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DirECcTORS’ REPORT

The directors present their report and the financial statements for the year ended 30 June
2000.

Business Activity

The principal activities of the Group remained the provision of engineering and technological
services to industry, commerce and other agencies. A review of the Group's operations and
future prospects is covered in the Chairman’s Statement and the Chief Executive's Review. A
geographical turnover analysis is given in note 2 to the financial statements.

Dividends

The directors prepose a final dividend of 5.0p per ordinary share, amounting to £2,385,000,
payable on 24 November 2000 to ordinary shareholders on the register on 27 October 2000,
The final dividend proposed will make a total of 7.4p per ordinary share for the year.

Donations

During the year, the Group made denations to charity totalling £13,299. There were no
political donations.

Directors

The directors who served on the Board and on Board Committees during the year were:
*Sir MNoel Davies, BSc, FCGI, Cng, FiMechE

*C W Foreman, CA

*P T Ward

R J Westhead, FCA

A R Goodburn, FCA

J R Needham, CEng, MIMechE

*non-executive

C W Foreman is resigning as a director at the conclusion of the Annual General Meeting on
3 November 2000.

Professor J P Percy, CBE, LLD, CA, who was appointed a non-executive director on 1 July
2000, did not serve on the Board or any Board Committee during the year. He will become
Chairman of the Audit Committee, following the resignation of C W Foreman, and become a

member of both the Remuneration and Nomination Committees.

it

Board Committees
Audit: C W Foreman (Chairman); Sir Neel Davies; P T Ward
Remuneration: Sir Nogl Davies {Chairman); C W Foreman; P T Ward 8 A15 *ARSUBUGx
OMPANIES noygg ggﬂﬂsgs
Nomination: Sir Noel Davies (Chairmany), C W Foreman; P T ward; R J Westhead o
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Non-executive directors

Letters of appointment

Fach ngn-executive director is appointed for a period of two years. The Nomination Committee

recommends o the Board whether cr not & contract should be renewed.

Remuneration Committee

The report of the Remuneration Committee appears separately on pages 27 to 32. At the
forthcoming Annuzl General Meeting, the members will be invited to pass an ordinary
resolution approving the policy set ouf in the report.

Sections 80 and 95 Authority

The directors will seek to renew authorities, under Sections 80 and 95 of the Companies Act
1985 at the Annual General Meeting, resolution 7, empowering them respeciively to aliot
shares and to alict shares for cash otherwise than pro-rata to existing shareholdings, in both
cases subject to specified limits and pericds as stated in the notice.

The authority to allot shares would be in respect of ordinary shares with a nominal value of
£2,949,354 which represents 24.8% of the issued ordinary share capital at the date hereof.

The maximum nominail value which may be aliotted for cash, otherwise than pro-rata to
existing shareholdings, would be £599,507, equivalent to 5 per cent. of the issued ordinary

share capital at the date hereof. The dirgctors have ne present intention to exercise this

authority, but will then have flexibifity for any suitable opportunities for expansion as and when
they arise. No issue will be made which would effectively alter the controf of the Company, or
the nature of its business, without the prior approval of the shareholders in & general
meeting.

Purchase of Own Shares

The existing Articles permit the Company to buy back its own shares with authority from its
members and resolution 13 to this effect will be proposed at the Annual General Meeting. The
directors are seeking to renew such authority to buy back up to 10 per cent of its issued

shares, which they would only do if circumstances arise in which they consider such
purchases to be in the interests of the shareholders generally and eps can be improved
further. Performance targets, based cn eps, attaching to employee incentive schemes will be
adjusied accordingly if the autherity is exercised.

Employee Involvement

It is the Group's policy to involve employees in its progress, development and performance,
Applications for employment by disabled persens are fully considered, bearing in mind the
respective aptitudes and abilities of the applicants concerned. The Group is a committed
equal opportunities employer and has engaged employees with broad backgrounds and skitls.
1t is the policy of the Group that the training, career development and promotion of a
disabied person should, as far as possible, be identical to that of a person who is fortunate
enough nat to suffer from a disability. In the event of members of staff becoming disabled,
every effort is made to ensure that their employment with the Group continues.
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Share Option Schemes

Ricarda currently operates two executive share option schames:

(i) The 1994 Executive Share Option Scheme, which is approved by the Inland Revenue,

(i) The 1995 Executive Share Option Scheme, which is unapproved by the Inland Revenue.
The 1995 Executive Share Option Scheme is designed to be operated using market purchased
shares heid in an Employee Share Ownership Plan (*ESOP™ trust. it is intended by the
directors that it will play an important role in enabiing Ricarde to attract and retain high
quality executives who can only participate in the 1994 Executive Share Opticn Scheme fc a
limited extent because of restricticns imposed by statute,

The number of shares which can be held under the ESOP is limited to 5 per cent. of the
company's issued share capital. The trustee is Mourant & Co Trustees Limited, an
independent professional trustee, The Ricardo £SOP is being financed by a non-recourse loan,
repayahie on demand, of up to £750,600 from Ricardo plc to the trustee. At 30 June 2000,
£511,574 aof this had been loaned, and at that date, the trustee of the Ricardo ESGP held

224,000 ordinary shares of 25p in Ricarde plc with a market value at 30 June 2000 of 470p.
The shares held attract an annual dividend of 0.01p per share.

Sharesave Scheme

Ricardo has been running a savings related share option scheme (“the Oid Scherme") approved
by the Inland Revenue. However, no further options can ba granted under the Old Scheme as it
is now more than 10 years since the scheme was adopted. At the forthcoming Annual General
Meeting, resolution 8, will be proposed to adopt a new savings related share option scheme
{"the Sharesave Scheme"). The adoption of the Sharesave Scheme would enable savings
related share options to continue to be granted to employees in the future. The rules of the
Sharesave Scheme are broadly similar to the rules of the Old Scheme but reflect minor
changes in legislation and market practice. The Sharesave Scheme is designed to provide an
incentive to al! empleyees by providing an opportunity for them to benefit from owning shares
in the Company. Employees who save a fixed amaount each maonth over 3, 5 or 7 years will be

able to purchase shares at a fixed price with their savings.

Further details of the Sharesave Scheme are set cut in Appendix A on pages 57 to 58.

All-Employee Share Ownership Plan {“AESOP")

in addition to the Sharesave Scheme, Ricardo is considering the introduction of an AESOR,
subject to members' approval, resolution 9, at the forthcoming Annual General Meeting. The
AESOP would provide an opportunity for all employees to continue to link share rewards {o
performance and to align their interests with those of cur other sharehclders. The Company
may adopt an AESOP to give added flexibility to the Company in making share awards to
employees in the future.

The rmew pian, which wili be called the Ricardo ple All.Employee Share Ownership Pian, can be
sourced using either new or existing shares, but in so far as they are sourced using new
shares it incorporates the dilution limits which currentty apply to the Company’s existing
schemes.

Further details of the Ric_ardo plc All-Employee Share Ownership Plan are set out in
Appendix B on pages 59 to 61.
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Long Term lncentive Plan {*LTIP")

The details of the LTIP scheme are dealt with in the Remuneration Committee Report on
pages 28 to 29.

Substantial Shareholders

The Company is informed that, at 4 September 2000, the following are holders of more than
3 per cent. of the Company's issued ordinary share capital:

o, of issued

ordinary share number of
Beneficial capital shares
Standard Life Group 5.60 2,686,132
Equitable Life Assurance Society 3.81 1,825,000
Hon-Beneficial
Hermes Pension Management 5.17 2,481,424
Prudential pic 4.49 2,153,037
Schroder Investment Management Limited 4.39 2,104,200
AXA Sun Life 4.26 2,043,114
Royal and Sur Alliance 3.63 1,740,212
Foreign and Coloniat Management Ltd 3.53 1,694,575
Scottish Widows investment Partnership Lid _ 3.45 1,656,300
Meorley Fund Management 3.35 1,606,000
Barclays Global Investor Limited 3.31 1,587,265

The repayment of the 10% Cumulative Second Preference Shares (the “Second Preference
Shares”)

As special business at this year's Annual General Meeting, Resolution 14 is being proposed for
the purpose of cancelling and repaying the Second Preferance Shares. Such repayment will
simplify the capital structure of the Company and save on the administrative expanses of
maintaining the Second Preference Shares.

The pronosed cancellation and repayment of the Second Preference Shares, which is a
reduction of capital, requires the passing of the resolution, referred to above, as a special
resolution and the passing, at a separate meeting convened for the purpose, of an
extraordinary resolution of the holders of the ordinary shares of the Company.

The separate approvat of the ordinary sharehciders at a separate ¢lass meeting, notice of
which is set out on page 64, is required as the payment of the premium of 80p, referred to
below, to the holders of the Second Preference Shares involves a variation of the rights
attaching toc the ordinary shares.

The holders of not less than 75 per cent. of the Second Preference Shares, as required by the
articles of association of the Company, have already given their written consent to the
cancellation and repayment. If the requisite resolutions are duly passed, the Company will
apply to the High Court for confirmation of such reduction of capital. if the Court confirms the
reduction of capital, a copy of the Order of the Court will be filed with the Registrar of
Companies for registration. On registration of the Order the reduction will become effective, the
Second Preference Shares will be canceiled and the holders of the Second Preference Shares
will receive £1.80 in cash per share, which represents the amount paid up on each share and a
premium of 80p together with an amount equal to the fixed cumulative prefarential dividend
accrued thereon down tothe date of repayment, The cost to the Company of the payment of
the premium will be £32,000.
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The Company proposes to repay the Second Preference Shares out of the distributable profits
of the Company and wiil offer tc the Court an appropriate undertaking for the protection of
its creditors. It is hoped that the cancellation and repayment will take effect before the end of
November 2000.

On the effective date for the reduction of capital and the cancellation of the Second
Preference Shares, the existing share certificates in respect of the Second Preference Shares
will cease to be of any value,

The rights attaching to the Second Preference Shares, inciuding their rights on a return of
capital, are contained in Article 3 of the Articies of Association of the Company.

The directors consider that the Company wil! have sufficient working capita! following the

repayment to cover current and future capital expenditure and working capital requirements.

Resotution 15 will deal with the adoption of new Articles of Association of the Company which
will refiect the fact that the Company will no longer have, as part of its authorised or paid up
share capital, any preference shares. The approval of the crdinary shareholders is again
required at the separate class meeting as a result of the deletion of references o the

preference shares in the variatien of rights clause.

Copies of the Articles of Association showing the proposed amendments are available for
inspaction at the offices of the Cornpany's solicitors, Clifford Chance Limited Liability
Partnership, at 200 Aldersgate Street, London EC1A 4JJ and at the registered office during
normal business hours on weekdays (Saturdays and public holidays excepted) up to the end of
the Annual General Meeting and will also be available at the place of the Annual General

Meeting from 15 minutes prior to the meeting untii the end of the meeting.

Directors’ fees

The armount of directors’ fees payable to the directors for their services as directors under
article 85 of the Arficles of Association is determined by the Board but may not exceed, in
aggregate, £150,000 per annum or such larger amount as the Company may by ordinary
resclution decide. Your Board considers that the opportunity should be taken to increase the
limit to £250,000 per annum in aggregate, a level which, under normal circumstances, will
give sufficient flexibility for some time to come. The increased limit wilt not mean that the
controls and safeguards in place for assessing the level of directors’ fees will be

compromised.

A% the fortheoming Annual General Meeting, resolution 10 will be proposed to effect the
increased limit as outlined above and the new Articles of Association to be adopted pursuant
to resolution 15 will amend article 85 accordingly.

Environment

The Group has a policy of continuing environmental improvement and is committed to the
achievement of certification by Lloyds Register to 1SO 14001 for all its operations. Both RCE
and MTC have achieved this and it is foreseen that RTA, Rinc., GmbH and the facility at
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Prague will achieve this within twelve months. Additicnally, all the UK subsidiaries and Rinc.
have achieved certification to 150 3001, certification of GmbH and the Prague facility will
follow shortly.

Ricardo continually seeks to reduce the environmental impact of its operations; a good
example of this is the engine anechoic test cells at RCE where 2 water recirculating plant has
just been commissicned. This plant provides 80 per cent. reduction in water consumpticn for
these particular test cells and repeats a similar improvement initiative made two years ago on
the mainstream engine cells.

The main thrust of Ricardc’s activities relates to improving the exhaust emissions
performance of engines. Ricardo is actively undertaking development work leading to both
gasoline and diesel engines achieving EURG IV requirements before 2005 in Europe and ULEV
{Ultra Low Emissions Vehicle) 2 reguirements before 2004 in USA. ULEY 2 will be followed by
SULEV (Super Ultra Low Emissions Vehiclg). In paralial with this are activities leading to
reduced CO, emissions. Our research activities include the development ot a highly efficient
small diesel engine which is expected to achieve exhaust emissions that are half the EURO IV
requirements and which may well satisfy EURO V requirements. Other research activities

include work on particulate filters, after treatment modelling, combustion research and fuel
cell modelling.

Ricardo is well aware of the European End of Life Vehicle Directive and works closely with its
clients to ensure compliance with these requirements,

Economic and menetary union
Ricardo companies transact business in sterling, euros, dollars and other currencies and will
continue {o do s0 as appropriate. Accounting costs incurred to date since the infroduction of

the euro have been negligibie and future costs are not expected to be significant.

Auditors

The directors propose that PricewaterhouseCoopers be re-appointed as auditors of the
Company, and a resclution to that effect will be proposed at the Annual General Meeting.

Supplier payment policy and practice

The Group does not operate a standard code in respect of payments to suppliers. The
operating companies are respansible for agreeing with suppliers the terms of payment at the
start of business, ensuring that suppliers are aware of the terms of payment and to make

payments in accordance with their contractual and other legal obligations.

The ratio, expressed in days, between the amount invoiced to the Comgany by its suppliers
during the year to 30 June 2000 and the amount owed to its trade creditors at 30 June 2000,
was 33.2 days.

By order of the Board

M Wightman

Secretary
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The Group's compliance with the Combined Code is described in the Corporate Governance
Statement on page 33. The applicaticn of the principles with regard to directors’

remuneration, set out in Section 1 of the Combined Code, is outlined in this report.

Remuneration Committee
The three non-executive members of the Board comprise the Remuneration Committee, which

met six times during the year. The Commitiee is made up of Sir Noel Davies (Chairman),
C.W. Foreman and PT. Ward.

Apart from their letters of appointmert with the Company (details of which are given on page
22 of the Directors’ Repoert) and shareheldings in the Company (details of which are given
below), the non-executive directors have no personai financial interest in the Company, no
notential conflict of interest arising from cross-directorships and na day-to-day invelverment in

the running of the business of the Company.

Remuneration Policy

The Committee’s overall poticy for the Group is to ensure that pay levels are commensurate
with levels of responsibility and performance achieved, in relation to similar jobs in
competitor companies. The policy provides for incentives to motivate people to remain with
the Company, to increase their capabilities and raspensibilities and to achieve higher

standards of performance. The Committee has always borne in mind the need to attract and

retain the highest calibre of executive. Independent advice is sought in determining the
remuneration policy,

Executive Directors

Service agreements

{a) Mr Westhead was employed during the year on a two.year rolling contract, under &

contract dated 9 April 1998. The contract is (subject to specific reasons for termination}

for an indefinite period, subject to a normal retirement age of 62 years, but is

terminabie by the Company giving Mr. Westihead two years' notica or by Mr. Westhead
giving to the Company not less than one year's notice.

The Remuneration Committee is fully satisfied that it is in the interests of the Campany
and necessary for the contract with Mr. Westhead to be for a period longer than one year

although this does not comply with the provisions of the Combined Code.
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(o) Mr. Goodburn was employed during the year on a one-year rolling contract, under a
contract dated 7 Gctober 1998, The contract is (subject to specific reasons for
termination) for an indefinite peried, subject to a normal retirement age of 62 years, but
is terminable by the Company giving Mr. Goodburn at least one year’s notice or by

Mr. Goodburn giving 10 the Company not less than six months’ notice,

(¢) Mr. Needham was employed during the year on a one-year rolling contract, under a
contract dated 26 August 1999. The contract is (subject to specific reasons for
termination) for an indefinite period, subject to 2 normal retirement age of 62 years, but
is terminable by the Company giving Mr. Neegham at teast one year's notice or by Mr.

Needham giving to the Company not less than six months' notice,

LTIp

The Remuneration Committee has responsibility for the operation of the plan which aims to
focus the efforts of senior executives on the long term performance of the Group in a way
which aligns with shareholder interests. Ouring the year it recommended to the trustee to start
a fourth plan cycle under the plan which invelved the allocation ¢t 273,598 ordinary shares in
the Company to 145 employees ranging frem executive directors to managers, the allocation
being based on percentage of salary ranging from twenty five to ten depending on senicrity. It
also recommended the distribution of 298,961 ordinary shares to participants in the plan
cycle which expired on 30 June 1999 and the distribution to participants in the plan cycles
shown below, whose employment terminated under circumstances which made them eligible to
receive an allocation of shares under the terms of the plan. In April 2000, on the

recormmendation of the Remuneration Committee, the trustee subscribed for 441,248 ordinary

shares at a subscription price of 142.4p per share.
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At the end of the year there are three plans in progress:

1 July 1999 - 30 June 2002 1 July 1998 - 30 June 2001 1 July 1997 - 3Q June 2000
number of number of number of aumper of number af aumber of
ordinary shares participants ordinary shares participants ordinary shares  participants

original aligication 273,598 145 331,642 118 596,484 39
allocations lapsed . (17,033) (8 {30,264) {11 (145,888) (11)
distriputions made (3,689} {5 (8.544) 4) (33,240) (1)
aliocations outstanding 252,876 132 292,834 103 413,356 27

Details of the conditional number of shares allocated and shares awarded under the LTIP

which crystailised on 30 June 1993, to directors holding office at 30 June 2000 are as follow:

Allocated during the year to
30 June 30 June 30 June Total Shares
2000 1899 1998 shares awarded
crystallising  crystallising crystallising  allocated a5 in the year
on 30 June on 30 June on 30 June  at 30 June  to 30 Junme

2002 2001 2000 2000 2000
R.J. Westhead 15,041 11,384 63,904 90,329 69,391
A.R. Goedburn 9,018 6,888 38,652 54,558 18,154
J.R. Needhamn 9,018 5,434 18,329 32,781 18,638

The eventual number of shares which participants may be awarded, if any, is dependeant on
the achievement of the performance cenditions of the schame at the end of the threé year
cycle of each pian. The principal condition is in relation to the Group's earnings per share
parformance compared with that of a comparator group comprising companias within the
FTSE 250 group. Broadly, if the growth in the basic earnings per share ("beps") on a
curnulative basis, falls in the range 0% to 499 of the beps of the comparator group, no
shares are awarded. However if the beps fails within the range 50% to 89%, shares are
awarded ranging from 20% 1o 98% of the allocation. It is only when the beps falls within the
top 10% that an award of 100% of the allocation is made.

As the beps performance is likely to fafl within the top 10% of the cemparator group,
participants in the second plan cycle maturing on 30 June 2000 will probably receive an

award of 1009% of the ordirary shares allocated to them.
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Directors

Share Options

The Register of Directors’ interests contains the foilowing details of directors’ options to

subscribe:
Options
Cutstanding
Diregtor and at
name of scheme 1 July 1899
R.J. Westhead
Executive Share
Option Scheme 70,000
70,000
144,000
Sharesave Scheme 5,637
9,015
A.R. Geodburn
Executive Share
Qption Scheme 30,000
10,000
160,000
Sharesave Scheme 8,493
J.R. Needham
Executive Share
Option Scheme 6,000
10,000
124,000
Sharesave Scheme 6,912

Shareholdings

Cptions
Exercised
during
year

5,637

30,000

6,000
10,000

Options Cpticns
Granted Qutstanding
during at

year 30 June 2000

70,000

70,000

144,000

9,015

1,376 1,376

12,000
100,000
8.493

Date of

grant

Oct 1994
Mar 1995
Mar 1996

Oct 1997
Oct 1999

hMar 19%6
Dec 1987
Gy 1997

124,000 June 1999

6912
1,857 1,857

Oct 1997
Oct 1999

Exercisable

until

Oct 2004
Mar 2005
Mar 2006

July 2003
May 2003

Mar 2006
Dac 2004
July 2001

June 2006
July 2003
May 2003

Option
price

13800
140.0p
114.0p
122.4p
114.8p
281.6p

138.0p
114.0p
148.0p
114.8p

138.0p
114.0p
286.Gp
114.8p
281.6p

According to the register maintained by the Company for that purpose, the directors’
beneficial interesis in the ordinary shares of the Company were as follow:

Sir Noel Davies
C.W. Foreman
R.J. Westhead
A.R. Goodburn
PT. Ward

J.R. Needhamn

2000

30 June
6,000
6,626

41,163

35,892

10,500
5,000

Market
value
at date of

exercise

532.5p

531.5p

531.5p
531.5p

1999
30 June

6,000
6,626
23,892
5,000
10,500

At 18 September 2000 the respective holdings of the directors had not changed from those at

30 June 2000,

At 30 June 2000 224,000 crdinary shares in the Company were held in the ESOP trust and
each of the executive directors of the Company, by virtue of being, together with the other
employees of the Company, a potential beneficiary under that trust, is taken to be interested
in those shares. In addition 7,125 ordinary shares in the Company were held in the Qualifying
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Employee Share Ownership Trust ("QUEST") and each of the executive directors of the
Company, by virtue of being, together with other employees of the Company a potential
beneficiary under the QUEST, is taken to be interested in those shares as well.

The middle market price of the Company’s ordinary shares on 30 June 2000 was 470p and
the range in the year was 311p to 536p with an average price for the year of 427.5p.

Salaries and benefits

Salary Gain on
or fees Performance  exercise of LT1P 2000
and benelits related bonus share options shares Total
£'000 £'000 £'C00 £'000 £000
2000
Executive
R.J. Westhead 258 106 23 264 651
A.R. Goodburn 129 63 118 69 389
J.R. Needham 141 63 65 71 340
Non-Executive
Sir Noel Davies 63 - - - 63
C.W, Foreman 28 - - - 28
PT. Ward 25 - - - 25
684 232 206 404 1,496
Salary Gain on
or fees  Performance exercise of LTIP 1899
and benetits related bonus share options shares Tota!
£'000 £'000 £'000 £'000 £'000
1999
Executive
R.J. Westhead 224 93 - - 322
** ).B. Baker 171 106 214 - 491
A.R. Goedburn 126 59 - - 185
*J.R. Needham 687 30 - - g7
Non-Executive
Sir Noel Davies 60 - - - 60
** Sir Philip Foreman 2 - - - p)
C.W, Foreman 28 - - - 28
PT. Ward 25 - - - 25
703 293 214 - 1,210
* From date of appeointment
** To date of retirement

Executive directors’ salaries are subject to review on 1 July in each year. When deciding on
salary leveis the Committee takes into account any independent acdvice it has received and
other relevant factors. Executive directors are provided with cars, together with medical and
life assurance cover.
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For the year ended 30 June 2000, the Group operaied a performance related incentive bonus
scheme which is geared to growth year upon year in the Company’s basic earnings per share of
the Company’s ordinary shares. Each of the executive directors participated in the schame.

The value of LTIP shares is based on their market value at the date the shares were awarded.

Pensions

Each executive director is a member of the Ricardo Group Pension Fund and details of the
accrued pension at 30 June 2000 for each director is show beiow. Each executive director (with
the exception of Mr Needham who is not subject te the earnings cap) is also a member of a
Funded Unapproved Retirement Benefit Scheme (“FURBS"). Pension contributions include
contributions to the FURBS. The amount of the taxation elernent relating to such FURBS as

were in existence during the year is also shown below.

Transfer
values of

Increase the increases
Total accrued in accrued in accrued
pension at pension during pension during
30 June 2000 the year the year
£000 £'000 £'000
R.J. Westhead 23 3 42
A.R. Goodburn 20 3 39
J.R. Neacdham 56 5] 60
FURBS FURBS 2000 FURBS FURBS 1999
contribution taxation £000  contribution taxation £'000
£'000 £'000 Total £'000¢ £'000 Total
R.J. Westhead 56 37 93 52 34 86
A.R. Goodburn 30 20 50 27 18 45
J.B. Baker - - - 12 8 20

The total accrued pension shown is the amount that would be paid each year on retirement
based on service to the end of the current year. The increase in the additional pension earned

during the year excludes any increase for inflation

The transfer value has been calculated on the basis ot actuarial advice in accordance with
Actuarial Guidance Notice GN11, less directors' contributions. it does net represent a sum

payabte to directors and it, therefore, cannot be added rmeaningfully to annual remuneration,
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The Combined Code on Corporate Gavernance prepared by the Hampe! Committee was
appended o the listing rules of the London Stock Exchange in June 1298, It embraced both
the Cadbury and Greenbury codes and the Committes's own work,

Application and compliance with the Combined Code

The Company has complied throughout the year with the Code by appiying the Principles of
Good Governance as set out in Section 1 of the Code except that as regards Provision B1.7
{Directors’ service contracts) the service contract of the Chief Executive provides for a notice
period by the Company in excess of one year as recommended by the Code. There is no plan

to reduce this period for the reasons set out in the Remuneration Committee Report.

As regards internal control (Provision D2.1), the Company has adopted the transitional
approach set out in the letter from the London Stock Exchange dated 27 Septernber 1999,

50 comments by the directors have been restricted to internal financial controls cnly.

The Board of Directors and its Committees

The Board meets at least twelve times a year and consists of three executive and three non.

executive members. From 1 July 2000 there will be four non-executive members,

C.W. Foreman is Chairman of the Audit Committee which also has Sir Noel Davies and
PT. Ward as members. All are non-executive directors. The Audit Committee, which has written

terms of reference, meets at least twice a year with the external auditors in attendance. The

executive directors attend as appropriate.

The Remuneration Committee, which is chaired by Sir Noel Davies, also comprises the non-
executive directors and meets at least once a year. The Chief Executive attends when
appropriate.

Recommendations of executive and non-executive appointments to the Board are made by the
Nomination Committee which meetis as the need arises. The Committee comprises Sir Noel

Davies as Chairman, C.W. Foreman, PT. Ward and R.J. Westhead as an executive member.

The non-executive directors are considered by the Board of Directors to be totally independent
of management and are free to exercise independence of judgement. The non-executive
Deputy Chairman, C.W. Foreman, has been recognised as being the senior independent
director.

Re-election

Directors are subject to election at the Annual General Meeting following their appointment

and are subject to re-election at |least every three years.

Relations with shareholders

The directors meet regularly with and present to institutional shareholders to foster a mutual
understanding of objectives.
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The directors encourage the participation of private shareholders at the Annual General

Meeting and as a matter of policy the level of proxy votes lodged on each resolution is
declarad.

Going concern
After making enguiries, the directors have confidence that the Company and the Group have
adequate resources to continue in operational existence for the foreseeable future. For this

reason they continue to adopt the going concern basis in preparing the accounts.

Risk Management and internal controis

In Novernber 1999, the directors commissioned an independent professional review of the
management of risk throughout the Group. This review has facilitated the necessary
procedures to comply with the guidance internal Control: Guidance for Directars on the

Combined Code by 30 June 2000 in time for publication in the next annual report.

The directors are responsible for ensuring that the Group maintains a system of internal
financial controls, including suitable monitoring procedures. The systern is designed to ensure
the maintenance of preper accounting records and the reliability of the financial information
used within the business or for publication, but any such system can only provide reasonabls,

and not absoluie, assurance against misstatement or loss.
The Group's internal financiat control and monitoring procedures include:

{a) clear responsibility on the part of line and financial management for the maintenance of

gobd financial controls and the production of accurate and timely financial management
information;

(B) the controi of key financial risks through clearly laid down authorisation levels and

appropriate segregation of accounting duties;

(c ) detailed monthly budgeting and reporting of trading resuits, balance sheets and cash

flows, with regular review byy management of variances from budget;

(d) reporting on compliance with internal financial controls and procedures by Group

internal audit. These reports are reviewed by the Audit Committee prior to the issue of

the annual accounts.
(&) review of reports issued by the external auditors,

The Audit Committee on behalf of the Board has reviewed the effectiveness of the system of

internal financial contro!s' for the period covered by the accounts.
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STATEMENT OF DIRECTORS RESPONSIBILITIES

The foliowing statement, which shouid be read in conjunction with the Auditors’ Report set out
on page 56, is made with a view to distinguishing for shareholders the respective

responsibilities of the directors and of the auditors in relation to the financial statements.

The directors are required by the Companies Act 1985 to prepare financial statements for
each financial year which give a true and fair view of the state of affairs of the Company and
the Group as at the end of the financial year and of the profit and loss of the Group for the

financial year.

The directors consider that, in preparing the financial staternents on pages 36 to 55, the
Group has used appropriate accounting policies, consistently applied ancd supported by
reasonable and prudent judgements and estimates, and that all appiicable accounting
standards have been followed. The financial statements have been prepared on a going
concern basis as the direciors have confidence that the Company and the Group have

adequate resources to continue in operational existence for the foreseeable future.

The directors have responsibility for ensuring that the Group keeps accounting records which
disciose with reasonable accuracy the financial position of the Company and the Group and
which enatle them to ensure that the financia! statements comply with the Companies Act
1985.

The directors have general responsibility for taking such steps as are reasonably open to them

to safeguard the assets of the Group and to prevent and detect fraud and other irreguiarities.
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AUDITORS REPORT TO THE MEMBERS OF
Ricarpo rLC

We have audited the financial statements on pages 36 to 55 (ncluding the additional disclosures on
pages 27 to 32 relating to directors remuneration specified for cur raview by the Financial Services
Authority).

Respective responsibilities of directors and auditors

The directors are responsible for preparing the Annual Report. As described on page 35, this
inciudes responsibility for preparing the financial statements, in accordance with applicable United
Kingdom accounting standards. Our responsibilities, as independent auditors, are established in
the United Kingdom by statute, the Auditing Practices Board, the Listing Rules of the Financial
Services Authority and our profession's ethical guidance,

We report to you our opinion as fo whether the financial statements give a true and fair view and
are properly prepared in accordance with the United Kingdom Companies Act. We also report to
you if, in our opinion, the directors' report is not consistent with the financial statements, if the
Company has not kept proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law or the Listing Rules
regarding directors’ remuneration and {ransactions is not disclosed,

We read the other information contained in the Annual Report and consider the implications for our

report if we become aware of any apparent misstatements or maternal inconsistencies with the
financial statements.

We review whether the statement on page 33 reflects the Company’s compliance with the seven
provisions of the Combined Code specified for our review by the Financial Services Authority, 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 to form an opinion on the effectiveness of the Company’s or
Group’s corporate governance procedures or its risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounis and
disciosures in the financial statements. It also includes an assessment of the significant estimates
and judgements made by the directors in the preparation of the financial statements, and of

whether the accounting policies are appropriate to the Company’s circumstances, consistently
applied and adequately disclosed.

We planned and performed our audit s6 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 financial statements are free from material misstatement, whether caused by fraud or

other irregularity or error. In forming cur opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements.

Opinion

In our apinion the financial statements give a true and fair view of the state of affairs of the

C ny and the Group at 30 June 2000 and the profit and cash flows of the Group for the year
thgn efided and have been propgerly grepared in accordance with the Companies Act 1985.

= L\}M
L
PricewaterhouseCoopers

Chartered Accountants
and Registered Auditors

Southampton . _ 18 September 2000
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CONSOLIDATED ProrFIT AND L0SS ACCOUNT
for the year ended 30 June 2000

. 2000 1959
Notes £000 £'000
Turnover 2 121,107 95,489
Operating profit 3 13,141 10,882
Net interest 4 {341) {457}
Profit on ordinary activities before taxation 5 12,800 10,425
Taxation on profit on ordinary activities 7 {3,860} {3,206)
Profit on ordinary activities after taxation 8,940 7,219
Equity minority interest {17) -
Profit for the financial year 8,823 7,219
Non-equity preference dividends 8 {4} 3
Profit attributable to ordinary shareholders 8,919 7,216
Equity ordinary dividends 8 3,534} (3,261}
Amount transferred to reserves 21 5,385 3,855
Basic earnings per ordinary share 9 18.9p 15.5p
Diluted earnings per ordinary share 9 18.4p 14.9p

All results reiate to continuing activities.

There is no difference between the profit on ordinary activites before taxation and the profit for
the financial year, stated above, and their historical cost equivalents.

The notes on pages 40 to 55 part of these financial statements.
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CONSOLIDATED AND COMPANY BALANCE SHEETS
as at 30 June 2000

Group : Company

- 2000 1999 2000 1999
Notes £000 £'000 £000 £'000

Fixed assets

Intangible assets 10 59 — —_— —

Tangible assets 11 44,219 35,198 565 637

Investment properties 12 490 880G — —_—

investments 13 491 493 32,281 26,583

45,259 36,671 32,846 27,230

Current assets

Stocks 12 2,397 2,789 - —
Debtors 15 37,127 31,981 26,892 31,480
Cash deposit 18 340 340 - —
Cash at bank and in hand 10,147 5,651 6,097 3,025

50,011 40,761 32,989 34,505
Creditors ~ amounts faliing due within

ohe year 17 (43,610} (39,649 (22,586) (27.847)
Net current assets 6,401 1,112 10,403 6,658
Total assets less current fiabilities 51,660 37,783 43,249 33,888
Creditors — amounts falling due after more

than one year 18 {8,678) {1,826) (4,714) (1,775)
Pravisions for liabilities and charges 19 (4,809} (4,579) {603} (735}
Net assets 38,173 31,378 37,932 31,378

Capital and reserves

Called up share capital 20 12,029 11,831 12,029 11,831
Share premium account 21 6,309 4,564 6,309 4,564
Merger reserve 21 867 967 — —
Revaluation reserve 21 — — 16,408 10,541
Long term incentive plan reserve 21 467 635 487 6835
Profit and loss account 21 18,160 13,381 2,719 3,807

Ricardo shareholders’ funds

(inciuding non-equity interests) 37,932 31,378 37,932 31,378
Equity minority interest 241 — —_ —
' Total shareholders’ funds 38,173 31,378 37,932 31,378

The notes on pages 40 to 55 form part of these accounts.

These accounts were approved by the Board of Directors on 18 September 2000.

Sir Noel Davies - Chairman

Rodney Westhead - Chief Executive ﬂ J N
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STATEMENT OFf TOTAaL RECOGNISED GAINS AND LOSSES
for the year ended 30 June 2000

Group : Company
2000 1999 2000 1959
Notes £000 £'000 £000 £000
Profit for the financial year 8,923 7,219 2,450 2,255
Movement in investment in subsidiaries ‘
to underlying net asset value — — 5,867 4 b46
Currency translation differences on foreign
currency net investments 21 264 (318) — —
Total recognised gains and losses relating
to the year | 9,187 6,901 8,317 6,901

RECONCILIATION OF MOVEMENTS IN RICARDO
SHAREHOLDERS FUNDS
for the year ended 30 June 2000

Profit for the financial year
Dividends

2000 1999
£'000 £'000
8,923 7,219

{3,538) (3,264)

5,385 3,855
Other recognised gains/llosses) 264 (318)
Issue of ordinary shares to the trustees of the LTIP 628 —
Proceeds on issue of new shares under empioyee share schemes 1,315 311
Long term incentive plan yeserve {168} 623
Quest contributions (870) —
Addition to Ricardo shareholders' funds 6,554 4,571

Opening Ricardo shareholders' funds

31,378 26,807

Closing Ricarde sharehoiders' funds

37,932 31,378

The notes on pages 40 to 55 form part of these financial statements.
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CONSOLIDATED CASH FLOW STATEMENT
far the year ended 30 lune 2000Q

Notes

Met cash inflow from operating

activities 22
Returns on investments and

servicing of finance
Interest received
Interest paid
Interest element of finance lease rental

payments
Dividends paid on nen-equity shares

2000
£000 £'000

17,668
379
(883)

(10)
(4}

1
£'000

204
(549)

(21)
(3)

£000

18,218

Net cash outflow from returns on
investment and servicing of
finance

Taxation

Capital expenditure and financial
investment

Purchase of tangible and intangible fixed assets

Sale of tangibie fixed assets

(518)

(1,460}

(14,952}
493

(13,279)
178

(369)

(1,700}

Net cash outflow for capital expenditure
ang financial investment

Equity dividends paid

[14,459)
(3,340)

(13,101)
(3,114)

Net cash outflow before use of financing

Financing

Issue of ordinary share capital

Proceeds from ESCP share options

Purchase of own shares

Capital elements of finance lease
rental payments

Loans taken out

Loans repaid

Issue of shares to minority shareholder

{2,109)

1,315

(119)
3,766
(2,008}

212

311
127
(328)
(102)

(192)

(66)

3,166

(184)

Increase/[decrease) in cash 23

1,057

(2503

The notes on pages 40 to 55 form part of these financial statements.
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NOTES TO THLE FINANCIAL STATEMENTS

Accounting policies

The financial statements have heen prepared in accordance with applicable accounting
standards. The particular accounting policies are described below.

(a) Accounting convention

The Company's investments in subsidiary companies are revalued to the amount of the net
assets of the companies concerned. All other items are stated in the accounts under the
historical cost accounting convention.

(b) Basis of consolidation

The financial statements incorporate the results of all subsidiaries from the date of
acquisition or to the date ot disposal.

{c) Goodwill

Goodwill arising on consolidation represents the excess of the fair value of the consideration
given over the fair value of the identifiable net assets acquired. From 1 July 1998 goodwill
arising on the agguisition of subsidiaries, associates and joint venturas is capitalised and
amortised as appropriate. Goodwill arising on acquisitions prigr to 1 July 1998 was written off
imrnediately against reserves. This goodwill had been eliminated in line with the accounting
peolicy in place at the time and will be charged or credited in the profit and loss account on
the subsequent disposal of the business to which it related.

{d) Turnover

Turnover comprises sales to external customers excluding VAT,

On contracts, the Group records transactions as sales on the basis of vajue of work done with
the corresponding amount being included in trade debtors as amounts recoverablie on

contracts. Advance payments received from customers are included in creditors and amounis
are set off against the value of work undertaken as the contracts progress.

(e} Tangible fixed assets

Depreciation is provided to write off the value (being cost less estimated residual value) of
long teasehold property and freehold buildings, and the cost of other tangible fixed assets over
their estimated usetul lives as foliows:

Freehold buildings —Between 25 and 50 years
i Long and short leaseghold property —Qver the term of the lease
Plant and machinery —Between 5 and 10 years
Fixtures, fittings and equipment including computer
aided design equipment —Between 3 and 10 years
Motor vehicles —Between 4 and 5 years

(f) Investment properties

Investment properties are stated at directors’ valuation. In accordance with the Statement of
Standard Accounting Practice no. 19, the properties are not depreciated, contrary to the
Companies Act 1985, in order to show a true and fair view.

(g) Stocks and work in progress

Stocks are stated at the iower of cost, including attributable overheads, and net realisable
value. Work in progress is stated at cost, including attributable overheads, less any
foreseeable losses and progress payments receivable.

Pre production and development costs relating to specific contracts are included in work in
progress to the extent to which they are recoverable.

(h) Research and development
Expenditure on research and development is written off in the year in which it is incurred.

(i} Foreign exchange

Assets and liabilities denominated in foreign currencies are translated into sterling at the rate
of exchange ruling at the balance sheet date. Transactions in foreign currencies are translatec
into sterling at the rate of exchange ruling at the date o! the transaction. Exchange gains and
losses arising in the normal course of trading are dealt with in the prefit and loss account,
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NOTES TO THE FINANCIAL STATEMENTS

Accounting policies
(i} Foreign exchange
Trading results of overseas subsidiaries are translated into sterling at average rates and the
assets and liabilities of the subsidiaries are translated at the rate of exchange ruling at the
balance sheet date. Unrealised exchange gains and losses arising from the retranslation of

equity investrents in overseas subsidiaries, and the retated foreign currency borrowings used
to finance those investments, are deait with through reserves.

(f) Deferred taxation

Deferred taxation is provided using the liability method in respect of the taxation effect of all
timing differences to the extent that it is probable that liabilities will erystallise in the
foreseeable future.

(k) Leases

The costs of operating leases are dealt with by way of a charge to the profit and loss account
as incurred.

Assets held under finance leases and hire purchase agreements are included as tangible fixed
assets at purchase price and depreciated over their estimated lives. The obligaticns (net of
finance charges) are included, as appropriate, under crediors, due within or after one year.

(I} Pension costs

The expected cost of pensions in respect of the Group's main defined benefit pension scheme

is charged io the profit and {oss account se as to spread the cost of pensions over the service
lives of employezes in the scheme.

The pension cost is assessed in accordance with the advice of qualified actuaries, Variations

from the regular cost are spread over the expected remaining service lives of current
employees in the schemes,

The pension cost for the Group’s defined contribution scheme is charged against profits in the
year in which it is incurred.

(m) Share schemes

The Group’s Employee Share Ownership Plan (‘ESOP") and Qualifying Employee Share
Ownership Trust ("QUEST’) are separately administered trusts which are funded by loans (the
ESOP) and gifts (the QUEST) from the Company, and the assets of which, mainly comprise
shares in the Company. Shares in the Company held by the ESOP are shown at the lower of
cost and market value. Shares in the QUEST are shown at their estimated recoverable amount
being the option price of the shares payable by employees. The amounts contributed to the
QUEST in excess of the option price are charged against reserves.

(n) Derivative financial instruments

Tne Group uses derivative financial instruments to reduce exposure to foreign exchange risk

and interest movements. The Group does not hold or issue derivative financia! instruments for
speculative purposes.

For a forward foreign exchange contract to be treated as a hedge, the instrument must be
related to actual foreign currency assets or liabifities or to a probable commitment. It must
involve the same currency or similar currencies as the hedged items and must aiso reduce the
risk of foreign exchange currency movements on the Group's operations. Gains and losses on

these contracts are recognised in the profit and loss account when the hedged transaction is
recognised.

Turnover by destination

2000 1999

£000 £:000

Europe 75,032 69,456
North America 40,167 19,294
Pacific Basin 4,557 3,806
Rest of the World 1,351 2,930

121,107 95,489
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NOTES TO THE FINANCIAL STATEMENTS

B& Turnover by destination
The directors consider that the Group operates in one business segment, serving the global
automaotive market. The United Kingdom is the principal location for operating profits and the
net assets of the Group. The only significant overseas operation is in the USA, which is an
integral part of the UK operation. As a consequence, it is not meaningful to show its furnover,

operating resuits or net assets separately.

Operating profit

2000 1599
£000 £000
Turncver 121,107 95,489
Cost of sales {83,706} (64,213
Gross profit 37,401 31,276
Administrative expenses (24,260)  (20,394)
Operating profit 13,141 10,882
Net interest
2000 1999
£000 £000
Interest receivable 379 204
Interest payable on bank loans and overdrafts {710) (640)
Interest payable on finance leases {10} {(21)
(341) (457)
Profit on ordinary activities before taxation
2000 1929
£000 £000
Profit on ordinary activities before taxation is stated after chargingAcrediting):
Research and development 5,158 4710
Operating leases: hire of plant and machinery 93 62
other 2,387 1,364
Depreciation: own assets 6,241 4,850
assets held under finance leases 191 197
{Gain}loss on sale of tangible fixed assets and investment properties (23) 2
Pravision for diminution in value of investment properties 200 235
Exchange gains {161) (147}
Total auditors' remuneration was as follows:
Audit fees relating to the Group 152 1490
Audit fees relating to the Company 49 AR
Employees
2000 1989
£000 £000
Staff costs:
Wages and salaries 42,789 35,355
Social security costs 4 856 3,800
Other pension costs (note 27} 1,616 1,562
49,261 40,717
2000 1999
. Number Number
Average number of employees during the year:
Management, administration and sales 204 188
Production and engineering staff 1,089 366
1,293 1,154
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NOTES TO THE FINANCIAL STATEMENTS

Taxation on profit on ordinary activities

2000 1999
£000 £'000
UK corporation tax at 30% (1999 - 30.75%) 4,008 1,980
Overseas taxation 435 299
Double tax relief {415) {186}
Deferred taxation 540 1,053
Adjustment in respect of prior years {708) 60
3,860 3,208
ER Dividends
2000 1599
£'000 £000
Non-equity preference dividends:
10% cumulaiive second preference 4 3
4 3
Equity ordinary dividends:
Interim 2.4p per share (1999 - 2.3p) 1,149 1,070
Proposed final of 5.0p per share (1999 - 4,7p) 2,385 2,191
3,534 3,261

E3 Earnings per share

The calculation of basic earnings per ordinary share and diluted earnings per ordinary share
have been calculated in accordance with FRS14.

2000 1599
Nurmber of Per share MNumber of  Per share
Earnings Shares amount Earnings shares amount
£000 000 £'000 000
Profit for the financial year 8,923 7,219
Non-equity preference dividends {4y {3
Basic EPS:
Profit attributable to ordinary
shareholders 8,919 47,105 18.9p 7,216 46,442 15.5p
Effect of dilutive securities: .
Options 1,007 789
LTIP 455 1,098
Diluteg EPS:
Profit attributable to crdinary
shareholders 8,919 48 567 18.4p 7216 48,32%¢ 14.9p

The weighted average number of shares in issue may be

earnings per share calculation as follows:

reconciled to the number used in the

. 2000 1999
Weighted average number 000 '000
Ordinary shares in issue 47,435 46,999
Shares held by Employee Share Ownership Flan (224) (224)
Shares held oy Long Term Incentive Plan Trustee {106} {333

47,105 46,442
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NOTES TO THE FINANCIAL STATEMENTS

i) intangible fixed assets - goodwill

Goodwill of £59,000 arose from a payment to the minority shareholder to establish a 55%
controiling interest in Ricardo Meda Technical Services Inc, No assets or liabitities were
acquired. The goodwill is to be amortised on a straight line basis over five years. No
amortisation was charged in the year as the incorporation was close to the year end.

Tangible fixed assets

Land and Buildings Fixtures,
Long Short Plant &  Fittings &
Freehold Leasehold Leasehold Machinery Equipment Total
£'000 £'000 £'000 £'000 2000 £000

GROUP
Cost;
At 1 July 1899 6,058 416 1,200 44,352 13,807 65,833
Reclassifications —_ 3 (52) 52 (3) —
Additions — — 347 11,730 3,148 15,225
Disposals — — — (77 (541) (618}
Foreign exchange adjustment il — — 648 293 952
At 30 June 2000 6,069 416 1,495 56,705 16,704 81,392
Depreciation;
At 1 July 1999 803 6 204 20,613 8,909 30,635
Reclassifications — 4 an 11 G -
Depreciation for the year 26 4 132 3,758 2,512 6,432
Disposals — — — (87) (394) {461)
Foraign exchange adjustment —_— — 7 363 197 567
At 30 June 2000 929 14 332 24678 11,220 37,173
Met Book Amount 2000 5,140 405 1,163 32,027 5,484 44,219
Net Book Amount 1999 5,155 410 996 23,7309* 4,898 35,188

Included in the figures shown thus (¥} are assets that are under the course of construction
which have not been depreciated in the yvear of £4,853,000 (1999 - £5,578,000).

Group fixtures, fittings and equipment and plant and rmachinery include assets held under
finance leases with net book amounts of £88,000 (1999 - £115,000).

Fixtures,
Short Fittings &
Leasehoid Equipment Total
£'000 £'000 £'000
COMPANY
Cost:
At 1 July 1999 555 243 798
Disposals — (17 (17}
Inter group transfer - (42) (42)
At 30 June 2000 555 184 739
Depreciation:
At 1 July 1999 37 124 161
Depreciation for the year 37 18 55
Disposals e (17} {17)
Inter group transfer — (25) {25}
At 30 June 2000 74 100 174
Net Book Amount 2000 481 84 565
Net Book Amount 1999 518 119 637

Ricarpo rLc




NOTES TO THE FINANCIAL STATEMENTS

Investment Properties

Group
2000 1999
£000 £000
At July 1699 930 1,215
Provision for diminution in value {200} {235}
Sold {290) —_
At 30 June 2000 : 490 380
Investments

Group Company  Company
Own Group Shares in Own Company
Shares Totat Subsidiaries Shares Total
£'000 £'000 £'000 £'000 £000
At 1 July 1998 493 493 26,100 493 26,593
Revaluation — — 5,867 -— 5,867
Proviston {2} {2) (177 {2} {179)
At 30 June 2000 ' 491 491 31,790 491 32,281

The investment in the Company's own shares, stated ai cost, relates to 224,000 Ordinary
Shares of 25p each held by the Group’s Employee Share Ownership Plan {'ESOP') Trust. The
book value and market value of the shares at 30 June 2000 were 220.0p and 470.0p
respectively. The assets and liabilities of the ESOP have been treated as assets and liabilities
of Ricardo ple.

Stocks
Group
2000 1999
£000 £000
Raw materials and consumables 2,061 2,300
Work in progress 336 489
2,397 2,789
Debtors
Amounts falling due within one year
Group Company
2000 1999 2000 1999
£'000 £000 £'000 £'000
Tratie debtors 19,964 17,607 144 63
Amounts recoverable on contracts 15,330 12,302 — -
Amounts cwed by Group undertakings —_ — 26,358 29,935
Prepayments 1,439 1,218 97 93
Other debtors 394 854 293 1,389

37,127 31,982 26,892 31,480

Cash deposit

This cash is held on deposit at Lloyds TSB Bank Pic and can only be utilised 1o redeem the
loan notes referred to in note 17. The interest attaching to the deposit is receivable by the
Group. The deposit has been excluded from cash in the cash flow statement.
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NOTES TO THE FINANCIAL STATEMENTS

Creditors — amounts falling due within one year

Group Company

2000 1999 2000 1999

£000 £000 £000 £000
Loan notes 340 340 — —
Bank lpans and overdrafts 5,829 7,603 4,309 11,217
Payments received in advance : 11,820 1G,974 — —
Trade creditors 7,934 6,328 58 84
Amounts owed to Group undertakings _— — 13,674 12,890
Finance lease chligations 52 121 —_ —_—
Other creditors 2,803 1,537 1,861 1,080
UK corporation tax 3,188 1,323 72 —
Qther taxes and social security 944 1,001 55 43
Dividends 2,385 2,191 2,385 2,191
Accruals 8,215 8,231 172 342

43,610 39,649 22,586 27,847

The interest on the reducing guaranteed ficating rate unsecured loan notes 2004 is payable at
the rate of 14 per cent. below Lloyds TSB Bank Plc base rate. The loan notes are redeernable
at the option of the holder. Payment is being guaranteed by Lioyds TSB Bank Plc. The Group
has made an equivalent deposit with the bank (see note 16).

Creditors - amounts falling due after more than one year

Group ) Company

2000 1999 2000 . 1999
£'000 £000 £'000 £'000
Bank loans 8,677 1,775 4,714 1,775
Finance lease obfigations 1 51 -_— -
3,678 1,826 4,714 1,775

Maturity of debt:
Repayable on demand or within one year 5,881 7.724 4,309 11,217
Between one and two years 1,983 643 —_ 592
Between two and five years 6,695 1,183 4,714 1,183
14,559 9,550 9,023 12,992

The interest rates on the outstanding icans, which are denominated in US doliars, vary
between 0.85%, above UK bank base rate and 0.85% above LIBOR, as appropriate, and 0.9%
above US prime rate or 0.75% above LIBOR, as appropriate.
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NOTES TO THE FINANCIAL STATEMENTS

Provisions for liabilities and charges

Deferred Warranty Pension
Taxation rovision costs Total
£'000 £'000 £'000 £9000
Group:
As at 1 July 1999 3,601 377 601 4579
Charged in the year 540 25 2 567
Released in the year — (337) — (337}
As at 30 June 2000 4141 . 65 503 4,309
Company: .
As at 1 July 1999 134 601 735
Charged in the year — 2 2
Released in the year {134) —_ (134}
As at 30 June 2000. _ 6G3 603

The warranty provisioh has been recognised for expected warranty ¢claims in products sold
during the last three financial years.

. . 2000 1999
Deferred taxation comprises Provided  Unprovided Pravided  Unprovided
£000 £000 £000 £000
Group:
For capital allowances in excess of depreciation 3,749 2,467 2,132 3,651
Other timing differences 392 {2286) 1,469 (227)
4,141 2,241 3,601 3,424
Company:
For depreciation in excess of capital allowances — (18) — (18)
Other timing differences - {203} — (227)
— {221} — (245)
Share capital
Autharised Allotted and fully paid
2000 1599 2000 1699
£000 £000 £000 £000
10% cumulative second preference shares of £1 A0 40 40 40
i Ordinary shares of 25p 14,940 14,940 11,989 11,791
Total authorised and allottec share capital™ 14,380 14,980 12,029 11,831
Movements in ordinary share capital ‘ Allotted
Number and fully
of shares paid
000 £'000
Shares issued at 1 July 1999 47,162 11,791
Shares issued upon exercise of share options 353 88
Shares issued to the trustee of the LTIP 441 110
Shares issued at 30 June 2000 47,956 11,989

* Included in the total are 106,183 ordinary shares of 25p allotted to directors under the LTiP with a
nominal value of £26,546.

The consideration received for shares allotied under the share option schemes during the year was
£1,315,000.

RICARDO PrLC




NOTES TO THE FINANCIAL STATEMENTS

E Share capital

Share Options

The Company has an Inland Revenue approved executive share option scheme under which
ontions to subscribe for crdinary shares may be granted. It is more than 10 years since the
savings related share option scheme, which is alse Inland Revenue approved, was adopted so
no further options can be granted; however there are options outstanding under it. Details of
outstanding opticns under both schemes, which are exercisable up to March 2006, are as

follow:
Number of Ordinary Shares Exercise Price

4,097 102.4p

74,000 138.0p

70,000 140.0p

192,000 114.0p

58,941 122.4p

789,981 114.8p

427,373 281.6p

At 30 June 2000 and 30 June 1999, the ESOP held 224,000 ordinary shares to satisfy
outstanding options under the 1985 Executive Share Option Scheme. Of the outstanding
options 100,000 are exercisable until December 2004 at an exercise price of 148.0p and the
balance is exercisable until June 2006 at an exercise price of 2856.0p.

Rights of 10 per cent. cumulative second preference shares

The preference dividend is paid half yearly in arrears, on 31 December and 30 June, at a rate
of 10 per cent. plus an attributable tax credit of 10G per cent, Preference shares have priority
in the event of any winding up of the Company. In this event the shareholders would be
entitled to the paid up value of the shares plus any arrears or deficiency of the fixed dividend
up to the date of the return of capital.

The preference shares are non voting upon any resclution (other than a resolution winding up
the company, reducing its share capital or varying/abrogating any special rights attached to
those preference shares) unless the dividend on the class of shares concerned is six menths
in arrears at the date of the notice convening the meeting at which the resolution is to be
proposed,

A resclution will be proposed at the forthcoming Annual General Meeting and at a separate
meeting convened for the purpose, to cancel and repay the preference shares.
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NOTES TO THE FINANCIAL STATEMENTS

Reserves

Share Profit

premium Merger LTIP and {oss

account reserve reserve account

Group £000 £000 £:000 £'000
Balance as at 1 July 189S 4,564 987 635 13,381
Exchange rate movements — — — 264
Arising an shares issued 1,745 — _— —
Long term incentive plan charge — — 460 —
LTIP shares issued to frustees — — (628) —
Quest contributions — — — {870y
Profit for year - — — 5,385
Balance as at 30 June 2000 6,309 967 467 18,160

The cumulative value of goodwill at 30 June 2000 and 20 June 1999 resulting from
acquisitions, which has been written off to reserves, is £14,183,000.

Share Profit

premiurn Revatuation LTiP and loss

account reserves reserve account
Company £000 £000 £000 £'000
Balance as at 1 July 1999 4,564 10,541 635 3,807
Arising on shares issued 1,745 —_ — —
Revaluation of investments — 5,867 —_ —
Long term incentive plan charge — — 460 —_
LTIP shares issued to trustees — —_ (628) —
Loss for year : — — - (1,088}
Balance as at 30 June 2000 6,309 16,408 467 2,719

The holding company profit and ioss account has not been presented as permitied by Section
230 of the Companies Act 1985, The Company has made a profit jor the financial year of
£2,450,000 (1999 - £2,255,000) before dividends of £3,538,000 (199% ~ £3,264,000).

Net cash inflow from operating activities

2000 1999
‘ £000 £000
Operating profit 13,141 10,882
Depreciation charges 6,432 5,047
{Profit)Aoss on sale of fangible fixed assets and investment
properties (23) 2
Leng term incentive plan charge 460 623
Quest contributions — written off to reserves {870) —
Provision for diminution in value of investment properties 200 235
Decrease/lincreasa) in stock 395 (81)
Increase in debtors (4,219) (712)
Increase in creditors 2,152 2,222
Net cash inflow from cperating activities 17,668 18,218
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NOTES TO THE FINANGIAL STATEMENTS

Reconciliation of net cash flow to movement in net debt

2000 1999
£000 £'000
increase/(decrease} in cash 1,057 (250)
Decrease in debt and lease financing {1,639) (5%)
Change in net debt from cash flows {582) (305)
New finance leases —_ {(18)
Exchange movement 69 295
Movement in net debt in vear (513} {28)
Net debt at 1 July {3,899} (3,871)
Net debt at 30 June (4,412) (3,8%9)
FE! Analysis of net debt
At 1 July Cash  Non cash fiow Exchange At 30 June
1999 flow movements movements 2000
£000 £000 £000 £000 £000
Cash at bank and in hand 5,651 4,339 — 157 10,147
Cverdrafts {2,656} (3,282 ’ — 109 {5,829)
2,995 1,057 — 266 4,318
Debt due after 1 year (1,775} (3,766) {2,939) (197) (8,677}
Debt due within 1 year (4,947) 2,008 2,939 — —_
Finance leases (172} 119 — — (53}
{3,899) (582) — 69 14,412)
E Changes in financing during the year
Share capiial Finance
(in¢luding premium) lease obligations
2000 1999 2000 1999
£000 £000 £000 £'000
Balance at 1 July 16,395 16,084 172 256
Issue of ordinary share capital 1,315 311 —_ —
Shares issued with respect to UTIP for non cash
consideration 628 — — —
Inception of finance lease contracts —_ — — 18
Capital element of finance lease rental payments — — (119) {102)
Balance at 30 June 18,338 16,395 53 172
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NOTES TO THE FINANCIAL STATEMENTS

Commitments
{2) Capital commitments

The Group’s commitrments for capital expenditure not provided for were as follow:

2000 1999
£000 £000
Contracted 1,267 1,492

The Company had no capital commitments at 30 June 2000 or 30 June 1999,
(b} Operating leases

The Group's commitments for operating lease payments due in the next year are as follow:

2000 1999

Land and Land and
Buildings Other Buildings Other
£000 2000 £000 £000

In respect of leases expiring:

Within one year 108 204 95 63
Between one and five years 783 834 414 534
After five years 370 -— 540 —
1,261 1,038 1,049 597

The Company's commitments for operating lease payments due in the next year are as follow:

2000 1996
Land and Land and
Buildings Buildings
£000 £'000
In respect of leases expiring:
Within one year - —
Between one and five years — —
After five years 370 370
370 370
{c) Obligations under finance leases
Group Group
2000 1999
£000 £000
Payable within one year 53 131
Payable befween one and five years 1 62
54 193
Less future finance charges {1} 20
53 172
Included in creditors due within one year 52 121
Included in creditors due after one year 1 51
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NOTES TO THE FINANCIAL STATEMENTS

Pensions

The Group operates pension schemes available to all of its United Kingdom employees, the
assets of which are held in separate trustee administered funds. The {argest funds are the
Ricardo Group Pension Fund, a defined benefit scheme, and Ricardo Internationai Pension
Scheme, a defined contribution scheme. The pension costs relating to the Ricardo Group
Pension Fund are assessed in accordance with the advice of Barnett Waddingham, qualified
actuaries, using ithe attained age method. The latest actuarial valuation was at 5 April 1993,
At that date, the market value of the assets of the fund amounted to £41.3 million and was
sufficient to cover 103 per cent. of the benefits that had accrued to rmembers, after allowing
for expected future increases in earnings, On the aiternative minimum funding requirement
valuation basis, which was required under the Pensions Act 1995 as part of the triennial
valuation of the scheme, the ratio of assets to liabilities was 96 per cent. The next triennial
valuation is scheduled to be carried out at a date no later than 5 April 2002.

The principal assumptions made by the actuaries were that investment returns would
comprise 5.5 per cent. per annum on gilts, in the long term, and 8.5 per cent., in the long
term, on equities, pensicnabie salaries would rise by 5.5 per cent. per annum and pensions
would rise at a minimum of 3 per cent. per annum on the whole pension. It is assumed that
future price inflation would rise at a rate of 4.0 per cent. per annum.

The pension charge of £1,616,000 (1999: £1,562,000) covers both schemes and includes a
net reduction of £201,000 (1999: £392,000) in respect of the spreading of the surpius in the
Ricardo Group Pension Fund, using the mortgage method over 12 years, the average
remaining service lives of employees. A provision of £603,000 (1999: £601,000) is held
within the baiance sheet in accordance with the SSAP24 — Accounting for Pension Costs.

Contingent liabilities
At 30 June 2000 subsidiaries had enfered intc guarantees and performance bonds totatling

£854,000 (1999: £474,000). The Company has given a guarantee in respect of certain bank
averdrafts of its subsidiaries.

Derivatives and other financial instruments

Set out below are the narrative and numerical disclosures relating to financial instruments.
The Group has taken advantage of ihe exemption availabie under Financial Reporting Standard
13 “Derivatives and other financial instruments” not to provide numerical disclosures in
relation to short-term trade debtors and creditors,

(i) Narrative disclosures financial instruments

The Group's financial instruments, other than derivatives, comprise borrowings, some cash
and various items such as trade debtors, trade creditors, etc, that arise directly from its
operations, The main purpose of these financial instruments is to raise finance for the Groun's
operations.

The Group from time to time uses forward foreign currency contracts to manage transactional
currency risks arising from the Group's operations.

It is, and has been throughout the period under review, the Group's policy that no trading in
financial instruments shall be undertaken.

The main risks arising from the Greup’s tinancial instruments are interest rate risk, liquidity
risk and foreign currency risk. These policies have remained unchanged throughout the year.

interest rate risk

Tne Group finances its operations through a mixture of retained profits and borrowings. There
is also a smalli amount of finance lease commitment. The Group places its cash balances on
deposit at floating rates of interest and also borrows in sterling and US dollars at floating
rates of interest. No interest rate swaps are used.
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Derivatives and other financial instruments
Liquidity rate risk
As regards liquidity, the Group's policy has throughout the year been to maintain a mix of
short and medium-term borrowings with their tankers, Short-ierm flexibility is achieved by
overdraft faciiities. Details of the year-end position, which is in accordance with this pelicy, are
given in note 17. it is, in addition, the Group's policy to maintain undrawn committed
borrowing facilities in order to provide fiexibility in the managernent of the Group's liquidity.
At the year-end the Group had committed facilities of £38.8 million with their banks, 10.54
per cent. of which was drawn down. These facilities are subject to review at varying intervais.

Currency risk

Although the Group is based in the UK, it has subsidiaries both in the USA and Germany. The
Group's sterling balance sheet will be to a very limited extent affected by movements in the
D.mark/sterling exchange rate and 10 a much grezter extent by movements in the US
dollar/sterling exchange rates.

The Group mitigates the effect of this structural currency exposure by purchasing or selling
US dollars as appropriate. The Group also has cash balances in euros and deutsche marks.

The Group has transactional currency exposures. Such exposures arise from sales and
purchases by operating units in currencies other than the unit's functional currency. The
Group’s policy to minimise currency exposure is to match payments and receipts together
with, from time to time, entering into forward exchange contracts.

(i) Numerical disclosures of interest rates and currency profile of financial assets and liabilities:

2000

Floating rate Fixed rate  Flealing rate
financial financial financial
Total liabilities iiabilities assets
£'000 £'000 £'000 £'000

Currency
Sterling 7,202 (340) (40) 7,582
US dollars (12,402) (14,873) — 2,471
Deutsche mark 348 — — 348
Euro 400 — — 400
{4,452) (15,213} (40} 10,801

1599

Floating rate Fixed rate  Floating rate
financial financial financial
Total liabilities liabilities asgets
£'000 £'000 £'000 £000

Currency
Sterling 1,814 (340) (1,038 3,188
US dollars (6,280) (4,834) (1,446) —
Deutsche mark 117 —_ — 117
Eure 410 — — 410
{3,939} (5,174) (2,480) 3,715

The fixed rate sterling financial liability at 30 June 1998 was at $.4% for a four year period.
The US dollar liabilities had fixed rates of interest ranging from 8.2 per cent. io 8.5 per cent.
for a four year period.,

Further details on the interest profile of the floating liabilities can be found in note 18.
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Derivatives and other financial instruments

(it} Fair vaiue of financial assets and liabilities

The following are the book values of the Groups financial assets and liabilities at 30 June
2000. The fair values closely approximate to book values.

2000 1999

£000 £000

Cash at bank and in hand 10,147 5,651
Bank overdrafts (5,829) (2,656)
Loans repayable within one year — (4,947)
Loans repayable after more than one year (8,677) (1,77%)
Cash deposit 340 340
Loan notes (340) (340)
Finance lease obligations {53} (172)
10% cumulative second preference shares {40) (40)
{4,452) (3,939

Summary of methods and assumptions

Short term borrowing and deposiis

Long term borrowings

1

The fair value of short-term deposits, loans and

overdrafts approximates to the carrying amount

because of the short maturity of these

instruments

- The fair value of bank lcans approximates to the
carrying vaiue in the balance sheet as they are
all floating rate loans where payment are reset
to market rates at regular intervals.

(iv) Numerical disclosures relating to currency exposures

The table below shows the extent to which group companies have monetary assets and

liabilities in currencies other than their local currency. Foreign exchange differences arising on
ihe retransiation of the assets and Habiiilies are taken to the profit and loss account of the

Group companies and the Group.

As previously mentioned it is the Group's policy to partially hedge currency denominated net
assets by currency borrowings. As these are not formally matched the group recognises all
gains and losses in the period they arise.

At 30 June 2000 the Group had no unrecognised or deferred gains or losses on forward

contracts.

2000

Net foreign currency monetary assets/(liabilities)

Sterling US Dollar Euro Deutsche Mark
£'000 £'000 £'000 £000

Functional Currency of Group operation
Sterling — (363) 3iz2 644
US Dollar (853) — — —
{853) {363} 312 644

1989

Met foreign currency moanetary assets/(liabilities)

Sterling US Dollar Euro Deutsche Mark
000 £000 £000 £000

Functional Currency of Group operation
Sterfing — 567 253 (139)
US Dollar (809) — — —
{609) 567 253 (139)
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Principal operating subsidiaries

Each subsidiary company operates principally in the country in which it is incorporated.

The Company owns directly, or indirectly, 10C per cent. of the issued ordinary share capital of
the foilowing principal operating subsidiaries which are in¢luded in the consolideted accounts:

Incorporated in Great Britain
(and registered in England and Wales)

Ricardo Consulting Engineers Ltd. ("RCE")
Ricardo Test Automation Ltd. ("RTA")
Ricardo MTC Ltd. ("MTC")

incorperated in Germany

Ricarde GmbH. (“GmbH")

Incorporated in the USA

Ricardo Inc. ("Rinc.")

Durng the year the Group acquired a 55% interest in Ricardo Meda Technical Services Inc.

Tre subsidiaries owned directly by the Company are included in investments (nete 13).
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