IN THE EMPLOYMENT TRIBUNALS CASE NUMBER: 1402867/2006
BRISTOL

BETWEEN:

MR BRIAN LITTLE
Claimant

-and-

(1) MAGELLAN AEROSPACE (U.K.) LIMITED

(2) MAGELLAN AEROSPACE CORPORATION
Respondents

WITNESS STATEMENT OF BRIAN ALEXANDER LITTLE

I, BRIAN ALEXANDER LITTLE, of Fortfield, 176 Whitechurch Road, Ballywalter,
Newtownards, Co. Down B2 2JZ, Northern Irelan@/ILL SAY as follows:

1. This is my witness statement detailing my claims of unfair dismissal and whistleblowing. |
also believe that | was subjected to various detriments by Magellan Aerospace (UK)
Limited (OMALUK®Aerarsgp/lacre MNaogeelolrani on (oM
termination of my employment by reason of my whistleblowing, which | have also
described below.

The termination of my employment

2. | transferred under TUPE in late 2003 from Mayflower Aerospace to MALUK, becoming
Executive Vice PresidenEuropean Operations and a short while later an executive
director of MALUK. In June 2005 | was promoted to SeniofRfesdend
Information Technology, Strategy and Business Development and made a senior officer of
MAC, whie continuing as an executive director of and being paid by MALUK. | remained
in this role until | was summarily dismissed on 18 September 2006. MAC is the holding
company of MALUK and is a Canadian public company listed on the Toronto Stock
Exchange (T§).
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3. | believe that the reason for my summary dismissal was that, on 17 September 2006, | had
formally requested MAC to commence an internal investigation into whistleblowing
concerns | had raised, and was continuing to make, about the operations of NBALUK a
MAC. | sent an email on 17 September 2006 (see volume 6, page 2340) to my superior
Rich Neill (the President and Chief Executive Officer of MAC), in which | stated that, if
my concerns were not resolved through corporate processes by 19 Septernber 2006,
would escalate them to Murray Edwards (the Chairman of MAC), and in the final event to
William A. Di mma (an independent direct«
Committee) for an investigation to take pkitleer under the whistleblower oriegh
policies or anyway by the Audit Committdzelieve that the concerns which | was
making at that time, and which | had previously made, amounted to whistleblowing and
were oprotected disclosuresd undeitof UK | a\
this and | expected that my visit from tt
2006, for a week long strategy planning meeting with the senior executives of MAC, would
provide the time and opportunity to properly deal with these mattersngnitiadi
creation of an action plan to address these issues, which were causing me great concern.

4. The very next day, on Monday 18 September 2006, | was dismissed upon my arrival into
Toronto Airport by Mr Neill, accompanied byAJo n Bal | ( MAEZfors Vi ce
Human Resources) right after my long flight from the UK.

5. | had requested and expected to meet Mr I
discuss my concerns with him. But | was surprised when Mr Neill and above all Ms Ball
met me at the aiort at around 3:15pm (Toronto time), just after | had cleared
immigration and customs. Mr Neill told me that they wanted to have a chat with me, and
led me into the Sheraton Gateway Hotel in Terminal 3 of the airport. | hoped that the
reason for this ipromptu chat was that they genuinely wanted to understand my
whistleblowing concerns so that we could move forward together and resolve matters.

6. I was anxious to know whether Mr Neill had read and understood the emails | had sent
him over the previousaegp | e of days. I refer to my en
Stuttard (and copied to Mr Neill) on 17 September 2006 (see volume 6, page 2342), in
which | asked Ms Stuttard to print out copies of the emails | had sent Mr Neill over the
previous four dgs in preparation for my meeting with Mr Neill on 18 September 2006.
So, as we walked together the short distance to the hotel, | twice asked Mr Neill whether he
had had an opportunity to read all the emails that | had sent through to him. He said that
he had. | then asked Mr Neill what his thoughts were on the emails, but he did not reply.

7. When we arrived at the hotel, we sat down in the lounge/bar. Ms Ball asked me whether |
wanted anything to drink and | ordered a sparkling water. Mr Neilllthere tstraight

off that | was dismissed. | was stunned. | had been given no warning that my employment
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was in jeopardy and | did not have any disciplinary warnings on my file, and | was
expecting to engage in discussion about resolving the whistletbowa@ngs, so this was

a complete shock to me. Even so, | realised that | had to deal with this unexpected
situation and thought that | must be being fired so that | could not press the
whistleblowing concerns | had raised. | was determined not &b ketghen and

therefore took tight control of my emotions, even though my stomach was churning and |
was continuing to worry about MALUK®OGs sol
deserve this? Mr Neill informed me that the reason for my summasgalig/as that
relationships had become so damaged that | could no longer be effective, and therefore |
needed to part ways with the Corporation. Mr Neill was unwilling to discuss this further
with me, though | asked him to explain how this was sooalsl Inot believe it. | also

tried to raise my whistleblowing concerns with him. At one point | said that two or three

ill egal actions had taken place in the Ul
probably committed 5 or 6 illegal actions aradrhest appeared to be suggesting that this
was i n some way acceptabl e. I was compl ¢

comment and it was clear to me, from her surprised reaction to this exchange, that this was
news to Ms Ball. Anyway, Mr Nailld Ms Ball were not prepared to discuss the illegal
actions and instead Mr Neill asked me several times iEslad:dr was going to

resign, which | will explain laterst #his point, Ms Ball suggested Mr Neill leave the hotel

and return to theirfices and he got up to go.

8. As Mr Neill was leaving | asked again whether any of the other MAC Directors were
involved with making or even aware of this decision to fire me and Mr Neill told me that
Mr Edwards was aware of the decision to dismiss roerdixgly, | tried to telephone Mr
Edwards on my mobile phone to raise it with him, but | received no answer. At this point,
I was forming an action plan in my mind. It was that | would not accept my dismissal and
that | would press my whistleblowingaamns through internal channels and the
whi stl ebl ower or ethics procedures to MA(
wrong for Mr Neill and apparently Mr Edwards to fire me. And | would do that in person
in Canada and if that meant camping on doeirsteps to get them to meet me, that is
what | would do. | mentally committed to staying in Canada for the week for that purpose.
| was that determined that | was not going to let them get away with sacking me for raising
and pressing what | genuynieélieved were uncomfortable truths about the unlawful ways
| believed the 2 companies had been acting and their poor management and governance.
Nor was | going to allow my sacking to prevent these issues coming to light. Accordingly,
| decided that | wuld first visit Mr Edwards, as | had indicated that | would do, if
necessary, in my email of 17 September 2006 to Mr Neill referred to already (see volume 6
page 2340).
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9. After Mr Neill had left, Ms Ball handed me an envelope, which she said contémed a le
terminating my employment. | reluctantly took this from her and placed it on the table
between us. | deliberately did not open it as part of my plan not to accept my dismissal.
Ms Ball then requested that | hand her my condissye laptop computel refused to
do this, telling her that there were emails and documents on it that recorded my
complaints, and others that showed what the governance and management issues were, at
that | wanted to keep the pc so that | could show them to Mr EdwefdsMnDimma.

I then asked her if she was familiar with the company policies and procedures she should
be following in all the circumstances and if she had taken legal advice. She responded thal
the Corporation had absolute discretion in all circurastaBonsistent with my plan for

not accepting my dismissal, | suggested she should consider that position carefully again. |
thought that Ms Ball was out of her depth and did not know about my whistleblowing (as

to my knowledge she had not been a pagpy of the emails or discussions | had had

with colleagues about these matters up to now). | expected Ms Ball would speak directly to
MALUK®s solicitors, Pinsent Masons, to t:
of these whistleblowing/govermce/employment matters with Jonathan Coley, an
employment partner at Pinsent Masons, and | hoped and expected that he would probe
and find out about my whistleblowing and at least advise that they were breaking UK legal
procedures in the way they wer&isgane and that his advice would contribute towards

my reinstatement and the resolution of the whistleblowing issues. Therefore, | politely
suggested that in the light of what had just happened with Mr Neill she ought to take legal
advice in the UK. was then offered a flight home to Belfast by Ms Ball and encouraged

to take it. Ms Ball said that she thought | should be at home now with my wife and family.
In accordance with the plan | had now formed and my email of 17 September, | explained
toMsBal | that instead | wanted to take a f
base of operations, to see Mr Edwards. Ms Ball could not understand why | did not want
to return home, but reluctantly she did make the necessary flight arrangeménts af

offered to pay for the flights on my credit card.

10. At the very start of the meeting | had asked Ms Ball to take notes of the ensuing
discussion, which lasted aboud?50 mi nut es, including Mr N €
of the meeting, asked Ms Ball to provide me with a copy of her manuscript notes. Ms
Ball refused to give these notes to me at the time and | only got to see them over a year
later as a part of the disclosure process in this case. That was the end of our meeting.

11. After Ms Ball had left the Sheraton Gateway Hotel, | stayed on in the hotel for a while. |
opened the envelope Ms Ball had given me and that | had deliberately left unopened on the
table. It contained the first letter from Mr Neill dated 18 September 200&tiegmy
employment with MAC and MALUK with immediate effect, and asking me to waive my
right to bring a claim against the companies (see volume 6, page 2372) and a copy of my
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12.

13.

service agreement with MALUK (see volume 2, page 533). | went over to mau@ption

asked the hotel to photocopy the covering letter, as | realised that | might need it later. |
then put the original letter back into the envelope and tore the whole into eight pieces and
| left the pieces on the table where we had been sitting foe#ting beneath my empty

bottle of Perrier water. | then called Ms Ball on my mobile phone and, when she did not
answer, left a voicemail message saying that | had not taken the envelope. | then walked t
the departure gate to await the flight to Galdabelieved that by not accepting the

dismissal letter, | was giving them a way out of dismissing me and all the problems |
believed that would entail for them. At the time | believed that Mr Edwards could not

fully understand all the issues anditheds professional and appropriate to see him next,

as | had said | would do, prior to seeing Mr Dimma as Chair of the Audit Committee. |
hoped, even expected, that once Mr Neill and Ms Ball had further reflected on our
meeting, they, together with Mnieadds and/or Mr Dimma would overturn the decision

to fire me and give me the opportunity to fully explain my concerns to them. | also wanted
to demonstrate to them that | could be trusted to work with them and my colleagues to put
the whistleblowing issudght, notwithstanding the appalling way they had just treated me,
by trying to work normally. So, for example, | continued to pursue the engineering cash
receipts from Airbus UK for MALUK.

I did not then believe and still do not believe that therréasmy dismissal was that

there had been a breakdown in the employment relationship between myself and MALUK
or MAC. | believe that | was being dismissed because, between February 2006 and
particularly in August/September 2006, | had raised protetiedwtes, and/or in an

attempt to stop me from repeating or pursuing my protected disclosures/governance
matters whilst in Head Office during the series of highly important group senior executive
meetings in Canada over the following seven days.idolgattfelt that Mr Neill and |

thought Mr Dekker (the Chief Financial officer of MAC) were trying to avoid dealing with
the whistleblowing issues | had raised.

While | was waiting at the gate for my flight to Calgary, | used my pc to email Mr Edwards
an exchange of emails between myself and Mr Neill on 15 September 2006, some of which
I had previously forwarded to him on 15 September 2006 (see volume 6, p23Z8R376

In my email, | stated that | wanted to establish that he had seen all thetdtoarhen

had provided to Mr Neill during the previous 72 hours. | stated that | was trying to do the
right thing and requested that he telephone me to discuss this with me. | did not hear from
Mr Edwards so | emailed to let him know that | was boardligbtdo Calgary and would

be at his office at around 7am the following day. This time Mr Edwards replied by email
that he was fully committed on 19 September 2006 and would be out of town for the
remainder of the week (see volume 6, page 2374)ed saping that | would meet him at

a suitable time for him (see volume 6, page 2375). Not only is Mr Edwards the Chairman
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14.

15.

of MAC; he is also the single biggest shareholder owning some 28% of the ordinary shares
in MAC.

The next day, Thursday 19 Septemb, | arri ved at Mr Edwar d:
approximately 6 am and waited in reception until he arrived for work just after 7 am. As he
was walking along towards the lifts, to take him to his top floor office, | asked him if he
would give me somine to discuss the concerns | had been raising and my termination.

He did acknowledge me and replied making a few remarks regarding UK finances and the
CFO but did not stop and kept walking to the lifts and got in, leaving me behind on the
ground floor.But, as the lift doors closed, Mr Edwards asked me to send hima 1 to 2

page note setting out my concerns. | had already commenced drafting such a note /
summary of headings and | spent some time on my laptop in the Ground Floor seating
area completing ntigt of the various management, governance and legd inghés

instance focussing on the UK. | waited there until approximately midday, when | took the
lift up to Mr Edwardso® office and sat in
coud give him the paper. As the regular weekly MAC staff conference call had been
scheduled for this time and Mr Edwards frequently participated in them, | guessed he was
taking part in that call. While | was waiting for him to emerge, | received ats/éahc

Airbus executives; they gave me to understand that that they thought | had been fired and
wanted to know what was going on. It was plain to me therefore that MAC must have
made my sacking public somehow, as | certainly had not leaked thehtdltht | was
sitting in Mr Edwardsds reception waiting¢
Edwards emerged and headed for the lifts. He saw me waiting there and looked a little
dismayed, but told me that, when he got back after his next pheetitd) have five

minutes with him, after which he would ask security to escort me out of the building.

At approximately 4.40pm, that meeting took place. Mr Edwards was accompanied by
Larry Moeller (a long time business associate of Mr Edward® andirgstor of MAC).

During this meeting, which lasted about 25 minutes, | spent some time explaining a
number of my complaints and concerns to Mr Edwatdsaever he would not look at

any of the documents on my computer, although I tried to get leadtthem. My over

riding impression was that Mr Edwards did not want to get involved as, on three occasions,
Mr Edwards stated that | should refer all of the matters | was raising to Mrdximema
Chair of MACOs Audit Co matihé meetang and neitkler of Mo e |
them took any notes. The meeting then ended and | left Mr Edwards offices of my own
free will and without any fuss and returned to the ground floor seating area. | wrote my
handwritten notes immediately on my return t&tioeind Floor seating aréaee typed

notes of my meeting with Mr Edwards (see volume 6, pagest2410believe that Mr

Edwards had now to realise, if he had not done so before, what sorts of concerns | was
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raising. It was plain however that hensagoing to get involved and wanted to push me
on to Mr Dimma.

16. | decided to stay in Calgary. | returned to my hotel and telephoned my wife, Jackie, to
discuss the situation with her. This was the second time | had spoken to her in 24 hours
but I had notold her what had happened until after | had the meeting with Mr Edwards.
Obviously she was shocked and anxious and | repeated to her what | had said to her the
previous weekend on the way home from taking our daughter Caroline to university
namely | wa going to stay in Canada for the week and try to sort the matters out with Mr
Dimma before returning home. At that time Jackie had received no contact from other
people.

17. | started writing and trying to send a series of emails on MALUK business amgl pursui
my situation on my pc, but | found | could not send them. | later |¢hisecs because
the Respondents had turned off my Internet and email access at around 8 pm Canadian
time on 18 September. So all these documents and those | wrote ovectiupleast
days got hung up i n my pc 8457)0loawttumedmy ( s e ¢
attention to Mr Dimma as | said | would do. Accordingly, on 20 September 2006, |
prepared a thrggage letter to Mr Dimma (and the other members of theakatlit
Human Resources board sagmmittees), in which | tried to bring my protected
disclosures to his attention (see volume 6, page34B87 | also prepared 18 files,
organised by subject matter, which contained print outs of the many emails framy me to
colleagues in MALUK and MAC, increasing in number and intensity through July, August
and September 2006, and other documents, all of which recorded my complaints and
concerns and their responses, as well as about certain other business matters, which |
intended to give to Mr Dimma when we met
in my letter to Mr Dimma. However, as | could not access a number of documents that |
believed were important, | suggested in my letter that Mr Dimma and hisoAwnitt €=
colleagues would need to research and obtain the answers to a further six questions as par
of their investigation/research.

18. Ithen began to receive voicemails, texts and telephone calls from various people from both
the UK and North America. Ding Wednesday 20 September 2006, it became manic. lain
Gray the Airbus UK MD rang and we spoke about a number of matters Terry Stocker of
All Metal Services, who was in the USA, and various other people from Airbus UK also
telephoned. That evening, whealled Jackie, she said that a couple of people had
phoned(one from Bombardier and someone from one of the suppliers, IBM). The
following day, Nick Cook, who works as a freelance aerospace journalist in the media, also
called to ask what was happeningas starting to get more concerned.
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19.

20.

21.

22.

On both Wednesday September 20 and Thursday 21 September, | had numerous calls anc
texts from a variety of customers, suppliers, employees, business acquaintances and frienc
regarding an announcement which hadraptly been circulated by MAC, although | had

not seen it myself. Overwhelmingly, the calls and messages expressed shock about my
sacking and there were accompanying messages of support and sympathy, as well as
messages that the announcement was lgattmeineputations of the Respondents and

myself. Therefore, | called Mr Neill and told him about the harm that was being done to
both of us by the announcement and my need to have IT links reinstated so | could keep
on doing my job and that | was stillting for precise contact details for Mr Dimma so |

could set up my meeting with him.

In the meantime, | was continuing to work by telephone on collecting cash from

customers, such as Mecachrome, Hamble Aerostructures and Airbus Engineering (with
Paul Ndes and Airbud Geoff Pinner/Clive Renson) and the retrospective revenues for
the manufactured parts (Jim Fairbaiorn) wt
shall return to the cash collections subject later in my statement when | detattey prot
disclosures.

On Thursday 21 September at midday | received at my hotel in Calgary a four page Fax
from Mr Neill ds secr t4a8r5y) (wshd e hv cclonmea i 6n,e
contact details, a typed set of Airport termination minutes Pg&32484) and a redraft

of the original announcement which they no doubt intended to limit the damage (at page
2485). |then telephoned Mr Dimma. His executive assistant, Enid Williams, informed me
that he would not be in the office until the followiraggning. Accordingly, I left Mr

Dimma a two to three minute voicemail message. | explained that there were a number of
issues | was concerned about and that | was not sure what he had been told about my
concerns, my dismissal and me. | said that Mré&slivad suggested that | see him, and

that although | was planning to return to UK on Sunday 24 Septemben2806,

prepared to stay on in Canada to see MinDimma returned my call the following day

(Friday 22 September 2006) and after a brief discussion he asked me to meet him at his
offices in central Toronto on Sunday 24 September 2006 at 3:30pm (Toronto time) for
approximately an hour.

Also on 21 Septeber, | drafted on my laptop pc a response to Mr Neill and Ms Ball about
Ms Ball ds typed minute of the airlpart me:¢
forward a list of corrections and additions to the meeting note (see volume 6, pages 2486
2487) As | was unable to send the eraaiimy email was still cut off, | called Mr Neill

instead intending to use the letter as my script for the call. When Mr Neill did not answer,

| dictated a long message of the contents into his voi¢érkilBall® examinatiofin-

chiefd phone recordd document 2391Q)
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23.

24.

I flew back to Toronto and on Sunday 24 ¢
building at 3:30pm as arranged and Mr Dimma picked me up from the reception area at
approximately 3:45pm. Whee arrived at his office/conference room | immediately

handed Mr Dimma the letter | had drafted on 20 September 2006 (see volume 6, pages
24972499) and set down the 18 dossiers and my laptop computer on the table. We briefly
discussed my letter anédk him through some of the issues | had raised, and some of

the documents contained in the dossiers, which he said he would pass to Mr Neill to
review. On four occasions during our meeting Mr Dimma asked me what | wanted, and |
explained that | wantedtiy to change the company and get it to address the relevant

legal, financial, management and governance issues | had raised. He seemed almost more¢
concerned to find out from me how my meeting with Mr Edwards had gone, rather than
with getting an undesstding of the issues | was raising. Towards the end of our meeting

I informed him that | specifically wanted him and his independent director colleagues to
read the dossiers and get the answers to the questions on page 3 of my letter. | would ther
make nyself available for further discussions, including returning for a meeting in Canada,
with him and his Audit Committee colleagues about the issues | had raised. | left my
company issue pc with him for safe keeping in his custody as | told him | woiudd need
access it later in our discussion under the process. Our meeting lasted approximately 80
minutes. | made notes of our meeting immediately afterwards (see volume 6, pages 2500
2504). 1 flew home to Northern Ireland that night.

Upon my return homedm Canada on Monday 25 September 2006 and having access
again to email via my own pc | sent several emails to Mr Neill and Ms Ball (see volume 6,
pages 2509510). | also emailed Mr Dimma and confirmed that | would be available to
return to Canada forrier discussions, during the perio@4@®ctober 2006 (see

volume 6, pages 252%14). | attached a scanned copy of my letter dated 20 September
2006 to my emafbr him to circulate to his board colleagues. That day, | also got an
amended version tife airport dismissal meeting notes fkdniNeill Ms Ball(see volume

6, pages 249%95and 2516518 Surprisingly, the notes did not include any of the

changes | had requested but Ms Ball had added more material, presumably. | did not
recollect thathte two additional items had been said in the me@tiege items were:

0 R RRich Neilllacknowledged that if there was anything illegal it should have been disclose
quarterly sobrtificate BRrian Littlels i gam@® RN st at e tgoihghoadebath thesew a s
i ssues here but that BL sheeeldumeGpageact Bi
2517). 1do not recall the reference to the Quarterly certification letters by Mr Neill (or Ms
Ball) during our meeting and | w#fal with the relevance and my positive adherence to

these processes later in my statement for each item. It was also me who stated clearly thai
I would proceed to escalate to Mr Dimma as | had said in my email prior to my dismissal.
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25.

26.

27.

That evening a caar parcel arrived from Ms Ball which contained the termination letter
/documents againAfter opening the parcel, | immediately emailed Ms Bait¢oate

that | did not accept that the MAC could or should do this (see volume 6, pages 2515 and
2520).1 tried to tell her that MAC was trying to terminate my employment without

following its own and the legally required procedures, which | believed was wholly
inappropriate. | also suggested that the Respondents fully brief their professional advisors,
who | stated | presumed would be o0Jonat ha
the Pinsent Masons partner who | have mentioned already, and the purpose was the same
as before. At this time | still believed that my plan would work. Namely thdt Ms Bal

would seek legal advice from Mr Coley, and particularly that his advice would at worst be
that | should be suspended pending an investigation and certainly not dismissed outright,
and they would then realise the very serious error they had madeneSimslyita

believed that Mr Dimma, and his Audit Committee colleagues, would review my dossiers,
and properly consider the issues | had raised, together with the documentation | had
suggested they obtain in my letter of 20 September 2006 (see volume4) 24H9),

and realise the seriousness of the situation | had revealed and the genuineness of my
concerns about them, before inviting me back to Canada for further discussions. |
sincerely believed that they would take my concerns seriously artld theainatters

properly and conscientiously under the whistleblower procedure of MAC. | thought there
would be a coming together of the legal advice about my dismissal from Ms Ball after
speaking to Mr Coley, with the work of Mr Dimma and his colleatyigswould result

in my dismissal being rescinded and that | would be able to work with my colleagues at
MALUK and MAC to resolve the matters | had blown the whistle on.

In a further email to Mr Dimma on 26 September 2006, | stated that | did not want to
resolve the matter through a legal route (meaning litigation) until all internal processes had
been exhausted and that | would await contact from him (see volume 7, p&jei2533

In it, | also suggested an independent investigation of my concerfigther email of

29 September 2006, | provided Mr Dimma with contact details for a previous employee of
MALUK, Clare Pettifer, with whom the Audit Committee could contact to verify some of
my disclosures and concerns (see volume 7, page 2544)ed egéathat | would wait

to hear from him with regard to me returning to Canada for discussions. | hoped that Mr
Dimma would take time to thoroughly review the dossiers, circulate my letter and obtain
copies of the documents listed in my letter befeiting me back to Canada for further
discussions with some of his independent director colleagues. In the event, | heard
nothing back from him for many weeks.

In particular, my proposal for an independent investigation of my complaints was not
taken umat the time. But at the end of January 2007, the Audit Committee did commission
Price Waterhouse Coopers (O0OPwC6) to carr)
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28.

29.

delivered a ofinal drafto report in earl)
August. | will deal with their report later in this statement but in the meantime simply wish
to draw the Tribunal ds attention to one |
draft report, which they submitted after 3 months or so of detailstigiatien, which |

think correctly characterises the environment and culture within MAC and MALUK and
which | believe goes a long way to explain the whistleblowing concerns | had and verify the

belief | had that legal obligations were not being met.
In Paagraph 2.40, PWC stated:

Financial control within MAC and MALUK in relation to the areas we have examined is pool
to be improved; this need is particularly acute given that MAC is a Public Company. Examj
financial control that méi@keduring our work include:

(a) Accounting adjustments made with insufficient supporting analysis or docui

(b) Inadequate understanding or documentation of balance sheet provis
insufficient documentation of the decision to relsisasertain pr

(c) A lack of awareness of the program accounting requirements under eithel
GAAP or UK GAAP. The accounting rules and guidelines are complex, al
impression is that the principles are not well understood throughout all of
conmunity within the MAC group.

(d) Poor control over individual projects from an accounting perspective. P
volumes, revenues and costs are not reviewed with sufficient frequency or |

It is only fair to say that this paragraph was one oéthe fc hanges bet wee
drafto and ofinal 6 (August 2007) reports.

I't is also worth noti ng dabounhaltohnytprot€ci¥®Cd s b
di sclosures (the 0doub tdOaober2006landéhecy 6 of |
companyadst acnodnnaiud eeds adherence to its o
Whistleblowing policies) were initially deferred at the request of the MAC Audit

Committee and thedOT netinvestigated by PwC para 4.fidal draft report .

My Background

30.

My family originatefilom ScotlangandVewe came to Northern Ireland during the

oOPl antation of Ul ster 6 i nddlive ithefarmmbusear e f 1
until late 200&hich hasbeen in my family farhat would have been feaenturieshis

yeak. Until my late father retired in 1992, we actively farmed, whilst some members of the

family (including myself) have supported and mentored a number of small and medium
11

(22248004.06)



31.

32.

33.

sized business enterprises since the 197(
My mother was not keen that her 3 sons should go into farming, so she encouraged us all
to find other careers and we all went into some form of business.

| graduated with a first class honours degree in Businessdpeaalising in Finance

and Accoanting- from the University of Ulster in 1979. At completion of my degree | was
offered a full time role at Short Brothers, an aerospace business and one of the largest
business enterprises in Northern Ireland. | worked in various departments until the
takeover by Bombardier of Canada in 1989 and then held, at various times, Director and
Vice President positions in Engineering, Operations, IT and Procurement up to 1995. This
involved responsibilities for 3000 people (Operations role) and £200mtplusicoing

capital and materials procurement. In 1995 | left Shorts and went to work for Harland and
Wol f f PLC, Northern Irelandds other big |
Director. During that time | helped transform the company from & tadita | 0stand
ship builder to a company building advanceshoife products and storage which enabled
the turnaround of the company financiall)\
(from £25 million in 1994) and by 1997 the company hadansau! operating profit for

the first time in many years. | left Harland and Wolff Plc to become an independent
consultant, mostly because | had just turned 40 and wanted to spend more time at home
with my family and on other interests, and | doubtéd ¢oald achieve the latter with

what was on the horizon at Harland & Wolff. So in 1997 | started my consulting practice,
and built up a practice as a Business and Organisational Development Consultant with a
small number of major European companiesyaslients and one professional services
company (Ernst & Young). In 2001, | joined Compag/Hewlett Packard as a Client
Principal Consultant based in Belfast on a 150 day per year employment contract, which
enabled me to carry on my consulting practibe irest of my time.

From August 2001, | accepted an invitation to be a 50 days a year consultant to Trim
Engineering Limited (0Trimé), which carri
aerospace structural components and assemblies and walsMaydlower Aerospace

and Rail Systems. They had tried to get me to come on board as Executive Chairman but |
was reluctant to give up my role with Compaqg/HP and this was the compromise we
agreed. Trimds oper at i on sendmerwdl eatwerlatewa s |
in this statement as my executive director colleague at MALUK.

Trim had a very big contract from Airbus to do work on the A380 aircraft programme and
frankly it did not have the capability of delivering on that contract. Isovgsige weak
financially. In the course of 2002 this became increasingly apparent to Airbus and one of
their executives, who | had first met while | was working at Shorts, started trying to
persuade me to get more heavily involved with Trim to tryadmdsure they could
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34.

35.

deliver to Airbus. It was also becoming
management and shareholders and the Chairman, fiiderstarted trying to persuade

me to take on the job of Chief Executive of Mayflower Aer@sahe thougthe

current incumbent was not up to the task of turning the business around but that | was.
Eventually | succumbed to these dual pressures and agreed to become Chief Executive an
a director but only on a 150 days a year contract 4d tefain my home base and family

time in Northern Ireland as well as continuing my business mentoring activities in

Northern Ireland. 1 did wind up the consulting practice and of course quit my job with
Compag/HP. | started in this new job in July 2002.

I would ask the Tribunal ds indulgence in
Aerospace, as it is directly relevant to what happened later in MALUK and MAC and
MALUK is anyway the successor to Mayf |l owe

to be restructured and refinanced to put it on a sound footing. | began that process but in
October told the Board that the business was going to run out of cash by Christmas 2002,
much earlier than they had thought before | carried out my analysis ang. plaren

there were delays and problems between the shareholders and the banks in agreeing a
refinancing so, as a precautionary measure, | started the process of creating sufficient casr
flow headroom to enable a longer period for the refinancing/restrtecbe completed.

This was achieved by getting agreement with the Inland Revenue to defer around £1.5
million of PAYE to 19 April 2003 and by persuading key customers to advance payments
to us and squaring trade creditors/suppliers. However, bydthie afiMarch 2003,

negotiations between the banks and the shareholders had broken down and we needed to
start all over again. This time we decided to look for a buyer but we needed again to get
cash flow headroom, so we managed to negotiate a fughsicexfrom the Inland

Revenue and further advance payments from Airbus. We did get buyers interested and we
accepted a firm offer in July 2003, only for this deal to collapse later and for the directors

to have to put the business into administratieévegship in September 2003. This

caused the Revenue to suffer a big loss of the deferred tax, and a loss for trade creditors.

From about December 2002 to its eventual receivership in September 2003, Mayflower
Aerospace was constantly of doubtful solueihis meant it was vital for us as directors

to constantly check that we were solvent to avoid the very serious legal consequences of
trading while insolvent. | became acutely aware of a directors responsibility when a
company was in financial difft@s. From around November 2002, the Board regularly
obtained legal and accounting advice as to our ability to continue trading, normally at our
monthly board meetings but latterly usually 2 or 3 times a week. Our legal advice came
from Pinsents. Pracally we had to have the tightest financial management and we had to
have agreements to defer any payment to creditors beyond the normal payment terms and
of course getting money in on time from debtors was key too. While all of this was
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unfolding a caflague Mr Gavin Crick and | kept a chronology of the events (see volume 3,
pages 73853). This was provided to Mr Underwood, Mr Neill, Mr Dekker and others at
MAC not long after the acquisition and then Mr Murray Edwards (who acknowledged it by

emailonlAugust 2005 saying o0wWséeavolume3tpagel , al |
1016).
36. While this experience did equip me well as a businessman, the whole process of working

on the edge of insolvency for a sustair@di@th period in this way was very stréssit

for much of the time | was effectively working more than full time given the challenges we
faced. In the end, once the directors had decided in September that receivership was the
only way forward, | had to take some time off work as | was wterliseed and stressed

out and in need of a complete rest. | returned home and was immediately signed off sick
with hypertension by my doctor. | have been on medication for high blood pressure since
that time. You can therefore imagine the effect on tesms of concern for health and

the legal liability exposure when later | saw signs that MALUK was itself of doubtful
solvency.

My key learning/experiences/knowledge from Mayflower Aerospace

37. Firstly, that when a business experiences cash flow prahkentisectors have a very
heavy legal responsibility to creditors and are exposed to personal liability if they trade
while the business is insolvent. Very careful accounting and legal advice is needed.

38. Second that directors cannot aveabsponsibility if they delegate them, so they have to
make certain a delegate is actually performing their job properly. So all the directors and
the senior management have to work together as a team.

39. Third, it is essential to manage rigorously futurenitonents/purchases (particularly
capital and other shaerm discretionary spend) and ensuring that payments to creditors
are adhering to the terms of business agreed with suppliers or if these are to be extended
ensure that agreements are in placelveisie tcreditors regarding payment. Essentially the
Directors establish and make sure the company follows a formal Supplier payment policy.

40.  Fourth, when insolvency exists the company must cease trading and the directors must act
as a Board and proceedtane form of formal insolvency process.

41. Fifth, if the company is part of a group, each company must be considered separately.
42. In 2006, | came across a book published by the Institute of Directors in association with
Pi nsent Masons, iirnec2005, Hcaaldlbeod kddT hweh i @ h

on directords duties when a company was ¢
section which neatly encapsulated all the advice that | had received piecemeal while at
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Mayflower from Pinsent Masoasid gave graphic examples (see volume 3, pa§d8.942
I read it carefully and took its advice to heart, given the memories | had from Mayflower
and hoped never to have to experience again.

Magellan Aerospace Corporation (MAC) Acquisition and MAC Grqustructure

43.

44,

45.

MACds principal business activity is the
services. MAC operates 14 plants; four in Canada, six in the United States and four plants
in two locations in the UK. MALUK is based in the UK ant/@ved primarily in
designing and manufacturing airframe comj

I nformation Form for 2006, which sets out
vol ume 1, page 202), and pagoe2086, whith MACO s
details the core capabilities of each of
MAC is |isted on the Toronto Stock Exchat

As such, it is legally bound by its Listing AgreeménT &K to obey TSX rules for its

listed companies from time to time. | refer to the TSX Filing Guide, Policy Statement on
Timely Disclosure and Related Guidelines and Listing Agreement (see volume 7, pages
27482755).

On 29 September 2003 substantialbf Hile aerospace business and assets of Mayflower
Aerospace (including the engineering and manufacturing divisions) were acquired by a
nominee (Kimball Corporation owned by Mr Larry Moeller), on behalf of MAC.
Ultimately the business assets were treetsterMAC and vested in MALUK. As a
consequence of the acquisition, my employment (like that of the majority of the other
employees of Mayflower Aerospace) transferred to MALUK under the Transfer of
Undertakings Regulations. | was appointed as Ex&togveresiderd European
Operations of MALUK. In this role, | was responsible for continuing the strategic
restructuring of the UK business together with some of the functionél agiseering,

IT, Procurement . | was also made a Director of MAIoU€rly 2004.

When Kimball / MAC acquired Mayflower Aerospace they did not have the time to carry
out any due diligence and Mr Dekker and Moeller made certain financial assumptions in
respect of payments to trade creditors, The expectation was thdbrésAmerica, few

cash payments would need-thosewhtheghemade t o o1
commercial / business | everage to insist ¢ttt
supplying the new entity. There was of course no legal obligation tgedtbehadebts of
Mayflower Aerospace and therefore MAC made no real provision for them. However, the
situation on the ground for MALUK was that a number of key suppliers including, Apollo
Metals and All Metal Services, were in a position to hold MALtdKsiom, and would

do so Airbus, which had continuously supported Mayflower Aerospace throughout its

financial problems, agreed to underwrite any debt to Apollo Metals and All Metal Services
15
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46.

47.

48.

49,

and Bombardier in Belfast had done so also. Of course, neither Airbus nor Bombardier
expeted actually to pay up to Apollo or All Metal. They expected that MAC would
eventually stump up the money under commercial pressure. Of course, MAC/MALUK
needed to see Airbus and Bombardier quickly to try to cement new relationships and keep
the relevancontracts in place. Mr Moeller asked me to come back from my sick leave for
the first meeting with Airbus, on 30 September, such was its importance, and | agreed to
this (see volume 3, page 756). At t he me
Aerospace going bust had cancelled the contracts, and the relationship was up for review,
as they knew nothing about MAC. Shortly after the meeting finished | was told privately
that, unless MAC/MALUK paid up to Apollo and All Metal, we should not eXipeas

to let us negotiate any recovery/amortisation on the A380 business for the Mayflower
Non- Recurring investment. (some $5million) in a new A380 contract. Unfortunately some
of the experiences with Bombardier prior to receivership and then withr&msdm
payments by MAC for their ounderwritingé
meeting, eventually led to the loss of all the Bombardier business.

MAC slowly realised that the ransom creditors situation was going to be different than in
theNorth America and their financial assumptions invalid. Richard Clarke (then Finance
Director), Clare Pettifer and Mr Shorrock (MALUK Purchasing manager) then set about
managing the delicate balance between what we needed to pay to continue the MALUK
business and leaving the other debts with the old Mayflower Aerospace Company.

In the final analysis over £1.5m was paid to ransom creditors (see volume 7, pages 2506
2507). In addition to that there was a loss of suppliers goodwill that MALtdkdbatl

with, and it took us in MALUK a lot of time and effort to rebuild that, partly by making
sure we agreed clear payment terms with suppliers and stuck to them.

The MALUK Supplier payment policy was then established and reported as below in the
Diredors Report for the Financial Statements for FY 2004 (see volume 2, pages 423):

olt is company pol i c yerm  relationshpgpvetttthemonvhichiintlwes:
making payments consistent with established prastipgdiergraad efitburing that they are

aware of the terms of paythivait such terms are followed. ( Formatted:

Underline

The average number of days purchases included within creditors at 31 December 2004 wa:
My emphasis added

In the aftermath of the acquisitidnvayflower Aerospace, in November/December
2003, MALUK and MAC considered purchasing¢

Mooreds was based in Bournemouth and was
was crucial for MAC to grow the amount ofkwve did for Airbus, as the existing
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50.

51.

MALUK business (after the loss of DIAC /Bombardier business) was now strategically

and financially unsustainabléeard-waneeded to be bigger to get the leverage with

Airbus to avoid them discounting of products (Aiu s 6 s 0F06)was a cOrent
initiative targeting 15% price discounts)
purchase as a means to that end, amongst other strategic and operational advantages (see
volume 3, pages #883). Whenwe gainpd ef erred bidder status
December 2003 of course we needed to get Airbus on board. This was challenging.
(Email Document Dave Micklewright mid Decendtme volume 3, pages-769). We
commenced a comprehensive due diligence processity 2004 and by March 2004 we

had talked Airbus around and had obtained their agre@imenncludeere future new

work / £7m per year new work targets , no price discounting until December 2006 (the

end of the Route 06 program) and proper commeoaigcts for all the manufacturing
workload for both companies. Importantly in parallel we, and particularly me, were
working hand in glove with Moo ®téRobetisank
brothersd to make sure their cash managemastup to the mark by ensuring that all the

trade creditors were paid on settlement terms and that there would be no repeat of the
ransom creditors experience after buying Mayflower, nor any damage to the process of
rebuilding MALUK supplier goodwill. Blo e 6s wer e not i n sound
we had not bought them, they would have gone bust and that could have left me exposed
as a oOoOshadow directoro.

As part of the acquisition deal in April 2004, MALUK gained an option to buy the freehold
of Moor& s si t e, at a price that was favourab
option on or before 23 June 2006. The r ¢
owners in 2004 saved the day for us, when due to a bank signatories error by MALUK we
wereunalel t o exercise the option on the prec
advised Mr Roberts of the delay they still kindly agreed to proceed with the property
transaction early the following week, after the Option date, rather than insist on the higher
price they could have demanded for late exercise. This was worth approximately £1m plus
to MALUK.

After the Mooreds acquisition was agreed
reinforce the differing responsibilities for directors/shadow directbesliK with my

Canadian coll eagues and to do this Pinser
mea OMemorandum on Directors?d Respo
Situationsé which | f or wdaMrieectler(see al | t |

volume 2, pages 3889; and volume 2, pages-943).
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52.

53.

54.

55.

The planned sale of another part of Mayflower Aerospace, MTS, completed a hectic
strategic restructuring seven month period for MALQlKkare-6n6 May 2004 MAC
released a press reteabich summarised the position (see volume 3, page 785).

Next | turned most of my attention to the engineering business that had been losing money
and needed to win new business. A big problem was that MALUK had been unsuccessful
in bidding for the desigpuild contract for the metallic ribs, for the Airbus A400m military
freighter they had failed largely due to Airbus concerns re pricing and manufacturing
capability and capacity. But we managed with the active support of Airbus, to negotiate a
collaboation with the winner Mecachrome of France and provide the

technical/engineering leadership of the project which got us on the A400 project.

We also worked hard with Airbus to convince them we had a good engineering design
capability and continued to impknt the steps we needed to take to get more work from
them. That included making our design team permanent employees, instead of self
employed contractors. Part of the deal about converting them to permanent employees on
packages, that at least afterwgere not so good, was a bonus provision in the

employment contracts. From mid 2004 the Airbus organisation changed and Airbus UK
began the involvement of senior people in their Production Planning and Control area
within their aerospace supply chaith more attention being focussed on supply and
programme rate increases. A Mr Steve Vandersteen of Airbus UK was assigned by the
Airbus Vice President Andy Greasley as the senior production planning liaison person for
MALUK.

Alongside this there was heweeincreasing public awareness of the problems Airbus were
having on the A380 Passenger programme with escalating costs and delivery challenges.
To counter part of this Airbus began discussions with a number of suppliers to increase the
funding of somefdahe change in engineering work packages/parts by the suppliers (a
process | will refer to as A380 amortisation dsed) Minutes of 26 January 2005 meeting
with Mr Fairbairn re NRC A380 amortisation (see volume 3, pa@dd 838y the end

of May 208 we had agreed the principles of a A380 contract amendment (see volume 3,
pages 91917) and had approved at the MALUK Boe&®@ May 2005 (see volume 2,

page 411). However this came under further scrutiny initially from Airbus Toulouse, which
delayed ito mid August, and then Mr Butyniec in his new role, who was not previously
aware of the Contract amendment in late Augus$.28@ was concerned about the effect

on the Q3.208b and FY2085 MAC financial results. After it was explained to him that
essatially it was more than self fundimgl thafrom a cash perspective through the
reductions in settlement terms, afsh one witfrers- an investment return of 60% IRR

over the 350 aircraft sets for A380. Profitability in the remaining quarte2)0brY¥as
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56.

57.

also assured by other parts of the commercial arrangement. Mr Butyniec then approved
(see volume 3, pages 106&6).

Mr Dekker was keen to have the release of the associated £266K A380 reserve included in
the Q3.2065 financial results (see volke 3, page 1099; and volume 1, page 134) but
collectively we failed to get a written agreement with Airbus UK until January 2006 (see
volume 4, pages 138235). | learned after the Financial results were released for

Q3.20@5 that the £266K had increadbd MAC profits for Q3.2@8 (but not in the

MALUK accounts) although we had not yet achieved the written approval/agreement

from Airbus Toulouse. Indeed although | had indicated in an email in early November
20@5 (see volume 3, pages 11002) regardinFY 2006 budgets that we should now not
assume release until the December 2005 financial results | found out in late December that
the same £266k release had also been included in the MALUK November 2005 financial
results (see volume 3, page 1124).

Whilstall of this was proceeding | had been working since early 2005 with Mr Paul Archer

my Business Devel opment coll eague a&nd Mr
internally called the HdeH packagehich was a crucial foundation to any future A350
engineering and manufacturing package for metallic ribs (if not composite) for MALUK

(see volume 4, pages 117184 final bid approved by the Board in DecembedZ@@5

volume 1, page 154).

5758. Following some discussions preceding the MAC organisatigasctienMAC
organisation finally changed in May/ June 2005 and | was promoted to the position of
Senior Vice President of MAC and also a Senior Officer position.

59.

myEsthress—Devel onment ecolleancue —and M M

Mr Butyniec and team visited the UK from Canada at the end of August 2005 (I was on my
annual holidays ) and as a result further emphasis wasmpleasidutting/meeting the

original integration plan and improvement in the financial results at BournBgnouth
September 2005 the financial situation at Bournemouth was deteriorating (or at least much
more apparent with the MRP implementation of the®3-gystem and September

inventory check on at least two occasions Mr Larry Winegarden and myself drew the
attention of others, including Mr Dekker, to our assessmetitditite inventory was
overvalued at Bournemouth at the end of September 2@@sHayps £300K to £400k
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(see volume 3, page 1095). This would of course have increased the losses for MALUK
and MAC by the equivalent sum in Q3.2005.financial statements.

60. In October/November 2005 the MALUK and Bournemouth financial problems came tol Formatted: ~Indent: Left: 0 cm,
dOhe@advith the | oss of ov$andiiullameously p o e 2"

the operations problems with deliveries from Bournemouth finally led to Airbus

UK and in particular Mr Vandersteen sending an email of complaint. | will refer

to —this as the Steveadersteen Airbus Number 1 complaint on 23 November

2005 Thenand-thenfollows a chain of emails (see volume 4, pages 1131 and
11351136). Eventually a meeting was set up with Airbus UK for mid December
to review how we would approach the 0
Mr Butyniec and MALUK made a humber of commitsto take steps to get

back on track with deliveries to Airbus, including assigning extra senior MAC
personnel to MALUK to oversee the effort and for the following few weeks this
progressed (see volume 4, pages 1187 anti3li3)0

161.  Whilst this was happeg we secured an Instruction to Proceed (ITP), a sort of
commitment but not contractually binding, for the HdeH ribs package (as Airbus said in
good faith) and there was an agreement to review pricing across some of the existing parts
contracts (which latled MOU2 at the time) (see volume 4, pagesl1988 Some
principles for price increases of some £1.5m per year were agreed with Mr Micklewright
just before and after Christmas 2005 (see volume 4, pagE22B22d 1226A226G),
but these were theset aside in mid February 2006 when our delivery situation was still
deteriorating, following a discussion between Mr Butyniec and Mr Mclintyre of Airbus.
(document 3374/1423. Indeed the internal resources allocated to support the increased
pricing analys, (and therefore if and when agreed more sales/profits and cash) Mr Roger
Upward was reassigned in mid February for three months to help in production (see
volume 4, pages 1396).

262.  Following the mid December meeting during January and early Febrgarieéntiaat a
number of the Airbus senior management and people were getting increasingly anxious
about the deteriorating delivery performance situation and their assessment of our
management resporiset in MAC and MALUK.

363. This came t owinga convdrsatimmabet@eerf Msérd Mcintyre/Greasley and
Mr Neill which resulted in Mr Neill communicating a recovery / organisation proposal on
13 February (see volume 4, pages 1407 and 1430). The reaction to this by Airbus was swi
and several telecain®k place with Canada (one including the Chairman) in which Airbus
UK made clear their views and feelings in respect of the plan (see volume 4, page 1434)
The outcome was that Mr Butyniec came to the UK for most of the following ten weeks

(see volume page 1433). This focus, together with the tremendous work of Mr
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Martin/Mr Shorrock and team, a significant increase in temporary labour resources and
more cash/resource investment meant that by the end of April there was an enormous
improvement in our digery performance to Airbus UK in operations supply but not yet

the intelligent buffer stock which Mr Vandersteen was pressing for. In parallel the
Manufacturing financial results deteriorated substantially with all the unbudgeted costs and
by June 2@were some £2m over the MALUK 2006 budget and a further approximately
£2m of cash was required from MAC (see volume 5, page 1920).

464. Internal Airbus UK organisation changes also took place around this time in April 2006
during which the procurement managertemam, who had previously worked with
MALUK all changed. Mr Vandersteen now became Head of SME procurement (Small and
Medium sized Enterprises) which meant that Mr Vandersteen also now had the
responsibility for all dfirbu s gurehasing (including our A380 engineering contract
workload) from MALUK. We were his largest spend supplier so he was obviously going to
put most of his effort into us. Mr Vandersteen had previously been involved in, and had
extensive experience@perations planning and control. However, Mr Vandersteen and
his new team initially seemed to have limited experience of engineering management or
commercial procurement at Airbus.

‘ 565. As aresult | determined with Mr Underwood that with these organisdtéonges at
Airbus we would proceed on the logic of the required price correction/increases changes
being led by him with Haydn Martin and that | would stay in the background for the

‘ meantime to see how matters progressed (see volume 5, page 162Tin avidMar
Underwood started that process formally with the newly appointed Mr Vandersteen and
team on 5 May 2006 (see volume 5, paged 68841690 and 167879) and they were
able to put the logical arguments across though these were met witfouaiyioig

‘ resistance by Airbus, which was to be expectéhis hewrole Mr Vandersteen was now
of course also responsible for the cost of the materials purchases from MALUK and all the
internal Airbus budgets for it. On or around the 20th June Mr Wuadkand Mr Martin
were telling me of the trouble/difficulties they were facing in trying to gain agreement from

‘ Airbus and thatow expectedrould-leadt besto only about 60% of the required price
increases we needed for those parts (see volumeXy,9i9ge

666. By the 25th June Mr Underwood, Mr Martin and | agreed that | would take the lead now in
moving the price increase process forward and Wrerte a letter to Mr Vandersteen
regarding same (see volume 5, pagesl 18026 ) . Mr Vaamtwithet een 06
hours and was an attack on our delivery and quality performance (see volume 5, pages
18071810 and 1832). We were plainly still in big trouble. This | will call Mr Vandersteen
AUK complaint 2.
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+67.

‘ 868.

Fortunately Mr Butyniec was also in the UK atitie dnd it was possible to use his
attendance albe Airbus annual golf charity outing to get to meet the relevant people.

After discussing the quality and delivery situation with Mssrs Vandersteen, Butyniec and
Underwood and they had retired for themigffad the opportunity to speak with Mr
Micklewright (Airbus UK Vice PresidéRrocurement) and his Operations boss Mr Brian
Fleet (Airbus Senior Vice President). Amongst a number of other items | explained how
crucial for MALUK were the £2m plus peaiygrice corrections on the specific pasts

well aandincreased materials reimbursement for the additional costs of titanium metal. In
principle they accepted that they would do this but asked for a commitment from MALUK
that we would truly work towartielping them and us reduce our respective cost bases
(and hence prices) without impairing our mutual profitability.

After a number of other meetings and discussions with Mr Micklewright and Mr
Vandersteen in early July and the tireless efforts ofi aidbairn of Airbus we finally

got an agreement to first a £200K retroactive price increase which MAC could reflect in
their Q2/2006 financial results for the parts (despite the delivery challenges i Q1/Q2

see volume 5, pages 18892) and then seabana 100% of the requested price increases

we had asked for, which were worth some £2m per year at 2006 production levels rather
than the maximum proposed in June 2006 of £1.1m by the Airbus team dealing with the
estimates and Mr Vandersteen (see volumges, p824927). Over the course of the
remaining contract to 2010 this is worth an increase in profitability for MALUK of some
£10m plus. Once the Airbus repricing agreement had finally been signed on 10
August (see volume 5, pages 20038) | kew | needed to move quickly on managing the
goforward relationships and focus with Mr Vanders@egand-semy return to

MALUK from Canada | arranged to see Mr Vandersteen in the Aztec Hotel in Bristol on

15 August 2006. THisd three aimsvasto tryand move the formal contract

amendments through for the pricing changes and the related payments (signed agreement
of 10 August), to discuss the intelligent buffer inventory and associated liquidated damage
changes and to progress the Future Price ah&€&msction plans/approach. We also
discussed the A380 engineering monies, which | had discussed with Mr Gray. When |
explained why | had spoken with Mr Gray on the A380 engineering paymentsde stated
Oono probl emo. The mandatihaanclusios tesaid ha b o u t
would write a letter before he departed that Friday though he had lots to do before his
fortnightods holiday. I said thahesdid coul «
ofined. T h e n o tewering wdre on &bout an 44 pade tinel dovetet thet
intelligent buffer inventory process/timing discussions and regarding Liquidated damages
for deliveries and what he referred to as the recommencement of the Seniors Steering
Committee for Price/Cost redugtiavith the involvement of Jim Butyniec and at my
suggestion Larry Winegarden from MAC (see volume 8, pagese® & 8175 and
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3272). These notes have not been disclosed by the Respondents and others despite
intensive efforts various way® obtan them. Their disclosure would vindicate me.

My further promotion within the group

‘ 969.  Inor around June 2005, | was promoted to become Senior Vice Pddsidemtation
Technology, Strategy and Business Development and made a senior officer of the MAC
(see volume 3, pages ¥25). In this role, | had responsibility for all aspects of the
groupo6s strategy development and, in part
of this activity. Internally, | participated in the governance of albtipesgbsidiaries in
assisting in the strategy and operations execution, while building a supporting IT
infrastructure. Additionally, | retained responsibility for the design and engineering, sales
and marketing, and IT activities in the UK. Design ajidesming was a key area for
MAC as we were trying to build up this part of the business to integrate the manufacturing
activity with the UK and win new work from Airbus, which was increasingly developing
new products. In March 2005 Mr Neill asked meetodsa proportion of my time in
Canada because he was intending to retire from his role as Chief Executive Officer (see
volume 3, pages 8880C). From June 2005 | spent half my time working in Canada. As
part of my own education from June 2005 rega®ainigr Officer duties and
responsibilities in Canada and to gain some understanding of the differences and
similarities with the UK | spoke with a lady on a few occasions called Beth Bandler. Up
until August 2006 she acted pait me i n  MA C deam dnévepa gresentiafptheo r t
various Audit Committee and MAC Board meetings, including taking all the minutes. In
particular as she had resigned and was leaving after the MAC Board on August 10 2006 we
had a wideanging discussion for some 20 plus nmsrutea number of matters including
that of Directors and Senior Officers in Canada. As best | could understand (with the
exception of the fiduciary duty to creditors in doubtful solvency/insolvency) the duties and
responsibilities of directors and seafficers were pretty similar in both UK and Canada
and in particular the principle that you could not delegate responsibility were the same.
Document 815/815DThe adoption of Bill 198 (post Enron Canadian legislation) was
progressively being implementedee FF2005 MALUK Audit Closing meeting minutes
at doc35453547and the commenfsom DDW 6 Mr Dave de Wolfe of EY

1070. From September 2005 in my new role | spent my time at MAC understanding the various
business matters under my direct control andtioysar the various profitability issues
with projects/current work. While we reviewed all the pricing/commercial arrangements
the focus of the MAC Executive team and myself was on four major repricing projects. |
found it difficult to really get a gooallle on the pricing /management accounting
information needed to do this properly but we worked our way through this as best we
could with the time and efforts we could muster form the various plants. For new work
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we also experienced bidding challenijles@sting information particularly for the
increasingly larger and more complex contracts that were increasingly a feature of the
aerospace business. These matters also evidenced themselves in our strategic planning
process which Mr Winegarden and keweorking to improve with the various businesses.

MAC was also implementing new statutory obligations which included the disclosure
controls element first and the resulting quarterly certificate/sub certification process was a
crucial part of that (see wole 1, pages 924). Naturally | therefore took some interest,
from aSseniorOefficer perspective, on the sales/pricing/overall accounting, including

EAC documents, which were the basis of providing the informéiigmwerdeing

certified in accordance with the new internal disclosure controls process. This meant |
looked and tried to understand in particular the accounting at Haley, some C$9m price
increases over a fifteen month period, the Boeing regrsonge C$20mequired over

all the Boeing business, particularly in Ellanef and the Aeronca Estimate at Completion
(EAC) for the Aircelle projects. It also seemed that UK accounting GAAP standards were
more advanced in the UK than Can&déich remained consistenthwiy previous

experience and which Mr Dekker had also discussed on a few occasions.

My protected disclosures

‘ 1272.

In this section of my statement, | will describe the protected disclosures that | made in 5
sections, and in chronological order within eadbrseth essence, | was very concerned:

‘ 1373. First sectionthat the way in whidALUK was being managed meant it did not have

enough cash to meet its debts as they fell due and the company was only keeping going by
systematically refusing to pay creditorgmed settlement terms or cash injections from

its parent, MAC which had also I|liquidity
MALUK.

1474. Second, and third sectionshatMAC had and seemed to be continuing to account for its

Ellanef divisions contract WiBoeing for 737 Systems integrator kits and its Aeronca
di vi sions®fs cont #@0600sNn ways that tobldpredentabalges A 3 4 (
picture of the profitability and Balance Sheet of MAC.

‘ 1575. Fourth sectionthatMALUK was going to account for certauerheads and related

‘ 1676.

inventory valuations in its Engineering Division in a way that could present a false picture
of its profitability and Balance Sheet to the outside world; and

Fifth section thatMALUK was going to renege on bonus arrangements ioyemeplk
contracts with managers in its Engineering Division and then when it did pay those
bonuses account for them in a way that could present a false picture of its profitability and

Balance Sheet to the outside world.
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1777. Obviously, the detail of these essis somewhat more complicated, but | believed that
each of these issues was a point of legal and commercial peril for MALUK and MAC
respectively. In my mind, if these issues had legal implications for the relevant company
they also had legal implicasidor its directors and officers. | did not want to be
responsible for placing either Company in breach of its legal obligations, since it would
inevitably place me at risk of having broken my fiduciary and statutory duties as a director
of MALUK and a saior officer of MAC. The way the companies were managed was
inextricably bound up with its compliance with legal obligattemsractual, statutory
and regulatory. To my mind corporate governance meant ensuring that the directors and
officers managedcampany within the law.

1878. Finally MAC Ethics policy, to whicheach of my three rolewas subject as an
empl oyee, Director i n MALUKtiste pblicysof Maigedlan Of
to comply, not merely with the letter, but sgot witthéhéaw. Violation of the law can affect
Magel |l an6s reputation and ability to cari
understanding the laws, rules and regulations applicable to the performanceyelidis or her du
and complying with both the letter and spirit of these laws, rules and regulations. Ignorance
not a valid defenséodi {sekeeviohipead,  bpamge:

My growing concerns about thewaubtilksdvency of MALWKc i a |

1979. Before | commence my evidence on the solvency situation | would like to use a period in
late 2004 to provide an example of how the business was managing within the
MAC/MALUK governance processes the subject of cash/solverggement and our
MALUK Director responsibilities. This is important as since the acquisition of MALUK
cash was provided/required on a regular basis from MAC from 2003 in support of
MALUK turnround/business development.

2080. | refer to a period in mid/latedR4 when the financial results and costs associated with the
Bournemouth facility in particular were significantly worse than the budget. Firstly a
MALUK Board meeting which was held on the 3 September 2004 where at Point 11 in the
minutes it is recordedh d'te management of MALUK is aware of the Magellan Aerospace
Corporation refinancing. MALUK requests further funds are made available at the end of Se
met payroll and statutory obligations. It was noted that at present appraderatedytds.3m of
payments were overdue. It was agreed that there was no reason to believe that there woulc
funds to discharge creditor payments. It was expected that MALUK would retain proceeds f
property disposal andineagditon £1m from Corporate and that this would provide sufficient f
to carry the business forward undil Jghsagre v ol ume 2, page 382).

‘ 2181. Ms Fitzgerald in an email to Mr Dekker on 10 September confirms receipt of the C$400k
(sum for September&Am in October) and some other relevant matters (see volume 3,
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page 805). Note also the email from Ms Pettifer to the financial staff in the various
MALUK business units regarding further Payment of August trade creditors, which
provides an example of gm®cess operating at the time (see volume 3, page 805).

‘ 2282. As aresult the MAC staff meeting on September 14 2004dbeteminutes for the
MAL UK s e c tCasbis upaotdategwith payroll and creditors. Working with Corp for suf
fundstocové (see volume 3, page 807).

2383. At the end of October as planned Ms Pettifer requests the forecasted £1nafungs
andagreed at the 3 September 2004 MALUK Board meetin@n email dated 22
October to Mr Dekker and Mr Nunez (Assistant Treasuneef we s hWithst at es «
reference to the MALUK cashflow forecast (actuals to 15 October) it is clear that we will req
£1million funding agreed at the MALUK board meeting by Friday 29 October in order to rele
trade creditors due ¥ thet@ber. | would appreciate it if you would let me know when the fur
b e s ent(seéwlunelBgagt &lb).

‘ 2484, Mr Nunez replies in an e maildthed€Em n8céssa@altad b ¢
once? Can the creditors beymia stfveral week period? What are the terms you have with
Creditors and whatwilladelayd¢ see vol ume 3, page 813).

‘ 2585. Ms Pettifer replies in a comprehensive email dated 27 October in which she explains to Mr
Nunez the MALUK situation and history ahof the trade creditor matters (see volume 3,
page 813).

‘ 2686. Throughout all of the period up to July 2005 when | worked with the Finance team closely
on the cash management/forecasting in MALUK we were always able to get our cash
forecasts for any additial funding from MAC identified at least 4 weeks, and mostly 8
weeks, in advance of the requirement. As a matter of practice Cashflow, Supplier Payment
terms and Ongoing Funding requirements were always items on the MALUK Board
agendas and the minutedradsed the situation at that time. MAC staff meetings were
updated as we all considered necessary.

2787. MALUK faced a mini crisis of sorts in November 2004 when the reported results of the
Bournemouth manufacturing facility collapsed. While the sales h@lluegsvere on
target, the manufacturing costs were much higher than had been anticipated. So profits
were hit hard and MAC had to step in to support MALUK with extra cash to plug the cash
hole, as well as contributing to a significant fall in thepgodiss in the Q4.2004 financial
results for MAC (see volume 7, page 2680).

2888. This all happened just as the MALUK Budget for 2005 was being prepared for approval at
the December 2004 MAC Board. Whilst | was present in Toronto at the MAC Board Mr

Underwoodpresented the MALUK budget for FY2005. For the manufacturing operations
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d the forecast was for some £3.5m profit for FY2005 and a further £612K for the
Engineering business that was my responsibility. This was a major transformation in our
performance anldwas concerned that the detailed level of budgeting to support this
analysis/action plans were not sufficient to underpin those budgets, particularly in light of
the unfolding financial results at Bournemouth. | also realised as | saw the full MAC
Budget at the MAC Board that MALUK financial performanggrticulawas cruciab
achievingn the overall MAC Budget for FY 2005.

2989. On my return to MALUK and during January 2005 | pressed Mr Underwood (see volume
3, page 842) and Ms Fitzgerald (see vAupages 833833) to begin to work on what |
called the FY2005 Push Budgets to ensure that we had done everything we could to ensure
that the budgets and cost management/action plans were secure. In parallel the proposed
IT systems upgrade at Bournemouwtth been delayed as the assessment of whether to
implement the proposed corporate standard CINCOM or the local MALUK EFACS
system was considered. Finally in March 2005 we made a decision to implement the local
EFACS system (see volume 3, page 891) arairthatmg aspect was successfully
achieved at the end of June 2005. In the event with all the other issues/matters/FY 2004
year end audit we were unable to devote the requisite time and effort to achieve that
detailed review/understanding of the costsfitadaility in Manufacturing and Head
Office. We were however able to do this though in the Engineering Division with the
General Manager Mr Bellia in a process we called 100 day plans.

‘ 3090. By the end of FY 2005 the MALUK budget of just over £4m profit hadayeed out
and the financial resuiexcluding some price gains and release of other prodisions
produced an approximate £4.5m difference in manufacturing operations from the budget
(see volume 4, pages 13888). Obviously this meant that theifga@ind cash
generation never took place and further funding from Canada was necessary during FY
2005. Although we were substantially off budget we maintained the ability to forecast at
least four weeks ahead the funding MALUK required from MAC. Whelevteethe
obvious frustration with the financial results at no stage were we told (particularly by Mr
Edwards) that there was any risk of not having further funding from MAC.

3191. As|commented earlier the MAC organisation changed in June 2005 and Mr Underwood
now reported to Mr Butyniec, rather than directly to Mr Neill, as he had done since
September 2003. Mr Butyniec visited the UK with others from the Canada team at the end
of August 2005 and the emphasis, was to drive the costs down to the original
Bournenouth transition plan by the end of December 2005 and implement EFACS
successfully (see volume 3, pagesIiZH). | moved to my new role effectively at the
same time and the MALUK cash management then became the executive responsibility of
Mr Smithd temporary CFQG with Ms Pettifer.
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3292. As aresult of these financial difficulties, on or about 20 September 2005, Mr Underwood
and Mr Smith implemented a policy whereby MALUK would fail or refuse to pay its
suppliers/trade creditors unless such creditors @hthireatened or pursued legal action
against MALUK; or (b)) were able to frustriu
obligations to various clients (see volume 3, pages@d®and 1017). | will refer to this
practice bel owswasactdallykatrafy tolthe gayntent policy ddopted
by MALUKG6s Board of Directors and which
Financial statements for FY 2004 the previous month and now lodged with the Companies
House (see volume 2, page 423)D&ember 1, just before the circulation of the Board
pack to the MAC Directors for the Board meeting on 8 December Mr Neill instructed me
to change the budget slides and numbers to include the impact of winning the HdeH ribs
package, even though it wasymttawardeeso as to ensure the slides for MALUK and
MAC budgets properly reflected the sales, profitability and cash position for the budget for
FY 2006. He said that we would present this in the Board meeting with the formal bid for
Directors approvadn December 8.

3393. | tried to discuss incorporating these budget changes with Mr Smith on December 1 as he
was steadfastly refusing to do so, and only eventually with the telecom intervention of Mr
Underwood did he do so and the new budget pack was arbylMe Groot to the
MAC Directors the following day (see volume 4, pages 115415148hen 1154 again).

2494. Mr Underwood and Mr Butyniec, with the support of Mr Smith, had created a MALUK
FY 2006 budget and plan which had a £2.8m profit (including prefitdn Engineering
under my control) Mr Butyniec presented to the MAC Board the FY 2006 plan including
a budget in which the manufacturing business in MALUK would generate some £2.8m in
profit in FY 2006 and this together with the HdeH Ribs bidpmasved by the MAC
Board on 8 December 2005 (see volume 1, pag#s5)53

3595. | was becoming increasingly concerned about the governance of MALUK, the lack of
Board meetings and discussion and | forwarded a note regarding directors responsibilities
to the directors. At this time | was concerned that Mr Smith was not fulfilling his
responsibilities to the Directors. | us ¢
time appointment to bring this to my fellow UK Directors attention (see volurges4, pa
1200 and 1211212).

96. At the same time the Disclosures Contrgjsarterly certification procekstwas being
implemented by MAC to comply with new Canadian law8 Basbn, which required
the various Senior Officers,, Directors and managementifyoaertain items depending
on their area of responsibility, including the management accounts for eacBapiérter.
reference to thisewCanadiafawby MrDave De Wolfe (rotated off E¥anada &tner

for MAL) in the 10 February 20D&ectorsAudit Closing nmutes at document 354
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A

3547wh e r e i DDW raisedconternsibgatigability to meet criteria of Bill 198 ( Formatted: Font: italic
(CamdiarBX) due to IT issde$he Respondents legal team confirmed at the interloc‘ﬁtokr)[ Formatted: Font: Italic
hearing on Friday 28 November 2008 A4t the Quarterlycertification docuentation { Formatied: _Font: talic
as per the Magell&erospac€orporatiorgovernance processes (documentid%o8)
signed by the Claimahtet Wé have disclosed all the document®that we haafks e  a r{ Formatted: Font: Italic
included inledocumentdundle This meant thahy DocumentdRequest 1at the
interlocutory hearing on 28 November 2088 not require@nd RAN 101 is factually
incorrect Bs the fdbwingfivequarterhdo c er t i f i cat i o nandtogbtked bee:
with the3 December 200Bibunal ordered Request® And 3for MALUK would
compl eduaterlcheer td f i cvaltii o 6h pdh ctkesennmythree t i f i
roles In summary

96.1  MALUK Q4/2005 - Certification documeffior MALUK Engineering DivisioA Mr <« { Formatted: Font: Bold

Little and Mr Smith signed 17 February 2006. ) {Formatted:
Following the Tribunal Order of 3 December 2008 the Rempgrithve disclosdte

CMSSch L3, Line
spacing: single

relevantertincorporatedMALUK Management accounting packs . | have selected pages
35180 323 from thisdisclosure. Please note at docud&h8the Actual Intercompany
Loan fom MAC to MALUK for£10123K Also the Engineering inventory£db3k at
documenB521(also at Paragraph 286y theEngineering inventosupporting schedule

at documen8523which shows no overhead apptledughout 2005

| found no reason to certify any issuehelSrigineeing management accounts did net — { Formatted:

Line spacing: single, No
bullets or numbering

J

contain any changes in the policy / calculation of engineering overhédls provision of
engineering bonuses were unchaagger the MAC Board approved 2005 budget

MALUK Q1/2006 - Document 16911700 Certification document for MALUK Engineering«—{ Formatted: Font: Bold
Divisiond Mr Little and Mr Smith signed 6 May /30 April 2006. Following the (Formatied: cMsSchL3
Tribunal Order of 3 December 2088 Respondents have disedtherelevant MALUK
Management accoimg packs. | &ive selected pa@&s293534from this disclosure. | will
deal with this further at @arajp 240 Althoughit is asserteéh the PWC report at ( Formatted:  Font: Not Bold

paragraph.39that three out of the folMALUK directors(Brian Little JohnDekker and
Phil Underwoodyvere avare of a change in accounting policy/ calculitontheAudit
Closing meetingn 10 February 200& can see fromdbeEY minutes disclosed &
December 200&llowing theDecember 2008ribunal Orderthat the subject wAOT
formally discussed or minué@dee document 3546 /354 Point2 audit differences .
PwCdid not include this document in thR@portExhibits. Nor for theavoidance of
doubt didMr Smith discussny ofthiso a g r e e dwitlt rhesbefareesimninge
Quarterly certificate letter excludingayropriat@verheads inclusion
There was no reason for me to certify any issug@dlay 2006sthed cer t i f i ed 6
Management Accounts did N@@ve the incorrect engineering overhdadtaents
formulae / approach applied teefinancial results ilnéquarter. No audit adjustments
had been made tbeéOpening or Closing balandesleedMr Smith had signed these all
off before meso I decided tdet it sit for hemeantime
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96.2  MALUK Q2/2006 - Document1976d 1984- Certification document for MALUK
Engineering divisiod Mr Littleand Mr Smith signed 31 July 2006 but both on eéida
sent to MAC on 8 August 206®llowing he Tribunal Order of 3 December 2008 t
Respondents have disclogerélevant MALWK management accounting packs . | have
selected pag853&3544from this dislosure. | will deal with this further at Paragraph
241,

A

[Formatted: Font: Bold

[Formatted: Font: Not Bold

[Formatted: Font: Not Bold

There was no reason for me to certify any isstags July/early August 2086he
ocertifiedé tldid-iN® G lave ¢he incorfect enginearing overhead
adjustments formulae/approach appliedhédihancial results fonéquarterNo audit
adjustments had been madén@Qpening or ClosinBalancesindeedMr Smith had

signed these all off before me again. On this occasion | had written to him in an email on

21July 2006 at documei895and he replied th&tevgGroot) sawno need for any
documentation to support any charigegee MALUK Management accountipacks for
the G2.2006 earnings releases.

This was of course ahetrexample of what PwC referred to in their Final draft report at

paragrap2.40whenthey notedhat MAC as &ublic Company had poBmancial

Control and at A Accounting adjustments made with insufficient supporting analysis o Formatied: Font: Italic
doamentationPrior to June 200Avas unaware that Mr Smith had already discussed the

matter with Mr Groot and it seems Imaadehis ownd En g i n e e r i calgulatow e
based on the £523K ehgineerinqventoryreportedat 30 June 200&hich he then
verballyconfirmed to Steve Growouldadjust hedocumente@nd reportedEngineering
profitabilityresults by a mimumincrease af10k . Maximum £20KTarget £10las
disclosed at Exhil#t18 (doumentl8821883 in theBoeing 737 section of tRevC
report.Mr Smith did noadviseanyoneto my knowledgén MALUK Engineerin@gnd
certainly nomeas the functionally responsible SVP and a UK diteetdiehad done
so.

It was followinghis21 JulyemailandMr S mredpdnsittsat] decidedhat the time
was now rightio raise the matter formally with Mr DekikeAugust 2006 my witness
statemenparagraph 243his | did as partfany email on 2 August 2006 at document
1955 and againiny conversatiomwith Mr Dekkeion Friday 1August in the Toronto
Board roondsee witness statement paragrafand PD15

96.3 | havededt with myMAC Senior Officer duties and responsibilitiedveh@ Quarterly «—
certificationd management accoungssition for BoeinatQ2/2006 at witness statement

rhe

~ | Formatted: CMSSchL3, Line
spacing: single

parayraph 181document 200@nd for A3465600/600for Q4/2005at paragraph01

' "'[Formatted: Font: Bold

(document 1457460)and inQ2/2006 at paagraphs @3to 211(PD22)(document 2006)

[Formatted: Font: Bold

96.4  The above documentation/evidence also specifically contradict the unfounded allegation

regardig t he Quarterly cer theRasgoadentsadicitdisst c o
correspondence at document 3IM8t for completeness and for the recdidl|

disregard or flout any legal processes in any of my thres kiéegellan (or indeed
Moyolg & research anevidence is thathistleblowers dihve contrary. Instead the
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respondents Counsel and solicitors havéSelmtdule AWe do not believe that these ( Formatted: Font: Italic

documents are relevant or necessary to the issues in this case andose thwriot propose to di

document 32778 and agaian 28 November 2008 whkty Ly n c h thesesatee d{ Formatied: Font; Italic

classic examples of yet more scrambling for documents with no oveoé sditstahdynewauispici
revedl. The3 DecembeP008 Tribunal Ordewhich led tall ofthe documents being
disclosed by thiRespondents solicitors on 9 and 11 DecembersBp8 provide

further evidencef abuse of this legal process and natural jWtowill return to that

later

96.97 Together these items provided the opportunity for Mr Smith, as MALUK Company
Secretary and shortly a Director, to create the appropriate governance processes for t
UK, both as a division of MAC and a separate legal entity MAptéisely what had

Formatted: CMSSch L3, Outline
numbered + Level: 3 + Numbering
Style: 1, 2, 3, é + Alignedat: 0cm +
Tab after: 1.5 cm + Indent at: 1.5

beenachieved in the past.

Formatted: Outline numbered +
Level: 2 + Numbering Style: 1, 2, 3, é
+ Aligned at: 0 cm + Tab after: 0 cm
+ Indent at: 1.5 cm

98. MALUK finally did have a Board meeting on 5 January 2006 (the last prior to my-
termination) (see volume 2, pagesd®dand 46463) and some of our discussion was

crucial in the context of the cash flow crisis we were to encaitini@imonths and the
relevant minutes of the meeting are as follows

1.198.1 It was stated that MALUK do not anticipate requiring any funds from Magellan Corporation i
future other than for the A350 amortisation and any amounts that may pr®pedtyired to f

1.98.2 It was noted that the BNP funding for the new A380 amortisation deal needs to be in place
Q1.2006.

1-38.3 R Neill stated that the expectation was that MALUK would raise sufficient funds to fund the
the Bournemouth prodertiever, this is not expected to be met from any trading cash surplus

299. The Board recognised thatthe gasin position was significantly better than forecast. ( Formatted: Font: Italic

—

3.100. On the 31 January 2006 Mr Dekker sent an email to various UK staff in which he asks
OClare- Why is cash balance for the next few weeks running so far off budgéseeand other qu
volume 4, pages 1369 and 1375). Mr Smith responds to the email on February 2 and while
the email overall i ©bviously thewtir&ash élasvtshows awo u | d
significant shortfall in Feb. This is of concern to me however; we are monitoring the situatic
basis. We have moved out some of the forecast CAPEX payments, which will help. We are
situation whereby atbcgglyments are authorised by myself first, and we are only sending pa
those that are a threat(se¢wluned epagel399).on or

4.101. On 3 February 2006 | sent an email to Mr Smith in which | pose a numbstiofigjue
from his email of 2 February (see volume 4, page 1398). | think it is useful to allow the
Tribunal to read this full email, as there are a number of relevant matters in it. |
highlighted my concerns to Mr Smith, Mr Underwood and Mr Dekker. émtlils |
explained that | continued to believe that their approach to creditors was fundamentally
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fl awed. I also referred to the ransom c1
had experienced in September 2003 after the acquisition of Maydlospade. | was
concerned that by not meeting the obligations owed to trade creditors, the directors of
MALUK would be (personally) vulnerable and it was possible that the company would
suffer from the same difficulties Mayflower Aerospace had in Sef@e@#el would

also refer té&\lsemy forwarded email of 5 February 2006 to Mr Dekker in which | try and
bring the o0technical analysis matters o
regarding a probable need for cash in MALUK from Canada én\@Hich was then

requested /transferred in March 2006 (see volume 4, page 1398).

5102. Ms Pettifer then confirms in an email on February 6 to Mr Smith and myself that the cash
balances were higher (about a £1m) because of the improved Airbus payniaotterms
40 days not 60 day$Shese had beemegotiated as part of the A380 amortisation deal
which had just been signed by Airbus and mysetieadthat the sales deficit was
approximately £600k to budget (see volume 4, page 1401). By-hiwdisrieecoming
increasingly clear to me that apart from it putting us in breach of our payment obligations
to our creditors and breaking the Boar do:
detri ment al i mpact on MAL UK @&easing prebilemse s s b ¢
with suppliers and their willingness to ¢
By mid August some 40+ regular suppliers had reduced their credit terms to us or moved
to proforma invoices (see volume 5, page 2050).

‘ 6.103. In the alsence of any response from the othesils tdVir Dekker | forwarded the
February 3 email to Mr Neill, my sRicheri or
private infowe now need to raise £3m plus from invoice discounting in thésnBraB0 days rege
(see volume 4, page 1426) and a further email a couple of hours later whiBicstated
based on openness andhovdowe haridle thistgpe df ghingrbglowa \
with Murra§ | see this as part of the praoblieas Bad without my support since April June 2005.
Also see my other recent email to john re this. | will also ask Mary for copydof€lare exit int
normally see this for senior staff. re¢seds/Bliame 4, page 1426).

#104. Bythethirdwde i n February 2006, the damage tha
relationship with its suppliers was becoming ever more obvious, and not only to me. In an
email on 21 February 2006 (which was copied to me), Ms Pettifer confirmed to Mr Dekker
that MALUK needed to advise its trade creditors of when they could expect payment,
because the uncertainty was causing problems (see volume 4, page 1444). She stated that
the company was only paying suppliers holding up our production or if legal action was
threateed, and that following this course of action (which the company had done for
several mont hs) was damaging the company¢
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8.105.

9.106.

(2224800

looked forward to receiving a decision on the request for additional funding for MALUK
from MAC

However, neither Mr Dekker nor his direct report Mr Smith took any action to change the

Policy or to take appropriate steps to af
seek to call a Board meeti ngoacoh ctoon sMAdLeU K
financial position was also causing concc¢

departments. On 27 February 2006 | received a forwarded email (originally sent to Mr
Smithd copy Mr Underwood) from Alison Jones (Management AccoartantMA L UK & s
manufacturing facility in Bournemouth) in which she informed me that Mr Smith had
refused to allow her to send an email to MAC, which referred to various costing issues and
reports detailing the lack of profitability of the company (see volpaged 1468465).

Ms Jones also told me that she had repeatedly asked Mr Smith for a meeting to go through
the costing issues and reports, to ident:i
profitability. However , Mponséwas that heidid f or me
not see what the problem was. The situation then worsened, still without Mr Smith
acknowledging the damage that was occurri
supplier/creditor track record been impacted with more suppliers reducioigditei

terms with the MALUK.

I have mentioned before a conversation | had with Jonathan Coley of Pinsent Masons on 3
March 2006 (see volume 4, page 1469). | decided to telephone Mr Coley on 3 March 2006,
in my capacity as a director and employee of MAhétause a number of things relating

to MALUK were bothering me. For exampl e |
how MALUK was being managed, the lack of meetings of the board of directors of

MALUK, management and governance and the directors of lliketing their

fiduciary duties. Approximately the first five minutes of our seven/ten minute conversation
were spent discussing my concerns regarding governance and board issues. | then asked |
Coley regarding my own position as a director and my sgmgéement and whether |

could resign as a director and continue as just an employee. On that particular point, he
said | could not do that, as my contract was to be an executive director AND employee.

He made a number of other relevant comments amdrightwas a question as to

whether the company had a whistleblower policy. Whilst we did not specifically discuss
this it was the first time it registered with me that | might be a whistleblower myself and

the company might have a whistleblower policgHtrhave to use, although I also did

recollect audit questions on the matter as part of our audit closing meetings with Ms
Barbara Hadfield, the audit partner for MALUK. In the final minutes of the telcon

Jonathon then suggested that the conversatidedhiemove off the record and that |

really should seek independent employment advice as regards the employee/director
aspects of my service agreement. My nature is to obtain as much information as possible tc
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ensure that | am properly informed. Therefotowing our telephone conversation, |
checked the companyds network and | ocat et
whistleblower protection poli¢yalso did ask the employment person at my local solicitors

in Northern Ireland, who concurredth this analysibaté in any eventvhether or not |

i+ remained an employee | would be potentially liable as a director/shadow director
because of the role /authority and direction of my position in MALUK which was much as

| had expected.

‘ 46107. In an emdbnal email, dated 25 April 2006 to Mr Smith (and forwarded to me by Ms Jones
later that day), Ms Jones expressly stated that the company needed a substantial injection
cash to pacify the companyds cr editteor s ( ¢
company needed a more long term plan, rather than continually asking MAC for further
cash, and living from day to day crisis. With the increased costs as a result of the
Bournemouth delivery recovery progranunesg the first half of the year hesition at
MALUK deteriorated further so that at the end of June 2006 the Operational
inefficiencies/materials costs were £2m higher than budget and the gross profits in
Manufacturing were therefore much lower than planned (see volume 5, pagetth©20). In
same period Mr Smith made requests for five separate transfers of funds from MAC
totalling almost £2m (see volume 5, pagesZiIER).

41108.0n 26 July 2006, Claire Wade (one of MALI
me in my off i c eoffieet AsMiate Explairsed énier, sipt uotil August
2005 (shortly after my promotion to Senior Vice President), | had been involved in, and
had closely dealt with, MALUKG®GsSs cash man:
anxious. She informed me thattbMr Underwood and Mr Smith were absent on their
annual holidays (and were currentigamactable). Ms Wade told me that prior to leaving
for his holiday Mr Smith had informed her that it would not be necessary for her to request
any funds from MAC ding his absence. However, Ms Wade went on to tell me that,
according to her calculations, there wer ¢
meet the payroll for July, and that she believed that £1 million from Canada would be
necessary within thexiéwo days and up to three weeks. Because | had not been
overseeing MALUKGs financi al position as
Wade to bring the necessary paperwork through to my office so that | could review the
cash situation withhér. t hen revi ewed Ms Wadeds cal cu
preliminary analysis that her assessment was absolutely correct, and that the company
needed about £1 million in the next two days and up to three weeks. | had had few direct
dealings wht Ms Wade prior to this conversation and was pleased to see that she had a
good grasp of the paperwork and was on t¢
my review of Ms Wadeds calculations that
trade credidrs, all of which were at least three weeks overdue for payment. Accordingly, |
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immediately instructed Ms Wade to contact Steven @mip Treasurer of MAGnd
request an i mmediate transfer of A1l milli
Groot (see volume 5, page 1928). | told Ms Wade that | would also contact Mr Dekker, as
he was the Chief Financial Officer of MAC, later that evening when | had a chance to
review all the information in more detail.

12109.By 24 July 2006,alMALUUKED ss hbadvae d yt hcea sfho Ibl o w

19291930):
12.109.1 MALUK®s tot al bank balance stood |
12.209.2 MALUK had uncleared cheques and other payments to creditors which

amounted to £377,108.74;

‘ 12.309.3 accordingly MALUK®Gs av a@costadobdeat bal
(minus) (£43,476.12);

‘ 12.409.4 MALUK®s payroll for the month and
£648,846.62;
‘ 12.509.5 the 6definite receiptsd which wer:

totalled £701,971; and
12.6409.6 Free cash was therefore less than£10,000;

127109.7 as at that date, MALUK owed £2,909,085 to its trade creditors, all of
which were by that date at least three weeks overdue for payment.

‘ 13110. That evening26 July) studied the cash flow forecasts in some édtwly showed that
in the next three months thempany would not have the cash to settle its debts running
into cash closing balances which were negdkigeno provision had been made for any
funding requests from Canada. (here | will for ease of reference use the 28 July cash
‘ schedul® see volumé, page 1884 1887) although it had not been finalised by Ms
Wade at that time.

‘ 14111. In checking the debtors position (AR) it showed approx £8.6m and over £1.3m overdue 60
days whilst the trade creditor position (AP) was almost £7m (which | had nevisetdecogn
as high in the padi)f these over 1.4m were more than 60 days and | knew from past
experience that our average agreed settlement terms were-4balaty4therefore
there was at least £2.5m overdue and probably the £2.9m on the daily cash balan

15112. This confirmed that we were way over our agreed settlement position with suppliers and
with insufficient funds to cover the shortfall without actions on our part and MAC funding
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we were of oO0doubtful sol vency oreviousday 2k ne w
July 2006 documen® ¢that 1. Cash / Receivables/Paysddd<EBITDA improvement from
operations. Cash idtiglet p o r t t (eee bokimec5j page 940G t e d O

16113. | looked closely at the Outstanding debtors/Receivables poditithe grotential for
accelerating the cash positiohwas circa £15m for the next 3 months. Then | looked at
the creditor payments profile and it was around £6.5m in the next 3 months. From all of
this | knew from the overall analysis and my extempiegence that

(a) Clare Wade was right in the requirement for funding immediately to cover the
payroll which was confirmed in her schedule circulated later in an email
attachment on 16 August 2006 and that she was also right that £1m would be the
minimun from MAC to get through the next three weeks to avoid an overdraft.

(b) I knew that the trade creditor position was unsustainable and at least a further
£1.5m £2m need to be paid to them in the period so as to get near to our
statutory supplier paymgualicy and that we therefore also needed to obtain
about a further £1 .5m from the debtor position. Even if the delayed sale of
receivables/ debts (to BNP) was finally achieved this would only camouflage the
other underlying profitability/cash probleimatthad to be addressed in MALUK.

17114. | considered there to be four concerns/factors which had to be dealt with promptly if we
were going to get back on top of this as
without MAC funding (no parent company guarantetedxand MAC was clearly facing
a deteriorating liquidity position from the information available to me. These were:

17114.1 The Airbus letter which provided the basis for additional price increases
of £2m plus per year and materials reimbursement of some@&s0@ar (over
£10m for the remaining contract period at 2006 planned production rates) had
finally been agreed with Airbus UK, after difficult negotiations, and | had just
received their letter/agreement earlier that morning (26 July) to have signed off
MALUK/MAC (see volume 5, pages 19827). It was now essential to have
this approved by MAC as soon as possible in order that we could obtain the
retroactive pricing monies and the correct purchase order pricing for future
invoices for both the prodiah parts and titanium materials. The following day
| spoke with Mr Fairbairn and he promised that if we could proceed promptly
with the agreement sigff he would do his best to help secure all the back
payments/ overdue monies before he went on hslidayid Augusd this was
worth almost £1m at the end of July. In the event it took longer to get the
internal approvals (Rich Neil2 Aug (see volume 5, page 1959) and Fairbairn 3
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Aug (see volume 5, page 1958)) and those particular funds werkyewantua
paid until various stages from late August to October 5.

17214.2 Whilst this was all occurring Airbus was struggling with the A380

programme overall and there was increasing pressure to make the A380 Freighter
Wing First Article programndavhere MALUK prauced some of the initial
components. Mr Vandersteen had now responsibility for the
procurement/management of these elements. Together with his new team of Mr
Price and Mr Burns they had limited understanding of the Airbus processes for
managing thesegiages as well as limited time and a difficult business
environment in getting items authorised. Mr Clive Renson who wabuke

UK A380 Procurement project representative acted to try and assist for over
several weeks in breaking this logjam bMavidersteen and his team were

seldom available for the key internal Airbus meetings. In July | asked Mr
Micklewright to intervene and he said he would instruct Mr Vandersteen to get
involved with Mr Mcintyre. In mid August Mr Pinner (Aidiisgineering

assisted in progressing the other A380 work package payments (including
accelerated payments), which were received in late August and again in mid and
late September 2006 (see Corrie énailme 6, page 2096). | raised the A380
desigrbuild packagegyments also with Mr Gray, the Airbus MD, and | will

cover this in more detail later in my witness statement (see 23/25 Augést email
volume 6, pages 202078 and 2443). | worked closely with Mr Renson of

Airbus and other Airbus staff to ensure thatethveere processed and over the

next 1 to 5 weeks MALUK and in particular Mr Nokes (with my outside support)
were able to get this all processed and paid (see volume 6, pages 2415, 2425 and
24392447).

17314.3 | said earlier that the Manufacturing operatiores vehind plad in

(22248004.06)

particular in Bournemouth where we had the Mr Vandersteen complaint 2 on 28
June 2006 sent within three hours of my letter following up the price increases
which were crucial as part of the Bournemouth turnround plan and MALUK
solvencysee volume 5, pages 8870 and 1832). Whilst there may have been
some delivery performance challenges at the time, and | was not close enough to
really know, it was obvious to me and some others that the key remained to start
to build a intelligent Iffier inventory (see volume 6, pages 2362 and 2130). This
was to permit oreal focuso6 on operati
Butyniec referred to as the MALUK o0l a
require, at least initially some additionalrfigri support the inventory build

and the Policy of waiting until production was stopped/impacted to pay suppliers
would seriously jeopardise that situation.
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‘ 17414.4 Finally and crucially the liquidity position of MAC itself (circa C$8m on
the daily cash that dp§y as conveyed again in the MAC staff meeting the
previous day (see volume 5, page 1930).

18115. Having completed this analysis work | then telepidn@&akker. He was not there but |

left a voicemail asking him to please call me back as soon as pesaitente back
later that evening (see volume 5, page 1931). | told Mr Dekker as part of that conversation
that | had reviewed Ms Wadeds calculati ot

‘ MALUK needed £1 million imminently afmdmeet the July paji: | also informed Mr
Dekker (in general terms i.e. without mentioning specific numbers) about my concern with
regard to the payments that were overdue
in this situation. . Mr Dekker told me that Mr Groat thee matter in hand already and
that the funds would be transferred immediately. However, Ms Wade advised me the
following day that she had spoken to Mr Groot, who had informed her that MAC could
not afford to provide MALUK with £1 million and was sendif§0,000 cleared funds
before the payroll was due.

‘ 19116. | asked Mr Shelley (MALUK IT manager) on 31 July 2006 to run me a number of
printouts regarding creditors and settlement terms and the number of related invoices

‘ off£25K per year (see volume 5, p&@3®)L | wanted to understandatheasthe trade
creditor information | was looking at correct and that EFACS was correctly calculating the
overdue trade creditors. This we reviewed and had to make some changes to the software
for midmonth trade creditotsut in essence it confirmed that we were at least £2m
overdue to settlement terms. | asked him to check it all thoroughly again and to have it for
my return in mid Augustthis he duly did.

20117. The following week | was then on a one week holiday in Ndrigdamd and | spent time
trying to get the internal MAC approval for the Airbus price increases 26 July letter
/agreement and progressing some of the payments for the Engineering business. This we
finally achieved at the end of that week. As part dfdhday | also participated in the
MAC staff teleconference call to progress that approval and during the two hours also
heard /discussed other matters regarding Boeing 737 systems integrator kits and the MAC
liquidity position (see volume 5, pages-1978). There was also some discussion
regarding the delays in gaining a agreement for the MALUK sale of receivables/debts
(BNP) and MAC providing over £2m in unbudgeted cash in 2006 which was a real cash
shortfall. The 0o f ffmeatngaduld nonbe Ibcatedeasd o f t |
therefore have not been disclosed in this préegksying thelribunal Order of 3
December 200&gardindrequest 8 thRespondents solicitors have been instricted

advisen their letter on 9 Decemb20084There wasMAC Staff meeting on 1 August 200§ Formatied: _Font; Italic

(document 3734/3277R2his is simply untrue dsetdocumentary evidenaeailablén
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the Bundlelemonstrategt 1955/1956 and 209Bhese minutes would also show that the
minutes specifically contradict timfounded allegation regarding MAC staff meetings in
the Respodents solicitors first correspondence at document 3113.

21118. Whilst | was in Canada in the week of August 7 for the MAC Board meeting | discussed
the financial position of MAC for the next pesoth Mr Groot and he was clearly
concerned that the operations were not generating the cash required, and that we faced
significant challenges for the remainder of the Financial Year. He of course discussed the
MALUK financial situation and | conveyed sashmy earlier remarks above and in
particular that | believed we would require the remaining £56@# the £1m- that
month, but | fully realised that MAC could not keep bailing out MALUK indefinitely.

22119.0n 10 August 2006, i boareé rdeetand, RIrlEgwarfdsothel o wi n g
Chairman of MAC and personal guarantor of
Dekker that MAC was unwilling to provide MALUK with further cash funding. Mr Dekker
then relayed this position to me on the morning of 11sAR9Q6 at our meeting in the
MACOds boardroom in Toronto. During this 1
state MALUKO®s creditors had been all owed
review /work on the overall cash situation and agapefy review the creditors situation
on my return to the UK. | also informed him that | would ask Mr Smith to convene a
board meeting of MALUK®s directors about
August 2000 volume 2, page 471).

23120. The weeklyrgup senior staff meeting on 15 August 2006 took place by teleconference. At
the end of the MALUK review Mr Edwards made it expressly and directly clear to the
various directors of MALUK (including Mr Smith, Mr Underwood and myself), that
MALUK was goingd get no further funds from MAC. Mr Smith indeed commented on
this at the MALUK Management Committee meeting on the 17 August when he said that
ohe had not realised that Murray was even on the staff call until hé saidrjost atgietend
theUK6O (see volume 5, page 2046).

24121. Mr Edwards® announcement directly to us ¢
concerns that, without such MAC funding and a resolution of the other matters regarding
pricing / A380 engineering monies and operatiofisgitity , MALUK was of doubtful
solvency and it seemed to me that Mr Edwards was indeed concerned regarding MAC . |
had several concerns in relation to this:

24121.1 that MALUK was going to breach its legal and contractual obligations
to trade creditorsinmer i od of oOdoubtful solvency:
various trade creditors; | knew from my experiences from working at Mayflower
Aerospace that the companyo6s doubt ful
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MALUK were (personally) vulnerable if prgblems arose whilst trading in the

future; and——— that the Policy being presently implemented was clearly
inconsistent with the 06Suppliers Paynm
Report (contained in the Statutory Accounts) and signed by Mr Dekker on behalf
of the board of directors of MALUK on 22idust 2005 (see volume 2, page

423); that if immediate remedial action was not taken, MALUK was at risk of
becoming legally insolvemtot justin doubtful solvency.

25122. As aresult of the above issues, after the staff meeting on the evening of 15 August 2006
(UK time), | telephoned Mr Dekker (see volume 5, page 2028, item 16). During this
telephone conversation, | explained that | had heard now directly what Mr Edwards had
said at the MAC staff meeting about future cash payments to MALUK, however:

‘ 254122.1 MALUK was gnificantly in debt to various trade creditors/suppliers,
and such debts were now at least three weeks oveisluag my First
Protected Disclosure);

‘ 25:222.2 | believed that there was a likelihood that, without funding from MAC,
MALUK would not be able to pawch creditors and would therefore remain in
breach of its obligations to pay supplidis yvas my Second Protected
Disclosure);

‘ 25-:322.3 because of this, MALUK was clearly of doubtful solvency and its
directors were currently acting in breach of their fiddcigeg owed to
MAL UK ®& s ahisevasimy DhirdsProfected Disclosurg and

‘ 25:422.4 | was concerned that unless MALUK took some immediate action to
remedy the financial situation, there was a risk that MALUK would become
legally insolvent.

‘ 26123. | also reported toitn that | was concerned that MALUK was going to run an
unauthorised overdraft in the near future because of iffosasktuation and that while |
was accelerating my personal efforts/focus in this area we really needed to do a complete
review of the casmanagement and debtors and creditors position in the way that we had
done in the past.

2+4124. Following our telephone conversation, Mr Dekker sent an email at 03:14 am (UK time) on
16 August 2006 to Mr Smith (with a copy to me), in which he identified #h&agather
been some o0cash pressured6 that week, and
possible letter to HSBC bank, notifying them that MALUK may be overdrawn for a brief
period that week (see volume 5, page 2031). Mr Dekker specifically sta¢cletiieat t

should not go to the bank unless it had corporate approval and that all other avenues
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should be exhausted before an overdraft situation was allowed to exist. He also informed
Mr Smith that this matter needed to be discussed fully the folloyawyithad

i mplications for all dirwerd ooass o ff IMAWL UKe &
developed for MALUK on an urgent basis, which must involve detailed input from Mr
Underwood and me.

28125. | reviewed the various cash flow/debtor and creditomdgeats myself that evening (16
August) and decided that in the near term another £500K would be required from MAC
within the next 7 days and that if we really pushed to accelerate the debtor items |
discussed earliérAirbus price increases, engineeriogies and met our sales/delivery
recovery plans in operations whilst si mul
creditors in accordance with the oagreed
could for MALUK and MAf{winforinatibn hadbbeen 0 gr ou n ¢
completed (see volume 5, page 2030). At the Management Committegeattteting
during the morning/early afternoon on Thursday 17 August 2006 (see volume 5, pages
20372039 and 2048047), | explained to Haydn Martin (Direcfdemmercial and
Business Development for MALUK), Mr Unde1
position and debrief from the Board meeting/week in Toronto. | reiterated my view that
the Policy was both wrong operationally and legally and that MALd#d teeay its
creditors up to date. We also needed to get back to recovering our creditor track record as
we clearly had many suppliers now reducing our credit terms and that MALUK needed the
other £500,000 from Canada.

29126. Mr Shorrock who attended the tireg paritime said he would review the list of those
creditors who had reduced termgvbonthatwe should try and extend to 60 days by
agreement in the next three months (he produced a list of some 40+ suppliers the next day
in his email/attachmendtseevolume 5, page 2050). Mr Martin also reported that the
implementation of the Policy was doing us damage and that someone from Gardners had
in fact told him that our finance staff had now taken to telling suppliers to stop deliveries
or send in legal noés to get paidlMr Smith said he would investigate (see volume 6,
page 2370). | confirmed that | had heard similar concerns about what we were doing from
two companies at the Farnborough Airshow the previous month and that this policy must
be changed Refer to the agenda of the meeting (see volume 5, pa@@2&)Mr
Smithoés for mal mi nutes of the meeting (s:¢
typed notes (typed after termination) of this meeting (see volume 5, pa2@47304ar
Smith vas asked and agreed to follow up the £500k requirement from MAC with Mr
Dekker and they could then address with Mr Edwards as appropriate.

30127. Shortly after this meeting, | went into the Finance office which Ms Wade shares with Mr
Smith. Mr Smith was on tredphone. | knelt down next to Ms Wade and asked her
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whether she had spoken to Mr Smith about MALUK not having enough money to meet

the July payroll when he was on holidays. Ms Wade told me that there was no point,
because she had overheard Mr Smitheotetéphone to Mr Groot saying that she had
overreacted and that MALUK could have taken more risk. | said that this was clearly
wrong as her own schedules of the previous day showed clearly and that there was a
desperate need for cash from Canada (keeevb, pages 262035 and 2032033).

Later that afternoon Ms Wade came into my office. | told her that | could not believe that
Mr Smith had said that and she confirmed our previous assessment, and my analysis of las
evening, that MALUK needed the atBBO0Ok within a few days to probably avoid an
unauthorised overdraft and to support the calculations we had done in late July. | indicated
that we had discussed this at a Management Committee that morning and that Mr Smith
was to action immediately with Dekker and Mr Edwards if necessary. | said she should
discuss this directly with Mr Smith on this occasion as he was well aware of what needed tc

be done.

31128. Despite my efforts, Mr Dekkerds email to
Committee metg onthe 7and Mr Edwardsd decision to
payments from the MAC to bail out MALUK,

bal anced stated that MALUK®s bank bal ancc¢
£172K of cheques in¢tpost to the suppliers (see volume 5, page 2064). This situation

had arisen without any communication with the Directors or MALUK calling any board
meeting of its directors.

32129.0n 22 August 2006, MALUK®s daily cash bal

321129.1 MA L U K datbartk batance stood at minus (£171743.79) (overdraft);

32.2429.2 MALUK had uncleared cheques and other payments to creditors which
amounted to £172088.33;

32329.3 Accordingly MALUKGs avail able bal:
at minus (£343,832);

32:4.29.4 MAL UK® s p athercomnlittedecosts stood at £523,407;

32529.5 The o0definite receiptsdé which wer:
week totalled £557,901; and

32:4.29.6 There was no free cash asmgesin deficit to the tune of more than
£309,000;
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‘ 327129.7 As at that date, MALUK owed £2,243,fibits trade creditors, all of
which were by that date at least three weeks overdue for payment.

‘ 33130. That night{17" August)l noted that the MAC cash balances stood at under C$8465K [Formaned: Superscript

including the cash at MALUK of C$1868K (see volume 5, page 2036)evenagan it

this low. This had recovered to C$10637K on 22 August 2007 when MALUK had
unauthorised bank overdraft of C$337K (see volume 5, page 2065). Whilst there had been
a reduction in our total trade creditors outstanding to just over £6.3mdh #yen

trade creditors was moving towards a worse position at over £1.6m over 60 days and
higher in the daily cash balances sheet on 22 August 2006 at over £2.2m with a further
£1m plus by the month end.

34131. In the MAC staff meeting on that 22 August itstaied that there was a potential
overdraft when in fact it was already clear from the daily cash balance that we were
overdrawn in MALUK (see volume 5, page 2070). This was also later reflected on the
MAC daily cash report (see volume 5, page 2064).

35132. MALUKG&s situation was worsened by Mr Smit
the situation, despite my various attempts to highlight it to him. Mr Smith failed to consult
with and/ or convene board meeti thgnsorof MAI
obtain their approval of the Policy, even when requested. He also failed to implement
sufficient meas dloveddficultiesito rddovdr, ddsits myaemests for
him to do so and at times sought to impede my efforts to make iftihgsid manage
the difficult cash situation and our o0dol
consistently ignoring his responsibilities, particularly as he became a director and Company
Secretary, towards MALUK and his fellow directors, including me.

‘36133.Further, (and in breach of Mr Smithds, Ml
fiduciary duties), MALUK was being manag#tbut any due regard for the views of
MALUK®s board of directors and/or the tr:

‘ 36-133.1 On my final working dayefore going on my three week holiday from 25 August
2006 sent an emai lOnce BNP Mansa@ienkslkcampletestiaeattachgd
indicates £2.35M would be returned to Canada to be consistent with tidg.principles discusse
returning Wi¢ the MALUK budget submitted by Phil /Shawn in November 2005. | assume y¢

follow up at the appropriadertime nt i me | am doing everythin
progressively by mid September. Our creditors position B@8hbeendinseBAD; Regards
Briamw (see volume 6, page 2079).

37134. By the beginning of September 2006 | had become frustrated by the financial situation that
MALUK was in because | felt like | was the only person making any effort to resolve the
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situation. | was feeling particularly frustrated at that time because, since 28 August 2006, |
was supposed to be enjoying a three week holiday with my family, and yet | was busy trying
for some of the time to sort out the business. Throughout my holiday ledthdrdeal

with two suppliers and customers to improve and accelerate cash flow for MALUK. On 5
September 2006, during my three week holiday, | received an email from Mr Smith in
which he notified me that the monies had still not been paid by Aidmyreeas and that

Airbus had not committed to a date when MALUK would be paid (see volume 6, page
2108).

37+134.1 | pursued this by phone with a number of Airbus people including Mr Fairbairn
who assured me that the matters were now being progressed and thabhengas
ensure that all the paperwork was being managed properly with his colleagues and Mr
Upward.

372A34.2 In an email on September 8 to Mr Smith | asked about the apparent inconsistency
between the daily cash balance trade creditor informatitre aveeklgash AR/AP
schedules (see volume 6, page 2123). From previous experience the daily cash balances
took account of the credit terms agreed with suppliers whereas the weekly AR/AP
schedules were simply driven by the specific invoice dates and did niofoa¢beun
agreed settlement terms. | asked him to look into this as | believed that a simple aged 60
day view did not properly account for the
termsdé or at Il east for t hosselcomdluddbasmor e t |
di scussed following your review of then ¢
out and that we have a Correct picture of our creditor position over the coming weeks so we
Ori ght ¢ astadvisesegaydé Brian Pl e

28135. | take my responsibilities as a director very seriously and, as such, had previously conducte
some research into my role and responsibilities as a director. | remembered the Directors
Handbook, which | mentioned para 42 abswggested using the threat of resignation as a
negotiating tool, as a last resort in wrongful trading cases after a director has tried to
persuade the other directors to assess the financial situation properly and take the
appropriate course of action oudtful or actual insolvency situations (see volume 3,
pages 99091 and 987). As a result of my concerns, and to try to get MALUK to take my
concerns seriously, and act appropriately, on 8 September 2006 | emailed a series of
instructions (regardingdisar gi ng MALUK®Gs creditors) to
Underwood) (see volume 6, page 2123). |
threatening to resign because things were so bad, so in my covering email to Mr
Underwood | stated that unlesgh instructions were carried out within the next 21 days |
would resign as a director of MALURDhis was my Fourth Protected Disclosurel
anticipated that Mr Underwood would ask me why | was prepared to resign as a director,
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so that we could thensduss the issues, and that the Board would then get together and
take the appropriate decisions and actions. However he did not react that way.

39136. He sent an email on September 9 (see volume 6, page 2130) in whieb i sditla n
will run through thisvith Shawn on Monday and see why we cannot do this. | do not see
anything fundamentally wrong with your request. It is where we should be aiming to be.
However, whilst we have lamaking businesses we need to be cautious. Will get back to
youonthisoMonday. 6 Regards Phil 6.

‘ 406137. Again, on 10 September 2006 | repeated my concerns in an email to Mr Underwood (see
volume 6, page 2130) regarding:

‘ 40-137.1 the Policy | explained that it was now affecting deliveries and sales and
that MALUK®s f i n aoteliagstppliarsto deaddnlegae sor t e
notices to help them get paid and;

‘ 40:237.2 the poor financial situation of MALUK explained that six requests for
money from Canada had been made thadyearin order to meet payrodls
and that the company had ruruaauthorisedverdraft in August. The
overdraft was unauthorised because MALUK failed to obtain authority from
MAC, its shareholders and the bank.

| also emphasised that as directors, it was our responsibility to bring money into the
company. Similarlyshould be our responsibility to determine to whom and when it goes
out; this should be based on business understanding and not on receipt of legal notices.
This was my Fifth Protected Disclosure

41138. On September 11 | received the first email responge8d&Geptember email in which Mr
Smith takes each of the points | raise indwpecifically (see volume 6, page 2136). The

key point here is that he considers the
Creditorsé on tlhye abpapsliys at h6aOt dyaoyu vsiienwp o f
creditorséo. I responded ( sY¥oeCANNOTuakecthe6 , p ¢

data on the based on invoideadiatise businesses RUN again based on creditér overdue date
This was adjustedrioyalso to allow for theonith creditbtse reason why it is on the
daily/updated cash update is that it is simple to see the consolidated age of those creditors
think you will find that the info is not the same wheudg@ibdtesk, t@an you also confirm
therefore circa £900k of creditors who were due payment at the end of last week by end Ju
going this well then why are we having all the problems / feedback internally and externally
jeopardisthge | i veri es regards Briano.

42139. An email response (see volume 6, page 2143) to my email of September 8 in which Mr

Smi t h 8ram, t beleve that the situation is very easy to see on the weekly cash flow \
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on invoice date, it is therefiffieuibto see that if an invoice is 60 days old and we have 60 day
then it has become due. As | said in my previous email there are £368K of creditors that ar
A1097K that have now become duestoawhichyau 31
refer, | am now struggling with this. | can only assume this is a hangover from August when
anybody, however, now we have had some significant receipts in all creditors that have bee
been paid. In additibrBaatrnemouth and Wrexham have cash to spare, i.e. cash that they ci
out if the need arises. They are also both aware that further cash is available should it be re
as | am concerned the information is there and | do nbioopuse tinspem it at this

juncture. Obviously | monitor the position on daily basis and it is formally updated each wee
flow, which should be sufficient

42.1139.1 | respond on the same day (see vol ume
funds by Wednesday™& at approximately £1.8¥lowest £1.45m can we please
arrange to release a further £580kth instruction that this is the most cash until Sept 20
to the units. We can then review where we are at re debt to be collectedt @/ 2E&Ep
on my other email. Lets fix our track rect¢

43140.Fol | owing the above email s Itorme¢havhrioasn e mai

creditors EFACS runs @feam abod®ased on overdue to creditor terms etcn(@gards Bri
volume 6, page 2221).

44141. Following a follow up conversation with Mr Fairbairn of Airbus UK on 12 September |
send an email to Mr Nigel Jones headed AUK cash Q2 and July retro payments (copied to
Mr Under wood, Mr Smi th, Mr Migal you shouldotxge Ms
a special payment on Thursday Friday this week for the above. Please confirm when recei
the titanium andsecalygnes6, pagen2i58). r egar ds Bri at

45142. On 12 September 2006, | participated in a staff teleconference meetitguhitsug
four-hour duration (see volume 6, pages-2179). During this meeting, Mr Neill
discussed liquidity concerns affecting MAC on several occasions and the challenges we
were all facing (see volume 6, page 2175). The MAC minutes also recoRB@ that
{Royal Bank of Canada} had requested a meetiagdeatiquilaywe needed the EBITDA
improvement from Operations

46143. That evening given the overall MAC | i qui ¢
MALUK | also email Mr Underwood to push Mnifh to get the cash disbursed to the
level requested {500K) (see volume 6, page 2181).

47144.0n September 13 | email Mr  Smi tAssumegyaud n ( ¢
will release the further fDrMnore pre next Weddesdag discussedrmal trade creditors
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etd to end July and working our way into key August creditors etc. Also ring and discuss A
discussed regards Brian

48145. Later that day | receive confirmation from Mr Jones from Bournemouth that he had
received theemittance advice referred to on Tuesday and that the payment date for
£329K is tomorrow (see volume 6, page 2196). This was outside of the normal payment
cycle for Airbus. | forward that email to Mr Smith askidgo why cannot we pay at least
£500k éc as requesttds would allow up to £800k if we needed to tegafdsBrian v ol un
page 2196).

49146. On the same day | finally break the A380 logjam with Airbus UK re the engineering design
build package monies (£1.2m) when | receive a telecom fidairiyre and respond in
an email that further amortisation of monies is not available (see volume 6, page 2197).
and also email from Clive Renédri September 2006 (see volume 6, page 2227).

50147.01 receive an attachment dumdn MO Smewhiegthl
Brian Aged creditors by due date for Fabrications, Structures and Bournemouth attached. -
yester day a f(seeevolume 6, pages 82922). btlsen rEview this
information for about 45 minutes lawifor any substantial errors, to confirm that it is
largely as | expectddhat is the overdue creditors are higher than a 60 day assessment in
the weekly cash AP schedules. | then send email to Mr Underwood to try and cause him to
discussvith methe elease of the £500k payments to the oldest debt creditors with me.

As | had not heard from him by lunchti me
attachmentto MrSmithc o py Mr Un d e iinfo see Helow and tbtalmets regadds
Briad ( slume 6, pages 222222).

51148. That afternoon | spoke with Mr Crompton, the MD of Hamble on the A380 Freighter
programme and monies. | also asked about the progress on clearing the delivery and
invoice queries with Bournemouth, which he confirmed, were naoesgiog and that an
early payment of £73K (not due to October 1) was being sent early the following week.

52149. During the afternoon and evening of 14 SeptembeB2006days before my dismissal
I made separate telephone calls to Mr Dekker (at 7:39 2&nforute$ see volume 6,
pages 22372240) and Mr Underwood (just before 3pm fan2Rites 557 mins on
creditors and again just before 6pm &3rrhinso see volume 6, page 2234) to explain to
them, in further detail, my concerns regarding the catimimof the Policy and the
business judgement/competency of Mr Smith. In my telephone conversation with Mr
Dekker, | stated that:

521149.1 although there had been an improvement in the financial position,
MALUK remained significantly indebted to its various traditors and had
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6overdued debt s atm'smvasrmySixt}"gProteuedAl, 293, 3
Disclosure), and

52.249.2 of the above figure, approximately £400,000 was significantly overdue
and/or that according to the terms of the various agreements such debts should
hawe been discharged by MALUK between February and July 2006 (i.e. between
six months and six weeks previou#iyg (vas my Seventh Protected
Disclosure); and

52.349.3 it was of paramount importante order for the directors of MALUK
to comply with their fiduciaduties owed to such creditérthat the sum of
£400,000 be immediately released to pay the oldesttdebtag my Eighth
Protected Disclosure) and

‘ 52.449.4 it was essential (for the directors to comply with their fiduciary duties
owed t o MAL UKTtors)that the Roleybe abandateitiivas my
Ninth Protected Disclosure);and

‘ 52.549.5 | had serious concerns as to the competence of Mr Smith and/or his
ability to carry out his duties (whether fiduciary or otherwise) as a director / Chief
Financial Officer / @mpany Secretary with reasonable skill and compéténce (
was my Tenth Protected Disclosure)

‘ 53150. | refer to my handwritten and typed notes of my telephone conversation with Mr Dekker
(see volume 6, pages 22280) also made mijnth and Tenth Protected Disclosures
to Mr Underwood. In addition, | informed Mr Underwood that | was concerned that the
directors of MALUK were not being consulted in relation to the Policy, and that Mr
Smithdés poor business judgement foe(ist he
was myEleventh Protected Disclosurg | refer to my contemporary notes of two
telephone conversations with Mr Underwood, on 14 September 2006 (see volume 6, page
2234). On the last day of my holiday Friddpéptember | started work at 7tB0At
07.35 | sent an email to Mr Shorrock and Mr Smith (see volume 6, pag26@2&sking
what progress we had made on suppliers not on 60 days terms. Mr Shorrock replied at
.8.33 (see volume 6, page 2281).

‘ 54151. Shortly after 8 am on the morning of 15&aper 2006 (the last day of my three week
holiday) | received a telephone call frort
suppliers and a competitor). During our conversation about a number of matters, he told
me that he had been present acamt board meeting of the directors of Gardners plc at

‘ which Rolls Royce were also present sisaaeholder/investor. My contact told me that
during the board meeting the directors discussed the fact that MALUK had not been
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paying its bills and may hesbme difficulty again. He was also certain that the Rolls Royce
representatives noted the remarks.

‘ 55152. Mr Fairbairn of Airbus sent an email to me at 07.55 (see volume 6, page 2271), which |
opened after breakfast at 8.30, which covered a number oasigmiitters re the pricing
changes and related invoicing again amongst other matters.

‘ 56153. Mr Smith sent an email at 07.53 to me (opened at 08.32) (see volume 6, page 2283) in
which he stated i n r espoAsfaras|tam concgregsblicya i |«
remains. This morning | will let the business have the cash they need to pay the suppliers i
If you have a problem with this approach then | suggest you speak to John. Unless John i
instruction otherwise | shalkcortimm adopt the process as des

57154. My response to this email was to explain that | had spoken with Mr Dekker the previous
evening, as | had feared that Mr Smith would not pay the creditors in accordance with the

terms of those agreemewts t h  t h e m. At 08.42 | forward
6, page 2283), and my response, to Mr Dekker and emphasised that this was for me the las
O0strawod6 in a long line of mistakes/inade:¢

Smith,aslwaseds per at el y concerned about our o0do
importance of my concerns, | reiterated that unless Mr Dekker made it clear to Mr Smith
that he should do what makes business sense, Mr Dekker should expect me to resign as a
director ofMALUK in keeping with the Director handbook recollections. | also stated to

Mr Dekker that | had been unhappy with the governance processes in MALUK for over 12
months.This was my Twelfth Protected Disclosure.

57454.1 In the meantime Mr Smith had sent an en@8.85 which | read at
08. 34 wh iYowhave thaidusydeen discussing payment terms and differer
proposals with major suppliers recently. | am concerned that | for one was not a pe
that you wished to have these disciesersupjitiers. In future can you please let me
know what you are intending to discuss with suppliers in respect of payment terms.
would have thought that any diésduwesi 0
volume 6, page 22). | responded at 08.34 and will address in Defences para 9.4
(see volume 6, page 2282).

57.254.2 Having received the MALUK Daily cash balance at approximately 11.35
am (£2.42m) with £1.3m trade creditors overdue to terms (a little lower than
what | had calcuked the previous day) | sent an email to Mr Smith, copied to Mr
Under wo o dthinkths largefy gonfoms what | have been saying re our ability
substantially clean up overdue normal creditors etc and you can now determine wt
going t@d@my actions will continue based on that deécisigns Brian v ol u me ¢
2297).
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58155.0n 15 Sept e mb e dailcasb balaiMa(ked ¥olurme 6, page 2298) showed

the following:
58-1155.1 MALUK®s tot al bank balance stood |
58.255.2 MALUK had unclearedheques and other payments issued to creditors

which amounted to £415,743;

58.355.3 Accordingly MALUKOGs available bal:
at £2,001,754;

58.455.4 MALUK®s (committed costs) stood a!
of agreed (with me) deferredrpants to Apollo and All Metal Servicesm 15
to September 27);

58.855.5 The 6definite receiptso which wer:
week totalled £649,645. (With early receipts from Hamble and others not
counted);

58.6155.6 | therefore calculated we had free caghf at least £1.5M;

581755.7 and further down the Cash balance schedule, as at that date, MALUK
owed £1,293,388 to its trade creditors which were a couple of weeks overdue;

58.855.8 The Weekly cash flow AP situation at thBeptember showed some
£5.5m in trade creditodsof which £850K was 60 days overdamd | expected
that this would have fallen by perhaps by a net £500k through the Week (see
volume 6, page 2126). The 15 September equivalent document shows £5140K
(£630K overdue at 60 days) (see volume 6, pageI28@9)satisfied that we
could easily move the Settlement overdue creditors down by a further £500k. |
still believed that the underlying profitability and cash generation of circa £500k
was the core issue and that had to be addressed again whencleatead/gew
of the gathering pace on receivables / debt collection. MALUK was still of
0doubtful solvencydé and the position
information for MAC the same day showed a cash balance of C$8454 K (plus the
C$5091K for MALUK)see volume 6, page 2299). A payment by MAC of
$2500K was due to be made that day to GE. (see MAC cashdatéunoe 6,
page 2299);

58.955.9 It is of course crucial to look at the rolling cash receipts/payables at any
point of time and my request of my UK DBig¥ colleagues was for a further
£400K-500K of the most overdue debts to suppliers to be paid (given the cash
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balances and special monies that week £2m + cash balance) and that we would
review again on September 20 when more cash/income certaintyesthahe r

the next 2/6 weeks would become cleaparticularly the pricing/materials
retroactive payments and the engineering monies for A380 (see volume 6, page
2195). See cash income levels for the following weeks on 20 November schedule

(document 2692)

59156. Later that day | opened an email from Mr Neill, in which he referred to my email exchange
with Mr Smith (see volume 6, page 2302). Firstly | tried to phone Mr Neill, but upon
receiving no answérsent an email andHir my email | pleaded with him #ke the time
to understand MALUK®&s situation (see voll
of him to think that MALUK®&s probl ems wei
forwarded my email, exchange with Mr Neill to Mr Edwards anceodednthat | had
stayed quiet for too long about what was going on in the UK (see volume 6, page 2376). |
also tried to call several times again later that day.

66157. In two emails to Mr Smith (timed at 14:07 and Bs#4é volume 6, pages 22389) and
anemail to Mr Neill (timed at 14:d%ee volume 6, pages 223d@1), on 17 September
20060 the day before my dismisshinade clear that my intention was to bring my
concerns in person to the attention of Mr Neill, Mr Dekker, and others as necesgary, du
the period of the week long series of meetings in Toronto commencing the next day. | also
attempted to highlight again to Mr Smith the fiduciary duties that were owed by the
directors of MALUK. In my email to Mr Smith on 17 September 2006 (tindet4ét 1
see volume 6, pages 2339), | asked him to send a copy of the last board meeting minutes t
Mr Neill and Mr Edwards; to confirm how many times | had asked him in emails and/or
verbally to organise another badsethed meet i1
responsibilities and liabilities of a UK director, particularly regarding finances; and to
explain why no board meetings had been held since 20 JurEn0@@s my
Thirteenth Protected Disclosure.In order to highlight the severe financidiadifties of
MALUK and my serious concerns as to the competence of Mr Smith to Mr Neill, on 17
September 2006 (at 18%&e volume 6, page 2356), | also sent an email to Ms Wade
(copied to Mr Neill) in which | ofriseugsuest e
listed in my email of 17 September 2006.

Conclusions -our fiduciary Duties as Directors

61158. As | said earlier my experiences with doubtful and then actual insolvency at Mayflower
Aerospace had brought my fiduciary duties as a director into shaiip foy mind. | was
therefore acutely aware that | would be in breach of my fiduciary duties as a director not to
act appropriately in these circumstances, where the financial situation of MALUK was poor

51
(22248004.06)



and deteriorating. Accordingly, from as earteaduly 200®&in order to comply with my
fiduciary duti es oodattdmpteddtoo MALUKGs creditot

‘ 61.1158.1 quickly recover as much of the debts owed to MALUK by its various
customers (and also seek advance payment from them wherever possible); and

‘ 61258.2 agree defeals of payments due to the two major creditors (Apollo
Metals and All Metal Services), which were the only suppliers of MALUK to have
parent company guarantees from MAC fo

‘ 62159. My primary objectives were to continue to swétlyce the monies owed to the various
trade creditors of MAL UK, to ease MALUKG® G :
customer relations. (I also sent an email to Mr Smith (as Company Secretary) on 11 Augus
2006 to request a board meeting to discussittiition (see volume 2, page 471). As |
received no response from Mr Smith, | spoke to Mr Dekker about the need for a meeting
of the board of directors of MALUK o%3 August 2006 (see volume 5, page 2031) and a
very detailed cash flow managementdtaeaning what we had in previously done in
2003, 2004 and up to mid 2005. Again on 14 September 2006 in my 3 pm telecom (see
volume 6, page 2234) | agreed with Mr Urmtehthat we should indeed have a Board
meeting to discuss these matters promptly. Despite these discussions and requests a boar
meeting was not convened.

63160. Within about six weeks of the end of July 2006, by carrying out this process, we had
raised/acceleted funds which had enabled MALUK to reduce its overdue debts by in
excess of £1.2 million. (8 Septendi&:5m - 60 days overdue £850K and more to
0agr ee &see wlamerf,spage 2126) also expected to be able to raise a further
£500,000 for MALUK irthe week commencing 18 September 2006. | had planned to
review and evaluate MALUKGs financial poc¢
in as much money as | could for the business, following my weeklong trip to Canada
commencing 18 September 2006

64161. At a practical level over £800k of Engineering monies came in, some early, at the end of
August (see volume 6, page 2096), £73K was paid by Hamble early on September 19 (see
volume 6, pages 222375)3 after my termination , all outstanding monies for
Mecachrome were paid (see my email to Jonathon &eokethe 7, pages 253831),

Airbus special cheque received on Thursday SeptethbBE329K (see volume 6, page

2196), Airbus monies for price changes and é@Bpesial cheque on October 5. Men

for engineering reserve offset of £209517 paid in October 2006 (see volume 7, pages 2546
2548).
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‘ 65162. At the end of October 2006 we can see that from the Actual Cash Flow statements (use 20

November 2006 statemérgee volume 7, page 2692) in the thim&h period from the

end of July to the end of October some £16625K was received from cu$tomers

prediction for the same period £15313K at 28 Jul 26Bieving the approximate £1.5m

| calculated we must have at 28 July. The actual trade creditotpayede were

£8019k in the same period rather than the 28 July forecast of £6881iing the

MALUK trade creditors to £5.1m at 15 September (with £630K overdue at&0 days

hence my request to release a further min £500k on 15 September atthatttime o0 f r e e
casho oByAthd 20 Betober the trade creditors had fallen further to £4725K (by
over £2m from 28 July) with over 60 days at £750K.

‘ 66163. This was the same week that the MAC staff meeting of 17 October recorded for MALUK

- ORESULTS Disgminting for September .Requested funds Gom(Cerpoeatev o | u me
2601).Later Fhat week £535K was transferred 20 October 2006 MALUK Cash Flow
Reconciliation (see volume 7, page 26b#&) wass-the-same £500k that Ms Wade and |
identified lack as necessary in late July 2006 (see volume 5, page 1928), and again in mid
August 2006 (see volume 5, pages20&D), to avoid the unauthorised overdraft whilst
carrying out our fiduciary duties as Dir¢
solvem cy 6 .

‘ 67164. Itis also not clear to me why the disappointing performance in September would affect the

a cash request in rxttober - timing differences are not that tighence the reason

why a prediction of the need for céshs four weeks ahead is gtieal.  Additionally

the PwC report includes the Financial results for the month of September and shows that
the MALUK profit (EBIT level) for September was s64#3&$123K / £ 58K

(including £200k from Engineering) against a bud§@te£$710K/E£ 38K - PwC

exhibit 9.19% MALUK (see volume 7, page 2647). To my mind this was not the problem

dit was the underlying understanding and management necessary of the cash flow of
MALUK in that period of odoubtf uldbw s ol v e n«
receipts and their management were crucial whilst meeting our fiduciary duties to creditors
in the event that we were unsuccessful. All of course compounded by the MAC liquidity
position and no parent company guarantee for their separate ledahe&htiKy

‘ 68165. Now | will simply make the point that when the Statutory Financial Statements for the FY

2005 were finally filed with the Companies Registry on 11 July 2007 (legally due 31
October 2006) in the Directors Report they contained a new SuppirestiRolicy:

68:1165.1 It is company policy in respect of its suppliers to develofelomg
relationships with them, which includes making payments comstbtent
business cyclesd established practices as agreed with suppliers and ensuring
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they are aware ofgtierms of payments. | refer to this policy (see volume 2, page
510).

68.265.2 The average number of days purchases included within creditors at 31
December 2005 was 52 days (2004 36 days) (see volume 2 gpaige 510
document 3094 ). On the basis oheinformation in the ¥2005statements |
and othergannot see how the Directdrprobably Mr Smith (this wouldnot
beauditedby EY) have arrived at thh® daysiumber

69166. This compares with the Supplier payment policy in force whilst | was a irector t
November 2006 which did not have the comméhtbusiness cyclaad crucially also
contained within the statement terms of paynaemtshat such terms are followegsee
volume 2, page 428pllowing the Tribunal Order on 3 December 2008 for Redest 1
we can also see that the Supplier paymentipdheydraffinancial sttements sent to
EY at 26 October 20Q8ocumenB552) and4 May 2007 (documeB559 continued

with theed shme such terms are f ol | owe(Fomated Font Bold

#06167. Although this is stated in thablished=Y 2005 accounts this was never discussed at any
MALUK Board meetingr indeed any other meetimg$Y2005 or FY2006 that |
attended and | have seen no documentation sent to the supplier community as regards
settlement terms agreement beyond was previously issued and agieethy event
from the outsein 1997the UK legislation has always requérege document 3098J
pack 3098-3099L- the Supplier payment policy in the Directors reépaitiate the policy
owith respect to the next fimlving financial ye&for obvious reasons

#0-167.1 Secondly, the FY 05 statutory adanccount
September 2006 the company entered into a sale of receivables agreement with BNP Parik
this transactionwasd¢ori e ase | i qui di ty anstevplume,ipage f ur
509).

#0-267.2 The MAC Board would need to approve that transaction too and | understand
from the documents disclosed a resolution was passed in November 2006 to effect the
arrangemenisee volume 1, page 296 cash from the BNP transactibmincrease ( Formatted: Font: Italic

liquidity was in fact onlghown as beingceived in Magellan in the weeR3iDecember
20060 see documer73@J) . Thiswas some twelve months after the initial work by the
Finance team to evaluéttés funding option.

#0-367.3 At the MAC level there were concerns about liquidity in September 2006 with
RBC (see volume 6, page 2175). Itis my view that at least Mr Edwards, Mr Neill, Mr
Dekker and Mr Groot were aware of the liquidiaflenges at the time for MAC and
therefore Mr Edwards comments regarding no further MALUK funding wasttheial
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#+168.

Acco

+2169.

+3170.

‘14&

had never said this before to the Directors of MALUK  On 2 April 2007, MAC released

its Fourth Quarter Report (December 2006) (see v@lymages 2897, 2886 and 2893).

The Report shows that with increasing bank indebtedness over the last twelve months (Q2
806 C$130.7m, Q3 C$ 137.8m Q4 C$142.5m,
receivabl es securiti siaihncieasing epidenceg of mcreasing i n (
liquidity pressures across the group. This has necessitated both an increase in the credit
guarantee provided by the Chairman from C$155m to C$175m, and C$15m new loan from
Mr Moeller. The ability to stay within #h@xreased bank facilities is currently unclear.
Not withstanding the injection of further
operate within the revised facilities was far from certain.

| believe the following exchange between a markedt &iakyMorton (RBC Dominion
Securities) and Mr Dekker during the Q4.2006 webcast on 4 April 2007 to be relevant:

Ni ck Maritghnt n®w is there $30m or more av
Mr Dekker - 0just slightly dess cohtradiction to this statement, the Q1.2007 statements
released on 14 May 2007 (see volume 1, pa@d@2be period completing at 31 March

2007 (a few days before the 4 April webcast) disclosed the banking facility headroom to
have fallen to $11.7ewven with the increased bank facilitiemydeal with this further in

oral evidence.

untancy treatment of EIll anefds contracte

In this part of my witness statement | set out the concerns that | raised settiomy
colleagues in MAC regarding (1) not reflecting the agreed contractual prices with Boeing in

MACds budget, (2) how accurately MACG6s |
reflected MACOs actual prof i tkefsuffidemt t he f i
documentation from Boeing, to support the

published quarterly financial statements in Q2.2006.

Ellanef is a wholly owned subsidiary of MAC. Its core business capability is the machining
and assempbf complex components and sgsemblies for aircraft. In 2005, Ellanef

entered into a renewal contract with Boeing to supply parts for the Boeing 737, 747, 767
and 777 aircraft, for 2005 to 2009. In that contract Ellanef / MAC agreed to give price
redudions in most years for the largest revenue item, the 737 Systems Integrator Kit. The
total Boeing contract represented over 60% of the business revenue for Ellanef.

As | was trying to bring myself up to dat
2005 | became aware that EIll anefds overall
required, to meet the profitability targets that had been-4884) by the MAC Board.

After working with my colleagues in MAC and Ellanef, for a few months we lgventual
estimatedhatto achieve that 15%8% Ebitda (profitability) the gross margin on the
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overall Boeing contract would require a price increase in excess of US$20 million (at 2006
materials prices) over the remaining contract period, if this workyied ttoe

Ellanef/MAC profitability targets to support the necessary capital investment and
rejuvenation programme at Ellanef..

75172. Accordingly, in October 2005 my colleague Mr Zanatta and | decided to approach Boeing
in November/December 2005 with the aofisemoving the price reductions on the 737
Integrator Kit whilst also agreeing an overall review of the pricing on the remaining
contract package with Ellanef. See for example, the following email exchanges regarding
the pricing reductions: email from tmélenry David (General Manager at Ellanef) and
Konrad Hahnelt (Vice PresidénBlobal Strategic Sourcing) on 29 September 2005 (see
volume 3, pages 105658); email from Mr Butyniec to Mr Chidiac and Mr David on 14
October 2005 (see volume 3, page)188iail from me to Mr Butyniec on 15 October
2005 (see volume 3, page 1083); email from me to Mr David and Carl Chidiac (a sales
representative) on 15 October 2005 (see volume 3, page 1083). | was actively involved in
seeking to achieve these aims.dtmpview that the scale and price changes needed to be
agreed in principle as soon as practicable, on a broad if not detailed basis. | believed that
we should try to push for these changes as part of a contract amendment from January
2006, or, if this wast possible, that the changes should be agreed in principle before there
was any further significant capital investment in Ellanef or property redeployment, both of
which were in front of various MAC Board meetings in late 2005 and 2006. This was
especidf because it provided an element of negotiating strength with Boeing as the
capacity utilisation in the North American machining market and pricing power moved in
favour of the suppliers, like Ellanef. | also, of course, recognised that getting Boeing to
agree to remove the price reductions and agree price increases was a difficult challenge,
although this was what was necessary for the future business success of MAC and Ellanef.

#6173. In November 2005, Dan Zanatta (who was responsible for oversight ofaalanef
Chicopee in North America) and | arranged to meet with the senior Boeing procurement
teamfor a meeting and then dinner in Seattle to discuss the price changes and removal of
price reductions on the 737 Integrator.Kitlormally, over dinner, the &og team
agreed to consider foregoing the agreed price reductions for the first quarter of 2006 to
allow Mr Zanatta, Ellanef and | to prepare a business case for the price changes.

##174. Inoraround mieNovember 2005, | di scovehaegddsd hat |
that it did not reflect the presently agreed contractual prices with Boeing. The 2006 budget
for Ellanef included US$1.2 million of increased revenue with respect to the removal of the
price reductions on the 737 Integrator Kit. This was oimmintarget but had not yet
been agreed with Boeing, although negotiations were underway. | ilfoBugghiec of
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#8175.

#9176.

my concerns in relation to this in two emails on 27 November 2005 and 30 November
2005 (see volume 4, pages 1156).

On 8 December 2005t eve Gr oot ( MACO6s Corporate Con
made a presentation at MACDO s-15b) dathedffecheet i t
that a pricing improvement in excess of US $20 million, plus an increase in materials costs
reimbursementyas required over the term of the Boeing contract-220® to meet

MACO3 s s u s18% profitalility eargetss We explained to the MAC Board that the
removal of the price reductions/price increases was essential and Boeing repricing was one
of the bur major targets for pricing improvements in 2006. | also advised the MAC board

of my concerns with respect to achieving the necessary price changes. See the powerpoint
slides which Mr Groot and | prepared and used this board meeting which show the
deteroration in gross margins in the Boeing contract from@®2039 before any capital
investment or redeployment was sanctioned by the MAC board (see volume 1;pages 156
157). Despite my concerns, Mr Neill and Mr Butyniec were of the view that the

contractully agreed price reductions wouldb®budgeted for because they were going

to assume that the pricing change would be achieved each quarter in 2006. Mr Butyniec
later presented a budget to the MAC board on this basis. | was concerned about this, and
soon 27 December 2005, | emailed Mr Neill and Mr Butyniec to express my concerns
about the correctness of this approach (see volume 4, page 1224). This*was my 18
Protected Disclosure. Since filing my ET1 at the Employment Tribunal in December 2006
lhae wi thdrawn this as a oProtected Discl
of my remaining Protected Disclosures has not changed.

On 12 January 2006 we sent a letter by email to Mike Rootjes of Boeing (see volume 4,
pages 1298296) to reinforceur meeting and case and lay the ground for the price
increases. However, we were collectively unable to obtain the necessary information to
support the overall price change and increase proposals for many months, as the Ellanef
staffs were preccupied vih the rejuvenation programme (see volume 4, page 1421;

volume 5, pages 1659 and 1908). By this time, Boeing was actually applying the contractui
price reductions in their purchase orders and the Ellanef invoices had to reflect these to
ensure paymento e were actually experiencing the financial impact of the discounts in
reducing our revenue. .One of my major planned tasks from September to December 2006
was to finalise the price increases with Boeing, although, of course, | was dismissed in
Septembe2006 and was therefore unable to complete this task.

86177. On several occasions between March and August 2006, as part of a number of business

(2224800

discussions, | informed Mr Neill and Mr Dekker that, in the absence of any firm
undertaking or agreement from Boeingh@ price increases/discount elimination, MAC
could not have a reasonable belief that its actual profits in the first half of FY2006 were
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accurately reflected in MACGOG6s conflesmpor at
was my Twentieth Protectedisclosure.

Al though | was on a weekO0s | eave at the-<tiFomated Outine numbered+
management staff conference call on 1 August 2006. | dfentoen2098- ie/ﬁlgnze; st Ooms Tabater oom
44773450118Irecording my presence on this MAC stéiffma2 hours and 12 + Indent at: 1.5 cm

minuteswy-roete-ef this-callHowever, during the teleconference, | was concerned to learn
that MAC may have been including profits relating to the price changes, without sufficient
agreement or paperwork to support the conclusioththptice reductions had been

waived. | briefly stated my concerns regarding this to my colleagues at that staff meeting. |
am unable to refer you to the official minutes of this important staff teleconference on 1
August 2006 as these apparently cdrloicated by MAC and so have not been

disclosed Following the Tribunal order on 3 December 200Bdquest 8 the

Respondents solicitaidvisd on 9 December 2008ocument 3734/3277Rat

QT here was naVIAC staif meeting held on 1 August 2086This is simply untrugnd ( Formatted: ~ Font: Bold, ltalic

for the recordhese arthe only set dVAC staff meeting minutes not disclosedy
knowledgén the 1246 paggsrovided by the Responderfter beingrderedas category
3 disclosurby the Tribunalat CMD4in June 2007The contemporaneous emails from
me at documents 1955 and 18I56refer to this MAGRaff meetingn 1 August 2006.
These minutes would also show that the minutes specifically cadhgadiciunded
allegatiomegarding MC staff meetings in tHeespondents solicitofirstcorrespondence
at document 3113.

ThePw@ i ndependen treporsrefee antuliiptepabgramst 6
9.24/9.26/9.279.28/9.40/9.43/9.44(document 718 715 to Mr HenryDavid from
Ellanef attending these MAC staff meetinas certain hevas not an attendee at this
August 2006taffmeetingminutes not disclosed)ANDr all theotherMAL staff
meetings minutes the year prior to my employment terminatitewas never an
attendeeluring my presenc®wC are factually incorré@eimultiple paragrag in this

f or e n sfiicn doif nagtdtotethat irddekkertold PwC in Paragra®.8

(document PohisDekker indicatetthatpavid participated.in theSeaoalls —( Formatied: Font: Italic

then inMr Dewkémnm@é@ss st at eme nRwC notes tRahHBPayid8 8 s [Formaned: Font: ltalic

recalls that the Claimant agréerktratue accrual should be booked in Q1 andg)2 2006
Stafford QQdid notwish us tgursueRequest 23 at the 28 November 2008 interlocutory
hearing on the basis that it is up to the Respondents tthehminutes ofhoseMAC

staff meetingin theyea prior to 18September 2006t whichHenry Davidrom Ellanef

wasnoted as an amdeeEitherin the Bundle oirom the 1246 pagéssdosed as relevant
category By the Respondents solicitorsRaguest 30 at CMD4 in June 200y point

remains thatie minutes of thi$ August 2006 MAL stafieeting have not been tised
andadditionallfhe Respondensslicitors are now instructedassertdo Ther e was n ¢

MAC staff meeting. held on 1 August 20066
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179. In a followup email to that teleconference to Mr Dekker (copied to Mr Neill, Mr Butyniec,
Mr Zanatta and Mr Groot) dated 2 August 2006 (see volume 5, page 1956), by which time
Ellanef/MAC still had not reached an agreement with Boeing to waive thagteahtr
rights to the reduced prices, | repeated my concerns around the inclusion of increased
profits relating to the higher prices on the 737 Integrator Kit. | explained that | was not
comfortable with the situation and advised that, to my knowledgelid/iddE have
sufficient coverage in writing from Boeing to support the recognition of the higher
revenues, retroactively to January 200€was my Nineteenth Protected Disclosure
| then set out to see if we could achieve a level of confidence inopniatety worded
document from Boeing prior to the MAC Board meeting on August 10.

1.180. Mr Zanatta and | then discussed the situation and agreedvibatddraft a note to Mr
Rootjes at Boeing, which we gpdgvould be sufficient to underpin any MAC finlncia
results for Q1 and Q2.2006 in writing. |
3 August 2006 to Mr Rootjes (see volume !
August 2006 (see volume 5, page 1971) | realised that we were urdtkbly to g
agreement we wantéthis was carefully written by a seasoned procurement professional.
Accordingly, | <circulated Mr Rootjesd em:
and 8 August 2006 (see volumetdé,repagendd:!
were likely to get at this time and referring to my earlier 2 August 2006 to Mr Dekker
setting out my concerns in taking the additional $300K profits in our results (see volume 5,
page 1956). Without an appropriately worded document/agtekbelieved that we
could not and should not record an additional US $600,000 profits in the first half year
results for MAC. From my own career experience and as recently as in July 2006 regarding
the Airbus price increaskknew that the corporagéecounting and governance processes
relating to publicly owned companies, such as Boeing, would require these companies to
provide in their accounfor any increased retroactive prices prior to the end of their
quarter reporting. If they did not, it waghty unlikely that the finance teams within these
publicly owned companies would be allowed any commercial agreements to increase price!
Accordingly, | expected that any efforts on the part of the Boeing procurement team to
allow retroactive pricing apdyments would be met with a wholly negative response from
the Boeing finance teams.

2181. |did not receive a response to my emails of 2 August or 7 August 2006 from anyone,
including Mr Dekker, so on 9 August 2006 | indicated an exception regarding the Boeing
737 I ntegrator Kits i n tCerficaid sigmhsheetferd b o>
quarter two of 2006 (whidhAC requires from all its senior officinsthem to record
any material business/financial or risk issues known to them) (see vohgae80g).
SubCertificationsigo f f sheets and quarterly certifi
corporate governance processes from each corporate officer to discharge its statutory duty
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under Canadian law in certifying the health of the compafer.tb my sulgertification

sheet Q2.2006 (see volume 5, page 2006). | was anxious that MAC could be signing off or
quarterly earningsadements without any supporting documentthi higher pricing

from Boeing reflected in the figures reportetddarstatements. | fully expected that by

drawing this to the attention of MAC by means of my comment in #@e8ification

signoff sheet, | would trigger a further review of the issue with Mr Dekker and Mr Neill.

3.182. Atthe board meeting on 10 August 2@0discussion took place about the accounting
treatment of certain property and balance sheet matters at Ellanef, and Mr Edwards
summari sed the position as o0the right hai
volume 1, pages 2890). Theaccoumtec y t r eat ment of EI Il anefd
was not discussed, however. Despite being a senior officer of MAC, neither Mr Dekker nor
Mr Neill ever informed me what had been done about the accounting treatment of the
pricesormysuber t i formmeantodh et e. At the time, |
ignored and decided to raise the matter again when | was in Toronto in the week
commencing 18 September 2006 (the week | was terminated), as part of my aim to step
the effort to get the Boeing comtraricing amendments agreed by no later than
December 2006 and to get it properly considered in good time before the Q3.2006 final
results. In their report, following their independent investigation into my concerns, PWC
state at paragraph 9.48 in thealfreport of August 2007 (see volume 2, page 716) the
following in support of my protected disclosures:

oln March 2007, following further consul't
for the Boeing revenue accrual aygareottiaedit process, John Dekker indicated that he nov
agreed that since an agreement in writing from Boeing had not been obtained, the revenue
not have been taken at the 2006 quarter ends since they failed the r&Vemaeae¢cagnition test
EY does not carry out gquarterly reviews ¢

And in paragraph 9.54 (see volume 2, page 717)

0Brian Littleds position that the inclusi
Integrator kit was mattte imbsence of a firm undertaking or agreement from Boeing is suppor
PwCbés analysis and by MAC6s conclusion tl
ends. ¢

Effectively this means that PwC agreed with me and that the increfitse@ported in

Q1.2006 and Q2.2006 (US $600k prior to my termination) and a cumulative C$904K at
the end of Q3.2006 had to be removed which should have resulted in an increased loss of
that amount in the Q4.2006 and FY 2006 results.
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‘ 4.183. The MAC earning®port for quarter four of 2006 (see volume 1, page 299), released to
the financial markets/TSE, shows that the gross margin (7.5%) in the fourth quarter of
2006 was significantly below market expectations. | know now from the PWC report that

‘ at least pauf this fall in quarter 4 wascaugbatsome C$904K of profits claimed in the
MAC Earnings statements for Q1/Q2/Q3 increased the overall losses in the Q4.2006
earnings statement. This C$904K contributed to a reduction of Gross margin tbe7.5%
lowest% in a quarter in the previous 20 quarters / 5 years. This was not what the TSE
financial analysts were expecting as was clear from their questioning in the Q4.2006
webcast on 4 April 2007 and from the fact
one point shortly after the report was released.

5184. The Toronto Globe and Mail (G & M) newspaper on 5 April 2007 summed up the general
reaction of the market analysts (from the FY2006 wéktasgiril 2007) in Q4.2006 in
the commentary from Angela Barnes\skene 7, page 2961pMa gel | ands Aer
Corpds fouwtthrquastuét sand dihndht!l make the m
Versant partners Inc. has cut his rating
two months ago. OAl though we had relatiyv
were clearly disappointing and we no longer have the same level of confidence in a return t
the near ter mér.e poMrt Dyoeesrtkesrodnays.ai d iThhe f u

6.185. Despite several detailed questions from analysts on the earnings webcast for the first
guarter of 2007 on 14 May 2007, MACO6s mal
basis for thelecrease in the fourth quarter of 2006 and the subsequent improvement in the
first quarter of 2007.

#186. As | have said above, my experience of public companies caused me to believe that
Boeing were unlikely to agree to anything which meant a retroactiverintipair
earnings or cash in prior quarters. Indeed in one of the only two additional exhibits in the
Final PwWC report (exhibit 9.8%ee volume 8, pages 22648) for the Boeing revised
pricing and extended contract (to 2012) we can read thatiBdedigl June 2007 letter
t o MA C Beeinghiaseagreed to structure the payments of the prices increases in accor
Magel |l an and EIl |l anefds request (ref the
from 1 June 20031tdecember 2607. This of course meatr
with normal industry and financial practice, have chosen as part of the overall commercial
agreement to incur the increased Opremiut
oft heir current FY2007 before reverting t:i
| originally anticipated in my assessment in August 2006 (see volume 5, page 1956). Boeir
is making no retroactive pricing or payments. This is therefore cowiistenytanalysis
and PwC /E&Y view regarding revenue recognition and profits in Q1 and Q2.2006, as |
had stated in my protected disclosures prior to my termifatiarie that ithe MAL
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Q3/2008earnings repoftlocumenB848lwebcast 3498502/35033505 andthen
document 3506here was a $10.4metimeretroactive prieadjustmerstwith a
Europearcustomer (nopubliclydisclosed as A34@ttlementCrucially heaccounting

for this did recognisb¢impact on sales revenue anafitability in prioyearsas athe
MAL websitedocumenB506 Thison theface of it wouldl, believe andnderstandbe

the proper accounting treatmédai retroactive price adjustmeint@ccordance with
Magellan revere recognition policfhis wadNOT that reflecteéh the quarterly earnings
repors followingthe Boeing 1 June 2007 agreement.

Likely accounting impact associated with norrecurring costs on the Airbus A346500/600
programmes

8187.

9.188.

‘%9&

41190.

By way of background, Aeronca is a wholly owned subsidiary of MAC based in Ohio

USA. Its main customer and over 50% of the revenue is from Aircelle (previously Hurel
Dubois). Aeronca and Aircelle developed and together manufactured the engine nacelles tc
be fitted to the Airbus A348D0/600 aircraft. This is a feamgined aircrafso four

nacelle® engine pods/enclosureper aircraft plus spares), with Aeronca as-shasig
subcontractor.

Prior to the A380 super jumbo, the A300 and600 were the largest aircraft in the

Airbus family. At the time of the launch of t1818500/600 aircraft, the market

expectation was for the sale of some 300 to 500 aircraft over the period to 2020. My
understanding was that MAC/Aeronca expected to amortise its investment (i.e. once off
research, design and development costs of thepeatlad nomecurring costs or

(ONRC6) in the aerospace industry) over .
to 0investo in the A340 nacelle project
end of the market expectations for s&lése0A340500/600.

The actual (NRC) and production inventory/learning costs incurred by Aeronca associated
with the A340 contract had significantly exceeded initial estimates and during 2004 and
2005 there were many commercial discussions held witle foroedch a contractual
settlement. This was achieved in a March 2005 agreement (see volume 38@ayes 849

The agreement provided an escalation formula to determine future price increases for that
A340 product.

Consistent with aerospace industagtice, the A340 development and learning costs were
capitalised in the balance sheet as assets and assumed to be recouped (i.e. written off or
Oamortisedod) against the profits on the 1
sold.. The abilitpptamortise these capitalised costs is clearly dependent upon the future
profits achievable under the related contract, which in itself is a function of the actual sales
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of aircraft and spares coupled with the ability to manufacture the component# at a prof
margin, consistent with the related estimates.

12191. To put MACOs investment in the A340 progt
statements showed a total investment in A340 Engineering and Development costs and
production inventory at well over 40%af assets of just under C$100m, for customer
contracted projects in inventory. At t he
volume 5, page 1830; or volume 2, page 683) therefore inctadedsnof C$40mf
A34006 500/600 capitalised NRC amabduction inventory (learning costs).

143192. In its Financial Statements for FY 2005 in the Management Discussion andg&salysis
volume 4, page 1I5(0MAC stTahheedCoropor ati on relies on
determine the number ofenitéich to amortisecooring costs. Should deliveries not reach the
number projected, any unamortized balance that remains would then need to be charged tc
which could have a material adverse impact on ¢he Corporation

14193. In the noes to those financial statements regarding Invés¢eryolume 4, page 1508)
MAC stated 6The Corporation is in negotiation with one of its customers over amendments
with respect to an existitggrioogntract. While it is probal#eGbgtdhation will be successful in
its negotiations, the final outcome is not determinable at the present time. If the negotiation:
successful or the final terms differ from what the Corporation expects, the Corporation may
recordlass provision on this contract. The amount of such provision, if any, cannot be reasa
estimated until such amendments are final

‘ 15194. This statement was not in the FY 2004 financial statements but | understand was included
in FY 2003. The commiglhunderstand was in respect of Aeronca/Aircelle commercial
negotiations.

‘ 16195. Not long after the commercial agreement was signed with Aircelle in March 2005 it was
clear that the cost estimates were not being met and in particular the pricing and cost of
BETA 21 materials were significant and causing large losses on the project. This gave rise
to a number of actions but a dispute regarding the interpretation of the escalation formula
and the numbers to be used for Aeronca pricing became a major issue bresileen A
and Aeronca.

17196. Included in my initial Head Office tasks from June 2005 was making an assessment of the
various Gross Margin/profitability challenges and understanding the related existing
commercial contracts. It soon became clear the A340 woule diethe four major
areas in which we had to secure new pricing/commercial agreement. As Mr Neill, the
President of MAC, had been involved in the project from the outset and therefore had all
the history we naturally deferred to him in leading th®edaithough the whole
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executive team were generally involved in somilmEagwardsvas in fact the Magellan
Aerospace President and CEO when the iAB#)500/600 contract waapproved by
the Board andigned in 1998y experience of him duritige time ofny Senior Officer
role on thisprojectwas that he had aerygood knowledge olfi¢ history andhacelle
producthaving beninvolved at the M& Boardandas executive CEO withirbus

Hurel Duboisand then Aircelle

18197. On 2 December 2005 kalreceived an email from Mr Micklewright, the Vice President of
Procurement in Airbus UK (see volume 4, pagesl1#44, asking for some comments
regarding MAC financial status which he had received from his Toulouse colleagues in
which it was said thatrcelle had suggested that Aeronca/MAC was potentially bankrupt
and in which he acknowledges the challenges in MALUK.

‘}Q&To assist me in understanding more about
forthcoming pricing negotiations with Ailedlir Dekker sent me an email on 22
December 2005 titled ORefreshed Aircelle
of fersd (see vidl4)uWidle ndtthe primanepsirposeofltiis email it
indicated that on the basis of the curasstumptions, thHd AC Group was expecting to
use a 6.5% Divisional Selling and Gener al
was then forecasting a PBIT loss of c. $13m on the A340 programme, after $10m (6.5% of
overall production costs) of SG&A erpes. Paul Gilbert (CFOSA) told me that this
would normally be fully reviewed at the end of each quarter and | decided to leave it at that
based on my limited knowledge at the time.

26199. On 3 January 2006 an email update was sent to Mr Butyniec by@GilbBdputopied to
me, which used a SG&A % (see volume 4, pages 12390). Mr Butyniec replied on 3
January 2006, Thanks Pauhfor golor stmenariesaof tide casts on the said proi
My concern is that we keep changing the thawnleok likeilwe need them to be. We have remo
all of our opportunity in our last offer, and face only risk if we again lower the price. We nee
writing from them now. We are negofsdeat i n
volume 4, page 1241).

‘ 21200. As part of an email update headed Wednesdaydnigitlouse debrief, to Mr Neill
(copied to Messrs Butyniec, Dekker and Edwards) on 19 February 2006 (see volume 4
pages 1437438), | commented on amongst other matters, the@ prdgramme. This
email set out the current situation regarding sales campaigns and my concerns that som
Airbus internal estimates of production volumes for the @600 programme were
for just 75 sales from that time. | copied my email to Mr Eds@rttiait he would also
have this information as we progressed through the next few months, as the matter was
such a big one for MAC given the scale of
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22201. At the end of 2005 and early 2006, it was becoming imgiseagll known within the
aerospace industry that Ai rbusds A340 wa
twin-engined 777 aircraft. Accordingly for the December 2005 quarterly certification letter,
signed 24 February 2006 (see volume 4, pagesAtd}, | stated that | was aware of the
continuing challenges for Aeronca regarding future A340 programme volumes and that we
would need to keep this under close scrutiny during 2006. Following receipt of the Final
draft PwC report in June 2007 | deciteabtain for the first time myself the TEAL
report (a respected market analyst /commentator) for June 2005 (see volume 8, page:
29812984). This stated their production estimate for the- 284600 of 242 aircraft and
that the A340 had weight and perfance issues. Their Summary title initially called it
Airbusds Uncertain Quadjet in 2005 and t
2007 Dead Plane Flying.

23202. Because of my growing concern about our estimates of sales in the EAC compared with
thedeclining market and manufacture expectation of sale on or about 16 March 2006, just
before MACOs board meeting on the 17 Mar ¢
MACG6s financial statements were based on
recoup NRC on the A340 that MAC could no longer reasonably believe to be accurate.
Accordingly, | said that MAC would have to review its financial statements to ensure they
accurately reflected the Groupdgyeapghiof it al

was my Twentyfirst Protected Disclosure. Since the first hearing at the Employment [Formaned; Font: Not Bold

Tribunalin200fhave withdrawn tlosire 6a§oaawBi dt aFomated Font NotBold

confusion, the numbering of my remaining Protézisibsuresas not changed ( Formatted: Font: Not Bold

24203. In the period between April and July 2006, | became more involved in the Aeronca
business and got to know in detail about:

24-203.1 Aeroncads Contractual dispute wit.|l
formula the contract included an escalafiismula whereby Aeronca could
achieve an increase in pricing, dependent upon increases in the underlying costs.
Aircelle had a different interpretation of this formula to Aeronca and it seemed
that we would have to consider arbitration. | participageduimber of telecoms
on this subject including with the relevant legal counsel in France (see volume 5,
pages 17327 4 1) . The contract whilst 0so
d not life of programm@20 years) and therefore that aspect needed to b
carefully considered as part of any arbitration and the wider contracts for the
A380 and A318 projects.

24-203.2 Importance of future BETA 21 pricesto pidbAt margiree c i al 0 Ti t
material called BETA 21 is used for the A340 Exhaust system and iencost is

important factor so estimates of future pricing and usage trends for BETA21
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represented an important consideration in the assessment of the overall
programme profitability. It also seemed that the price escalation formula agreed in
2005 had a 0.31 /31R#vel (see volume 3, pages®7 which was working

favourably for MAC in the netarm but with continuing significant changes in
BETA21 pricing that o0gaindé would chan
BETAZ21, as a proportion of the overall manufaw costs, rose above that 0.31

/ 31% level.

24-203.3 The ultimate Estimate to Complete (EAC) analysis ddahifie project
represented the internal assessment of the overall programme profitability for all
NRC investments, which was prepared on a quésdsity In summary, this
analysis seeks to confirm that the future estimated profits from a programme
exceed the investment in NRC to date (i.e. the aggregate sales revenues exceed tF
aggregate costs for each programme). For the A340, this analysiareasfore
the period to 2012, consistent with the contract expiry date with Aircelle (see
volume 5, page 1830).

25204. | also presented to the MAC board on 11 May 2006 (see volume 1, p24@5220
year outlook for twin aisl@ide bodyaircraft and the ks and opportunities of the
Corporationds participation in that mar Kk:¢
key growth markétdriven in particular by the Far East and that the new product
offerings by Boeing and Airbus in this area woulddséasitially improved products
offering significant opportunities and risks for the participants. The commercial basis for
involvement was increasingly de8iguild with risksharing investment. The impact on
the A340 was relevant in that the A340anesn aisle aircraft and it seemed Airbus would
shortly have to decide what it was going to do with that aircraft (A34567?) and its
marketing/sales strategy. Mr Edwards also advised the directors during that same Board
meeting that A euewithdacélle on@rcing for tne A380aA340 iarsl
A318 was a significant issue for the Corj
(volume 1, page 246).

‘ 26205. At the Farnborough Airshow in July 2006 Airbus finally confirmed the growing speculation
that they would now market a new version of its A35@&hgine aircraft (A350XWB),
which would include market segments where it had been offering the A340. Further,
Airbus had also dropped the idea of creating an upgraded A340 model in favour of re
launcling its A350 aircraft. This could only mean even worse news for the A340
programme, now even Airbus was downplaying their A340 in favour of A350. | also got to
hear thatAirbus own internal assessments of sales scenarios were such that this would
mean tlat Aeronca/MAC should now prudently expect no more than between 60 and 100
sales and deliveries of A340 aircraft by Airbus from January 2007. This would mean
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between 155 and 195 production aircraft in total against original MAC programme
estimates of 250r amortisation. In a conversation at Farnborough Airshow in July 2006
with Mr Butyniec, held after he had met Aircelle representatives to try and progress the
commercial negotiations on the application of the pricing escalation formula, he said he too
was concerned about MAC/Aeronca ever recovering its NRC investment on the A340
500/600 programme.

‘ 27206. | also understood from the various discussions in the few months up to and at the July
Farnborough Airshow that it Waksahnelthtee MA C t
MAC Vice President of Strategic Global Sourcing, that the BETA 21 price inflation was
now expected to reduce after the significiant increases in the last couple of years. Price
increaseof approximately 8% per year from 2007 for thefdélsé decade and then drop
a little. I knew from my other analysis that if that were so then the 0.31 factor in the

‘ escalation formula would bassistance for longer in our Cost calculadiahteast
beyond the end of the current contract in 262vslume 3, pages &75). From
various internal business discussions with MAC/Aeronca in Q1 FYO06, | also understood
that there was expected to be only a small improvement in the usage of the BETA21
materials in production at Aeronca during 2006 anthihiavas expected to be the base
level for the foreseeable future. This meant that the business had struggled to achieve any
meaningful improvement in usage levels but that did not seem to be a major point in the
commercial ar gumeducst iadrmo ud o stth ee sdthiemsat epsr @
important as it seemed there was little Aeronca could do to reduce the overall BETA 21
cost (see volume 4, page 1209C).

28207. The effect of the various issues detailed above was that | concluded the expected number
of A340s to be sold was likely to be significantly lower than had previously been
anticipated by Aeronca/MAC and, on the basis of this latest market information, the EAC
analysis for volumes for the period to 2012 was unlikely to be correct. In mytbfsnio
woul d have significant adverse implicati«
Group balance sheet, as the Groupds abili
compromised.

‘ 29208. This together with the Aeronca quarterly EAC Q2.200§ Igessof $5m shown in the
Q2.2006 EAC (Document EA&see volume 5, page 1830) plus SG&A of at least another
$5m + meant thereassms-abver $10m losses on the project even before considering the
full impact of this substantial reduction in over 80Quskbgstem/nacelles in the
programme by 2012. | also wish to record that in the final draft report PwC correctly state
at par agr 8nahlitl stéted intthe BYt pregentation that his concerns regarding tt
treatment of the A340 were raised)fQI2 FY2@D6 and this has been deleted in the final
report.
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306209. As aresult | believed that over $10m needed to be written off from the capitalised NRC

value in the MAC balance sheet. If disclosed fully, such an adjustment was likely to have a
substanil adverse i mpact on MACG6s financi al
significant consideration in the context of the forward profits guidance provided by the
Group to the Toronto Stock Exchange.

34210. Accordingly, and while 1 was in Toronto, | diseti$sy concerns regarding the balance

sheet treatment of the A340 NRCs with Mr. Neill in his office after lunch on 8 August

2006 for about 10/15 minutes. | said that even with a favourable outcome on the

arbitration with Aircelle regarding the price esmafarmula, we could still be facing a
substantial write off of an element, and possibly all, of the current Balance Sheet asset valu
for NRC. | discussed with Mr. Neill the history of the product, the reduction in expected
production volumes, the aidmflying the aircraft, the dispute with Aircelle over the
interpretation of the contract pricing escalation clause, and the Estimates at Completion
(EAC) | stressed that | believed that the issue needed to be addressed in this 2006 financial
year. | coridered this the number one priority for the year and a very important issue for

Mr Neill to address.

‘ 32211. On 9 August 2006, by way of follow up to that meeting and to try to ensure that the matter

was formally discussed and/or reviewed again, | insertecintaddtfC o mment s & b o x
SubCertificationsigo f f f or A®IQ AeFoNeAT6 distdss ( see vol ume 5
2006). By making this comment, | was trying to reinforce my concern that the level of
profit/loss was dependent on its ability to recoup varasts on future sales of the A340,
such sales and del i ver Thessasimp Dueritysegond ncr e a ¢
Protected Disclosure | expected Mr. Neill and/or Mr. Dekker to follow this up with me,
however neither of them did so before nor #ieeMAC board meeting whether as part

of the Corporationsd internal disclosure
otherwise.

33212. After the MAC Board on 10 August 2006, while | was still in Toronto, | had a meeting

with Mr. Neill and Mr. Edwards on a numbematters. During this meeting, | told Mr
Edwards of my concerns regarding the A340 programme and also informed Mr Edwards
and Mr. Neill that on the basis of my own market intelligence, | understood that three
scenarios were being considered by Afiobdise A340 programn@enamely 60, 80 or

100 further aircraft deliveries from January 2007. Compared with the assumption of a
further 800 exhaust system deliveries from January 2007 assumed in the EAC this
represented a downgrade of perhaps 50% andoipimign, had serious adverse

i mplications for MACG6s ability to recoverl
future profits from this programme, which we would have to address through our accounts
and disclosure to the stock markats was my Twenty-third Protected Disclosure.
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‘ 34213. On the evening of 14 September 2006, when | was back in the UK, as part of the same 29
minute telephone conversation with Mr Dekker, referred to earlier in my witness statement
(see volume 6, pages 2234%0), | informed Mr. Dekker that | had done sonre mork
and information on this subject during my holidays and that my previous concerns about
the recoverability of the NRC had still to be addressed. | emphasised that this was a live
and worsening issue and suggested that we discuss it again winehorerge during
the following week for the Group strategy and budget meetings, believing that it was
essential that we address these issues alt
Q4 quarterly and annual financial results for ZI0ti6.was my Twenty-fourth
Protected Disclosure.

‘ 35214. As a consequence of my dismissal on 18 September 2006, | was of course not party to any
further management discussion of the accounting treatment for the A340 programme.

‘ 36215. As | have mentioned previously, PwC wpminted in January 2007 to conduct an
independent investigation into the various allegations raised by myself and specifically, in
respect of the A340 programme, that:

‘ 36.215.1 The production expectations for the A340 should be downgraded
substantially

‘ 36-215.2 TheNRCbhance would therefore have 1t
significantly smaller number of aircraft/spares

‘ 36-215.3 The Group had not performed an adequate investigation or assessment
of this information or its impact.

‘ 36-4£15.4 The reduced production volumes should lead toaialaeduction in
the carrying value of the NRC inventory included in the balance sheet,
compromising the profits of the Group

‘ 216. |1 met PWC in Belfast on 29 January 2007 and then again in Toronto on February 9/10.
Among other things | briefed them as fa#iyf could on my concerns on this A340 issue

(see volume 7, pages 22813). Although | was informed by Sterl Greenhalgh of PwC

(UK) at the end of March (see volume 7, page 2865) that the North American team wished
to meet /discuss matters with me dgikpril | had no follow up from them after that
comment.
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216.2

1217. In the context of the concerns raised by me repeatedly across 2006, | was interested ir[u e

which to amortise norrecurring cost beng those documents provided to Ernst and

Young inits audiba n d _at Op ar befote 4 Bm calbe 11 of December 2008
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Committee) Mr John Tracey of PwC , Mr Don Linsdell of E&Yconfirm which
documents) EYhad in their possessiand were used to inform thBIAL FY2006

audit and testing and b) which documents PwC had in their possession (particularly those
which did notnform part of their PwC reparand Exhibits

It is a matter foMr Dimma and PwC to ebginto the Respondents counsel/solicitors and
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carried out acomplete forensic accounting investigatimnindeed t s o6i ndepend
in theFinalReport andhe conduct of theseven month procesm lateJanusy 2007

endAugust 2007
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accounting treatment of the capitadiNRC in the MAC FY06 annual financial

statements, as released in April 2007 (see volume 7, pages ). From my review of these
FY2006 financial statements, | concluded that the concerns raised by myself had been
addressed in preparing these financiahstats by what appeared to be the following
narrative inclusions (italics highlight changes from the FYO05 financial statements) but that
no financial losses/adjustments to the asset value had been recorded:

1217.1IMAC Financial statements FY2006 Assessment oRisk Factors: (Page 14)
(see volume 7, page 2881 o0 direpor ati on reliega on cu
well as external market fooedetgstine the number of units over which to amortize nc
recurring costs. Should deliveries matmbectptbgected, any unamortized balance that
remains would then need to be charged to costs of revenues which could have a m
i mpact on the Corporationé
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‘ 1.217.2The addition of the reference to external market forecastst tre@mancluded
before in any financial statements.

‘ 1.217.3And in Note 3 Inventories FY2006 (Page Agke volume 7, page 2892):
oLearning Curve costs involve measurement uncertainty, and accordingly, the carry
could be materially differeithe amounts recOverauithe ldegn contractual periods
of the Corporationés contracts, the C
amendments to pricing or oabilityeofaméietr ms .
capitalized in inventory may be based on judgements with respect to the outcome ¢
negotiatiotighe negotiations are not successful or the final terms differ from what th
Corporation expects, the Corporation may be requiredawiserooh dHisssqmtract.

The amount of such provision, if any, cannot be reasonably estimated until such an
finalizedo

1.417.4Again here you will note the underlined text/narrative, which was not in FY2005.

2218. Whilst | was unable to determine withaiety the reasons for the text changes from the
previous year, | concluded that the Group had based their assessment of the balance shee
carrying value for NRCs now on at least two external market forecasts and that the
arbitration/litigation in Paris pcess with Aircelle, in regarding the application of the price
escalation formula had now been lodged. In particular it also seemed that if no loss could
be estimated/assessed, despite the asset valuation on the MAC Balance Sheet of more tha
C$40mCanadhn GAAP rules, did not require any action faanaccounting and financial
perspectiveCertainly this was different from my UK GAAP understanding.

‘ 3219. The Disclosure certificates (Sedar filings) for Toronto Stock exchange disclosure (TSE) E
Disclosure forFY 2006 show this.

‘4.&Following the Employment Tribunal order ¢
drafté PwC report on 20 June 2007 | was ¢
final draft without me being afforded an opportunigptoment on the draft ,as had
apparently been afforded to certain people within MAC when it stated in the PwC report at
para 3.12 ( see Welmbepmmededdral updates of oy grégjess do the Audit
committee and a draft of this @pwitfenation. A copy of this report (excluding the Executive
summary) was provided to MAC for comment on its factual accuracy. While we have taken
comments made by Audit Committee and MAC, the final content of this reporPhaS been a n
aloned.

5221. This section 8 of the report only contained 5 Exhibits yet it was the subject on which they
did report which I anticipated most supporting analysis/work would be regugreshe
its materiality to the MAC balance sheet. The Exhibits were
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Exhibit 8.1 Settlement agreement between-Hispano, Aeronca Inc. and MAC, dated
11 March 2005 (see volume 3, page8B3)9

Exhibit 8.2 Schedule from Airboas websi't
Wor |l dwi de 0 dat e dlun3el’,pdgas?828l7)y 2007 (see Vv

Exhibit 8.3 Estimated Average Cost to Completion prepared by MAC for the periods
ended Q4 FY2006, Q2.2006 and Q4 FY2005 (see volume 5, pa@881)329

Exhibit 8.4 Report issued by ABdO&c aat el
April 2007 (see volume 7, pages-2934}).

Exhibit 8.5 Internal engineering report ¢
500/ 600 Exhaust systemd6, by Dr Raj Thamb
accompanying email dated 14 Maagv from Rich Neill to Stephen Moore (PwC) (see
volume 7, pages 283856).

‘ 6222. 0On 25 June 2007 | sent an email to PwC Lead partner John Tracey (see volume 8, pages
29772978) in which | cited a couple of examples including A340 where | considered an
invitaton to comment on the report was appropriate before it was finally finalised.

‘l&Event ual Iy | was instead informed by Mr.
emai | on 1 2PwCiuslofithe 2iev@hat futtherecontact with yowwsl not add t
investigation or conclusions and the Audit Committee haé acdeptaal ¢his viewl u me 8,
3002) . I'n my response t o Youhansvereoasnotireally n

address the primary question | asked of Mr Dimg#o theadnafi report, PwC showed earlier
versions of it in whole or in part to the Committee, and management (para3.12). | asked if |
afforded a similar opportunity, which sec¢
5Feb teer of engagement to PwC and is | understand the usual course of action in such mat
practice. However | note that | am not going to be given this opportunity and the reason yo
it, which in part you attribute ddg@@®@olum8, pages 30€8005)

8224. In their final PWC report, released at the end of August 2007, PwC concluded that while |
was correct in asserting that the volume expectations for the A340 aircraft were being
downgraded based upon market events, my allegations tierevhole unfounded from
financial reporting and accounting perspectives. While volume expectations for the A340
aircraft had been downgraded, it was PwC¢
at this stage of the programme, (they saidtBa%) would be probable that the
programme would incur a loss. No additional exhibits or updated exhibits had been added
to the A340 section of the Final PwC Repontas disappointed that this conclusion had
been reached without any further discosgith me outside of the original briefing

months before which was also not to Mr Russell GoodthanPwC partner leading that
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part

of the analysis /report). Speci ficz

show any obvious considerationhef following:

8.1224.1Airbus internal programme estimatescCont r ary t o the narre

FY2005 and FY2006 financial statements that the Corporation relies on
customersd delivery projections, ther
programme projectioms the PwC report or any Exhibit. | was surprised that
given the Groupds numerous trading re
at |l east O6sense checkd their assumpti
|l ast version ofnskadwasdat@dsy Sepember2006 ] e ct i
(volume daté see volume 6, page 2117) which shows a build programme of 10
(40) for 2088 and 15 (60) for 280 | was able to understand from internal

Airbus sources that their latest production schedule on 20 2a@jugbefore

the PwC Final Report was released) stated 6 2008s beforepduced-from

15), 2009 11 (reduced from 18nd 201@ 9. It seemed to me that this was

broadly consistent with what had been happening prior to my termination and the
recent order intake for the last twelve months came from the sales campaigns of
the Airbusonly customers (Lufthan8& aircraft Deember 2006, Iber@e3

aircraft August 2007) for their 2008 plus plans and 4 addition&083i€craft

ordered in June 2007 to assist the airline and Airbus transition processes on the
A380 flight test campaigns from Etihad Airlines

(MSNO002,MSNO004,MSINMSNO009) (see volume 8, pages-30889).

8.224.2Multiple external market referencesThe FYO06 financial statements now stated

(22248004.06)

that the Corporation rel i eadweluagexterna us:t
market forecéists plural)The PwC report imedes only one external market

forecast for market/production run (para 8.67 (b), frBorecast International, a
company based in the USA. Notwithstanding the lack of reference to multiple
external forecasts, | regarded the choice of Forecast Intedrfatitime sole

market forecast to be odd given that this organisation was US based and had built
its reputation on US military aircraft/engine forecasting (the A340 is an European
civil aircraft). Also the analysis is based ondotep market segment Arket

share approach rather than any combination of other approaches. As part of my
first interview with PwC in January 2007, when asked about market forecasting by
PwC, | had recommended Richard Aboulafia and the TEAL Group (see

transcript of interviewvolume 7, pages 2828213) but PwC appeared not to

have followed up that suggestibms | havesince learned from my own
investigationsis especially relevant in tihéit Hoon Lee at PwC UKas been

receiving th& EAL reportsfor some timel subseqently discovered in July

2007 that the TEAL Group had been forecasting in each of their annual reviews,
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issued in April 2006 (see volume 8, page 2993) and 2007 (see volume 8, page
2999), production of c. 1:380 aircraft across the full A&ED/600 proggmme

life. | found it strange that PwC did not include reference to the TEAL reports

and subsequent to receipt of the PwC report have myself obtained reports from
other independent forecasters. While they use different methodologies, none of
them forecasa build of more than 150 production aircraft and | assess the
consensus view is 135 aircraft in total. This represented an almost 80 aircraft
reduction from the estimates issued by Forecast International. The current

Airbus Orders and Deliveries schedud their website (as at 30 Septefhbee

volume 8, pages 309698) shows a A3400/600 total of 138 aircraft now on

order. This is 15 Fewer (24 cancelled/transferred) than the PwC ExXfibit 8.

the same document which is dated 31 January 20@5ednd their Final Report

(see volume 7, pages 28847). This recognises the cancellation/transfer of the

18 aircraft by Emirates and 6 by Aera@m@Argentines. This was widely known

in the industry last Octobg&006)and the Emirates cancellatweeis commented

on by Forecast International in their April 2007 report at PwC ExRil{gee

volume 7, pages 292834). Finally the Air Canada AB80 order shown for 3

is not considered Or e a-b00 déliernesstcehe pur p
doaumentd volume 8, page 3083).In fact the only real speculation is how many of
the remaining 6 Virgin Atlantic aircraft on order will actually be defiyered

1to 6 (see volume 8, page 3084; and volume 7, pages 2905 and 2903). Therefore
the productiomun to 130 aircraft is generally regarded as secure (another 26
aircraft) with only speculation on the Virgin Atlantic orders. Few, if any other
airline orders/additional inventory are now expétirdeed there is some

speculation that some leaseddiratready in service might be handed back by

their current operators. Meantime Boeing has over 350 aircraft back orders for the
Boeing 777 family (see volume 8, pages 3080).

8.224.3Spares analysidn estimating the total demand for A340 nacelle units, the PwC

(22248004.06)

report (para 8.7 see volume 2, page 693) contained a calculation of the likely
demand for the complete spare exhaust system units based upon a life of 40,000
engine flying hours and an 8 year replacement cycle for the complete Aeronca
product (i.e. amrplied 5,000 flying hours per year). In my view, based upon
available market information, this represents an overestimation, with the A340

500 and A34600 averaging only 3,900 and 4,400 hours respectively. Indeed from
my recollection, prior to my termiioat, the expectation was around 4000 engine
hours per year as there was a high concentration of aircraft units within a small
number of Oopremierd6 airlines. That wo
not clear that aircraft will have every extsgsgtms unit replaced with a

complete new exhaustsystef®nl y Fi ve of the worl dos
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aircraft delivered or on order out of a total of 12 ABO600 aircraft operators

It is also important to assess what airline and third party repairs may take place
and other methods of replacement/dhalisation will occur. In any event the
spares demand will largely be after FY@@Hend of the current contract and

the EAC period used by management and which PwC had therefore to consider
(see volume 5, page 1830).

8-£L24.2Whilst choosing not to reflettie prevailing consensus market forecasts for the

A340 production programme, PwCds repo
significant increase in the overall sale of spares to fill any contract production
shortfall. This not only represented a fundamsmifain the basis for

preparation of the EAC, it also assumed that the production programme extended
beyond 2012, the expiry date of the Aircelle contract. In the circumstances, |
considered the mathematical spares calculation included in the redrt to be

best, misguided. The EAC in the PwC report did not consider any volumes
beyond 2012 (see volume 2, page 851; as per revenue recognition accounting
policy, see volume 7, page 2890).

8224 .5EAC calculationPwC0ds f i nal d roasde volume fager620), ( p ar ¢

commented that from a review of the EAC calculations for the quarters from Q4
FY04 to Q4 FYO06, it was apparent that management were updating the
assumptions and forecasts with respect to revenues and costs on an ongoing basis
They furthercomméne d t hat t hespecstd: (a)the huenber ounitsto
be produced and sold; and (b) the length of time to produce and sell them have ren
unchanged at 1,285 units and until FY2012&espettitelyc ont i nues t o
that the firsis materially inconsistent both with market expectations and internal
MAC management discussions and the second is inconsistent with the implied
production scheduling necessary to ac
Both PwC reports faito deal diectly with either of these inconsistencies over

the seven months of PwC analysis/assessment.

8.824.6Revenue escalation and cost reductiol’sfa n agement 6 s EAC ana

(22248004.06)

that revenue pricing escalation would
escalatoh or mul a O6i nterpretationd rather t
be able to achieve significant and sustainable cost improvements, including using
8% less BETA 21 materials in each future production unit. | was surprised that
PwC accepted thess@sptions, without adjustment, in the context of (a)

ongoing contract pricing disputes with Aircelle (i.e. current arbitration process),

(b) a history of underperformance for the MAC Group in achieving target cost
and/or efficiency savings and (c) an apsamof volume driven overhead
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savings which were not linked to unit delivery profiles (i.e. the cost improvements
are not matched with volume increases) and (d) there was no evidence of forecast
BETA 21 pricing information or the basis for the almoste8ction in the

Q4.2006 EAC for BETA 21 usage in the PwC report or exhibits.

8- 7224.71SG&A expenseln para 8.33 of their draft report (see volume 2, pagé8®84

PwC state that CICA Section 3egbies, ORe
that five critergadatisfied in order for development costs to be deferred to future peric
extent that their recovery can reasonably be regarded as assured by expected futul
associated produs#iting and administrativeand further developosgat

Notwithstanding this reference and contrary to the analysis shared with me in
December 2005 by Mr. Dekker (see volume 4, pages212) 3PwC have

excluded any deduction for future SG&A in arriving at an estimated programme
profit for the A340 prgramme. When | added the SG&A at 6.5% for the

minimum 60 production aircraft | was stating together with the $5.2m gross loss

in the EAC at Q2.2006 aircraft the minimum loss was over $10m and then one

has to add the impact of the reduced spares voluniesny 29 minute

telephone discussion with Mr Dekker on 14 September 2006 (see volume 6, pages
22372240) | had said that | had more information and thoughts re Arbitration
with Aircelle and the A340 NRCO6s/ esca
scenarios/opbns etc re rates and how to handle in FY06. | also indicated that |

had discussed this with Mr Neill last month and would see him next week on
Monday 18 September in Toronto. My notes summarise the conversation points
(see volume 6, pages 22280).

8.824.8Contingency-Notwithstanding that the EAC calculation reqdiresa ny est i m

by manageiment( p &8}, the PBVC &nalysis failed to include any provision for a
contingency (i.e. that not all outcom
been expectedhen so much of the assessment is highly subjective. Such a
treatment would have also been consistent with my previous experiences although
I have no recollection of ever bringing this specifically to any of my MAC
colleagues attention.

‘ 9225. In the circumstanseand absent consideration of the above issues by PwC in their final
draft and then final reports, |, with help from a leading accounting firm, subsequently
sought to replicate the analysis included within the PwC report, albeit adjusted for the

‘ various isues listed aboy@®ocument 3277A3277R)The objective of this analysis was
for me to identify the potential financial impacts of each of the highlighted items and
speci fically, the correctness of tke man:

(22248004.06)
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down the balance sheet inventory value of the A340 NRC. The output from this analysis
and an explanation for each of the line items is set out below:

Notes Profit/(loss) before
interest and tax

$k
Replication of Q4 FY06 EAC (A) (3,479)
833 exhaust systems by FY2012
Adjustments:
(1) Inclusion of SG&A costs (9,581)
2) Reduction in volumes (23,889)
) Beta 21 escalation adjustment (780)
(4) Cost contingency (1,429)
Adjusted profit/(loss) (8) (39,158)
(5) Programme reprofiling beyond 2012 6,112
(if total of 150 spares by FY2021)
Adjusted profit/(loss) © (33,046)
Notes:
(A) In the absence of detailed calculations, | have been required to replicate management's EAC calculation
at December 2006 from data included in PwC's final draft report
(B) Calculated assuming that assessment is made to the end of the current contract period i.e. 2012 (with
arbitration there must be some risk)
©) Calculated, assuming that the assessment is made for the period through to 2021, the estimated

timeframe for production of all spares (150 rather than original 265)

10226. Taking each of the line items in turn:

10.226.1 Replicated Q4 FY06 EACINn the absence of the supporting

calculations to the Q4 FY06 EAC, as summarised in the dift@fdhe PwC

report, we have modelled the stated MAC assumptions for pricing and costs,
overlaid on an estimated production schedule for each year. Consistent with the
PwC commentary, | have assumed total programme production of 1,285 nacelle
units (fourunits per plane) with production of 833 units from January 2007.
These units are sold at a weighted average price of $220k each. Whilst as
highlighted below, this analysis resulted in a significant difference from the profit
as per the EAC (as summarigetthe PwC document), | did not believe that this
changed my overall conclusions reached from the table above.

Notes $k

Per EAC:

(22248004.06)
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Forecast net profit FY07 to FY12 (A) (37,328)

Less:
Inventory at December 2006 (B) 38,245

Net profit/(loss) 917

Balancing adjustment ) 2,562

'Replicated' net profit/(loss) © 3,479

Notes:

(A) Per paragraph 8.18 of the PwC final draft

(B) Per paragraph 8.18 of the PwC final draft. Assumes (A) calculated before any amortisation of
NRC/production inventory

©) Net profit/(loss) calculated by using the MAC assumptions detailed in the PwC final draft report

(D) Represents the unexplained difference between the net profit/(loss) included in the MAC Q4 FY06 EAC
?Q;;jolrrt].e replicated net profit/(loss) calculated by me from the assumptions detailed in the PwC final draft

10-226.2 Inclusion of SG&A costs Consistent with both the management

analysis shared with me in late 2005 and early 2006 and CICA Section 3450
quoted in the PwC report, | have included a deductidhef estimated future
SG&A costs, calculated as 6.5% of production costs.

10-226.3 Reduction in volumes Consistent with the external market estimates
obtained by myself and from TEAL Group (see volume 8, page 2999), MB
strategy consulting (see volume 8, padés605), Merrill Lynch (see volume 7,
pages 2938937), Documental Solutions (see volume 8, page303@}.,7and
other respected individuals, | have reduced the total number of aircraft expected
to be built under the current programme tod®&en adjusd for aircraft built
to date, this implies future production of 31 aircraft. Private customer aircraft
sales seem to be the final opportunity for perhaps a few aircraft before the
expected close of series production in 2010. In addition and onglué basi
additional analysis performed for me by Mark Bobbi, (MB Strategy Coisulting
See Mark Bobbi report of 27 August 200Glume 8, pages 363825) a
renowned aviation engine technical analyst, | estimated total spares production of
150 nacelle uni&s18 spares have been built pre 2007, a further 20 are expected
between 2007 and 2012, with a residual 112 produced post 2012. At a total
production of 690 units (i.e. (135 x 4)+150), this represented a significant
downgrade from the numbers included irPth€ report but was entirely
consistent with all the third party commercial, market and technical information
available to me and therefore, | assume the MAC management team.

10.4£26.4 BETA 21 escalationThe EAC states a 10% pa increase in BETA 21
costs across thierecast period, although a higher variable price escalafion (12

15%) is needed to provide the stated pricing in the PwC report and which is then
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applied in calculating the contract price escalation (albeit currently subject to
arbitration with AirceljeConsistent with my understanding from last year, | have
assumed 8% pa increases in 2008/09 with 6% pa thereafter. Consistent also with
the position discussed in late 2005/2006 | have also assumed no reduction in
BETA 21 usage over and above existimgdslev

10.226.5 Cost contingency Consistent with my experience of wider industry
practices, | have also now included a general contingency representing 3% of
production costs (as calculated on the lower production volumes detailed above).

10.226.6 Programme reprofiling beyom 2012All EAC analysis both shared
with me previously and contained within the PwC report, has been based on
management ds forecasts t oThisMhehwiehnd of
the impending arbitration/litigation introduces risk in anyaximenewalnd of
course was also relevant for someelhanking covenantsEven assuming, as
PwCds report suggests, that any decre
sales of spares, these sales are neither subject to a formal coniitbtienor
assumed demand for the spares arise fully in the period to 2012. | have therefore
calculated the benefit of including the sales of spares expected to be achieved in
the period from 2012 (i.e. average 112 per my earlier commentary on volumes),
which highlights the impact of including the sales of these units, albeit their
inclusion is contrary to the stated basis of preparation for the EAC (per paragraph
8.98 and 8.6 Dbf the PwC draft repoé see volume 2, page 690) and any EAC
audit testing by B Y (see volume 5, page 1830).

‘ 11227. My analysis has led me to conclude the following That it was not just the case that my

belief was reasonable at the time, (EAC Q2.2006) but was actually correct and that MAC
was facing a substantial loss on the A340 cooftatdeast $10m (the Q2.2006 of $5m

plus SG&A of $5m) and that a further and more detailed assessment of the size of the loss
with the significant reduction in production build was needed to be made in order that we
could assess and comply with our tdgaations in respect of disclosure to shareholders

and the market as required by law and TSX rules (see volume 7, p27&5R748

11.Pp27.1 The EAC failed to recognise either current market forecasts for the
A340 programme or the commercial implications @frbitation process with
Aircelle. That remains my view today.

112272 The underlying data and analysis presented to PwC by management was
flawed and in certain respects, incorrect.
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11.227.3 The accounting assessment for financial reporting purposes was
inconsistent witiny understanding and belief in respect of my and MAC
financial disclosure obligations together with sound commercial and business
judgement as a Senior Officer in the MAC team.

227.4 In summary, it remains my belief for the reasons given that a material reduction of
over $10m as at the time of the Q2 .2006 EAC, and perhaps now all of the MAC
balance sheet NRC inventory (over C$40M) , is necessary to reflect business
reality and our oiglations regarding Financial Reporting to the various
stakeholders.

11.L27.5 | remained very coneed about thi®340subject and the PwC
approachReports andparticularlyhe basis of thdocuments anhformation
which informedheir conclusionsSufficientlysthatl emailed Mr Edwards and
Mr Dimma directly on 11 September 2007 at dod8086 wherethey both
recorded a wihiRea eodplenfehaues.iThetfull email text of this
document is part of niglevanevidence.

Accountancy treatment of egineering overheads

228. In this part of my witness statement | have set out the concerns that | raised with my
senior colleagues in MALUK and MAC regarding (1) the interpretation of a change in
accounting policy relating visiamwiththematuread s i
of the business going forward; and (2) that the draft MALUK statutory accounts which
would be filed with Companies House for financial year 2005 would misleadingly reflect a
higher profit/lower losses if they did not properly reflecectly the accounting
treatment of the engineering overheads.

228.1 Following the interlocutory hearing on Friday 28 November 2008 and in resgmnse tot { Formatted: CMSSch L3, Space
Tribunal Order dated 3 December 2B08t 1 for RequesisS,14 and 1%he Before: 12 pt, Line spacing: single

Respondents solicitors disclosed the relevant documents. These dacemewts
included intieVolume 9 Supplementary Bundiepartfor request 130 Dr af t 6
MALUK FY2005 statutory financial statements sent to &6 October 2006
(documents 383556 and 1IMay 2007{document8557 3565. For request 1&the

E&Y Managementetter dated 11l 2007 for the FY2005 statutory financial statements
at document 3568575 For Request 1&the Directors Audit Closing meeting minutes
held on 10 Fabary 206 at document 35453547. These documents are all relevant to
thecase and have been requested tlierfRespondenssolicitorssince 19 October 2007
(documenB276§ and 22 October 2007 (docum@®i 7 followingthe EY/Jeffreys
teleconference or8Dctober 2008 see documer@d443/3099A12.

228.2 1 have written to the Respondents solictars8 December 2008 to formally ask for a

number of thes&ribunal Order document e g u Wisyidid MRLynch QC consder ( Formatted:  Font: Bold

that these documents did not require to bédisclosed as relevant in this case and did
he advise the Respondents accordingg#This includes Requests 13, 14 and-db
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exampletdocumenB571et al. Mr Lynch QC asserted for exampleat {Reqaest 1his ( Formatted: ~ Font: Italic

is a classic fishing expeditibare is nothing in the final docu@et shdetaftRequest Formatted: Font: Italic

Formatted: Font: Italic

146 oThere is no reason to b¥lastadly had suspicions despite signing off on the accou[

Therefore this is a classic fishing Bigieditishould not be ordered because evidence is-|

Formatted: Font: Italic

o

There is no reason to think EY did mention anything relefrequiesthifiletégore there is no
reason for ldisarel hiss a fishing expedition dodut@ould be at odds dthetriding
objective ameheightening of the test of .nekdahsi$e documents are produced ........... this would

prejudice the respandRedsest 16 0 . . there is na evidence ibiisthist putting a hand in-—{ Formatted: ~ Font: Italic

another pond agitigéf it shows somethingRequests 13,14 andojtss not a question of ( Formatted: Font: Italic

BL knowing what ishiedbcuments. To cross the line between fi$timpayainonst
demonstrateesvidence of relevance. These documents weetcrmmtidngdsmat an
application. We starttHlayeiness p@iMy QC will deal with this further at the Tribunal.

228.3 ltis planned to deal with theSegineering Overheadmtters further by ference to this

original witness statement dgrinyExamination-in-Chief. ( Formatted:  Font: Bold

1229. From 2003 to 2006 | had overall responsil
majority of engineering work carried out by MALUK was for Airbus UK, and Mecachrome
[/Clairis of France, in relation to the A380 and A400M programmes respectively.

2230. Prior to August 2006, the management accounts for the engineering division of MALUK
charged all overheads (productionangmono ducti on) to the oprof
when incurred.®duction overheads are those overheads that are attributed directly to the

provision of design services. Production
salesdé within the oprofit -moductiohaverteads acc ol
werer eported within o0selling, general and
( MALUKO®s Financial Controller for the eng¢

performance of the engineering division on a monthly basis with his Engineering
colleagueand myself and on a quarterly basis a comprehensive and thorough review.

|3&The process of oOcapitalisingd overheads i
bal ance sheet rather than as a cost on tl
This process can be problematic, as the company has to consider what its realisable value
would be if it had to liquidate that agseffectively how much cash would you get for the
Engineering work that was not yet fully delivered from a customer or &tbers.
engineering, unlike manufacturing, it is much more difficult to determine the relevant value
of work in progress.

| 4232. _0On 10 February 2006 | attended a meeting with Mr Dekker, Mr Smith and three auditors
from Ernst & Young in the UK, (Barbara Hadfigbartner, Chris Gilbert and David
| Wakefield)((( should note that in my recollection Mr Dave de Wolfe (E & Y partner
from Canada) and Mr Underwood were not at the meeting although the agenda and PwC
| report may lead you to understand that theydnerelwith in examinatiein-chief)))
The purpose of this meeting, which takes place every year, is to review financial and
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business audit matters for MAILAUKi.nd tme et il
At this meeting | said that thecounting treatment of (i.e. capitalisation) of design
engineering overheads required careful consideration at a number of levels and | wished to
be kept informed. | cannot refer you to minutes of this meeting as | never received any and
the Respondentabe not located them during the course of disclosure. It is therefore
probable that such minutes do not exist. Not included on the agenda but | recall that one

of the items that | was concerned about, and we discussed, was the Bournemouth
inventory valuains at FY 2004 and FY 2086llowing the Tribunal Order of 3

December 200@®r Request3 seethe EYminutes now disclosed at document 3585

is also referred to in tianagement lettéyr FY2005Stdutory Accountso the MALUK

Directors from E&Yd documenB5663575- andalsonow distosedfollowing he

Tribunal ordepon 3 December 2008 for Requekt linote that this letter dbcument

356 7 r Eacthe UK statutory acdouthisdetail testing was performed haimsure t ——{ Formatted: Font: Italic

inventory provision to be inchéfiadngcitlagemerfts heyear ended 31 mre?2005 was

correct. As discussed above this has led to anvatofasesintting frovision by 61437k ( Formatted: Font: Bold

notealsothat neither set of E&Y corresdence aerta s st at ed viriten Mr De
and orakvidencethat | accused E&Y of making an error on the inventory mattere

was a quick confirmation regarding the £2m A38adomgasset /other debtors and the

recent A380 amortisation costramendment with Airbus at the meefingte it is also

not on agenda. Later that afternoon, before leaviBg$t Manchestemirport, |

repeated my concern about the accountancy treatment of the engineering overheads to Mr
Smith. He told me thave would discuss it further at a later date (see volume 4, page
1415)Following tlisTribunal order on 3 December 2008 for the disclosure ofAtdie

Closing minutes of theY2005meetincand the ¥2005 Management letieduly 2007

we camowsee that some of Pwigctfinding evidencand conclusionghey did not
includeeither documernin theirFinalReport)areboth variouslywrong and incomplete

The Reportertainlyignores both of these key documents /related informeimicannot

be rejardedasMr Lynch QC assert@ocomplete forensic accounting indeiegn
investigationo.

5233. On 14 February 20086, | received an email from Mr Precious (see volume 4, page 1415) in
which he informed me that he had been told by Mr Sattopt a change aécounting
policy within the engineering division of MALUK, which would materially impact on the
numbers. He went on to tell me that he had concerns in suddenly changing accounting
procedures to that being suggested.

6234. As the rationale for the change iranting policy had not been explained to me, and
because (based on my own engineering accounting experience) | believed that the revised
policy was inconsistent with the nature of the business going forward, on 14 February
2006, I  f or wa rai ef d4 Fbbruary?20@6 ¢coiMo Snsttd Inengnemail |
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demanded an explanation from Mr Smith as to why such a policy was being implemented
(see volume 4, page 1416)s was my Fourteenth Protected DisclosureMr Smith

replied by email later that day (séeme 4, page 1415) and stated that there was a
possibility of the engineering division adopting the same policy as the rest of MALUK by
absorbing overheads into the wiokbrogress balance. He referred to my conversation

with him on 10 February 2006 ao#tnowledged that | (and Mr Precious) had expressed
concerns about the new approach. He also told me again that this matter was something
that would need to be discussed amongst him, me, Mr Underwood and Mr Dekker, who
was also a director of MALUK.

certificate for the MALUK engineering management accounts for the fourth quarter /F kel‘;ﬁ'fe; a'\t‘_“rgb:;”f iggea ﬂlér% f~5é
2005 on 17 February 2006 (see volume 4, pageisib84and volume 7, page 3554 em +g,ndem' at 1.5 cm C
Both Mr Smith and | signed the quarterly certificates on the basis that the engineering

management accounts were prepared in accordance with the usual accounting procedures

and method of inventory valuation, as in financial year 2004 and 2005hbuthestged

basis. | refer to the quarterly certificates for MABWBRgineering for Mr Smith and |

and through the discovery process my lawyers sought to obtain a copy of the relevant

Management accounts but this has not been disclosed to my leGakteamve now

been disclosed following the Tribunal Order of 3 December 2008.

| 234.235However, | was not involved in any follow up to this until the signing of my quarterly sq Formatted: Outline numbered +

-MALUK Q4/2005 - Certification document for MALUK Engineering Divisidir <« Formatted: No bullets or numbering
Little and Mr Smith signed 17 February 2006.
Following the Tribunal Order of 3 December 2008 the Respondents have disclosed the relevant
certincorporated MALUK Management accounting packs . | have selected pa®85Z5i®m
this disclosure. Please note at document 3518 thelAteiitmmpany Loan from MAC to
MALUK for £10123K. Also theeportedEngineering inventory of £46%t document 3521 (also
at Paragraph 235) and the suppoeéimineering inventosghedule at document 35&8ich
shows no overhead applied throughout.2005

| found no reason to certify any issues, as the Engineering management accounts did not contain
any changes in the policgnéthodcalculation of engineering overheads, and the prdeision
engineering bonuses were unchanged as per the MAC Boarelda®pdévbudget.

+235.

8236. Shortly before travelling to Toronto for the MAC board meeting in the week commencing
14 March 2006 | had one further conversation with Mr Smith about the accounting
treatment of the engineering overheads. Mr Smith told me that hekbddlahe
capitalisation of the engineering overheads/inventory valuation and that it was not included
in the MALUK audit adjustments (this was also the case for a FY2005 cost of circa £90k
for engineering bonusésvhich | will return to later). An ef@om Mr Smith to Mr
Dekker and Mr Groot on 13 March 2006, attaching a Summary of Audit Issues 2005
schedul e ( Exhi b ddeewlunde 4,tpagesP¥883) supportss my r t
recollection (and understanding) of my conversation with Mr SngthiniAt3 of the
Summary of Audit Issues 200&ates Eng overhead absagth14k with the comment
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ONot included i n ad,]ltusshenferedearthht atthattmeitwas b e
not planned to reduce the MALUK losses. | receivedher copies of emails or any

audit adjustment paperwork, covering either the capitalisation of engineering overheads or
bonuses, following the Audit closing meeting on 10 February 2006. For completeness

pl ease note urPdentaloffseeatHeMdmibgr 1 Bngi neer
which | will return to later in the next section of protected disclosures.

9237. Between 18 17 March 2006, withouto my knowledgehaving notified or consulted
other directors of MALUK at a board meeting or ottservadr sought board approval, Mr
Smith and Mr Dekker adjusted the 2005 financial results by £114,000 profit in MAC by
capitalising MALUKGOs design engineering ¢
Paragraph 5.15 of P WG085 supperis this. tLatdr,PwCstate o | u t
that in the draft statutory financial statements for financial year 2005, the MALUK
financial results were adjusted by £134,000 (see volume 7, pagéi2®8)e May
odraft versi oné hed@ecanbes 20080bsinaldrdérequestd3vi ng t
atdocumend568-Par agraph 5.16 of PWCO6s report al
635).The9 December 200Bisclosure of document request E& Y Management
letterregarding FY2005 statutory finansfialements ohl July 200&t document 3566
3573 is alshighlyrelevanfrom a number of perspectivewill deal with this further in
my Examinatiorn-Chief.

10238. As engineering inventory generally tends to be low at the finaneiatibasugh
appropiate commercial arrangements/milestones, as in the FY 2004 and FY 2006 it makes
a complex assessment of the realisable value (cash likely to be paid if
transferred/liquidated) difficult and generally unnecessary. | believe that the sole or
principalreasn f or making this change was to re
and that the decision to do so was taken only a few days before the MAC board meeting or
17 March 2006 which was held just prior t
2005. The kses would otherwise have been worse, caused primarily by the £1m plus
|l osses in the fourth quarter of 2005 in |

‘ 11239. This assessment is consistent with my telephone conversation with Mr Dekker on 7 April
2006 in with Mr Dekker told me thMACn éeded é t he numbers f ol
results, in light of the overall results for MALUK and MAC (see volume 4, pade 1595).

refer to this telephone conversation in my email to Mr Precious on 8 Apiske2006

volumed, pages 159594)

12240.1 understand from readi ng dbeetvolume2VWage §97) e p «
that the other MALUK directors were apparently aware of the changes to the accounting
policy, however | was not. If so they like myself sigeeguarterly certificates for

MALUK engineering management accounts for the first and second quarters of 2006
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without any capitalisation of the engineering overheads, either explicitly or implicitly. See
the accounts signed by Mr Smith on 30 April 2aDByamyself on 6 May 2006 (see

volume 5, pages 169700). At the end of Q1.2006 the+sapitalised inventory value

had more than doubled to £950K from the beginning of January 2006 (these management
accounts have also not been disclosed by the Regpdénden disclosetbllowing

Tribunal order on 3 December 2008 Requasti@cument 3533A/3534and if the

interpretation of the Onewd policy was be¢
this may have created in excess of perhaps a furthep&dfiiGiar Q1.2006 in
Engineering.

MALUK Q1/2006 - Document 16911700- Certification document for MALUK

Engineering Divisiod Mr Little ard Mr Smith signed 6 May /30 April 2006.

Following the Tribunal Order of 3 December 2008 the Respondents have disclosed the
relevant MALUK Management accounting packs. | have selected pag634§28n

this disclosure.Havedeal with this furtherabovein paragraph 24@lthoughit is asserted

in the PwC report at paragraph m88out the factthat three out of the four MALUK

directors (Brian Little, John Dekker and Phil Underwood) were aware of a change in
accounting policy/ caltation from the Audit Closing meeting on 10 February 2006 we

can see from those EY minutes disclosed on 9 December 2008, following the Tribunal
Orderfor Request 15hat theEngineering Overheassbject waBlOT minutedd see

document 3546 /3547 Point 2 audit differences . PwC did not include this document in
their Exhibitsor include any of the relevarfbiimation within their reportNor for the
avoidance of doubt di d Mpolicgnmethddhh aln ge & swi t
me before signing the Quarterly certificate letter excluding any appropriate overheads
inclusion.

Ther e was no reason for me to certify any
did NOT have the incorrect engineering overhead adjustments formulae / approach
applied to the financial results in the quarter. No audit adjustments had been made to the
Opening or Closing balances. Indeed Mr Smith had signed these all off before me, so | let
it sit for the meantime.

13241. On 9 June 2006 | received a copy of an email from Mr Smith, attaching the engineering
overhead absorption figures for financial year 2005dkime 5, pages 1-8486), which
were apparently produced by Ernst & Young, for the capitalisation of overheads in
financial year 2005. | could not understand why Ernst & Young had produced this (rather
than Mr Precious or within MALUK). After reviegvthe schedule briefly | realised that it
was incorrect as it included production andpmoduction overheads and rdmargeable
time, and took no account of losses or earned value or any commercial aspects with regard
to realisable value on the inveieticontracts. | decided to do nothing for the present and
pick it up at the next appropriate opportunity; certainly no later then when the MALUK

Board discussed the statutory financial statements for financial year 2005 to ensure that a
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proper discussiomas held amongst the MALUK directors. The MALUK engineering
management accounts and quarterly certificates for the second quarter of 2006 were signe!
by both Mr Smith and myself on 31 July 2006 and sent to MAC on 6 August 2006 (see
volume 5, pages 19788}). Again, the management accounts we were working from did

not include the capitalisation of the design engineering overhead. Inventory was stated at
£523K for the end of the second quarter of 2006 (again the relevant management accounts
have not been stilosed now distosed following Tribunal order on 3 December 2008
Request 3 at document 3542A/352%Was comfortable that this approach was sound and

it appeared that with their explicit or implicit approval of the quarterly
certificates/management acnts so were the other MALUK Directors. | decided that we
should though formally discuss at our next Board meeting or FY 2005 statutory accounts
review and that | should find some opportunities at the relevant time to raise and finally
conclude the matter

MALUK Q2/2006 - Document 197 1984- Certification document for MALUK

Engineering divisio® Mr Little and Mr Smith signed 31 July 2006 but botiolday <

sent to MAC on 8 August 2006 Following the Tribunal Order of 3 December 2008 the
Respondents have disclosed the relevant MALUK management accounting packs . | have
selected pages 363844 from this disclosurehdve dealt with this further afein

Paragraph 241.

There was no reason for me to certify an)
did NOT have the irarrect engineering overhead adjustments formulae/approach applied

to the financial results for the guarter. No audit adjustments had been made to the

Opening or Closing Balances. Indeed Mr Smith had signed these all off bafpamme

On this occasiohhad written to him in an email on 21 July 2006 at documerdt 4895
below para 24242

This was of course another example of what Pw@tkferin their Final draft report at
paragraph 2.48henthey noted that MAC as a Public Company hadRoancial

Cont r ol @ccauntiagadjustments made with insufficient supporting analysis 0( Formatted: Font: Italic
documentadion. At that ti me | was unaware that
with Mr Grootin MACand it seems had made his own 0

calculation based on the £523Kadortednventorywhich he then confirmed to Steve
Groot.Thiswouldadjust the documented asubmitted=Engineering profitability results

by aminimum increase of £10k . Maximum £20K Target £10k as disclosed at ( Formatted: ~ Font: Bold

Exhibit 9.18 (document 1882883)in the Boeing 737 section of the PwC rephht
Smith did not advise anyoneMALUK Engineering or me that he had done $his

was similar tdhesituation when ML in factindependentlgdjusted the MALUK results
by CAD 107,00@vithout any reference amyone itMALUK, including Mr Smithin
Q3/20050 see Pw@®@aragraph5.2 6 5.27at document 63637.
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241.242In my email of 21 July 2006 to Shawn Smith (see volume 5, page 1895) providing the | Formatied: Outline numbered +
updates for the MALUK earnings statements for the second quarter of 2006 for the bo ieZ\‘ﬁ'gfe; ;‘;un;bfrﬂnf ?;yngi.;f' f]se

Icommented En giymeuar irregctochrmeewn dtatt é osmwbj ect t olCmyIndentat 15cm

so that we could speak about it again. In his response Mr Smith said he had spoken to Mr
Gr o dhave had a discussion with Steve as such did not see tide needifer ars @mailt e d
despite the fact thate were increasing our profits by some £ 276K (circa c$600K) for the
quarter two 2006 earnings statement on other Airbus price changes (retroactively) there,
and that these would then pass into MAC financial statements for the Quarter and the
TSE. No respnse/recommendation was made on the Engineering subject which

remained as per our signed quarterly certificates.

14242,

15243. Following this up | tried to generate a discussion on the same subject by sending an email

on 2 August 2006 to John Dekker (see volume 51 gage5 ) , i n Engiheerddgp | s
I do not know where you/Steve got to with Shawn on this item. | believe we should leave u
s | i This ftected the management accounts for the second quarter of 2006 without the

capitalisation ofrgy design engineering overheads / inventory valuation. There was no
response from Mr Dekker and he presented the slides on the previous accounting base at
the MAC Board on August 10 and in the Q2.2006 Earnings release.

16244. My next opportunity to raise the sdbjwas whilst in Toronto, on the morning of 11
August 2006, (following MACOs board meet.i
meeting with Mr Dekker in MACO6s boardrool
that | had a real concern that the draft MK Statutory Accounts for 2005 would
misleadingly reflect a higher profit if they did not properly reflect the change in the
accounting treatment of the engineering overheads and likeljhiswas my
Fifteenth Protected Disclosure Our meeting lastdzetween one and one and a half
hours, and we discussed a number of topics, in addition to the MALUK Statutory
Accounts for 2005, including Mr Edwar dsd
was not present) that MAC was unwilling to provide MALUKfwitter cash funding.

17245. On Thursday=ridaymorningof #/August 2006 | went into Mr
Smith about a couple of matters, including the current status of the statutory accounts for
MALUK for financial year 2005. Mr Powell and Mr Puscieere also in the office
working together. After a brief discussion about when the draft statutory accounts would
be ready, | mentioned the capitalisation of the engineering overheads/inventory valuation
subject and the FY2005 engineering bonusesed ttat we needed to recognise these in
the FY 2005 statements and Mr Smith said that the draft FY2005 statutory statements were
not yet produced but should be available in the next 4 weeks. | responded that this was fine

as | would return from my weekKTiaronto about then.
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18246. On 1 September 2006 | received a copy of an email from Mr Powell to Mr Smith regarding
engineering audit adjustments for 2005 (see volume 6, page 2102). In this email he stated
that he had now processed the FY 2005 audit adjustmerntsl (EB#Kninyentdry
i ncrease due t Dhishad the effectqtogktieeavdth thelresnoval pftthie o n 6 .
engineering bonuses) of increasing the profits from £550k to £750K for Engineering in FY
2005 and reducing the overall MALUK lobge200Kk.

‘ 19247. | knew the August 2006 management accounts would now be incorrect but waited to see
how the changes had been reflected. They were circulated to me on around 11 September
2006 (see volume 6, pages 215%) and | responded by email on 12 Sept@00é
(see volume 6, page 2155) | draw your attention to page 12 of the management accounts
(see volume 6, page 2163) where it shows that in August 2006 the full £134K audit
adjustment had only been applied for the 2005 audit adjustment from thathgwint. |
participated, though on holiday, in the MAC staff meeting for over four hours (please see
the record of this telephone conversation on my telephone bill to confirm the length of my
participation (see volume 6, page 2174). After this call | sevdilebo #r Smith (see
volume 6, page 2180) where | asked again, so as to try to engage him in a meaningful
di s c udosvé have a draft of the stat accounts for 2005 yet intongoratiegesedme?
Briano.

20248. On 14 September 2006, Mr Powell aargmail to Mike Jones (Financial Controller
North), with a copy to me (see volume 6, pages22385, providing a summary which
indicated that the en @loss&&eptembgrindhie vegioniofcghe
budgeted PBIT figure of(E78t€ breakeven that was previously forecast) and that its likely th:
2006 PBIT will be in the region of the budgeted figure less the change due to the stock valu
adjustment i.e. a PBIT Id&80€ 6

21249.1n t heir of i nalipleagevith meton tReD aspects pf the valoation

approach to the £134K.that they considered. At paragraph 5.48 (see volume 2, page 641),
PwC recognise that the analysis of production overheads was flawed (as | had seen in the !
June 2006 email/attanknt scheduleyheysap | nf or mati on we have ¢
provided to us suggest cegtaituctive and administrative costs were absorbed into WIP. The
schedule includes owritten obtdl abobor WE &«
In our experiencgmom ducti ve costs of this kind are
also includes labour redats to staff time on tasks such as training, quality and office administ
rather than produactiAgain in our experience costs such as office administration are not gene
absorbed into WIP. MALUK may wish to consider whether the inclusion of these costs was
with SSAP 9.

22250. At paragraph 5.62/5.65 (see volume 2, page 644) thexadgise that no assessment

had been made of losses/net realisable véluge di d i denti fy that
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failed to consider | oss pr ovnoadustmentwasa de ¢
made however to the value of desigovengiaeriiogoe absorbed in respect of these

pr ové .s.iwhmiscbh t hey cal cul ated to be approx
is the realisable value from an accounting perspective only.

23251. They do not mention or have the requisite informatiohiéonther dimension, which |

believe has to be assessed and that is the likely realisable value of the asset if it was
liquidated/work moved etd.its commercial value at that point. These matters must be
considered work warranty arrangements, MALUKnpiam charg®ut rate impact of

any work transfer, amortised versus non amortised business costs and any relevant
commercial aspects regarding loss potential/change to ensure any losses are fully
considered. For this accounting policy to be effectivetid hasess all three of these
aspects. The adjustment in this category will almost always reduce the inventory value.

24252. For all of these reasons and to simplify and promote focus on the real effective direct hour

utilisation and total cost base of engingeve had always costed the non production
overhead and assessment of losses/commercial status to the MALUK engineering profit
and loss account as incurred until August 2007 as this would be a conservative view. At
least once a quarter we engaged ihraview of all the projects and the related

accounting and then made both the accounting and commercial assessment with regard to
inventory valuations. | understand that the audit threshold for accounting items is £50K or
C$100K forE& Y audit. Whehe i nventory valuations are
realisable value taken in aggregate with the engineering bonuses of now £52,129 |
accordingly believed that these issues represent a material adjustment in the context of the
original draft Statutonjrfancial statements at 31 October 2006 to the final published
MALUK FYO05 financial statements.

25253. After my termination, with the help of Airbus and some of roglkagues from

‘ 254.

MALUK, including Mr Paul Nokes, | was able to further pursue the billing/recbvery
engineering monies. For example, we billed Airbus on 20 September 2006 for some
£209,517. MAC made a profit of $ 221K in the third quarter of 2006 and would not have
done so without my specific pre and then-gwstination efforts to get bills outdan

payments in. The swing in the forecast from a loss in engineering of £78K to a profit in
September 2006 to £202k was largely also a direct result of my efforts. (see Sept 2006
MALUK Engineering accoun®s30 September 200&/0lume 7, pages 252567 the

cash was received later in October 2006.

It also seemed to me that the accounting treatment adopted for engineering overheads in
2005 was consistent with the treatment applied in relation to engineering overheads on the
0l ong ter m a sateatt.oln Jarwary 2006,d sighe?l &r0agreement on behalf

of MALUK with Airbus to be compensated for additional work MALUK had carried out
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For completeness tfiaal publishedY 2005statutoryaccounts increased the value of the A380

during the design process that was not in the original agreement at the beginning of the
project. It was agreed thaALUK would recover from Airbus $2.2 million of the overrun
design costs. This arrangement is known \
deal 6 and together with the original agr¢
Airbus UK meant that almiodS $10 million dollars would be paid to MALUK

progressively as Airbus delivered up to 350 of their A38§usuperaircraft. If less were
delivered we would share that risk for approximately $30K per aircraft set. This is similar to
what | was descriig earlier with the A340. The development and research costs incurred

in relation to the amortisation deal were recordedaseonur r i ng costs (0
o0other debtorsdé in MALUKGs bal aifseee sheet.
volume 2, page 9 7) wh e n BriarhLétlg is sotreztttoeasserttthat engineering productiol
overheads are not included within the NRC sitting within other Debtors on the balance shee
relating to the A380 cantraatn d | at er i n pager643) vher&6PwWC 6ay e e v
Ol ncluded wi t hEsMAIDIK braftrstatidarytatcounts (exhilit 5.1.6k i incRidke¢
0A2,054,000 (2004: A1639.000) which fall:
relating to o0amounts recover ab(keewolund er t |
page 2948). As | have mentioned earlier, this was dealt with briefly atchuesizgdit

meeting on 10 February 2006, where | gave a quick update on A380 project/orders status
and the long term asset was now valued at just over £2m in the marsgemetst

following the A380 amortisation contract amendment which | had signed in January 2006.

Accountancy treatment of bonuses payable by MALUK to various engineering managerss

Long Term Asset in Other Delpsdrom thatnowdisclosed in th®ctober 2006Y 2005 Lpacmgi single

Formatted:

CMSSch L3, Line

Draft financial sttementst document 3563 and May 2007 at documb#ate8fshsPwC
repored as abovieom £2,054,000 to £2,466.000is would havihe consequent effect
on the FY200MALUK statutoryfinancial statemerfited with Canpanies House on 11

July 2007

( Formatted: CMsSSchL3

1255.  When Mayflower Aerospace was originally formed the engineering management and staff

were generally contractors and not permanent staff. From the outset of my involvement
with Mayflower Airbus rightly insisted that we build a core of permanent engineering
technical and management staff. Aesxample see my email to lain Gray of Airbus on 1
March 2003 (see volume 3, pa@ who at the time was leading the A380 engineering
efforts in the UK . As the key people were contractors and genesaithpkslednd
largely capable of gaining steady workload for them selves it was difficult to offer a
permanent job position which offered comparable remuneration levels . To address this
challenge of creating an engineering core and providing the right remyreariedige we
came up with a form of discretionary annual bonus arrangement (15%) to get them on
board as employees. See, for example, the bonus letter to Mr Martin Bellia dated 26 May
2006 at Exhibit 6.9 of the Final PwC Report (see volume 4, page&itij43
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2256. During 2002 and 2003 those permanent staff were well aware of the poor financial

situation in which we were operating and not once did any of them ask me about a bonus.
When Magellan acquired the business in late 2003 these employment cosfeaotsitra
via TUPE. For 2004 as | said earlier the
levels and the net result was that we lost some £550K in the financial year-ofgain no

‘ to my recollection asked about any bonus. We were doindysatddahe point |
discussed closing the Engineering business with Mr Edwards (as Mr Neill was ill for a

‘ period) unless we codlddeemea plan that transformed our overall performance.
Many of the engineering management team then worked on awloyettie business
with me from September 2004 through 2005 in a process we called 100 day plans which
targetted improved selling rates , cost base, and project management and control g. (See
the email from Martin Bellia to me on 30 June 2005 (see @olage 999). The plans
were intended to improve the selling rates, cost base, project management and control and
of course win new work to make is a successful profitable business.

3257. In the approved MALUK Engineering budget for 2005 we provided fOKa lE@nus
pot for the various people in the engineering management team (see volume 3, pages 809
810; and Exhibhk.A-50f the Final PwC Repaddtvolume 6, page 21:2306).

4.258.  Mr Underwood sent an email @8February to Mr Neill (see volume 3, page 847)
regarding the MIC plan for MALUK and in my next visit to Toronto | raised the matter of
Engineering employment contracts/MIC with him. Also, when information regarding the
Respondent sd Management I ncentive Compen:
March 2005 (see the attachmenttdédon Bal | 6s email to Mary \
and myself dated 15 April 2@%olume 3, pages 8899), | had several discussions with
Mr Nei | | concerning the paymen:andadout bonu:
the treatment of bonuses within MALUK, for example, with Mr Neill in April 2004,
November 2004, February 2005, April 2005 and with Mr Butyniec in March 2006 (see
volume 5, page 1646) in which | explained the legal and UK employment obligations
placed upoMALUK to exercise its discretion on bonus payments in a fair and consistent
manner. | recall that during one of our conversations in the first half of 2005, Mr Neill and
I reached an understanding that MALUKOGsS ¢
employes (the permanent v contracting situation) would receive a discretionary bonus in
their contracts., if certain targets were met. | refer to these discussions at point five of my
first email to Mr Neill and Mr Dekker on 8 April 2006 (14:40) (see volpage4591).
He said that he intended to review the whole MIGd@aarMr Butyniec had stated that he
believed it needed to be reviewed too. In September 2005 | saw an email on the subject
dated 2% august 2005om Ms Ball to others at MAC (see vausn page 1032) and
assumed that this would all be dealt with by them) and they would keep me informed of
the relevant decisions.. | then continued to focus on the business issues | was dealing with
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in MALUK 8 winning HdeH ribs bid/ a380 amortisation deal the engineering

workload together with my new role in MAC with the focus on understanding the new
business opportunities, gross margins on key projects and contracts and the key tasks for
FY2006. In hindsight | should have asked more about thetiesalf these issues but |
thought the documents we were sending, largely from Mr Bellia explained the business
environment in which we were operating and the logic of what we needed to do. For
example to me in his email of 25 July 2005 (see volurges31@a3007) where he states

0 the cont i numdracrraes and peanamemt satned within engineering
means we need to insure our position within the Airbus supply base . the key part of this is
to retain and reward the key people witie engineering division by keeping their salaries
competitiveo

‘ 5259. In mid September there was a review of the financial statements for the various businesses
including Engineering which involved thetadement upwards of the profits for the
month by theadjustments of provisions and accrdédlsse were itemshich Mr Smith
should be aware ef theyncluded COS adjustments including bonus accéusdsSee
emails from Paul Precious to Clare Pettifer on 19 September (copy Mr Smith and Mr
Underwood)see volume 3, pages 10834) and Brian Little to Shawn Smith and
Victoria Fitzgerald dated 22 September 2005 (see volume 3, page 1048). This schedule is
shown at PwC report Para 6.22.

6260. Martin Bellia sends an email on 7 November 2005 to Ms Ball (see3;qages 1105
1112) on the subject of Pay and r&ates in
attach a summary description of the Uk engineering divisiancatatiesandsub r r at e
hope everything is clear and that you ara tideot@mbainderstanding of the UK market in
enginkeefonganded emai l t hi s t opledde finEsbmea r d ¢
more info re engineering salaries in the UK. Thanks for your suppert kinokritagaelthis
have got thlis through earlier but it was also in corporate for thedast(6 sveelks tos o | u me
page 1185).

7261. Inresponse to an email dated 10 January 2006 from Mr Smith about bonus schemes, |
notified him by email later that day (see volume 4, page 123 ptiazs provision had
been discussed in Canada on a couple of occasions and the fact that he was unaware did
not mean there was none. | recalled that following the poor July/August 2005 results in
Bournemouth the August 2005 financial results wereed\viehead office and
adjustments made to the results following that review (see volume 3, pd@B11043
then forwarded this email to Mr Neill the same day (atdl€eé6/0lume 4, pages 1286
1287) with details of when our discussions had tacm g\ number of emails in January
2006 followed regarding the bonus provision (see volume 4, page8h28288, 1291
1292, 1298302, 1306, 1312, 1359, 1368). | was surprised that this was becoming such a
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major issue as it was clear that the Errgigdausiness had met their budgetary targets

and indeed 0losté6 some A436K of addition:
amortisation deal so as to provide a wider business gain for MALUK asdebatimoie

the current FY and beyond.

8262. On 1 February 2006, | responded to an email dated 31 January 2006 from Mr Dekker, in
which he sought to clarify the process for payment of bonus entitlement and/or
discretionary bonuses (see volume 4, page 1377). In my response, | explained that | had
discussed the MIC plan with Mr Neill in February and April 2005 but that nothing was ever
done, i.e. no proposals were ever put forward regarding how to apply the MIC plan to the
engineering management team or the employment contracts . | also couldstandinde
why he was taking this position as he had been a director on the MALUK Board since the
beginning and | thought was well aware of the engineering contracts . It soon became
apparent that this was being heavily influenced by the disappointing MaultsK as a
whole and that the enormous losses (E1m plus) in Bournemouth in October/November
2005 (Q4.2005) and problems in other North American facilities had affected the financial
results substantially. | then went on to notify Mr Dekker thatgireeering management
team had met their strategic and operational targets, therefore the MIC plan for the
engineering staff had clearly been met. As such, there was a business justification as to wh
each engineering manager should receive the recombwndepgayment of part of the
15%..

9263. In another email dated 1 February 2006 (see volume 3, page 1377), Mr Dekker informed
me that he did not intend to debate the appropriateness and levels of bonus that | had
determined certain individuals should be exhtid. Mr Dekker acknowledged that | had
presented strong views on this. He went on to say that his concerns related only to the
manner in which any entitlement was handled. He stated that once appropriate
documented authorisation was obtained, the asnoauid be released.

16264. My understanding was that this was being reviewed by Mr Neill and at the audit closing
meeting on 10 February there was no discussion or documents about adjusting the
MALUK Financial results to remove the bonugeslowing he 3December 2008
Tribunal Order for Request 15 the Audit Closing meeting minutes are at document 3545
35476 this confirms there was no discussion. This is further confirmed in thsudésafo
Request 14 oheE&Y Managment letteat document 3567 undéeheading
OEngineering and Head Office Bonus acdjualsv lthe EEYeetter concludes
OManagement have represented to us that t
in 2006 (and not specifically relating to performance targets me} andd@sefore

have teated this as a 2006 c@¢e have obtained specific representation fronmé ( Formatted: Font: Bold

Directors to support the position adopted by MAUK in relation to thisd .-In an
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11265.

12266.

13267.

14268.

email to Mr Bellia dated 1 March 2006 (see volume 4, page 1467), which followed up a
voicemail from him, Ms Ball statedthatt n f or t unately we are not
payment of any bonus within Blagedlamot concerned abouistlas | had understood

from the beginning that the approval of any bonus payouts would be after the March

Board and had always accepted that.

In the week prior to going to Toronto for thé' March Board meetirithis was week

ending 3 Mrch 2006nd ttet Friday my telecon with Mr Col&jr Smith advised me that

they had not been removed in the audit adjustments and | should work through this with
Canada the following week (see volume 4, pagebk4B832 There was no indication to

me in that week inaDada that the bonuses would not be paid ritaethey simply

required a further review with Mr Edwards the next week. Therefore | was surprised to
receive from Mr Bellia, who worked for me, an email that he had received from Mary
Walker on 20 March @6 which had not been copied to me (see volume 4, pages 1511
1512). This email contained an earlier email dated 18 March 2006 from Ms Ball to Ms
Walker which stated thatt he bonus f or t heBriemwgstolddhatr s we
this requitéurther review and a decision should be made by the end of March. Just wanted \
first hand. Regards,dan 6

When the email was forwarded to me by Mr Bellia | forwarded it to Mr Neill on 20 March
2006 (see volume 4, page 1511), statiny kgt understood you would try and resolve early th
week?? | had also understood jim and yourself were happy re thedycitcay€d @R8gineers now
can you pl easandtcMsBéalli(seenvoleng 4, padjes1512), Gayahg 6wo u | d
be gm manners/etiquette to have copied me on your email. | also understand that Jim and |
do the younger engineers uplift as part of ®archrpayoll A10k ét ha.nks and

Because of the nature of the Engineering employmernositegtermanent versus sub
contracting and the history of our permanent employment contracts | was also concerned
that MALUK had capriciously exercised it:
employment. There had been no indication at any tinteine would be a problem with

these employment contracts or the discretionary bonuses and accordingly, in the last week
in March (and again in mid Agrsee volume 4, page 1604) 2006 | informed Mr Neill and

Ms Ball that failing to even consider payiagngineering management team their

di scretionary bonuses was | ikely to breact
employment. This was r8ixteenth Protected Disclosure

During a conversation with Mr Neill that week, Mr Neill informed me thashe wa

reviewing /exercising the discretion to pay bonuses, with Mr Edwards. | received Mr
Neill ds update on 27 March 200&Mrsreay vwads
supplied all the detail on Thursday and we hope to get the feeétback tomoyravadlillp o s t
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then again in an email on Saturday 1 April (see volume 4, pageNI2B88)r ay Del ay
Tuesday next week so it wild.l be Weed am

15269. In light of these discussions/emails, | was surprised to recemeaibfrom Mr Precious

on 7 April 2006 (see volume 4, pages-1596), in which Mr Precious informed me that

he had been instructed by Mr Smith to make various audit adjustments. This included
ignoring the liability to pay the bonuses of around £80(0€10 mad been recorded in the
FY2005 management accounts to MALUKGOs eng¢
financial year 2005.

16270. On or around 17 March 2006, MAC published its Annual Report and Financial Statements

for the financial year 2005 on a consolidzsid which included an additional £80,000
profit contributed from MALUK by reason of the removal of these engineering bonuses. |

believed that the decision to reverse the
bonuses was an example of MAC ergimgthe profitability of the Group to mask the
companyods substantial trading underperfor

telephone conversation with Mr Dekker on 7 April 2006 in which Mr Dekker told me that
MAC Oneededd t he inanaabresults, infightof the dverall 2e6u@sFor f
MALUK and MAC. | refer to this telephone conversation in my email to Mr Precious on
8 April 2006 (see volume 4, pages-1595).

17271. There is much email correspondence from then to mid May 2006 buirefg Wwant to

say | was becoming more and more anxious about the outcome and delay and trying to
manage the various aspects of what was happéning s was really oOstr
that for accounting purposes we were simply going to ignoneplibgraent contracts of

the Engineering staff,, particularly when they had achieved/surpassed the main objectives.

18272. On 5 May 2006 Ms Ball sent an email to Mr Bellia ,Mr Edwards, Mr Neill, Mr Butyniec, Ms

19273.

Walker and myself (see volume 5, page 1682), Reibkedng salaries attaching a final
version for the engineering group commeiitingh at adj ust ment s wer e
Martin Bellia for perfor maAmemed factorsé.

Mr Bellia sent an email reply to Ms &alB May 2007 (see volume 5, page 1704) in which

hesaid Thanks f o&l twhmes omrlegadomeetl eased to p
youe. The end resul t, however stil]l fall
é . he st of figures that Brian and | worked out late last year were arranged so that those
showing the greatest commitment to the business were rewarded the most and | believe the
guite there yet éé éeportion dalariesfrom lastyear. dAd af theamajro |
conclusions are stilwatided we have lost even menareestaiisince | wrote it in November

2005¢é. . | hope this helps in reaching a i

95

(22248004.06)



20274. Finally in Mid May after thddAC AGM we had a meeting involving Mr Edwards in which
it became clear to me that he had not fully grasped all the UK contracting and permanent
staff dimension sufficiently to understand my legal and business concerns. He did however
acknowledge that itaw clearly important to the business and me and that we needed to
put the subject behind us and fix the contracts of employment for the future with
integrated MIC for the relevant people and could | achieve this for approximately £70,000
cash impact in FYB6. | said | would try and do that but wanted to ensure that it was all
completed properly so that this never ever happened again.

21.275. | then completed the various assessments over the weekend and proposed making
adjustments of £72,379 for the Senior EnggneeMr Edwards authorised the paperwork
which resulted in a payment of £52129 as a bonus to the engineering management team
for the financial year 2005 and the remaining sum was associated with the salary changes
for the balance of the year (see volbmage 1716).

‘ 22276. New employment contract letters needed to be sent to the employees so | said that | would
draft these with Ms Walker on my return to MALUK with the appropriate employment

‘ terms(see document 174This we duly did but on 29 May 2006 érezd an email from

Ms Ball (see volume 5, pages I7G2) which referred to Head Office sending out the

letters and associated employment contracts. | queried this as they needed to be on

MALUK letterheading. To be sure | was correct | asked Joro€BlagentMasons and

received an email dated 8 June confirming that was the appropriate course of action (see

volume 5, page 1781). The letters were then issued to the various employees with the

relevant adjustmerfiseletters & examples signed by MButyniedd copy Ms Bal at

documers 1746 1759 andtiespecificcommert . . . . . . The bonus pay
recognition of your continued efforts in support of Magellan Aerospace (UK) during
20050

23277. As | was aware that the bonuses were in respect of H288&,that those costs needed
to be included in MALUK®G&s Statutory Accol

full and fair view of the c¢omf/Aumyst2006f i nai
I interrupted a me emMednMgSmithnMrMrecioSrandtidnadan o f {
Powel | (who would be Mr Preciousd succes:

end of August 2006), regarding the handover arrangements from Mr Precious to Mr
Powell. | asked Mr Smith what the current posifitime Statutory Accounts for 2005

was. | informed Mr Smith that MALUK was likely to be in breach of its obligation to
publish a true and fair view of MALUK®&s f
Accounts reflected the payment of approxima&&yd80 bonus although it was obviously
going to be paid in FY2008his was my Seventeenth Protected Disclosuré recall

that Mr Smith explained that he had only just started preparing the Statutory Accounts for
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2005 and that they should be available in about 3 to 4 weeks. | said fine as | would then
have returned from Toronto and we could review all the dgédiiéo Notwithstanding

the reversal of the £80K bonus provision initially included in the FYO5 management
accounts, a bonus of £52,129 was paid in May-209&rounds of Complaint and
Whistleblowing presentation mistakenly said £60k and July 2@@8dirgy to PwC at

para 6.61 (see volume 2, patg7eMach62006, Marfay t h ¢
Edwards had formed the view, and communicated to his senior team, that no bonus was dt
engineering staff in relationsto 2005 Yl lwatl éveér heen said to me about reversing the

bonus provision in the MAC FY2005 financial staterdeimgply that the bonus subject

would be reviewed the following wéelntil the audit adjustments email referred to above

on 7 April. However PwC atrpa.70 (see volume 2, page 662) and myself believe that

this conclusion is surprising in the context of letters sent to the employees and much of the
email correspondence that preceded these
relatedtoperformnce in 2005 of t Basakbowedi vi dual s c

24278. The PwC final report at Para 2.8 (see volume 2, page 598) refers to FRS12
Provisions,contingent liabilities and contingent assbtequires that a provision is
r e c or d ead entithhashagmisbligation (legal or constructive) as a result of a past even
probable that a transfer of economic benefits will be required to settle the obligation, and a
can be made of the amount of thé ébégéatiére . . a n d Ifiawas iAdeet the case that
senior management had determined that a bonus would not be paid , the reversal of the bo
appropriate. I f however senior Management
accrual should netleen reveérsed. Thi s i s in respect of the
MALUK statutory financial statements for FY2005 should have been filed with the
Companies Registry by 31 October 2006 in which case the payments referred to as bonuse
for FY2005 fothe MALUK engineering management paid in May 2006 were a known
liability in respect of FY 2005 prior to filing in the UK.

25279. Additionally my specific concern was with respect to the MALUK FY2005 statutory
accounts as | stated above. The combination ehtfieeering overheads /inventory
valuation and the bonuses would represent a material change in the FY2005 statutory
financial statements.

26280. With regard to the employment contracts and bonuses PWC stated in Para 2.11 (see
vol ume 2, pag eisanatle)of legal apinioronetladcdusting i t
interpretation, and ultimately, it is a judgement that is appropriate for MAC rather than us
to make ,our findings tend to suggest that a bonus payment was at the discretion of
MALUK senior management (and tfiaél approval of any such bonus payments was
needed from MAC) .This is of course what was achieved finally in mid May with Mr
Edwards approval. . This resulted in the payment of the FY2005 bonuses in May 2006 and
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a restructuring of the various employnsentracts with the engineering management
concerned at MALUK for the future.

Mr Sterl Greenhalgh, now-BwC told me inSeptembe2008 that PwC and he had not
consideed whabonuse$iad been included or excluded in the FY2005 MALUK statutory
financial statemenritefore or after their filingith Companies House in July 2007. This
wasdespite the fact thtte Final PwC report was not completed until late August 2007.
He alsdold methat thedMALUK engineerind o n u fmausby the PwCPartner John
Tracey / MAL Audit Committee throughdbeirwholeinvestigationvasspecifically

confined tahe MAC financial statemeatsd he had not discussed with EY theDikft

or final FY2003inancial statemenbn this matted hence no mention in the Pw&port.

This allowed PwC to creafeimpressiontat t he o0cl eand bill of
MAC included MALUK statutory reportifgyetthe FY 2005 financiabs¢menthad

not been completed or filed . The exact wondsed inheQ1/2007 earnings report was

OPWC has advidesudit committee that they had no found anything that vheiritbgritiermi Formatted: Font: italic

or accuracyheCorporati@financial statements ( Formatted: Font: Italic
My response to the Respondentsd allegations
27281. | set out below my responsetethRes pondent sd all egations

their Grounds of Resistance, which | have not dealt with above.

Paragraph 9.1Misconduct SchedwdeAllegatior?4

28282. In relation to the allegation in paragraph 9.1 of the Grounds of Resistance, that in January
2006, | sent an email to Mr Martin, which | copied to junior colleagues (see volume 4,
pages 1269270), causing Mr Martin distress by my unjustified alledsiods Martin
had been di shonest, | wish to clarify a 1
the email to was Paul Archer (the Sales and Development Manager for the group at the
time) as the Respondents have since agreed. From 1 Ja&éudfy 2cher had
responsibility for management of an account for Smith Aerospace Aerostructures (referred

to by me and my colleagues as OHambl ed) .
relating to that account were brought to his atterfioriher, | did not regard Mr Archer
as organisationally oO0juniordé In a small f

Archer was a very competent and diligent member of our MALUK management team. In
fact, Mr Martin in June 2006, following Mr Ardher r esi gnati on and de
MAL UK, took on part of Mr Archerds rol e.

29283. From around April 2004 to November 2005 Mr Martin worked as General Manager of

MALUK®s manufacturing facility in Bournert

Martin wasesponsible for the Hamble account. From July 2005 to around November

2005, Mr Martinds superior, Mr Under wood,
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