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ASSOCIATED BRITISH ENGINEERING PLC

FINANCIAL HIGHLIGHTS

TURNOVER
LOSS BEFORE TAXATION

NET FUNDS

BASIC L.OSS PER £2 ORDINARY SHARE

EQUITY SHAREHOLDERS® FUNDS PER £2 ORDINARY SHARL

2006

- £7000

3,278
{78)

(1,563)

6p
£(1.17)

2003
£7000

2,700
(327

(1.502)

25p

£(1.14)




ASSOCIATED BRITISH ENGINEERING PLC
CHAIRMAN’S STATEMENT

FOR THE YEAR ENDED 31 MARCH 2006

The Group made a pre-tax foss of £78,000 from continuing operations compared with a pre-tax loss of £327,000 last
year. This is the first financial year where the Group has produced its financial statements in accordance with
International Accoumting Standards as adopted by the EU. As a result, whilst there is an additional charge in respeet of
the interest on the pension fund liability, the underlying performance from the only operating subsidiary British Polar
Engines Limited ('BPE') has improved.

There have been further ongoing costs relating to the negotiation of the settlement with the Trustees of the pension fund
amounting to £35,000. We have been having negotiations with the Pensions Protection Fund (CPPE”) for some time, and
the satisfactory conclusion of these, which is anticipated by the Board in the near future, would result in the PPF taking
over the obligations for the BPE section of the ABE Pension Fund. and the Company would then have no further
ligbilities to the ABE Pension Fund. BPE has not been able (o meet its statutory obligations concerning its contributions
to the Pension Fund. which has resulted in the need to conclude a setttement with the Pension Regulator and the PPF. All
sections of the Pension Fund show an actuarial deficit of £4,395,000 at 31 March 2006 (£4,124,000 at 31 March 20035),
but all sections of the Pension Fund, with the exception of the BPE scction are in wind up. Further details of the Pension
Fund are set out in note 17 to the financial statements,

BPE again improved its performance significantly and made an operating profit of £337,000 against a profit of £65,000
last year. The Board of BPE should be congratulated for its endeavours for continuing to develop its businesses from a
stable platform.

At long last, the Board feels that a final resolution of the Pension Fund issues are in sight, and will be announcing at the
appropriate time any completion of contractual arrangements with the PPF. Thercatter the Board will be able to devote
mmore time to the fulure development of the Group, with the pension matters resolved and the operating subsidiary BPE
performing well.

The Board has continued o keep the central costs of the Company at as low a level as reasonably possible, and
recognises that its priority will be to find a suitable corporate transaction to take the Group forward.

The Board and [ are very grateful for the patience of the sharcholders in what has been a long and hard road o the
resohution of the Pension issues.

Chatrman

27 July 2006



ASSOCIATED BRITISH ENGINEERING PLC
DIRECTORS® REPORT

FOR THE YEAR ENDED 31 MARCH 2006

The directors submit their report and audited accounts for the year ended 31 March 2006,
PRINCIPAL ACTIVITIES AND REVIEW OF THE BUSINESS

During the year the Company has acted as a parent undertaking for a subsidiary engaged in diesel and related engineering
activitics. Details of the trading subsidiary are set out in note 28. A review of the business and further details of the
activities are discussed in the Chainnan’s Statement.

BUSINESS REVIEW AND PRINCIPAL RISKS FACING THE BUSINESS

By far the most pressing issue the Company has to address is the resolution of outstanding pension fund problems. There
have been protracted negotiations over the last three years surrounding this problem which has not been helped by changes
1o pension legislation. While some progress has been made the situation is not yet resolved. The directors will naturally
keep sharcholders informed when a resolution has been arrived at.

As shareholders are no doubt aware the Company’s only operating activity is through its subsidiary British Polar Engines
Limited. This Company has had a successful trading year. It increased operating protit from £65,000 in 2005 to £337.000
this year. The sales have been particularly buoyant to the oil services business whicl is the result of high demand in the oil
services support industry. I thercfore would not be wise to assume that such trend will continue indefinitely and any decline
in orders from this sector could adversely impact on overall profitability.

RESULTS AND DIVIDENDS

The Group loss for the year amounted to £78,000 (2005: foss of £327,000). The directors do not recommend a dividend on
the ordinary shares for the year (2005: mil per ordinary share).

DIRECTORS

The names of the directors who setved during any part of the period trom 1 April 2005 to 31 March 2006 are:

Mr D A H Brown Chairman
Mr S J Cockburn Non-Executive Director
Mr C Weinberg Non-Executive Director

Biographical details of the directors are set out on page 49.
All the directors served throughout the year.

In accordance with the articles of association, My € Weinberg retires by rotalion and, being eligible, offers himnsclt for re-
clection.

SUBSTANTIAL HOLDINGS

As at 21 July 2006 the Company had been notificd of the following substantial interests in the issued otdinary share
capitat of the Company.

Pershing Keen Nominees Limited (BFCLT) non discretionary 10.9%
R A Pearce Gould 8.8%
Magro Investments 52%
W B Nominees Limited 4.8%
FR M Keatley 3.2%
Transimbre Limited 23%

{Nolice received from William Hodgson, director of Transimbre that be holds a
beneficial interest in 3.0% of shares in all though none registered in his namc)



ASSOCIATED BRITISH ENGINEERING PLC
DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 31 MARCH 2606

BENEFICIAL INTERESTS IN SIGNIFICANT CONTRACTS

None of the directors had a material interest in any contract of significance to which the Company or any ot its
subsidiaries was partly during the year.

BENEFICIAL INTERESTS IN THE SHARE CAPITAL OF THE COMPANY
The beneficial interests of the directors, their spouses and minor children (if any), in the share capital of the Company
according fo the register kept by the Company under section 325 of the Companies Act 1985 as at 1 April 2005 and 31

March 2006 were as follows:

8 per cent cumulative

Ordinary shares 7 per cent cumulative redeemable preference
of £2 each preference shares of £1 each shares of £1 each
2006 2005 2060 2005 2006 2005
No. No. No. No. No. No.
Mr D A H Brown 2.146 2.146 - - - -
Mr § J Cockburn 1,250 1,250 55,314 55,314 2,000 2,000
Mr C Weinberg 19.991 19,991 - - - -

At 1 April 2005 Mr § J Cockburn had a non-beneficial inierest in 10,000 7 per cent cumulative preference shares. As a
result of his appointment as a trustee of a pension fund in January 2006, at 31 March 2006 he had a non-beneficiat
interest in 39,296 ordinary shares and 32,000 7% cumulative preference shares. No director had any interest in the shares
of any subsidiary. No share options are held by any of the directors at 31 March 2006 or 31 March 2005,

Since 31 March 2006 and up to and including 21 July 2006 there have been no changes in the direclors” interests in the
share capital of the Company.

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
The Group uses various financial instruments and these include cash, equity investments, preference shares and various
itlems. such as trade debtors and trade creditors that arise directly from its operations. The main purposc of these

financizal instrumnents is to raise finance for the Group's operations.

Further details of the policies adopted by the Group in respect of the financial risk management is included within note
19 10 the financial statements.

CHARITABLE AND POLITICAL DONATIONS
The Group made no political or charitable donations during the year (2005: £nil).
DISABLED PERSONS

It is the Group’s policy to give sympathetic consideration to the recruitinent, continuing employment, training, carecr
development and promoticn of disabled persons.




ASSOCIATED BRITISH ENGINEERING PLC
DIRECTORS' REPORT (continued)

FOR THE YEAR ENDED 31 MARCH 2006

CREDITOR PAYMENT POLICY

The Company’s current policy concerning the payment of the majority of its trade creditors is to follow the Better
Payment Practice Code co-ordinated by the Better Payment Practice Group. For other supplies, the Company’s policy is
to:

{a) Settle the terms of payment with those suppliers when agrecing the terms of cach transaction:

(b} Ensure that those suppliers are made aware of (he terms of payment by inclusion of the relevant terms in
contracts; and

{©) Pay in accordance with its contractual and other legal obligations.

Wherever possible the subsidiary follows the same policy. The average number of days which the Company took o pay
creditors was 30 days (2003: 30 days).

NOTICE OF ANNUAL GENERAL MEETING

The notice of the Annual General Meeting of the Company is set out on pages 50 and 51.

Resolution 5 — Disapplication of pre-emption rights

In accordance with section 95 of the Cowmpanies Act 1985, it is proposed to renew at the AGM for a further year the
authority of the directors to allot equity securities for cash without first being required to offer such securities to
sharehelders of the Company by way of rights issue and. in other cases, 10 any isstie of equity securities represenling no
more than 131.342 ordinary shares, equivalent to 10 per cent of the issued ordinary share capital of the Company. The
authority will terminate no later than fifieen months after the passing of this resolution.

AUDITOR

In accordance with section 385 of the Companies Act 1985 a resolution to re-appoint Grant Thornton UK LLP as auditor

to the Company and authorise the directors to fix their remuneration will be put to the annual general meeting.

-

27 July 2006




REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF ASSOCIATED BRITISH
ENGINEERING PLC

We have audited the group financial statements of Associated British Engineering ple for the year ended 31 March 2006
which comprise the group accounting policies, the group income statement, the group statement of recognised income
and expense. the group balance sheet, the group cash flow statement and notes | to 28. These group financial statements
have been prepared under the accounting policies set out therein.

We have reported separately on the parent company financial statements of Associated British Enginecring ple for the
year ended 31 March 2006 and the information in the Directors’ Remuneration Report that is described as having been
audited.

This report is made solely to the company's members, as a body, in accordance with Section 235 of the Companies Act
1685, Our audit work has been undertaken so that we might state to the company’s members those matters we are
required to state to them in an auditors' report and for no other purpose. To the fuliest extent permitted by law, we do not
accept or assumne responsibility to anyone other than the company and the company’s members as a body, for our audit
work. for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

The directors' responsibilities for preparing the Annual Report and the group financial statements in accordance with
United Kingdom law and International Financial Reporting Standards (IFR3s) as adopted by the European Union are set
out in the Statement of Directors’ Responsibilities.

Our responsibility is 10 audit the group (inancial statcments in accordance wilh relevant legal and regulatory requirements
and International Standards on Auditing (UK and Ireland).

We report to you our opinjon as to whether the group financial statements give a truc and faic view, whether the group
financial statements have been properly prepared in accordance with the Companies Act 1985 and Article 4 of the IAS
Regulation and whether the information given in the Directors’ Report is consistent with the financial siatements. We
also report 10 you if, in our opinion, the corpany has not kept proper accounting records. if we have nol received all the
information and explanations we require for our audit, or if information specified by law regarding directors'
remuneration and other transactions is not disclosed.

We review whether the Corporate Governance Statement reflects the company’s compliance with the nine provisions of
the 2003 FRC Combined Code specified for our review by the Listing Rules of the Financial Services Authority, and we
report if it does not. We are not required to consider whether the board's statements on intermal control cover all risks
and controls, or form an opinion on the cffectiveness of the group's corporate governance procedures or its risk and
control procedures.

We read other information contained in the Annual Report and consider whether it is consistent with the audited group
financial statements. The other information comprises only the Chaimman's Slatement, the Directors’ Report, the
Corporate Governance Statement and the Directors' Remuneration Report. We consider the implications for our report it
we become aware of any apparent misstatements or material inconsistencies with the group financial statements. Our
responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audit mcludes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the group financial statements. 1t also includes an assessment of the signiticant estimates and judgments made by the
directors in the preparation of the group financial staterments, and of wheiher the accounting policies are appropriale 10
{he group's circumstances, consistently appiied and adequately disclosed.

6




REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF ASSOCIATED BRITISH
ENGINEERING PLC (CONTINUED)

We planned and performed our audit $o as to obtain all the information and explanations which we considered necessary
in order to provide us with sufficient evidence (o give reasonable assurance that the group financial statements are free
from material misstatement, whether caused by fraud or other irrcgularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of information in the group financial statements.

QOpinien
In our opinion:

= the group financial statements give a true and fair view, in accordance with IFRSs as adopted by
the European Union, of the state of the group's affairs as at 31 March 2006 and of its loss for the
year then ended;

x the group financial statements have been properly prepared in accordance with the Companies
Act 1985 and Article 4 of the 1AS Regulation; and
] the information given in the Directors' Report is consistent with the financial statements for the

year ended 31 March 2006,

Emphasis of matter - going concern

In forming our opinien. which is not qualified, we have considered the adequacy of the disclosure made in the Corporate
Governance Report and Group Accounting Policies concerning the group's ability to continue as a going concern.  The
group suffered losses of £78,000 during the year ended 31 March 2006 and at that date the group’s balance sheet shows
an overall deficit of £1.56m. The directors are currently in negotiations with the Pensions Protection Fund regarding the
deficit within the ABE Pension Fund and has commenced proceedings to wind up a number of the seetions of the ABE
Pension Fund, However. these conditions, as explained in the Group Accounting Policies. indicate the existence of a
material uncertainty which may cast doubt over the group's ability to continue as a going concern. The financial
statements do not inchude the adjustments that would result if the group were unable to confinue as a going concem,

Grot TaJo Ule ULP,

GRANT THORNTON UK LLP
REGISTERED AUDITORS
CHARTERED ACCOUNTANTS
OXFORD

27 July 2006




ASSOCIATED BRITISH ENGINEERING PLC
GROUP ACCOUNTING POLICIES

FOR THE YEAR ENDED 31 MARCH 2006

BASIS OF PREPARATION

These Group financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as adopted by the EU for the first time. The disclosures required by IFRS | 'First-time adoption of International
Financial Reporting Standards’, conceming the fransition from UK Generally Accepted Accounting Principles (UK GAAP)
to IFRS are provided in notes 23 - 27. The policies set out below have been consistently applied to all the ycass presented.

The transition to 1FRS has resulted in a number of changes in the reported financial statements, notes thereto and accounting
principles compared to the previous annual report. These are disclosed in greater detail within notes 23 - 27 to the financial
slatements.

The Group's interim report for the six months ended 30 September 2005 included details of the transition to IFRS.
However, following the release of the interim report, further consideration has been given to the fair values of both the
preference shares in issue and the unpaid dividends thereon, as required by 1AS 39 'Financial Instruments: Recognition
and Measurement', specifically the expected payment dates. As a result the fair values for both the preference shares in
issue and the unpaid dividends is shown as zero. The effect of this change is detailed in note 24,

GOING CONCERN

BPE has not been able to meet its statutory obligations concerning the Pension Fund, which has resulted in the need to
conclude a sctifement with the Pension Regulator and the PPF. Al sections of the ABE Pension Fund show an actuarial
deficit of £4.395.000 at 31 March 2006 (£4,124,000 at 31 March 2005). but all sections of the Pension Fund. with the
exception of the BPE section, are in wind up. Further details of the Pension Fund are set out in note 17 to the financial
statements. The financial statements have been prepared on the going concern basis as the Board expects a successtul
outcome to negotiations with the Pension Regulator and the PPF. as explained in the Chairman's Statement. It therefore
considers that the Group has sufficient resources o continue in operational existence for the foreseeable future.

BASIS OF CONSOLIDATION

The Group financial statements incorporate the financial statements of Associated British Engincering plc and its subsidiary
undertakings to 31 March each year. Alf inter-company balances and transactions have been climinated in full. The Group
financial statements include the results of subsidiaries acquired or disposed of duting the year from or to the effective date of
acquisition or disposal.

REVENLUE RECOGNITION

Revenue is measured at the fair value of the consideration receivable by the Group for goods supplied and services
provided. excluding value added tax and trade discounts.

Revenue from the sale of spare parts is recognised when the goods are dispaiched or. if under a bill and hokd
arrangenent, when they are available for dispatch to a specific customer.

Revenue from the sale of engines is recognised in accordance with the performance of contractual ters and specifically
when the engines have been satisfactorily tested in accordance with contractual terms.

INVENTORIES AND IMPAIRMENT OF INVENTORIES

Inventories of raw materials, work it progress and finished goods arc valsed at the lower of cost and net realisable value.
Work in progress and finished goods include an appropriate allocation of overheads.

Cost is on a first in, first out basis. Net realisable value is the estimated selling price in the normal course of business, fess
estimated costs of completion and provision is made for obsolete, slow moving and detfective inventories.




ASSOCIATED BRITISH ENGINEERING PLC
GROUP ACCOUNTING POLICIES (continued)

FOR THE YEAR ENDED 31 MARCH 2006

LEASED ASSETS

Leascs of property, plant and equipment, where the Group has substantially all the risks and rewards of ownership, are
classified as finance leases. Asscls held under finance leases are capitalised at lease inception at the lower of the asset’s
fair value and the present value of the minimum lease payments. Obligations related to finance leases, net of finance
charges in respect of future periods. are included as appropriate within borrowings. The interest element of the finance
cost is charged to the income statement over the life of the lease so as to produce a constant periodic rate of interest on
the remaining balance of the liability for cach period. The property, plant or equipment is depreciated on the same basis
as owned plant and equipment or over the life of the lease. i shorter.

Leases where the lessor retains substantially all the risks and rewards of ownership are classified as operating leascs.
Operating lease rentals (net of any related lease incentives) are charged against profit on a straight line basis over the
period of the lease,

PROPERTY, PLANT AND EQUIPMENT

Property. plant and cquipment are stated at cost less depreciation and any impairment in value. Frechold land is not
depreciated. Depreciation is calculated to write down the cost of all property, plant and equipment less its residual value
by annual instalments over their expected usetul lives on the following bases:

Freehold buildings 5 per cent
Plant and machinery 7'4- 33'4 per cent

Assets held under finance leases are depreciated over their cxpected useful lives on the same basis as owned assets or
where shorter. over the term of (he relevant lease. The gain or loss arising on the disposal or retirement of an asset is
determined as the ditference between the sales proceeds and the carrying amount of the assct and is recognised as
income.

The carrving values of plant and machinery are reviewed for impairment when events or changes in circumstances
indicate the carrying value may not be recoverable. [f any such indication exists. and where the carrying values exceed
the estimated recoverable amount, the assets or cash generating units are written down to their recoverable amounts.

TAXATION
The tax expense represents the sum of the tax cumrently payable and deferred tax.

The tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as reported in the
incomne statement because it excludes items of income or expense that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible. The Group's liability for current tax is calculated using tax
rates that have been enacted or substantively enacted by the balance sheet date,

Deferred tax is provided in full. using the fiability method, on temporary differences arising between the tax bases of
assets and liabilities and their carrying amounts in the consolidated financial statements. The deferred tax is not
accounted for if it arises from initial recognition of an asset or Lability in a transaction, other than a business
combination, that at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred tax is
determined using tax rates (and laws) that have been enacted or substantially enacted by the balance sheet date and are
expected 1o apply when the related deferred tax asset is realised or the deferred tax fability is settled.

Deferred tax assets are recognised Lo the extent that it is probable that future taxable profit will be available against which
the temporary differences can be utilised.




ASSOCIATED BRITISH ENGINEERING PLC
GROUP ACCOUNTING POLICIES (continued)

FOR THE YEAR ENDED 31 MARCI 2006

FOREIGN CURRENCIES

Transactions in foreign currencies are translated at the exchange rate ruling at the date of the transaction. Monetary
assets and liahilities in foreign currencies arc translated at the exchange rates ruling at the balance sheet date. All
exchange differences are dealt with through the income statement.

RETIREMENT BENEFIT COSTS

Payments to defined contribution retirement benefit schemes are charged as an expense as they fall due. Payments made
to state-managed retirement benefit schemes are dealt with as payments to defined contr ibution schemes where the
Group's obligations under the schemes are equivalent to those arising in a defined coneribution retirement benefit scheme,

For defined benefit retirement schemes, the cost of providing benefits is determined using, the Projected Unit Credit
Method, with actuarial valuations being carried out at each balance sheet date.  Actuarial gaing and losses are recognised
in full in the period in which they occur. They are recognised outside profit or loss and presented in the statement of
recognised inconie and expense.

Past service cost is recognised immediately Lo the extent that the benefits are already vested. and otherwise is amortised
on a straighi-line basis over the average period untif the benefits become vested.

The retirement benefit obligation recognised in the balance sheet represents the present value of the defined benefit
obligation as adjusted tor unrecognised past scrvice cost, and as reduced by the fair value of scheme asscts. Any assel
resulting from this calculation is limited to past service cost, plus the present value of available refunds and reductions in
future contributions to the plan.

The Group has recognised the actuarial losses and gains immediately within the Statement of Recognised Income and
Expenditure in accordance with the provisions stated within [AS 19 'Employee benefits'.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents in the balance sheet comprise cash at bank and in hand and short tern deposits with a maturity
of three months or less which are subject to an insignificant risk of changes in value.

FINANCIAL INSTRUMENTS

Financial liabilitics and equity instruments are classificd according to the substance of the confractual arrangements
entered into.

Where the contractual obligations of financial instruments (including sharc capital) arc equivalent to a similar debt
instrument, those financial instruments are classed as financial liabilities. Financial liabilities are presented as such in the
balance sheet. Finance costs and gains or losses relating to financiaf labilities are included in the profit and loss account.
Finance costs are calculated so as 1o produce a constant rate of charge on the outstanding liability.

Where none of the contractual tenns of share capital meet the definition of a financial liability then this is classed as an
equity instrument. Dividends and distributions refating to equity instruments are debited direct to equity.

Trade receivables

Trade receivables are originally recognised at fair value less any allowance for any uncolleciible amounts. An estimate
for doubtful debts is made when the collection of the full amount is no lenger probable. Bad debts are written off when
identified.

Trade payables

Trade payables are originally recognised at fair value Tess any adjustment for any unpayable amounts.




ASSOCIATED BRITISH ENGINEERING PLC
GROUP ACCOUNTING POLICIES (continued)

FOR THE YEAR ENDED 31 MARCH 2006

FINANCEIAL INSTRUMENTS (CONTINUED)
Investments in securities

Investments are recognised and derecognised on a trade date where a purchase or sale of an investment is under a
contract whosc terins requite delivery of the investment within the timeframe established by the market concerned, and
arc initially measured at fair value, with all transaction costs being written off to the income statement as incurred.

Investments are classified as either held for trading or available-for-sale, and are measured at subsequent reporting dates
at fair value. Gains and losses arising from changes in fair value of held for trading financial assets are included in the
net profit or Joss for the period. For available-for-salc investments, gains and losses arising from changes in fair value
are recognised directly in equity, until the security is disposed of or is determined to be impaired, at which time the
cumulative gain or loss previously recognised in equity is included in the net profit or loss for the period.

SHARE BASED PAYMENTS AND SHARE OPTIONS

Former employces of the Group have received remuneration in the form ot share based payment transactions, whereby
employees render services in exchange for rights over shares (“cquity settled transactions’).  The cost of these
transactions is measured by reference to their fair value at the date at which the options are granted. The fair value is
determined by using the Black-Scholes Option pricing model. In preparing these consolidated financial statements in
accordance with IFRS 1, the Group has elected to apply the share-based payment exemption. It applied IFRS 2 *Share
Based Payment’ from 1 April 2004 to those options which were issued after 7 November 2002 but had not vested by 1
April 2005.

IMPAIRMENT OF TANGIBLE ASSETS

At cach balance sheet date. the Group reviews the carrying amounts of its tangible assets to determine whether there is
anyv indication that those assets have suffered an impairment loss, If any such indication exists, the recoverable amount
of the asset is estimated in order 1o determine the extent of the impairment loss (if any). Where the asset does not
generate cash flows that are mdependent from other assets, the Group estimates the recoverable amount of the cash-
generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value to use. In assessing value in use the estimated
fulure cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash flows
have not been adjusted.

If the recoverable amount of an asset (or cash-generating unif) is estimated to be less than its carrying amount, the
carrying amount of the assct (cash-generating unit) is reduced to its recoverable amound.  An impairment loss is
recognised as an expense immediately, unless the relevant asset is carried at a revalued amount, in which case the
impairment loss is treated as a revahuation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset {cash-generating unit) is increased to
the revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying
amount that would have been determined had no impairment loss been recognised for the asset (cash-generating unit) in
prior years. A reversal of an impairment loss is recognised as income immediately, unless the relevant asset is carried at
a revalued amount, in which case the reversal of the impairment loss is treated as a revalnation increase.




ASSOCIATED BRITISH ENGINEERING PLC
GROUP INCOME STATEMENT

FOR THE YEAR ENDED 31 MARCH 2006

Note 2006 2005
£000 £000
REVENUE ! 3,278 2,700
Cost of sales and overheads (3.050) (2,671}
OPERATING PROFIT 2 228 Mj
Finance expense 6 (340 (387)
Finance income 6 34 3t
1.OSS BEFORE TAXATION (78) (327
Taxation 7 - -
LOSS FOR THE YEAR (78) {327)
LOSS PER SHARE
BASIC AND DILUTED 8 ®)p (25)p
GROUP STATEMENT OF RECOGNISED INCOME AND EXPENSE
FOR THE YEAR ENDED 31 MARCH 2006
20606 2005
£°000 £°000
Actuarial {losses)/gains on retirement benefit obligation (933 1,013
Loss for the year (78) (327
TOTAL RECOGNISED INCOME AND T
EXPENSE FOR THE YEAR {L,611) 686

The accounting policies on pages 8 (0 11 and the notes on pages 15 to 32 form pait of these accounts.




ASSOCIATED BRITISH ENGINEERING FLC
GROUP BALANCE SHEET

31 MARCH 2006

2006
Note £2000
ASSETS
Non-current assets
Property, plant and equipinent 9 299
Current assets
[nventories 12 1,328
Trade and other receivables 13 670
Held for trading investments B 60
Cash and cash equivalents 1,205
3,263
Total assets 3,562
EQUITY AND LIABILITIES
Calied up share capital 14 2,627
Share premium account 16 5,038
Other reserve 16 11
Retained earnings 16 (9.239)
Equity attributable to the Company’s Equity
shareholders {1,563)
LIABILITIES
Non-current liabilities
Retirement benefit obligation 17 4,395
Cumulative preference shares _ 14 -
Obligations under finance leases 18 1
4,396
Current Habilitics
TFrade and other payables 18 728
Obligations under finance leases 18 1
729
Total liabilities 5,125

Total equity and liabilities 3,562

These tinancial statements were approved by the directors on 27 July 2006 and are signed on their behalt by:

Director

The accounting policies on pages § to 11 and the notes on pages 15 to 32 form part of these accounts.
13

2005
£7000

337

1,273
407

1,173

2.883

2.627

5,038

11
{9.178)

{1,502)

593

597

4,722

3,226




ASSOCIATED BRITISH ENGINEERING PLC
GROUP CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 MARCH 2006

Cash flows from operating activities

Cash generated from operations
Interest received
Interest pard

Net cash from/(used in} operating activities

Cash flows from investing activities

Proceeds from sale of property, plant and equipment
Purchase of property, plant and equipment

{Purchase) /proceeds {of)/from trading investments

Net cash {used in)/generated from investing activities
Cash flows from financing activities

Repayments of obligations under finance leases

Net cash used in financing activities

Nel increasei(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

CASH FLOW FROM OPERATING ACTIVITIES

Net loss

Adjustments for:

Depreciation

Interest income

Interest expense

Pension scheme interest expense
Current service cost

Changes in working capital:
Increase in inventories
(Increase)/decrease in trade and other receivables
Increase/{decrease)} in payables
Decrease in provisions

Cash generated from/(used in) operations

The accounting poticies on pages 8 to 11 and the notes on pages 15 to 32 forni part of these accounts.

14

2006 2005
£2000 £°000
69 (57)
34 3]
4) )
99 (3%)
5 -
(39) (7
(30) 9
(64) 2
3 )
3) (4)
32 (37)
1,173 1210
1,205 1,173
2006 2005
£000 £'000
(78) (327)
72 83
(34) (3h
4 9
336 378
(37) -
(55) (13)
(263) 109
135 (139)
(n (126}
69 6D




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TQO THE ACCOUNTS - GROUP
FOR THE. YEAR ENDED 31 MARCH 2006

1.

SEGMENTAL REPORTING

Based on risks and returns the directors consider that the primary reporting format is by business segment. The
directors consider that there is only one business segment being diesel and related cngineering activitics.
Therefore the disclosures for the primary segment have been given in the Group income statement and Group
balance sheet.

The secondary reporting format is by geographical analysis by destination as shown below.

The following table shows an analysis of the Group’s sales by geographical market:

26006 2005

£°600 £7000

United Kingdomn 1,347 1,120
Europe 769 667
Middie East 256 92
Far Fast and Ausfralasia 312 354
Aftica 57 209
North and South America 522 233
Russia 15 25

3,278

All of the above turnover arises from dicsel and related engineering activities and criginates in the United
Kingdom.

In the year ended 31 March 2006 and 31 March 2005 all of the assets held by the group were located in the
United Kingdom and all capital expenditure was incurred within the United Kingdom.

OPERATING PROFIT 2006 2005
£000 £7000
Operating profit is stated after charging
Depreciation on owned assets 70 82
Depreciation on assets held under finance leases 2 l
Auditor's remuneration:
Audit {Company £15.000 (2005: £16,000)) 30 31
Operaiing lease rental on plant and machinery 25 32
Pension provision reversal (n (49)
Staff costs {note 3) 1,120 956
Cost of inventories recognised as an cxpense 1,686 1,349

In addition an amount of £8.200 (2005: £18,000) was payable to the auditor in respect of the provision of non
audit services during the year. The amount payable relates to corporation tax compliance and advisory work,




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

3. STAFF COSTS AND EMPLOYEES 2006
£000

Wages and salarics 878

Social security costs 74

Other pension costs 167

1,119

The average monthly number of persons employed by the Group during the year was:

2006
Number

By activity
Production 13
Administration 22
35

4. DIRECTORS’ REMUNERATION

Directors received emoluments of £36,000 (2005: £37.000). Further details can be found on page 47

5. KEY MANAGEMENT COMPENSATION 2066
£4000
Remuneration of group direciors 36

2005
£000

851
76
29

956

2005
Number

24

37

2065
£000

37

The group made no pension contributions in respect of group directors during the year ended 31 March 2006 or
31 March 2005. No share options are held by any of the group dircctors at 31 March 2006 or 31 March 2005.

6. NET FINANCE EXPENSE 2006
£000
Interest on obligations under finance leases 4

7% Cumulative preference dividend
8% Cumulative redeemable preference dividend

Pengion interest cost less expected return on scheme assels 336
340

Interesi receivable (34)
{306)

|

2005
£000

9

378
387
3h

356

The Company is required to pay cumulative dividends on the non-equity shares. However, the Company has
insufficient disiributable reserves to pay this dividend which has been provided in accordance with the Company's
Articles of Association. Further information is disclosed within note 14 of the notes to the group financial

slatemenis.




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

7. TAXATION
The tax position is set out below:
United Kingdom corporation tax at 30% (20035 30%)

Total current tax and tax on loss on ordinary activitics

2006
£°060

¥

2003
£7000

The tax assessed for the period is different from the standard rate of corporation tax in the UK of 30% (2005:

30%). The differences are explained as follows:

Loss on ordinary activities before tax

Loss on ordinary activities multiplied by standard rate of
Corporation fax in the UK of 30% (2005: 30%%)

Effects of:

Expenses not deductible for tax purposes

Difference between depreciation for the period and capital
allowances

Other timing differences

Tax lesses in the period not utilised

Total tax for period

2006 2005

£7000 £2000
(78) (327)
(23 (98)
(45) (57)
) (%)

3 90

72 73

The group has trading losses of approximately £1.6 million (2005: £1.8 million), surplus ACT of approximately
£910,000 (2005: £910,000) and capital losses of £9.1 million (2005 £9.1 million). These are available to set
against future taxable profits. taxation Liabilitics and capital gains respectively.  These amounts are subject to

agreement with Her Majesty's Revenue and Customs.

8. LOSS PER SHARE

The caleulation of loss per ordinary share is based on the loss attributable to ordinary sharcholders drvided by
the weighted average number of shares in issuc during the year, Given the loss in the current year and the prior
vear, the share options in issue as detailed in notel5 are not difutive in accordance with TAS 33 "Farnings per

share".
2006
Weighted
Average Per shares
Loss number of amount L.oss
£000 Shares pence £7000
Basic and diluted loss
per share (18} 1,313,427 (6) (327)

2005
Weighted
Average
Number of
Shares

1,313,427

Per shares
amount
Pence

(25)




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

9. PROPERTY, PLANT AND EQUIPMENT Freehold
land and Plant and
buildings machinery Total
£000 £000 £000

COST
At1 April 2004 689 1,512 2,201
Additions - 7 7
Disposals - (8%) (85)
A1 April 2005 689 1,434 2,123
Additions - 39 19
Disposals - (97) on
At 3t March 2006 689 1,376 2,065
ACCUMMULATED DEPRECIATION
At 1 April 2004 457 1,331 1,788
Charge for year 32 51 83
Eliminated on disposals - (83) {85)
At 1 April 2003 489 1,297 1,786
Charge for ycar 32 40 72
Eliminated on disposals - (92) 92)
At 31 March 2006 521 1.245 1,766
CARRYING AMOUNTS
At 31 March 2006 168 131 299

At 31 March 2005 260 137 337

Plant and machinery assets with a carrying amount of £30,000 (2005: £12,000) are held under finance leases. The
amount of depreciation in respect of such assets amounted to £2,000 (2003: £1,000) tor the year.

6.  CAPITAL COMMITMENTS

At 31 March 2006 the Group had no capital commitments (2005: £Nii},




ASSOCIATEDR BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS — GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

11. HELD FOR TRADING INVESTMENTS
2006
£000

Equity Securitics ~ UK 60

2005
£7000

30

The fair value of the equity investments held is calculated by reference to the quoted market price at the year end.

12. INVENTORIES

2006

£000

Raw materials 128
Work in progress 247
Finished goods 953
1,328

The closing inventory balance is stated net of provisions of £1.228.000 (2605: £1,637,000)

13. TRADE AND OTHER RECEIVABLES

2006

£000

Trade receivables 537
Other receivables 108
Prepayments and accrued income 5
670

2005
£000

113
240
920

1.273

2005
£2000

314
88

The Group has no significant concentration of credit risk, with exposure spread over a large number of customers.

14. SHARE CAPITAL

2006
£000
Authorised:
1,699.078 ordinary shares of £2 each 3.398
750,000 7% Cumulative prefercnce shares of £1 each 750
1,681,443 8% Cumulative redeemable preference shares of £1 each 1,681
5,829
Allotted and fully paid:
1,313.427 ordinary shares of £2 each 2,627
335.000 7% Cumulative preference shares of £1 each 555
157,395 8% Cumulative redeemable preference shares of £1 each 157
39339

20035
£7000

3398
750
1,681

5,829




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS -- GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

14,

—
h

SHARE CAPITAL (CONTINUED)

Equity shares:

1,313,427 ordinary shares of £2 each 2,627

Shares classed as financial liabilities
333.000 7% Cumulative preference shares of £1 each 455 555
157,395 8% Cumulative redeemable preference shares of £1 cach 157 157

712 712

There were 1o shares allotted during the course of the year ended 31 March 2006 or 31 Murch 2005, The
company has onc class of ordinary sharc which carries no right to fixed income. The company also has two
classes of cunmlative preference shares, which carry the right 10 fixed returns of 7% and 8% per anoum
respectively.

The 7% cusnulative preference shares and 8% cumulative redecmable preference shares, classified as debt under
IAS 32. are non voting unless the dividends are six months in arrears or the resolution relates to the winding up
of the Company or affects the rights attaching to them. The Company has the power to redeem the 8%
Cumulative preference shares at par (together with arrears of dividends) at any time. Since the dividends are
more than 6 months in arrears, the 8% Cumulative redeemable preference shares of £1 each have 50 voles per
share and the 7% Cwmulative preference shares of £1 each have 4 votes per share.

In accordance with 1AS 39 the 7% cumulative preference shares and the 8% cumulative redeernable preference
shares arc required to be carried at fair value within the financial statements. As there is no expectation of being
able to redeem the preference shares in the foreseeable future the fair value is deemed to be zero. The 7%
cumulative preference shares are accruing a dividend of £38,000 per annum and the 8% cumulative redeemable
preference shares are aceruing a dividend of £13,000 per annum, At 31 March 2006 total dividend arrears of
£306,000 (2005; £255,000) had accrued, representing arrears (o date of 42 pence per share relating to the 7%
cumulative prefercnce shares and 48 pence per share relating to the 8% cunlative redeemable prefercnce
shares.

Under IAS 32 the preference dividends should be disclosed as finance charges and any arrears of dividends
included with accruals. IAS 39 also permits the total of accumulated arrears of dividends to be discounted. As
the company has no distributable reserves and there is no expectation of being able to pay the dividend arrears in
the foresecable future as a result of anticipated future cash flows, the accrued dividends are deemed to have a
fair vatue of zero and thercfore have been discounted to zero.

SHARF. BASED PAYMENTS

The Company operates an Executive Share Option Scheme (ESOP) under which options are granted with the
guidance of the remuneration committee. Options are granted with a fixed exercise price equal to the market price
of the shares under option at the date of the grant. The contractual life of an option is 10 years. Options granted

under the ESOP will become exerciszble on the third anniversary of the date of the grant.

unexercised at the end of the yean:

Share options

Date of grant  Dates exercisable Price At 31 March At 31 March

2008 Lapsed 2006

11 July 1994 July 1997 10 July 2005 £5.50 1,480 (1,480) -

6 January 2001 January 2007 to January 2011 £2.00 7.000 - 7,000
(1,430)

8,480

7,000

The weighted average exercise price at 1 April 2005 was £3.13. During the year ended 31 March 2006, options
over 1480 shares at a price of £8.30 per share lapsed. At 31 March 2006, the weighted average exercise price of

the remaining share options in 1ssue was £2.00.

20




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS ~ GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

16. STATEMENT OF CHANGES IN SHAREHOLDERS' DEFICIT

Share Share Other Retained
Capital Premium reserve Earnings Total
£7000 £000 £000 £°000 £0006
Balance at 1 April 2004 2,627 5,038 11 (9,864) (2,188)
Loss for the year - - - (327) (327)
Actuarial gains in defined benefit plan - - - 1,013 1,013
Balance at 31 March 2005 2,627 5.038 1 (9,178) {1,502)
Loss for the year - - - (78) (78)
Actuarial losses in defined benefit plan - - - (933) (933)
Defined benefit plan adjustment - - - 950 950
Balance at 31 March 2006 2,627 5,038 11 (9.239) (1,563

17. RETIREMENT BENEFIT SCHEMES

The Group operates a defined benefit pension scheme, holding the assets in a separate trustee administered fund
("the ABE Pension Fund"). The required contributions are assessed with the advice of an independent qualified
actuary using the projected unit credit method and charged to the profit and loss account so as to spread the cost of
pensions over employees' working lives with the Group. The Group also has a designated Group personal pension

plan which meets stakeholder requirements,

The Company is in the process of leaving the ABE Pension Scheme and has negotiated 'In principle’ Heads of

Terms with the Trustees of the scheme.

(a}  Pension cost (recognised in Income Statement)

Operating charge
Current service cost

Total operating charge
Other finance charges
Interest on pension scheme liabilities

Expected return on pension scheime assets

Net finance charge

Total pension cost recognised in the Income Statement

21

2006
£000

109

109

663
(327)

336

2005
£°000

103

163

665
(287)

378

481




ASSOCIATED BRITISH ENGINEERING PLC

NOTES TO THE ACCOUNTS - GROUP (continued)

FOR THE YEAR ENDED 31 MARCH 2006

17.

(b)

©

(@

RETIREMENT BENEFIT SCHEMES (Continued)

Benefit liability

Present value of funded obligations
Fair value of plan assets

Net fiability

The major categories of plan assets are as follows:

Equilies
Bonds
Cash
Other

Change in benefit obligation

Benefit obligation at beginning of the year
Current service cost

Interest cost

Actuarial losses/(gains)

Centributions by plan participants
Benefits paid

Benefit obligation at end of the year

Change in pian assets

Fair value of plan assets at beginning of the year
Expected return on plan assets

Actuarial gains on plan assets

Contributions made by employer

Coniributions by plan participants

Benefits paid

Defined benefit plan adiustment

Fair value of plan asscts at end of the year

4,103
4,673
(33)

5,693

12,186

663
1,519
24

(413)

14,088

8,062
327
586
157

24
(413)
950

9,693

22

2005
£000

12,186
(8,062)

4,124

4,404
2574
1.084

8.062




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

17.

(e

0

RETIREMENT BENEFIT SCHEMES (Continued)

The expected long term return on cash is equal to bank base rates at the balance sheet date. The expected return
on hands is determined by reference to United Kingdom long dated gilt and bond yields at the balance sheet date.
The expected rate of return on equities and property have been determined by setting an appropriate risk premium
above gilt/bond yields having regard to market conditions at the balance sheet date. The expected rates have then

all been reduced to reflect the level of anticipated future expenses.

The expected long term rates of return {(net of expenscs) arc as follows:

Equitics
Bonds
{Cash

Overall rate of return for the plan

2006
% per annum

54
3.0
1.5

4.1

The actual return on the plan assets over the year ended 31 March 2606 was 19.27%.

Principal actuarial assumptions

Inflation

Rate of increase in pensionable salaries

Driscount rate

Pension in payment increases

Revaluation rate for deferred pensioners

Estimate of contributions to be paid in the next accounting period
Pre retirement mortality

Post retirement mortality
Histery of experience gains and losses

(i) Difference between the expected and actual retum on scheme
assets:

{a) Amount (£°000)
{b) Percentage of scheme assets

{i1) Experience {gains} and losses on scheme liabilitics
(a) Amount (£°000)
{b) Percentage of present value of scheme habilitics

2006

3.0%

4.0%

5.0%

2.8%

3.0%

£161,000
AM92.-5 (males)
AF92,-5 (females)
PMA92 (males)
PFAD2 {females)

586
7%

(424)
(3%

2005
% per annum

2003

3.0%

4.0%

5.5%

2.8%

3.0%

£157,000
AM92,-5 (males)
AF 92.-5 (females)
PMA92 {males)
PFA92 (females)

444

4%

The Group has taken advantage of the transitional exemption within 1AS 1 fo disclose the history of experienced
gains and losscs from the date of transition only. In accordance with these transitional exemptions. the Group is
required to disclose the cumulative actuarial gains or losses from the date of transition which comprise o

cumulative loss of £1.075,000.

2]
T




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTES - GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

17.  RETIREMENT BENEFIT SCHEMES (continued)

(g)  Balance sheet reconciliation

Liability as at £ April

Pension expense recognised in financial year

Amounts recognised in Statement of Recognised Income and Expense
Eraployer contributions made in the financial year

BDefined benefit plan adjustment

Liability at 31 March

Shown as:
Non-current liability

18. PAYABLES
Group

Current

Obligations under finance leases
Trade creditors

Other taxation and social security
Other creditors

Accruals and deferred income

Non-current
Obligations under finance leascs

The net finance lease obligations are due:
In one year or less
Between one and two years

24

2006 2005
£000 £000
4,124 4885
445 481
933 (1,013
(157 {229)
(950) -
4,395 4,124
4,395 4,124
2006 2005
£000 £°000
1 4
275 264
29 26
174 144
250 159
729 597

1 1

i 1

1 4

1 1

2 5




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS — GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

19.

DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS

The Group’s financial instruments comprise cash, some borrowings, and various items, such as trade debtors
and trade creditors that arise directly from its operations. The main purpose of these financial instruments is (o
finance the Group's eperations. A1 31 March 2006 the Group has cash balances of £1,205,000 (2005
£1,173.000) and no bank overdraft (2005: £Nil).

Throughout the period under review, the Giroup has not fraded in any financial instruments.

RISKS

The main risks arising from the Group’s financial instruments are interest rate risk and liquidity risk. The Board
reviews and agrees policies for managing each of these risks and they are summarised below. These policics
have been consistently applied throughout the period.

INTEREST RATE RISK

The Group finances its operations through a mixture of preference shares, cash balances, current asset
investments and some borrowings, At the year-end 100% (20035: 100%) of the Group’s borrowings were at a
fixed rate of intcrest. The interest rate exposure of the financial liabilities of the Group. all of which are
denontinated in Sterling, as at 31 March 2006 and 31 March 2005 was as follows:

2006 2005

£°000 £°000

Preference shares 712 72
Finance leases 2 5
7i4 717

The interest rate of the preference shares is disclosed in note 14, The directors do not consider that the level of
borrowings at 31 March 2006 exposes the Group to significant risk. The Group has no financial assets, other
than shori-term and fong-term receivables and cash at bank.,

LIQUIDITY RISK

The Group’s liquidity is dependent on the cash balances available and it is the Group's pelicy to place surplus
cash on deposit to easure as high a rate of return as possible. The maturity profile of the Group’s finance lease
liabilitics at 31 March 2006 and 31 March 2003 is set out in note 18, The preference shares in issue have no
fixed redemption date and will be redeemed when the company s in & position to do so.

CREDIT RISK

The Group's principal financial assets are cash deposits and trade receivables. The credit risk associated with the
cash is limited as the counterparties have high credit ratings assigned by international credit-rating agencies. The
principal credit risk arises therefore from is trade receivabtles.

In order to manage credit risk the directors of the subsidiary company set Hmits for customers based on a
combination of payment history and third party credit references.  Credit Himits are reviewed by the subsidiary's
directors on a regular basis in conjunction with debt ageing and collection history, In 2006 and 2005 there were
no concentrations of credit risk, with exposure being spread over a large number of customers. Where
appropriate, the subsidiary company requests payment or part-payment in advance of shipiment which generally
covers the cost of the goods. In connection with the trade receivables, there is a risk of warranty claims, which
the subsidiary company iries to minimise.
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19,

20.

21.

a)

b)

DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS (Continued)

FAIR VALUE OF FINANCIAL INSTRUMENTS

The directors consider that the fair values of the Group’s financial instruments at 31 March 2006 and 31 March
2005 are not materiaily different from their book values with the exception of the preference shares inissue. The
directors consider that under IFRS both classes of preference shares in issue have a fair value of zero and further
details are disclosed within note 14 of the group financial statements.

PROVISIONS FOR LIABILITIES AND CHARGES

DEFERRED TAXATION

There is no unprovided deferred taxation liability at 31 March 2006 or 31 March 2005.

The directors consider that there are currensly no plans for the distribution of the retained reserves of the overseas
subsidiary that would give rise to a UK corporation tax liability. Consequently no deferred tax provision has
been made.

No provision has been made for the potential deferred tax assets on the trading losses carried forward as they are

not sufficiently certain to crystallise in the foreseeable future. The amounis not recognised {all of which have
been calculated at 30%) are set out below:

Group 2006 2005

£7000 £000
Arising from trading losses 486 531
Arising from capital losses 2,682 2,730
Other timing differences kX7 332

3,500 3,593

CONTINGENT LIABILITIES

2046 2003
£000 £000

Banker's indemnities a0 30

In order to achieve the settlement relating to the defined benefit pension scheme as noted in the Chairmen's
statement, the Company and the Trustees will require approval from the pensions regulator. The regulator could
order ABE to contribute further to the deficit on the scheme, over and above what is currently proposed . Whilst
unlikely. the Directors, based on professional advice, consider this possible, but at the current time do not consider
that this can be quantified.

The Board anticipates that these discussions will be completed in the near future and will result in the Pensions
Protection Fund taking over the obligations for the BPE scetion of the ABE Pension Fund.

There were noe other contingent Habilities at 31 March 2006 or 31 March 2005.
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22, COMMITMENTS UNDER OPERATING LEASES

AL 31 March the Group had the following annual commitments under non-cancellable operating leases:

Land and buildings

2006 2005

£'000 £000

Expiring within one year - 5
Expiring between two and five years

inclusive - -

Other
2006 2005
£000 £000
¥ 3
11 23
18 28

23. TRANSITION TO IFRS

Associated British Engineering plc’s Group financial statements were prepared in accordance with UK GAAP until
the period ended 31 March 2005, UK GAAP differs in some areas from IFRS. In preparing the Group financial
statements, management has amended certain accounting methods applied in the UK GAAP financial staternents to
comply with IFRS. The comparative figures in respect of 2005 have been restated to retlect these adjustments,

The Groups transition date for [FRS was 1 April 2004 and it prepared ifs opening [FRS balance sheet at that date.

In preparing these consolidated financial statements in accordance with [FRS 1, the Group has elected to apply the
share-based payment exemption. 1t appled 1FRS 2 'Share Based Payment' from 1 April 2004 to those options

which were issued after 7 November 2002 but had not vested by 1 April 2003,
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24,

(a)

(b}

(0

{d)

EXPLANATION OF THE EFFECT OF THE TRANSITION TO IFRS

The following explains the material adjustments on the Group financial statements following the transition to
IFRS.

Retirement benefit obligation Atl At 31
April 2004 March 2005

£°600 £°000

Retirement benefit obligation (4,885} {4,124
Reversal of pension provision 60 11
(4,825 (4.113)

Under [AS 19 Employee Benefits, actuarial gains and losses are recognised in the batance sheet and the provision
recognised under UK GAAP is reversed. No adjustment has been made in respect of deferred tax as it is uncertain
whether any tax is recoverable.

Non-equity fisancial instruments

Under IAS 32 'Financial [nstruments: Disclosure and Presentation’ the group’s 7% cumulative preference shares
and 8% cumulative redecimable preference shares fall to be classified as debt in the balance sheet and the dividends
classified as financial expense in the income statement. However, under IAS 39 'Financial Instruments:
Recognition and Measurement’, the preference shares and the dividend liability must be recognised at its fair value,
taking into account the expected payment date. As there is no expectation of being able to redeemn the preference
shares in the foresceable future the fair value is zero. As there is no expectation of being able to pay the dividend
arrears totalling £204,000 a1 T April 2004 and £235.000 at 31 Murch 2005 in the foreseeable future the fair value is
deemied to be zero. The ability of the Company to redeem the preference shares and 1o pay the dividend will be
assessed on an ongoing basis,

Adjustments to Share capital Atl At 31
April 2004 March 2005

£000 £7000

Reclassification of non-equity instruments 712 712

Adjustments to Retained farnings

At At

April 2004 March 2005

£4000 £000
Retirement benefit obligation (4,885} (4,124)
Reversal of pension provision 60 11
Fair value adjustment to non-equity instruments 712 712
(4,113 (340D

[n addition, the following adjustments have also been made:

(a) the operating profit has been adjusted for the recognition of the current service cost of £77,000

{b) the net finance expense for the Group has been adjusted for the offects of [FRS as follows:

Net return on the pension scheme’s assets and liabilities £378,000
{a) £18,000 cash held by third parties is no longer recognised as an investment but is included

within cash
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25. RECONCILIATION OF EQUITY

(i) At 1 Aprii 2004 (date of transition to IFRS)

Note UK GAAP Adjustments IFRS
£7000 £'000 £000
ASSETS
Non-current assets
Praperty, plant and equipment 413 - 413
Current assets
Investiments 39 - 39
Inventorics 1,260 - 1.260
Trade and other reccivables 516 - 516
Cash and cash equivalents i,210 - 1,210
3,023 - 3,025
Total assets 3,438 - 3,438
EQUITY
Capital and reserves attribotable to the
Company’s equity shareholders
Called up share capital 24(c) 3,339 (712) 2,627
Share premium account 5,038 - 5,038
Other reserve 11 - 11
Retained carnings 24{d) (5,751) (4113 {9,864)
Total equity 2,637 {4.825) (2.188)
LIABILITIES
Non-current liabilities
Retirement benefit obligation 24(d} 60 4,825 4,885
Obligations under finance leases 5 - 3
Rorrowings — Cumulative preference shares 24(b and ¢) - ‘ - -
63 4,825 4,890
Current liabilities
Trade and other payables 732 - 732
Obligations under finence leases 4 - 4
736 - 736
Total liabilities 801 4,825 5.626
Total equity and liabilities 3.438 - 3438




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROUP (continued)
FOR THE YEAR ENDED 31 MARCH 2006

25,

RESTATED BALANCE SHEETS (Continued)

(ii} At 31 March 2005

ASSETS
Non-current assets
Property, plant and equipment

Current assets
investments

inventories

Trade and other receivables
Cash and cash equivalents

Total assets

EQUITY

Capital and reserves attributabie to the
Company’s equity shareholders

Called up share capital

Share premium account

Other reserve

Retained carnings

Total equity
Non-current liabilities
Retirement benefit obligation

Obligations under finance leases
Borrowings - Cumulative preference shares

Current liahilities
Trade and other payables
Obligations under Ninance leases

Total liabilities

Total equity and Habilities

Note

24(d)

24(d)

24y

24(dy

24(8)

24(b and ¢}

LK GAAP
£000

337

43
1,273
407
1.155

2,883

3,220

3339

5,038

1]
(5.777)

2,611

Adjustments
£600

(712)

(3,401)

(4.113)

4,113

4,113

IFRS
£9000

337

30
1,273

407
1173

2,883

3,220

2,627.
5,038
1

(9,178)

{1,502)

4,124

4.125

593

597

4,722

3220




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROLP {continued)
FOR THE YEAR ENDED 31 MARCH 2006

26. RECONCILIATION OF PROFIT AND LOSS

(i) Year ended 31 March 2005

Note UK GAAP Adjustments IFRS
£7000 £000 £000
TURNOVER 2,700 - 2700
Operating expenses 24(d) (2.748) 77 (2,671
OPERATING LOSS (48 ——; WWE;
Net finance expense 24d) 22 (378) (356)
LOSS BEFORE TAXATION (26} (301} {327
Taxation - - .
LOSS FOR THE YEAR (26) (301) (327)
27. RECONCILIATION OF CASH FLOW STATEMENT

(i) Year ended 31 March 2003

Note UK GAAP Adjustinents iIFRS

£°000 £7000 £'006

Cash outflow from operating activities (57) - (37
Net cash inflow from returns on investirents and servicing
of finance 22 - 22
Net cash inflow from capital expenditure and financial
investment 2 - 2
Net cash outflow from the management of liguid resources 24(d) (18) 18 -
Cash outflow before financing (501) 7 ﬁ)
Net cash outflow from financing {4) - ey

Decrease in cash in the year (55 18 (37N
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ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - GROUP {continued)
FOR THE YEAR ENDED 31 MARCH 2006

28. PRINCIPAL SUBSIDIARIES
At 31 March 2006 and 31 March 2003 the company held 100% of the share capital of the folowing subsidiaries:

Proportion held

Class of share by the parent Conntry of
capital company incorporation Nature of business
Manufacture and supply
of diesei engings,
associated servicing and
British Polar Engines Linited Ordinary t00% England and Wales sale of spare parts
Danway Limited Ordinary 100%  Cayrman Islands Dormant




REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF ASSOCIATED BRITISH
ENGINEERING PLC

We have audited the parent company f{inancial statements of Associated British Engineering ple tor the vear ended
31 March 2006 which comprise the principal accounting policies, the balance sheet and notes | to 13. These parent
company financial statements have been prepared under the accounting policies set out therein. We have also audited the
information in the Dircctors' Remuneration Report that 1s described as having been audited.

We have reported separately on the group financial statements of Associated British Engineering plc for the year ended
31 March 2006.

This report is made solely to the company’s members, as a body, in accordance with Section 235 of the Companies Act
1985, Our audit work has been undertaken so that we might state to the company’s members those matters we are
required to state to thom in an auditors’ report and for ne other purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the company and the company’s members as a body, for our audit
work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditor

The directors’ responsibilities for preparing the Annual Report, the Directors’ Remuneration Report and the parent
company f{inancial statements in accordance with United Kingdom law and Accounting Standards (United Kingdom
Generally Accepted Accounting Practice) are set out in the Statement of Directors’ Responsibilitics.

Our responsibility is to audit the parent company financial statements and the part of the Directors” Remuneration Report
to be audited in accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK
and [reland).

We report to you our opinion as to whether the parent company financial staterments give a true and fair view, whether
the parent company financial stalements and the part of the Directors’ Remuneration Report to be audited have been
properly prepared in accordance with the Companies Act 1985 and whether the information given in the Directors'
Report is consistent with the financial statements. We also report to you if, in our opinion, the company has not kept
proper accounting records, if we have not received all the information and explanations we require for our audit, or if
information specified by law regarding directors' remuneration and other transactions is not disclosed.

We read other information contained in the Annual Report and consider whether it is consistent with the audited parent
company financial statements. The other information comprises only the Chainnan's Statement. the Directors' Report.
the Corporate Governance Statement and the unaudited part of the Directors' Remuneration Report. We consider the
implications for our report if we become aware of any apparent misstatements or material inconsistencies with the parent
company financial stalements. Our responsibilities do not extend {o any other information.

Basis of audit opinton

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing
Practices Board. An audii includes examination, on a test basis, of evidence relevant to the amounts and disclosures in
the parent company financial statements and the part of the Directors' Remuncration Report to be audited. It also
mcludes an assessment of the significant estimates and judgments made by the directors in the preparation of the parent
company financial statements, and of whetber the accounting policies are appropriate to the company's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary
in order to provide us with sufficient evidence to give reasonable assurance that the parent company financial statements
and the part of the Directors' Remuneration Report to be audited are free from masterial misstatement, whether caused by
fraud or other irregularity or error. [n forming our opinion we also evaluated the overall adequacy of the presentation of
information in the parent company financial staiements and the part of the Directors' Remuneration Report to he audited.

(e
)




REPORT OF THE INDEPENDENT AUDITOR TO THE MEMBERS OF ASSOCIATED BRITISH
ENGINEERING PLC (CONTINUED)

Opinion
In our opinion:
= the parent company financial statements give a true and fair view, in accordance with United

Kingdom Generally Accepted Accounting Practice, of the state of the company’s affairs as at
31 March 2006:

" the parent company financial statements and the part of the Directors’ Remwuneration Report o be
audited have been properly prepared in accordance with the Companies Act 1985; and
. the information given in the Directors’ Report is consistent with the financial stateinents for the

year ended 31 March 2006,

Emphasis of matter - going concern

In forming our opinion, which is not qualified. we have considered the adequacy of the disclosure made in the Corporate
Governance Report and Company Accouniing Policics cancerning the group’s ability to continue as a going concem.
The group suffered losses of £78,000 during the year ended 31 March 2006 and at that date the group's balance sheet
shows an overall deficit of £1.56m. The directors are currently in negotiations with the Pensions Protection Fund
regarding the deficit within the ABE Pension Fund and has commenced proceedings to wind up a number of the sections
of the ABE Pension Fund. However, these conditions, as explained in the Group Accounting Policies, indicate the
existence of a material uncertainty which may cast doubt over the Commpany's ability to continue as a going concern. The
financial statements do not include the adjustments that would result it the company were unable {0 conlinue as a going
concern.

(ot TroFo Uile (18

GRANT THORNTON UK LLP
REGISTERED AUDITORS
CHARTERED ACCOUNTANTS
OXFORD

27 July 20606




ASSOCIATED BRITISH ENGINEERING PLC
PRINCIPAL ACCOUNTING POLICIES - COMPANY

FOR THE YEAR ENDED 31 MARCH 2006

BASIS OF PREPARATION

The Company accounts have been prepared in accordance with applicable UK accounting standards {United Kingdom
Generally Accepted Accounting Practice). The sununary of the principal accounting policies, which have been applied
consistently, is set out below. The policies have remained unchanged trom the previous year apart from the adoption of
the presentation requirements of FRS 25 'Financial Instruments: Disclosure and Presentation” and the requirements of
FRS 26: 'Financial Instruments: Measurement'. These changes are described in more detail below.

In accordance with FRS 26 the preference shares are carried at tair value within the financial statements with the
corresponding adjustment having been posted through the profit and loss reserve. The Company has not taken advantage
of the transitional arrangements contained within FRS 26 and has therefore restated the comparative information.

In addition, the Company has adopted FRS 20: 'Share-based payments', FRS 21: 'Events atler the balance sheet date',
FRS 23: 'The effects of changes in foreign exchange rates' and FR$24: 'Financial Reporting in hyper-inflationary
economies’. These have not irmpacted upon the financial statements.

BASIS OF ACCOUNTING

The accounts are prepared on the historic cost basis, modified to incorporate the fair valuation of financial instruments.

GOING CONCERN

A subsidiary of the company. BPE, has not been able 1o meet its statutory obligations concerning its contributions to the
Pension Fund, which has resulted in the need fo conclude # settlement with the Pension Regulator and the PPT. AH
sections of the ABE Pension Fund show an actuarial deficit of £4.395,000 at 31 March 2006 (£4,124.000 at 31 March
2005). but all sections of the Pension Fund, with the exception of the BPE section are in wind up. Further details of the
Pension Fund are set out in note 17 to the Group financial statements. The financial statements have been prepared on the
going concern basis as the Board considers that the Group has sufficient resources to continue in operational existence for
the foreseeable future including the servicing of the Pension Fund's minimum funding requirements.

TANGIBLE FIXED ASSETS

Freehold land is not depreciated. Other fixed assets are depreciated over their cstimated useful lives at the following annual
rales 1o cost:

Freehold buildings 5 per cent

DEFERRED TAXATION

Deferred tax is recognised on all timing differences where the transactions or events that give the Company an obligation to
pay more tax in the future. or @ right to pay less tax in the future, bave oceurred by the balance sheet date. Deferred tax
asscts are recognised when it is more likely than not that they will be recovered. Deferred tax is measared using rates of tax
that have been enacted or substantively enacted by the halance sheet date.

FOREIGN CURRENCIES

Assets and fiabilitics denominated in foreign curencies are translated at the rate of exchange ruling at the year end date.

Transactions in foreign currencies are recorded at the rate ruling at the date of the transaction. Any exchange gains or losses
ave credited or charged to the profit and loss account in the year in which they arise.
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ASSOCIATED BRITISH ENGINEERING PLC
PRINCIPAL ACCOUNTING POLICIES — COMPANY

FOR THE YEAR ENDED 31 MARCH 2006

FINANCIAL INSTRUMENTS

Financial Habilities and equity instruments are classified according to the substance of the coniractual arrangements
entered into.

Where the contractual obligations of financial instruments (including share capilal) are equivalent to a similar debf
instrument, those financial instruments are classed as financial Habilities. Financial abilities arc presented as such in the

~~~~~

halance shect. Finance cosis and gains or losses relating to financial labilities are included in the profit and toss account.
Finance costs are calculated so as to produce a constant rate of charge on the oulstanding Hability.

Where none of the contractual terms of share capital mect the definition of a financial liability then this is classed as an
equity instrument. Dividends and distributions relating to cquity instruments are debited direct to equity.

INVESTMENTS

Investments are inctuded at cost less amounts written off.
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ASSOCIATED BRITISH ENGINEERING PLC
COMPANY BALANCE SHEET

AS AT 31 MARCH 2006

2006 2003
(restated)
Note £000 £000
TANGIBLE FIXED ASSETS
Freehold land and buildings 3 503 535
[nvestinents 5 2,484 2,484
2,987 3.019
CURRENT ASSETS
Investments 6 79 48
Debtors 7 29 5
Cash at bank and in hand 610 767
At 820
Creditors — amounts falling due within one vear g (942) (952)
Net current labilities (224) {132)
Total assets less current liabilities 2,763 2,887
Creditors — amounts falling due afier one vear 8 (2,292) (2.292)
Provisions for liabilities and charges 9 - (11
471 584
CAPITAL AND RESERVES
Called up share capital 10 2,627 2.627
Share premium account 5,038 3,038
Other reserve 212 212
Profit and loss account 12 (7,406) {7.293)

TOTAL SHAREHOLDERS’ FUNDS 471 584

These financial statements were approved by the directors on 27 July 2006 and are signed on their behalf by:

6 AN

Director

The accounting policies on pages 35 and 36 and the notes on pages 38 to 42 form part of these accounts.




ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS - COMPANY

FOR THE YEAR ENDED 31 MARCH 2006

1.  ADMINISTRATIVE EXPENSES

2006 2005
£000 £'000
Auditors’ remuneration.
Audit services 9 12
Tax services 3 4
Other services 3 -
Directors and employees {note 2) 36 37
Depreciation of tangible fixed assets: owned n 32
2. DIRECTORS

2006 2005
£'000 £000

Remuneration in respect of direclors was as follows:
Remuneration 36 37

The average number of employces. all of whomn are directors of the company during the year was 3 (2005: 3).
More detailed information concerning directors' remuneration is shown in the Directors' Remuneration Report.

3.  TANGIBLE FIXED ASSETS
Freeheld land
and buildings
COST £000

At 1 April 2005 and 31 March 2006 607

DEPRECIATION

At 1 April 2005 72
Charge for the year 32
At 31 March 2006 104
NET BOOK VALUE

At 31 March 2006 503
At 31 March 2005 535

4.  CAPITAL COMMITMENTS

At 31 March 2006 the company had no capitaf commitments (2005: £Nil).




ASSOCIATED BRITISH ENGINEERING PLC

NOTES TO THE ACCOUNTS - COMPANY

FOR THE YEAR ENDED 31 MARCH 2006

5. FIXED ASSET INVESTMENTS Subsidiary
Undertakings

COST £000

At | April 2005 and 31 March 2006 3406

Amounts written off

At 1 Apri) 2003 and 3} March 2006 922

Net book amount at 1 April 2005 and 31 March 2006 2,484

The principal subsidiary undertakings. both of which are whoily owned arc:

Company Activity Country of incorporation
British Polar Engines Limited Engineering  Great Britain
Danway Limited Non-trading Cayman Islands

The investment in British Polar Engines Limited was fully provided for at 31 March 2006 and 31 Maich 2005.

6. CURRENT ASSET INVESTMENTS

2006 2003

£000 £°000
Equities 60
Cash on deposit 19
79

7. DEBTORS

2006 2005
£000 £7600

Other debtors 24
Prepayiments and accrued income 3 5
29 3




ASSOCIATED BRITISH ENGINEERING PL.C

NOTES TO THE ACCOUNTS - COMPANY

FOR THE YEAR ENDED 31 MARCH 2006

8.

CREDITORS
Amounts falling due within one year
Amounts due to group undertakings

Other creditors
Accruals and deferred income

Amounts falling due after one year

Amounts due to group undertakings

Financial Habilitics (sec note 10)

PROVISIONS FOR LIABILITIES AND CHARGES PENSIONS

At 1 April 2003

Paid in the year

At 31 March 2006

DEFERRED TAXATION

2606
£°0060

815

103

942

2006
£000

2,292

2,292

2060
£2000

There is no unprovided deferred taxation Hability at 31 March 2006 or 31 March 2005,

The directors consider that there are currently no plans for the distsibution of the retained reserves of the overseas
subsidiary that would give tise to a UK corporation tax liability, Consequently no deferred fax provision has been

made,

No provision has been made for the potential deferred tax assets on the trading losses carried forward as they are
not sufficiently certain to crystallise in the foreseeable future. The amounts not recognised (all of which have been

calculated at 30%) are set out below:

Arising from trading losses
Arising from capital losses

40

2006
£600

266
2,682

2,948

2005
£°000

815
26
11

2005
£000

2,292

2,292

2005
£7000

234
2,730

2,564




ASSOCIATED BRITISH ENGINEERING PLC

NOTES TQO THE ACCOUNTS - COMPANY (Continued)

FOR THE YEAR ENDED 31 MARCH 2006

16.

CALLED UP SHARE CAPITAL

2006 2005
£'000 £000
Company
Authorised:
1,699,078 ordinary shares of £2 each 3,398 3,398
750,000 7% cumulative preference shares of £1 cach 750 750
1,681.443 8% Cumulative redeemable preference shares of £1 each 1,681 1,681
5,829 5,829
Allotted, calied up and fully paid;
1.313.427 ordinary shares ot £2 cach 2,627 2,627
555.000 7% Cumulative preference shares of £1 each 555 555
157,395 8% Cumulative redeemable preference shares of £1 cach 157 157
3,330 3,339
Equity shares:
1,313,427 ardinary shares of £2 each 2,627 2,627
Shares classified as finuncial liabilities;
555.000 7% Cumulative preference shares of £1 each 355 555
157,395 8% Cumulative redeemable preference shares of £1 each 157 187
712 7i2

The Company has one class of ordinary share which carry no right to fixed income. The Company also has two
classes of cumulative preference shares, which carry the right to fixed returns of 7% and 8% per annum
respectively. The 7% cumulative preference shares and 8% cumulative redeemable preference shares, classified as
debt under FRS 25, are non-voiing uniess the dividends are six months in arrears or on implementation of the
resolution relating to the winding-up of the Company. both of which affect the rights attached to both these classes
of share. The Company has the power to redeem the 8% cumulative preference showing at par {together with
arrears of dividends) at any fime. Since the dividends are more than six months in arrears, the 8% cumulative
redeemable preference shares of £1 cach have 30 votes per share and the 7% cumulative preference shares of £1
each have 4 votes per share,

In accordance with FRS 26 the 7% cumulative preference shares and the 8% cumulative redeemable preference
shares are required to be carried at fair valse within the financial statements.  As there is no expectation of being
able 1o redcem the preference shares in the foreseeable future the fair value is deemed to be zero. The 7%
cumulative preference shares are aceruing a dividend of £38,000 per annum and the % cumulative redeemable
preference shares are accruing 2 dividend of £13,000 per annum. At 31 March 2006 total dividend arrears of
£306.000 (2003: £235,0000 had accrued, representing amvears o date of 42 pence per share relating to the 7%
cumulative preference shares and 48 pence per share relating to the 8% cumulative redeemable preference shares.

Under FRS 25 the preference dividends should be disclosed as a finance charge and any arresrs ot dividends
included within accruals, FRS 26 permiss the total accurmulated accruals of dividends to be discounted. As the
Company has no distribulable reserves and is not permitted to make a distribution and on the basis of the
discounied future cash flows, the arrears of preference dividends have been discounted fo ENil

Further to the Extraordinary General Mecting held on 1 Septernber 1999 the ordinary shares have 200 votes per
share.
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ASSOCIATED BRITISH ENGINEERING PLC
NOTES TO THE ACCOUNTS — COMPANY (Continued)

FOR THE YEAR ENDED 31 MARCH 2006

1. SHARE BASED PAYMENTS
The Company operates an Executive Share Option Scheme (ESOP) under which options are granted with the
guidance of the remuneration committee. Options are granted with a tixed exercise price equal to the market price
of the shares under option st the date of the grant. The contractual life of an option is 10 years. Options granted
under the ESOP will become exercisable on the third anniversary of the date of the grant.
Share options unexercised at the end of the year:
Date of grant Dates exercisable Price At 31 March At 31 March
2005 Lapsed 2006
11 July 1994 July 1997 to July 2003 £8.30 1,480 {1,480} -
6 January 2001 January 2007 to January 2011 £2.00 7,000 - 7,000
8.480 (1,480) 7.060
12.  PROFIT AND LOSS ACCOUNT
AU April 2003 (8,00%)
Prior year adjustment - fair value adjustment of preference shares 712
{7,293)
Retained loss (113)
At 31 March 2006 (7,4006)
As permitted by Section 230 of the Companics Act 1985, the company’s profit and loss account has not been
included in these accounts. The Company’s loss for the financial year was £113,000 (2603: loss £93,000)
13. CONTINGENT LIABILITIES
2006 2005
£000 £7000
a)  Banker's indemnities . -
b)  In order to achieve the settlement relating to the defined benefit pension scheme as noted in the Chaimuan’s
statement. the Company and the Trustees will have to have the Compromise Agreement approved by the new
Pensions Regulator. The Regulator could order Assoctated British Engincering Plc to contribute further to the
deficit on the scheme, over and above what is proposed in the Compromise Agrecment.  Whilst unlikely, the
directors, based on professional advice, consider this possible, but at the current time do not consider that this can
b quantified.
¢} There were no other contingent liabilities at 31 March 2006 or 31 March 2005,



ASSOCIATED BRITISH ENGINEERING PLC

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The dircetors are responsible for preparing the financial stalements in accordance with applicable law and United
Kingdom Generally Accepied Accounting Practice.

Company law requires the ditectors to prepate financial statements for cach financial year. which give a true and fair
view of the state of affairs of the Company and the group and of the profit or foss of the group for that period. In
preparing those financial statements, the dircctors are required to:

. seleet suitable accounting poticies und apply them consistently
. make judgements and estimates that are reasonable and prudent
. state whether applicable accounting standards have been followed, subject to any material

departures disclosed and explained in the financial statements
- prepare the financial stagements on the going concern basis unless it is inappropriaie to presume
that the entity will continue in business.

The directors are responsible for keeping proper accounting records. which disclose with reasonable nccuracy at any time
the financial position of the Company and group and enable them to ensure that the accounts comply with the Companies
Act 1985. They are also responsible for safeguarding assets of the group and hence for taking reasopable steps for the
prevention and detection of fraud and other irregularitics. The directors are also responsible for the preparation of the
direciors’ report and other information in the annual report.

in so far as the directors #re aware:
. there is no refevant audit information of which the company's auditors arc unaware; and

- the directors have taken all sicps that they ought to have taken (o make themselves aware of atty
retevant audit information and to establish that the auditors are aware of that information.

The board has overall responsibility for ensuring that the group maintains systems of internal control to provide it with

reasonable assurance regarding the reliability of financial information used within the business and for publication and
that assets are sateguarded.

On behalf of the Board
C Weinberg

. Director
C\) M 27 July 2006
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ASSOCIATED BRITISH ENGINEERING PLC
CORPORATE GOVERNANCE

In accordance with the requirements of the Listing Rules of the Financial Services Authority, set out below are details of
the Company’s corporate governance arrangements, including a statement as 1o how the Company applies the principles
of Section | of the Revised Code. together with a statement regarding its compliance with specific provisions. Whilst
welcoming the principles contained within the Code. the Board considers that it should be recognised that what may be
appropriate for a large company may not necessarily be so appropriate for a smaller company and @ Company’s curreat
circumstances.  As a result, the Company has been in compliance throughout the year with the provisions set out in the
Combined Code for Corporate Governance with the following exceptions:-

« The division of responsibilitics between the roles of chairman and chief executive have not been clearly
estublished, set out in writing and agreed by the Board. This is contrary to provision A2l

There is no formally appointed senior independent director. This is contrary 10 provision A.3.3;

The Board has not undertaken a formal and rigorous annual evaluation of its own performance and the
individual Directors. This is contrary to provision A.6.1;

Thete is no formal training programme for new Directors on joining the Board. This is contrary to provision
AL,

The non - executive directors of the Company have not been appointed for specific terms as required by
provision A.7.2

« The terms and conditions of appointment of non-gxecutive directors and the letters of appointment were n0i in
place for any of the Directors throughout the year. contrary 10 provision A.4.4, Since the year end, this provision
has been complied with and the documents are available for inspection on request:

« There is no farmal performance evaluation or election process for the appointiment of Non-Execative Directors.
This is contrary 1o provision A.7.2

« No non-executive directors are considered to be independent. This is contrary to provision A3 land A3.3

. The Board considers that it is unable to state that it has conducted a review of the cffectiveness of the Group’s
system of internal controfs. This is contrary to provision €.2.}

« The Compatty does not have a Remuneration Cominitiec, this is contrary to provisions B.2.1 - B.2.2
+ The Company does not have a Nomination Committee, this is contrary to provisions A.4.[ - A4.3
» The Company does not have an Audis Committee, this is contrary to peovisions C.3.1-C.3.6.

In view of the size and citcumstances of the Group, the Board do not consider Remuneration, Nomination and Audit
Committees appropriate. The Board as a whole carries out the functions and responsibilities that would be performed by

these Commitices.

Beard of Directors
The Board comprises three Non-Executive Directors,

In common with other organisations of a similar size, the Dircctors review all the transactions and activities of the
business. The Board of Directors meets three to four times a year and is responsible for formmilating strategy and
monitoring financial performance. The strategies proposed by mapagement of the subsidiary are fully discussed,
critically examined against the best and long term interests of not only the sharcholders, but also employees, customers,
suppliers and various communities within which the Group operates. During the year. all thiee serving Directors atiended
the three Board meetings that were held. 1n addition o the scheduled meetings there is frequent contact between all the
Directors in connection with the Groups business.

The Board retains full responsibility for the direction and control of the Group and has a fonnal schedule of matters in
respect of which decisions are reserved 1o i, covering key areas including strategy formulation. acquisitions or disposals,
approval of the budget for the subsidiary. financial results, board appoinimenis and proposals for dividend payments.

The Board has full and timely access to relevant information throughout the Group.
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ASSOCIATED BRITISH ENGINEERING PLC
CORPORATE GOVERNANCE

Non-Executive Directors

The biographics of the Directors appear on page 49 and show considerable and varied experience in the business world
and the City. The Board believes it is an effective independent body and therefore has not appointed a senior
independent non-excceutive director. There have been no changes in the other significant commitments of the Chairman.

All Directors have access fo the advice and services of the Company Secretary, who is responsible to the Board for
cosuring that Board procedures are complied with.  There is also a formal agreed procedure for Directors in the
furtherance of their daties to take independent professional advice as necessary at the Company’s expense.

Under the Company’s Arlicles of Assoctation, at least one third of the ircetors retire from office each year, The retiring
Dirccior is eligible for re-election.

The role of Non-Executive Directors is a vital element of corporate accountability. Due to the small size of the Board
and because there are no full time Exccutive Directors, the Non-Executive Directors do carry out certain limited specific
executive responsibilitics.

Remuneration and Nomination

The Board mects at least once a year to decide remuneration. Details of remuneration, policy and practices, together with
the remunaration of the directors are given in the Directors” Remuneration Report on page 47. The Tevel of remuneration
for the Non-Executive Directors reflects the time commitment and responsibilities of the role. Remuneration for the Non-
Executive Directors does not include share options.

Appointment to Executive Director would be fully discussed by the Chairman and the two Non-Executive Directors,
Potential new Non-Exccutive Directors are proposed by all the members of the Board in the light of the Company’s
business requirements and the need to have a balanced Board. Possible candidates are eiscussed amongst all Directors
before any approach is made to them,

Communication with Sharecholders

The Board believes it is important to respond adeguately to the queries of both private and institutional sharcholders. The
Group responds throughout the year to correspondence from sharcholders on a wide variety of issues.

The Chairmans Statement in the Annual Report contains a business review. Ap interim business review is also provided
with the half yearly announcement. The Chairman is available to shareholders at any iime to discuss strategy and
govcmancc matters.

The Board seeks to ensure that its report and accounts and other financial statements provide a clear assessment of the
Group’s business. All sharcholders have the opportunily to ask questions and express their views at the Company’s
Annual General Meeting. at which all Directors are available to take questions.




ASSOCIATED BRITISH ENGINEERING PLC
CORPORATE GOVERNANCE

AUDIT AND INTERNAL CONTROL

The directors are responsible for the Group's system of internal control. These controls can only ever provide reasonable
but not absofute assurance that assets are safeguarded against matcrial loss or unauthorised use, that proper accounting
records are maintained, and that the information used internally, or for publication, is accurate and reliable. The key
procedures, which exist to provide exlernal control, are as follows -

- clearty defined organisation structures with scgregation of dutics wherever practicable. Operating and financial
responsibilities for the subsidiary company are delegated to the subsidiary’s Board and there are limits which
apply to capital expenditure and significant contracts

- a regular review is undertaken to assess the risks facing the trading subsidiary and to enhance the systems which
manage the risk identified. Local management establishes control procedures for each of the risks identified and
reports whether the key controls have operated ctfectively

- agreement of Group short term financia objectives and business plans

- review by the Board of monthly Group Financial Statements and moniloring of results against budget. The
Board attends regular Board meetings of the subsidiary

-~ Board control over treasury, taxation. legal, insurance and personnel issues
- The acquisition or disposal of a business may not be completed without the approval of the Board.

Through these mechanisms, Group performance is continually monitoted, risks identified in a timely manner, their
financial implication assessed, control procedure re-cvaluated and comrective actions agreed and implemented.

Nevertheless . the Board considers that it is unable to state that it has fully complied during the year with the Code. The
principal reasons for this are:

- There was no formal review of the effecliveness of internal control during the period up to 31 March 2006
- There was no receipt and review of formal reports on internal control.

The Board believes that it is not currently appropriate for the Company to maintain an internal audit function due to the
size of the Group.

The Bourd consider the independence and objectivity of the external auditors on an annual basis, with particelar regard to
non-audit services. The split between audit and non-audit fees for the year and information on the nature of the non-audit
fees appear in note 2 to the financial statements. The non-audit fees are cobsidered by the Board not to affect the
independence or objectivity of the auditors. The Board also receive an annual confirmation of independence from the
auditors.

GOING CONCERN

BPE has not been able to meet its statutory obligations concerning the Pension Fund, which has resulted in the need to
conclude a settlement with the Pension Regulator and the PPF. All sections of the ABE Pension Fund show an actuarial
deficit of £4.395.000 at 31 March 2006 (£4,124,000 at 31 March 2005). but all sections of the Pension Fund. with the
exception of the BPE section, are in wind up. Further detaits of the Pension Fund are set out in note 17 to the financial
statements. The financial statements have been prepared on the going concern basis as the Board expects a suceessful
outcome to nepotiations with the Pension Regulator and the PPF, as explained in the Chaivman's Statement. 1t therefore
considers that the Group has sufficient resources to continue in opcrational existence for the foreseeable future.
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This Report contains the information required by the Companies Act 1935 and the relevant parts of the Listing Rules of
the UK Listing Authority and Schedule 13 to the Combined Code on Corporate Governance.

The following report is not audited except where specificd.
The Board is satisfied that the Company has complied throughout the period with the Combined Code concerning its
remuneration policy except as noted above that the members of the Board comprise the remuncration commitiee are not

independent non-executives as required by the Code.

In setting the policy for the Groups' senior management it considers a number of factors including:

(a) the basic salaries and benefits available in comparable companies,

(b} the need to atteact and retain personnel of an appropriate calibre; and

(€ the need to ensure individuals’ commitment 1o the continued success of the Group by means ot incentive
schemes,
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Sonrce: Yahoo UK finance
The graph above shows ABE’s TSR performance compared to the FTSE All Share index over the past five years. TSR iy

defined as share price growth plus reinvested dividends. This provides 4 basis for comparison with a relevant equily
index.
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REMUNERATION POLICY FOR NON-EXECUTIVE DIRECTORS

The non-executive directors each receive a fee for their services, which is agreed by the Board after reviewing
comparable organisations and appointments. None of the non-executive directors receive a pension or other benetits
from the Company. nor do they participate in any bonus or incentive schemes or share option schemes.

The non-executive directors do not bave service contracts with the Company. In accordance with the Articles of
Association. each retires from office at the third annual general mecting after the annual geaeral meeting at which he was
last elected. A retiring dircctor is eligible for re-election.

REMUNERATION POLICY FOR THE EXECUTIVE DIRECTORS

The Company has no exceutive directors,

AUDITED INFORMATION

DIRECTORS REMUNERATION

2006 2005

Total Total

£°000 £000

Mr D A H Brown 26 27
Mr 8 J Cockburn 5 5
Mr C Weinberg 5 S
36 37

DIRECTORS REMUNERATION

No current director received any pension entitlements from the Group in respect of the years ended 31 March 2006 and
2005, No director waived emoluments in respect of the years ended 31 March 2006 and 2005,

C Weinberg
On behalf of the Board

C‘) % 27 July 2006
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DIRECTORS AND ADVISERS

DAVID BROWN (53) became a non-executive director on 22 March 2000 and became Chairman on 11 November 2002.
He is managing director of the Sabre Development CGroup, carrying out real estate development and financing focused on
Russia. He has previously been a company secretary and director of two fally listed companics and general counsel on
the Canary Whatf Developruent. He is a non-practising qualified solicitor.

STEPHEN COCKBURN {66} has been a non-executive director since 1979, He is a non-exceutive director of Fiske ple,
managing dirccior of The Investment Company ple and a director of Danae Investment Trust ple, Dartmoor Investment
Trust pic and Geared Opportunities income Trust ple.

COLIN WEINBERG (57) became a non-executive director on 10 November 2003. He is an Associate Broker at Walker,
Crips, Weddle, Beck ple. He has been a member of the London Stock Exchange since 1980 and was adinitied €0
fallowship of the Securities Institute in 1995, He was previously a non-executive director of Peckham Building Society.

SECRETARY & REGISTERED OFFICE BANKERS
Haysmacintyre Company Secretaries Limited The Royal Bank of Scotland plc
Fairfax House 3th Floor
15 Falwood Place Tay House
London 300 Bath Street
WCIV 6AY Glasgow
Registered No. 110663 G2 4RS
Tel No: 020 7969 5500
AUDITORS CORPORATE ADVISERS
Grant Thomton UK LLP Nabarro Wells & Co. Limiied
{ Westruinster Way Kemp House
Oxford 132 - 160 City Road
OX2 6PZ London
EC1V 2DW
REGISTRARS SOLICITORS
Computershare Investor Services plc Heald
Lochside House Asghton House
7 Lochside Avenue 495 Silbury Boulevard
Edinburgh Park Milten Keynes
Edinburgh EH12 9DJ MKS 2AH
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IATED BRITISH ENGINEERING PLC

NOTICE OF MEETING

Notice is hereby given that the ninety-second Annual General Meeting of Associated British Engineering ple will be held
at the offices of Grant Thomton UK LLP. 1 Westminster Way, Oxford, OX2 OPZ oo Thursday 5 October 2006 at
11.30am for the purpose of transacting the following business:

ORDINARY BUSINESS

To receive and adopt the directors’ report and accounts for the year ended 31 March 2006 {Resolution 1}

To re-clect Mr C Weinberg director following his retivement by rotation in accordance with the Company’s
articles of association {Resolution 2).

To re-appoint Grant Thornton UK LLP as auditors of the Company, to hold office until the conclusion of the
next general meeting at which accounts are faid before the Company and that their remuneration be fixed by the
directors {Resolution 3).

In accordance with the Companics Act 1985 s241A(3) 1o approve on an advisory basis the Directors”
Remuneration Report contained in the annual report including the Company’s renuneration policy for directors
and the level of direciors remuneration disclosed therein (Resolution 43,

SPECIAL BUSINESS

As special business. to consider and, if thought fit. pass the following resolution, which will be propesed as a special
resolution of the Company.

5.

That the directors of the Company be and are hereby generally and unconditionally authorised to cxercise all the
powers of the Company to allot equity sccurities (within the meaning of section 94 (2) of the Companies Act
1985} for cash pursuant to authority conferred by Resolution 5 which was set out in the notice of the annuai
general meeting of the company convened for 1 September 1999 and passed al such meeting as i Section 89 (1)
of the Companies Act 1985 did not apply to such allotment, provided that this authority shall:-

(a) expire on the later of 1 December 2007 or the conclusion of the annual general meeting of ihe
Company next following this meeting save that the Company may before such expiry make any offer
or agreement which would or might require equity securities to be allotted after such expiry and the
dircctors of the Company may allot equity securities in pursuance of any such ofter or agreement as if
this authority had not expired: and

{b) be limited to the allotment of equity securities:

{1) in connection with a rights issue in favour of the holders of ordinary shares in the capital of
the Company on the relevant register on a fixed record date in proportion {as nearly us
practicable) to their respective holdings and/or rights subject to such exclusions or other
arrangements as the directors of the Company may deem necessary or expedient in relation to
fractional entitlements or legal or practical problems arising under the laws. or the
requirements of any recognised regulatory body or stock exchange, of any territory: and

(i1} (otherwise than pursuant to (i) above) up to an aggregatc nomynal amount not exceeding
: P p gareg g
£262.684 (Resolution 5).

On behalf of the Board
C Weinberp

Director

Ce A7




ASSOCIATED BRITISH ENGINEERING PLC
NOTICE OF MEETING

Each liclder of ordinary shares entitled to vote on a reselution, on a show of hands has one vote it present in person and
on a poll, if present in person or by proxy. has 200 votes for every ordinary share held by him.

Each holder of 7 per cent cumulative preference shares entitled to vote on a reselution. on a show of hands has one vote
if present in person and on a poll. if present or by proxy, has four votes for every 7 per cent cumulative preference share
held by hin.

Each holder ot 8 per cent cuinulative redeomable preference shares entitled to vote on a resolution, on a show of hands
has one vote if present in person and on a poll, if present or by proxy. kas 50 votes for every 8 per cent cumulative
redeemable preference share beld by hin,

A member entitled to attend and vote is entitted to appoint one or more proxies to attend and vote instead of him; a proxy
need not also be a member. Proxy forms 1o he effective at the meeting must be deposited at the offices of the Company’s
registrars. Computershare Investor Services ple, P.O. Box, 1075, BRISTOL BS99 3ZZ not later than 48 hours before the
time fixed for the meeting. Appointment of a proxy will not preclude a member from attending and voting in person at
the annual general meeting.

The register of directors” sharcholdings and transactions will be available for inspection at the registered office of the
Company from the date hereof uniil the date of the annual general mecting during vsual business hours and at the place
of the annual general meeting for fifteen minutes prior t0 and during the annual general meeting.

Pursuant to regulation 41 of the Uncertificated Securities Regulations 1995, the Company specifies that in order o have
the right to atiend and vote at the meeting (and also for the purpose of calculating how many votes a person entitted to
attend and vote may cast), a person must be entered on the register of holders of the ordinary shares ot the Company by
close of business on Sunday. Changes (o eniries on the register after this time shall be disregarded in determining the
rights of any person to atlend or vote at the meeting.

EXPLANATORY NOTES

Resolution 5: Your directors also require additional authority from shareholders to allot shares or grants rights over
shares where they propose to do so for cash and otherwise than to existing sharcholders pro rata to their holdings. The
authority granted at the last general meeting is duc to expire on | December 2006, Accordingly, Resolution 5 wili be
proposed as a special resolution to grant such authority. Apart from a rights issue, the authority will be limited to the
issue of shares up to an aggregate nominal value of £262,684 (being ten per cent of the issued ordinary share capital at 31
March 2006). If given, this authority will expire on the later of 1 December 2007 or at the conclusion of the annual
general meeting in 2006,



