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Despite little change in the volume of
sales from that of the previous fiscal
year, profit excluding investment in-
come and income taxes increased by
24 per cent to nearly $25 million. The
improvement in the operating results
was due primarily to actions initiated in
the prior year to dispose of unprofita-
ble product lines that management did
not consider capable of making a satis-
factory contribution in the foreseeable
future.

The recovery in operating profit
was not evident in the reported net in-
come, which improved only marginally.
Investment income declined by more
than $2 million, due mainly to the
sharp reduction in interest yields dur-
ing the fiscal year. More significantly,
the provision for income taxes in-
creased, primarily because of the less
favourable treatment now accorded by
the Canadian Government to research
and development expenditures. As a
result, net income per share was
$1.13, compared with $1.12 before
a special charge in the previous
fiscal year.

The downturn in export sales of
defence communications equipment,
noted in last year’s Annual Report,
continued in the year in review, and
will not be reversed until the 1988-89
period, when the first large deliveries
to the U.S. Army are scheduled to
begin under the Mobile Subscriber
Equipment (MSE) program. However,
the effect was offset by higher sales of
avionics equipment to both the com-
mercial and military markets, and by
increasing penetration of the U.S. mar-
ket for hybrid microcircuits and other

advanced electronic components. Itis
encouraging that we are achieving a
better balance of sales and profitability
across our range of operations, and
are much less dependent on the vola-
tile international market for defence
communications systems than we
have been for most of the past decade.

Continued progress is being made
in diversifying into new product lines
and introducing them to the market-
place. Initial orders have been ob-
tained for cMA-2000 Microlander
airborne Microwave Landing System
(MLS) receivers, and we are now ad-
dressing a number of major interna-
tional requirements for this product. In
August 1986, a contract was obtained
from the U.S. Army for the supply of 41
AN/TRC-180(v) radio terminal systems,
our first major order for the equipment,
valued at $8.3 million U.S.

Order backlog at the end of the fiscal
year totalled just over $200 million,
compared with $210 million in March
1986. During the past year, the Com-
pany has been awarded a number of
important development contracts, the
full potential value of which is not
reflected in the order book. Also, bids
are outstanding or are in preparation in
respect of several major U.S. and
Canadian Government projects that
are expected to materialize within the
next year. We are therefore optimistic
that the new fiscal year should see an
increase in the order book, leading to a
resumption of the upward trend of
sales and earnings in 1988-89 and be-
yond. With the increasing diversifica-
tion of the Company’s activities in both
commercial and defence markets, a
broader base has been established for
future expansion.



However, most of the Company’s
business is related to capital spending
by governments or governmental
agencies, whether directed to improv-
ing the safety and efficiency of air
transportation, to increasing the ca-
pacity and effectiveness of public com-
munications services or to upgrading
and maintaining defence systems. We
are unable to control the timing of such
projects, which are often delayed or
cancelled as a result of budgetary
pressures. As the scope of our
products and operations broadens,
and as larger opportunities are ad-
dressed, we are also facing more
powerful worldwide competition than
ever before. Within the past several
months, a further uncertainty has de-
veloped as a result of the instability in
international exchange rates. As most
of our sales are made in U.S. funds,
the recent strength of the Canadian
dollar against U.S. currency has put
pressure on our competitiveness and
has tended to narrow our profit
margins.

Despite the difficulties and uncer-
tainties the Company is facing, your
management is confident that the wide
range of advanced product develop-
ments now in progress and nearing
completion, as outlined elsewhere
in the Annual Report, will lead to
renewed growth of revenues by the
end of this decade.

The Directors have declared a divi-
dend of 14 cents per share, payable
June 15, 1987, to shareholders of
record as at May 26, 1987.

Mr. Sidney Dobb has informed the
Board of his intention to retire as a
director in August 1987. Mr. Dobb has
rendered outstanding service since he
was first elected in 1971, both as a
director and as a member of the Audit
Committee, which he has served since
its inception in 1974. Mr. David Powell
will be nominated for election to the
Board at the forthcoming Annual Meet-
ing of Shareholders.

J. Joseph Bedford and Alexander
H. Grant, who are responsible respec-
tively for DataComm Products Division
and Special Services Division, have
been appointed Vice Presidents of the
Corporation. In December 1986, Frank
B. Driscoll, Vice President — Radar
Division, resigned. Radar Division is
now headed by C. David Clark. In May
1987, André Massicotte was appointed
Vice President, Human Resources and
Administration.

The Board wishes to record its ap-
preciation for the contribution of all of
the Corporation’s employees to the
achievements of the past year.
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P.E. Wheatley
President

J.F. Grandy
Chairman

May 14, 1987




To achieve and sustain commercial
success in the field of tactical commu-
nications requires the introduction of
state-of-the-art products for today’s
market. At the same time, you must
anticipate tomorrow’s needs and ac-
tively develop products to meet them.

This has certainly been the ex-
perience of cMC’s Defence Communi-
cations Division. Its line-of-sight
tactical radio, the AN/GRC-103, became
the most widely used radio of its class
in the world, enjoying exclusive use by
the U.S. Army and filling 70% of global
requirements. Now, the Division is
proceeding with the U.S. Army’s order
to design and develop the “‘next gener-
ation’’ tactical radio, known as DUER.
This, together with another major con-
tract for the U.S. Army’s Mobile Sub-
scriber Equipment (MSE) program, will
keep Canadian Marconi Company at
the forefront of the defence communi-
cations field into the 1990s.

The Company’s policy of continu-
ous development activity will play an
increasingly important role in future
success. An example of this activity is
the Defence Communications Divi-
sion’s new mobile communications
shelter. The AN/TRC-180 was developed
in anticipation of the need for shelter-
ized radio terminal systems of greater
capacity, smaller size and simplicity of
operation. This year, in compliance
with ““non development item’’ procure-
ment policy, the U.S. Army ordered 41
of these units.

The Defence Communications
Division employs an elite corps of
engineers with expertise in Radio
Frequency design. Further strength



was added during the year with the ad-
dition of 25 scientific personnel and
the acquisition of greater Computer
Aided Design (CAD) facilities. These ad-
ded engineering capabilities, together
with the advent of new products, ena-
bled the Division to launch CMACS, a
tactical area communications system
providing an integrated voice/data net-
work tailored to the requirements of
land forces throughout the world.

Continuing Department of Nation-
al Defence contracts virtually assure
the base business of the Special Ser-
vices Division, whose principal ac-
tivities are technical maintenance,
calibration and testing, and repair and
overhaul of precision instruments and
electronic equipment and systems.
The Division also markets and services
a broad range of electronic instru-
inents and marine and land communi-
cations equipment for commercial use
in Canada.

Providing an invaluable strategic
presence in cMC's largest market, the
U.S., is a wholly-owned subsidiary,
cmMmc Electronics, Inc. (CMCE). CMCE'S
considerable skills in R&D related to
avionics and tactical communications
have resulted in increased business
during the year, and future growth
seems assured. CMCE has carried out

much of the systems architecture for
cMmc products including the new DUER
radio. CMCE is also a marketing arm in
the U.S.A. for the Avionics Division.

The markets for the Communica-
tions Group’s products and services,
both those newly introduced and those
under development, are massive. The
group's research and development
programs are supported by the most
up-to-date computerized equipment,
and are executed by the highest
calibre of engineers and technical
staff. Production and quality assur-
ance personnel strive to manufacture
and deliver electronic goods and ser-
vices that consistently meet or exceed
the world’s highest quality control
standards. These factors make the
future look very bright.



The Defence Communications Divi-
sion’s prominence in the field of
military Command, Control and Com-
munications (C?) systems is assured for
the future as it now prepares to in-
troduce tomorrow’s technology to the
multi-billion dollar marketplace for se-
cure military tactical communications.

Sixteen years after its introduction
of the world standard AN/GRC-103 line-
of-sight radio, cMC was awarded a con-
tract by the U.S. Army to develop the
“next generation’ radio for the 1990s
and beyond. The new radio, called
DUER (Digital Ultra-high frequency
Electronic counter counter measure
Radio), will encompass new technolo-
gy such as spread spectrum, forward
error correction and null steering an-
tenna. These features enable the radio
to operate in the presence of severe
electronic interference. The DUER will
become the U.S. Army’s front line tac-
tical communications link. The

Defence Communications Division’s
progress on the DUER program during
the year met the full satisfaction of
both sponsors, the Canadian and U.S.
governments.

As a team member with GTE
Government Systems Corporation
of the U.S., cMmc participated in the
bidding for the Mobile Subscriber
Equipment (MSE) program, a field
communications system to be used by
the U.S. Army. GTE was selected as
the prime contractor for the program
and has contracted cmc to supply the
AN/GRC-226 multi-channel radio equip-
ment. Deliveries of some 7,000 radios
will begin in mid 1987 and continue
into 1993.

An important breakthrough was
made this year with the first major sale
of the Company’s AN/TRC-180 tactical
communications shelter. Following the
purchase of two evaluation models last
year, the U.S. Army has issued an
order for 41 units. The AN/TRC-180 is a
complete radio terminal system for
voice and data communication, mount-
ed in a mobile shelter to provide a cen-
tral relay point for communications in
the field. The new unit solves many of
the space and weight problems as-
sociated with mobile shelters, while
offering twice the communications ca-
pacity of the models it is designed to
replace. A very important aspect of this
contract is the parallel sale of 140
TD-5064 multiplexers that are part of the
equipment provided in the shelters.
This is the first large sale of these mul-
tiplexers to the U.S. armed forces and
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it increases considerably the market
potential for this equipment. Other
contracts for this multiplexer were
received during the year from several
Far Eastern countries.

CMC’s AN/GRC-103 radio has now
been supplied to 27 nations and con-
tinues to be the most widely used of its
kind in the world. This year, CMC was
awarded a multi-million dollar U.S.
Army contract for the AN/GRC-103
Band Iv radio, covering requirements
over a five-year period.

The Defence Communications Di-
vision has introduced a new product
called SART (Subscriber Access Radio
Telephone). The product is designed
to provide combat net radio users with
direct and immediate connection to the
military/civilian telephone network,
and selective calling capability to other
subscribers without operator interven-
tion. SART received enthusiastic
response at the Defendory military ex-
hibition last October in Athens and the
1987 Middle East Communications
show in Bahrain.

The Division has been active
during the year developing ancillary
equipment to complement the
AN/GRC-103 radio and enable entry into
the area communications system
marketplace.

The Canadian Marconi Area Com-
munications System (CMACS) is a highly
decentralized tactical nodal communi-
cations system for integrated com-
mand, control and intelligence. It
provides full multi-channel voice and
data communications to an army corps
in an area of up to several thousand
square miles, including mobile users in
combat radio nets. CMACS was first
demonstrated at the Asiandex '86 ex-
hibition in Beijing, China, and has
elicited great interest in other overseas
markets.

3
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With technical personnel in locations
throughout Canada and in Lahr, West
Germany, the Special Services Divi-
sion specializes in technical main-
tenance, calibration, testing, and
repair and overhaul of precision instru-
ments and electronic equipment. In
addition, it offers sales and service of
specialized instruments, marine navi-
gation and commercial communica-
tions products.

Among its long-term contracts are
the operation and maintenance of the
United States Air Force ionospheric
observatory in Labrador, and ongoing
contracts from the Department of Na-

tional Defence (DND) covering calibra-
tion and repair of precision measuring
equipment used by the Canadian
Forces. The Special Services Division
supports all electronics involved in the
physical engine testing of Canadian
Forces CF-18 aircraft in West Germany.
Another DND contract covers inspec-
tion, maintenance and major overhaul
of all the Department’s antenna sys-
tems in Canada and West Germany.

The Division’s Standards Lab is
the finest in Canada’s private sector
and many leading companies send
their equipment to cmc’s facility for
calibration. Among such customers
are de Havilland Aircraft of Canada,
Rolls Royce Canada, Telesat Canada,
RCA and Canadian Marconi Company
itself.

The Special Services Division is
expanding its area of expertise. One
such area is systems integration. In
collaboration with the Defence Com-
munications Division, it has developed
a capability in tactical communications
shelter integration, which it has active-
ly begun to market.

With sales and service represen-
tation across Canada, the Division also
markets a complete line of sophisticat-
ed electronic test instruments, marine
electronics (radar, radios, depth
sounders, fish finders and navigation
equipment) and HF/SSB, UHF and VHF
communications systems produced by
leading international manufacturers.
New agreements with suppliers are
expected to result in broadened
product lines.
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Through its U.S. subsidiary, cMC Elec-
tronics, Inc. (cMCE), Canadian Marconi
Company keeps a finger on the pulse
of the all-important U.S. market.
CMCE's activities include research and
development of military communica-
tions and electronics products; repair
and overhaul of military and commer-
cial avionics and radar equipment; and
the U.S. marketing of CMC's avionics
and military communications products.
CMCE’s laboratories and offices in
Eatontown, New Jersey currently
house 60 employees.

A new contract, awarded this year
by the U.S. Army Communications-
Electronics Command, calls for the
design, manufacture and test of the
Automated Antenna Alignment System
{A*S). The system will be used to cor-
rect undesired mast motion which
adversely affects the operation of
microwave and millimeter wave com-
munications systems. The 12-month
program covers work on two prototype
models and it is expected that this ini-
tial order will lead to a systems produc-
tion contract.

Another recent contract was
awarded by scs Telecom Inc. of Sands
Point, New York, for a Cosite Inter-
ference Reduction Applique for use
with the U.S. Army’s Single Channel
Ground Airborne Radio System
(SINCGARS). The contract calls for the
design, production and test of a filter to
reduce interference between VHF
radios. cMCE will produce four proto-
type models in the 24-month program.

Following delivery of 310 User
Readout Simulators (UROS) to the U.S.
Army and Marine Corps, CMCE has
received another contract from the
U.S. Army Communications-
Electronics Command. The UROS was
designed as a unit training device
which simulates message transmis-
sion within the Position Locating
Reporting System (PLRS). Under the
new contract, CMCE will develop new
software for 130 User Readout Simula-
tors to incorporate the additional mes-
sages which will be transmitted by the
U.S. Army’s Enhanced PLRS System
(EPLRS).

In support of the Defence Commu-
nications Division’s DUER radio pro-
gram, CMCE is undertaking systems
analysis and the development of a
basic Band A radio, conventional
antennas in three bands and an error
protection capability.

At its repair and overhaul facility
in East Rutherford, N.J., CMCE carried
out substantial support activity during
the year ranging from software modifi-
cations to Omega long-range naviga-
tion computers to the overhaul of fibre
optic engine instruments and Doppler
radar systems. Primary customers
included the U.S. Navy, the U.S. Coast
Guard, Douglas Aircraft, United Air
Lines, Varig Air Lines and Pan
American Airways.
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One of the obvious business advan-
tages enjoyed by the Electronics
Group is the very wide range of
products manufactured by its Divi-
sions. This diversity of products, and
the markets which they address, helps
to maintain steady growth in spite of
fluctuations that may occur in individu-
al sectors.

Some of the highlights of this
year's activity reflect the dedication
and entrepreneurial spirit of our en-
gineering and scientific staff, resulting
in the creation of new products with
world-wide appeal. The Avionics Divi-
sion’s efforts to produce an airborne
receiver for the multi-billion dollar
Microwave Landing System (MLS) mar-

ket have been dramatically successful.

In the process of being given full ap-

proval by both Transport Canada and
the U.S. Federal Aviation Administra-
tion, CMC's CMA-2000 Microlander MLS

receiver was awarded the world’s first
qualification to the ““critical’’ software
system level, indicating the highest
possible level of reliability. Then, in
February 1987, the cMA-2000 was
selected for use on two Boeing 747 Air
Force One U.S. Presidential aircraft.

The cMA-882 Avionics Manage-
ment System is cMC’s first product to
integrate technology developed for ad-
vanced cockpit display systems, with
computing and system management
technology derived from our naviga-
tion systems expertise. A highly flexi-
ble product, the cmA-882 can be used
for such diverse tasks as communica-
tion, navigation and identification,
flight information and stores manage-
ment. Production for several cus-
tomers is under way.

While the products and business
activities of this group are widely
diverse, there is a synergy of ideas and
solutions that is often invaluable to
each Division as it develops new
products for the marketplace. The
microcircuits, printed circuit boards
and other components manufactured
by the Components Division, primarily
for use by leading aerospace and
defence contractors, are often the
result of previous design needs of the
Avionics Division.



While the Components Division
secured its largest contract this year
from Hazeltine Corporation of New
York to supply power systems for 178
MLS ground stations, probably the
most important event was the massive
upgrading of its production facilities.
To conform to recently introduced re-
guirements for hybrid microcircuit
production, and thereby increase busi-
ness opportunities, a new “‘clean
room’”’ was completed in August 1986.
The production area was made even
more competitive by the addition of the
very latest process equipment.

The DataComm Products Division
has developed considerable system
development capabilities and the fu-
ture will see increased use of these
skills by cMcC Divisions and customers
outside the telex field.

Work continued on several
projects at the Radar Division’s Kana-
ta, Ontario facility. Progressing
through manufacturing are five dual
fire control systems for Canadian
Patrol Frigates. Activity continues on
the Division’s AN/SPS-503 surveillance
radar systems which form part of the
Canadian Navy's DELEX (Destroyer Life
Extension) program. Deliveries of the
LN-66 surface search radar were made
during the year to the United States
Armed Forces.

The strengths of the Electronics
Group continue to lie in intensive study
of the world marketplace and accurate
assessment of its future needs. And
from this base, creative ideas and in-
novative solutions result in saleable
products and steady growth of all its
Divisions.
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The Avionics Division is poised to ad-
dress the huge Microwave Landing
System (MLS) market and it does so
with impeccable credentials. Canadian
Marconi’s CMA-2000 Microlander air-
borne receiver is the first in the world
to achieve Canadian and U.S. ap-
proval to the “critical’”” software system
level. Last year, the Avionics Division
received the world’s first order for mili-
tary MLS receivers for the Italian Air
Force. And in February 1987, a con-
tract was received for the supply of
Microlanders for use on two Boeing
747-2008 Air Force One Presidential
aircraft.

Microwave Landing System
receivers will become standard equip-
ment on board commercial and military
aircraft as the aviation community
switches to MLS from ILS (Instrument
Landing System). The worldwide con-
version is scheduled to be completed
in the 1990s.

Iincluded in MLS development ac-
tivities is a proposal to supply a modi-
fied version of the Microlander to the
U.S. Air Force, which requires more
than 1,000 receivers for transport air-
craft. As well, the Avionics Division has
teamed with Rockwell International to
bid for the joint development of a high
reliability militarized MLS/LS receiver
for USAF tactical aircraft. The USAF will
ultimately require 5,000 to 20,000
receivers.

Under an agreement with the
Hazeltine Corporation of New York,
cMmc manufactures MLS ground stations
for Canadian and other international
markets. The first two systems

manufactured by cMC were delivered
this year to provincial airports at High
Level and Fort Chipewyan in Alberta.

The year has been an active one
in the ground-based navigation field. In
January, cMc and Micronav Ltd. of
Sydney, Nova Scotia, announced the
formation of a team to produce CMC’s
Very High Frequency Omni-directional
Range (VOR) equipment, a system that
transmits navigation information to en
route aircraft. The team will pursue
domestic and export markets. Trans-
port Canada has issued a requirement
for some 60 new systems.

The Division’s Navaids group de-
signs and manufactures ILS, DME (Dis-
tance Measuring Equipment) and VOR
equipment. A contract was awarded in
December 1986 for the supply of three
ILS systems to the Department of Na-
tional Defence. These will be installed
at Canadian Forces bases in Cold
Lake, Alberta, Bagotville, Quebec, and
Lahr, West Germany. Contracts were

-----
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also received during the year to supply
VOR/DME systems to the Caribbean
islands of Curagao, St. Maarten and
St. Lucia.

There was a substantial increase
in sales of Omega navigation systems
during the year. A major order was
received from Douglas Aircraft for
CMA-771 Alpha Omega systems to be
used in MD-80 aircraft. Among many
orders received directly from MD-80
operators was one from Ansett Airlines
of Australia, the Division’s first major
sale in that country. The Brazilian Air
Force and the Brazilian airframe
manufacturer, Embraer, continue to be
important customers for several cMC
Omega products. To date cMC has
sold more than 2,500 Omega systems.
These are operated in more than 80
countries by 40 military agencies and
70 commercial carriers.

The new CMA-764 Omega sensor,
developed last year to satisfy a con-
tract from Rockwell International, is

R E I i g

McDonnell Douglas
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rapidly gaining international recogni-
tion as the most advanced Omega
sensor available. Orders were
received this year for some 160 sets.
Development work is well under way
on a CMA-764 derivative, the CMA-900
navigation and management system.
This system is based on an advanced
multi-line colour CRT display unit.

The Avionics Division has deve-
loped a self-contained, multi-purpose
high brightness colour CRT display sys-
tem. The design meets the rugged-
ness requirements of the military
market while achieving low cost, power
and weight. This single unit system
contains all the required electronics
processing and interface circuitry and
is capable of displaying both colour
and monochrome video inputs with
graphics overlays.

The Avionics Division received an
order for CMA-786 Global Positioning
System (GPs) receivers from Lockheed
Aircraft Company of California. These
satellite navigation receivers will be
used by Lockheed to verify the accura-
cy of an integrated navigation system
on special application ¢-130 aircraft.

During flight testing this year, the
CMA-786 class C GPS receiver was ac-
curate to 30 metres. This receiver has
also been sold to Canada’s Atmos-
pheric Environment Service for use in
ice reconnaissance aircraft. GPS is a
satellite navigation system allowing
users to compute position fixes by
receiving signals from satellites, five of
which are now in orbit. The full constel-
lation of 18 satellites is scheduled to
be in operation by the 1990s.

Sales of Doppler velocity sensors
remained at a high level this year with
contracts from Italy, Portugal, Indone-
sia, Japan, South America and the
U.S. Considerable development work
is in progress on new technology in-
cluding Doppler miniaturization and
both Doppler/Gps and Omega/GPs
combinations.

cmMc’s recently developed CMA-882
Avionics Management System has

gained rapid acceptance from major
U.S. aerospace companies for use in
helicopters and fixed-wing aircraft.
Five contracts were received this year.
The cMA-882 integrates several control
and display functions and uses elec-
troluminescent display technology to
effect considerable space and weight
savings and provide optimum visibility
under all light conditions.

Sales of cMC's vertical-scale in-
struments remained high this year with
orders from the U.S. Armed Forces
and aerospace companies for such
ongoing programs as the U.S. Army
SH-60A Black Hawk, the U.S. Navy
SH-60B Sea Hawk, and the U.S. Army
AH-84A Apache helicopters, and for a
new application on the U.S. Navy E-2C
Hawkeye carrier-based Electronic
Warfare aircraft. Development work
continues on the new line of liquid
crystal display (LCD) instruments.

DND, Halifax




A contract was received this year
for cMA-874 TOW/Hellfire Control and
Display Sub-systems for the U.S. Ma-
rine Corps’ SuperCobra helicopters.
The CMA-874 is a weapons manage-
ment system and will be standard
equipment on all U.S. Marine Corps
helicopters.

The Avionics Division Engine In-
struments Lab recently completed the
first Night Vision Goggle (NvG) compat-
ible cockpit lighting system on a Cana-
dian Forces cH-135 helicopter. The
conversion enables the pilot to see his
instruments while wearing Aviator’s
Night Vision Imaging System (ANVIS)
goggles necessary for night flying.
Modifications involved the redesign
and fabrication of integrally lit panels,
replacement of existing lighting sys-
tems and the application of special
filters to various other light sources to
minimize infrared emissions. The con-
version was flight tested with excellent
results. Some 120 Canadian Forces
helicopters are slated for conversion.

The Avionics Division has set up a
systems engineering group to expand
CcMc’s capability in the design, integra-
tion, production, testing and supply of
complex avionics/electronics systems
for military and other governmental
agencies. During the past year, sever-
al system engineering study programs
were awarded to cMC by the Depart-
ment of National Defence. In February
1987, Phase | of a two-phase contract
for the New Shipborne Aircraft (NSA)
Helicopter Integrated Processing and
Display System (HINPADS) was awarded
by DND to the consortium consisting of
Canadian Marconi Company, Litton
Systems Canada and Computing
Devices Company.
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Function, speed and size that would
have been impossible yesterday are
today’s standards in electronic equip-
ment and systems. And for those en-
gineers and scientists who pursue
tomorrow’s technology, there will,
without doubt, be components and
sub-systems to answer their needs.

The Components Division’s cus-
tomers include leading aerospace and
defence companies in North America
and throughout the world. Its products
are used in communications systems,
avionics, airborne early warning and
guidance systems and strategic naval
and ground equipment. The Division
produces multilayer printed circuit
boards, hybrid microcircuits, power
conversion systems, illuminated Night
Vision Goggle (NVG) compatible dis-
plays, electronic components, magnet
ic devices and comiplex machined and
plastic injection moulded parts. It is
also involved in the design and
manufacture of a wide range of cus-
tomized components for both military
and commercial applications.

The Division’s services to cus-
tomers include initial design, environ-
mental testing, volume production and
total support. It offers a build-to-print
and test capability for electronic sub-

0

systems and microwave components.
The Components Division’s manufac-
turing facilities are among the finest
and most modern in the world and
meet all applicable U.S. and Canadian
military standards.

Among the Division’s customers
are the various Divisions of cMmc itself
and indeed many of the products it
offers on world markets are the direct
result of a CMC design requirement.

Major contracts were received
this year from leading aerospace firms.
Ongoing development programs in-
clude microwave and surface -mount
technology and electroluminescent
information displays.

This year saw the opening of a
clean room for hybrid microcircuit
production. The six million dollar reno-
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vation of the microcircuit production
facility included new state-of-the-art
production equipment.

The “class 10,000 facility was
constructed to conform to the stringent
U.S. military standard miL-STD-1772 for
environmental conditions and
manufacturing. Compliance with this
standard will ensure that the Division
retains its top ranking position as a
supplier of strategic products to U.S.,
Canadian and other NATO defence con-
tractors. As its designation implies, the
class 10,000 clean room must contain
no more than 10,000 dust particles
larger than %2 micron in diameter per
cubic foot. Air quality, flow, tempera-
ture and humidity are monitored by
computer and logged every half-hour.

Also completed this year was a
two and a half million dollar upgrading
of the printed circuit board facility,
which includes a highly advanced
automatic production system. The
computer controlled “in-line”” system
eliminates five handling steps, im-
proves accuracy and doubles produc-
tion capacity. The new facilities are
housed in a class 50,000 clean room.
The dust count in a “‘normal” at-
mosphere ranges from 700,000 to
several million.

This year’s facilities upgrade will
continue to ensure the highest quality
and competitiveness, increased ca-
pacity and a wider range of products.
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Based in Kanata, Ontario, the
DataComm Products Division is en-
gaged in the design, manufacture and
world-wide marketing of a line of ad-
vanced Stored Program Controlled
(SPC) telex switching systems and
related communications products.
The latest addition to the
DataComm product line is the
CMA-755PC exchange. Developed from
highly successful cMA-755 technology,
the CMA-755PC represents a new
approach in switching equipment
designed for customers whose net-
works are smaller, and thus not effi-
ciently served by the much larger
CMA-755 system. The unique aspect of
this new technology is the use of an
industry-standard personal computer
(PC) to control and monitor all ex-
change functions. The use of a PC has
allowed Canadian Marconi to create a
system which is very cost effective in
networks as small as 64 lines and as
large as 5,000 lines, without sacrificing
any of the advanced performance fea-
tures which have gained Canadian
Marconi a world-wide reputation for
excellence in the field. Another major
advantage of the CMA-755PC is that the



Front End Processor and the TDMA
switch (which comprise the majority of
the hardware) are identical to that used
in the larger CMA-755. Hence, upgrades
to the more powerful exchange are
facilitated.

The technology used in the
CMA-755PC has already proven its place
in the market by being selected by
Teleglobe Canada for an international
gateway facility in Toronto, Canada,
with a requirement for 1,024 lines of
switching.

During the year, the Division was
given a contract for the supply of addi-
tional CMA-755 equipment by British
Telecom. In the past year, the 10
exchanges installed throughout the
United Kingdom have performed with
outstanding reliability. An eleventh
exchange, Oval, with a size of 12,000
telex terminations, was added at the
Keybridge site in London and in-
troduced to service in April 1987.

A further expansion contract for an
additional 12,660 terminations im-
plemented with R.111 Time Division
Multiplex line-interface equipment is in
progress to allow for growth at seven
of the more heavily used exchanges.
When installation of this new equip-
ment is completed in early 1988, the
result will be a total of 37,000 CMA-755
system terminations for the London
area alone, and a total for the United
Kingdom of more than 87,000
terminations.

As part of the Division’s ongoing
product enhancement program, the
expansion contract will include the in-
troduction of new low-power circuitry.
Higher packaging densities are
achieved together with greatly reduced
power consumption and cooling
requirements, resulting in lower oper-
ating costs and floor-space require-
ments for telex administrations, along
with significantly reduced cost per
telex circuit.

In March 1987, the DataComm
Products Division acquired the time
division multiplexer, loop adaptor and
voice frequency telegraph product
lines of Intercontinental Data Control
Corporation (Interdaco), of Ottawa,
Ontario.

The DataComm Products Division
has commenced aggressive new mar-
keting initiatives in places such as Afri-
ca, the Far East and South America in
addition to continental North America.
Long-term efforts in China have con-
tinued with participation at a major
trade show and in a technical seminar
presentation series in China spon-
sored by the Canadian government.
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The Radar Division's AN/SPS-503 sur-
veillance radar system is designed for
use on tactical sea-going vessels or for
coastal, land-based operation. It pro-
vides unambiguous and reliable air
and surface target detection in hostile
electronic warfare and in heavy land,
sea and weather clutter environments.
The system’s modern signal process-
ing techniques ensure detection, even
in severe clutter conditions, of small
surface vessels and sea-skimming
missiles out to the horizon and up to
high altitudes. The compact, modular
design AN/SPS-503 is available in vari-
ous configurations. In its sea-going
configuration, it forms part of the
Canadian Navy’s DELEX (Destroyer Life
Extension) program.

The Radar Division’s contract with
Hollandse Signaalapparaten BV of the
Netherlands for Signaal Tracking and
lllumination Radars (sTIR), has made
good progress during the year. The
project involves the assembly, integra-
tion and testing of five dual STIR fire
control systems with delivery begin-
ning in 1987 for the Canadian Patrol
Frigate program.

The Ln-66 surface search radar
system is designed to provide accurate
data for target location and navigation
as well as collision and adverse
weather avoidance. Orders for this
system were placed by the U.S. Armed
Forces throughout the year. Develop-
ment work is progressing on new LN-66
system capabilities which will be
offered as modifications to the units
currently in service.

Several projects funded by the
Canadian government are under way
for capability improvements to the
AN/SPS-503. Some of these include the
development of a Crossed Field Ampli-
fier to increase output power, a plot
extractor system and studies on
advanced transmitter techniques.
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March 31, 1987

March 31
........................................................................................................................... 1986
(in thousands)
e e B
Taa s i i e e
"""" Cash and temporary investments, at cost, including accrued interest
....... Casedil L S s T S $15%.961
AccountsAfeceivable 40,824
....... lncometaxesrefundable o
....... Inventones(NoteS) -
L
236,329
Fixed assets, atcost, less acoumulated depreciation (Note ) 26,170
............................................................................................................................. $262'499
Liabilities and shareholders’ equity . :
Currentllabllltles i
"""" Accounts payable and accrued liabilties $ 56,059
Temewe el G 4138
60,197
Deferred e B e R R e s e =
= gterm i t(No i 5) ......................................................................................... .
Shareholdersequny ..........................
"""" Stated capital - 23,772,768 common shares (Note ) 10,216
. Pemedemmpee(etede) . - C T T 186,457
............................................................................................................................. 196’673
$262,499

Approved by the Board:

J.F. Grandy, Director
-

P.E. Wheatley, Director



CHC

Year ended March 31

Research and development, net of government
participation - $3,331,000 (1986 - $2,767,000)

Year ended March 31

Dividends - 28 cents per common share
(1986 - 29 cents per common share)

31

1986
(in thousands)
$210,764
15,870
226,634

158,401

21,895
9,217
351
189,864
36,770
10,140
26,630
789

$ 25,841

$1.12
$1.09

1986
(in thousands)
$167,510
25,841
193,351

6,894
$186,457
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Year ended March 31

Canadian Marconi Company

1986
(in thousands)

$ 26,630
9,217
142
11,924
47,913

(1,086)
(6,894)
(7,980)

(10,018)
227
(9,791)

1,394
1,394
31,536
126,425
$157,961



CHC

March 31, 1987

The Company is engaged in substantially one class of business: the
development, manufacture, and sale of electronic products. Export sales
in the fiscal year amounted to $165,809,000 (1986 - $163,085,000).

a) Principles of consolidation

The consolidated financial statements include the financial statements
of Canadian Marconi Company and those of its subsidiary companies,
all of which are wholly-owned. All significant intercompany accounts and
transactions have been eliminated.

b) Inventories

Raw materials and bought-out components, work in process, and
finished products are valued at the lower of cost and estimated net
realizable value. Deductions are made for progress payments received
and any losses incurred or expected to be incurred on contracts not
completed at the balance sheet date.

¢) Fixed assets and depreciation

Fixed assets retired or disposed of are eliminated from the asset and
accumulated depreciation accounts. Gains and losses from disposals
are included in income.

Depreciation is provided on the straight-line method at rates based on
the estimated useful lives of depreciable assets.

d) Income taxes

The Company provides for income taxes based on income included in
the financial statements regardless of when such income is subject to
payment of taxes under the tax laws.

e) Recognition of revenue

Sales are normally recognized when products are delivered to
customers, however, revenue from major long-term contracts is
recorded on the percentage of completion method based on the ratio of
the incurred costs to date to the projected total cost of completing the
contracts. There were no contracts accounted for as major long-term
contracts in 1987 and 1986.

March 31 1986
........................................................ (in thousands)
Raw materials and bought-out components $13,505
Workiniprocess ™ 1.~ - o SL SR 39,226
Finishedproducts .. . .. .. 7,157
....................................................... 59‘888
Progress payments (26,636)

$33,252
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March 31 1986
Accumulated

Cost depreciation Net
......................... (in thousands)
Land., $ 1,788 o= $ 1,788
Buildings 18,116 8,106 9,693
Plant, machinery and
..equipment 53,290 33,293 14,259
Equipment on rental 2457 1792 430
______________________ $75,651 $43,191 $26,170
The estimated useful lives of depreciable assets are as follows:
G 'liinld'i'ﬁg-)'s' .................................................... R }é'ér's'

Capital expenditures authorized and committed at March 31, 1987 were
$4,955,000.

March 31 1986
(in thousands)

5%% unsecured sinking fund debentures,

. SeriesA,dueMay1,1988 ... $1,808

7% unsecured sinking fund debentures,

_SeriesB,dueJune1,1989 . 1,045
$2,853

The Series A and B debentures include sinking fund provisions which
require payments aggregating $475,000 in the fiscal year ending March
31, 1988, $1,975,000 in the year 1989 and $1,050,000 in the year 1990.
Debentures have been purchased and surrendered for cancellation in
advance of the current requirements of the sinking fund provisions.



34 Canadian Marconi Company

The Company maintains a share option plan for officers and selected
senior managers of the Company. At March 31, 1987 common shares
totaling 750,000 had been authorized and reserved for the plan.
Participants in the plan are granted options to purchase common shares
in the Company at the market value on the date of the grant. These
options are exercisable after three years and they expire seven years
from the date of the grant.

Options granted to participants in the plan are as follows:

Price per Outstanding at
Year granted common share March 31, 1987
IR i R $26.875 110,500
oy sl e $20.5625 113,000
1980 2t il tln T sy i $24.875 23,000
........................................................ 246'500
Year ended March 31 1986

(in thousands)

_Federalincome tax rate of 46% $16,915
'.’?9’.‘:"?‘,5.'_3.(.‘.’9@.’??.5.9) in taxes resulting from:
..... RederalBhiac M e o 471
Federal abatement for provincial
....... INCOME BXe J o sl IS S (4,002)
..... Provincialincometaxes 2,165
Manufacturing and processing tax
...... IHEBRtNes e i o el (1,825)
i Investment tax credits on research and
........ development expenses (4,404)
..... Inventory allowance (662)
..... Non-taxable dividends =
..... Othegitens s = h Sandiiet 1,482
$10,140

In March 1986, the Company sold the shares of its wholly-owned
subsidiary, Sun World Circuits, Inc., for cash. The excess of the
investment in this subsidiary over the cash proceeds has been recorded
as a special charge in the consolidated statement of income. Details of

$3,002

The General Electric Company, p.l.c. (GEC) of London, England,
indirectly owns 51.6% of the outstanding common shares of the
Company. During the fiscal year the Company'’s sales to GEC and its
subsidiaries amounted to $20,484,000 (1986 — $18,768,000). The
Company purchased goods and services from GEC and its subsidiaries
amounting to $7,498,000 (1986 - $3,593,000). At March 31, 1987, the
Company had accounts receivable and accounts payable with these
associated companies amounting to $3,596,000 (1986 — $3,318,000) and
$1,393,000 (1986- $602,000), respectively. Terms for these transactions
were essentially the same as those with unrelated parties.

On November 6, 1986 the Supreme Court of Canada rendered a
decision in the Company’s favour with respect to an income tax appeal
case filed in 1978. The judgement resulted in the return of previously
paid income taxes with interest totaling $984,000, which net of current
taxes, has been reflected in the consolidated financial statements as a
$754,000 increase in beginning retained earnings for the years ended
March 31, 1987 and 1986.

At March 31, 1987, all vested past service benefits in the Company's
pension plan were fully funded.



May 14, 1987

To the Shareholders of
Canadian Marconi Company

CHC

We have examined the consolidated
balance sheet of Canadian Marconi
Company as at March 31, 1987 and
the consolidated statements of
income, retained earnings and
changes in financial position for the
year then ended. Our examination was
made in accordance with generally
accepted auditing standards, and
accordingly included such tests and
other procedures as we considered
necessary in the circumstances.

In our opinion, these consolidated
financial statements present fairly the
financial position of the Company as at
March 31, 1987 and the results of its
operations and the changes in its
financial position for the year then
ended in accordance with generally
accepted accounting principles
applied on a basis consistent with
that of the preceding year.

s Sa

Price Waterhouse
Chartered Accountants
Montreal, Quebec
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