schemes amounted to £0.1 million
(2001 £0.2 million).

The total pension charge for the Group for 2002 was £5.3 million (2001 £8.2 million).

(b) Disclosures under FRS 17

The only significant defined benefit plans under FRS 17 are in the United Kingdem and comprise the Staff Pension Plan and Retirement Cash Plan

as described above. These plans have been combined for the purpases of the following disclosures,

The most recent actuarial vatuation at 1 April 2000 has been used and updated by our independent actuaries.

(i} The financial assumptions used ta calculate the scheme liabilities under FRS 17 were:

UK defined benefit plans
2002 2001
% %

Valuation method Projected unit
Inflation 2.3 2.5
Rate of increase in salaries 30 40
Rate of increase for pensions in payment pre 2001 service 30 35
Rate of increase for pensions in payment post 2007 service 23 2.5
Rate of increase in deferred pensions 23 25

Rate used to discount scherme liabilities 55 6.0
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Notes to the Accounts continued

10. Employees continued
(i1) The assets and the liabilities in the scheme were as follows:

Long term Long term
rate of return rate of return
expected 2002 expected 2001
% £ rmiltion % £ miliion
Equities 7.5 52.5 7.5 6.2
Gilts 4.5 15.7 5.0 12.1
Bonds 50 7.4 8.0 1.3
Cash 40 2.3 35 47
Property 6.5 43 6.0 3.8
Cther 55 6.8 6.5 7.3
Total market value of assets 830 105.4
Actuarial value of liability {130.9) (123.3)
Net deficit in the schemes (41.9) {17.9)
Related deferred tax asset 12.6 5.4
Deficit in the schemes, net of tax (29.3) {12.5)
Actuarial value of unfunded pension liability — fully provided for in these Accounts (4.3) {4.5)
Related deferred tax asset - 1.4
Net pension liability (338} (15.6)
The liability at 37 December under FRS 17 does not raflect the funding position of the plans which are calculated on an ongeing basis and is used to
determine contribution rates under the scherme.
{n)
2002 2001
£ millien £ million
Croup Company Group Company
Net assets as stated in the balance sheet 141.2 2221 1,096.8 12218
Actuarial value of unfunded pensian liability 43 4.3 45 4.5
Related deferred tax - - (1.4) (1.4)
Net assets excluding unfunded liability 1455 226.4 10999 1,224.9
Net pension liability {336) (33.8) (15.6) {15.6)
Net assets including amount related to defined benefit assets and liabilities 1119 192.8 10843 1,209.3
Profit and loss account excluding pension liability (606.6) (524.8) 417 2179
Actrarial value of unfunded pension liability 43 4.3 45 45
Deferred tax on unfunded liability - - {1.4) (1.4)
(602.3) (520.5) 448 221.0
Net pension liability (33.8) (336) (15.6) (15.6)

Profit and loss account including amounts related to defined benefit assets
and liabilities (635.9) (554.1) 29.2 205.4
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10. Employees continued

{iv) Had FRS 17 been fully implemented, the amounts that would have been charged to the profit and loss account are:

2002
£ million
Anatysis of amount that would be charged to operating costs:
Current service cost 18
Analysis of amount that would be charged to other finance costs:
Expected return on pension scheme assets 6.7
Interest on pension scheme liabilities (7.0)
Net expense {0.3)
Net profit and loss charge 2.1
Analysis of amount that would be recognised in the statement of total recognised gains and losses:
Actual return less expected return on pension scheme assets (20.3)
Experience gains and losses arising on the scherne’s Liabilities (0.9)
Changes in assumptions underlying the present value of the scheme’s liabilities (2.4)
Actuarial loss recognised in the statement of total recognised gains and losses {23.6)
Maovement in deficit in the year:
Deficit in the schemes at 1 January (17.9)
Movement in the year — current service ¢ost {1.8)
— contributions 17
— other finance costs {0.3)
—actuarial loss (23.6)
Net deficit in the schemes at 31 Decernber {41.9}
(v} History of experience gains and losses
2002
Difference between the expected and actual return on scheme assets:
Amount (£ million) (20.3)
Percentage of scheme assets (%) (228
Experience gains and losses on scheme liabilities:
Amount (£ million) {0.9)
Percentage of the present value of scheme Liabilities (%) {0.7)
Total amount recognised in the statement of total recognised gains and losses:
Amount (£ million) (23.6)

Percentage of the present value of scheme liabilities (%)
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Notes to the Accounts continued

11. Taxation
(a) Analysis of Charge for the Period
2002 2001
£ million £ million
Current tax:
Corporation tax 4.8 10.1
Overseas taxation (4.4) 18.4
Tax arising on disposals — overseas taxation 30 13.2
Qver provisian in prior years — UK tax (1.3) (0.4)
— overseas taxation {4.9) -
(2.8) 413
Share of joint venture’s taxation 2.7 2.7
Share of associates’ taxation 06 0.5
Total current tax charge 0.5 44.5
Deferred tax:
Origination and reversal of timing differences 7.4 {11.9)
Reversal of deferred tax assets 18.0 -
Total deferred tax charge 6.4 {11.9)
Total charge for the year 269 326

The tax effect of the operating exceptional items was a tax credit of £3.5 million. In respect of the non-operating exceptional items a charge of

£3.0 miliion arises.

An exceptional deferred tax charge of £19.0 million arises in the period to 31 December 2002 as currently, there is insufficient evidence to support

recognition of a deferred tax asset under FRS 19,

(b) Factors Affecting Tax Charge for the Period

The current tax charge for the year is higher than the standard rate of corperation tax in the UK (30 per cent). The differences are explained as follows:

2002 2001
£ million £ million
Loss before tax (1.053.1) {730.7)
Loss before tax multiplied by standard rate of corporation tax in the UK of 30 per cent (2001 30 per cent) (315.9) (219.2)
Expenses not deductible for tax (including goodwill impairment and amortisation) 326.4 2438
Movements in timing differences (7.4) 1.9
Tax arising on disposals 3.0 8.8
Different tax rates on overseas earnings and other adjustments 06 (0.4)
Tax overprovided in previous years {€.2) (0.4)
Total current tax charge 0.5 44.5

{c} Factors That May Affect Future Tax Charges

Deferred tax assets of £23.7 million {2001 £nil} arising principally on timing differences in the US and UK have not been recognised. These assets can
only be realised when they reverse against suitable taxable profits, Although the directors ultimately expect to realise these assets, there is currently

insufficient evidence under FRS 19 to recognise a deferred tax asset in respect of these timing differences.

In addition, the Group has tax losses arising in the US of £25.1 million (2001 £19.9 miltion] that are available for off-set against future taxable profits.

A deferred tax asset has not been recognised in respect of these losses as their future recovery is uncertain.

No deferred tax is recognised on the unremitted earnings of overseas subsidiaries, associates and the joint venture nor in respect of the tax deduction

which may be available on the future exercise of stock options.
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12. (Loss)/Earnings per Share
Loss per share is calculated by reference to the loss for the year and the number of Ordinary shares in issue during the year as follows:

2002 2001

£ million £ milliort
Basic and diluted loss attributable to shareholders (1,.0804) (763.5)

Operating exceptional items

Goodwill impairment 923.3 724.6
Other 416 349
Goodwill amortisation 56.1 866
Loss/(profit) on disposal and closure of aperations 48.4 (14.5)
Provision against investment in own shares 301 -
Prior year tax credit (6.2} -
Reversal of deferred tax assets 19.0 -
Attributable taxation on exceptional items {3.5) {10.3)
Attributable taxation on the disposal of operations 30 13.2
Headline earnings attributable to shareholders 31.4 71.0
Nemiber Nurrber

million millior

Weighted average number of shares in issue — basic and headline 922.5 915.1
Dilutive potential of emplayee share eptions - -
Weighted average number of shares in issue — diluted 922.5 915.1

The shares in issue used to calculate basic and headiine (loss)/earnings per share exclude the shares held by QUEST, Orbis Management Limited and
by Greenwood Nominees in accordance with FRS 14 'Earnings per Share’,

13. Intangible Assets

Goodwill
2002
£ million
Group
Cost
At 1 January 18310
increase during the year note 34 51.0
Disposal of operations note 35 (8.1)
Exchange adjustment {31.0)
At 37 December 1.842.9
Amortisation
At 1 January 8433
Provided during the year 56.1
Goodwill impairment 836.3
Disposal of operations note 35 {16)
Exchange adjustment (4.8)
At 37 December 1,725.3
Net book value at 31 December 2002 1136

Net book value at 31 December 2001 987.7
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Notes to the Accounts continued

14. Tangible Assets

2002
£ miilion
Land and buildings Fixtures,
Plant and fittings and
Freehold Long lease Short lease machinery equipment Total
Group
Cost
At 1 January 18.2 14.5 25.0 128.4 79.7 265.8
Exchange adjustment (1.9) {0.1) (0.9) (8.5) (6.0) (17.5)
Additions by acquisition note 34 - - - - 08 0.8
Other additions — owned assets 3.2 0.2 09 12.8 105 276
— leased assets - - - - 0.2 0.2
Inter-class transfers (1.5) - - 09 0.6 -
Disposals (1.1 {0.1) {0.7) (2.6) (6.4) (10.9)
Disposal of operations note 35 - (3.6) (0.2) (12.9) (8.7) (25.4)
At 31 December 16.9 109 24,1 118.0 70.7 2406
Depreciation
At 1 January 2.7 1.7 29 827 38.2 128.2
Exchange adjustment {0.3) - (0.3) {4.9) (3.5) (3.0
Provided during the year 0.4 0.6 19 14.4 16.3 336
Disposals (©.1) (0.1} (0.2) {1.2) (3.4) (5.0
Disposal of cperations note 35 - (0.7) - {10.0) (6.5) (17.2)
At 31 December 2.7 1.5 43 81.0 411 1306
Net book value at 31 December 14.2 2.4 19.8 37.0 296 110.0
Company
Cost
At 1 January 1.2 12.5 0.4 26.0 7.1 47.2
Additicns - - - 13 0.5 1.8
Disposals {0.2) (3.7 - - (1.0) (4.9)
Inter-class transfers - 0.2 - - (0.2) -
At 31 December 1.0 9.0 0.4 27.3 6.4 447
Depreciation
At 1 January 0.5 13 Q.1 19.7 4.7 26.3
Provided during the year - 0.4 - 2.0 0.9 33
Disposals (0.1} (0.8) - - (0.9) (1.8)
inter-class transfers - 0.2 - - (0.2} -
At 31 December 0.4 1.1 0.1 21.7 4.5 278
Net book value at 31 December 0.6 7.9 0.3 56 1.9 16.3
Tangible assets include the following finance leased assets:
Group
Net book value at 1 January 06 0.5 1.1
Depreciation provided during the year 0.1 0.3 0.4
Net book value at 37 December 0.4 07 1.1
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15, Capital Commitments and Contingent Liabilities

2002 2001
£ million £ million
Group Company Group Company
Capital expenditure commitments:
Contracted but nat provided 1.4 05 42 0.z
Contingent liabilities:
Bank guarantees - 2.3 - 2.2
16. Shares in Subsidiaries
2002
£ million
Company
Cost
At 1 January 24056
Additions 384
Transfers to subsidiaries (500.0)
Dispasals (37.4)
At 31 December 1,806.6
Provisions
At 1 January 5240
In¢rease in provision 930.1
Ar 31 December 1,454.1
Net book value at 37 December 4525

The investment in shares in subsidiaries has been written down in accordance with FRS 11 to recoverable amount, which has been calculated as disclosed

in note 6.

17. Loans to Subsidiaries

At 1 January 142.0
Exchange adjustment (13.0)
Advances 2.2
Repayments (60.1)
At 31 Decemnber 711
18. Fixed Asset Investments
Joint Venture
2002
£ million
Croup
At 1 January 443
Share of retained profit 35
Exchange adjustment 2.3

At 31 Decemnber

50.1
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Notes to the Accounts continued

18. Fixed Asset Investments continued

2002 2001
£ million £ million
Profit and foss account
Share of turnaver 756 78.3
Profit before taxation 67 88
Taxation 27 2.7
Share of profit after taxation 4.0 6.1
Balance sheet
Fixed assets 34.4 347
Current assets 385 343
Share of gross assets 7239 69.0
Liabilities due within one year 9.8 11.2
Liabilities due after mare than one year 11.3 11.7
Minority interests 1.7 1.8
Share of gross liabilities 22.8 24.7
Share of net assets 50.1 44.3

The joint venture companies at 31 December 2002 and 20071 were as follows:

Nature of business

WAGCQO Kontakttechnik GmbH
WAGQC Contact SA

Interconnection products
interconnection products

As referred to in note 36, Spirent announced on 12 March 2003 the divestrment of its 51 per cent interests in the WAGO Joint venture for net proceeds

of approximately £58.2 million.

Asscciates
2002
£ million
Croup Company
Cost
At 1 January and 31 December o
Goodwill
At 1 January 6.5 -
Acquisition of majority holding (5.8 -
Amartisation {0.2) -
Exchange adjustment (0.9) -
At 31 December - -
Share of retained profits and reserves
At 1 January 11.8 -
Acquisition of majority helding 06 -
Exchange adjustment 0.6 -
Share of retained profits for the year 0.3 -
At 31 December 13.3 -
Net book value at 31 December 13.3 0.1
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18. Fixed Asset Investments continued
The associated companies at 31 December 2002 and 371 December 2007 were as follows:

% haolding Nature of business
Tyton Company of japan 43 Cable management products
3M/ECC 20 Cable management preducts

In addition at 31 December 2001 the Group held a 16 per cent interest in Caw Networks, Inc. {Caw).

On 15 August 2002 the remaining, then, 85 per cent of Caw was acquired by the Group. From this date Caw has been fully consolidated into the Group
accounts.

Investment in Own Shares

2002
£ miltion
Croup Company

Cost
AL 1 January 341 34.1
Shares transferred to beneficial holders (1.0} (1.0
Allotted to option holders (0.9) {0.9)
Provision against investment in own shares (30.1) {(30.1)
At 31 December 2.1 2.1

The investment in own shares ralates to 3,508,136 (2001 4,571,286) shares held by QUEST and 9,064,985 (2001 9,064,985) shares held by Orbis
Management Limited.

Shares held by QUEST will be used to satisfy options under the Company's various savings related share aption schemes. Shares in Crbis are primarily
held to hedge awards under the Long Term Share Purchase Flan and Netcom Stock Appreciation Rights Plan. 625,031 shares held by Greenweod
Nominees at 31 December 2001 were allotted in May 2002 pursuant to the acquisition agreement of Zarak Systems Corporation.

Given the significant fall in the Spirent share price in 2002 the directors consider it prudent to make a provision against the carrying value of the shares
held by QUEST and Crbis and accordingly have written them down to the market value at 31 December 2002 of 16.75 pence per share.

19, Stocks
2002 2001
£ million £ million
Group Company Group Company
Raw materials 16.6 03 31.4 03
Work in progress 8.9 0.1 12.0 0.1
Finished goods 360 33 49.7 38

615 37 93.1 4.2
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Notes to the Accounts continued

20. Debtors
2002 2001
E million £ million
Group Company Group Company
Due within one year:
Trade debtors 797 6.8 99.8 6.6
Owed by subsidiaries - 7.2 - 5.7
Cwed by associates 0.4 0.2 Q3 G2
Other debtors 6.3 1.2 4.1 2.7
Tax recoverable - 2.4 - -
Prepayments and accrued income 9.5 2.0 9.3 1.7
95.3 19.8 1135 16.9
Due after one year:
Other debtors 0.2 - 0.5 -
Deferred taxation note 27 - - 27.2 1.0
Prepayments 1.8 a1 2.2 0.2
2.0 0.1 29.% 1.2
Total debtors 97.3 19.9 143.4 18.1
21. Notes to the Cash Flow Statement
2002 2001
£ millign £ million
Returns on lnvestments and Servicing of Finance
Interest received 4.0 33
Interest paid (14.7) (27.1)
Interest element of finance lease rental payments {0.1) {0.1)
Net cash outflow for returns on investments and servicing of finance {10.8) (239)
Taxation
Corporation tax paid (11.9) {4.3)
Overseas tax received/(paid) 7.7 {16.7)
Tax paid {4.2) {(21.0)
Capital Expenditure and Financial Investment
Capital expenditure (27.86) {59.4)
Receipts from sales of tangble assets 1.8 1.1
Sale of own shares - 0.6
Net cash outflow for capital expenditure and financial investment {25.8} (57.7)
Acquisitions and Disposals
Acquisition of subsidiaries note 34 (49.2) 7.2
Acquisition of associates - (5.4)
Disposal of shares in subsidiaries note 35 556 148.8
Net cash inflow for acquisitions and disposals 6.4 149.6
Management of Liquid Resources
Sale of investments 0.2 36
Financing
Issue of share capital 2.4 43
New loans 75.7 28.5
Repayment of loans (236) (185.4)
Repayment of capital element of finance lease rentals (0.7) (0.8)
Net cash inflow/{outflow) from financing 538 (152.8)
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22. Analysis of Changes in Net Borrowings

£ million
1 January Cash Mon-cash Exchange 31 December
2002 flowr changes adjustment 2002
Cash at bark and in hand 276 56.8 - (0.9) 835
Cverdrafts (0.4) (0.2) - - (0.5)
Net cash 27.2 565 - {0.9) 829
Current asset investments 0.3 (0.2) - 0.
Bank loans due within ane year (10.0) 9.5 - - (0.4)
Other loans and finance lease obtigations due within one year (0.8} 0.2 (0.2) - (0.8}
Net liquid funds 16.7 66.2 (0.2) (0.9) 81.8
Senior unsecured loan notes due after ane year {1483} - - 13.9 (135.0)
Bank loans due after one year (24.2) (75.5) 0.3 {99.4)
Other loans and finance lease obligations due after one year (22.7) 14.3 (0.2) {0.8) (5.2}
Net borrowings (179.1) 5.0 (04) 12.7 (161.8)
23. Current Asset Investments
2002 2001
£ million £ million
Group Company Croup Company
Listed 0.1 - 0.2 -
Unlisted - - 0.1 -
0.1 - 0.3 -
Market value listed securities 0.1 - 0.2 -
Market value unlisted securities - - 0.1 -
The investments are US and UK Treasury Stack.
24 Creditors Due Within One Year
Trade creditars 236 4.9 29.7 48
Payments received an account 0.4 ~ 0.2
Bills of exchange payable - - 0.1 -
Owed to subsidiaries - 1.4 - 1.2
Owed to joint venture 03 - 0.2 -
QOwed to associates 0.6 - 0.4 -
Other creditors a.7 14 123 2.1
Accruals and deferred income 501 9.3 65.3 9.8
Propased dividend - - 27.6 276
Corporation tax — UK and overseas 19.5 0.2 270 -
Other taxes and soclal security costs 43 1.0 40 1.1
107.5 8.7 166.8 46.6
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Notes to the ACCounts continued

25. Loans and Overdrafts

2002 2001
£ million £ million
Group Cormpany Group Company

Bank overdrafts:
Secured 0.5 - 0.4 -
Unsecured 0.1 a1 - -
Bank loans due within one year note 28 0.4 - 10.0 8.6
Other loans and finance lease abligaticns due within one year riote 28 08 0.1 0.8 -
1.8 0.2 11.2 3.6

Where applicable, overdrafts are secured either by mortgages on the freehold properties or by floating charges on the assets of the borrowing subsidiaries.

26. Creditors Due After More Than One Year

Senior unsecured loan notes note 29 135.0 135.0 148.9 148.9

Bank loans note 28 894 S5.4 4.2 19.6

Other loans and finance lease obligations note 28 9.2 - 227 13.7

Owed to subsidiaries - 147.6 - 6379

Other creditors 1.6 - 6.3 -

Deferred income 26 0.4 34 0.5

Pension 48 4.7 46 4.4

252.6 3831 210.1 825.0

27. Provisions for Liabilities and Charges

Deferred Taxation

At 1 January {25.7) (1.0}

Exchange adjustment 1.4 -

Disposal of subsidiaries note 35 0.3 -

Charged during the year nota 11 26.4 1.c

At 371 December 24 -

Deferred taxation provided:

Capital allowances in advance of the corresponding charges for depreciation 1.7 - 1.1 0.4

Short term timing differences on stack options - - (6.5) -

Cther short term timing diffarences 0.7 - (20.3) (1.4)
24 - (25.7) (1.0)

Debtors greater than one year — deferred taxation note 20 - - {27.2) (1.0

Provisions for liabilities and charges — deferrad tax liability z24 - 15 -
24 - (25.7) (1.0)

In accordance with FRS 19, deferred tax assets have not been recognised in respect of tax losses arising in the US of £25.7 million {2001 £19.9 million).
In addition deferred tax assets of £23.7 million (2001 £nil) arising principally in respect of timing differences, have not been recognised (see note 11).

Lease Provisions

Charged during the year 20.2 -
Transfers in 2.0 0.2
Utilised during the year (1.8} {0.2)
Exchange adjustment {(1.4) -
At 31 December 26.0 0.7
Provisions for liabilities and charges at 31 December 28.4 0.7 15 -




59 Spirent plc Annual Report 2002

28. Loans and Finance Lease Obligations

2002 2001
£ million £ million

Group Company Group Campary
Secured:
Bank loans not wholly repayable within five years 2.2 - 28 -
Bank loans wholly repayable within five years 2.1 - 2.2 -
Finance lease obligations 4.5 - 9.3 -

13.8 - 14.3 -

Unsecured:
Bank loans whally repayable within five years 862 96.1 304 304
Other loans nat wholly repayable within five years - - 30 2.5
Other loans whoily repayable within five years 0.5 0.1 1.2 1.2

96.7 96.2 446 441
Less debt issuance costs (0.7) (0.7) (1.2) {1.2)

109.8 95.5 57.7 429
Repayment schedules for amounts due at 31 December are as follows:
Bank [oans:
After five years 2.2 - 2.8 -
Between two and five years 1.3 - 2158 20.5
Between one and two years 86.6 96.1 ¢4 -
Due after more than one year 100.1 86.1 25.7 z0.5
Less debt issuance costs (0.7) (0.7) (0.9) (0.9)
Due after more than one year note 26 994 95.4 242 19.6
Due within one year 0.4 - 10.3 9.9
Less debt issuance costs - - (0.3) (0.3)
Due within one year note 25 04 - 10.0 9.5
Total bank loans 99.8 95.4 342 29.2
Otherloans and finance leases:
After five years 7.1 - 93 2.3
Between two and five years 15 - 29 83
Between one and two years 06 - 35 2.9
Due after more than one year fote 26 9.2 - 22.7 13.7
Due within one year note 25 08 Q.1 c8 -
Total other loans and finance leases 0.0 0.1 235 13.7
Total loans 109.8 955 57.7 428

Where applicable loans are secured either by mortgages on the freehold properties or by floating charges on the assets of the borrowing subsidiaries,
The long term secured loan is repayable in annual instalments of £214,000 until the year 2008 and bears interest at an average rate of 7.0 per cent.
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Notes to the Accounts continued

29. Senior Unsecured Loan Notes

2002 2001

£ million £ million

Group Company Group Company

7.94% Senior unsecured loan notes 2006 6.2 6.7 6.8 6.8
8.06% Senior unsecured loan notes 2009 394 394 43.4 43.4
8.16% Senior unsecured loan notes 2009 714 7.4 78.8 7838
8.75% Senior unsecured loan notes 2009 18.4 18.4 20.3 20.3
135.4 135.4 149.3 149.3

Less debt issuance costs {0.4) (0.4) (0.4) (0.4)
Due after more than one year note 26 135.0 135.0 148.9 148.9

At 37 December 2002 the following loan notes were in issue;

{a) $10.0 million bearing interest at 7.94 per cent repayable on 23 November 2006;
{(b) $63.4 million bearing interest at 8.06 per cent repayable on 23 November 2009;
{c) $115.0 milion bearing interest at 8.16 per cent repayable on 23 November 2009;

{d) $29.6 million bearing interest at 8,75 per cent repayable on 23 November 2009. An interest rate derivative was entered into in 1999 to reduce the
effective interest rate to 8.28%.

Loan netes are repayabie:
{a) at maturity; or

{b) at any time at the Company's option in an amount of not less than 5 per cent of the aggregate principal amount then outstanding plus a ‘'make
whole’ amount, if applicable.

As discussed in note 36, post 31 December 2002 certain amendments, dependent on the divestment of our 57 per cent interests in the WAGO joint
venture, will be made to the terms of these loan naotes,

A five year interest rate swap for $115 million entered inte on 23 Novemnber 2001 was catled by the counterparties in November 2002 and replaced
with an interest rate swap for $163.4 million. The counterparties have the option to call the swap at six monthly intervals cormmencing May 2003
This swap has been transacted with two counterparties split $100 million and $63.4 million between them. The terms of the $100 million swap allow
for either party to exercise a break on 23 Novernber 2005 or 23 November 2008. The swap for $63.4 million has an option for either party to exercise
a break at 23 November 2005 only. If a break should occur a mark to market settlement will be made.

30, Financial Risk Management
The Group's appreach to managing financial risk is described in the Financial Review on pages 11 tc 14.

(a} Interest Rate Risk
The interest rate profile of the Group's financiat assets and liabilities at 31 December after taking into account interest rate swaps was as follows:

2002
£ million
At floating MNon-interest

interest rates bearing Total

Financial assets
Sterling 61.1 0.1 61.2
US dollars 10.1 1.0 11.1
Euro 5.6 1.3 6.9
Other 3.5 1.1 46

80.3 35 83.8
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30. Financial Risk Management continued

2001
£ million
At floating Nen-interast
interest rates hearing Total
Financial assets
Sterling 4.4 0.1 45
s dollars 93 1.7 11.0
Euro 7.8 09 8.7
Other 2.5 1.7 4.2
24.0 4.4 284
The financial assets of the Group comprise:
2002 2001
£ million £ million
Debtors due after more than one vear (excluding prepayments) note 20 0.2 0.5
Current asset investments note 73 0.1 0.3
Cash at bank and in hand note 22 83.5 276
838 é8.4
Floating rate financial assets comprise cash depasits on money market deposit at call, seven day and monthly rates.
The weighted average period to maturity for financial assets on which ng interest is paid is less than one year.
2002
£ mitlion
At fixed At floating Mon-interast
interest rates interest rates bearing Total
Financial liabilities
Sterling - 84.4 - 84.4
US dollars 37.8 112.3 16 151.7
Euro 10.1 0.4 - 10.5
Other 0.2 0.2 - 0.4
48.1 197.3 16 247.0
2001
£ million
At fixed At floating Non-interest
interest rates interast rates bearing Toral
Financial liabilities
Sterling - 18.4 - 18.4
Us dollars 75.0 1047 4.7 184.4
Euro 10.0 03 - 0.3
Other 0.2 - - 0.2
85.2 1234 4.7 2133
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Notes to the Accounts continued

30. Financial Risk Management continued

2002 2001
Weighted Weighted Weighted Weighted
Average average period average periad Average average period average period
interest rates to maturity to maturity interest rates to maturity to maturity
of fixed rate of fixad rate of non-interest of fixed rate of fixed rate of non-interast
liabilities lisbilities  bearing liabilities lizbilities liabilities  bearing liabilities
% years years % years years
Financial liabilities

Sterting 11.5 33 - 16.3 06 -
US dollars 8.3 6.2 45 8.0 7.5 3.1
Euro 58 133 - 59 14.8 -
Other 13.9 28 - 13.0 36 -
Group 7.8 I 49 78 83 3.1
2002 20071
£ million £ million

The financial liabilities of the Croup comprise:
Bank overdrafts, current instalment of loans and finance lease obligations note 25 1.8 11.2
Senior unsecured loan notes due after more than one year note 26 135.0 148.9
Bank loans due after more than one year note 26 99.4 24,7
Other loans and finance lease obligations due after more than one year note 26 9.2 227
Other creditors falling due after mare than one year note 26 1.6 6.3
247.0 213.3

The floating rate liabilities at 31 Decermnber 2002 comprise primarily $163.4 million (2001 $115.0 million} of the senior unsecured loan notes for
which an interest rate swap is in place. Also included is £96.2 million (2001 £20.5 million] drawn under the syndicated credit facility. Other floating
rate liabilities bear interest at various rates set with reference to the prevailing LIBOR or equivalent for the time period and country.

{b) Maturity of Financial Liabilities

2002 2001
£ million £ million

The maturity profile of the Group’s financial liabilities at 31 December was as foltows:
In one year of less, or on demand 1.9 1.9
In more than one year but not mere than two years 96.5 6.2
In maore than two years but not more than five years 2.0 389
In more than five years 1396 156.3
247.0 2133

Undrawn committed borrowing facilities

Expiring in one year or less 24.8 175.7
Expiring in more than cne year but not more than two years 734 27.4
Expiring in more than two years - 156.8
98.2 3599

The committed borrowing facilities comprise primarily:

— 5152 million five year amortising multi-currency revolving credit facility with a final maturity date of 27 July 2004 of which $18 million was drawn at

31 December 2002;

— £100 million multi-currency five year revolving credit facility of which £85.0 million was drawn at 31 December 2002.

The $152 million multi-currency revalving credit facility is amertising and reduces as follows:

— 540 million on 15 January 2003;
— $56 million on 15 January 2004;
— $56 million on the final maturity date, 21 July 2004

As discussed in note 36, post 31 December 2002 certain amendments, dependent on the divestment of our 51 per cent interests in the WAGO joint
venture, will be made to the terms of these borrowing facilities.
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30. Financiat Risk Management continued
(¢} Currency Exposure of Financial Assets and Liabilities

The table shows the net unhedged monetary assets and liabilities of Group companies at 31 Decernber. These monetary assets and liabilities are not

denominated in their functional currency and therefore give rise to exchange gains and losses in the profit and loss account.

2002
Net foreign currency monetary assets/(liabilities) E miflion
Sterling Us dollar Eurg Other Total
Functional currency of Group operation
Sterling - 0.2 1.0 [0.1) 1.1
Us dollar (0.3) - {0.1) - (0.4)
Euro 0.3 0.3 - 0.2 08
Other (0.4) 2.8 - 0.1 2.5
(0.4) 33 0.9 0.2 4.0
2001
Net foreign currency monetary assets/(liabilities) £ million
Sterling Us dellar Euro Other Total
Functional currency of Group operation
Sterling - 1.8 1.9 0.2 35
US dollar - - 18 - 1.8
Euro (0.1) 0.3 - 0.4 0.6
Other (0.3) 23 0.1 2.7
(0.4) 4.4 3.7 0.7 8.4
(d) Fair Value of Financial Instruments
2002 2001
£ mitlion £ million
Book value Fair value Book value Fair value
Primary financial instruments held or issued to finance the Group's operations
Short term borrowings and current portion of long term borrowings (1.8} (1.8) {11.2) {11.2)
Long term senior unsecured loan notes (135.0) (153.1) (148.9) (159.4)
Other long term borrowings (108.6) (107.7) (46.9) (44.5)
Cash and other liquid funds 835 83.5 276 276
Current asset investments Q1 0.1 03 03
Other financial assets 0.2 0.2 0.5 0.5
Other financial liabilities (1.6) (1.6) (6.3} €.3)
(163.2) (180.4) {184.9) (193.0)
Derivative financial instruments held to manage the interest rate and currency profile
Interest rate swaps - 0.4 - (1.3)
Forward foreign exchange contracts - 0.5 - .1
(163.2) (179.5) {184.9) {194.2)

The derivative financial instruments are as follows:

{a) Interest rate swaps for $163.4 million (£101.5 million). The swaps have a seven year term and can be cancelled at the bank's option at six manthly
intervals, no earlier than May 2003. A break can be exercised on $100 million of the swap by either party on 23 November 2005 and 2008, and on

$63.4 million of the swap at 23 November 2005. If a break should eccur a mark to market settlement will be made,

{b) Forward foreign exchange contracts to hedge material transactional exposures.
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Notes to the Accounts continced

30, Financial Risk Management continued

(e) Hedges

As explained in the Financial Review on pages 11 to 14, it is the Group's policy to hedge a proportion of its transactional currency exchange exposures
using forward foreign currency contracts and its interest rate exposures by using interest rate swaps. Gains and losses on instruments used for hedging
are not recognised untit the exposure that is being hedged itself is recognised.

Unrecognised gains and losses an instruments used for hedging are as follows:

2002 2001
£ million £ miltion
Totai net Total net
Gans Losses gains/losses) gains/(lossas)
Unrecognised gains/(losses) at 1 January 0.2 (1.4} (1.2} -
Gains/(losses) arising in previous years recognised in the year 0.2 (1.4) {1.2) -
Gains/(losses) arising before 1 January that were not recognised in the year - - - -
Gains/({losses) arising in the year that were not recognised 1.1 (0.2) 0.9 (1.2)
Unrecognised gains/(losses) on hedges at 31 December 1.1 (0.2) 09 (1.2)
Expected to be recognised:
in cne year or less 0.7 (0.2) 0.5 0.1
In later years 0.4 - 0.4 (1.3}
1.1 (0.2) 0.9 (1.2}
31. Operating Lease Commitments
Annual commitments which expire:
2002 2001
£ miltion £ million
Group Company Croup Company
In respect of land and buildings (subject to periodic rent reviews):
Within one year 06 - 0.9 -
In the second to fifth years 5.7 - 8.8 -
QOver five years 58 08 7.7 0.8
12.1 02 174 0.8
In respect of plant and equipment:
Within one year 0.1 - - -
In the second to fifth years 0.4 - 0.4 -

0.5 - 0.4 -
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32. Capital and Reserves

2002
£ million
Called up Share Capital Profit
share premium Capital redernption Merger and loss
capitat account reserve reserve reserve account
Group
At T January 317 7287 278 Q.7 264.4 41.7
Exchange adjustment on subsidiaries, joint venture
and associates - - - - - {(23.0)
Taxation on exchange adjustment - - - - - 0.1
New shares issued 0.1 5.7 (4.3) - - -
New shares issued —restricted stock 0. 1.8 - - - -
Obligation to issue share capital - stock compensation - - 0.2 - - -
Obligation to issue share capital — acquisition expense - - .1 - - -
Shares transferred from trust - - (1.0) - - -
Loss for the year - - - - - (1.092.9)
Coodwill en disposal and impairment of subsidiaries
acquired before 1998 - - - - 157.8
Lapsed acquisition related options - - (5.2} - - 5.2
Reclassified to merger reserve - {40.1) - - 40.1 -
Transfer on disposal and impairment - - - - (304.5) 304.5
At 31 December 313 696.1 17.6 0.7 - (606.6)
Company
At 1 January 311 7287 278 07 215.6 2179
New shares issued 0.1 5.7 (4.3) - - -
New shares issued — restricted stock a.1 1.8 - - - -
Obligation to issue share capital — stock compensation - - 0.2 - - -
Obligation to issue share capital — acquisition expense - - 0.1 - - -
Shares transferred from trust - - (1.0) - - -
Loss for the year - - - - (1,002.4)
Lapsed acquisition related options - - {5.2) - - 5.2
Reclassified to merger reserve - (40.1) - - 40.1 -
Transfer on disposal and impairment - - - - (254.5) 254.5
At 37 December 313 £96.1 17.6 0.7 1.2 (524.8)

The Company’s profit and ioss account of £524.8 million deficit (20071 £217.9 million surplus) includes non distributable reserves of £51.7 million

(2001 £139.5 million).

At 31 Decernber 2002 the cumulative amount of goodwill charged to reserves since 1977 net of goodwill relating to subsidiaries disposed of or impaired,

is £43.9 million {20071 £201.7 million).

The loss after taxation for the year dealt with in the accounts of the Company was £989.9 million {2001 £398.3 million).
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Notes to the Accounts continued

32. Capital and Reserves continued

Authorised Issued and fully paid
2002 2001 2002 2001
£ million £ million £ miltion £ million
Called up share capital: Ordinary shares of 3; pence each 41.7 36.7 31.3 31.1

Changes during the year in the Crdinary share capital were as follows:

Number of Ordinary shares

mitlion
Issued and fully paid at 1 January 2002 933.2
Allotted pursuant tc share options and purchase rights exercised 5
Allotted on acquisition of Caw Networks, Inc* 2.7
Issued and fully paid at 31 December 2002 939.4

*2,712,811 shares were issued, credited as fully paid, on 15 August 2002 in connection with the rollover of Caw Common Stock under a Caw employee stock plan into
Spirent Ordinary shares. The mid market closing price of a Spirent Ordinary share on 15 August 2002 was 70.25 pence.

At the Annual General Meeting held on 2 May 2002, shareholders gave authority for the Company to purchase up to 46,668,535 of its own Ordinary
shares in the market subject to certain specified conditions. As at 12 March 2003, no purchases have been made or are contracted to be made under
such authority.

In accordance with the rules of the following share schemes, options and purchase rights were exercised during the year which resulted in new shares
being allottad by the Company or existing shares being transferred from Spirent QUEST Limited as follows:

Nurmber of Consideration

Crdinary received

shares ECCO

Discretionary Schemes 71,515 78.2
Netcomn Amended and Restated Stock Option Plan 2,049,378 4609
Net-HOPPER Amended and Restated Stock Option Plan 161,580 933
Zarak Amended and Restated Stock Option Plan 138,283 95.1
Caw Amended and Restated Stock Plan™ 23,744 2.8
All Employee Share Schemes 1,841,358 1,641.4
4,285,868 23717

Note
{1} The exercise consideration for options under this plan is paid in US dollars and has been converted into sterling in the above table at an exchange rate of £1 = $1.61,
being the exchange rate on 31 December 2002,

During the year 1,063,150 shares were transferred from Spirent QUEST Limited to option holders against the valid exercise of share options under the
Company's UK Savings Related Share Opticn Scheme.

On 1 January 2003, 3,254,422 Ordinary shares were allotted following the automatic exercise of purchase rights under the Company’s US Employee
Stock Purchase Plan and the Global All Employee Share Purchase Plan. With the exception of the foregoing, there has been no material increase in
the issued share capital, whether by exercise of options, purchase rights or otherwise, between the year end and 12 March 2003, the date on which
these Accounts have been signed.

At 31 December 2002 the following options and purchase rights over Ordinary shares have been granted and remained outstanding under the
Company’s varicus employee share schemes. Figures for the options outstanding and the exercise price per Ordinary share have each been adjusted
for the 3:1 subdivision of share capital in 2000 and, where relevant, for the rights issues effected in 1993 and 2000, in accordance with the individual
scheme rules.
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32. Capital and Reserves continued

Exercise Nurnber of
Option/purchase price per  outstanding options/
Option Scheme right exercise dates share {p) purchase rights
Discretionary Schemes
1985 Executive Share Option Scheme {a) 15.04,96-26.04.05 91-108 148,229
1995 Executive Share Option Scheme (a) £9.04.99-02.05.12 72-598 17,710,099
international Executive Share Option Scheme () 11.04.98-10.04.05 104 174,139
Spirent Stock Option Plan (c} 11.05.01-12.12.09 6-617 79,642,643
Acquisition Related Schemes
Netcorn Amended and Restated Stock Option Plan (d) 23.07.99-19.07.09 15-151 12,914,034
Zarak Amended and Restated Stock Option Plan (e 14.11.00-12.11.10 79-5%72 1,051,317
Caw Amended and Restated Stock Plan {f} 15.08.02-26.06.12 17.7-23.6" 1,086,103
All Employee Share Schemes!®
UK Savings Related Share Option Scheme (g) 01.12.02-31.05.10 41-583 5341079
US Employee Stock Purchase Plan®™ (h} 01.01.04 14 3,500,000
Global All Employee Share Purchase Plan™ (i) 01.01.04 14 350,000
Total 121,817,643
Notes

{1) Exercise prices per share for options under the Caw Amended and Restated Stock Plan are denominated in US dollars and are expressed as US cents in the above table.
{2) The Company has taken advantage of the exemption within Urgent Issues Task Force (UITF) Abstract 17 in accounting for all employee share schemes.

{3) The exercise price and number of shares subject to the purchase rights outstanding cannot ultimately be determined until the maturity of each respactive offering
period {ie normally 12 months following the date of grant}. The exercise price and number of purchase rights outstanding as shown above are based on the market
price of a Spirent Ordinary share (less the applicable 15 per cent discount) as at the date of grant.

(a)} 1985 and 1995 Executive Share Optien Schemes (ESQS)

The Inland Revenue approved 1995 ESCS was introduced on the automatic expiry of the 1385 ESOS and incorparates the guidelines issued by the
Association of British Insurers (ABI) at that time. It was subsequently amended by the Board to facilitate the award of unapproved share options both
in the UK and overseas. There are currently 357 participating executives in the ESOS.

Awards under the 1995 ESOS, normally determined annually, are at the sole discretion of the Remuneration Committee after considering
recommendations made ta it by the Chief Executive. No price is payable on the grant of an option and no options have been, or can be, granted
at a discount to the market price.

The normal exercise period for options granted under the 1985 and 1995 ESQS is between the third and tenth anniversary of the date of grant. Options
awarded under the 1995 ESOS are subject to the achievernent of an Earnings per Share (EPS) performance condition before they can be exercised.

The condition is that over a period of three consecutive financial years, there has been an increase in the Company's headiine EPS (as defined in the
Statement of Investrment Practice No. 1 of the United Kingdom Society of Investrment Professionals) which is at [east 6 per cent more than the increase
in the Retail Price Index over the same period.

All ESOS grants made after 11 May 2000 to the executive directors and senior managerment (principally members of the Company’s Operations
Management Team) are subject ta enhanced performance conditions on exercise. These are mare fully explained in the Repart on Directors'
Remuneration.

The Remuneration Cammittee may in future impose different performance targets which they consider to be no less demanding. Options granted
under the 1985 ESQS are exercisable unconditionally.

(b) International Executive Share Option Scheme (IESOS)

Certain US executives have previously been granted unapproved options under the IESOS with participation and awards being at the discretion of the
Remuneration Committee. Options are exercisable unconditionally and normally between the third and tenth anniversary of the date of grant. Again,
no options have been granted at a discount to the market price. The [ES0S is closed and has been replaced by the unapproved arrangements to the
1995 £S0S referred to in {a) above.
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32. Capital and Reserves continued

(<) Spirent Stock Option Plan (SSOP)

The SSOP was intreduced following shareholder approval at the Company's 2000 Annual General Meeting. This discretionary plan is primarily targeted
at selected employees in the Communications group (particularly in the LIS} with grants normally determined annually by reference to the senicrity
and contribution of the individual, together with the performance of the relevant business and prevailing local market practice. Under the SSCP, grants
are alsc permitted to selected newly hired and promoted employees on a monthly basis.

Cptions normally vest over four years, provided that the employee remains in emplayment. The options become 25 per cent exercisable on the first
anniversary of the date of grant, and thereafter in equal proportions on a manthly basis. Any aptions not exercised will lapse on the seventh anniversary
of grant. No pre-exercise performance conditions attach to optiens granted under the SSOP.

In December 2002, approximately 12.5 million options were granted under the SSOP to key selected employees for market competitive, motivation
and retention purposes. This grant provided for accelerated phased vesting over two years instead of the usual four year period. No executive directors
participated in this grant.

The number of options available for grant each year, subject to a2 9 per cent total dilution limit, is at the discretion of the Remuneration Committee
having regard to competitive market practice and the performance of the businesses. No further grants may be made under the SSOP after the 2003
Annual Ceneral Meeting. However, the Remuneration Committee is currently reviewing medium and lang term incentive arrangements for employees
within the Communications group and shareholders will be informed as appropriate with regards to any new initiatives which require shareholder approval.

No price is payable on the grant of an opticn and no optiens have been, or can be, granted at a discount to the market price,

{(d) Netcom Amended and Restated Stock Option Plan (NARSOP)

Spirent completed the acquisition of Netcom Systemns Inc. (Netcom) in July 1999. $44.5 million of the total consideration was satisfied through the
rollover of cutstanding vested and unvested options over Netcom shares, primarity held by Netcom employees, into options over approximately 23.8
million new Spirent shares (as adjustad] on substantially similar terms under the NARSOP as previcusly existed. The outstanding unvested options vest
monthly from the date of acquisition during the remaining term of each individual grant and are not subject to any pre-exercise performance
condition. The final unvested options will vest in july 2003 and all optiens have a ten year life from the original date of grant.

(e) Zarak Amended and Restated Stock Option Plan (ZARSOP)

Out of a total consideration of approximately 44.9 million new Spirent shares issued for the acquisition of Zarak Systems Corporatien (Zarak) in
Novemnber 2000, approximately 3.8 million arose in connection with the rollover of outstanding options over Zarak shares into options over Spirent
shares which will vest over a period expiring in 2004 on substantially similar terms under the ZARSOP as previously existed. These options are primarily
held by Zarak employees and have either a five or ten year life from the original date of grant.

Unvested rolled over optians are capable of immediate exercise (ie prior to their respective vesting date) and any shares arising from such an event are
held in trust until the relevant vesting date. The option holder is entitled to the beneficial (but not legal) interest in the shares whilst they are held in
trust but they remain subject to forfeiture (with the original option exercise prices being refunded to the participant) if the participant’s employment
is terminated prior to the vesting date,

(f} Caw Amended and Restated Stock Plan (CARSP)

Qut of a total initial consideration for the acquisition of Caw Netwarks, Inc. (Caw) in August 2002 of $49 million, approximately $4 million was in
respect of Spirent Ordinary shares and options which arose on the rollover of autstanding options and shares under the previous Caw employee stock
plan, The options and shares will vest over a period expiring in 2006 on substantially similar terms under the CARSP as previously existed. The options
are held by Caw employees and have a ten year life from the original date of grant. Pursuant to the terms of the Merger Agreement for Caw, an additional
cash payment of 78.8 cents is payable as each share vests or upon the vesting of an exercised option.

Pursuant to individual agreements signed by participating Caw employees, any Ordinary shares issued under the CARSP are restricted until they have
vested or are not at risk from forfeiture under the plan rules. Unvested rolled over options are capable of immaediate exercise (ie prior to their respective
vesting date) and any shares arising from such an event are held in trust until the relevant vesting date. The option holder is entitled to the beneficial
(but not legal) interest in the shares whilst they are held in trust but they remain subject to forfeiture {(with the original option exercise prices being
refunded to the participant) if the participant’s employment is terminated prior to the vesting date.

In accordance with the rules of the Executive Share Option Schemes ncted in (a) above, the Spirent shares subject to rolled over options for the
acquisition of Netcom, Zarak, Caw and Net-HOPPER {now expired), or granted under the SSOP, do not count toward AB| scheme limits. The plans
mentioned in {d) to (f) above are now closed to new entrants and no further awards of options can be made under them. Ongoing awards of
discretionary options to Communications group employees are now being facilitated through the SSOP as described in paragraph (c).
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(g) UK Savings Related Share Option Scheme (SRSOS)

The SRSOS is an Inland Revenue approved scheme and is open to all UK full and part time employees, subject to a qualifying service pericd. The
employee enters into a Save-As-You-Earn contract with the Company's savings carrier ta save a regular sum of between £5 and £250 per month
for a fixed period of either three or five years.

No price is payable on the grant of an option. The option exercise price is calculated by reference to the middle market price of a Spirent share on
the last business day prior to the beginning of the Invitation Period¢ discounted by up to 20 per cent at the Board's discretion. Options are normaily
exercisable within six months of the third, fifth or seventh anniversary of the contract commencerment date as elected by the option holder at the
start of the contract,

The Company has established a qualifying employee share ownership trust (QUEST) to hanour the contractual commitment to deliver Spirent shares
against the valid exercise of outstanding options under the SRSOS. Spirent QUEST Limited, a wholly-owned subsidiary of Spirent plc, acts as sole
trustee to the QUEST. During the year 1,063,150 shares were transferred ta participants. Spirent QUEST Limited has waived all rights to receive
dividends payable on its registered shareholding except for 0.01 pence per annum in aggregate and accordingly such shareholding is not included in
the Company's EPS calculation as referred to in note 12.

{h) US Employee Stock Purchase Plan (ESPP)

The ESPP operates on a breadly similar basis to the SRSOS. It enables the Company to grant eligible US employees the right to acquire Spirent shares
using proceeds of a savings contract. When joining the ESPP, participants enter inte a contract to save up to 15 per cent of basic salary (gross), subject
to an individual maximum of $1,000 {net} per month, aver a contract period of 12 months by way of regular payroll deductions.

Ne price is payable on the grant of a purchase right. The purchase price will be the market value of a Spirent share either on the first day of the
Offering Period or an the last day of the Offering Period, whichever is lower, less a 15 per cent discount or, where shares are to be subscribed,
their nominal value {if greater).

(i) Global All Employee Share Purchase Plan (GAESPP)

The GAESPP was approved by shareholders in 2001 and cffers employees in countries other than the UK or US an opportunity to share in the
Company's performance through share ownership. The GAESPP was implemented in Canada in January 2002 and operates on similar terms to the
ESPP above, with participants entering into a 12 month contract to save up to 15 per cent of basic salary {gross), subject to an individual maximum
of Cdn $1.000 (net) per month,

The Cempany also operated the following incertive schemes during 2002, bath of which utilise shares purchased in the market {ie they have not
invelved the issue of new Spirent shares). No awards were made under either plan in the year to 31 December 2002.

{j) Stock Appreciation Rights Plan (SARP)

The SARP was intreduced in September 1999 as an interim incentive arrangement for the employees of Netcom following the closure of the NARSOP
described in (d) and subsequently for certain other employees in the Communications group. Under the SARP, recruitment, promaotion and recognition
awards aver Spirent shares have been made in line with historic and local competitive market practice on a quarterly basis at the discretion of a
committee of senior executives. The operation of the SARP reflects as far as practicable the now closed NARSOP. Accerdingly, rights under the SARP
vest gver four years, 25 per cent vesting one year after the date of grant and the remainder vesting on a monthly basis over a further 36 months.
Rights granted are not subject to the fulfilment of any pre-exercise performance conditions.

The SARP will deliver the appreciation value (ie the aggregated increase in the market value of a Spirent share over the rights price) in the form of
existing Spirent shares which have been purchased in the market by the Company's Employee Share Ownership Trust, The maximum number of shares
over which SARP awards can be made is 5.25 million, Discretionary stock option grants to Communications group employees are now facilitated
through the SSOP (see paragraph (c)).

At 31 December 2002, the following rights were outstanding under the SARP:

Rights exercise dates Rights price (p) Number of rights cutstanding

10.09.00-29.06.10 182-416 3,821,097
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32. Capital and Reserves continued

(k) Long Term Share Purchase Plan (LTSPP)

At an Extraordinary General Meeting of the Company held on 2 May 2002, shareholders approved the closure of the LTSPP and the substitution of its
future annual awards with a supplemental grant of options of equivalent value under the ESOS (see (a) above). These supplemental grants are subject
to enhanced exercise performance conditicns under the £SOS (see the Report on Directors’ Remuneration for further details).

The LTSPP was introduced, following approval by shareholders at the Company’s 1999 Annual General Meeting, te ensure continuing competitiveness
and with the aim of motivating and giving participants a more focused incentive to perform at the highest levels which, in turn, delivers sustainable
performance and enhanced shareholder return. Only executive directers and senior management (principaily members of the Operations Management
Team) were eligible to participate in the LTSPP. It is administered by the Remuneration Committee.

Grants under the LTSPP have a six year performance period comprising two periads of three years each. Performance units, equivalent to shadow
options, granted at the outset will only vest {in the form of an award split between Spirent shares and cash) at the end of the first performance period.
This is provided that the challenging perfarmance criteria of both total shareholder return (TSR}, as measured against a comparator group of companies
{or other relevant index), and real share price growth (e after taking inflation into account) have been met. One-third of the award must be retained in
the form of shares until the end of the second performance period. These shares will be matched on a ratio of two shares for every one share retained.
In order to encourage superior performance and to strengthen further the alignment of interest of participants with those of shareholders, participants
may choose to invest some or all of their remaining cash award (ie up to two-thirds of the award) in shares and these will be matched on a higher ratio
of up to four shares for each one retained, No reward under the LTSPP can be made at the end of either performance period unless the Company's real
share price growth is at least 5 per cent per annum and also its TSR perfarmance is ranked above the 60th percentile against the comparator group.
Because of these variables, the exact number of shares available for award, if any, cannot be determined until the final vesting date (the sixth
anniversary of the date of grant).

The Company has established an Emiployee Share Ownership Trust as ong methad through which it can deliver Spirent shares committed under the
LTSPP with shares being held in trust prior to any vesting of awards. Any shares delivered under the LTSPP will be met by the trustees either purchasing
existing shares in the market or by the Campany issuing new shares or a combination of these. in this way, full flexibility is retained tc ensure that the
objective of acting in shareholders’ best interests is achieved at the time of delivery.

No price is payable on the grant of a LTSPP performance unit, no performance units have been granted at a discount to the market price.

At 31 December 2002, the following performance units were cutstanding under the LTSPP;

Performance unit vesting dates Value of performance unit (p) Number of perfarmance units

11.05.06-08.04.07 305-334 483,024

Spirent Employee Share Ownership Trust (ESOT)
At 31 Dacember 2002 the ESOT held 11,870,877 Spirent Ordinary shares to satisfy awards under varicus share based incentive schemes as
described above. Of this number, 1,245,229 Ordinary shares were unconditionally vested at 31 December 2002,
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33. Analysis of Changes in Financing During the Year

2002
£ million
Share capitat Senior Loans and
(including unsecured finance
premium and toan lease
merger resarve) notes obligations Tatal
At 1 January 1,024.2 148.9 57.7 1,230.8
Cash inflow from financing note 27 2.4 - 514 538
Inception of finance lease contracts - - 0.2 0.2
Acquisttions - - 0.2 0.2
Restricted stock 1.9 - - 19
Transfer from capital reserve 43 - - A3
Transferred to profit and loss account (304.5) - - {304.5)
Transfer from QUEST (0.9} - - (0.9
Exchange adjustment - {13.9) 0.3 (13.6)
At 31 December 7274 135.0 109.8 872.2
34, Acquisition of Subsidiaries
2002 2001
£ million £ million
Tangible assets 08 -
Stocks 0.6 -
Debtars 36 -
Creditors (1.5) -
Cash 32 -
Loans and finance leases (0.2) -
Minority interest 04 -
Net assets 6.9 -
Less: previously included as an associate (5.2) -
Goodwill 51.0 (08
52.7 (0.8)
Consideration:
Restricted stock 1.2 -
Options to acquire shares 0.1 -
Cash {including expenses) 53.4 12
Accrued (0.9} (2.0
Consideration to be charged as compensation expense (.1 -
52.7 (0.8)
The cash flows in respect of the purchase of subsidiaries are as follows:
Cash {including expenses) (53.4) (1.2}
Cash (accrued in prior years) 1.0 8.4
Cash and overdrafts acquired 3.2 -
Net cash (outflow)/inflow on acquisitions (49.2) 7.2

Acquisitions made during 2002 were Caw Netwaorks, Ing., certain assets of the remote special services test product line of Anritsu Company US and a

product line and certain intellectual property rights fram UbiNetics. All three acquisitions were in the Communications group.

There are no fair value or accounting policy adjustments being made to the book value of the assets acquired.

The book values in respect of the assets acquired from Anritsu Company US are provisional and may require adjustment in 2003.




72 Spirent ple Annual Report 2002

Notes to the Accounts continued

35. Disposal of Operations

2002 2001
£ million £ mitlion
Net assets disposed of:
Fixed assets
Intangible assets 6.5 23.6
Tangible assets 8.2 17.9
Stocks 130 166
Debtors 13.0 20.1
Creditors (7.8) {11.4)
Taxation - (0.9}
Cash - 0.5
Overdrafts - 0.7)
Deferred taxation 0.3 0.4
Minority interest - {0.8)
Net assets 33.2 65.3
Goodwill reinstated 70.8 65.1
104.0 130.4
{Loss)/profit on disposal and closure of operations (48.4} 14.5
556 1449
Satisfied by:
Cash {less expenses) 556 148.6
Accrued - (3.7)
556 144.9
The cash flows in respect of the sale of subsidiaries are as follows:
Cash received net of expenses 55.6 148.6
Cash less overdrafts included within net assets disposed of - 0.2
Net cash inflow from disposals 55.6 148.8

The businesses sold during the year contributed £0.3 millicn to the Group's operating cash flows, contributed £nil in respect of net returns on
investments and servicing of finance, paid £0.4 million of taxation and utilised £0.4 million for capital expenditure.

During the year the Group disposed of its asraspace component businesses, Switching Systems International Inc and Monitor Labs Incorporated all
from within its Systems group.

36. Post Balance Sheet Events

On 12 March 2003, Spirent announced the divestment of its 51 per cent interests in WACG, its interconnection joint venture, for net proceeds of
approximately £58.2 million. The divestment is subject to shareholder approval and requires the consent of the noteholders and parties to the
syndicated bank facility. In addition, to provide the Group with an increase in the level of headroom available in relation to certain of its financial
covenants, armendments to the terms of the loan notes and syndicated bank facility have been agreed, These armendments are conditional on the
completion of the divestment and the use of the net proceeds to pre-pay approximately £45.8 million of the loan notes and pay an associated
contractual make-whole amount of approximately £12.4 million.

Under the revised terms relating ta the syndicated bank facility Spirent will have a committed line of £75 million available, which will reduce to
£60 million by 31 December 2003, The bank facility remains repayable in July 2004. The interest rate will be increased to an initial margin over LIBOR
of 1.75 per cent, which may decrease in certain circumstances,

Following the application of the net proceeds from the divestment of WAGO it is expected that $144.5 million of loan notes will remain outstanding
with unchanged maturities principally in 2009. The applicable interest rate will be increased to a weighted average of 9.45 per cent which will decrease
if certain financial requirements are satisfied. There is a coupon uplift of 1.25 per cent to the eriginal coupons on the loan notes, which will be reduced
to 1 per cent when certain financial ratios are met,

If comptletion of the divestment of WAGO does not occur, the existing borrowing terms will continue to apply.
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37.US GAAP

The Group's conselidated accounts are prepared in accordance with accounting principles generally accepted in the United Kingdom {UK CAAP), which
differ in certain respects from those generally accepted in the United States (US GAAP). The following are the main differences between UK GAAP and
US GAAP which are relevant to the Group's accounts,

Goodwill and Other Intangible Fixed Assets

Under UK GAAP, goodwill arising an acquisitions prior to 1998 was written off to retained earnings on acquisition. In accordance with FRS 10, goodwill
arising on acguisitions subsequent to 1 January 1998 is capitalised and amcrtised over its estimated useful economic life which is defined as the period
over which the value of the underlying business acquired is expectad to exceed the values of its identifiable net assets and is presumed to be limited to
20 years. The estimated useful lives are between 10 and 20 years. in recenciling to US GAAP, amounts of goodwill arising on acquisiticns prior to 1998
wiitten off to retained eamings on acquisition, have been capitalised and amortised over their estimated useful econemic lives, until 1 January 2002.

Under US GAAP, with the adoption of Financial Accounting Standard {FAS) 142, effective 1 january 2002, goodwill is no longer amortised but is subject
to periadic review for impairment. Prior to 1 fanuary 2002 purchased goodwill was amartised over the estimated period which benefited from the
eriginal purchased goodwill, which was typically in the range of seven to ten years, except for goodwill recorded on acquisitions made after 30 June 2001
where the non-amortisation provisions of FAS 142 apply.

Upon adoption of FAS 142, the Group was required to perform a transitional goodwill impairment test based on the carrying amount of goodwill at
1 January 2002. At that date, the fair values af the Group's reporting units equalled or exceeded their carrying values and therefore the transitional
goodwill impairment test did not result in any impairment being recorded.

Other intangible assets inctuded in, and accounted for as, goodwill under UK GAAP but reclassified as intangibles under US GAAP continue to be
amortised over their individually determined estimated useful economic lives, subject to the provisions of FAS 141, which clarifies the criteria to
recagnise these intangible assets separately from goodwill, and FAS 144 which requires review for impairment if events or changes in circumstances
indicate the carrying value may not be recoverable. The Group considered these criteria to have been met and obtained independent valuations as at
30 November 2002 for FAS 144 purposes which uitimately resulted in impairment of other intangible assets and goodwill within Service Assurance.

Under UK GAAP, FRS 10 requires goodwill to be reviewed for impairment at the end of the first full financial year following acquisition and in other
periods if events or changes in circumstances indicate the carrying value may not be recoverable. Under US GAAP, FAS 142 requires periodic review of
goodwill for impairment on a reperting unit basis. The Group identified its reporting units for FAS 142 purposes and obtained independent valuations
as at 30 November 2002. These valuations resulted in impairment of goodwill in Performance Analysis, in addition to the impairment in Service Assurance
under FAS 144.

Under UK GAAP, impairment charges on goodwill and other intangible assets are recorded as an increase in accumulated amortisation. Under US GAAP,
impairment charges are recorded as a reduction in cost. The presentation of goodwill and other intangible assets within the reconciliation of
shareholders’ equity reflects this classification difference.

Stock-based Compensation

UK corporate governance recommends the inclusion of performance criteria in UK stack plans. Accordingly, the UK ESOS plan includes certain
performance criteria which gives rise to variable accounting under US GAAP. Notwithstanding these performance criteria, under UK GAAP no
compensation expense arises under the Group's various share option plans, with the excaption of the Caw Amended and Restated Stock Plan.

In reconciling to US GAAP, the Group has elected to use the intrinsic vatue basis of calculating compensation expense for the ESOS plan, as set forth in
Accounting Principles Board Opinian (APB) 25, determined by reference to Spirent’s share price at each reporting date. An expensa also arises under US
GAAP in respect of the Caw Amended and Restated Stock Plan and the Zarak Amended and Restated Stock Option Plan, based upon the intrinsic value
of unvested stock awards at the date of acquisition, recognised over the remaining future vesting period.

Disposal of Operations

The different treatment of goodwill arising on acquisitions prior to 1998 under UK GAAP and US CAAP, together with the use of different goodwill
amortisation periods and the adoption of FAS 142, result in adjustments to the profit or loss on disposal of businesses as the determination of the
profit or loss on dispesal takes inta account the unamortised balance of goodwill released. In addition, under US GAAP, the prefit or loss on disposal
is stated net of any related cumulative currency retranslation differences and the effect of pension curtailment under FAS 88.
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37.US GAAP continued

Pensions

Under UK GAAP, provision is made for the cost of retirement benefits payable by the Group's significant defined pension schemes as assessed by
external actuaries and is charged to the profit and loss account so as to spread the cost over the period during which the employer derives benefit from
the employee’s services. Under US CAAP, the projected benefit obligation is matched against the fair value of the pension plan’s assets and adjusted

to reflect any unrecognised obligations or assets in determining the pension cost or credit for the year. Recognition of an additional minimum liability
is required if the accumulated benefit obligation exceeds the fair value of plan assets.

Vacation Accrual
An accrual is made under UK GAAP in respect of certain subsidiaries for vacation earned but not taken at the year end. Under US GAAF, this accrual
must be calculated to include all subsidiaries within the Group.

Derivative Finandial Instruments

Under UK GAAP, the fair value of the Group’s financial instruments are not reported on the Group balance sheet and the gain or loss arising is reported
in earnings as the instrument crystallises, Under US GAAP, in accordance with FAS 133, the fair value of all derivative financial instruments must be
recorded as part of shareholders’ equity. As none of the Group’s derivative financial instruments have been designated as hedges under FAS 133, any
changes in the fair value of the derivative financial instrument must be reported through net income.

Investment in Joint Venture

Under UK GAAP, the Group's interests in WAGQ, its Interconnection joint venture are accounted for using the gross equity method which requires

the Group to recognise its share of the gross assets and liabilities, off-set by minority interest, and certain components of income and expenses of the
joint venture in the Group's consclidated accounts. Under US GAAP, in accordance with APB 18, the Croup's interest in its joint venture is accounted
for under the equity method which only requires the Group to recognise its share of the after tax profits or losses of the joint venture. Therefore, in
reconciling to US GAAP it is necessary to adjust for the Group's share of any differences between UK GAAP and US CAAP with respect to the after tax
profits and the shareholders' equity of the joint venture. The only differences arising relate to share based compensation and the application of FAS 133
in the joint verture's US GAAP basis financial statements.

Deferred Taxation

Under UK CAAP, the Company provides for deferred tax in accordance with FRS 19 on all timing differences with the exception of gains on revaluations
of fixed assets or where potentially taxable amounts have been rolled over and there is no commitment to dispose of the relevant asset. Deferred tax
assets are recognised where it is considered more likely than not that there will be suitable taxable profits from which to off-set the timing differences.
Under US GAAP, deferred taxation is provided on a full liability basis on all temporary differences between the book and tax bases of the Group's assets
and liabilities,

Investment in Own Shares

Under UK GAAP, company shares held by an employee share trust are recorded on the balance sheet as fixed asset investments and provision is made
where the carrying value of the shares may not be recoverable. Under US CAAP such shares are treated as treasury stock and recorded on the balance
sheet at cost as a reduction of shareholders’ equity.

Unamortised Debt [ssue Costs

Under UK GAAP, debt issue costs are shown as a reduction in the associated capital proceeds and amortised over the (ife of the related debt. Under
LS GAAP, these costs are disclosed as a separate asset and similarty amartised. Accordingly, a reclassification from borrowings has been made to show
these costs in other debtors for US GAAP disclosure purposes,

Dividends
Under UK GAAP, dividends are recorded in the accounts for the period to which the dividend relates. Under US GAAP, the liability for dividends
is recorded in the accounts when they are declared.
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37. US GAAP continued
Net Loss Under US GAAP

The following is a summary of the adjustments to loss attributable to shareholders which would be required if US GAAP were to be applied instead

of UK GAAP.
2002 200
£ million £ millien
Loss attributable to shareholders in accordance with UK GAAP (1,080.4) (763.5)
Adjustments:
Coodwill and other intangible fixed assets 1976 (7C.5)
Stock-based compensation 0.2 183
Disposal of cperations 49.4 3538
Pravision against investment in own shares 301 -
Pension costs (2.6) (0.4}
Yacation payroll costs 0.5 0.4
Derivative financial instrumerts 2.1 (1.2}
Income from interest in joint venture 0.2 0.3
Deferred taxation on above adjustments 286 7.1
Total adjustments 306.1 (10.2)
Net loss as adjusted to accord with US GAAP (774.3) (773.7)
Arising from:
Continuing operations (774.3) (816.0)
Discontinued operations
Result for the year - 25
Loss on disposal - 39.8
Net loss (774.3) (773.7)
Net (loss)/earnings per share (pence)
Basic and diluted:
Continuing operations {83.93) (89.17)
Discontinued operations - 462
(83.93) (84.55)
Net (loss)/earnings per ADS (pence)
Basic and diluted:
Continuing operatiens (335.72) {356.68)
Discontinued operations - 18.48
(335.72) (338.20)
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37.US GAAP continued
Shareholders’ Equity Under US GAAP

The follewing is a summary of the adjustments to shareholders’ funds which would be reguired if US CAAP were to be applied instead of UK CAAP.

2002 2001
E million £ million
Shareholders' funds in accordance with UK GAAP 139.1 1,094.4
Adjustments:
Intangible assets
Gaadwill
Cost (1,797.4) (713.9)
Accumulated amoertisation 1,729.3 510.1
(68.1) (203.8)
QOther intangible assets
Cost 96.8 155.0
Accumulated amortisation {47.9) (31.1)
489 123.9
Other investments
Investment in own shares {2.1) {34.1)
Investment in joint venture 0.8 0.5
(1.3) {336)
Current assets
QOther debtors 1.1 16
Current liabilities
Proposed dividends - 27.6
Accruals — contingent compensation 14 19
Accruals — vacation (1.0) (1.5)
Borrowings - (0.4)
Derivative financial instruments 0.9 (1.2)
1.3 26.4
Long term liabilities
Accrued pension benefit liability (41.2) (8.5)
Borrowings (1.1) (1.2)
(42.3) (9.8)
Provisions for liabilities and charges
Deferred taxation
On above adjustments (15.1) (34.8)
Methodology - 0.4
{15.1) (34.4)
Total adjustments (75.5) {(129.7)
Shareholders' equity as adjusted to accord with US GAAP 63.6 964.7
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Principat Divisions, Subsidiaries, Joint Venture and Associates

% held at
31 December 2002

Principal activity

Communications
Performance Analysis division

Caw Networks, Inc 100 Communications performance analysis systems
Sunnyvale, California, USA
Spirent Communications {Scottand) Ltd* 100 Communications network fault detection systemns
Hamilton, Glasgow, UK
Spirent Communications Inc 100 Communications performance analysis systems
Calabasas, California, USA
Honolulu, Hawaii, USA
Sunnyvale, California, USA
Eatontown, New Jersey, USA
Spirent Communications of Ottawa Ltd 100 Communications performance analysis systems
Nepean, Ontario, Canada
Spirent Communications {SW) Ltd* 100 Satellite simulation systems
Paignton, Devon, UK
Service Assurance division
Spirent Communications of Rockville, Inc. 10C  Communications service assurance systems
Rockville, Maryland, USA
Spirent Communications Ltd* 10C  Communications service assurance and performance
Crawley, West Sussex, UK analysis systems
Network Products
Trading divisicns of Spirent plc:
HellermannTyten Electricat and data network cable management and connectivity
Aldridge, West Midlands, UK products and systerms
Plymouth, Devon, UK
Wythenshawe, Manchester, UK
HellermannTyton (Pty) Ltd 9¢  Electrical and data network cable management and connectivity
Johannesburg, South Africa praducts and systems
HellermannTyton SA 100 Electrical and data network cable management and connectivity
Paris, France praducts and systems
HellermannTyton AB 100 Electrical and data netwaork cable management and connectivity
Jarfaila, Sweden products and systems
HellermannTyton GmbH 100 Electrical and data network cabie management and connectivity
Vienna, Austria products and systems
HellermannTyton GmbH 100  Electrical and data network cable management and connectivity
Tornesch, Cermany praducts and systems
HellermannTyton Ltda 100 Electrical and data netwark cable management and connectivity

Jundai, Brazil

products and systems
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Principal activity

Electrical and data network cable management and connectivity
products and systems

Data network connectivity and cable management products
and systems

Electrical and data network cable management and connectivity
products and systems

Electrical and data network cable management and connectivity
products and systems

Controllers for medical and industrial mobility products
Controllers for medical and industrial mobility products
Maintenance and cperations information systems
Aircraft instruments and cockpit voice recorders
Maintenance, repair and overhaul management

information systems

Aircraft performance analysis and information
systemns integration

Flight crew training and debriefing systems

% held at

31 December 2002
HellermannTyton Pte Ltd 75
Yishun, Singapore
HellermannTyton Data Ltd* 20
Nerthampton, UK
HellermannTyton Corporation 97
Milwaukee, Wisconsin, USA
Tyton Company of Japan Ltd* 49
Tokyo, Japan (Associate)
Systems
PG Drives Technology Ltd 100
Christchurch, Derset, UK
PG Drives Technology Inc 100
Anaheim, California, USA
Spirent Systems San Diego Inc 100
La Jolla, Califernia, USA
Spirent Systems Wichita Inc 100
Wichita, Kansas, USA
WPDS Software Ltd™ 100
Yeovil, Somerset, UK
The Flight Data Company Ltd 100
West Drayton, Middlesex, UK
Spirent Systerns {Ottawa) Ltd 100
Ottawa, Ontario, Canada
Financial
Spirent BV 100

Rotterdam, Netherlands

Spirent GmbH 100
Tornesch, Germany

Spirent Holdings Corporation 100
Hauppauge, New York, USA

Investment company

Investment company

[nvestment company

Interconnection Joint Venturet

WAGO Contact SA 51
Domdidier, Switzerland
WAGO Kontakttechnik CmbH 51

Minden and Sondershausen, Cermany

Terminals, connectors and electronic modules

Terminals, connectors and electronic modules

Notes

The above companies operate and are incorporated in the countries listed. All shareholdings in the companies are held indirectly by Spirent plc, axcept where indicated by
an asterisk {*) where the shareholding is held directly by Spirent plc. The principal activity mentioned is indicative and not comprehensive.

The percentage held reflects the proportion of shares controlled and not the beneficial interest.

t Spirent announced on 12 March 2003 its intention to dispose of its interests in the Interconnection Joint Venture. Completion of the disposal is expected in April 2003.
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Financial History

£ million
2002 2001 2000 1959 1998
Consolidated Profit and Loss Account
Turnover: Group and share of jaint venture 634.5 880.1 7727 611.5 5301
Less: share of joint venture's turnover {(75.6) (78.3) {76.0) (67.0) (59.9)
Turnover 558.9 8018 €96.7 5445 470.2
Operating (Loss)/Profit {970.5) (733.2) 1100 81.4 70.1
Goodwill impairment 9233 7246 - - -
Exceptional items — other 416 349 2.2 - -
Goodwill amartisation 56.1 86.6 257 8.6 s
Operating profit befaore goodwill amortisation and excepticnal items 50.5 1125 137.9 0.0 71.0
Joint venture’s profit 7.4 9.6 13.3 9.5 115
Assgciate's profit net of goodwill amortisation 0.8 1.2 2.7 2.3 1.7
MNon-operating Exceptional ltems
{Loss)/profit on disposal and closure of operations (48.4) 145 (18.1) (6.7) -
Provision against investment in own shares (30.1) - - - -
Profit on disposal of tangible fixed assets - - 32 - -
(Loss)/Profit before Interest (1,040.8) {707.9) 1111 86.5 833
Net interest payable (12.3) (22.8) (23.3) (12.8) (2.7)
(Loss)/Profit before Taxation {1,053.1) (730.7) 81.8 737 81.2
Taxation 263 326 306 30.2 273
Minority interest 04 0.2 0.5 - -
{Loss}/Profit Attributable to Shareholders (1,080.4) (763.5) 50.7 43.5 539
Dividends 12.5 40.0 36.1 271 249
(Loss)/Profit for the Year (1.092.9) {803.5) 146 16.4 29.0
Consolidated Balance Sheet
Intangible assets 113.6 9877 18158 3213 25.7
Tangible assets 110.0 1376 136.2 107.0 95.4
Investments 65.5 96.7 87.0 53.1 49,5
Working capital (excluding cash, overdrafts and deferred tax) 42.3 282 111 336 440
Operating Assets 331.4 1,250.2 2,151.1 521.0 214.6
Net borrowings (161.8) (175.1) (326.4) (274.6) (30.2)
Pravisions for liabilities and charges (28.4) (1.5) (2.1) (0.7) (3.1
Deferred tax asset - 27.2 15.8 8.5 -
Assets less Liabilities 141.2 1,096.8 1.8384 2542 181.3
Shareholders’ Funds 139.1 1,094.4 1.834.7 250.3 178.9
Mincrity Interest — Equity 2.1 2.4 3.7 39 2.4
141.2 1,096.8 18384 254.2 1813
investment
Acquisitions net of disposals {2.9) (145.7) 1,534.0 2827 29.2
Capital expenditure — owned assets 276 52.4 44.8 355 38.2
—leased assets 0.2 0.8 2.5 7.3 0.6
Depreciation 336 37.2 25.1 219 18.3
Product development 777 959 60.3 39.1 26.6
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Financial History continued

2002 2001 2000 1999 1998
Share Information
Basic {lass)/earnings per sharet {pence) (117.12) (83.43) 7.40 6.67 8.33
Headline earnings per sharet (pence) 3.40 776 12.61 3.18 8.47
Diluted (loss)/earnings per share (pance) (117.12) (83.43) 7.18 6.39 8.29
Dividend per share (pence) 1.35 435 4,35 413 382
Fully paid Ordinary shares in issue at year end {million) 9394 933.2 926.5 622.5 614.4

T The weighted average number of shares in issue used to calulate {loss)/earnings per share excludes the shares held by QUEST, Orbis Management Limited and
Greenwood Nominees.

£ million
Segmental Analysis
Turnover
Performance Analysis 187.1 2455 2837 1147 524
Service Assurance 1283 185.1 55 - -
Communications 315.4 4306 289.2 114.7 52.4
Network Products 164.7 170.4 181.4 155.4 145.7
Systems 538 486 450 454 471
5339 €496 5156 3155 245.2
Disposals™* 25.0 152.2 181.1 228.0 225.0
558.9 801.8 696.7 5445 470.2
Operating Profit*
Performance Analysis 9.4 387 971 43.0 8.4
Service Assurance 21.4 447 1.5 - -
Communications 308 834 898.6 43.0 18.4
Network Products 15.0 15.3 253 215 20.2
Systemns 34 0.5 {a.2) (1.3) 50
49.2 99.2 197 63.2 436
Disposals™™ 1.3 13.7 18.2 26.8 27.4
50.5 1129 1378 90.0 71.0
Operating (Loss)/Profit by Source
Europe 18.8 179 153 16.9 18.2
North America 295 79.7 101.7 457 233
Asia Pacific, Rest of Americas, Africa 08 16 2.7 ¢e 2.1
49.2 99.2 119.7 63.2 436
Disposals™* 1.3 13.7 18.2 26.8 27.4
50.5 1129 137.2 90.0 710
Exceptionat items — ather (41.8) (34.9) (2.2) - -
Goodwill impairment (923.3) {724.6) - - -
Goodwill amertisation (56.1} (86.6) (25.7) (8.5 {0.9)
(970.5) (733.2) 110.0 81.4 70.1
Earnings before Interest, Taxation, Depreciation, Amortisation
and Exceptional Items 84.1 150.1 163.0 111.8 £89.3
Impact of Exchange Rate Movement on Profit before Taxation*
(Cost)/benefit (1.1) 19 6.1 0.8 (1.7)

Notes
* Before goodwill amortisation and excepticnal items.
** Disposals include discontinued operations and other less significant disposals and closuras.
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Rates against Sterling

2002 2001 2000 1999 1998

Average Exchange Rates for Major Currencies
Us dollar 1.57 1.44 1.51 162 1.66
Euro 1.59 1.61 1.64 1.52 1.49
Japanese yen 187.86 175.50 163.47 183.78 216.14
Number

Average Employment by Geographical Area

Europe 1,909 2,730 2,826 2,854 2,993
North America 2,622 3,608 2,894 2,786 2,748
Asia Pacific, Rest of Americas, Africa 643 1,474 1,230 942 788
5173 7812 6,950 6,582 6,529
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Shareholder Information

Shareholder Analysis
At 12 March 2003, the number of registered shareholders was 8,916 and the number of Ordinary shares in issue was 942.8 million.

Number Percentage of Percentage of
of holdings total shareholders Number of shares share capital
Range of holdings:
1-5000 5,947 66.70 9,640,388 1.02
5,001 -10,000 1,136 12,74 8,634,576 0.92
10,001 - 50,000 1,249 1401 26,755,807 2.84
50,001 - 100,000 177 1.99 13,296,558 1.47
100,001 - 250,000 144 1.62 21,570,853 2.33
250,001 - 500,000 76 0.85 28,211,896 2.99
500,001 — 1,000,000 61 0.68 42,391,243 450
1,000,001 - Highest 126 1.41 791,859,549 83.99
Tatal 8916 100.00 942,760,977 100.00
Held by:
Individuals 6,436 72,18 52,093,053 5.53
Institutions 2,480 27.82 850,667,924 94,47
Total 8916 100.00 942,760,977 100.00

Lloyds TSB Registrars*

Enquiries concerning shareholdings, change of address or other particulars should be directed in the first instance to the Company’s Registrar,
Lloyds TSB Registrars on +44 {0)870 600 3964. They alsc provide a range of on-line shareholder information services at www.shareview.co.uk,
where shareholders can check their holdings and find practical help on transferring shares or updating their details.

Dividend Mandate
Shareholders who wish to have any future dividends paid directly into their nominated bank or building society account and who have not already
done so should request a BACS dividend mandate from Lloyds TS8 Registrars.

Dividend Reinvestment Plan (DRIP)

Spirent operates a DRIP under which shareholders can mandate to invest any future cash dividends in Spirent shares, which are purchased in the market
at competitive dealing rates. Application forms and further information car be obtained from Lloyds TSB Registrars who administer the plan on behalf
of the Company.

Spirent Single Company ISA

Lioyds TSB Registrars (a division of Lloyds TSB Bank ple, which is regulated by the Financial Services Authority) operate a Single Company Individual
Savings Account {ISA) in which Spirent Ordinary shares can be held in a tax efficient manner. Full details and an application form can be obtained
from Lloyds TSB Registrars.

Postal Share Dealing Service - Cazenove & Co. Ltd™
An execution-only service is available for the sale and purchase of the Company's shares by private investors in a simple, cost-effective manner.
Dealing forms may be cbtained from, and enquiries directed to, Cazenove & Co. Ltd.

Share Price Information
The Spirent share price is available via the Company’s website (www.spirent.com) and also in various newspapers published in the UK.
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UK Capital Gains Tax

For the purposes of capital gains tax, the market value of a Spirent plc Ordinary share an 31 March 1982, as adjusted for subsequent capitalisation
issues, was 97.233 pence per share.

American Depositary Receipts (ADRs) — The Bank of New York*

The Company's shares are listed on the New York Stock Exchange (symbal: SPM) in the form of American Depositary Shares {ADS] and these are
evidenced by ADRs, each one of which represents four Ordinary shares. The Bank of New York is the authorised Depositary bank for the Company’s
ADR programme. The Company’s ADS price is quoted daily in the Wall Street Journal and can be obtained from either the Spirent website or via the
New York Stock Exchange website at www.nyse.com.

Spirent Website at www,spirent.com

The Spirent website pravides further information about Spirent and its operating groups and also provides access to annual reports, press releases,
share price information and links to other Spirent operating group websites.

Unsolicited Mail

The Company is obliged by law to make its share register available upon request to the public and to ather organisations, which may use it as a mailing
list, resuiting in shareholders receiving unsclicited mail. Shareholders wishing to limit the receipt of such mail should write to the Mailing Preference
Service, Freepost 22, London W1E 7EZ or call +44 (0)8457 034539 for an application form or visit www.mps-online.org.uk.

ShareGIFT

Shareholders who hold only a small number of shares, where dealing costs make it uneconamical to sell them, may wish to consider donating them
to charity through ShareGIFT, a registered charity administered by The Orr Mackintosh Foundation. The relevant share transfer form can be obtained
from Lloyds TSB Registrars. Further information is available at www.sharegift.org or telephone +44 (0)20 7337 0501,

Annual General Meeting
The Company's Annual General Meeting will be held at 12.00 noon on Tuesday, 20 May 2003 at The Lincotn Centre, 18 Lincoln's inn Fields, Lendon
WC2A 3ED.

Advisers
Auditor
Ernst & Young LLP*

Banker
HSBC Bank plc

Brokers
Cazenove & Co. Ltd*
Schroder Salomon Smith Barney

Financial Adviser
N M Rothschild & Sons Limited

Legal Advisers
Linklaters {UK}
Debevaise & Plimpton (USA)

*contact details appear on page 84
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Financial Calendar

2003
Annual Gereral Meeting 20 May
Announcement of 2003 Interim Results August
Financial Year End 31 December

Contact Details

Head Office and Registered Office
Spirent pic

Spirent House

Crawley Business Quarter
Fleming Way

Crawley

West Sussex RH13 9QL
United Kingdom

Tel; +44 (C}1293 767676
Fax: +44 (0)1293 767677
Email; plc@spirent.com

Spirent plc
Registered in England No: 470893

Auditor

Ernst & Young LLP

Becket House

1 Larbeth Palace Read
London SE1T 7EU

United Kingdom

Tel: +44 {0)20 7951 2000
Website: www.ey.com

Registrar

Lloyds TSB Registrars

The Causeway

Warthing

West Sussex BN99 6DA

United Kingdom

Service Helplines:

Tel: +44 (0)870 600 3964 {Ceneral enquiries)
Fax: +44 (0)870 242 4244 (ISA enquiries)
Website: wwwlloydstsb-registrars.co.uk
Website: www.shareview.co.uk

Share Dealing Facility
Cazenove & Co. Ltd

12 Tokenhouse Yard

London EC2R TAN

United Kingdom

Tel: +44 (0)20 7606 1768
Website: www.cazenove.com

ADR Depositary

The Bank of New York

American Depaositary Receipts
1071 Barclay Street

22 West Floor

New York

NY 10286

UsA

Tel: +1 888 BNY ADRS (269 2377)
Email: shareowner-sves@bankofry.com
Website: www.bankofny.com
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