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Morgan Crucible:
A world of advanced materials

From medicdl insinuments, aerospace, power generation
and satelite communications to body armour, trains and
fire protection systems: Morgan Crucible’s advanced
material technology s a fundamental component of many
of today’s sophishcated products

With the rapid development of iIncreasingly complex
fechnology. our custormers are demanding more from
the matenais they use and are looking for a partner

who can help them to respond fo the pace of change.
Morgan Crucible’s knowledge, skills, design and technical
expertise, built up over 150 years In the business, mean we
can failor our matenals to deliver the specialist capatoility
our custormers require, while taking care of the mpact
our products have on the environment both dunng and
after therr useful ife.

Morgan Crucible’s advanced materials - technically
complex, added value, bespoke solutions — are the future
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We aim to create consisient,
long-term value for our shareholders
by being a world leader in advanced
materials. We target mid-teen
underlying operating profit margins-
in good times and are making good
progress, achieving aimost 11% in
2006 up from 5% just three years ago.
We pursue our goals consistently
across dll paris of the business by:

» Focusing on higher growth, higher
margin and higher value-added
products and markets

» Establishing and maintaining
Ieadin% positions in our farget
marke

» Continuously improving our
operational performance

» Investing in our people

* Defined as operating profit before special items divided by revenue
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2d




The Morgan Crucible Company plc 03

solutions

-

We work side by side with
many custormers to provide
bespoke solutlons that solve
their Individuc! needs

Higher growth, higher margin, higher value-added
products and markets

ACToss our businesses we are investing in fechnological leadership,
rebalancing our mix of products to give greater weight to high value,
fechnically complex components. Our choice of markets is crucial to
success. we are moving away from economicaly cyciical, commoditised
rarkets and focusing our efforts on higher-growth markets such as medical
and defence, and emerging economic growth markets such as Ching,
India and Latin America.

Morgaon Crucible’s pursuit of profitable growth is focused on the longterm,
close relationships we have with our customers who come to us for highly
specialised engineering and superior materials. This often involves working
with customers’ R&D teams early in the development stages, helping them
create efficient fechnical processes and delivering components with the
right technical edge to bring a product successfully to market.
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Innerspace

Leading positions in our target markets

In creating leading market positions for our businesses and products

we are building from a position of strength. Many of Morgan Crucible’s
roducts are dready established as leaders in their markets. As we develop
the higher value-added, higher margin parts of our business and move info
new markets, we aim swiftly 1o achieve leadership positions, then maintain
and grow our lead.
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Our Technical Ceramics
Divislon produces many
medical components such
os ceramic hip jolints spinal
Implants and cochlear
implants We alse produce
severct; vital components
for the aerospace and
space industries

outerspace
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Achieving an optimal
marufacturng foctpnnt

is vital to our operating
performance We have
grown our operahons In Asic
to support our customens as
they migrate fo the region
and fo fake advantage of
fising economic demand
Wa have made significant
progress restructuring our
Western manufacturing
sites In ordier o make them
a5 efficlent as possible
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Improved operational performance

Contfinuously improving our operationd performance o make sure we have
the right economics in the business is fundamental o achieving our target
operating profit margins and delivering value to shareholders. Our aim is

to make high-tech, higher-value products in lower-cost, higher-growth
locations, and we monitor our sites continuously 10 ensure they are delivering
the best value for money. In recent years we have consolidated and
simplified our operations, and increased the proportion of our sifes in
lower-cost locations, mainfaining those in higher-cost locations where it
makes sense 1o do so 1o meet the needs of our customers.
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Chairman’s siatement

| am delighted fo be joining
Morgan Crucible af an exciting
fime for the Company and onifs
150t anniversary. We look
forward with confidence to the
next phase in our history.
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Let me bnefly Introduce both myself and your
new Chief Executive Officer | am currently
Chatrrnan of Travis Periens plc and the Senior
independent Director of Tribal ple, | also chair
the Governors of Oxfard Brookes University |
spent the majority of my management years at
Burmah Castrol plc where | was Chief Executive
from 1998 to 2000

Board changes

There have been some substantial changes 1o
your Board dunng the year, with bath a new
Chairman and a new Chief Executive Officer
Lars Kylberg retired from the Board in December
after a total of ten years at Morgan Crucible
including three as Charman Warren Knowfton
retired as Chief Executive Officer in August 2006
after three and a half successful years furning
the fortunes of your Company around

Morgan Crucible 1s In & very strong financial
postion and has delivered higher refturms to you,
our shareholders, compared fo the FTSE 350
Index since 2003 Much of this Is due to Warren’s
ieadership On behalf of the Board | should ke
to wish both Lars and Warren well in the future

Your new Chief Executive Cfficer is Mark
Robershaw, who succesded Warten on

4 August Mark joined Morgan Crucible in
October 2004 as Chief Financial Officer and
then Chist Operatng Officer, and has made o
vital contnbution to the successful transformation
of the Company | am much looking forward to
working with Mark and the Board 1n building
Morgan Crucible’s future success

Kevin Dangerfield succeeded Mark as

Chief Financiat Officer after five years as Group
Financial Controller His deep knowledge of
the business wil be of considerable benefit to
the Company

Dawid Coker refred as Company Secretary in
December after 18 years with Morgan Crucible
| thank lum on behalf of the Board for his hard
work and we wish him a happy and restful
refrement Paul Boulton, our Group Legal
Counsel, replaced David with effect from

1 January and. on behalf of the Board,

we welcome the great contnbution that

he has made so far

Reporting structure

After the posiive feedback that we receved
when we adopted the framework of the
Operating and Financial Review (OFR) In

our 2005 Report, we have built on that by
providing a comprehensive Business Review
for 2006 Providing transparent information

to shareholders 1s Important to us and our
Business Review provides shareholders, both

large and small, with more information on our
performance, the nsks and opportunities we
face and how we manage the business

Bict approach

In August 2006 we announced that

Morgan Crucible had receved a preliminary
approach which right or might not have led

to an offer for the Company The Board and
ranagement feam are focused on delivenng
value to you, our shareholders, and are fully
aware of therr fiduciary responsibility to entertan
any senous offer In October we announced
that discussions had not led to an offer that was
acceptdble to the Board and that talks had thus
been terminafed The management faam did
not solicit any offer and they, along with your
Board, are confident in the prospects of the
business and ifs strategy for delivenng value fo
you through profitable growth

Dlvidend

A final dvidend of 30 pence per share
(2005 2 5 pence per share) will be
recommended at the farthcoming AGM,
making ¢ total dividend for the year of
45 pence (2005 25 pence)

Our people

The continuing momentum of the progress

of Morgan Crucible 15 down fo its people - our
employees | know that we have many
dedicated and skifled people around the world
who strive for high standards in providing high
value-added, higher margin products On your
behalf | should lke to cangratulate them for their
achievements and o thank them for all ther
hard work and commstment

Morgan Crucible 1 wel placed to contnue
to make excellent progress You may know
that 2006 wos the 150th anniversary of the
Company Not many British companies can
claim the accolade of remaining an
independent business for 150 years

We look forward with confidence o

the next phase m our history

Tim Stevenson
Chairman

s
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Review of our strategy
by the Chief Execulive Officer

The profit improvement plan, which we
embarked upon three years ago, has been
successfully delivered, having achieved
double digit underying operating profit
margins* well ahead of schedule.

The Group’s balance sheet is robust with
lower levels of net debt** leaving us well
placed to invest in growing the business
organically and through selective bolt-on
acquisttions in our core businesses.

* Defined as operatng profit before special fems divided
by revenue

**Defined as Interest bearng loans and borowings and
bank overdrafts kess cash and other cash equivalents
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Throughout 2006 we have made excellent
prograss on our strategic objectives which

Is reflected In our good financal results
Underlying operating profit margins (operating
profit before special ttems, dvided by revenue)
for the conttinuing Group were 10 9% compared
10 @ 1% in 2005 Like-for-lke revenues in
continuing businesses were up 11 2% and
underlying operating profits were 33 0% higher
than n 2005

Highfights of 2006

| am delighted o report that all our Divisions
have delivered improved financial results in 2006

Revenue of the Carbon Division was up

6 9% compared to 2005 at £213 6 million

(2005 £199 ¢ millon), and underlying operating
profit for the Dvision was up 23 4% ot £33 8
millon (2005 £27 4 milion)

The Technical Cerarmics Division had another
strong year Its revenue increased by 12 2%
to £162 5 millon (2005 £144 8 million) and
underlying operating profit ncreased by

39 3% to £17 0 mitlkon (2005 £12 2 million)

The performance of the Insulating Ceramics
Dwvision has also been robust Revenues grew
by 13 8% to €301 7 milkion (2005 £265 1 milion)
and underlying operating profit Increased by
29 8% to £27 ¢ milkon (2005 £21 5 milkon)

The balance sheet for the Group Is very strong
with only a modest £34 1 milkon of net debt
{(defined as interest beanng loans and borowings
and bank overdrafts less cash and other cash
eqguivalents) at the year end Furthermore, | am
pleased to tell you that Morgan Crucible has
elminated the defict in ifs UK penslon fund
durng 2006, thanks in no small part to the one-
off contnbuiion of £40 millon dunng the year As
a result of this, combined with posttive moves In
our scheme assets and abiihes, the UK pension
funds had a surplus of £3 1 million on the IAS 19
Ermployse Benefits accounting basis at the end
of 2006 compared to a deficrt of £66 2 milion at
the end of the previous year

Clearly, one of the mgor events in 2006, was the
approach we received to buy the Company in
August Your Chairman has covered this in hus
statement, however | would like to assure you
ihat our business operations were not distracted
by the takeover approach | would like

to take this opportunity to thank our staff for

the professionalism and commitment they
showed dunng a pernod of uncertainty

There have also been changes In the

Morgan Crucible management team dunng
2006 1 would like to add my personal thanks to
Warren Knowiton who retired as Chief Executive
Officer In August Warren successfully furned
Morgan Crucible around in the three and

a hatf years that he was Chief Executive Officer
and | have inhented a very hedlthy company
as a resutt of his leadership

Looking forward

Morgan Crucible celsbrated its 150th
anniversary in 2006 which, in today's fast-paced
and ever changing world s an achievement
we dre proud of As we look to the future,

we must continue to anficipate the increasingly
sophishcated requirements of our customers
and react to the growing intensity of the
compethive landscape, not least the

low-cost manufacturng power of Chinga,

India and other fast developing economies

Cur strategy 15 fo focus on higher growth, higher
value-added markets and 10 move away from
commoditised, economically cyclical market
segments We am fo be fhe number one

of two player in our chosen market segments

This strategy has dnven organic growth across
ouwr dwisions that has been higher than the GDP
growth in therr markets Our top-ine growth, for
the first ime in recent years, has now overtaken
cost cuthng as the magjor dnver for our profit
growth This 15 the mark of a successful company
Our pncing posttion, which was negatve for
many years, is now strongly postiive - again a
testimony to the strength and quality of our
refocused product offering

Of course, cost control and the constant

dnve for ongoing operaticnal Improvement
throughout the Group remain essential

As part of our successful profit iInprovement
plan we are demonstrating that cost discipline
1s now an Infegral part of our culture

Investing in our people

Our employees are vital to the ongoing
success of Morgan Cruclble We are investing
N the development of our existing people
and will also be searching for high quality staff
to supplement our talent pool Over the past
three yedars our people have been faced

with many challenges in the rebirth of
Morgan Crucible The management team
and I have been delighted with their
commitment and enthusiasm to make
Morgan Crucible a world class manufacturer
of advanced matenals They have dslivered on
many fronts, Improving customer satisfaction,
enhancing our product portfolie and creating
value for you, our shareholders

In my first Chief Executive Officer’s review | am
therefore pleased to report that your Company
15 In robust financial healih, and 1s well placed to
conhnue its positive momentum mto the future

Mark Robertshaw
Chief Executive Officer

X\
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The Group at a glance

Divisions Underlying operating profit margins*

Carbon

Our Carbon Division produces a wide vanety of technological 158%
solutions from carbon, graphite, and siicon carbide These include
carbon brushes for motors, body armour, graphite powder for the 137%
synthetic diamond sector, seals and beanng solutions for the
chermical processing and fiuid pumiping industnes, and a vanety
of components for the aerospace, semicenductor processing and
space exploration industnes

106% 107%

Technical Ceramics

Our Technical Ceramics Division makes an extensive range of iIndustnal
ceramics products for a wide vanety of applications These include
medical implants, power tubes used 1n arrport secunty scanning devices
and aerospace companents Most of our production is bespoke

We offer full technical support and advice to customers thoughout

therr product development cycle 8 4%

10 5%

55%

05

2003 2004 2005 2006

Insulating Ceramics

Our Insulating Ceramics Division designs and manufactures a wide
vanety of heat insulation products and is a word leadsr in Insulation
and refractory technaology, fibre, Insulating firebrncks and crucibles We
provide services to several global markets ncluding heat rmanagement
solutions for steel making. and fire protechion systerns for funnets, fire
doors and duchng Our world leading Superwoo™ range of insulating v 2%
fibre s used In many applications ranging from automotive equipment 75% B1% e

solutions o domestic appliances ..g?;—-"""f

2003 2004 2005 20056

* Defined as operating profit betore special tems. dvided by revenue
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Growth markets

Our conductive carbon
is used widisty in rall
applications

We provide solutions for fluid
handling in chemical and
other processing industries

We manufacture the plates
for pullet proof vests

Qur power tubes are used
In securlty scanning davices

Our braze alloys are

used for engine bulld and
repar and our ceramic
components and
sub-assemiciies are Used
in engine monltoring

and control equiprment

Medical implkants use
our ceramic cocatings

Our keading Supenwool™
range is used In automotive
enginearnng solutions

Qur heat management
sofutlons are crucial for
steel manufacturing

Qur materials are used
in automnotive exhoust
manufacturing s fifer and
heat management systerns
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Business review

Review of operations

Carbon
Overview

Our Carbon Dwvision produces a wide vanety of
technclogical solutions from carbon, graphite,
and slicon carblde  These include carbon
brushes for motors body armour, graphite
powder for the synthetic diamond sector.

seals and bearing solutions for the chemical
processing and fluid pumping INdustries,

and a varnety of components for the aerospace,
semiconductor processing and space
exploration industries

Divislonal structure

With high qualty manufactunng facilities and

a skilied workforce of some 3,700 around the
world, our Carbon Division supports Its global
customers, takes advantage of organic

growth In local markets and utilises low-cost
locations where appropnate The Division hias

39 manufactunng faclities in five continents

In 2006 revenues were £213 6 milion, of which

30 2% was from Europe, 51 2% from the Amencas
and 18 6% from the rest of the world

2006 financial performance

%

2006 2005 increase

Revenue £213 6m £1999m 69
Undertylng eperating profit* €338m £274m 234

Undanying cperating

proft margin 15.8% 137%

Operaiing profit before special fterms.

Financial performance in 2006 represents a
further strong Improvement compared with

pnor years The Division has benefited from good
sales growth in a number of markets and from
the large number of rationalisahon projects

that have had a major mpact on both the
manufactunng and overhead cost bases

Trading in dimost all of the Amencas’ businesses
was strong Our tradtional businesses benefited
frorn the underlying strength of the US economy
Demand for armour products was very strong
throughout the year and significant caprtal
investment has been made to meet demand

There has been improvement in some of our
European markets, but the main focus in Europe
dunng 2006 has been on successfully delivenng
on the mayor ste rationalisation plans

In Asia, our Chinese businesses have had
another year of double digit growth and there
has been further significant investment in both
manufacturing capacity and capability to
ensure that this growth can be mamntained

Products

The Carbon Dvision produces a wide vanety
of products These include

* Carbon brushes and related components
including brush-holders, slip nngs and
terminal blocks for motors in industnal
and traction apphcations

* Rotary transfer systems for the fransmission
of current in rotating equipment

= Bearings and seals for fluid handling
applcations

* Protechve armour for personal and vehicle
protection

* Graphite powder for the synthehc diamond
sector

* High punty graphite parts for use n rughly
demanding environments such as
semiconductor, nuclear and high temperature
furnace applications




Business review Review of operations

The Morgan Crucible Company plc 15

Helping fo
produce
cleaner energy

Carbon Dvision companies
are established suppliers

to the expanding globxal
renewable energy market
Qur carbon brushes and
brush-holdears are used

for wind turting curant
colsction and lightning
protaction
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Business review Review of operations

Markets

The markets served by our Carbon
Division include

Electrical industrial and fraction

We provide electncal cument transfer systems
from carbon brushes through fo collectors and
rotary current transfer products, serving both
original equipment manufacturers and the
aftermarket Whilst this market is stable and
relatively mature, we have been able to take
advantage of the good economic and industnal
growth In the Americas, in areas of specific
product advantage, such as power stafions,
and in areas of local organic growth notably
China We have global operations that match
the locations of our customers including low-cost
manufactunng bases in Mexico, Eastern Europe
and Asia

Fluld handiing

We supply carbon and siicon carbide
components for the seals and bearings which
are crifical to the pumps and compressors
used in many fluld handing industies such

as chemical and food processing The fluid
handling market has remained strong during
the year We are conbinuing to invest In
capability and capacty in low-cost
manufacturing operations where our customers
are focated, such as China and Indic

Protective armour

We produce a range of slicon carbide ceramics
for personal body, vehicle and aircraft armour
systems, working globally with defence minisines
Contnued Western military deployment, a high
level of government spending and a changing
balishc threat means that demand for our

armour products has been strong throughout
2006 We have invested significantty in
manufactunng capacity and in technical
resources to ensure that we are well placed to
serve this growing demand Dunng 2006, we
acgurred Aceram, a Canadian-based business,
in order to complement further our armour
matenal portfolio

Diamond synthesis

We continue to be the leading suppler of
highly engineered graphite powder used

Iin the manufacture of synthetic diamonds
Strong construchon and oil dnling sectors mean
that demand contnues to be robust We have
invested in developing technologles that help
our customers to achieve high yelds and to
improve productivity and product qualiy

Outiook

The Carbon Division continues to enjoy a strong
posttion In its tradiional core markets In addhion
our matetial and process competencies have
allowad us to develop new product ines and
market opporiuntes, providing the Division with
an exciing business pipeline for the future

The rationalisation of our manufactunng footpnrt
will continue In order to ensure that we manage
our cost base and provide the funds for further
investrent in countries that provide both the
highest growth opportunities and lowest cost
cperchons There i dlso a sirong commitment

to support our customers globally through our
wordwlde manufacturing presence

Keep on
moving

Our carbon pantographs

are used on many of the
woild s tram and rall systems
They are a vital component
the pantograph collects the
cument from the overhead
cable to power e tram of
frain We are renownad for
the rellabdity of our products -
many transportation systemns
rely on them Carbon & non-
abrastve has low electrical
resktance and low mechanicat
friction All these advantages
resutt in lower total unning
cests thon attemative collector
materas No wonder many
of the world s fram and

raibway systems use Morgan
Carbon products

We are pleased to say that our robust financial
performance in 2006 has put us on a strong
footing for the future
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Technical Ceramics
Overview

Our Technicatl Ceramics Division makes an
extensive range of industnal ceramics products
for a wide vanety of applications Thase include
medical implants, power tubes used in arrpor
secunty scanning devices and aerospace
components Most of our production 1s bespoke
We offer full techrmical support and advice to
customers thoughout therr product
developrment cycle

Divisional structure

Our Technical Ceramics Pivision operates
worldwide, offenng value-added soluhons
world-class research and development,
innovative design and application enginesnng

The Division has sideen manufactunng sites
across the USA, UK, Netherlands, Germany

and China and employs cpproximatety 2,100
pecple Europe accounted for 44 9% of the 2006
divisional revenue of £162 5 million, 51 4% was
from the Amencas, and 3 7% from the rest of the
world

| &

Cracking
unicue
challenges

15iS Is & word-class neutron
company based in the UK
They commissiongd highly
specialist metalised caramic
components from our
Technical Ceramics Division
as part of a major expansion
project A Senior Client
Project Manager comments
“We have benefited from
the consderable experence
of tha Morgan Technicat
Ceramics team of Rugioy

It s grect to hawve such
world-eading expertise

on our doorstep "

2006 financial performance

2006 2005 increcl:é‘:
Revenues £152.5m £144 8m 122
Underlying operating profit* £170m £122m 393
Underlying operating
profit margin 10 5% 84%

Operating profit betoe speda tams

The Division’s revenue rose 12 2% o £162 5 million
and underlying operating profit rose 39 3%

to €17 0 mililon The Division has expernenced
good underlying trading In the second half of
the year which, combined with a particularly
strong first half, helped the Division achieve

its short-term goal of doubte digit underlying
operating margins The business remains focused
on continued operating profit margin
progression with improvements seen in all
regions in 2006, supported by investment in

new product infroductions

The 2006 revenues were somewhat flattered

by the significant increases that we saw in
precious metal prices which were passed
through In our pricing to customers

Thes represented ¢2 5% year-on-year revenue
growth Although other raw matenal and
energy costs also increased compared o 2005,
these were countered by a combmahon of
operational efficiencies and price Increases
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Busingss review Raview of operations

Stimutating
bone growth

Our Technical Cerornlics
Divisicn has recentty
developed a custom-
designed ceramic feed-
threugh for use in an Infernal
bone growth stimulcrtor

Bone stimulators are used

as a suppiementary form of
tharapy to help enhance the
body s bone healing process
Thay emit low electrical
currents simiflar to those
created noturally by broken
bone helping simukcte
growth and creating
successful fusion
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Globally, the industnal equipment, medical,
aerospace and electronics segments continue
fo show good growth The US markets have
remamned strong and our European business 1S
also seeing strong performance, parhicularly

in laser and power tube products for
communicahions and secunty equipment

In Asia the addhonal capacity recently installed
to meet demand for the thermal processing
market s now fully utilised and we antficipate
further expansion as a resuft

Products

The Divisicn uses matenais science and
applications engineernng to make products
from a wide range of ceramic maternals with
properhies talored for use in a diverse range
of markets These include

= Braze dlloys for aero engine build and reparr

* Ceramic components and sub-assemblies for
engine monifonng and confrol equipment

» Components and sub-assernblies for a broad
range of medical applications, prmanly
implantable devices, prosthetics, and surgical
and diagnostic equipment

* Components and sub-assemblies used in
wafer handiing and processing chambers,
serving both semiconductor processing
equipment manufacturers and wafer
fabneaton plants

Markels

The markets served by our Techiical Ceramics
Division are

Aerospace

We serve the new-buld and aftermarket in both
the commercial and military asrospace sectors,
as a her 2 suppler to the mgjor manufacturers
and a suppher to MRO (maintenance, repair
and overhaul) companties Increased demands
In passenger and cargo traffic are dnving the
commercial market, resutting in growth in new
builds for single-aisle, twin-aisle, large cargo
arrcraft and regional jets

Medical

Long-term durability, biocompatibility and
specific mecharical and electrical properties
rmake ceramic matenals ideal for a range of
medical applicahons An ageing populahon
and a desire to employ non-nvasive surgical
fechnigues have meant that this sector has a
need for ever smalier yet more complex
components

We have an extensive portfolio of matenals
combined with processing tfechniques such as
injection moulding, engineered coatings and
ceramic-metal assemblies that are enabling
medical equipment manufacturers fo address
this opportunity

Sericonductor processing

The majorrty of the components we
manufacture are classified as consumable
spares The dernand for integrated crcuts

In electronic equipment 18 the main drver of
the equipment market, combined with the
infroduction and adoption of new and updated
technology The installed base of equipment
using our products is large and demand

for spare parts continues through market
downturns Overall dermand slowed In 2005
but the market saw recovery in 2006 and
returned to positive growth

Electronics

We supply niche applicaticns within the
electronics market where our products are
differentiated by therr supenor matenal and/or
dimensional charactenstics Markets for
components and sub-assemblies include
telecommunicahons, lasers and optoelectronics
and [T hardware The laser market continues

to grow as devices find new applicahcns and
become smalter and more affordable to users
Applications nclude cosmehc surgery, dentistry,
product marking and spectroscopy A major
dnver of the optoelectronics market 1s the
demand for survaillance equipment in military
and commercial applicahons

Coping with
the pressure

Our Technicol Ceramics
Dhvislon has produced a
plezoalectic transducer

for use as a high-accuracy
cost-effective blood pressure
monitor Electronic sensars
provide greater accuracy
and long-term reliablity

over mechanicat devices
and in addition to use In
convenhonal systerns

they facilitate long-term
monltoring qllowing medical
staff to analyse trends Ina
patient s blood pressure

Within the IT hardware market, demand for data
storage has increased dramatically as more
pecple are using home PCs for music, pictures
and videos, and advances in technology create
ophons for TV recording and playback

Outlook

Cur Technical Cerarnics Division has significarnt
potenhal for further revenue and profit growih
Our strategy 1s to continue fo focus on custormers
and markets that are themselves growing and
are innovatve in ther approach More than 40%
of the Dmision’s revenues are now In the growing
markets of medical, cerospace and specialist
electronics such as arport securty detection
devices We plan o increase our presence in
the rapdly expanding Asian region, helped by
new capacity in Yeng, China We are looking
carefully for bolt-on acquistion opportuniies
that would enhance our offenng in our core
markets, which together with a strong new
business pipeline, leaves the Division welt

placed for the future

The Morgan Cruclble Company plc 19
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Business review Review of operations

Insulating Ceramics
Overview

Qur Insulating Ceramics Division designs and
manufactures a wide vanety of heat msulation
products and 15 @ world leader in insulation and
refractory technology, fibre, insulating firebncks
and cruclbies We provide services to several
gtobal merkets including heat management
solutions for stesl making. and fire protection
systems for funnels, fire doors and ducting

Our world leading Superwool™ range of
insulating fibre 1 used In many applicahons
ranging from automotive equipment selutons
to domestic appliances

Divisional structure

The Insulating Ceramics Division compnses
two businesses Thermal Ceramics and
Motten Metal Systems (formeny Cructbles)
Thermat Ceramics’ revenue for 2006 was

£271 2 rmilhon (2005 £236 7 miflor) and
Motten Metal Systems generated £30 & millon
(2005 £28 4 millon)

The Division employs approxmately 3,500 people
and has 35 manufactunng sites

-l

Durng 2006, the Division has continued to
implement its strategy of geographical
expansion through capital investment and
acquisiions European operahons accounted
for 41 2% of the 2006 dwvisional revenue 36 3%
was from the Amencas, and 22 5% was from
the rest of the world  Profitabilty has followed a
similar profile, although, in general, the European
results have lagged behind, emphasising the
need for our ongeing rationalisation of sites
and functions

20046 financlal performance

20046 2005 increo:e&
Revenue £301 7m £2651m 138
Underlying opercting profit £279m £215m 28
Underlying operating
profit margin ?.2% 81%
Cperating profit bafare speddl items.

Our Insulating Ceramics Division’s revenue rose
13 8% 1o £301 7 million Underlying operating
profit margins were up, desprte a continuation
of raw matenal and energy prce increases
from previous years Underlying operating profit
was up 29 8% to £27 9 millon Energy and raw
matenal pnces have findlly started o reverse,
alihough they will still represent increases on
2006 as mulfi-year contracts expire

Lightweight,

gﬂlle and fuel
cient

Our new FireMcister Maring

Phus blanket produced by our

Thermal Ceramics business

i5 used In the manufacture
of aluminlum fast fermes

The new uliradighhweight

fire Insulation B designed for
welight ssnsitive applications
ond provides typically 20-30%
welight savings compared to
atternciive solutions Reducing
the weight of the ferry means
that the fuel economy s
improved making it mare
energy efficlent and sofety

Is cilso enhanced
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Thermai Ceramics

Large differences remain betwesn the
geographical regions in which we operafe
Western European demand remained generally
flat, the industnal markets have suffered from
competition from Asig, Latin Amernca and
Eastern Europe Howevel we have seen
considerable growth in the Amencas and Asia

Dunng 2006, we expanded cperafions In

the west of India fo take advantage of
developments In the key market of ceramics
In thett region, as well as to strengthen export
capabilities to the Middle East Our new
acquisition In Russia has commenced trading
and has proved successful already  This s 1n
Iine with the Group strategy of moving to
lower-cost production countries and entenng
new geographical markets

In conunction with these geographical
expansions we acguired the US and Polish
fibre businesses from Cookson plc Both of
these operahions have contributed to the
performance of those regions, operating as
iImrediate bolt-ons to our existing busnesses

Molten Metal Systems

Revanues In our Molten Metal Systerns business
rose 7 4% in 2006, partly as a result of more
favourable trading conditions in Asia and In

the Amerncas, whilst Europe rermamned fiat

in the early part of the year, our position in the
growing indian market was strengthened by
the purchase of the minornty sharehoiding of
our partner In Morganite Crucible India Ltd,
folowed by the acquisiion of the Diamond
Crucible Company in Guarat Despite significant
Increases in the cost of energy and some raw
matendls, operatng rmarging were up as a resutt
of the restuctunng measures undertaken in the
latter part of the previous year We deployed
additional sales and management resources

In Asia during the year, in order to explart
continuing market growth In the region

We also advanced plans for the establishment
of o manutactunng faciity in China, which will
commencs production n the early part of 2008

Products

Our Insulating Cerarmics Division has several
major product groups

Thermal Ceramics

* Insulating fibres which include the
Superwool™, Kaowoof™, Cerablanket™,
Pyro-Bloc™ and Firemaster™ brands In 2006
we lounched the higher temperature
Superwool™ &07HT

* Insulating firebnck and castable products
include the JM, K, TIM and Tn-Mor™ brands

Molten Metal Systems
* Foundry crucibles
*+ Energy efficient mefhng and holding furnaces

* Heated molten metal transport ladles and
other foundry consumables used In
metai handiing, punfication, flow controt
and termperature measurernent

Markefs

Our insulating Ceramics Division targets the
folowing key markets

Iron and steel

We supply heat management solutions to steel
rmaking and downstream processes, both direct
to the steel producers and through magjor
contractors In 2006, global steel production s
estimated to have been up 9% on 2005, with
almost all regions very buoyant Further growth
1s expected in 2007

Aluminium

Reducing heat loss and improving heat
containment 1s a major opportuntty for
alurninum producers Our product range
enables furnace design and perfermance to
be iImproved Qur Superwool™ product range
15 used in consumable products to further
enhance energy efficlency performance

Transportation and automotive

We have expanded our presence in fhese
markets with Superwoo™ engineered products
We have developed catalyhic convertor mats,
heat shields and special adhesves in house and
with internamonal partners In Japan, the USA
and Europe

The Mergan Crucible Company plc 21
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The increased use of diesel engines offers
further growth opportunimes Increased activity
In domestc ond interncahional arr trave! has
raised our revenues from consumable products
for the production of aero engine blades and
insulation We also supply crucibles and foundry
consumables fo the automotive sector which is
making Increased use of components cast from
motten aluminium alloys with for example,
increqasing fitment rates of dlloy wheels

Pefro-chemical

This market has shown strong performance in
2006 in the Middie East, India, China and
Eastern Europe, with 2007 expected to continue
thus frend Many of the opportunities are from
our new plants in the region and involve a
project-based approach including design,
supply and supervision

In Amenca and Europe we are also seeing
increased maintenance activity in this sector

Ceramics

This industry 1s currently dominated by European
design and manufactunng companies We are
a major suppilier to these comparies and are
following the relocation of capaclty to China
and India We design and engineer salutions

in Germany and taly and then supply matenals
from any of our manufacturing facllities across
the world according to custorner requirements

Power generation

This market saw increased actwity through
2006 and the expectation for 2007 1s also good
Our Superwool™ business benefits from the
growth of heat recovery steam generation
systemis which use insulahon wools

Precious metal processing

We provide crucibles and other foundry
consumables to the precious matal refiring
reclamation and manufactunng sectors

Good demand for precious metals for use

in the auto-catalyst, electronics, jewsllery

and other areas has seen sfrong pnces for a
number of precious metals, making refining
and reclarmation viable from sources that were
previously uneconomic However, the positive
impact of this has been mitigated by a number
of customers consalidating ther facithes and
closing plants in Europe

In terms of new markets there 15 Ncraasing
inferest in the following areas

Domestic appliances

Manufacturers in this sector are now utilising
Superwoo™ In ovens, microwaves, gas and ol
boller systems and water heating systems

Fire protection

Our matenals are used In vanous applications
including the protection of funnels and the
construction of fite doors and duchng systems

A growing market opportunity in fire protection
for offshore and petro-chemical facilfhes s being
addressed through markehng partnerships to
offer custormers a package of aligned products
In 2006, we launched our new Firemaster Manne
Plus range which offers 20% weight savings to
shipbuilders compared with earier solutions

Oufiook
Thermal Ceramics

The outlook for Thermal Ceramics remains
positive, with demand for heat management
and insulating products increasing due

to the high long-term cost of energy

Continued development has led to the
expansion of the Superwool™ range of fibre
products An example of our expansion of
Superwool™ is engineered filbres for automaotive
applicahons Higher pollution control standards
are drving growth in this area

Molten Metal Systems

The ocutlook for Motten Matal Systems in 2007 15
postive, parhicularly In Asia, where our efforts will
be focused on the establishment and expansion
of low-cost production sites o mest growing
local demand Some rationalisation of our
European manufactunng base s anticipated

as the Asian demand is increasingly satisfied

by our local preduchon capabilities
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processing

With Increasing growth

in the chemical processing
inchistry and the growing
awareness that we all need
to use fusl and energy as
efficientty as possitie our
Thermal Cararnics business
offers Its customers an
attractive cholce of insulation
materials Wa provide thermal
and heat management
sotutions through products
such as our award winning
Superwoo™ and our
Insulcting firatarcks
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Business review (cont.)

Financial review

This Is the second year that we have produced
our results under International Financial
Reporting Standards as adopted by the

EU {adopted IFRS) Al the figures referred

to below are extracted from the financial
staterments on pages 53 to 96 and comply
with adopted FRS

We make reference to underlying operating
profit and underying earnings per share

(EPS) Underlying operating profit s defined

as operating profit before special items

EPS is defined in note 10 on pages 69 and 70
We beleve that underlying performance
indicators provide valuable addhonal
information on underdying trends, and we

use them to measure and monitor performance

Underying operating profit from continuing
operations increcsed significantty by 33 0%
over 2005 to £73 7 milion The underlying
operating profit margin for the continuing
business N 2006 was 10 9% (2005 9 1%)

The table below hughlights the half-yearly
improvement that we have made since 2006
with the second half of 2006 showing an 11 1%
underlying operating profit margin

Continuing Group results

(actual currency rates used)

2006 2005

1st half 2nd hatt  1st haf 2nd half
£m Em £m gm

Revearue 3363 35 3010 3088
Underlying cpserating

Group revenue and undetlying operating profit orofit 87 380 56 208
Underying  Underlying operating

Rovenue operafing profii  profit margin 106% 111% 85% 7%

2006 2005 2006 @ 2005
€m ©n Em  &m

Carbon 2136 199 aza 274
Technical Ceramics 16258 1448 170 122
Irsutating Ceramics oz 2651 279 215
Unallocated costs - - (50) (X))
Continuing businesses  677.8 0098 737 554
Oiscontinued businesses ~ 1359 - 106
Total Group 67786 7457 737 660

We have successfully detlvered our three-year
profit mprovement plan having achieved
double digit underying operating profit margins
chead of target in early 2006 and continued
profit margin enhancement into the second half
of the year

Group revenue was £677 8 milion (2005 £7457
milion} Continuing Group revenue, excluding
acquistions, on a constant currency basis
(using 2006 actual rates), showed an increase
of just over 9% over 2005 Underlying opseiating
profit for the Group was £73 7 million

(2005 ©660 milion)

Restructunng costs in the year were £23 ¢ milion
(2005 £29 7 millen) and costs associated with
the settement of prdor pencd anhi-trust lihgation
were €3 8 millon (2005 £2 3 million)

The net finance charge was £3 4 milkion

(2005 €13 1 miton) Net bank interest and similar
charges were €4 6 milion (2005 £10 0 millon),
an improvement of £5 4 mithon from 2005 as our
cash posttion benefted from the receipts of the
Magnetics disposal in December 20058 Part of
the finance charge under adopted IFRS is the
net 1AS 19 Employee Benefits income which was
£1 2 million (2005 £3 5 milion charge) Far value
movements on interest rate swaps represented
a net mcome of £nil (2005 £0 4 million)

A five-yaar summary of the Group's financicl
resuits 1s set out on pages 95 and 96 of this
report
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Forelgn currency impact

The prncipal exchange rates used In the
transiation of the results of overseas subsidianes
were as follows

Average rate Year-end rate

2006 2005 2006 2005

uss 18440 18195 19447 17597
Eurc 14673 14622 14857 14557

Taxcation

Group taxahon for the year showed a net
charge of £10 6 milion (2005 charge of
£30 2 millon) The effective tax rate before
special fems was 23 0% (2005 25%)

Dividend

The Group Is proposing a final dividend of
3 0 pence per share bunging the total dvidend
for the year to 4 5 pence per share

Eamings per share

Basic earnings per share represented a profit per
share of 12 9 pence (2005 18 1 pence)
Underlying earmings per share was 17 ¢ pence
(2005 13 1 pence), an Increase of 36 6% Details
of these calculations can be found In note 10 on
pages 62 and 70

Key performance indicators
Underlying operating profit margin

We use underlying operating profit margin as
the main key performance ndicator (KPI) for
the Group We have stated that our am s

to achieve mid-teen margins in good hmes
(e when the macro-economic environment
1s strong), and double digrt margins when the
environment 18 more challenging We use this KPI
regularly in our half and ful-year presentations
to the financial community as we belleve that
it ndicates the growing success and strength
of the Company

Total employment costs as a percentage
of sales

Managing our cost base in conunction with
growing our fop line is wital to Morgan Crucible’s
future success Since 2003 our fotal employee
costs, which consist of salanes, plus ali other costs
associated with employrment such as bonuses,
pensions, healthcare etc, have consistently
reduced as a percentage of sales from 39 6%

i 2003 to 31 7% for the second half of 2006

Cur medium-term target 1s to Improve that ratio
to 30%

Et

Economic value added ratio

Economic vaiue added (EVA) compares the
returns made by our Divisions with the notional
costs of Inveshng In them We use this ratio fo
ascertan where to make caprtal mvestments
within the Group The basic caleulation deducts
the cost of caprtal from the net operating profit
affer tax, which 15 the underying operating profit
less a notional tax charge that s based on the
medium-term expectation for statutory tax rates
We expect that the returmns will exceed the cost
of the investment and It 1s one of the measures
that we take info account when we are
evdluating competing investments

Balance sheet

At the year end total equity was £203 1 mulion
(2005 £1957 millon) With closing net delbbt of
£34 1 milion (2005 net cash of £50 5 milion),
gearing at the year end was 16 8% (2005 nily

Non-current assets were £333 8 milion (2005
€315 7 millon) and ftotal assets decreased from
£694 4 millon in 2005 to £652 1T milion of the
end of 2006

The net assets of the Group Increased by

£7 4 milion from £195 7 midhon to £203 1 millon
due manly to a retained proftt for the penod
of £39 7 milion

Cash flow

Net cash flow from operating activities,

before a one-off payment of £40 0 million

into the UK pension scheme, was €18 1 millon
(2005 €48 5 million) Trhis performance included
a £22 9 milion mcrease In working caprtal

(2005 Increase of £6 2 milhon) and was
achieved after £34 3 milon (2005 £30 8 milton)
of cash costs In the year from restructunng
projects and costs associated with prior penod
ihgation The Group saw a £58 7 millon negative
free cash flow for 2006 (2005 positive £12 7
milion) Dunng 2006, the Group purchased

£18 9 milon (2005 £3 5 millilon) of shares in
connection with the vanous share incentive
schemes In addhon, net cash outflow In
connechon with the share buy back programme
announced in December 2006 was £0 5 million
Subsequent to the year end a further £ 7 milion
of shares were purchased up fo 20 February
2007 At the year end, the Group had net
borowmngs of £34 1 rillion (2005 net cash of
€80 & million) The cash flow on page 26
highlights the main cash movements in 2006
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2006 2005
£m em

Net cash from operating activities
before UK pension paymant 181 485
UK pensicn payment (40 0) -
Net cash fiow from operahing activities 219 a8 5
Interest received 35 23

Net capltal expenditure (329) (381
(74) -

Dividerds

Free cash fiow 5a7) 127
Cash flows from other investing activities (109 19038
Cash flows from financing activihes (192) (8
Exchange rmovernent 42 a3
Opening (net debt) 505 (479
Closing net cash/{net debh) (341) 515

Treasury policy

Group Treasury acts as a service to Morgan
Crucible’s business, not as a profit centre

It operates under policies approved by the
Board Group Treasury seeks to reduce financial
risk and to ensure that the Group has sufficient
quidity avanlable o meet all foreseeable needs
it 1s responsible for all of the Group’s funding
regquirements, cash management and other
freasury business Group Treasury makes imited
use of denvative iInstruments to hedge forelgn
currencies and interest rates, speculative
fransachons are not permited

Group Treasury prepares a formal report

on Treasury activities for the Board af least
brannually and reports to the Chief Financial
Officer monthly

Foreign exchange risks

Subsidianes are encouraged to manage all
matenal fransactional foreign cutrency
exposures using forward contracts Any terms
of a more complex nature require approval by
Group Treasury Currency transiahion nsks are
controlled centrally The Group’s polcy 1s to
manage the translation exposure of overseas
net assetfs by seekng fo match the currency of
borrowings with the currency in which the net
cssets are denominated The objectives are

to maintan a low cost of borrowing whilst
rmantaining a bakanced portfolio of net assets
by cumrency

Bomrowing facilities and liquidity

All of the Group's bormowing facities are
arranged by Group Treasury and the funds
raised are then lent fo operating subsidianes on
an arm'sdength basis In a few cases operating
subsicianes have external borrowings but these
are supervised and controlled centrally

In 2006 the Group cancelled US$70 million of the
US5350 millon bank syndication following the
disposal of the Magnetics Dvision The revised
facity of US$280 milicn matures in February 2010

Capital investment

The Group has well-established formal
procedures for the approval of investment n
new businesses and of capital expenditure to
ensure gpproprate senior management review
and sign-off

Interest rate risk

The Group adcpts a policy of ensunng that
between 30% and 70% of its exposure fo
changes in interest rates on bomowings 15 on
a fixed rate basis

Tax planning risk

The Group's reported affer tax income 15
calculated based on the refevant tax legisiation
in each of the junsdicticns that it operates In
Changes in tax legislation (including tax rates)
could materially affect the Group’s after tax
income The Group undertakes tax planning
inttiatives where appropnate The outcome of
such planning cannot be assured and could
matenaly nfluence the effective tax rate

Accounting policies

We have adopted International Financial
Reporting Standards as adopted by the EU
(cdopted IFRS) n 2006 All accounting policies
shown on pages 57 to 62 are compliant with
adopted IFRS

Penslons

The Group operates a humber of pension
schemes throughout the world, the majority of
which are of a funded defined benefit type
The iargest of these are located in the UK and
the US with others in Europe Net employes
benefit iabilties totaling £42 7 millon are
ncluded in the financial statements at the end
of the year, a decrease of €81 5 milion
compared with the previous year The main
movements are in the UK pension schemes
which show a surplus of €3 1 milion on an |AS 19
basis, an improvement of £62 3 millkon In the
pencd The two main one-off changes for the
UK are a £40 0 millon cash imjechon and a

£11 0 mithon curtadment fo the deficit due to
the changes mplemented in the schemes

Golng concern

In accordance with the recommendations of
the Combined Code, the Directors have duly
considered the budgets, forecasts, cash flows
and the outiook from the operating companies
and consider that the Company and the

Group have adequate financial resources

to conhinue In operational existence for the
foreseeable future For this reason, they conbinue
to adopt the going concemn basis In prepanng
these accounts
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Risk management

We have continued fo operate a consistent
and systemahc risk managerment process
which follows the revised Turnbull guidance

We seek to ensure that

a} all signficant risks to Morgan Crucible have
been Identified and pnontised,

b) systems of control are In place to manage
the nsks and

¢) the effectiveness of these controls has been
measured and monitored

The Board revisws a formal risk report which
covers the following issues

D significant nsks to the Group which have
been reviewed by the Executive Committes,

in the adequacy of the nsk management
process,

i) assurances that intemal controls are in place
to manage the nsks, and

) confirmaton that the process
Is ongoing

We have operdtions in 31 countnes worldwide
and we compete in numerous product and
service markets We face vanous nsk factors,
both internal and external, which could have o
matenal impact on long-term performance

External nsk factors Include

* global poliical and economic conditions,
+ technology changes,

» foreign exchange movements,

+ raw matenals and energy and

+ legislahon and regulahon

Internal nsk factors Include

« reputation,

s pensions,

= competition,

* Insurance,

* environmental health and safety,
= lthgation,

= controls failure, and

* business conhnurty

As described above. we seek to manage
and mrhigate nsk and use msurance where
this 15 cost effectve Our nsk management
processes also help to idenhfy business and
performance opportunities

External tisk factors
Global political and economic conditions

Our worldwide operations include actvies in
a number of developing countnes Whilst these
regions offer growth opportunmes, business
activities in these areas expose us to economic,
poltical and business risks The Group 15 subject
to varying legal and regulatory regimes in
these areas, including those covenng taxahon,
environmental and other matiers Political nsks
include the impaoston of trade bamers,
expropration of assets, changes in regulations
wage controls and restrictions on the export

of cumrency and the volatity of prices, taxes
and currencies

The diverse nature of our products and services
and the customers and markets served help to
mihgate the Impact of any mdmdual exposure
to economic condifions Howeaver, some 36%

of our revenues are to customers in the USA and
thus we are particulary affected by economic
condrtions in that region
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Technology changes

We develop and launch new technologies and
products Such development projects carry
business nsks, ncluding reputational nsk, abortive
expendifure and potential customer claims
which may have a matenal impact on the
Group Export conirol regulahons rmay bmit our
ability fo transfer or share technology between
our sites In different countres

Forelgn exchange movements

We operate on a global basis, with a significant
proportion of our profits earned outside of the
UK We have significant investments around the
world, with the greatest proportion being in the
USA As such we are subject to translation nsk
due to exchange rate movements betweean
world currencies which could adversely or
postively affect the Group’s results The Group
has entered into ceriain hedging arrangements
fo help miigate the iImpact of currency
fluctuations and the Group’s relevant treasury
policies are summarsed in the Financial review
on page 26

Raw matertals and energy

Qur products use a range of raw matenals
ond our operations require signficant amounts
of energy Volahity and increases In pnces

or scarcity of supply could have a matenal
Impact on our business Our raw matencls are
sourced on the world market and i general
we have access to muthiple sources of supply
Where specific matenal properties require
particular sources of raw materials to be used,
the Group has processes in hand to bridge any
short-term interuphion of supply and where
possible has identified alternative sources

of supply
Legislation and regulation

We are subject to varying laws and regulations
around the world Changes in these could affect
the Group's business Following the events now
referred to as 9/11, vanous govemments, notably
the USA, have significantly ncreased their export
control regulations Considerable effort has been
expended in the USA and Europe to ensure that
wea are in complance with these regulations

Internal risk factors
Reputation

Our reputation with all stakeholders is
fundamental fo the success of the Group
Failure to mest expectations in terms of the
products and services we provide, the way that
we do business or in our financial performance,
could have a mafenal effect on the Group

These nsks are mihgated through

= our focus on qualty, with over 90% of our
production capacity now accredited fo
ISO 9001,

= our corporate responsibility programme,
including our Statement of Core Values,

= our Ethics Policy and Internal Compliance
Reporming Helpline and

+ our systems of internal control and nsk
management

Pensions

We operate a number of defined benefit
pension plans with the largest of these being
in the UK and the USA

The pension plans are exposed to the nsk

of changes In interest rates, the value and
performance of nvestments, Inflation and the
Increasing longevity of members As stated

at the time of the disposal of the Magnehcs
Division, the Group has now made a further
contrbuhon to the UK schemes which currentiy
now show a small surplus We will continue o
keep funding levels under review

The Group’s main US defined benefit pension
scheme is overseen by The Penslon Benefit
Guaranty Corporation which has powers to
apply to court to terminate the scheme if it
does not meet certain minimum sotvency tests
Were there ever to be a termination, the Group
would be required to meset the full cost of the
under-funded labilities under the US scheme

Competition

Gven that we operate in highly competitive
markets, signficant product innovations,
technical advances or increased price
compettion could all affect the Group

In order to help ensure we remain competive,
we work fo minimise our cost base and invest
In research and development

Insurance

Certan nsks are transferred to insurers

Specialist third-party audits and interncal
Inspections, coupled with follow-up of any
corrective actions, help fo ensure that major
insurable nsks are adequately managed

The growth in our aviahion and medical products
businesses has meant that this continues to be
an area of parficular focus to ensure that our
products are consistently of the highest qualrty
and that contractual arangements are clear

Environmental/health and safety

Qur operations iInvolve the normal
environmental and health and safety nsks
associated with any manufactunng operation
such as spillage, noise, air and sotl pelfuhon and
so forth
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Our businesses are subject to numerous laws and
regulations relating to health, safety and the
environment around the world Although we
believe that our operations are In compliance
with current regulation, violations of such laws
and regulations can lead to fines and penalhes

Specialst third-party and internal auditors make
regular site visits o ensure compliance with
tocal regulchons An Erwaronrnental, Health
and Safety Goed Management Practices
Manual has been issued to sites worldwide
Environmental, Health and Safety Managers
within each Division are tasked with ensunng
that the practices cutined In the Manual

are smbeadded in the manufacturing sites

Litigation

From hme to ime and In the normal course

of business, we are subject to certan Imgaton,
in particular in the USA Provision for the
expected costs and latbilhes are set out In
note 22 fo the accounts If the habilihies ansing
were significantly to exceed the amounts
provided for, our financial position could be
adversaly affected

Confrols fallure

We operate internal controls as described inthe
corporate governance report on pages 40 to 44
With operahons In 31 different countnes
wondwide there has been & need to pay
parhicuiar attention to the audiing of internal
controls in some of the smaller sites which, given
therr size, tend to have less segregation of duties
As we continue to expand our manufactunng
footpnnt In lower-cost areas there is an Increasing
proportion of Group revenues and profits coming
from countnes that have different cuttural and
business practice standards from our fradional
locations Our nsk-based internal audit
programme addresses this stuchion and develops
nsk management strategies

Business continulty

Business continuity plans are erther fully
developed or In the course of development
at all our sites These plans describe how a

siie should respond to vanous risks and how
continuly of supply to our customers would be
maintaned In some cases there are possibiliies
of short-term supply from an alfernative site
The measures descnbed, coupled with
appropnate Insurance, help mitigate the
effects of business interruption A full review

of thase plans will be made dunng 2007

Acfions

Dunng 2006 our internal audit funchon has
continued to use externdl professional auditors
to supplement infermnal resources In areas of the
Group’s operations where language, culfure
and location have made this a sensible option
Risk-based mternal audits have focused on
ensunng that infernal control systems are
funchoning correctly and are adequate for the
risks In the business Such audits are therefore
not imited to financial matters but also cover
operational and regulatory compliance matters
The Director of Operational Risk has worked with
the Dmisional Chief Executives and Divisional
Controllers to identify and implerment best
practice across all our sites The concepts of

nsk assessment and nsk management confinue
to be embedded throughout our vanous
activities, and managers at all ievels of the
organisahon are becoming more adept at
using these approaches

The Comporate Ethucs Policy which was agreed
by the Board at the end of 2005 15 avalable to
every Morgan Cructble employee wordwide
This lays o founcahon for the determination of
appropnate conduct globalty Our internal
controls are designed not only to profect

the Company’s assets but also fo ensure
compliance with our Ethics Policy In order to
assist with this, we have set up a Compliance
Helpline to enable any employee to seek
advice or 1o report non-compliance The Ethics
Policy and Compliance Helpline were featured
in the |atest edition of the Company’s

nternal magazine, 360, which s published

in eight fanguages and distributed to all
employees worldwide

During 2006 a Risk Management Cormmittee was
formed compnsing of the Chief Financial Officer,
the Director of Operational Risk and the
Company Secretary This committee reviews the
full range of nsks faced by Morgan Crucible as a
Group, ensures that there are adequate systems
N place and evaluctes thelr effechveness
Where necessary, the Risk Management
Commrttee will inthiate achon to improve the
systerns and ensure compliance

We believe that progression from compliance
to integrated nsk management, through
mproved internal controls, is an essenhial step
In the continuous iImMprovement of our business
processes for the benefit of all stakeholders

The Morgan Crucible Compony plc 29
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Business review

Business review (cont.)

Corporate responsibility

Corporate responsibility is iIntegral to the way we
do business and is vital to the continued success
of our Company

We report on

= ethics and ethical frading

* human resources,

= environmental, health and safety,
« communty, and

= suppliers and custormers

Many of Morgan Crucible’s products are
designed to improve the environmental

and heatth and safety performance of our
customers” operations and products We have
not sought to quantify this benefit, but we
confinue to see the development of new and
improved products as a key contribuhion fo the
sustanabillity of our own business and that of
our customers

Management

The Board Is accountable for corporate
responsibiity policies and processes As

Chief Executive Officer Mark Robertshaw

is the executive In charge of all corporate
responsiblity matters He s supported by senior
management ncluding the Chief Fnancial
Officer, the Director of Operational fask and
the Drirector of Human Resources of the Carbon
Division The Chief Executive of each Dmsion
has operational responsibility for implementing
our policy

Reporiing and verification

Ths report follows the guidelines issued by

the Associcahion of British tnsurers (ABl) and

15 supplemented by our socidl ethical,
environmental, health and safety policies and
our 2006 EHS Report which will be published
on the Company’s website iIn Aprl 2007

As part of our work to promote and retain
our reputation for managing cur business In

a responsible way and for contributing o the
societies n which we operate, a number of
inihatives are underway to Improve corporate
responsiblity parformance and reporting
Examples are included below with further
detail to be published i our 2006 EHS Report

LS

We hove been a member of the FISE4Good
Index since 2005

All Morgan Crucible businesses are regularty
reviewed under the Group’s Compliance Audit
Programme and those sites and businesses
certified to 15O 9001, ISO 14001, OHSAS 18001
and other standards have regular external
audits The Board has consicdered the potential
for further external verification of the Group's
cormporate responsibility perfermance and In
2006 has limited this to external professional
advice on specific heatth and safety and
environmental matters

Core values

Our approdch to corporate responsibliity is
encapsulated in our Core Values Statement
which provides the framewaork for our policies,
programmes and procedures as we sitrive

for continuous IMprovement In our socidl,
environmental and ethical performance

Qur Core Values Statement, available on

our website, applies o ali our businesses and
employees wordwide

Ethics and ethical trading
Pollcy

Our Ethics Policy, which is translated into local
languages for our sites worldwide, supplements
our Core Values Statement and provides
employees with prachcal guidance for their
everyday activiies The policy cross-refers

to our other policies and covers

= erwvironmantal, health and safety,

* equdl opportunities and UN guidance on
human nghts,

* busness behaviour, Including dealing with
conflicts of interest. bnbery and comuphon,

= dealngs with customers and suppliers,
including anh-competitive behaviour,

* complance with laws and regulahions,
including export controls,

= integnity in financial reporfing, and

* communication and complance,

including employee reporting without fear
of retribution through our Compliance Helpline
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Management

Qur Compliance Helpline enables employees
who are aware of or suspect misconduct, lllegal
achvities, abuse of Company assets or violations
of our Ethics Policy to report these confidentially
without fear of retnbuhon should they feel they
cannot use a local channel During the yvear, the
avalability of the Helpline was promoted to
employees globally, in particutar through
coverage in the global employee magazine
(see page 32)

Cur global anti-competitive bshaviour
compliance programme 1$ ongoing with
appropnate employees across the Group
contnuing fo receve traning This 1s followed
up with annual ndependent audds, with the
auditor attending the meetings of the Board
and the Executive Committee at which the
audtt report Is discussed

Human resources

Our continued success relies on the capabiites,
vision and commitment of our employees

Our employment policies and practices are
designed to attract, retain and engage
employees and provide the working
environment needed to deliver the high
expectations of our business and customers

We actively encourage all our employees to
achieve therr full potenhial and our leadership
n technology is underpinned by our INnvestment
In training and developing our people

Qur Long-Term Incentive and Share Cpthion Plans
and our employee communications all help to
inform, involve and motivate our pecple

Policy

We endorse the UN guidance on human rights
and mirtmum working age to ensure freedom
of association, equal opporturity and diversity
amongst employees, regardless of gender, race,
religion, culture, creed, age or disability and
any other status protected by low We would
endeavour to provide training and continued
employment of employees who become
disabled whilst In our employment

As s set out in our Core Values Statement and
In our Ethics Policy, every employes is entitied
to far treatrment, courtesy and raspect

We will not tolerate sexual, racial or any

other form of harassment

Management

We have one set of human resources standards
that are implemented through our cperating
Divisions, with appropriate support from Group
and regional resources This approach helps to
snsure our people policies and practices are
aligned with the needs of our business and

our custorners

Policy implementation, along with the
identficahion and benchmarking of best
practice, are faciltated by the Group-wide
General Managers' forum and regional Human
Resources counclls In Europe, the Amerlcas
and Asia

The Drrector of Human Resources of the Carbon
Drvision also has responsibility for Group Human
Resources 1ssues and, as such, reports to

the Chief Executive Officer In this capacity

Risks relahng to Human Resources are covered
by the Group's nsk management process

Loyal service

Mr Willkam (B) Byrd recelves

loyal service award from Mark

Robertshaw Chief Executive

Officer Mr Byrd completed |
&0 years of service at our

Augusta USA plant and

continues 1o work wift us

as an Export Trarsportation

Speciolst
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Reporting

Dunng the coming year we plan to update
our processes for gathenng and benchmarking
hurman resources data and key performance
indicators so as to help identify areas of best
practice and opportunihes for improvement

Training and development

We continue to invest in our employees and
to encourgge them to participate in thelr
development to achieve ther full potential
This 1s key to acheving our business goals and
we work to develop our people at all levels
and on a global basis

We identfy training and development needs
through our performance appraisal system that
has been adopted by all Divisions This system
also furthers talent ientification and succession
planning

Group-wide fraining courses Include
international market development, project
management and negohating skills

Where appropnate we run regiondl frainng
programmes, for example in China These are
avalabls for all Divisions and includes leadership
skills and sales

The regional program mes support divisional
training that 1s aligned to the strategic needs

of each business For example, over the

past three years some 100 high potenhial
employees have parhcipated in the Thermal
Ceramics global management development
programme This Included exposure to the latest
management thinking, teaching them to apply
this thinking across the diverse cultures in which
we do business In the Carbon Division there
has been an intensive focus on developing
middle management and commercial skills
whilst Technical Ceramics has focused on the
development of techmical and process skills

Employee engagement

Communication channels

We communicate through o vaiiety of channels,
Including regular global newsletters, the twice
vearly 360 magazine which contains dvisional,
ste and community news, and Morgan Update
which keeps employees informed of Group
developments including our annual and intenm
results and the resulls of our annual employee
survey These newsletters are avaiable in eight
languages and are supplemented by team
brnefings and presentations

The European Employee Forum, established in
1996, continues to be a powerful ftwo-way forum
for cornmunication and in 2006 was expanded
to include our busnesses In the new member
states of the EU

As discussed above, our Compliance Helpline
enables employees fo seek gukdance of ralse
concerns on a confidential basis This Helpline
supplements local procedures

Employee surveys

Following our first Group-wide ermployee
survey in 2003, we identfied a number of areas
for mprovement These included improving
overall communications with employees,
helping employees develop o better
understanding of Group strategy and direction
and conhnuing to progress health, safety and
environmentadl performance

The results of the subsequent surveys enabled
us to track progress and o tune our employee
engagement activiies The survey planned
for 2006 was defered until 2007 duse fo the
demands of the bid approach in 2006

We plan to publish a surmmary of the results on
our website as well as providing feedback fo
our Divisions, sites and employees We will dlso
communicate results fo sharsholders in next
year’s Annual Report
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Environmental, health and safety

We are committed to minimising the impact of
our operations, products and senvices on the
environment and to enhancing the sustanabilty
of our business As many of our operations
include high-temperature processes, minimisng
energy use and climate change related
emissions 1s a key focus We are alsc committed
to ensunng that the working environment 1s
safe and that alt indmiduals take respensibility
for achieving this Enwvironmental, health and
safety (EHS) performance improvements

are a fundamental part of the way we
conduct business

This commitrment s reinforced in our Core Values
Statement which requires us to measure,
appraise and report our EHS performance

Eurther detaiis of our EHS performance and
programmes will be included in our 2006 EHS
Report 10 be published on our website in Apni
2007 The Report will also include case studies to
help highlight our approach to enhancing the
sustainability of our business

EHS policy

Tha key features of the Group’s EHS policy,
ars to

= comply with EHS legsiation, reguiations and
other applicable requirements,

= minimise the environmental impact of histonc,
current and future operafions

« conduct operations in such a manner as to
avoid unacceptable rsk to human health
and safety,

= supply products that wl not present
undcceptable nsk to human health and
safety when used In compliance writh
product safety communications and
common safety prachces,

» establish measurement tools for and
continuously monitor EHS performance, and

= set objectives for the continuous mprovement
of EHS performance

EHS management and organisation

The management of EHS performance is aligned
with the operafion of our day-to-day business
As noted dbove, the Chief Executive Officer
has overall accountability for corporate
responsibility, Including EHS policy and
performance He 1s supported by Ben Bolfon,
Director of Operationat Risk who 1s a member of
the Risk Management Committee Operational
responsibility s delegoted to the Chief Executive
of each Division and to the manager of each
operahon Subsequent to the year end, the
Chief Financial Officer took over specific
responsibility for EHS policy and performance
This structure 18 supplemented by EHS
professiondls within each business In practice,
all of Morgan Crucible’s employees are
responsible for ensurng that our EHS policies are
mplemented and for identifying addtional
areas and opportunities for further developrment

Environmental, health and safety risks are
covered by the Group’s nsk management
systems EHS performance and programmes are
reported and reviewed regulary on a site by site,
regional, Dnvisional and Group-wide basis

Environmental management systems are in
place at 57 magjor sttes, representing some 77%
of producton capacity This includes 23 sites
which are cerfified to ISO 14001 In 2007 and
2008 we plan to acheve further cerhfications
in the USA, Australia, Japan, Ching, France
and South Afnca, in addition to the roling
programme of re-certificahions Systems are I
place for managing health and safety across
all our mayor operations, with a number of sites
cerhified or working to OHSAS 18001 where this
1s appropnate Cur Carbon Division facility in
Turkey achieved certification to OHSAS 18001
dunng the year

Our EHS management processes also include
the EHS Compliance Audit Programme

This programme provides assurance and helps
ensure compliance with local regulations, and
good management prachice Twenty four sites
were audited dunng the year. using external
audrtors in Europe and Asia and internal
resources in North Amenca These audits, and
the associated corrective action plans, help
ensure that site level environmental and heatth
and safety assessments are undertaken on a
consistent basis at the Group's facilmhes world-
wide This programme s supplemented by the
Group's EHS Good Management Prachce
rmanual which 1s 1ssued to all sites
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Hedalth and safely performance

We rmonitor accident statisfics across the
Group As aresult of proactive preventafive
programmes and traning, performance over
the past year has improved with a reduchon
In lost working time and m major and minor
incidents per 100,000 hours worked

2006 2005
% lost working time 007% 009%
Major* Incidents per 100,000 hours ofn 062
Minor* incidents per 100 000 hours Q19 02

Mayor = work related inurles resuiting In fouwr or more doys lost ime
Mnar = work related imprlas resting i one fwoe of three days lost tma

Environmental performance

Many of our operations involve high
temperature processes Energy use and the
emisstons associated with chimate change are
a key area of focus for the Group Over the
past year, key environmental performance
indicators show a reducton in CO, emissions
due to energy use when indexed o revenue
This includes the effect of doubling our use of
electncity from specific renewable sources to
2 7% of all electncity consumed

2606 2005
Tonnes CO;* per 8m revenue™ 504 648
Tonnes waste per 8m revenue*” 89 6
% total waste recycled 3% 0%
m* water used per &m revenue** 3,896 J 668
( GG, equivaient rorn ofk energy SOWces, INCAKIING COoUNITY Speciic etecmcity - 2006

restated accordingly)
( *inciudas INter-company 1evenua)

In 2006 our waste management programmes
resulfed in a reduchon in the amount of waste
generated per unit of revenue, whilst increasing
awareness of recycling opportunities saw an
increase in the proporhon of our total waste that
15 recycled Due to increased and improved
measurernent and reporting, apparent water
use per unt of revenue iIncreased dunng the
year This was also due to a leak at one of our
US sites, which has now been rectified

Targets

Over the past year, we have worked to

updcite our Key Performance Indicators (KPH
and data collection processes As will be further
dstaled in our 2006 EHS Report, to be published
i April 2007, we have set new Group-evel
targets which build on the progress fo date

We will further upgrade our KPI processes

and integrate these into cur managemenit
Information systems In addihion to Group
targets, cur businesses sef fargets and undertake
inthatives appropnate to their specific
opportunites for improvement

Community

We engage with local communhes i relation
to matters of mutual interest and concern

At alocal level, where we often have
long-established reots and are frequently a
maor employer, this helps to foster
understanding and improves our credibility In
addrion, we engage with local and nahonal
governments and agencies, both directiy or
through professional bodies Such engagerment
15 In part covered by our Ethics Policy which
prohibits donafions to

poltical partes or causes

In addition te the hme gven to community
projects and for chartable purposes by our
employees around the world, in 2006 Morgan
Crucible also made charitable donations of
£1456,240 (2005 £171,057)

Group activities

Dunng 2006, we conhnued fo support and fund
the Jjoint Barnardo’s/Cutward Bound inthiative
which provides opportunities for young people
to develop Iife skills at centres in the UK

We also supported a number of charitable

and community Inhatives, including medical
research, the care of physically or mentally
handicapped people and the education

and development of young people

Employee activities

Qur staff support a vanety of local and national
Intiatives and projects, helping fo raise funds
and giving ther ime Examples include

Asicr
+ an employee at Carbon Korea who
assists in a facllity for disabled teenagers,

= employees at Thermal Ceramics m India
who donate blood, give books to the local
library with one employee sponsonng the
educahion, food, shetter and clothing of an
underprivieged child
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Amerncas

= Our Advanced Ceramics plant in New Bedford,
Massachusetts, USA, has a tradion of strong
community involvement with a roling
programmme through the year Inthatives
include support for the United Way and the
Day of Canng, faciitating payroll gving, raising
funds for the Amencan Cancer Soctety and
the Amencan Heart Foundation, supporting a
local softball tournament and conducting a
yearly "Blood Drive” when the local hospital
brings a mobite blood donation unit to the site
and employees donate blood throughout
the day

* Our Thermal Ceramics plont in Augusta,
Georgia, USA s also a sponsor of the Unifed
Way and of the Juvenie Diabetes Research
Foundation

* An employee based in Augusta with expertise
IN emergency response planning helps with
the Community Emergency Response Team
which framns pecple to be better prepared to
respond to emergency situations in ther
neighbourhoods

Europe

* In the UK employees from Carbon and
Technical Ceramics participated In the 2006
London Marathon, raising money for Cancer
Research UK and the Muthple Sclerosis
Resource Centre

« The sports and social committee at the
Ruabon site in North East Wales involved local
children in a competthion to design a Christmas
card The winning design was prnted and sold
to rase money for schools and local charties

Suppliers and customers

Qur custorner service strategy s to respond
quickly to changing custorner demand, to
identfy ermerging needs and continuously to
improve product availability, quality and value
Accordingly we seek to stay ciose to customers,
bultding long-term relationships Our continuous
improvement programmes support our am
that our products should mest or exceed
customer requirements Over 90% of the
Group’s manufactunng capacity s accredited
to 130 9001

We am to work with our suppliers and partners
in mutually beneficial ways, and. so far as s
praticable, expect that our cusiomers and
suppliers, business partners and confractors
throughout the supply chain, act in accordance
with our policles and values

Cautionary statement

This Business review has been prepared for
and only for the members of the Company
as a body and no cther persons Its sote
purpose 15 to assist shareholders fo assess the
Company’s sirategies and the potential for
those strategies to succeed The Company,
its Directors, employees agents or advisers
do not accept or assume responsibility for
any other purpose or to any other person o
whom this document 1s shown or Info whose
hands # may come and any such responsibility
or lability 1s expressly disclainmed

Thes Business review contains forward-looking
statements that are subject to nsk factors
associated with, amongst other things, the
economic and business crrcumstances in the
counines, sectors and markets in which the
Group operates These and other factors
could adversely affect the outcorme and
financial effects of the plans and events
described Forward-loocking statements by their
nature involve a number of nsks, uncertainties
and assumptions because they relate to
events and/or depend on crrcumstances
that may or may not occur in the future and
could cause actual results and outcomes to
differ matenally from those expressed in or
mplied by the forward-ooking statements

it s belleved that the expectations reflected
in these statements are reasonable but

they may be affected by a wide range

of such vanables

No assurances can be given that the forward-
looking staternents in this Business review wil
be reclised The forward-looking staterments
reflect the knowledge and information
avalable at the date of preparation and will
not be updated dunng the year but wilt be
considered n the Busness review for next year
This Business review has not been audited or

otherwise Independently verfied
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Executive Directors

01 Mark Robertshaw$§

Chiet Executive Officer

Mark was appointed as Chief Executive Officer in
August 2006 Previous o this he was Chief Operating
Officer from February 2006 and Chief Financial Officer
from October 2004 Befare joining Morgan Crucible he
was Chief Financial Officer of Gartmore Investment
Managerment Pic from 2000 to 2004 Mark s also a
nor-executive Director of Rathbones Brothers plc

He previously worked for the NatWest Group and alse
spent nine years as @ management consuttant with
Marakon Assoclates

02 Kevin Dangerfield

Chiel Financial Officer

Kevin was appointed to his cument posttion as
Chief Financial Officer on 4 August 2006 having
joined Morgan Crucible in July 2000 as Deputy
Group Financial Controller,and then was
subsequently promoted to Group financlal Controller
Before jolning Morgan Crucible he worked for
London internatonal Group ple and Virgin Retall
Europe Lmited He qudlified os a chartered
accountant with PncewaterhouseCoopers

03 Mark Lejman

Chief Executive Officar, Carbon Division

Mark Joined the Board on 1 March 2005 after joining
Morgan Crucible in February 2004 He has previously
held servor positions with Courtaulds plc and Acordis
Mark is the Chief Executive Officer of Morgan
Cruclble’s Carbon Division In May 2006 Mark became
a non-executive Director of Delta plc a lsted
company on the London Stock Exchange and

1s also Charr of Detfta’s remuneration committee

Executive Committee

01 Mark Robertshaw Chief Execuhve Officer

02 Kevin Dangerfield Chief Financlal Officer

03 Mark Lejman CEO Carbon

08 Victoria Gould Director of Group
Communications

07 Andrew Hosty CEO Technical Ceramics

10 Philip Wright CEO Molten Metals Systems

11 John Simeons Executive Charman Thermal
Ceramics

12 Paul Boulton Company Secretary

Non-executive Directors

04 Tim Stevenson OBEtS

Chairman

Tim was appointed Chairman of Morgan Crucible
in Decermber 2006 He Is also Chalrman of

Travis Perkans ple o posttion that he has held since
November 2001 and is the Senlor Independent
Drrector of Tibgt plc From 1975 to 2000, Tim held a
vanety of senior management positions at Burmah
Castrol plc including Chief Executive from 1998 to
2000 He 15 also a gualified barrister

05 Joe MacHale't§

Senior Independent Director

Joe was appointed a non-executive Director in
October 2003 ond Chairman of the Audit Cormmitiee
in December 2003 He was appointed the Senlor
Independent Director for Morgan Crucible in April
2006 He 15 o chartered accountant and has had
international expenence with JP Margan Incomporated
He was Chief Executive for Europe Middle East

and Afrlca of JP Morgan Europe from 1997 to 2001
He is a non-executive Director of The Royal Bank

of Scotland plc ond a non-executive Director and
Chairman of the Remuneration Committee at

Brt Insurance Holdings Pic He is also a irustee

and Treasurer of Macmilan Cancer Support

046 Martin Flower 1§

Martin was appointed o non-executive Director

In December 2004 He ts also Charman of Croda
internatfional Plc and of Alpha Aiponts Group plc
and @ nor-executive Director of Low & Bonar pic
Martin held a vanety of senlor management posthons
with Coats plc from 1963 to 2004 and was Group
Chlef Executive of that Group and Chalrman of

the Board from 2001 to 2004

07 Simon Heale*1§

Smon was appointed a nor-axecutive Director

n February 2005 and Is the Charman of the
Remuneration Committee He Is Chief Executive of
China Now and Is a non-executive Director of
Kazakhmys plc and of Panmure Gordon and Co pic
He was Chief Execufive of the London Metal
Exchange unfit October 2006 He qualified as an
accountant in 1978 with Price Waterhouse and has
had extensive experence in the Far East having held
sanior posifions with the Swire Group In Japan and
Hong Kong and with Jardine Fleming in Hong Kong

* Member of the Audit Committee
1 Member of the Remuneration Committes
§ Member of the Nominations Committee
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Directors’ report

The Directors prasent ther report together with the financial statements and auditors report for the year ended 4 January 2007 This Directors’
report was approved by the Board on 20 February 2007

Principal activities and enhanced business review

The Mergan Cruclble Company pic (“the Company ™) compnses three reporing divisions (as outlined on pages 12 and 13) that design
manufacture and market pnmarily carbon and cerarmic components for applicahons for a wide range of markets A review of developments
affechng the Group dunng the year and its prospects for the fufure appear on pages 14 to 22 1o be read n conjunchon with the cautonary
statement on page 35

The Companies Act requires the Directors report fo include o business review  Certain infarmation that futfils the requirements of the
business review can be found on pages 14 to 22 (Business review) 24 to 246 (Financial review) and 27 to 29 (Risk management) fo be read
In conjunchon with the cauhonary statement on page 35

Acquisitions
Dunng 2006 the Company acquired the following companies/businesses

Within the Insuicing Ceramics Division, the fibre business of Viesuwvius USA Corporahion for a cash considerahon of £10 8 milion the entire
issued share capital of Diomond Crucible Pvt Limited for  cash consideraton of £1 4 milllon, 51% of Morgan Thermal Cerarmics Sukhoy Log
timited for o considarction of £1 7 millon 75% of Beiing Yingtelal Morgan Thermal Ceramics Textiles Co Ltd for £4 7 millon of which 825
mifllon s payable after the year end 51% of Morgan Luyang Thermal Ceramics Co Ltd for €05 milklon and an additional 25 5%

of Morganite india Umnited for £2 0 milllon

within the Carbon Division, the business assets and certain labiiities of Aceram Materlals and Technology Inc for a contingent maximum
consideration of €5 & milion, with €1 @ milion pad dunng 2006

Share capital

As at 4 January 2007, pursugnt 1o an authority granted at the Company ‘s Annudal General Meeting on 21 Agril 2006 the Company wos
authorised pursuant to Companies Act 1985 to purchase up to @ 9% of its Issued share capital

Pursuant to that authority the Company has dunng the year under review purchased 200 000 ordinary shares of 25 pence each (representfing
0 07% of the ordinary issued share caprtal of the Company af 4 January 2007) for an aggregate consideration of €0 5 million ¢(nominal vatue
£50000) The Directors were of the opinion that the purchase of these shares was both in the best inferests of shareholders generally and
would Increqse the Company’s earings per share The shares purchased by the Company have been cancelled

The Company’s share capltal together with detalls of shares ssued and purchased during the year are set out In note 18 on pages 74 to 76
Financial results

The profit for the year ended 4 January 2007 was £39 7 millon (2005 £54 2 million) Profit before tax for the same period was €50 3 millon
(2005 £20 4 mllion) Revenue was £677 8 milion 2005 £745 7 milvon) and underlying operating profit before speciai terms was £73 7 milion
(2005 £46 0 milkon) Bosic earmings per share was 129 pence (2005 18 1 pence) Capltal and reserves at the end of the year were

£203 1 milkon (2005 £1957 milllion) The retained profit of £39 7 milion will be transferred to reserves The Group's accounting policles can
be found on pages 57 to &2

Dividends

The Directors recommend the payment of a final dividend at the rate of 3 0 pence per share on the ordinary share caopital of the Cormpany
payable on & July 2007 to shareholders on the register at the close of business on 1 June 2007 Together with the inferm dividend of

15 pence per share pald on 8 January 2007 this final dividend If apporoved by shareholders brings the total distmbuhon for the year to

4 5 pence per share (2005 25 pence)

Disclosures of information to auditors

The Drrectors who held office af the date of approval of this Drectors report confirm that, so far as they are each aware there 15 no
relevant audrt Information of which the Company’s audrtors are unaware, and that each Director has taken all steps that he ought
to have taken as a Director to make himself aware of any retevant audit informahon and to establish that the Company’s audiors
are aware of that informahon

Policy on the payment of creditors

The Company's policy In relatlon to its suppliers 18 where possible 1o seffle terms of payment when agreeing the terms of the transachon and
to abide by those terms provided that 1t s satisfied that the supplier provided the goods and services in accordance with the agreed terms
and conditions The Company and s subsidiones do not follow any one code or standard on payment prachce due to the diverse nature of
the gloloal markets in which the Group operates

The number of days’ purchases outstanding for payment by the Company at the end of the year was 66 days (2005 45 days) and for the
Group was 62 days (2005 48 days)

Research and development

The spending on resaarch and development which excludes the amounts spent working with customers and others by way of product
enhancement and applicahon engineenng was £8 2 millon dunng the year (2005 £12 5 milion) The reduchon from the pnor year can be
attributed pnmarly to the disposat of the Magnetics Diision

Personnel

Details of the Company s and the Group s perscnnel policles (ncluding its policy on equal opportunifies for disabled employees) and
employee involvement are set out on pages 31 and 32
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Employee share and share opfion schemes

The Company operates a number of employee share and share option schemes Fifty employees hold awards under the Morgan Crucible
Long Term Incentive Plan (LTIP) One hundred and twenty-two employees have options under the Company's Executive Share Option
Schemes and 556 employees paricipate In the Company s UK Sharesave Plan in addhon 76 German employees are currentty participating
In the German Employee Share Purchase Plan There are cunently no parficipants in the Company’s US Employee Share Purchase Plan
Details of outsianding options are given In note 21 on pages 82 fo 85

Directors

Details of Directors’ Interests in the share capral of the Company are listed on page 48 The Company has not been notified of any change
in therr holdings In the penod 5 January 2007 to 20 February 2007

The executive Directors of the Company are also deemed, by vifue of Schedule 13 of the Companies Act 1985 to be beneficially Interested
in the 10 182 157 ardinary shares held by The Morgan General Employee Benefit Trust on 4 January 2007 In the penod 4 Jonuary 2007 10

20 February 2007 94 970 shares were fransfered out of the Trust to leave a balance of 10,087 187 shares on 20 February 2007 The frusfees

of the Trust have agreed to walve their entiiernent to the payment of dividends on the shares held by the Trust The Directors are not aware
that any other shareholders waived or agreed to wawve any dividends or fuiure dwvidends dunng the penod under review

All those who served as Directors throughout the year under review are iisted on page 48

Warren Knowiton refired as a Director on 3 August 2006 and Lars Kytberg refired as a Director on 30 Novernber 2006 Kevin Dangerfield was
appointed as a Director on 4 August 2006 and Tim Stevenson was appainted as a Drector and Charrman of the Board on 1 December 2006

The details of those Directors who will be offenng themselves for elechon and re-elechon ot the forthcorning Annual General Meeting
on 20 Apnl 2007 15 set out in the Clrcular to shareholders which will be posted in March 2007

Details of the background and experence of all the Directors can be found on page 37 and defalls of Board Commuittees on which they
serve can be found on pages 43 and 44

Donations
Morgan Crucible companies made the following charffable donations
Unitect Kingdom  £92,507 (2005 £96 915}
Overseas £63 733 (2005 £74142)
£146 240 (2005 £171,057)
No paliicat donahons have been made
Substantial shareholdings

The Directars have been advised of the following holdings represenfing 3% or more of the issued ordinary share capital of the Company
as ot 20 February 2007

Number of
Company ordinary shares %
Standard Life Investments 33619111 1149
Schroder Investment Management bimited 31364 812 1081
Aegon UK plc 12,720,723 434
Lazard Asset Management LLC 10,342,906 353
Legal & General Group Pic 9,439,042 325

Post balance sheet events

There have been no matenal events since ine year end The Company proposes to pay a final ordinary dmdend of 3 0 pence per share
in respect of the 2006 financial year

Auditors

KPMG Audit Pic nas expressed s wilingness to continue in office A resolution for its reappointment as audifors and authonty for the Directors
to determine the auditors remuneration will be proposed ot the forthcoming Annual General Meeting

Annual General Meeting

The Annual General Meefing of the Company will be held on 20 Apnl 2007 at St Anne’s Manaor Hotel London Road Wokingham
Berkshire RG40 15T A Circular wilt be sent with this report to shareholders in March 2007 incomorahng the Notice of Annual Generol
Meeting and detalling any special business fo be fransacted af that time

By order of the Board
Paul Boulton Secrefary Yo~
20 February 2007

The Morgan Crucible Company plc
Quadrant 55-57 High Street Windsor Berkshwe SL4 1LP
Registered in England No 286773
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Corporate governance

Statement of compliance with the Combined Code

Throughout the year ended 4 January 2007 the Cormpany has been in compliance with Sechon 1 of the July 2003 edhion of the Combined
Code on Corperate Governance (the Code) with the following excephons as a result of the process of Board refreshment including the
appoaintment of a new Chalrman on 1 December 2006 the Board considered the results of the performance review underiaken during 2005,
but drd not undertake a full performance evaluahon duing the year Further, whilst the Senior Independent Director led a meeting of

the non-executive Drrectors this meeting considered the role fo be taken by a new Chalrman and not the performance of the retiring
Chairman The Board expeacts to undertake o performance review duting 2007 The Beoard has considered and where appropriate
implemented the guidslines on corporate social responsibility issued by the Association of British Insurers In accordance with the
recomrendations of the Financlal Reporhing Council the Company has adopted the June 2006 version of the Code on a voluntary

basis for the year beginning 5 January 2007

This statement describes how the Company has applied the main and supporting principles of the Code I should be read in conjunchon
with the Business review and Remuneration report on pages 14 to 35 and pages 45 o 50 respectively

The Board maintains a Corporate Governance Manual which is reviewed and updated annually
Directors

The Board

The Board 15 collechvely responsible 1o the Company’s shareholders for the success of the Company The Board is satisfied it has met

the Code s requirements for its effective operation # has set the Company’s sirategic aims. which were reviewed during the year and

has ensured that there Is a framework of prudent and effective confrols which enable fisk fo be assessed and managed The Board set the
Company’s values and standards which are set out in the Statement of Core Values and Ethics Policy both of which are referred to on
page 30 In the Business review

The Board met formally nine times during the year to review curent performonce against agreed objechves and to make and review major
business decisions There is a schedule of matters specifically reserved for the Board Including the acquisihon of companles significant
contractual commiiments the review of the effectiveness of risk management processes, major capltal expenditure and corporate
responsiblitty Varous matters are delegated 1o duly authortsed sub-committees of the Board

During 2006 a number of Important changes were made to the Board On 20 February Mark Robertshaw became Chief Operating Officer,
In addttion to his role as Chief Financial Officer Joe MacHale became Senior independent Director on 20 April Following the retirement

of Warren Knowiton on 3 August Mark Robertshaw was appointed as Chief Executive Officer and Kevin Dangserfield joined the Board as
Chief Financial Officer Tim Stevenson was appointed as non-executive Chairman on 1 December, following the refirement of Lars Kylberg

As ot 4 January 2007, the Board comprises Tim Stevenson Chairman Mark Rebertshaw  Chlef Executive Officer two other executive Directors
and three independent non-executive Drectors Joe MacHale 1s the Senior Independent Director Biographles of the Directors are set out on
page 37

All Directors submit themssalves for re-electon atf least once every three years and for regppoiniment by the shareholders at the first Annual
General Meeting following thelr cppointment Should a non-executive Director serve for more than nine years he would then be subject to
annual re-election

The atfendance of each Director at Board and Audrt Remuneration and Nomination Committee meetings is set out in the fable below

Board Aucht Remuneration Nomination*
Eligitie Eligitie Eligible Elgible

Director to attend Attended' to attend Attended! to oitend Attended’ to attena Aftended'
Lars Kylberg 8 8 - - - - 2 2
Tim Stevenson 1 1 - - 2 2 - -
Warren Knowtton 3 3 - - - - 2 2
Mark Robertshow @ @ - - - - - -
Kevin Dangeriield 6 6 - - - - - -
Moark Lejman 9 Q - - - - - -
Joe MacHaole Q Q 5 5 8 8 2 2
Martin Flower Q@ Q 5 5 8 8 2 )
Simon Heale @ 8 5 4 8 8 2 2

*Tha number of meetings of the Nominction Committee does not nciude mestings of the sub-commitise established to progress the nominations made duing 2006
tExcludes meetngs ottended by invitation for all or part of a meeting

During 2006 the Charman and the non-executive Directors met without the execuhive Directors present Following the previcus Chairman s
announcement to fhe Board of his Intenhion fo retire, the non-executive Drrectors {ed by Joe MacHale, the Senlor Independent Director,
met without the Charman present In order to assess the role 1o be played by his successor

An appropriate Directors and Officers llabllity insurance policy Is in place
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Chairman and Chief Executive Officer
The roles of Chaimnan and Chief Executive Officer are separate The dvision of responsiblifies between the Chalrman who is respensible for

running the Board, and the Chief Executive Officer who is responsible for running the Company s business Is cleady established and ogreed
by the Board

Board balance and independence

In the year under review, the Cormpany complied with the requirement of the Code that there should be a balance of executive and
nor-executve Directors At the year end, in addition to the Chairman whom the Company deemed to be iIndependent on appantment
the Board comprised three executive Directors and three independent non-executive Directors

Appaointmenits to the Board
As Is further detalled In the report of the Nomination Committes set out on page 44, there is a formal ngorous and tfransparent procedure for
appolntments to the Board

The Board 1s safisfied that there are succession plans in place for appointrnents to the Board and for senior management

Information and professional development
The Board recelves, In a timely manner, Information in a form and of a quality appropiiate to enable 1t to discharge its duttes, with Boord
papers generally sent out five days before each meeting

All Directors recelve a full formal and talored induchon on joining the Board and have lefters of appolntment confiming what 1s expected
of them

Training needs are assessed as part of the Board Parformance Review process and the Directors regularly update and refresh ther skills and
knowledge including therr familiarty with the Company In addition fo the Directors visiing operations and meeting with management each
year at least one Board meeting is normally held at an operating faclity During 2006 the Board meeting which had been planned for an
operating faclity was moved to the head office location as this was during the period that the Company was subject to a possible offer

As part of his induction the new Charrman has vistted a number of operating faciihes of the Group

The Directors have access to the advice and services of the Company Secretary who Is dlso responsible for ensuring that Board procedures
are followed and that applicable rules and regulations are observed The Directors may also seek independent professional advice at the
Comparny s expense In connection with ther duties as Directors. and a procedure is in place to facilitatre this

Performance evaluation

As noted above during the year the Board congdered the results of the formal performance review undertaken dunng 2005 but due to the
refresnment of the Board during the year including the appolntment of the new Chairman on 1 December 2006, did not undertake a further
performance review durng 2006 Further aithough the Senlor Independent Director ted a meeting of the non-executive Directors, the
meeting considered the role to be played by the new Chairman, not the performance of the refiing Chairman The Board plans to undertake
a further performance review during the coursa of 2007 with the Charrman s performance to be reviewed in the latter part of the year

Remuneration
Ramuneration policy and practice is discussed In the Remuneration report on pages 45 to 50
Accountability and audit

The assessment of the Company s posthon and prospects as required by the Cods is included in the Business review on pages 14 1o 35
The Board also presents updated informaton In Its Intenm reports and other prce sensitive announcements

A surmmary of the statement of Directors’ responsibilities In respect of the Annual report and the financial statements 1s sef out on page 44
and the “going concerm” statament Is set cut In the Business review on poge 26

internal control

The Board has overall responsipliity for establishing and maintalning a sound system of internal contral to safeguard shareholders” investrnent
and the Company's assets Through the Audit Committee the Board reviews the effectiveness of the infernal control system annually

This review covers all matenal confrols, including financial, operational and complance controls, and nsk management systems Over the
past year, infernal audrts have been focused In emerging countries to help ensure that practices are brought into ine with Morgan codes
of conduct and business ethics As Is detalled further in the Business review, the antlcompetitive behaviour compliance programme Is
ongolng The review of Internal confrols atso includes consideration of the Turnbull Risk Review and the effectiveness of the varlous risk
management systems in place to manage the dsks identified

The Board delegates the establishment and Implementahon of the systemns for infemal control and risk management to the operatng
Divisions which are responsible for the identfication and evaluation of significant risks applcable to thelr areas of business togsther with
the design and operaton of suttable Internal controls The Board delegates the monrtonng and review of the infernal contrel and ask
management systems 1o the Audit Committes assisted by the Risk Management Committee The Risk Management Committee, which is
chalred by the Chlef Financial Officer, reviews the full range of risks faced by Morgan Crucible as a Group ensures there are adequate
systems in place and evaluates ther effechveness Where necessary, the sk Management Committee will initicte action to improve the
systerns and ensure compliance
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The Directars beleve that the Group s system of internct financial controls provides reasonable, not absoluts, assurance that the assets of the
Group are safeguarded transactions are authorised and recorded In a corect and fimely manner, and that such controls would prevent
and detect within a imely pericd, matertal errors or imegulanties The system 15 designed fo manage, rather thon eliminate risk and to
address key business and financlal asks including social emvironmental and ethical risks The internal contral fromework complerents the
Group's management structure The main features of the formal systern for assessing the potential risks fo which the Group Is exposed are
summarised as follows

» Financial reporting A detailed budgehng system for each Division exists with an annual consolidated budget reviewed and approved by
the Board Businesses present thelr revenue and capltal expenditure budgets for approval Monthly resufts for the Group are presenied to
the Executive Committee and the Board including comparisons against budget and the prior year The Group s annual and half yearly
rasults are reported externally, in addition to appropriate frading statements The annual results are audited and the hotf yearly results are
reviewed by the auddors

* Performance moniforing There are regular meetings of the Board and of the Executive Committee A comparison of forecast and actual
results is considered including cosh flows and comparisons against budget and the pricr year Divisional management also meets regularty
to review performance Presentations of actual ond forecast performance are made 1o the Executive Committee by the Group s Divisional
Chlef Executive Officers in addition regular site wvislts are made by members of the Executive Committee

* Risk management The identification of major business rsks Is an ongoing process. and, as nofed In the Internal Control section, this is carmed
out in conjunction with operating management Steps are taken to mitigate or manage any matendl risks identified The Board, efther
directly or through the Audit Committee recelves reports on financial, treasury taxation, Insurance pension legal information systerns and
socikal, environmental and ethical risks from management The Divisional Chief Executives cover risk issues at their management meetings
and the Director of Operational Risk hetps to ensure that infernal control and risk management Is embedded info the Group's operations

« Risk factors Morgan s businesses are affected by a number of factors, many of which are Influenced by mocroeconomic trends and
are therefore outside the Company’s immediate confrol, atthough as descrbed above and in the Business review the identification
and management of such fisks is camed out systematically

Audit Commiftee and auditors

The Board has formal and fransparent arangements for considerng how the Directors apply the financial reporting and Internal control
principles, and for maintaining an appropriate relationship with the Company s audltars This requiremnent I1s met by the work of the Audit
Committee, as described betow and by the audrt work camed out by the Company s external audtitors KPMG Audit plc The Audrt
Committee has recelved confirrahon from KPMG Audiit ple that its general procedures support the gudrfors independence and chjectivity
in relation to non-audit services After considering such procedures the opirion of the Audit Committee was that the auditors” objectivity and
independence was safeguarded desplte the provision of non-audit services by KPMG Audit plc

Relations with shareholders

Dialogue with sharehotders

The importance of diclogue with major shareholders Is recognised and meetings are held In order fo help ochieve a mutual undersianding
of objectives In this respect, the Chief Executive Officer and Chlef Financlal Officer make themselves cvailoble to major shareholders as
appropriate throughaut the year In particular af the time of the preliminary and interm announcermants The Senlor Independent Drrector
holds separate meetings with major shareholders when requested Non-exacutive Drrectars also aftend investor briefings

To help faciitate dialogue with sharehoiders, the Investor Relations section of the Company’s website inctudes details of stock exchange
announcements, press refeases presentations, webcasts and other information relevant to investors

Fallowing the announcement of the Group s Preliminary and Infenm results and after other significant statements and presentations
an Investor survey 15 camed out and the results are presented fo ond discussed by the Board

Constructive use of the AGM

The Annual General Meeting Is normally attended by all members of the Board and by a representative of the audrtors The results of the
proxy voting on all resolutions are provided for all aitendees At the AGM held In Aprdl 2006 the Chlef Executive Officer made a short business
presentation Shareholders are also Invited to ask guestions during the meetfing and have the opportunity to meet the Directors and ofher
members of sentor management before and after the formal meeting
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Board committees
The full tarms of reference of the folowing Board committees are avallable upon request and are on the Company s welisite

Audrit

The Audlt Committee assists the Board in effectively discharging its responsibliities for financial reporing and corporate control During the
year and as at 4 January 2007, membership of the Committes conslsted of Martin Flower, Simon Heale and Joa MacHale who Is the
Committee Chairmnan, all of whom are independent Drectors The Committee has the power to and does request the aftendance at
rmestings of any Oirector auditor or member of management as may be consldered appropriate by the Chairman of the Committee
The Committee also meets the auditors without the executive Directors or other members of manogement present The Audit Committee
met five imes during the year

The Audlt Committes’s terms of reference include

+ monitoring the Infegrity of the financial statemaents of the Company, and any formal announcements relating to the Company s financlal
performance reviewing significant financial reporting judgements contaned In them

*» reviewing the Company’s internal financial conirols and the Company s Internal control and nsk management systems,
* monitoring and reviewing the effectivensss of the Company s infernal cudit funchon

= making recommendahons to the Board for It to put to the shareholders for their approval In general meetng In relation to the
appolntment, reappointment and removal of the external auditors and to approve the remuneration and ferms of engagemert of
the external auditors

» reviewing ond monitoring the external auditors Independencs and coblectivity and the effechiveness of the oudit process taking Into
congideration relevant UK professional and regulatory requirements, and

= developing and implementing policy on the engagement of the external audrtors to supply non-audit services. taking into account
relevant ethical guidance regarding the provision of non-audt sendces by the extemal auditors, and to repaort 1o the Board identifying any
mattars in respect of which it considers that action or improvement Is needed and makdng recommendations as to the steps to be taken

The work of the Committee n discharging those responsibliifies in 2006 Included
* reviewing the Group’s 2005 financial statements and 2006 infenm results statements pror o Board approval,
« reviewing the iImpact of adopted IFRSs on the Group s financal statements,

* assessing the Group’s main business rsks and recelving regular updates on areas of risk in financial control in accordance with the
Turnbull Committee guidance

* reviewlng the effectiveness of Infernal audit,
» confirmation of the external auditors’ terms of engagement and fee structures, and

* monitoring the level of non-audit work of the auditors which in 2006 included transaction services amaounting fo €0 8 milion mainty in
connaction with the bid approach discussions which fook place between August and October 2006 Other work, totaling €0 3 million
was camed out In conjunchon with acqulsitions in the USA and India, assurance services In connection with the transithon to adopted
IFRSs, Internal control audits undertaken in a number of develeoping countnes and tax senvices in various jursdictions In connecton with
compliagnce work

The Committee nas the authority to Inveshgate any mattars according to its terms of reference and may obtan external advice af the cost
of the Company The Director of Operahonal Risk has access to the Chairman of the Committee and meets, when appropriate, with the
Committee without cther executives present

To ensure the objectivity and iIndependence of the external auditors the policy implemented by the Committee for the provision of non-audit
services by the external audrtors Is that certaln non-audit services may not be provided by the external auditors and certain other services
require the approval ¢f the Chlef Financial Officer and the Charman of the Committee Whan the cost of services Is expected to be In
excess of £200,000 o competitive tender process Is normally used The external auditors have processes in place to safeguard thelr
Independence and have wiitten to the Committee confirming that, in thelr opinlon, they are independent The Company last changed tts
quditors In Icte 2001

Remuneration

As s further described in the Remunerahon report on pages 45 fo 50, the Remunerahon Committee has responsibilty for setting remuneration
for dll executive Directors and the Charman, including benefits such as share options and awards under the Company s Incentive plans
pension rights and any compensation payments The Commitiee also monttors the level and structure of remunerahon for senior
management As at 4 January 2007 membership of the Remuneration Committee consisted of Tim Steverson Martin Flower Joe MacHale
and Simon Heale who Is the Committee Chalrman

The Committee Is assisted in ifs duties by the Group Chief Executve, the Company Secretary and the Director of Human Resources of
the Carbon Dmvsion, none of whom takes part In discussion of thelr own remunerahon or votes on any resoluhon The Committes also has
the power tc request, for all or port of any meehng, the attendance of any Director or member of monagement 0s may be considered
appropriate by the Chairman of the Commiitee

The Committee reviews contracts and authorlses the remunerahon performance-elated and discretionary bonuses (including performance
targets) and other benefits of the executive Directors All executive Directors are on 12 months nohce of termination | is policy to disclose
the fees of any executive Director who serves as a non-executive Director of another company Dunng the year Mark Roberfshaw served

as a non-executive Director of Rathbones Brothers plc and Mark Lejman served as a non-executive Director of Delta ple Warren Knowtfon
served as a non-executive Director of Smith and Nephew plc and from 1 June 2006 as a non-executive Director of Fillrona plc The fees
recelved by Mark Robertshaw Mark Lejman and Warmren Knowiton in this regard are shown on page 50

As is further detoiled in the Remuneration report the Committee uses specialist consuttants and adwisers where appropnate
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The Committee sets retevant cntena for awards granted under the Company'’s vanous share and share option schemes The non-executive
Drectors do not parhcipate in share schemeas and bonuses nor do they quallfy for pension benefits

During 2006 this Committes met on eight occasions The Report of the Remuneration Committee, which includes details of Directors’
rermunerahon and Directors Interests in options and shares is set out on pages 45 to 50

Nomination

The Norrination Committes leads the process for Board appointments and makes recommendations to the Board on the appolintrment
of new Directors A majorty of memibers of the Nominahon Committee ore independent non-executive Directors At 4 January 2007
membership conaisted of Tim Stevenson as Chalrman, Martin Rower, Simon Heale Joe MacHale and Mark Robertshaw

The Committee has the power to request the attendance of any other Director or member of management for all or part of any meeting
as may be considered appropricte by the Charman of the Committee The Committee met twice during 2006 and also established

a sub-committee compnsing Marhin Flower Smon Heale and Joe MacHale to progress the selection of the new Chief Executive Officer
and Chief Financial Officer with effect from 4 August 2006, and the new Chalrman with effect from 1 December 2006

The Nominahon Committee reviews the balance of skills, knowledge and expenence on the Board succession planning and the leadsrship
needs of the Group in the ight of this review the Committee prepares a description of the role and capabilities required for a
particular appoirtment

The terms and conditions of appointment of non-executve Directors are avallable for inspection Thelr letters of appolntment set out

the expected tme commitment since non-executive Directors are asked to undertake that they will nave sufficient time to meet thelr
commitments to the Company Their other significant commitments are disclosed to the Board before appolntment with a broad
indication of the tirne involved and the Board is informed of any subsaquent changes The terms of appolntment for non-exacutive Directors
do not include a notice period

Candidates for appointment as Director are considered by the Committee, taking advice from external consultants where appropriate

These procedures. including the use of independent search consultants to help evaluate both Infernal and external candidates, were
used by the Committee In connection with the appolntment of Mark Robertshaw as Chief Execuhve Cfficer and Kevin Dangerfleld as an
executive Director and Chief Finoncial Officer both with effect from 4 August 2006

The procedures were also used in the appointment of Tim Stevenson as Charman with effect from 1 December 2006 This included an
assessment of the ime commitment expected from him recognlsng the need for his avalablity in the event of major corporate activity
Independent search consuttants ware used In connaction with his appointment Lars Kylberg the former Chairman, was not a member of the
Nominahon Committee or the sub-committee which recommended to the Board Tim Stevenson as hls successor

Statement of Directors' responsibilities in respect of the Annual report and the financial statements

The Directors are responsible for preparing the Annual report and the Group and parent Company financwal statements In accordance with
applcabte law and regulations

Company law requires the Directors to prepare group and parent Company financial staterments for each financial year Under that law
they are required fo prepare the Group financial statements In accordance with IFRSs as adopted by the EU and applicabla law and
have elected to prepare the parent Company financial statements in accordance with UK Accounting Standards and applicable law
(UK Ganerally Accepted Accounting Practice)

The Group financial statements are required by low and IFRSs as adopted by the EU to presant faidy the financlal position and the
performance of the Group the Companies Act 1985 provides in relation fo such financlal statements that references in the relevant part of
that Act to finanoal staterments giving o frue and fair view are references to thelr achleving a far presentahon

The parent Company financlol statermenis are required by law to give ¢ frue and fair view of the state of affairs of the parent Company
In preparing each of the Group and parent Company financial statements, the Directors are required o

* select suttable accounting policles and then apply them consistently

* make judgements and estimates that are reasonable and prudent;

= for the Group financial statements state whether they have been prepared in accordance with IFRSs as adopted by the EU

« for the parent Company financial statements, state whether applicable UK Accounting Standards have been followed subject to any
matenal departures disclosed and explained in the parent Company financial statements, and

* prepare the financial statements on the going concern basis unless it is Inappropriate 1o presume that the Group and the parent Company
wil continue In business

The Directors are responsible for keeping proper accounhng recards that disciose with reasonable accurocy at any ime the financial
position of the parent Company and enable them o ensure that tts financial staternents comply with the Compantes Act 1985 They have
general responsibiity for fakng such steps os are reasonably open to them fo safeguard the assefs of the Group and to prevent and detect
fraud and ofher imeguianties

Under applicable law and regulahons, the Directors are also responsible for preparing a Directors' report Directors’ Rermuneration report and
Corporate govemance report that comply with that law and those regulations

The Drrectors are responsble for the maintenance and integrity of the corporate and financial information included on the Company's
webstte Leglstation in the UK governing the preparation and disseminahon of financial staternents may differ from legisiahon in other
Junsdichons

By Order of the Board QB\/\WV__‘
Paul Boutton Secratary
20 February 2007
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Remuneration report

The Directors remunercron report 1s presented to shareholders by the Board The report complies with the Directors Remunerahon Report
Regulations 2002 (the Regulations) and the Company complied with the provisions of the July 2003 edition of the Combined Code on
Comporate Governance reiating to Directors’ remuneraton As noted on page 40 the Company has votuntarty adopted the June 2006
version of the Code for the year beginning 5 January 2007 and accordingly, as noted on page 43, the Charman s a member of

the Remuneration Committes

Audrtable part

The schedule of Directors’ pay and benefits and accompanying notes on pages 48 and 49, the table of pension benefits and
accompanying notes on page S0 and the table of executive Directors’ share options on pags 49 comprise the auditable part of the
Directors Remuneration repart being the information required by Part 3 of Schedule 7A to the Companies Act 1985

A resolution inviting shareholders to approve this report will be put to the Annual General Meeting to be held on 20 April 2007
The Remunerafion Committee

The members of the Committee are Simon Heale, Chalman Tim Stevenson, Joe MacHale and Martin Flower Each of

these Directors s regarded by the Board as independent and served throughout the year, apart from Tim Stevenson who was appainted

to the Beard on 1 December 2006 as Chairman and joined the Committee from that date Tim Stevenson was independent ot the time of his
appoinfment to the Board No other Directors were members of the Commiftes dunng the year The Company Secretary acts as sacretary to
the Committee and the Chisf Executive Officer attends meetings of the Committee by Invitation No executive Director or other attendee is
present when his or har own ramuneration is under considerahon

The Remuneration Cornimittee is responsible for developing Group policy on executive remuneration and for determining on behaif of the
Board specific remuneration packages for the executive Directors and the Chalrman The Committes s terms of reference are avallable on
our website

The Remuneration Committee met elght times during the year and has the authority to obtaln the advice of outside independent
remunerahon consuttants

Dunng the yeor, in addition fo recelving advice and assistance from the Chief Executive Officer the Company Secretary and the Director
of Human Resources of the Carbon Division, the Cormmittee referred to information compiled by Towers Perin and Incomes Data Seniaces

During 2007 the Commiltee will undertake a full review of Its terms of reference Iits polices and processes Including its use of external advisors
with re-tendering processes where appropriate

Remunearation policy
The remuneration policles adopted by the Committee and which will continue to apply dunng 2007 cre

a) Total level of remuneration

The Remureratior Committee aims to ensure that remunerahon packages offered are competitive and designed to aftract, retain and
motivate executive Diractors and senior execufives of the right cdlibre in order to run the Company successfully and to deliver value

for shareholders

In assessing all aspects of pay and benefits, the Commiftee compares the packages offered by simllar cormpanies to ensure the
remunerahon packages for executive Directors are competihve agalnst the market in which we compete for talent
Comparator companies are chosen having regord to

| the size of the cornpany - its turnover profits and number of people employed
li the diversity and complexity of is businesses

il the geographical spread of its businesses, and

iv ts restructuring and expansion profile

The intention is to ensure rewards are Inked fo comorate and Indvidual performance This policy takes account of the decentralised
and diffenng narture of our businesses in addlfion fo reflecting the technical challenges we face in a glebal market place Incividuo!
performance Is assessed against personal objectives, and comorate performance of the relevant Division In respect of the remuneration
of senior Bivislonal managerment and agalnst the performance of the Group for the remainder of the Executive Committee

b) Main components of remuneration

The policy of the Committee Is to place greater emphasis on performance-eloted rewards with measurable targefs These are designed to
reduce the proportion of fixed remuneration and prowde for a growing element of “at rfisk™ pay which fs only avaliable when good results
are achteved In this way there s a strong fink between reward and performance which should be beneficial to shareholders, employees
ond the Company The targets are set on the basis of challenging performance criteria reflecting the objectives of the Company

The main components of remuneration are

| Basic satary and benefits in kind

Basc salary for each execuhve Director is determined by the Remuneraton Committee taking into account the performance of the
individual and information taken from Independent sources based on companles of comparabie size and complexty In the FISE 350
Benefits nclude a company car or an allowonce in lieu, health insurance and, where appropnate, relocation and other expenses

Basic salaries for executive Directors and senior execusive roles were reviewed during 2006 The current basle satarles for the executive
Directors are as follows

* Mark Robertshaw - £400 000 (effective from 4 August 2006)

* Kevin Dangerfield - £215 000 (effective from 4 August 2006)

* Mark Lefman - £270 000 (effective from 1 July 2006)

A salary review for executive Directors and senlor executives will be canted out in July 2007
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f Annual bonus

The targets for annual bonus are set by the Remunerahon Committee balancing short- and long-term requirements of the Company
Chalienging goals are set, which must be met before any bonus is paid This approach s infended to align executive reward with
shareholder return by rewarding the achievement of stretch targets and fostering the confinued development of inter-divislonal co-
operation and collaberafion The annual bonus is not pensionable

The benus scheme provides the opportunity of earming a maximum bonus of 100% of basic salary if certain “stretch” targets are achieved
Of this 90% relates fo financial fargets and 10% relates to the achievernent of personal objectives For 2006 the financial element for
execuhve Directors and senlor executives with Group responsiblifies was based on the achievement of underlying operghng profit targets
{up to 75% of salary) and operating cash flow performance (up to 15% of salary) For executive Directors and senlor execuhves with
Divisional responsibilfies the financial element was structured such that up to 65% of salary was payable on the achievement of operating
profit targets and up to 25% of salary was payable for the achievernent of working capital targets

For 2007 the financial element for executive Directors and senior executives with Group responsibihes will be based on underying
operahng prafit performance (up to 80% of salary) and operating cash flow (up to 10% of salary) For executive Directors and senior
executives with Bivisional responsiblihes the financial critera are taillored to each Division and include both underlying profit performance
and working capital critena The 10% for the achievement of personal objectives applies to all paricipants

Operahng profit 1s defined as earnings before interest and tax (EBIT) For these purposes operating profit excludes cll special terns
(e g certan restructunng costs, corporate disposals of businesses and property and significant one-off Imgation costs relating to the prior
year) and any major one-off non-operating charges (e g special one-off pension contrbauhons)

Operating cash 1s defined as earnings tefore Interest tax and amorhisation costs (EBITA) adjusted for depreciation charge (non-cash item)
rovernents In working capital, provisions, capital expenditure profit and loss on sale of plant and machinery, operating fax charges and
net finance charges For these purposes operating cash flow excludes any one-off cash costs for special tems defined above plus major
one-off tax clams dividends or any corporate cash flow such as rights 1ssues or the purchase of shares

The Cormmittea has the discrehon to vary the awards made The average bonus awarded to executive Directors who served during the
vear in relation fo their performance in 2006 was 96% of salary  This was based on the Company s strong results for the year and on each
Director 5 Individual performance

il Share schemes

We believe that share ownership by the executive Directors ana senior executives helps dlign therr interests with those of the shareholders
Accordingly the Company operates a nurnber of share schemes for the executive Directors and other senior employees, as follows

Llong-Term Incentive Plan (LTIP) The LTIP was approved ot the 2004 Annual General Meeting and offers executive Directors and other senior
executives the opportunity to receive shares as a reward for gutstanding performance The scheme allows allocations of up to 150% of
basic salary although in exceptonal crcumstances the Committee s able to make share awards of up to 200% of kasic salary The vesting
of the share allocation 1s subject to the achlevement of performance targets measured over the three year period from the start of the
year in which the allocahon Is made The performance ontera compares the Company s total shareholder ratum ("TSR™ over the
three-year penod with that of a comparatar group which comprnses the FISE 350 at the date of the grant If over the three yeor penod
the Company s total shareholder return performance places it af the median of the comparator group, 30% of an alocation will vest
Allocations under the LTIP are released in full if the Cormpany s TSR places it in the upper quartile of the FTSE 350 comparator group For
performance between median and upper quartle, awards vest on a straight-line pro+ata basis In addon, awards will only vest If the
Remuneraton Committee is sahsfied that this is justified by the Company's undenying financlal performance over the pencod

Executive Share Opfion Scheme (ES0S) The ESOS was also approved at the 2004 Annual General Meetng and offers executive Directors
and other senlor executives the opportunity to recelve ophons granted at the market pnce of the Compaony’s shares at the tme of the
grant The maximum value of ophon awards that can be made to executive Drectors and other senior executives is 150% of salary
atthough in excephonat circumstances the Committee s able to make ophon grants of up to 200% of basic salary The abillity to exercise
ophons 1s suject fo the achievement of performance criteria pased on the Company’s TSR performance measured over the three-year
period from the start of the year n which the opthonis granted TSR is measured against a comparator group compnsing the FTSE 350

at the date of grant If the Company s TSR performance places it ot the median of the comparator group 30% of the ophion will be
exercisable, with 100% of the ophon being exercisable for upper quartile performance For performance between median and upper
qguartile, options are exercisable on a straight-ine pro-rata basls In addihon, as with the LTIP awards ophons wilk only become exercisable
if the Remuneration Committee is satisfied that this s justrfled by the Company’s underying financial performance over the period

In 2006 the Remuneration Committee reviewed the performance cntena for the exishng LTIP and ESOS and confirmed that the
combinahon of the TSR performance measure which takes Into account long-term share price performance relative to the comparator
group and the confirmation by the Commities that vesting/exercise 1s ustfied by the Company's underying financlal performance over
the pencd, confinues to be opproprate

Awards under the LTIP and ES0S were made during the year to a very imited number of executive Directors and employees who were
erher promoted or appointed fo key posthons during 2006 In 2006 awards were made 1o 14 executives arcund the world, including certain
execuhve Drrectors over 477 500 shares under the LTIP and 398 500 shares under the ESOS The detalls of Ophons and Awards held by all
Directors are shown on page 49 '

Award fo CEC on appoinfmentin February 2006 the Remuneraghon Commilttee resolved to grant a one-off performance related incenhve
award fo Mark Robertshaw as part of the remuneration package made avallable on his appointment as Chief Executive Officer This
award was considered fo be appropnate n order o retain his services In the role of Chief Executive Officer and to incenfivise hum to
continue the strong performance achleved over the past three years

The award Is structured as a market value ophon over 1,000,000 shares subject to the achievement of performance condhons that also
apply for awards under the £SOS No porion of the award wall vest If the Company’s TSR Is below the median of the FTSE 350 over three
years, with the award onlty vesting In full for upper quartile performance The Committee must also be satisfied that the Company's
underiying financial performance justifies the level of vesting The structure of the award means that Mark Robertshaw will only be
rewarded where there has been real value created for shareholders The terms on which the ophon was gronfed were, in oll essential
matters, the same as the terms on which ophions are granted under the ESOS
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Due to the unsolicited approach received by the Company in August 2006 which could have led to a cash offer for the Comparny the
grant of the award was effechvely delayed from the time of Mark Robertshaw's appaintment as Chief Executve Officer iIn August until
December 2006 The opton exercise price of 256 pence per share reflects the market value of the shares af the date of award which was
higher than ot the date of his appoiniment as Chief Executive Officer

To the extent that the performance criteria are satisfied and the ophon Is exercised, the exercise of the ophon will be satisfied by the
fransfer of the relevant number of shares to Mark Robertshaw from the Company s Employee Benefit Trust No new shares will be 1ssued o
safisfy this optton Instead shares hove been acaulred In the market by the trustee of the Employee Benefit Trust

At 4 January 2007 The Morgan Crucible General Employee Benefit Trust held o total of 10 182,157 shares

Savings-elated Share Ophon Scheme As UK employees the executive Directors may aiso parhcipate in the Savings-related Share Option
Scheme on the same boss as other eligitle employees and subject o UK legislation Scheme members save a fixed amount per month
over three years and options have been granted at 80% of the market pnce Those Directors who received ophions under this scheme are
shown In the table on page 49 No performance condhons apply to those ophons as they are a mechanism for all employees to acguire
shares In the Company at therr own cost

¢) Company policy on contracts of service

The Company s policy 1s that execuhve Directors are employed on confracts subject to one year s nofice af any time with, where
approprate provision for the payment of predetermined damages in the event of termination of employment in cerfain crcumstances
The Company will apply the prnciple of mitigahon to any payment of compensation on terminaton Contracts may be terminated on

12 months’ nolice given by the Company of on six months’ notice given by the Birector concerned Confracts end on each Director's
anticipated normal refirement date The following table shows the date of the contract and the nohce penod for each executive Director
whao served during the year

Executive Director Date of contract Notice perod
Kewvin Dangerfield 3 August 2006 12 months
Warren Knowlton @ December 2002 nfa
Mark Leyman 1 March 2004 12 months
Mark Robertshaw 4 August 2006 12 months

Mark Robertshaw s service contract contans specific termmation provsions such that the Company may terminate his confract by making a
payment in leu of nofice to Includs basic salary, pension contfribution car allowance and ot our discretion, bonus for the penod of the
notice If o discretionary bonus is pald, this shall be the pro-rata value of the average bonus paid 1o him in the two years prior to termination
or 35% of basic salary which ever |s the greater

Tha service contracts for Kevin Dangerfield and Mark Lejman do not contain specific terrmination provisions In the event of edarly terminaton,
the Company may be liable fo pay an amount iIn damages having regard to salary bonus and other benefits that would have been
received had the Director served out his nohce penod

Warren Knowiton served up untll his retirement on 3 August 2006 at which time his senvice contract ended No compensation was paid on
terminaton of his contract

o) Company pensions policy regarding execuhve Directors

The execuhve Directors parhclpate in The Morgan Group Senior Staff Pension and Ufe Assurance Scheme which 1s a contributory,
HMRC-registered defined benefit, funded occupational pension scheme With effect from 6 Aprlt 2006 the basis of the scheme switched
from final salary to career average and the normal pension age increased by five years Its man featurss are now

i anormal pension age of 65
i

pension at normal pension age of two-thirds career average pensionable satary subject to completion of 20 years employment (26 years
and eight months for new members),

1
v dependants pension on death
Pensionable salary 15 the memibber s basic salary restncted to an earnings cap (2108,600 for the 2006/7 tax year)

In cddriion an executive Director receives a pension allowance denved from employer contnbuhons based nohonally on the regstered
scheme pensionable salary in excess of the earnings cap as at 5 Apnl 2006 The value of the pension allowance for each execuhive Director
is set out in the Schedule of Pay and Benefits table below The pension allowance was frozen In value at 5 Apnl 2006 for members of the
scheme at that date and will not gpply to new membaers

Iife assurance of four imes basc sakary,

Warren Knowiton retired on 3 August 2006 and was not a member of the above scheme He recerved g pension allowance denved from
employer contributions based notonally on basic salary

e) Total shareholder return

The following graph shows the cumulahve total shareholder return {TSR) for the Company for the five-year perod to 4 January 2007 agosnst
the FTSE 350 Both are rebased to 100 as at 5 January 2002 The index selected was the FISE 350 as it was considered fo be a broad
comparator group of companies and was also relevant to the performance of the Comparny in respect of s LTIP and ESOS
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The audrtors are required to report on the following information
Directors’ inferests in the Company’s shares
Drectors’ interests in the ordinary share capital of the Company are as follows

Juna 06

Jan 07

As at b January  As at 4 January

2006 ordate of 2007 or date of

appointment reslgnation

Kevin Dangerfisld (appolnted 4 August 2006) 9644 13,834
Martin Flower 15000 15,000
Simon Hedle 8000 8,000
Warren Knowlton (retred 3 August 2006) 375000 375,000
Lars Kytberg (retired 30 November 2006) 116,090 116,227
Mark Lejman 5000 40,000
Joe MacHale 100,000 100,000
Mark Robertshaw 16 000 32,000
Tim Stevenson (appointed 1 Decermber 2006) - 29,000

At the market price on 4 January 2007 Kevin Dangerfield, Mark Lejman ond Mark Robertshaw held shares warth 17% 39% and 21%
respectively of thelr basic salanes respechvely

The Company has not been notified of any changes in the interests of the Directors between 5 January 2007 and 20 February 2007
Schedule of Directors' Pay and Benefits

Foas/ Annuat Other Company pension Compensation Total
salary bonus  benefits Total emcluments confributions for ioss of office ramuneration
2006 2006 2004 2006 2005 2006 2005 2006 2005 2006 2005
000 £000 £000 £000 2000 £000 £000 £000 £000 £000 2000
Chairman
Tim Stevenson
(appointed
1 Dec 05) 10 - - 10 - - - - - 10 -
Executive Directors
Kevin Dangerfield
(appointed 4 Aug 06) a9 89 5 183 - 18 - - - 2m -
Mark Lejman 265 228 13 506 41 1 78 - - 597 519
Mark Robertshaw 48 400 12 760 544 114 100 - 874 644
Non Execufive Directors
Marhn Fower 38 - - 38 37 - - - 38 37
Simon Heale 43 - - 43 30 - - - 43 30
Joe MacHale 48 - 48 40 - - - 48 40
Former Directors
Dowid Godwin
(retred 31 Dec 05) - - - - 40 - - - - - 40
Hartmut Esele
(resigned 8 Dec 05) - - - - 1,285 - 33 - - - 1.318
Warren Knowlton
(retired 3 Aug 06) 360 312 112 784 1 265 144 216 - - 928 1481
Lars Kylberg
(retred 30 Nov 06) 87 - - 87 5 - - - - 87 96
1,288 1,029 142 2,459 3777 3587 427 - - 2,826 4,204

* The emoluments for Harmut Esele in raspect of 2005 have been resiated by an odditonal amount of £767 149 to comect an omission fram iast year s repat This ncludes an oddhiona
borws and payments in respect of accelsrated owards under the LTIP and ESOS, ait of which related 1o the disposal of the Magnetics Dvision Disciosure of the onficipated paymaents to be
mods 1o Harmut Esele n respect of the disposal was mode in the Creular to sharehagiders dated 21 October 2005



Remuneration report The Morgan Crucible Company plc 49

The other benefits refered fo above include pnvate medicd insurance the provision of g company car and fuel and N respect of Warren
Knawliton, an overseas iving allowance of £71 964 (2005 £108,000) Warren Knowlton's removal costs and the costs of his professional tax,
insurance and inhentance advice are also included in his other benefits Foliowing his retrement, the Company undertook to cover the
further cost of a imted amount of professional tax, retirement and Inheritance advice untl August 2008 and to conhnue Warren Knowtfon's
inclusion under the Company s healthcare pregramme for a perlod of five years

Executive Directots’ share options

At 5 January At 4 January
2006 Gronted Exercised Lapsed 2007 Earliest
or date of during during during or date of Exerclse date of Expiry
appointment the year the yeaor the yaar rasignation price exarcise dote
Kevin Dangerfield 10520 - - - 10,520 180 08p 231104 2311 11
10520 - - - 10,520 49 42p 131205 131212
50,000 - - - 50,000 129 05p 220607 220614
150,000 - - 150,000 2560 20175209 201216
Warren Knowiton 1 841 000 - - - 1,841,000 86 54p 101205 101212
263 000 - - - 263,000 126 40p 190307 1903 i4
Mark Leyman 200,000 - - - 200,000 122 05p 220607 220614
Mark Robertshaw 200 000 - - - 200,000 145 275p 011107 011114
- 1,000,000 - - 1,000,000 256p 201209 201216
Awards to Directars under the Company’s Long-Term Incentive Plan
Shares Shares
As ot Allocations released iapsed Asat  Market pice  Market price
5 January during during aurng 4 January at dote of ot date of Performance
2006 the year the year the year 2007 allocation relecse panods
Kevin Dangerfield
2004 L7IP 98 941 - - - 98,941 129 05p nfa 040104-040107
2005 LTIP 101 803 - - - 101,803 17190 nfa 040105-040108
2004 TP (December) - 107,500 - - 107,500 256p nfa 040106-040109
Warren Knowtton
2004 LP $23.887 - - - 623,887 129 05p nfa 040104-040107
2005 LTP 518,324 - - - 518,324 1719p nfa 040105-040108
Mark Leman
2004 LTIP 265,414 - - - 265414 129 05p nfa 040104-040107
2005 LTIP 211,751 - - - 211,75 1719p nfa 040105-040108
Mark Robertshaw
20041LTP 283,944 - - - 283,944 129 05p nfa 040104-040107
2005 LTP 223 967 - - - 223967 1719p nfa 040105-040108
2006 LTiP {May) - 250 000 - - 250,000 242 95p nfo 040106-040109
2006 LTIP {Decemiber) - 50 000 - - 50,000 256p nfa 041 06-040109
Options under the Sharesave scheme
As at As at
5 January 4 January
2006 Granted Exercised Lapsed 2007
orf date of during during auring or date of Exercisa Exercse
appointment the year the year the year retirement price perods
Kevin Dangerfield
2003 scheme 3.890 - 3,890 - - Q48p 011206-310507
2006 scheme - 4725 - - 4,725 2000 (010310-310810
Warren Knowtton
2004 scheme 8598 - - - 6,257 11020 011207-310508
Mark Leyman
2005 scheme 5565 - - - 5,565 168p 011208-310500
Mark Robertshaw
2006 scheme - 4725 - - 4,725 200p 010310-310810

Kevin Dangerfietd exercised an ophon over 3 890 shares under the 2003 Sharesave scheme on 1 December 2006 The closng market price
on that day was 257 75 pence per share

Pension benefits earned by the Direclors

The three Executive Directors Kevin Dangerfield Mark Leynan and Mark Robertshaw participate in The Morgon Group Senior Staff Pension
and Life Assurance Scheme This 1s o coninbutory, HMRC-registered, defined benefit, UK occupahonal pension scheme As noted above,
the scheme was amended on & Aprll 2006
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Transfer vale
of accrued
Increase In benefits ab
acenisd Increase in 4 January Transfer vlue Increose/
Accrued benefits accrued Transfer 2006 of accrued (decreass) in
bernoff ot excluding banefits value of (A) or date of benefits ot trarsfer value
4 January inflation including less Directors appointment 4 January less Directors
2007 A) inflation contributions if tater 2007 contributions
Executive Directors 000 £000 €000 £000 $000 £000 £000
Kevin Dangerfield™ 17 pa I pa 1 pa -1 92 110 14
Mark Lejman 10 pa 3 pa 3pa 10 59 93 12
Mark Robertshaw & pa 3 pa 3pa -1 19 35 1

Notes to pension benefits

a} The accrued benefit entitlement for Kevin Dangerfield Mark Leyman and Mark Roberfshaw 1s the pension which would be poid annually
on refirement based on sevice at the end of the year

b) The transfer values for the pension benefits have been calculated on the basis of actuanal advice In accordance with Actuaral
Guidance Note GN11 less the Director s contributions

c) Members of the pensian scheme had the option to pay Addhonal Voluntary Contributions Neither the contnbutions ner the resulting
benefits are Included in the above table

(1) Kevin Dangerfield became a Director on 4 August 2006 The increase in accrued benefits reflects five months qualifying service
as a Director

Warren Knowliton, who retired on 3 August 2006 had a pension allowance of £143 928 (2005 £216 000) which s included in the Schedule of
Drectors pay and benefits above

Kevin Dangerfield Mark Lelman and Mark Robertshaw Qlso recelve a pension allowance, detalls of which are set out in the Schedule of
Drectors pay and benefits above

External appointments

With the approval of the Board In each case and subject to the overnding requirements of the Company executive Directors may accept
external appaintments as non-executive Directors of other companies and retain any fees recelved

The total amounts of fees received by Mark Robertshaw, Mark Lejman and Warren Knowtton (Up to his retrement on 3 August 2006) in
respect of non-executive directorships elsewhere were £28,500 £20 384 and £38 356 respectively

Chairman and non-execuhive Directors

Non-execuiive Drectors including the Chairman, receive a basic fee plus redmbursement of expenses incured in affenading Board strategy
anad other meetings They were pald faes totaling £225,083 dunng the year (2005 £242,063) The remuneration of the non-executive Directors
1s determined by the Board and during the year the baslc fee for non-execuhve Directors was increased frorm £35 000 to £40,000 per annum
howving iast been reviewed in 2004 Addifional payments of £4 500 per annum are made to the Senior Independent Director €7 500 to the
Charman of the Audit Committee and £5,000 fo the Chairman of the Remunerahon Committee

The next review will take place in 2008 None of the non-execuhve Directors has a senvice contract with the Company although they do
have letters of appolntment which contain no obligations relatng to any nokce penod There are Nno obligahons on the Company to make
any payrments in lieu of notce 10 any non-executive Director The non-execuhve Directors do not particioate in any of the Incentive share or
share aphon plans Each of the non-execuhve Directors is subject to re-election by shareholders every third year after thelr Inthal confrmation
by shareholders as a Director

Share price range
The share price at the year end was 264 25 pence and the tigh and tow dunng the year were 306 00 pence and 213 50 pence respechvely

The Directors rermunerahon report has been approved by the Board and is signed on fts behalf by

Simon Heale Chaiman Remunercahion Commirtiee
20 February 2007

R

-
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Shareholder information

Analysis of shareholdings as at 4 January 2007

Number of % of Numbper of % of
shargholders total shares share capital
Size of holding 1-2,000 6,951 7527 3,967 823 135
2,001-5 000 1,363 1465 4,266,387 145
5,001-10,000 373 404 2,648,088 091
10,001-50,000 278 3Mm 5,756,106 196
50,001-100,600 51 0585 3,635,398 124
100,000 and above 229 248 273,151,340 2309
9235 100 293 425 142* 100
Holding classification indrdduails 8045 8712 11748074 400
Normines companies 1063 11 51 272 379 165 9283
Trust (pension funds etc) 14 018 352,205 012
Others 113 122 8,045,698 305
9235 100 293 425 142* 100
200 000 shares bought bock by the Company pror 1o 4 January 2007 were not cancelled in the Register of Mamiers untl ofter the yeor end
Key dates
Dividends Subject to the relevant detailed terms and approvals of the Board of Directors where agpplicable

5 5% Cumulative First Preference shares of £1 each and

30 March 2007 and

5 0% Cumuliative Second Preference shares of £1 each 1 October 2007
Annugl General Meeting 20 Apnl 2007
Financial resutts Tne intenm results are issued N August with the Report and Accounts
for the year normally posted in March
Other information
Capital gains tax The market values of quoted shares and sfocks at 31 March 1982 were
Ordinary shares of 25 pence each 122 5 pence
5 5% Cumulative First Preference shares of £1 each 305 pence
£ 0% Cumulahive Second Preference shares of £1 each 28 & pence

For coprtal gains tax purposes the cost of ordinary shares s adjusted to take account of
nghts Issues Any capftal gains ansing on disposal wil alsoe be adjusted to take account
of ndexahon allowances Since the adjustmenis will depend on individual crcumstances
shareholders are recommended to consult therr professional adwvisers

Share price The price can be obfained on the Company’s websife www morgancrucible com

Company details

Registered office Quadrant 55-57 High Street Windsor Berkshire SL4 1LP

Telephone 01753 837000
Fax 01753 850872

Website www morgancrucible com

Company registrars

Registered m Engl

and No 286773

Capita Registrars The Registry, 34 Beckenham Rood Beckenham, Kent BR3 4TU

Telephone 0870 162 3100

Website www capitaregistrars com
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Report of the independent auditors

Independent auditors’ report to the members of The Morgan Crucible Company pic

We have audifed the Group and parent Company financial statements (the “financlal statements™) of The Morgan Crucible Company plc
for the year ended 4 January 2007 which compnse the Consolidated income statement, the Consolidated and Company balance sheets
the Consolidated staternent of cash flows, the Consolidated statement of recognised Income and expense ond the related notes These
financial staternents have been prepared under the accounting policies set out therein We have also audited the information In the
Birectors’ Remuneration report that Is descnbed as having been audted

his report 1s made solely to the company s members, as a body 1N accordance with section 235 of the Companies Act 1985 Qur audit work
has been underfaken so that we might state to the Company s members those matters we are required to state to thermn In an auditor s
report and for no other purpose  To the fullest extent permitted by law, we do not accept or assume responsibilty fo anyone other than the
Company and the Company § memiers as a body for our audit work, for this report o for the oplnions we have formed

Respective responsibiiities of directors and auditors

The directors’ responsiblimes for preparing the Annual report and the Group financial statements in accordance with applicable low and
International Financial Reporting Standards (IFRSs) as adopted by the EU, and for prepanng the parent Company financial stotements and
the Directors Remuneration Report in accordance with applicable low and UK Accounting Standards (UK Generally Accepted Accounting
Prachce) are set ouf in the statement of Directors’ responsibites in respect of the Annual report and the financial statements on page 44

Our responsibilty Is fo audit the financial statements and the part of the Directors Remuneration report fo be audited N accordance with
relevant legal and regulatory requirements and International Standards on Audifing (UK and Ireland)

We report to you our opinton as to whether the financial statements give a frue and foir view and whether the financial statements and the
part of the Directors’ remunerction reporf 1o be audited have been propery prepared in accordance with the Companies Act 1985 and as
regards the Group financial stafements Article 4 of the IAS Regulahion We also report fo you whether in our opinion the Inforrmation given in
the Directors report Is consistent with the financial statements The iInformathion given in the Directors report Includes that speclfic information
presented in the Business review, Financial review, and Risk Management sechions that are cross referred from the Princlpal Activities and
Enhanced Business review section of the Directors’ report

In addition we report 1o you i, in our opinlon the company has Not kept proper accounting records, If we have not receved all the
Information and explonathons we require for our audt, or If Information specified by low regarding directors remunerahon and other
fransachons Is nct disclosed

We review whether the Corporate governance report reflects the company s complionce with the nine provisions of the 2003 Combined
Code specified for our review by the Lishng Rules of the Financial Services Authority, and we report If it does not We are not required to
consider whether the board s staterments on Internal control cover al risks and controls, or form an opinion on the effectiveness of the
graup s corporate governance procedures or its risk and control procedures

We read the other Informahion contained In the Annuat Report and consider whether it is consistent with the audited finoncial statements We
consider the iImphcations for our report If we become aware of any apparent misstatements or matenal Inconsistencies with the inancial
statements Qur responsibilihes do not extend to any other informahon

Basis of audit opinion

We conducted our audit in accoraance with Infernational Standards on Audrting (UK and Ireland) issued by the Auditing Prachces Board An
auditincludes exarminahion on a test basls of evidence relevant to the amounts and disclosures In the financlal statements and the part of
the Directorns’ Remuneration report to be audited 1 also Includes on assessment of the significant eshmates and judgments made by the
directors in the preparation of the financial statements and of whether the accaunting policies are appropriate 1o the Group s and
Company s crcumstances consistently applied and adequately disclosed

We planned and performed our audit so as to obtain all the infermation and explanations which we considered necessary n order to
provide us with sufficient evidence 1o give reasonable assurance that the fingncial statements and the part of the Drectors Remuneration
report fo be audited are free from material misstatement, whether caused by fraud or other iregulanty or error In forming our opinion we
also evaludted the overall adequacy of the presentahon of information In the finonclal statements and the part of the Directors
Remuneration report to be audited

Opinion
In our opinion

* the Group finoncial statements give @ frue and fair vew In accordance with IFRSs as adopted by the EU, of the state of the Group s affalrs
as af 4 January 2007 and of s profit for the year then ended

* the group financial statements have been propery prepared In accordance with the Companies Act 1985 and Article 4 of the
IAS Regulation

* the parent Company financial statements give a frue and falr view in accordance with UK Generally Accepted Accounting Practice, of
the state of the parent Company s affalrs as at 4 January 2007

+ the parent Company financial statements and the part of the Drrectors Remunerahon report to be audited have been propery prepared
In accordance with the Componies Act 1985, and

* the Informahon ghven in the Directors’ report is consnstenV?h the financial staterments
KPMG Audit Pic %

Chartered Accountants /</ '\/( C‘) % t“ [ C

Registered Auditor

8 Salisbury Square
l.ondon ECAY 888

20 February 2007
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Consolidated income stalement

for the year ended 4 January 2007

Continuing Discontinued Total Continuing Discontinued Total
operations cpercations operations operations
2006 2006 2006 2005 2005 2005
Note £m £&m £m &m £m £m
Revenue 2 677.8 - &677.8 6098 1359 7457
QOperating costs baefore
special items 5 (604.1) - (604 1) (554 4) (125 3) 6797
Profit from operations before
special items 2 737 - 73.7 554 106 660
Special tems
Restructunng costs and costs
associated with setlement of prior
peried anti-rust itigation 9 {27.7) - (27 7) (209 2n 320)
Gain on curtalment of
United Kingdom employee
bensfit schemes 1o 1.0 - - -
Terminated bid approach costs (2.1) 2.1 - - -
Profit/{loss) on disposal of property 0.3 0.3 ()] - 04
Operating profit 2 552 - 552 251 85 336
Finance income 268 - 26.8 227 - 227
FiInance expenses (30.2) - {30 2) (334 @24 (358)
Net financing cosis 7 3.4) - (3.4) Qon 249 (3n
Loss on parhal disposal of business - (1.5) (1.5) on - oy
Profit/ (loss) before taxation 51.8 (18) 503 143 61 204
Income tax expense (all relates
fo overseqs tax payable) 8 (10.6) - (10.6) 48 @o 88)
Profit/(loss) after taxation but
before gain on sale of
discontinued operations 4.2 (1.5) 9.7 95 21 né
Samn on sole of discontinued
opearations, net of tax 3 - - - - 424 426
Profit/(loss) for the period 41.2 s 397 25 447 542
Profit/(loss) for penod attrbutable to
Equity holders of the parent 384 (1.5) 369 72 447 519
Minority interest 2.8 - 28 23 - 23
41.2 Q1.5 397 95 447 542
Earnings/(loss) per share 0
Basic 134p (0.5p) 12.90 25p 1560 18 1p
Diluted 12 8p {0 5p) 123p 24p 148p 17 2p
Dividends
Imterm dividend - pence 15p -
- £milhon 44 -
Proposed final dwidend - pence 30p 2 5p
- £ milion 8.8 73

The proposed final dvidend Is based upon the number of shares outstanding af the balance sheet date
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Consolidated balance sheet

as at 4 January 2007
2006 2005

Note £m &mn
Assets
Property, plant and equipment 11 230.2 2353
Intangible assets 12 65.4 66
Other investments 13 72 61
Other recevables 16 12 03
Deferred tox cssets 14 288 274
Total noncumrent assets 333.8 3157
Inventones 15 849 778
Trade and cther recevables 16 136.0 1409
Cash and cash equivalents 17 974 00
Total current assets 3183 3787
Total assets 652.1 6944
Liabilities
Interest-beanng loans and borowings 19 93.2 573
Employee benefits 21 42.7 124 2
Granits for capital expenditure 01 03
Pravisions 22 67 43
Non-frade payables 23 36 -
Defered tax labllities 14 28.4 281
Tota! noncurrent liabllities 1747 2142
Bank overaraft 17 245 272
Interest-beanng loans and borowings 1) 13.8 250
Trade and other payables 23 2103 1958
Current tax payable 29 81
Provisions 2 15.8 28 4
Totat current liabilities 274.3 2845
Total liabliities 4490 4987
Total net assets 2031 1957
Equity
Issued capital 18 737 755
Share premium 18 85.2 850
Reserves 18 289 414
Retaned earnings 8 Q.1) (196)
Total equity atiributable 1o equity holders of the parent Company 186.7 1823
Minority interest 164 134
Total equity 18 203.1 1957

The accounts on pages 53 to #4 were approved by the Board of Directors on 20 Februcry 2007 and were signed on its behalf by
Mark Roberishaw Chief Executve Officer  \WIN_ M\@\"/

Kevin Dangerfield Chief Financial Officer

f. Gt
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Consolidated statement of cash flows

for the year ended 4 January 2007

2006 2005
Note £&m £m
Operating activities
Profit for the penod 397 542
Adjustments for
Depreciaton 247 300
Amortisation 12 13
Interast expense 34 131
Profitfloss on sale of property plant ond equiprment {0.4) 06
Income tax expense 106 88
Equity seftled share-based payment expenses 3.2 25
Cash generated from operations before changes In working capital and provisions 82.4 11056
(Increose)/decrease in frade and other receivables (87 &8
(increase)/decrease n inventores (.3) @0
Increase/(decrease) in frade and other payables 71 86
Non-cash operating cosfs relating to restructunng 42 85
Increase/{decrease) In provisions and employee benefits (72 6) )]
Cash (used in)/generated from operations 8.9) 1109
interest paid {82) a37n
Taxation 6.3) (Y]
Loss on parial disposal of business 1.5 01
Gain on sale of discontinued cperations - (426)
Net cash from operating activities 21.9) 485
Investing activities
Purchase of praperty plant and equipment (34.0) 436)
Proceeds from sale of property plant and eguipment 1.1 55
Purchase of investments (18) (28)
Proceeds from sqle of Investments - a7
Interest received a5 23
Acquisttions of subsidiaries net of cash acquired (207) 30
Disposal of subsidianes net of cash disposed of 116 1959
Net cash from investing activities (40.3) 1550
Financing activilies
Proceeds from the 1ssue of share capltal 02 17
Purchase of own shares (19 4) 35
increase infrepayment of) borowings 323 (1252
Payment of finance lease llabllities (0.4) a2
Dividends paid (7.4) -
Net cash from financing activities 5.3 (1282
Net (decrease)/increase in cash and cash equivalents {56 9) 753
Cash and cash equivalents ot start of penod 133.6 53
Effect of exchange rate fluctuations on cash held 3.2) 20
Cash and cash equivalents at period end 7 73.5 1336

A reconcliction of cash and cash equivalents to net borrowings Is shown In note 17
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Consolidated statement of
nised income and expense

for the year ended 4 January 2007

2004 2005
Em £rn
Forelgn exchange fransiahion differences (17.8) S50
Actuarial galn/(oss) on defined benefit plans 152 (162)
Deferred tax associated with employee benefit schemes 1.2) -
Net gain/{loss) on hedge of net investment In forelgn subsidiary - ()]
Cash flow hedges
Effective portion of changes in fair value (1) 02
Change in fair value of equity securitles available-for-sale 03 03
Income and expense recognised direclly in equity (36 (122)
Profit for the period 397 542
Total recognised income and expense for the period 361 420
Atfributable to.
Equity holders of the parent 333 397
Minority interest 28 23
420

Totul recognised income and expenses for the period 361
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Notes 10 the financial statements

1. Accounting policles
The Morgan Cruclble Company ple (the “Company™) Is a company incorporated In the UK

The Group financial statements consolidate those of the Company and its subsidiaries (together refemed to os the “Group ™)
The parent Company financial statements present Information about the Company as a separate entity and not about ts Group

The Group financlal statements have been prepared and approved by the Directors in accordance with International Financial Reporting
Standards as adopted by the EU (*adopted IFRSs™) The Cornpany has elected to prepare Ifs parent Company financial statements in
accordance with UK GAAP thess are presented on pages 88 to 94

The accounting policies set out balow have, unless otherwise stated, been applied consistently to dll perdods presented in these
Group financlal statements

Judgernents made by the Drectors, In the apphcaton of these accounting policies that have a significant effect on the financial statements
and estimates with a significant nsk of matedal adjustment In the next year are discussed in note 28

{a) Meuasurement convention

The financlal statements are prepared on the historical cost basls except that the following assefs and liabillities are stated at ther fair vaiue
dervative financlal Instruments, financial instruments classified as far value through the profit or 1oss or as avallable-for-sale

(b) Basis of consolidation

(i) Subsicharies

Subsidianies are entities confrolled by the Company Control exists when the Company has the power, directly or indirectty, to govern the
financial and operating policies of an entity so as fo obtain benefits from Its acthvities In assessing control, potenhal voting rights that presentty
are exercisable or convertible are taken info account The financial statements of subsidiodes are included In the consolidated financial
statements from the date that control commences untll the date that control ceases

{li) ransactions ellminated on consolidation

intragroup balances and any unredlised gains and losses of Income and expenses arlsing from Intragroup transactions, are eliminated in
preparing the consolidated financial statements Unreailsed losses are eliminated In the saome way as unrediised gains, but only to the extant
that there 1s no evidence of impairment

(c) Foreign currency

(i) Forelgn currency transactions

Transactions in forelgn currencles are frarsicied at the forelgn exchange rate ruling at the date of the transaction Monetary assets and
lliabiiles denomincted in foreign curencies af the balance sheet date are fransiated to € sterding at the foreign exchange rate uing at
that date Foreign exchange differences arsing on fransiation are recognised In the income statement Non-monetary ossets and liabilities
that are measured in terms of historlcal cost In a foreign curency are transiated using the exchange rate at the date of the fransaction
Non-monetary assets and hablihes denominated In forelgn curencies that are stated at falr volue are transiated to € sterling ot foreign
axchange rates ruling at the dotes the fair value was determined

(i) Financial staternents of forelgn operations

The assets and liaklities of forelgn operations, including goodwill and far value adjustments ansing on consolidation are translated to

£ sterling at foreign exchange rates ruling at the balance shest date The revenuss and expenses of forelgn operations are transiated

to § sterling ot an average rate for the period where this approximates to the foreign exchange rates ruling at the dates of the tronsactions
Foreign exchange differences arsing on retransahon are recognised directly in a separate cormponent of equity

{iily Net investment In forelgn operations
£xchange differences ordsing from the translation of the net investment In foreign operations, and of related hedges are taken to the
translation reserve They are released into the income statement upon disposal

(d) Derivative financlal instruments

The Group usas derivative financial instruments to hedge its exposure fo foreign exchange and interest rafe risks arising from operational,
financing and investrent activities In accordance with s trecsury policy  the Group does not hold or lssue denvative financlal Instrurnents
for rading pumpases However dervattves that do not qualify for hedge accounting are accounted for as trading instrurments

Dervatve financial Instruments are recognised wnitialty at fair value The gain or loss on remeasurement 1o far value ks recognised Immediately
In profit orloss However where dervatives qualfy for hedge accounting recognihon of any resuttant gan or loss depends on the nature of
the iterm baing hedged (see accounting policy e)

The fair value of intarest rate swops is the estimated amount that the Group would receve or pay to terminate the swap af the balance
sheet date, taking into account curent interest rates and the cument creditworthinass of the swap counterparties The falr value of forwarg
exchange contracts is ther quoted market pnce at the balance sheet date being the present value of the quoted forward prce
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1 Accounting policles (continued)
(@) Hedging

(i} Cash flow hedges

Where a dervative financicl instrurnent is designated as @ hedge of the vanabiity in cash flows of a recognised asset or kabllity or a highly
probable foracasted transaction the effective part of any gain or loss on the derlvative financial instrument is recognised directly in the
hedging reserve When the forecasted fransaction subsequently results in the recognition of a non-financral asset or non-financlal iability

or a foracast transaction for a non-financial asset or non-financial liability the assoclated cumulative galn or loss is removed from the hedging
raserve and Included in the inlfial cost or other camying amount of the non-financial asset or liobiity If a hedge of a forecaosted fransachon
subsequentty results In the recogniton of a financlal asset or a financlal kabllity the associgied gains and losses that were recognised directty
In the hedging reserve are reclassifled into profit or loss in the same penod or perlods during which the asset acqulred or liablity assumed
affects profit or loss ( @ , when interest income or expense is recognised) For cash flow hedges other than those covered by the preceding
two policy statements the associated curmulative galn or loss is removed from the hadging reserve and recognised in the incorne statement
in the same period or pericds during which the hedged forecast transaction affects profit or loss The ineffective part of any gain or loss is
recognised mmediately in the income statement

Whan a hedging instrument expires or is sold, terminated or exerclsed or the entity revokes designation of the hedge refationship but the
hadged forecast transaction is still expected to occur the cumulative gan or loss at that polnt remains in the hedging reserve and is
recognised In accordance with the above policy when the transaction occurs if the hedged transachon is no longer expected to toke
place the cumulative unreclised gain or loss recognised In the hedging reserve is recognised immeadiately in the income statement

(i) Hedge of monetary assets and liablithes
Where g desivative financial instument is used to hedge sconomically the foreign exchange exposure of a recognised monetary assst or
iabifty, no hedge accounhing is applied and any gain or loss on the hedging Instrument 18 recognised in the income statement

(ili) Hedge of net investment in foreign operations
The portion of the gain or loss on an Instrument used to hedge a net investment In a foreign operation that is determined to be an effechve
hedge ls recognised directly in the transiation reserve The ineffective portion is recognised immediately in profit or loss

(D Property, plant and equipment

{I) Owned assets

tterns of property plant and eguipment are stated at cost or at deemed cost less accumulated depreciation (see below) and impairment
losses (see accounting policy k) The cost of self-constructed assets includes the cost of materials direct labour and an appropriate
proportion of production overheads

Certaln iterns of property plant and equipment that had been revalued to falr value on or prior to § January 2004, the date of transifion
fo adopted IFRSs are mecsured on the basis of deemed cost, belng the revalued amount at the date of that revaluahon Where parts
of an tem of property. plant and equipment have different useful lives, they are accounted for as separate tems of property plant
and equipment

(li) Leased assets
Laases under the terms of which the Group assumes substantially ali the risks and rewards of ownership are clossified as finance leases

Leased assets acquired by way of a finance lease are stated ot an amount aquat to the lower of their far value and the present value of the
minimurn lease payments at inception of the lease less accumulated depraclation and mpairment losses

(i} Depreciation

Depraciahion s charged to the income statement on a straightine bass over the estirnated useful ives of each part of an ttem of property.
plont and equipment Lond 1s not depreciated The estimated useful ives are as follows

Buiidings 50 years
Plant and equipment - presses Kins and fumaces 10-20 years
Cther plant and equpment 10 years
Fixtures and fittings 10 vears
Motor vehicles and T equipment A ysars
Computer software 3-5 years
(g) intangible asssots

{H) Goodwill

Al business combinations are accounted for by applying the purchase method Goodwilll represants amounts ansing on acquisltion of
subsidianes In raspect of business acquisiions that have occured since 5 January 2004, goodwill represents the difference between the
cost of the acquisition and the falr value of the net identfidble assets acquired

In respact of acquisitions pnor to this date goodwll is included on the basis of its deemed cost, which represents the amount recorded
under UK GAAP The classification and accounting freatment of business combinahons that occurmed pnor to 5 January 2004 has not been
reconsidered Goodwill s stated of cost less any accumulated impalment losses

Goodwil s allocated to cash-generahng units and is no longer amorhsed but Is tested annually for imparment (see accounting policy k)

-
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1 Accounting policles (continued)
{g) Intangible assets (continued)

(i) Research and development
Expenditure on research activities, undertaken with the prospect of gaining new scientific or technlcal knowledge and understanding
5 recognised in the income statement as an expense as Incumed

Expenditure on development actviies whereby research findings are applied to a plan or design for the production of new or substantially
improved products and processes, Is capitalised if the product or process 1s technically and commerciatty feaslble and the Group has
sufficlent resources to complete development The expenditure capitalised Includes the cost of materials, direct kabour and an appropriate
proportion of overheads Capitalsed development expenditure s stated at cost less accumulated amorhsation (see below) and impalrment
losses (see accounting policy k) Other development expenditure is recognised in the Income statement as an expense as incumed

(lif) Other intangible assets
Other intangible assets that are acqulred by the Group are stated ot cost iess accumulated amortisation (see below) and Imparrment losses
(see accounting policy k)

(iv) Amortisation
Armortisahon 1s charged to the income staternent on a straight-ing basis over the eshmated useful lives of mtangible assets unlass such Iives

are Indefinite Goodwlil and intangible assets with an indefinte useful kfe are systematically tested for imparrment ot each balance sheet
date Other intangible assets are amortised from the date they are availiable for use The estimated useful Ives are as follows

Capitalised development costs J years
Cornputer software 3yeqrs
Operating Intongible assets 8-15years

(h) Trade and other recelvables
Trade and other raceivobles are stated at their nominal value less Impaiment losses (see accounting policy k)
{1} Inventories

Inventories are stated at the lower of cost ond net redlisable volue Net recliscble valus 5 the esfimated selling price in the ordinary course
of business, less the eshmated costs of complehon and selling expenses

The cost of Inventoras 1s based on the firstn fist-out principle and Includes expenditure Incumed In acquinng the inventones and bnnging
them to thelr existing location and condition In the case of manufactured Inventories and work In progress  cost Includes an appropriate
share of overheads based on normal operating capacity

{J) Cash and cash equivalents

Cash and cash equivalents comprses cash balances and call depostts Bank overdrafts that are repayaible on demand and form an integral
part of the Group s cash management are Includead as a component of cash and cash equivalents for the pumpase of the staternent of
cash flows

(k) Impairment

The camying amounts of the Group s assets, other than Inventodes (see acccounting policy 1) and defered tax assets (see accounting palicy
n, are reviewed at each balance sheet date to determine whether there is any Indication of impairment If any such indication exsts, the
asset s recoverable amount s estimated (see () below)

An Impairment loss Is recognised whenaver the canying amount of an asset or its cash-generating unit exceeds Its recoverable amount
Irnpalrment iosses are recognilsed In the iIncome statement

Impalrment losses recognised in respect of cash-generating units are allocated first to reduce the camying amount of any goodwill
allocated to cash-genarating units (group of units) and then, to reduce the camying amount of the other assets in the unit {group of units)
on a pro rato basis

Goodwil was tested for impairment for the years ended 4 January 2006 and 4 January 2007

When a decline In the fair value of an available-for-sale financial asset has beaen recognised directly In equity and there is objective
evidence that the asset is mpaired the cumulative loss that had been recognised directly in equlty Is recognised in profit or loss even though
the financial asset has not been derecognised The amount of the cumulative loss that s recognised in profit or loss is the difference between
the acquistion cost and cumrent far value less any imparment loss on that financial asset previously recognised in profit or loss

(1) Cateulahon of recoverable amount

The recoverable amount of the Group s investments in held-to-matunty securities and recevables comed at amorhsed cost s calculated as
the present value of estimated future cash flows, discounted af the orginal effective Interast rate (e the effective Interest rate computed ot
Infial recognition of these finoncial assels) Receivables with a short duration are not discounted The recoverable amount of other assets is
the greater of their net sefing price and value in use In assessing value In use, the estmated future cash flows are discounted fo thelr present
value using a pre-tax discount rate that reflects curent market assessments of the hme value of monay and the risks specific to the asset

For an asset that does not gensrate largsly Independent cash inflows the recoverable amount Is determined for the cash-generating unit
to which the asset belongs
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1 Accounting policies (continued)
(k) Impairment (continued)

(i) Raversals of Impairment
An impairment loss in respect of a held-to-matunty securty or recelvable camied at amortised cost Is reversed If the subsequent Increase in
recoverable amount can be related objectively to an event oceuning after the imparment loss was recognised

An impaimnent loss in respect of an investment in an eauity instrument classified os avallable-for-sale Is not reversed through profit or loss
If the fair value of a debt instrument classfied as avallable-forsale Increasss and the increase can be objactively related to an event
occuring after the impairment loss was recognised in profit or loss the impairment loss shalt be reversed, with the amount of the reversal
recognised in profit or loss

An mpairment loss in respact of goodwlil is not reversed In respect of other assets an Impairment loss Is reversed if there has been a change
in the estimates used to detfermine the recoverable amount and when there is an indication that the impairment loss may no longer exist

An impairment loss is reversed only to the extent that the asset’s camying amount does not exceed the camylng armount that would have
been determined, net of depreciation or amorhsation, If no impairment loss had been recognised

{I) Share caplhal

(i) Preference share copital
Preference share capitd s classified as equity if it Is nonredeemable and any dmdends are discretionary or Is redeemable but only af the
Company s option Dividends on preference share capital classified as equity are recognised as distribbutions within equity

iy Ordinary share capital
Incrernental costs direcily attributable to the Issue of ordinary shares and share ophons are recognised as a deduction from equity

(m) Employea benefits

(i) Defined contribution plans
Obligations for contribuhions to defined contribuhon pension plans are recognised as an expense In the income staternent as incured

(il Defined benefit plans

The Group s net obligation in respect of defined benefit pension plans 1s calculated separately for sach plan by estimating the amount of
future benefit that employess have earned In refum for therr service In the curent and prior penods, that benefit 1s discounted to determine
Its prasent vatue and the fair vatue of any plon assets is deducted The discount rate 1s the yield ot the balance sheet date on AA credit
rated bonds that have maturity dates approximating the terms of the Group s obligations The calculation is parformed by a qualified
achuary using the projected unlt credit method

All actuanal gains and losses as at S January 2004 the date of transttion fo adopted IFRSs, were recognised Actuarlal galns and losses that
have arsen since 5 January 2004 have been recognised in the perod they occur directly In equity through the siaternent of recognised
Income and expense reflecting the adoptlon of the amendment to 1AS 19 for the years ended 4 January 2006 and 4 January 2007

(iu) Long4arm service benafits

The Group's net obligation in respect of long-term service banefits other than pension plans, Is the amount of future benefit that employees
have earned in return for their service in the curent and pnor periods The obligahon is calculated using the projected unit credit method
or similar approximation and is discounted to its present value and the fair value of any related assets Is deducted The discount rate s the
yield ot the balance sheet dote on AA credlf rated bonds that have maturdty dates approdmating the terms of the Group's obligations

(v} Share-based payment transactions

The Group operates various share option programmes that allow Group employess to acquire shares In the Company Under the Long-Term
Incentive Plan (LMP) awards of shares are made to varlous key executives and under the Morgan Directors” Share Ophion Plan 2006 (2006
ESOP) the Executive Share Option Scherme 2004 (2004 ESCS) and the Morgan Exscutive Scheme 1995 (1995 ESOS) share options are granted

by the Company The Company alsc maintains an allemployes share save scheme avalable to employess in the UK and Germany The falr

vatue of awards made and options granted is recognised as an employee expenss with a comesponding increase in equity The fair value is
rmecasured at grant date and spread over the pencd during which the employees become unconditionally antiled to the options

The fair value of the options and awards under each scheme have been measured using the followlng models

Morgan Directors Share Optlon Plan 2006 Monte Carlo model

Long Term Incentive Plan 2004 Monte Carlo model

Executive Share Optlon Scheme 2004 Monte Caro model

Morgan Executive Share Option Scheme 1995 Binominal Lattice Option pricing model
UK Employee Share Save Plan 2003 Black-Scholes Merton model

UK Employeae Share Save Plan 2004 Black-Scholes Merton model

UK Employee Share Save Pian 2004 (Germany) Black-Scholes Merton modet

UK Employee Share Save Plan 2005 Black-Scholes Merton model

The choice of model takes into account the terms and condibions upon which the awards were made and the ophons were grantad
The arnount recognised as an expense is adjusted to reflect the actual number of share opfions that vest except where forfeiture Is only
due to share pnces not achleving the threshold for vesting
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1 Accounting policles (continued)
{n) Provisions

A provison Is recognised in the bakance sheet when the Group has a present legal or constructive obligation as a result of a past event and
it Is probable that an outflow of economic benefits will be required to setfle the obligation If the affect Is materal provisions are determined
by discounting the expected future cash fiows at a pre-tax rate that reflects curent market assessments of the time value of money and
whera appropricte, the rsks specific to the liability

() Restructuring
A provison for restructunng Is recognised when the Group has approved a detfalled and formal restructuring plan and the restructuring has
sither commenced or has been announced publicly Future operatng costs are not provided for

(i) Onercus contracts
A provision for onerous cantracts is recognised when the expected benefits to be derdved by the Group from a contiact are kower than the
unavoldable cost of meeting Its obligations under the contract

(o) Trade and other payables
Trode ond other payabias are stated ot their norminal amount
(pP) Revenue

(i) Goods sold and services rendered
Revenue is recognised in the income statement when the significant risks and rewards of ownership have been fransferred to the buyer

(il) Government grants

Government grants are recognised in the balance sheet Inltially as deferred incoma when there is recsonable assurance that it will be
received and that the Group will comply with the conditions aftaching to It Grants that compensate the Group for expenses incured are
recognised s revenue in the Income statement on a systematic basls in the same penods In which the expenses are Incured Grants that
compensate the Group for the cost of an asset are recognised in the Income statement as other operating income on a systernahie basls
over the useful life of the asset

(q) Expenses

(i) Cperahng lease payments
Payments made under operating leases are recognised In the Incoms statement on a straight-ine bass over the ferm of the lease
Lease incentives recelved are recognised In the Income statermnent as an Integral part of the total lease expense

(li) Ainance lease payments

Minimum lease payments are appertioned between the finance charge and the reducthion of the outstanding liabiity The finance charge
is allocated to each perdod dunng the lease term so as fo produce a constant pertodic rate of Interest on the remaining bolance of

the llabllity

(iliy Net financing cosis

Net fnancing costs compnse interast payable on borrowings calculated using the effective Interest rate method, inferest receivabie on funds
invested, dividend income gans and |osses on hedging Instrurnents that are recognised in the Income statement (see accounting policy &)
expacted refurn on 1AS 19 pension assets and Interest on 1A5 19 obligations Interest income Is recognised in the Income statement os it
accrues, using the effective Interest method Dividend income Is recognised in the income statement on the date the entity’s right fo recelve
payments 15 established

The interest expanse component of finance lease payments is recognised In the Income staterment using the effective Interest rate method
{r) Income tax

Income tex on the profit or loss for the year comprises current and deferred tox Income tax Is recognised in the Income statement except
to the extent that it relates to items recognised directly In equity In which cass it is recognised in equity

Cument tax Is the expected tax payable on the taxable Income for the year using tax rates enacted or substantively enacted at the
balance sheet date and any adustment to tax payable in respect of previous years

Deferred tax s provided using the balance sheet kability method, providing for temporary differences between the camying amounts of
assefs and abilities for financial reporting purposes and the amounts used for taxahon purposes The following terporary differences are

not provided for the Inttial recognition of goodwall, the inltial recognihon of assets or fiabllhes that affect nether accounting nor faxable profit
and differences refating to nvestments In subsidianas to the extent that they will probably not reverse n the foreseeable future The amount
of defered tax provided is based on the expectad manner of realisation or settiernent of the camying amount of assets and liabilitles, using
tox rates enacted or substantvely snacted at the balonce sheet date

A deferred tax asset Is recognised only to the extent that it is probable that future taxable profits will be available ogainst which the asset
can be utilsed Deferred tax assels are reduced to the extent that f is no longer probable that the related tax benefit will be realised
(s) Segment reporting

A segment 15 o distinguishable component of the Group that is engaged in providing products in a parhcular ine of business (ousiness
sagment) or in providing products within a parhcular economic environment (geographic segment), which is subject to risks and rewards
that are different from those of other segments
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1. Accounting policies {(continued)
(1) Discontinued operations

A discontinued opearation s a component of the Group s business that represents a separate major line of business operations Classification
as a discontnued operahon occurs upen disposal or when the operation mests the critera to be classified as held for sale if earler

Discontinued operations are presented in the income statement (including the comparative period) as a column analysing the post tax
profit or loss of the discontnued operation and the post tax gain or loss recognised on the remecsurement to far value less costs to sell
or on disposal of the assets/disposal groups consttuting discontinued operations

{u) Classification of financial instruments issued by the Group

Following the adoption of IAS 32, financial instruments issued by the Group are freated as equity (i e forming part of shareholders” funds)
only to the extent that they meet the following two conditions

(i) they include no contractual obligations upon the Group to deliver cash or other financial assets or to exchange financial assets
ar financial labilities with another party under condifions that are potentially unfavourable to the Group, and

(ii) where the instrument will or may be settted In the Company’s own equity Instruments, it is efther a non-derdvative that includes no
abligation to dellver a vanable number of the Company s own equity instruments or is & derivative that will be sefffed by the Company
exchonging a fixed armount of cash or other financial assets for o fixed number of its own equity instruments

To the extent that this definition (s not met the procesds of issue are classified s a financial liabllity Where the instrument so classified takes
the legal form of the Company s ¢wn shares, the amounts presented in these financlal statements for called-up share capitat and share
premiurm account exclude amaounts in relation to those shares

finance payments associated with financial labilities are dealt with as part of finance expenses Finance payments associated with financial
instruments that are clossified in equity are dividends and are recorded directly In equity

(v) Investiments in debt and equlty securities

Investments in debt and equity securites held by the Group are classified as belng avallable-for-sale and are stated at falr value, with any
resuttant gain or loss being recognised directly In equity {in the fair value reserve)} except for impairment losses and In the case of monetary
Items such as debt securities, foreign exchange gains and losses When these investments are derecognised the cumulative gain or loss
previously recognised directly in equity is recognised In profit or loss Where these Investments are interest-bearing interest calculated using
the effective interest method Is recognised i profit or toss

{w) Interest-bearing borrowings

Interast-beanng borowings are recogrised Initlally ot falr value less attnbutable transaction costs Subsequent to inifial recognition
interast-bearng borowings are stated of amortised cost with any difference between cost and redemption value belng recognised in
the income statement over the period of the borowings on an effective Interast basis

(x) Capitalisation of borrowing costs

Borowing costs may be capltalised when they are incurred on rasing speclfic funds to finance a major capttal project which willbe a
significant productive asset

(y) Dividends
Dividends poyable are recognised as a liabllity in the perod in which they are declared
(z) Own shares held by ESOP trust

Transactions of the Group-spensored ESOP frust are included in the Group financial statements In particular the frust s purchases of shares In
the Company are debited directly to equity

(aa) Adoptod IFRSs not yet applied

The fcllowing adopted IFRSs were avaliable for earty application but have not been opplied by the Group in these financial staterments
() Amendment to 1AS 1 Capital Dsclosures

(i) IFRS 7, Financlal Instuments Disclosures

(il IFRIC 8 Scope of IFRS 2

The Group does not expect the above amendments to have any significont impact on the financial statements for the pencd commencing
5 January 2007

With respect to the financial guaraniee controcts, where the Group enters into such contracts to guarantee the indebtednass of other
companies within the Group the Group considers these to be insurance arrangements and accounts for them as such In this respect the
Group itects the guarantee contract as a contingent labiltty until such fime as it becomes probable that the Group will be required to
make a payment under the guarantee




Notes to the finoncial statements The Morgan Crucible Company pic 63

2 Segment reporting

The Group s pnmcry business segments are its divisions A decnpfion of the fypes of products and services sold by each divison is included

in the business review The Group's secondary business segments are the gecgraphical regions in which the Group operates

Moiten Metal Systerns
Carbon  Technica Ceramics Thermal Ceramics  (formerty Cruckbles) Discontinued Consclidated
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
£m £m £m tm £m £m £m £m £m £m £m £m
Revenuo from
external customers  213.6 1999 1625 1448 2112 2367 305 284 - 1369 6778 7457
Segment profit 28.5 153 193 86 129 @2 4.1 13 - 85 64.8 429
Undllocated costs {9.6) @3
Operating profit 552 336
Nst financing costs 34) (a3n
Loss on partial
disposal of business 1.5) on
Income tax expense (106) 88
Gan on sale
of discontinued
operations, nat of fax - 42 6
Profit for the penod 397 542
Segment undertying
operating profit* 3zs 274 170 122 24.7 197 32 18 - 106 787 nz
Unallocated costs (50) &N
Underlying
operating profit* 737 660

*Undertying operating proflt s defined as proft from operations before spacial tems This measura of profit & shown becauss the Duectorns use 1 1o measwe the undetying performance of
the business

Discontinued operahons for 2005 comprises the Magnstcs Division

Motten Metal Systems

Cabon  Technical Ceramics Thermal Ceramics  (formery Crucibles) Discontinuad Consolidated
2006 2005 2006 2005 2006 2005 2006 22005 2006 2005 2006 2005
£m em £m £m m £m om £m £m &m £m &m
Segment assets 174.7 1701 128 4 1334 2531 2174 27.3 240 - - 5835 544 ¢
Unallecated assets 68 6 149 5
Total assets 8521 694 4
Segment liabllities 612 934 46.3 824 89.4 933 e8 171 - - 2067 2982
Unaliocated labilhes 2423 2005
Total licbilities 4490 498 7
Segment cash flows
from operating
achvities 13.2 276 114 179 (8 8) 142 0.7 18 - 159 165 774
Unallocated
cash flows (384) (289
Cash fiows from
operating activities (219) 485
Cash flows from
investng activihes {403) 1550
Cash fiows from
financing activihes 53 (128 2)
Segment copital
expenditure 121 130 57 70 120 161 13 a9 - B1 k1| 451
Unallocated
caopltal expenditure 06 02
Total capltal
expenditure n7z 453
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2. Segment reporling (continued)

Molten Metal Systems

Carpon  Technical Ceramics Thermal Ceramics  (formery Crucioles) Discontinuad Consolidated

2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2005 2005

em &m &m £m £m £m £m £m £m &m £m £€m

Segment depreciation 69 69 79 77 9.0 83 09 10 - 40 247 299
Unatiocated

dapraciation - 01

Tetal depreciation 24.7 300

Segment amorhsation o3 02 02 01 0é 02 01 a1 - 06 1.2 12
Unallocated

amortisation - 01

Total cmortisation 12 13

During the year ended 4 January 2007, discontinued opsrations had cash outfliows from inveshing activiiies of £nll (2005 £9 1 mifion) and cash
flows from financing activies of £nit (2005 £ni)

Far East Middia East
Europe Armercas ond Australka and Afdca Discontinued Consolicioted
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 2065
Em £m £m £m £m £m £m £m Tm &m £m £m
Revenue from
extemal customers 261.9 2376 302.4 2682 1000 905 135 135 - 1359 677 8 7457
Segment assets 2171 2559 2108 2029 894 796 62 65 - - 5835 5449
Unallocatad ossets 68 6 1495
Total assets 6521 &44
Segment cash flows
from operatng
actvihes (40 9) 34 378 409 16.5 139 26 31 - 159 165 774
Unallocated
cash flows (38 4) 289
Cash flows from
operating achvitles {219) 485
Cash flows from
investing octvihes (40.3y 1550
Cash flows from
financing activifigs 53 (128 2
Segment
capital expenditure 10 128 14.8 136 4.7 101 0.6 05 - 81 3 451
Undllocated
caprtal
expendifure 0.6 02
Total capltal
expenditure 31.7 453
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3. Discontinued operations

In September 2005 the Group sold its Magnehcs Dividon a separate business segment (see accounting policy note t) The net sale proceeds
after allowing for net debt cash In the business were €214 6 milien tax charge was £21 4 milion leaving o gain after tax of £42 6 milion

Effect of disposal on Individual assets and liabilines of the Group

2005

£m

Property plant and equipment 96 4
Intanglble assets 022
Other investrents 10
Inventories 525
Trade receivables and other receivables 3?3
Cash and cash equivalents 28
Net Interest bearing and norHnterast bearng loans 136
Provisions 79
Deferred tax @1
Trade payables and other payatles {36 5)
Net idenfificble assats and abilties 147 3
Cash consideration received net of disposal costs 2102
Net borowings disposed of (64}
Net cash inflow 1938

4. Acquisitions

On 16 February 2006 the Group increqsed its stake in Morganite India Ltd from 50 5% to 26% ond on 3 Aprl 2006 acquired the dishibuhon
fights for domestic Indian sates Total consideration pald was £2 0 million The company s pancipal activity Is the manufacture ond sale of
crucibles and fumace related accessores In the year to 4 January 2007 the subsichary contributed net profit of €0 2 milion to the
consolidated net profit for the year

On 31 March 2006 the Group acqulred the fiore business assets of Vesuvius USA Comoration and Vesuvius Skawina Materaly Ognlotrwale
SP 70 © for £10 8 millon The company s principal activity is the manufacture of fibre products In the nine months 1o 4 January 2007 the
subsiciary contibuted net profit of £0 1 million fo the consolidated net profit for the yaar The revenus and profit of this acqulsition, had this
acquisition taken place at the beginning of the perlod 15 €9 7 million and £0 1 milion respectively

On 1 Aprl 2006 the Group acquired 51% of the shares In Morgan Thermal Ceramics Sukhoy Log Limited for €1 7 millon The Company’s
prncipal actwity is the manufacture of ceramic fibre and fibre products for thermal Insulation In the nine months to 4 January 2007 the
subsidiiary contributed net profit of £nil to the consolidcted net profit for the year

On 1 Aprit 2006 the Group acquired 100% of the shares in Diamond Crucible Company Pyt Limited for £1 4 million The Compary s principal
activity Is the manufacture of cruclbles and furnace related accessorles In the nine months to 4 January 2007 the subsidiary contributed net
profit of £nll fo the consclidated net profit for the year

On 8 Apnl 2006 the Group acquired 51% of the shares In Morgan Luyang Thermal Ceramics Company Urnifed for £0 5 milion The Company's
princlpal actvity is the manufocture of mullite sol-gel fiore for high temperature iInsulation In the nine months fo 4 January 2007 the subsidiary
confributed net profit of $nil fo the consolidated net profit for the year

On 20 July 2006 the Group acquired the assets of Aceram Matenals and Technology Inc for o confingent maxirnum consideration of
£5 8 millon with £1 ¢ milion paid during 2006 The Company’s prncipal activity is the manufacture of carbon products In the five months
to 4 January 2007 the subsidiary contributed net profit of £0 1 millon to the consolidated net profit for the year

On 26 October 2006 the Group acquired 75% of the shares In Beling Yingtelal Morgan Thermal Ceramecs Textles Co Limited for €4 7 million
of which £2 5 milion will be paid after the year end The Company’s panclpal achvity Is the manufacture of textile products for thermal
insulation In the hwo months to 4 January 2007 the subsidiary confributed net profit of §nil to the consolidated net profit for the year

b




466 Tha Morgan Crucible Company pic Notes 10 the financial staterments

4. Acquisitions (continued)
Effect of acquisitions
The acquisitions had the following effect on the assets and tablifies of the Group
Carnying
value before Provisional
acquisition far values
2006 2006
£m m
Acqulsition of Vesuvius USA Corporation and Vesuvlus Skawina Materiaty Ogniotrwale SP Zo O
Intangible assets - 4.0
Property, plant and equipment 1.4 1.4
Other working capital 1.2 11
Provisions - {0 2)
Net assefs acquired 63
Goodwil 45
Total consideration 108
Less defarred consideration -
Net consideration paid 108
Other acquisitions
Intangible assets - 6.9
Property, plant and equipment 26 24
Other working copltal 03 0.2
Provisions - (0.3)
Cuash and cash equivalents 1t |8 |
Minorty interests - (2.6)
Net assets acquired 7.7
Goodwil 8.3
Total considerahon 160
Less defermed consideration 63
Net consldserahon pad 7

Goodwill represents future economic benefits ansing from assets that are not capable of being identified individually or recognised as
separate assefs This will nclude acqulrer specific synergies such as cross seling opportunres and the enhancement of technologies and
processes between existing and gequired sites

Acquisitions In 2005

On | March 2005 the Group increased Its stake in Yixing Morgan Thermal Ceramics Limited from 0% to 51% and began consolidahng
the business Total consideration paid was £0 @ milllon The Company’s pinclpal activity |s the manufacture of Insuleting fire bricks In the
10 months to 4 January 2006 the subsidiary contributed net profit of €0 3 millllon to the consolidated net profit for the year

On 19 April 2005 the Group acqulred 80% of the shigres in Thermal Ceramlcs Saveh Company Lirmited for £0 5 milllon The Company s
prnclpal activity 1s the manufacture of ceramic fiores In the eight months to 4 January 2006 the subsidiary contributed net profit of &nll to
the consolidated net profit for the year

On 25 April 2005 the Group acguired 70% of the shares In Morgan Kaillong Thermal Ceramics Jingmen Umited for €1 & milion The Company’s
principal acthaty 15 the manufacture of ceramic fibres tn the eight months to 4 January 2006 the subsidiary contributed net profit of £nll to the
consolidated net profit for the year
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4. Acquisitions (continued)

Effect of acquisthons
The acquisthons had the following effect on the assets and habilthes of the Group
Carmying
valua before Provislonal
acquisition fair volues
2005 2005
£m £m
Infanglible assets 04 -
Property plant and equipment 40 44
Other working capital 06 03
Provisions - (°1)]
Interest-baaring borowlngs 06) (]3]
Minority interests 06) 02
Net assets acquired 23
Goodwil 13
Total considerahon 36
Less defered consideration -
Net considerahon paid 36
5 Oporating costs botore special Hems
2006 2000 2006 2005 2005 2005
Continuing Discontinued Total Confinuing Discontinuead Totcl
£m £&m £€m &m £&m £m
Change in stocks of finished goods
and work in progress 0.5 - 05 as [20)] (25)
Raw materials and consumabtes 1663 - 166.3 1466 486 1952
Other external charges 114.4 - 114.4 1037 121 1158
Empioyese costs
- wages and salaries 1705 - 1705 1686 a24 2112
- share-based payments a2 - . 22 03 25
- soclal security costs 349 - 49 377 70 447
- other pension costs 10.3 - 103 135 32 137
Total 2189 - 2189 21920 531 2721
Depreciation
- owned assetfs 244 - 24.4 235 57 292
- qssets held under finance lacses 0.3 - 0.3 05 03 08
Totat 247 - 24.7 240 60 300
Rentals under operating leases
- hlre of plant and machinery 1.6 16 12 a7 19
- other operating leases 6.5 6.5 62 01 63
Total 81 - 8.1 74 08 82
Other operating charges and income
- forelgn exchange losses 28 - 2.5 146 04 20
- other operafing charges 73.0 - 73.0 541 131 672
- foreign exchangs gains (2.4) - 24) @n ()] & X))
- other operahng income 31 - {3.1) @n @n ©2
- armortisahon of intangible assets 12 - 12 o7 06 13
Total 7.2 - M2 502 107 09
Total operating costs before special items 6041 - 604.1 5544 1253 6797

The Group recognised £8 2 millon In expense In respect of research and development (2005 £12 5 milllon)
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5 QOperating costs before special items (continued)

A summary of the audit and non audit fees In respect of services provided by KPMG charged to operating profit in the year ended 4 January

2007 15 set aut below

2006 2005

£m €M

Fees payable to the Company s auditor for the audrt of the Company’s annual accounts 04 04
Fees payable to the Company s auditor and Its associates for other services

- the audtt of the Company s subsicianes pursuant to legislation and other services 09 07

- tax services 0.2 01

- other services 0.1 04

16 16

in adddion, In respect of the terminated bid approach £0 8 millon was paid to KPMG  As part of the pnor year costs Incurred in respect of
the disposal of the Magnehcs Division £1 2 millon was paid fo KPMG

& Staff numbers

The average number of persons employed by the Group (ncluding Directors) during the yeor analysed by category, was as follows

Number of employeaes

2004 2005

United Kingdom 1,3 1,442
Rest of Ewrope 1,840 1946
The Amencas 3,260 3126
Far East and Australasia 2,614 2374
Middle East and Afnca 279 285
9,384 9173

Discontinued - 2,456
9,384 11629

Carbon 3,736 3,825
Techncal Ceramics 2,105 2,033
Thermal Ceramics 3,003 2,828
Molten Metal Systems {formerly Crucibles) 540 487
9,384 9173

Discontinued - 2456
9,384 11,629

7 Net finance income and expense

2006 2005

&m £m

Inferest income 35 13
Expected retum on IAS 19 scheme assets 233 210
Far value gan on nterest rate swaps - 04
Finance income 26.8 227
Interest expense (CA) (13
Interest on 1AS 19 obligahons {221) 245
Finance expense (302) (358
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8 Taxation - income tax axpense
Recognised In the Income statement

2004 2005
£m £m
Current tax expense
Current year 125 360
Adjustrnents for pnor yaars 06 03
131 363
Deferred fax expense
Onginahon and reversal of temporary differences 2.9 40
Benefit of losses recogrsed (5.49) (1on
(25) ©n
Total ncome tax expense In income statement 106 302
Included in the total income tax expense is £nil (2005 £25 4 million) tax choarge related to the sale of discontnued operahions
Roeconciliation of effective tax rate
2006 2006 2005 2005
£m % £m %
Profit bafore tax 503 844
tncome tax usng the domeshc corporation tox rate 151 300 253 300
Non-deductible expenses 23 46 147 174
Effect of fax losses uhlised (7 3) (14.5) {01 (120)
Under provided In prior years 06 12 [12+) 06
Other {on (02) 02 ()
106 211 32 358
2006 2005
Reconclliation of profit before tax £m £&m
Shown on Income statement 503 204
Add gain on sale of discontinued operations gross of tax - 640
Profit before tax shown above in tax rate reconciliahon 503 84 4

9. Restructuring costs and costs assoclated with settlement of anti4rust litigation

Costs of restructunng were £23 9 millon (2005 £29 7 millton} and legal costs associated with setlement of anti-trust Ihigation were £3 8 million

(2005 £2 3 rodllion)
10 Eamings pear sharo
Basic earnings per share

The calculgtion of basic earnings per share at 4 January 2007 was based on the profit affibutable to equity holders of The Morgan Crucible
Company plc of £36 ¢ milllon {4 January 2006 £51 9 millon) and o weighted average number of ordinary shares outstanding dunng the

penod ended 4 January 2007 of 287,110,574 (4 January 2006 286,553,767) calculated as follows

2006 2005

m £m

Profit atfributable to equity holders of The Morgan Crucible Company plc 369 519
Weighted average number of ordinary shares

Issued ordinary shares ot § January 293,188,372 290 200,179

Effect of shares issued in penod and treasury shares held by the Company (6,077,798} (3646412)

Welghted average number of ordinary shares at penod end 237,110,574 286 553,767

Basic earnings per share (pence) 129 181p
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10 Earnings per share (continued)

Diluted earnings per share

The calculation of diluted earmings per share ot 4 January 2007 was based on the profit attributable to equity holders of The Morgan Crucibie
Company plc of £36 9 milkon (4 January 2006 £51 9 millon) and a weighted average number of ordinary shares outstanding dunng the
period ended 4 January 2007 of 208 938,120 (4 January 2006 301088 360) calculated as follows

2006 2005

£m S

Profit affributable to equity holders of The Margan Cruclble Company plc 369 519
Welghted average number of ordinary shares:

Welghted average number of ordinary shares 287,110,574 286,553,767

Effect of share options/incentive schemes 11,827,546 14 534 593

Diuted weighted average number of ordinary shares 298,938,120 301 088 360

Diluted earmings per share (pence) 123p 17 2p

Underlying earnings per share

The calculation of underying eamings per share at 4 January 2007 was based on profit from operations before special iterms less net finance
costs, Income tax expense (excluding tax credit ansing from special iferns of €5 6 million (4 January 2006 £4 3 millon)) ond minority interest
of £51 3 miflon (4 January 2006 £37 5 milkon) and a weighted average nurnber of ordinary shares outstanding during the penod ended

4 January 2007 of 287 110 574 (4 January 2006 286.553,767) calculated as follows

2006 2005
£m Zm

Profit from operations before special Homs less net finance costs,
income tax expense and minority interest 613 375
Weighted overage number of ordinary shares
Issuied ordinary shares at 5 January 293,188,372 200200179
Effect of shares issued in penod and treasury shares held by the Company (6,077,798) (3.646,412)
Weighted average number of ordinary shares at penod end 287,110,574 286,563,767
Underlying eamings per share (pence) 17.9p 131p

Underlying diluted earnings paer share

The caleulation of underying diuted earnings per share at 4 January 2007 was based on profit from operations before special itterms less net
finance costs, income tax expense (excluding tax credit arsing from spacial items £5 6 milion (4 January 2006 £4 3 milion)) and minortty
Interest of £51 3 millen (4 January 2006 £37 5 millon} and a weighted average number of ordinary shares outstanding during the penod
ended 4 January 2007 of 298 938 120 (4 January 2006 301,088 360) calculated as follows

2006 2005
£m £m
Profit from operations before special items loss nel finance costs,
Income tax expense and minority interest 513 378
Weighted average number of ordinary shares
Welighted average number of ordinary shares 287,110,574 286 553,767
Effact of shore ophons/incentive schemes 11,827,546 14,534,593
Diluted welghted average number of ordinary shares 293,938,120 301 088 360

Underying diluted earnings per share (pence) 17 2p 128p
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11. Property, plant and equipment

Plant and
Lana and aquipmeant
bulidings and fixtures Total
£m £m £m

Cost
Balonce at 5 January 2005 1748 4450 6198
Acquisthons through business combinations 22 22 44
Additions 74 363 437
Disposals (543 {108 &) (1629
Effect of movement in forelgn exchange 10 77 87
Balance at 4 January 2006 1311 36826 5137
Balance at 5 January 2006 1311 3826 513.7
Acquistons through busness combination 1 25 36
Additions 58 249 3oz
Disposals 1.4) (14.2) (15.6)
Effect of movement in foreign exchange (7 5) (20.6) (28 1)
Balance at 4 January 2007 129.1 375.2 504.3
Depreclation and impalrment losses
Balance at § January 2005 386 2614 3000
Deprecighion charge for the yeaor 40 260 300
Disposals &4 (457) G5 1
Effect of movement in foreign exchange 04 3Q 35
Balance at 4 January 2006 338 2446 2784
Balance at 5 January 2006 a3is 244.6 278 4
Depreciation charge for the year 34 2.3 24.7
Disposals (08) (12 3) (31
Effect of movement in forelgn exchange (22) (13 7) (159
Balance at 4 January 2007 342 2399 2741
Carrying amounts
At 5 January 2005 1362 1836 3198
At 4 January 2006 T 973 1380 2353
At 4 January 2007 949 1353 230.2
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12. Intangible assets

Operating Computer
Goocwil Intanglbles softwore Total
£m £m £m £m
Cost
Batance at & January 2005 1002 - 152 1154
Acqulsitions through businass combinahons 13 - - 13
Additions - externally purchased - - 16 16
Disposals (GIR)] - 1)) {66 6)
Effect of movement in foreign exchange 02 - on 01l
Balance at 4 January 2006 39 - 79 518
Balance at & January 2006 439 - 7.9 518
Acquisttions through business combbinations 128 101 - 229
Additions - externally purchased - - 10 10
Disposals - - {05) 05)
Effect of movemnent in foreign exchange 2.7) - {03) (3.0)
Balance ot 4 January 2007 54.0 101 81 722
Amoriisation and Impairment losses
Balance ot 5§ Jonuary 2005 - - 83 83
Armortisation ¢charge for the year - - 13 13
Disposals - - [CY)] (G
Effects of movement in foreign exchange - - - -
Balance at 4 January 2006 - - 52 52
Balance at 5 Jonuary 2006 - - 52 52
Amortisation charge for the year - 0.4 08 1.2
Disposals - (0 4) 0.4)
Effects of movement in foreign exchange - (02) 0.2)
Batance at 4 January 2007 - 0.4 54 58
Carrying amounts
At 5 January 2005 1002 - 69 107 1
At 4 January 2006 4439 - 27 b6
At 4 January 2007 54.0 37 27 66.4
Amortisation of operating Infanglles ond computer software costs is included within operating costs before special ltems in the
Income statement
Impairment test for cash-generating units containing goodwill
Tha following units have significant camying amounts of goodwill
2006 2005
&m £m
Carbon 163 142
Technical Ceramics 200 218
Insulating Ceramics 177 79
54.0 439

The recoveratle armount of the abbove units is based on valus in use calculations Those catculations use cash flow projechions based on
forecast aperating results for the current perdod ond budgeted operating results for the subsequent pedod Cash flows for a further five year
perdod are extrapolaied using a 2 25% growth rate This growth rate is conslstent with the long-term average growth rate for the industry and
reflacts management s eshmate of the growth through the economic cycle A pre-tax discount rate of 13 0% has been usad n discounting
the projected cash flows and calculating the termindl value at the end of year five

13. Other Investments

Non-cument Investments
Equity securihes avaiable-for-sale 7.2 61

=]
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14. Recognised deforred tax assets and liabilities
Defered tax assets and kabilrhes are attnbutable to the following

Assots Liabilites Net
2006 2006 2006 2005 2006 2005
£m £m £ &m £m £m
Property plant and equipment - - 24.7 260 24.7 260
Intangible assets - - 04 17 04 17
Employee benefits (120) (179 21 - 9 079
Prowvisions (24 {15 - - (24) (15
Tax value of loss camed forward recognised (130) 76 - - {130) 78
Other items {14) Q4 12 04 (02) -
(28 8) (27 4y 28 4 281 (0.4) 07
Unrecognised deferred tax assets
Deferred tax assets have not been recognised In respect of the following items
2006 2005
£m &M
Deductible temporary differences {(51) (228)
Tax losses {21 &) (154)
(26.7) 382
£7 7 milion of the deferred tax asset relating to losses will expire between 2019 and 2026 The balance of the losses are availloble to camy
forward wrthout fime restriction
Movements in temporary differences during the year
Recognised Recognised
Balance Recognised directly Balkonce Recognised directy Balanco
4 Jan 05 in Incomea in squity 4 Jan 06 In income In equity 4 Jan 07
Property plant and equpment 06 46) - 260 {13) - 247
Intfangible ossets 09 08 - 17 13) - o4
Empioyee benefits (222 43 - 79 68 12 (v &4
Provisions (18 03 - (15 {09) - (24)
Tax value of loss
camy forwvard utitsed an 1630 - {16) {84) - (130)
Others &1 [GR)] - - {04) 0.2 (02)
109 {102 - 07 {25) 14 (0.4)
18. Inventories
2004 2005
&m £m
Raw materals and consumcgbles 273 251
Work In progress 223 202
Finished goods 353 325
84.9 778
Inventones stated af fair value less caosts fo sell 41 63
Camying amount of inventories subject to retention of fills clauses 79 44

The Group holds consignment inventory amountng to £9 5 rilien (2005 £7 2 millon) which s not reflected in the balonce sheet The maonty
of this balkance is for precious metais which are held on consignrment by a subsdiary and for wihich it 15 invoiced only when the matenal

15 required

16 Trade and other recelivables

2006 2005
£m £

Non-cumrent
Non-trade recenvables and prepayments 12 03

Current

Trade recevables 114.4 1041
Non-trade recevcbles and prepayments 216 367
Far value demvatives - 01
1360 1409
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17. Cash and cash equivalents/bank overdrafts

2006 2005
£m £rn
Bank balances 702 690
Cash deposis 272 210
Cash and cash equivalents per balance sheot 974 1600
Bank overdrafts subject to cash pooling arangements (23 9) (26 4)
Cash and cash egquivalents per cash flow statement 738 1336
Bank overdrafts subject to cash pooling arangements 239) 264
Other bank overdrafts (0.6) 8
Total bank overdrafts (24.5) 272
In accordance with 1AS 32, bank overdrafts subject to cash pooling arangements are not offset against cash and ¢ash equivalents
Reconciliation of cash and cash equivalents to net borrowings
2006 2005
£m £m
Opening borrowings @831 (2042
(New)/Repayment of bomowings (323) 1252
Payment of finance lease labililes 04 12
Effect of movements In forelgn exchange on borowings 74 53
Closing borrowings {107 &) B83n
Cash and cash equivalents per cash flow statement 735 1336
Closing (porrowings)/net cash and equivatents (34 1) 505
18. Capital and reserves
Reconciliation of movement In capital and reserves
Share-
Fair based Capital Total
Share Shara Transkation  Hedging vilue payment  Specia redemption Other Retgined  parent  Minodty Total
copltal premium  roserve reserve reserve 1eseve raserve ressrve  rasarves  eamngs equity  interest equity
£m £m £m £m &m &m &m £m £m £m £m £m £m
Balance atf
5 January 2005 748 840 25 - 02 19 60 280 14 Gla 1424 107 1531
Adjustments in
respect of adoption
of 1AS 32 and 1AS 39
on 5 January 2005
net of tax - - - on - - - - - 04 o5 - 05
Total recognised
Income and expense - - 35 02 03 - - - - 357 7 23 4290
Cther movements - - - - - - - - - - - 04 04
Share options
exercised by
employees 07 10 - - - - - - - - 17 - 17
Equity-seitled
share-based
payment fransachons,
net of tax - - - - - 25 - - - - 25 - 25
Own shares acgulred - - - - - - - - - a5 (35 - 35
Balance at
4 January 2006 755 850 10 01 05 44 60 280 14 (196) 1823 134 1957
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18. Caplial and reserves (confinued)
Reconclliation of movement In capital and reserves (continued)

Share-
Fair based Caplta Totad
Share Share Translation  Hedging value payment  Speclal redemption Other Retained  parent  Minority Total
capltal premum  raserva  resarva raserve resarve rasarve reserve  1eserves  eamings equity  Interest equity
o £m £m &m £m £m em £m £m £m £m £m Em

Balance ot

5 January 2006 755 850 10 ) 05 4.4 60 280 14 (196) 1823 134 1957
Total recognised

Income and expense -
Owni shares acquired

for share buy bock
programme - - - - - - - - - Qa.n Q.7 - 0.7
Cther movements - - - - - - - - - - - 02
Caoncelliation of

non-voting deferred

shares 1.9
Share options

axercised by

employees 0.1 02 - - - - - - - - 03 - 03
Equity-setiled

shara-ased

payment fransactions,

net of tax - - - - - 32 - - - - 32 - 32
Own shares

acaqulred for share

Incentive schemes - - - - - - - - - (18, (89 - (189)
Dradends - - - - - - - - - (18 Mg {11 8)

Balance at
4 January 2007 737 852 (168)

(178 (o1 03 - - - - 509 333 28 361

1
'
)
)
1
!

-

©
'
]
1
]
t

08 76 60 299 1.4 (11) 1867 164 2031

Transtation reserve

The translation reserve comprises all forelgn exchange differences ansing from the fronsiahon of the financial statements of foreign operations
that are not integral to the cperations of the Company, as well as from the translation of liabilities that hedge the Company s net investment
in a forelgn subsidiany

Hedging raserve
The hedging reserve compnses the effective portion of the cumulahive net change in the far value of cash flow hedging instruments related
to hedged transactions that have not yet occurred

Fair value reserve
The farr value reserve includes the cumulative net change in the far value of avalable-for-sale Investments until the investrment is
deracognised

Share-based payment reserve
The share-based payment raserve comprises the increase In equlty that corresponds 1o the expense recognised In the income statement for
the Group s varous share option programmes

Special reserve

A Special Resclution to cancel the Share Premium Account was passed at the Annual General Meeting of the Cornpany held on

11 June 1993 This cancellation was confirmed by an Crder of the High Court of Justics, Chancery Dvision, on 14 July 1993 The amount

of £88 ¢ milllion standing to the credit of the Share Premium Account on 14 July 1993 was fransferred to the Special reserve aganst which
goodwll on consolidation can be wntten off This reserve together with the amounts standing to the credit of the Share Premium Account on
12 October 1990 of £71 5 million on 19 June 1987 of £38 ¢ milion and on 27 July 1989 of £12 3 millon which were transferred following previous
Orders of the High Court becomes distdbutable to the extent of subsequent Increases inissued share capttal and Share

Premium Account

Capital redemphon resarve
The capitat redemption reserve arose when the Company redeemed Preference shares wholty out of distibutable profits
The 2006 movement ralates to the canceliation of non-voling deferred shares

Retained earnings

The Company has acquired own shares under a share buy back programme  The Company has also acquired own shares to satisfy the
requiremants of the varous share option incentive schemes The number of treasury shares held by the Company at the year end was
10632.157 10182157 shares were held by The Morgan General Employes Benefit Trust and 450 000 shares were held by the Company
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18. CapHal and reserves (continued)
Calledt up share caprtal

Authorsed tssued
2006 2005 2006 2005
&m £m &m &m
Equity share capital
427 523 111 (2005 427,523,111) Crdinary shares of 26 pence each 106.9 1069
Fully paid 293,225,142 (2005 293,188,372} Ordinary shares of 25 pence each 733 732
106.9 1069 733 732
Preference share capital
125 327 authonsed and issued 5 5% Cumulative First Preference shares of
€1 each, fully pad 0.1 a1 01 o1
311 954 authonsed and issued 5 0% Cumulatve Second Preference shares
of €1 ecch fully pai 0.3 03 03 03
7 127 765 authonsed and issued Non Voting Deferred shares of 25 pence each - 1¢ - 19
Total non-equity share capital 0.4 23 04 23
Total share capital 1073 1092 737 755
Ordinary shares Issued
Dunng the year, the Company 1ssued the following Ordinary shares
Number Dascription
236,770 In respect of ophons exercised under the vanous Morgan share option schemes

As at the date of this report 289,610,142 ordinary shares have been issued (2006 293 326,518

The following ophons were outstanding i respect of ordinary shares

Nofmat exercise dates ranging

Nurnber of shares Exercie prce(s) from to
678 524 The Morgan Executive Share Option Scheme 1995 49 420-453 77p 17 October 1999 18 March 2014
26597 The Morgan Sharesave Scheme 1995 58 77p-%4 80p 1 December 2004 31 May 2008
1340316 The Morgan Sharesave Scheme 2004 110 200168 00p 1 October 2007 31 May 2009
184 491 The Morgan Sharesave Scheme 2004 - Germany €16213 1 December 2007 31 May 2008
4,183082 The Morgan Executive Share Option Scheme 2004 129 050-171 90p 22 June 2007 13 May 2015
1000000 The Morgan Directors Share Cption Plan 2006 256000 20 December 2009 20 December 2016

The 5 5% Cumulative First Preference shares of £1 each and the 5 0% Curmulative Second Preference shares of £1 each confer on the holders
thereof the right to receve a cumulative preferential dividend at the rate of § 5% and 5 0% respectively, calculated up to 30 June and
31 December respactvely In every year The First and Second Curmnulative Preference shares shall not entifle the holders thereof to aftend or

vote at any general meetfing unless efther

) the meeting is convened to consider any resoluhions for reducing the capital or cuthonsing any issue of debentures or debenture stock,
or increasing the bormowing powers of the Board under the Articles of Associahon of the Company, or winding-up, or sanchoning a sale
of the undertaking or altenng the Arficles In any manner affecting ther respective interests, or any other resoluhons directly altenng thelr

respecive rights and prvileges of

() at the date of the notice convening the general meeting the Preference dividend 1s upwards of one month in arrears from the payment

date of any half yeardy mstciment

On a retumn of capitat on a winding-up the assets of the Company available for distnbuhon shall be applied
First, In payment to the holders of the Fust Preference shares of the amounts paid up on such shares logether with interest af the rate of 5 5%

per annum

Second In payment to the holders of the Second Preference shares of the amounts pard up on such shares, together with interest at the rate

of 50% per annum

Third, In repaying the capital paid up or credited as paid up on the Ordinary shares
Fourth, any surplus shall be distriouted rateably amongst the holders of the Ordinary shares in proporhon o the nominal amount paid up on

therr respective holdings of shares in the Company
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19 Interest-bearing loans and borowings

This note provides information atout the contractual terms of the Group s Interest-bearing loans and borowings For more information aoout
the Group s exposure 10 inferest rate and foraign cumency nsk, see note 20

2006 2005
om £m
Non-current liabllities
&6 84% US Doliar Senior Notes 2013 282 364
6 23% US Doliar Senior Notes 2010 12.6 186
Bank and other loans 50.7 03
Finance kease liabilry 1.7 20
931.2 573
Current liabllities
6 84% US Dollar Senlor Notes 2013 4.7 -
6 23% US Dollar Senior Notes 2010 4.2 47
8 76% US Dollar Senior Notes 2006 - 10
Bank and cther loans 4.3 186
Finance lease liability 06 07
138 250
Finance laase liabliities
Finance lease llabilities are payable as follows
Minirmum Minimum
lecse leqse
payments Interest Principal payments Interest Principad
2006 2006 2006 2005 2005 2005
£m £m £m £m £m &m
Less than one year 07 01 06 08 01 07
Between one and five years 18 02 16 18 03 15
More than five years a1 - 01 06 01 05
26 03 23 32 0s 27

Bank ond other loans include £2 1 milicn of loans secured on the assets of the Group

Included within banks and cother loans are short-term drowings of £50 0 milien (2005 £ni) These were repayable between 22 January 2007
and 29 Jonuary 2007, but have been clossified os long-term loans as they are drawn under the Bank Syndication which extends to February
2010

As at 4 January 2007 the Group had avalable headroom under the Bank Syndicaton of £94 0 mdlion (2005 €198 9 milkon)

The & 84% US Dellar Seruor Notes 2013 are repayable in seven yearly instalments from 6 March 2007 to 6 March 2013 The 6 23% US Dollar
Senior Notes 2010 are repayable in four yaary instalmends from 6 March 2007 to & March 2010 The 8 76% US Dollar Senlor Notes 2006 were
repald on 1 December 2006

20 Financial instruments

Exposure to credit interest rate and currency nsks anses in the normal course of the Group s business Denvative financial instruments are used
to hedge exposure to fluctuchons In forelgn exchange rates and interest rates

Credit risk

Management has a credit policy In place and the exposure to credit nsk s monitored on an ongoing basis Credit evaluations are performed
on all customners requinng credit over a certain amount The Group does not require collateral in respect of financial assets

Transachons Involving demvalive finanaial instrurments are with counterparties with whom the Group has a signed agreement as well as a
sound credit rating

The Group has stering nohional cash pooling agreements in place with Barclays and National Westminster banks Under the nohonal cash
pooling agreement the Group has the legal nght fo offset llabilhes on undrawn bank accounts against surplus balances As at 5 January
2007 the Group had no intention to settle these balances either simulianeously or on a net basis and hence the financial assets and latiities
within the nohonal cash pool are not presented on a net bass in the financial statements

At the balance sheet date there were no significant concenirations of credit risk The maximum exposure to credit risk is represented by the
camying amount of each financial asset including denvaiive finanaidl nsiruments, in the balance sheet
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20 Financlal instruments {confinued)
Interest rate risk
Hedging

The Group adopts a policy of ensunng that between 30% and 70% of its exposure to changes in interest rates on borowings Is on a fixed rate
basis Interest rate swaps, denominated in Euro and US dollars were entered into in 2004 to achieve the appropnaate mix of fixed and floating
rate exposure for 2005 All the interest rate swaps maiured in December 2005 At 4 January 2007 the Group had interest rate swaps with a
notional contract amount of £nil (4 January 2006 Enil)

Effective Interest rates and repricing analysis

In respect of Income-eaming financlal assets and interest-beanng financial llabilities the following table indicates their effective Interest rates
at the balance sheet date and the pencds in which they mature or if earlier, repnce  All the US Dollar Senior Notes bear intarest at fixed rates

2006

Effactive Less than More than

Interest Total 1 year 1-2 years 2-3 years 3-4 years 4-5 yoars 5 years
rate am &m £m om £m £m £m

& 84% US Dollar Senior Notes 2013 6 84% (32.9) 4.7) “an {4.7) (4.7) 4.7) (94
& 23% US Dollar Senior Notes 2010 6.23% (16.8) (4.2) (42 {4.2) {4.2) - -
8 76% US Dollar Senior Notes 2006 8.76% - - - - - - -
Bank syndication 5.0%-6 0% (50 0) {50 0) - - - - -
Other loans 4.0%-7 0% 50) (43) (0.5) (OF5] - - -
Bank overdrafts 5 0%-7.0% (24 5) (24 5) - - - - -
Obligations under finance leases 6.0% (23) (0.6) (05) (04) (O] €0.4) -
Cash and cash equivaients 2.0%-5.0% 974 974 - - - - -
2005
Effeciive Less than More than
intarest Total 1 year 1 2 vyears 2-3 years 34 years 4-5 yeois 5 years
rate £m £m em &m £m £m £m

6 84% US Doliar Senior Notes 2013 684% (36 4) 52) 52 52 52 &2 (104)
& 23% US Dolar Senior Notes 2010 623% (23 3) [GX)) an @an 46 b6 -
8 76% US Doliar Senior Notes 2006 876% 0 oo - - - - -
Bank syndication - - - - - - - -
Ofher loans 40%-60% (189} (86 (O] - - - -
Bank overdrafts 50%-6 0% (27 2y (27 2) - - - - -
Obligations under finance leases 60% (27 on 05 Q4 0y (L)) on
Cash and cash equivalents 20%-50% 1600 1600 - - - - -

Forelgn currency risk

The Group 15 exposed to forelgn curency risk on sales purchases and borowings that are denominated in a currency other than pound
sterling The cumencies gvng nse to this sk are primarlly US dallars and the euro

The Group aims fo hedge all materdal trade recelvables and trade payables denominated in a foreign curency At any pont in tme the
Group also hedges up to 75% of ifs eshmated foreign curency exposure In respect of forecasted sales ond purchases over the following
12 monihs The Group uses forward exchange contracts 1o hedge its foreign cumency rsk Most of the forward exchange contracts have
maturihes of less than one year after the balance sheet date

In respect of other monetory assets and kablihes held in currencies other #han pound sterling  the Group ensures that the net exposure s kept
to an acceptable level by buying or seling foraign currencies at spot rates where necessary to address short-term imbalances

Forecasted fransactions

The Group classifies its forward exchange contfracts hedging forecasted transactions as cash flow hedges and states them at far value
The far value of forward exchange contracts at 5 January 2005 was adjusted aganst the opening balance of the hedging reserve ot
that date The net far value of forward exchange contracts used as hedges of forecasted fransachons at 4 January 2007 was £nil (2005
£0 1 miliom) compnsing assets of £ail (2005 £0 1 milion) and lhabilitles of £nil 2005 Enil) that were recognised In far value derivatives

Recognisod assels and liabilities

Changes n the far value of forward exchange contracts that economically hedge monetary assets and liabiihies in foreign currencies and
for which no hedge accounting s appled are recognised in the Income stafement Both the changes in far value of the forward contracts
and the foreign exchange gains and losses relating to the monetary #fems are recognised in the Income statement The farr value of forward
exchange coniracts used as economic hedges of monetary assets and liabilthes in foreign currencies at 4 January 2007 was Enll (2005 &ni)
recognised In far value denmvatives
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20 Financial instruments {(continued)
Hedge of net investment in foreign subsidiary

The Group designates the US dollar and euro drawdowns under the US$280 million Syndication as a hedge of the Group s iInvestrment in
subsidianes In the United States and In Europe There were no US dollar and euro drawdowns dunng 2006 In 2005 a foreign exchange loss of
£1 5 milion was recognised in equity on fransiaton of these loans

Sensitivity analysis

As at 4 January 2007 the Group had drawn £50 milion under the US$280 million Syndicahon A 1% increase in interest rates would Increase the
finance charge by €0 & milkon The remaining debt Is pnmarly at fixed rates of interest

It 1s estimated that a general adverse movement of 1% in the value of stering against other foreign curencies would have decraased the
Group's underying operating profit by £0 8 milhon

Fair values
The farr values together with the camying amounts shown in the balance sheet are as follows

Caomying amount Fair vatue  Camyng amount Fair value

2006 2006 2005 2005

£rm £m £m £m

6 84% US Dollar Senior Notes 2013 (329 (345) (64 (@3B 1D

6 23% US Dollar Senior Notes 2010 (16 8) (17 2) (233 (237

8 76% US Dollar Senior Notes 2006 - - Qo am

Bank and other loans (55 0) (55.0) (189 (189

Bank overdrafts (24 5) (24.5) (272D (27 2)

Obligations under finance leases 23) (2.3) 2N 2n

Trade and other payables (220 2) 220.2) [euschs)) (2039
Cash at bank and n hand 974 97.4 1800 1600
Other mvestrnents 72 7.2 61 61
Trade and other receivables 1360 1360 140 1409

Estimation of fair values

The following summanses the majer methods and assumphons used n estimating the fair values of financial instruments reflected in the table
Equlity securifies

Farr value is based on quoted market prices at the bakance shest date

Derivatives

Forward exchange contracts are effher marked to market using listed market pnces or by discountng the contractual forward pnce and
deducting the current spot rate For interest rate swaps broker guotes are used Those quotes are back tested using pricing models or
discounted cash flow technigues

Where discounted cash flow techniques are used, estimated future cash flows are based on management's best estimates and the discount
rate 15 o market related rate for a similar instrument af the balance sheet date Where other pricing models are used, inputs are basad on
market related data at the balance sheet date

Interest-bearing loans and borrowings
Far value s calculated based on discounted expected future pnncipal ond interest cash flows
Finance lease llabliities

The far value is eshmated as the present value of future cash fliows, discounted at market Interest rates for homogenaous lease agreements
The estimated far values reflect changes in interast rates

Trade and other receivables/payables

For recelvables/payables with a remaining life of tess than one year, the notichat amount Is deemed to reflect the far value
All other recelvables/payables are discounted to determine the far value

Interest rates used for determining fair value
The interest rates used to determine the fair value of loans and borowings and finance leases are as follows

2006 2005
Denvatves - -
Loans and borowings 5 0%-6 0% 50%-60%
Finance leqses 60% 60%
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21 Employee benefils

Morgan Crucible operates a number of defined benefit arrangements as well as defined contrbuhon plans The defined benefit plans

are pnmanly in the UK, US and Europe and predominately provide pensions based on senvice and carser average pay In addhion post-

retrement medical plans are operated N the US
All figures are quoted at year end exchange rates

2006 2006 2006 2006 2006
UK USA Europe Rest of World Total
Pension plans and employee benefits £m £m £m £m £m
Present value of unfunded defined benefit obligations - 7 (198) [(E))] 280
Present value of funded defined benefit oblgations (323 4 84 9) [(03%)] [GR%))] 181N
Farr value of plan assets 3265 o9 1 05 73 403 4
Net surplus/{obligations) 31 (23 7) (202) a9 (427)
Movements in present value of defined benefit obligation
At 5 January 2006 (334 6) (03 4) 208) (7 5} (466 3)
Current serce cost 38) a9 13 Q9% 79
Interest cost (16 0) G2 ©7 02 221)
Actuarial gains/{osses) 70 29 03 {18 80
Benefits paid 151 50 11 08 220
Contnbuhons by members (17} - - - an
Past service costs [(F:)) - on - 5
Curtaliments anc setflements no - 09 - 1@
Exchange adjustmants - 98 05 02 105
At 4 Jonuary 2007 (323 4) (92.8) (207) 92) {446 1)
Movements in fair value of plan assets
At 5 January 2006 268 4 678 05 54 3421
Expected return on plan assets 187 44 - 02 233
Actuanal gains/(losses) 51 0s - 16 72
Confnbuhons by employer 477 78 20 09 584
Contnbutions by members 17 - - - 17
Benefits pad (asn (610 an 08) {(220)
Curtaiments and sethements - - [(01%)] - [(8R%)]
Exchange adjustments - (6 4) - - (R
At 4 January 2007 3265 691 05 73 403 4
Actual return on assets 238 49 - 18 05
2006 2006 2006 2006 2006
UK USA Europe Rest of World Total
Pension plans and employee benefits £m £m £m £m £m
Expense recognised In the consolidated income statement
Current service cost {42) a9 a4 Qo9 @4
Interest on defined benefit pension plan obligation (160 G2 on 02 20
Expected refurn on defined benefit pension plan assets 187 44 - 02 233
Gain on curtaitment of United Kingdom employee benefit schemes 110 - - - 1o
Total expense 9.5 (2.7) (21) 09 38
The expense Is recognised In the following Ine items in the consgidated income statement
2006 2005
£m £m
Operating costs (8.4) mn
Finance income 233 210
Finance expense (22.1) (245
Galn on curtaiment of United Kingdom employee benefit schemes 1.0 -
38 (152

The curtaliment gain has ansen from changes made to the UK pension schemes from 6 Apnl 2006 These include the conversion of both
UK Schemes from final salary to career average schemes future increases for pensions from past service being linked to general infiahon
rather than salary infichon and in addifion normal retkement being increased from 80/62 to 65 In the senior scheme This curtallment gain

1s disclosed as a special tem on the face of the iIncome statement

The Group has adopted the policy of recogrising actuanal gains and losses iImmediately on the balance sheet through the statement
of recognised income and expense Cumuiative actucnal losses recorded in the statement of recognised income and expense snce

5 January 2004 the date of tranahon to adopted IFRSs, are €40 0 millon
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21 Employee benefits (continued)

The fair value of the plan assets were as follows

2006 2006 2006 2006 2006
UK USA EUrope Rast of word Total
£m £m £m £m em
Equities 107.2 48.3 - - 155.5
Bonds 157.3 206 - - 177 9
Other 62.0 02 0.5 73 700
Total 3265 9.1 0.5 73 403 4
Principal actuarial assumptions were
% % %
Discount rate 525 400 450
Expected rate of return on plan assels
- Equities 775 825 nfa
- Bonds 475 550 nfa
Salary increase nfa 300 275
Inflghion 300 250 225
Penslons Increase 315/300 n/c 225

PA9Z YOB 1958/1938

(The Morgan Pension Schems)
PAZ2 YOB 1956/1936

(The Morgan Senior Staff Penslon
and Ufe Assurance Scheme)

Mortalty - post-retirerment

83 GAM Heubeck2005G

Expected rates of return on plan assets are determined by reference to relevant indices The overall expected rafe of return Is calculated by
waighting the individual rates in accordance with the anticipated balance in the plan s investment portfolio

2006 2005 2004
£m £m £m
Balance sheot
Prasent value of defined benefit obligation (4456.1) (466 3) (480 )
Falr value of plan assets 403.4 3421 277
Deficit) (42.7) (124 2) (1830)
Defined contribution plans
The Group operates a number of defined contnbution pension plans The toilal expenss relating 1o these plans N the curent year was
£2 2 million (2005 £2 0 milkon)
2005 2005 2005 2005 2006
UK usA Ewrope Rest of World Total
Pension plans and employee benefils 2m £m £m £m £m
Present vaiue of unfunded defined beneftt obligations - o9 (198) Qo 217
Present value of funded defined benefit obligatons (334 6) (0z5 [qRY)} (6 5) (444 &)
Falr value of plan assets 268 4 678 05 54 3421
Nef (obligations) 66 2) (356} @y 2n (124 2)
Movements in present value of defined benefit obligation
At 5 January 2005 (289 9) Q00 @37 an 480 7)
Current service cost 49 0% Q9 ao Mn
Interest cost {158) (X)) (€] - (24 5)
Actuanal (losses) 349 (4.8} 249 on 422
Benefits paid 123 53 48 06 230
Coninbutions by members (14) - - - (14
Curtaiments and setilernents - - %0 - 750
Exchange odjustrments - ®3 24 01 {3 8)
At 4 January 2006 (334 6) (103 4) (20 8) 75 (466 33
Movements in falr value of plan assefs
At 5 Januory 2005 2295 623 05 54 277
Expected return on plan assets 160 50 - - 210
Actuarial gains/{osses) 279 a9 - - 250
Contnbuhons by employer 59 35 48 06 148
Contnbutions by members 14 - - - 14
Benefits paid (123) [G3)) (48) @6) (230
Exchange adjustments - 42 - - 42
At 4 January 2006 268 4 678 05 54 3421
Actual retumn on assets 29 31 - - 470
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21 Employee benefits (continued)

2005 2005 2005 2005 2005
UK USA Europe Rest of World Total
Pension plans and employee benefits £m £m £m £m £m
Expense recognised In the consolidated Income statement
Current service cost [CRY)] a9 @9 Q0 [AAF)]
Interest on defined benefit pension plan obligation (15 8) &7 Q0 - (24 5)
Expected retumn on defined benefit pension plan assets 160 50 - - 210
Total expense an (26} (3] [qR0)] (52
The falr value of the plan assets were as follows
2005 2005 2005 2005 2005
UK usa Ewope Rest of Word Total
&mn £m £m £m em
Equrties 1785 479 - - 2255
Bonds 499 28 - - 707
Ciher 400 - 05 54 459
Total 268 4 678 05 54 3421
Princlpal actuariai assumptions were % % %
Discount rate 500 575 400
Expected rate of retum on plan assets - Equities 750 800 -
- Bonds 450 525 -
Salary increase 475/375 300 250
Infiation 275 250 200
Penslons Increase 315/275 n/a 200
Mortality - pre-refirement 231/227 83GAM Heubeck 206G
- post+etirement 249/244 83GAM Heubeck 2005 G

The actual llability In respect of global employee benefits will not be known unti the last payments have been made In placing a current

astmate on the Company’s past semca benefit obligations a mumber of assumpiions about the future are required For defined benefit

schemes the Directors make annual estmates and assumphions in respect of discount rates, future changes in salenes, employee turnover,
inflahion rates and life expectancy In making these estimates and assumptions, the Directors consider advice provided by external advisers,

such as actuares

Share-based payments

During 2004 the Group established a new Long Term Incentive Plen and a new Exacutive Share Option Scheme Grants were also made out
of the existing Morgan Executive Share Option Scherme 1995 During 2004, the Company also renewed Ifs cll Employee Share Save Scheme

and took the opportunity to extend a dmilar scherme to employees in Germany In 2006 the Group estabished o new Directors’ Share

Option Plan

During 2005 and 2006, the Group made addtional awards out of the 2004 Long Term Incentive Plan, the 2004 Executive Share Option
Scheme and the Directors Share Option Plan 2006 Also In 2005, the Company renewaed Its UK all Employee Share Save Scheme

Addifionally, equity settled share ophon grants and awards made under a previous Long Term Incantive Pian made pror to 7 Novernbear 2002
are outstanding In accordance with the transthonal provisions under IFRS 1 the recognition and measurement principles in IFRS 2 have not

been applied to these granis
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21 Employee benefits (continued)

The terms and condrions of all awards and grants made since 7 November 2002 are as follows all awards and option exercises are settied

by physical delivery of shares

Nurnber of Confractual
Grant date/Employees entitied instruments Vasting conditions lifa of option
Options granted to senior employees in 2006
under the Directors’ Share Ophon Plan 2006 1000000 Three years of service plus satsfachon of performance crtena 10 years
Options granted fo senlor employees in 2006
under the Executive Share Option Scheme 2004 3983500 Three years of service plus satisfachon of performance cntena 10 years
Awards granted to senlor employess in 2006
under the Long Term Incentive Plarn 2004 477500  Three years of service plus sahsfachon of performance cntena 3 years
Optons granted to UK emptoyees in 2005
under Employes Share Save Schame 2005 976,614 Three years of service 3 years
Awards granted to senior employees in 2005
under the Long Term Incentive Plan 2004 3,804,820 Three years of service plus satisfaction of performance cntena 3 years
Awards granted to senior employeess in 2004
under the Long Term Incentive Plan 2004 5084031 Three years of service plus satisfaction of performance crtena 3 yecrs
Opticns granted to senior employees in 2005
under the Executive Share Option Scheme 2004 2097000  Three years of service plus satfisfaction of performance entena 10 years
QOptions granted to senior employees in 2004
under the Exacutive Share Option Scherne 2004 3,157 500 Three years of service plus satsfachion of performaonce cnteria 10 years
Options granted to UK employees in 2004
under UK Employee Share Save Scheme 2004 521 884 Three vears of senvice Jyears
Ophons granted to German employess In 2004
under German Employee Share Save Scheme 2004 516 844 Three years of service 3 years
Options granted to UK employess in 2003
under UK Employee Share Save Scheme 2003 779421 Three years of service Jyears
Ophons granted to semor employees in 2004
under Executive Share Ophon Scheme 1995 263000 Three vears of service plus sahisfachon of performance criteria 10 years
Ophons granted to senior employees in 2002
under Executive Share Ophorn Scheme 1995 1,780,000 Three years of service plus satsfachon of performance critena 10 years

Performance criterla for Long Term incentive Plan 2004 and Executive Share Oplion Schome 2004

The extent to which awards will vest wil depend on the Company s Total Shareholder Return (TSR) ranking against the TSR of the other
companies In the FISE 350 measured over the performance penod

If the Company s TSR places it ot the median then 30% of the awards will vest on the third anniversary of the date of grant

If the Company’s TSR places it at the upper quartle then 100% of the option wil vest on the thurd anniversary of the date of grant
Between the median and upper quartile the oplion will vest on a straight-ine bass Below the medlan none of the shares will vest

In addition an improvernent must be shown in the Company's underlying financial performance
Performance criteria for Executive Share Option Scheme 1995
The diluted earnings per share for the Cornpany must grow by at least 2% per annum in excess of retal pnce inflation over the pencd of date

of grant to date of vesting

The farr values of services received are n retum for awards made and share ophions granted The estimate of the foir value of the senices

receved is measured based on an appropriate model as shown in accounting policy note m In the case of the Binomial Lathce model and
Monte Carlo modet the contractual Iife of the cptions and awards are used as an Input Expectations of early exerclse are incorporated info
both of these models
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21 Employoee benefits {continued)
Directors’ Share Option Plan 2006

Post
7 Novemiber 2002
2006 awards 2005 awards 2004 owards 2003 awards awards
Farr value at measurement date 7399 No awards No awards No awards No awards
Share pnce 256 Q0p
Exercise pnce 256 00p
Expected volafiity {(expressed as weighted average
volatiity used in the model) 40%
Opthion Iife (expressed as weighted average
IIfe used in the modelling) 10 years
Expected dvidends 2%
Risk-free interest rate 51%
Long Term Incentive Plan 2004
Post
7 November 2002
2006 awards 2005 awards 2004 awards 2003 awards awards
Farr value at measurement date 146.51p-161 65p 104570 7287p-8975p No awards No awards
Share pnce 242 25p-256 00p 176 5p 123 37p-152 00p
Exercise pnce N/A N/A N/A
Expected volatility (expressed as welghted
average volahity used in the model) 40% a40% 4%
Option life (expressed as weighted average
Iife used In the modeling) 3 yoars 3 years dyears
Expected dmdends 2% 2% 2%
Risk-free interest rate 4 7%-5.1% 4 3% 4 6%-5%
Executive Share Option Scheme 2004
Post
7 November 2002
2006 awards 2005 awards 2004 awards 2003 awards awards
Farr value at measurement date 73 99p-78 10p 5480p 4380048150 No awards No awards
Share price 242 25p-259.0Cp 176 5p 136 00p-152 00p
Exercise pnce 242 95p-256.00p 171 90p 129 05p-145 28p
Expected volahlity (expressed os weighted
average volahiity used in the modael} 40% 40% 40%
Ophion Iife (expressed as weighted average
Ife used In the modelling) 10 yoars 10 years 10 years
Expected dvidends 2% 2% %
Risk-free interest rate 4 7%-5 0% 43% 47%52%
Employee Share Save Schemes UK
Post
7 Novarmber 2002
2006 awards 2005 awards 2004 awords 2003 awards awards
Far value at measurement date No awards 8399 53 78p 56 32p No aowards
Share price 221 850p 142 50p 139 00p
Exercise pnce 168 00p 110 20p 94 80p
BExpected volatiity (expressed as weighted
average volahity used in the model) 40% A% 40%
Option Iife (expressed as weighted average
Iife used In the modeliing) 3 yoars 3 years 3 years
Expected dividends %% 2% 2%
Risk-free Interast rate 42% 47% 46%
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21 Employee banefits (confinued)
Employee Share-Save Schemes Germany

Post
7 November 2002
2006 awards 2005 awards 2004 awards 2003 awords awards
Fair value af measurement date No awards No awards o0 950 No awards No awards
Share price 152 000
Exercise pnece 110 20p
Expected volatity (expressed as weighted
average volatility used in the model) 40%
Ophon Ife (expressed as weighted average
lfe used m the modeling) 3 years
Expected dmdends 2%
Risk-free interest rate 46%
Employee Share Option Scheme 1995
Post
7 Novermber 2002
2006 awards 2005 awards 2004 awards 2003 awards Qwards
Far value at measurement date No awards No awards 5143p No awards 22 04p-23 41p
Share price 13221p 57 00p-58 00p
Exercie pnce 125 40p 49 420-56 54p
Expected volatiity {(expressed as welghted
average volatiity used in the model) 40% 40%
Ophon Ife (expressed as weighted average
life used In the modeling) 10 years 10 years
Expected dvidsnds 2% 2%
Risk-free interest rate 46% 43%
The expected volatiity Is based on the historic volatity (calculated based on the weighted average remaining Ife of the share options)
adjusted for any expected changes to future volahlity due to publicly availlable information '
The number and welghted average exercise pnces of share ophons are as follows
Welghted Wealghted
average Numbear average Number
exsrcise prce of options exerclse price of options
4 Jonuary 2007 dJanuary 2007 4January 2006 4 January 2006
Qutstanding at the begnning of the penod 72 24p 17,178,934 71 05p 16,453,717
Granted durng the penod 189 41p 1,876,000 7697p 6963 434
Forferred dunng the penod 153 86p (1,056,011) 83 23p (3,106 284)
Exercised dunng the period 69 45p (2.772,123) 59 20p (2.989 $58)
Lapsed dunng the perod 58 77p {19,540) 201 16p (141 675)
Cutstanding at the end of the penod 81 55p 15,207,260 7224p 17178 934
Exercisable of the end of the penod 94 8p 26,597 56 56p 1994 367

The weighted average share pace at the date of share ophons exercised dunng the penod was 257 76 pence (2005 232 49 pence)
The ephons outstanding at the year end have an exercise prce In the range 49 42 pence to 453 77 pence and a weighted average

contractual Ife of 2 7 years

The falr value of services recelved In retum for share options granted are measured by reference to the farr value of share ophons granted
The estimates of the far value of the services receved 1s measured based on either a Monte Carlo modei a 8inomugl Lathce option
prcing model or a Black-Scholes Merton model The choice of model takes info account the terms and condihons upon which the ophons

were granted
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22, Provisions
Closure and
restructuring Other Environrmental
provisions provisions provisions Total
£m £m £&m £m
Balance at 5 January 2006 16.2 143 22 327
Provisions made dunng the year 21 1 15 13.7
Provisions used dunng the year (13¢6) 9 o7 (222)
Prowsions reversed during the year (0 3) ©7) - (10}
Effect of movements In foreign exchange {03) (03) on (0.7)
Balance at 4 January 2007 111 85 29 225
Cureant 7.0 7.2 1.6 15.8
Non current 41 13 1.3 67
11.1 8.5 29 225

Closure and restructuring provisions are based on the Group's "Profit Improvement Programme” and represent commifted expenditure

ot the balance sheet date The Group expects to incur the mgjority of the lability in 2007

Cther provisions include the setlement of the US class achons together with the associated legal costs, and the possible future legal defence
costs of the Group s former Chief Executive lan Noms against extradition to stand tnal In the United States

Environmental provisions are for known environmental issues which the Group will rectify over the next few years In a number of junscichons
companies have a constructive obligation to remedy any known environmental problems

23 Trade and other payables

2006 2005
Zm &m
Non-current
Non-frade payables 36 -
Curnrent
Trade payablas 721 643
Non-tfrade payables and accrued expenses 138.2 1315
2103 1958
24 Operating leases
Leases as lossee
Non-cancellable operating lsase rentals are payable as follows
2006 2005
£m £m
Less than one year 54 59
Between one and five years 183 174
More than five years 24.8 294
48.5 6527
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25. CapHal commitments

Commitments for property, plant and eguipment and computer software expenditure for which no provision has been made In these
accounts amounts fo £0 5 millon (2005 £1 5 milion) for the Group

26 Contingencles
There are contingent liabiities on bills discounted by the Group amounting to £0 3 millon (2005 €0 4 millon)

The Group has been sublect to legal claims in the US and Canada Settlements for the majority of these have been agreed and provided for
at the amount of £1 6 millon (2005 €3 4 milion) The Board having taken legal advice are of the opinion that the remainder of these actions
will not have a matedal impact on the Group s financial position

In an infemctional Group a vanety of claims anse from hme to time  Provision has been made n these accounts aganst those clams which
the Diractors consider meet the requirerments of 1A3 37 Provisions, Confingent Liabilhes and Contingent Assets and are likely to result In ,
significant labllities

27. Related parties
Identification of related parties

The Group has related party relationships with its subsidianes (a list of Principal subsiciary undertakings is shown in note 45) and with its
Drrectors and executive officers

Transactions with key management personnel

The Company has witten service contracts or letters of appantment with each of its Directors, under which the Drectors recelve a solary
or a fee and other emoluments

The key management of the Group and parent Company conaists of the Board of Directors and members of the Chief Executive Officer s
Committee

Their cormpensation charged in the year was

2006 2005

£m om

Short-term employee benefits 62 78
Pension and ¢ther post-employment costs 08 a7 .

Share-based payments 14 14

Termination payments 08 -

Non-executive Directors  fees and benefits 02 03

Total compensation of key management personne! 9.4 102

Informathion on executive Directors” remunerahon 1s gven in the Remunerahon report on pages 45 to 50

Transactions in connection with former Directors

Dunng the year the Group made payments on behalf of s former Chief Executive lan Noms of £1 1 milion (2005 £1 3 milion) to cover the
costs of his legal defence against extradhion o stand tial In the United States

28 Accounting ostimates and judgements

Management discussed with the Audit Committee the development, selection and disclosurs of the Group s crtical accounting policies and
estmates and the application of these policies and estimates The following accounting estmates are subject to significant uncertanty

Provisions

Note 22 contalns Information about provisons Provigions for environmental issues and sefflernent of hgation are judgermental by thelr nature
Amounts provided are the Group’s best estimate of exposure based on currently available information

Impairment of goodwill

Note 12 contains information about the assumptions relating to goodwill irmparment tests

Foreign curancy exposure

Note 20 contans information about the foreign currency exposure of the Group and nsks In relation to foreign exchange movements
Pension assumptions

The prncipal actuarnial assumptions applied to pensions are shown in note 21 The actuanal evaluation of pension assets and liabllities 15
based on assumptions in respect of nflahon future salary ncreases, discount rates returns on investments and mortality rates Relatvely small
changes in the assumptions underlying the actuanal valuahons of penston schemes can have a signficant mpact on the net pension Iakiirty
included in the balance sheet

29 Subsequent ovents
Dividends

After the balance sheet date the Directors proposed a final dividend of 3 0 pence per ordinary share The final dividend of €8 8 milion has
not been provided for and there are no iIncome tax consequences
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Company balance sheet

as at 4 January 2007
2006 2005
Note £m £m
Fixed assets
Tangible assets 33 1.5 13
Investment in subsidiary undertakings 34 716.7 8359
Other investments 35 04 04
7186 8376
Current assefs
Debtors - due within one year 3 534 461
- due gfter one year 36 - -
Total debtors 534 451
Cash at bank and in hand 325 934
85¢9 13¢5
Creditors - amounts falling due within one year 37 338 412
Net current assets 521 983
Totol assels less current liabilities 7707 9359
Croditors - amounts falling due atter more than one year
Armounts payable to subsidiary undertakings 33648 4740
Bomowings 38 500 -
3868 4740
Provisions for llabllittes and charges 39 104 127
3972 486 7
Net assets 3735 449 2
Capltal and reserves
Equity sharehclders funds
Cualled up share copital 18 733 732
Share premium account 40 852 850
Merger reserve 40 96 916
Capital redemiption reserve 40 299 280
Share-basad payrment reserve 40 76 44
Profit and loss account 40 855 1647
3731 4469
Non-equity shareholders funds
Called up share copital 04 23
Shareholders’ tunds 3735 449 2

The accounts on pages 53 to 94 wers approved by the Board of Directors gn 20 February 2007 and were signed on its behalf by

N A e
K gt

Mark Robertshaw Chief Executive Officer
Kevin Dangetfiald Chief Financial Cfficer
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30 Accounting policies

The accounting policies are set out below together with an iIndication of the effects of thelr adoption FRS 28 Coresponding Amounts has
had no materal effect as it Imposes the same requirements for comparatives as hitherto required by the Companies Act 1985

The comesponding amounts in these financial statements are other than those covered by the exception perritted by FRS 25 Anancial
Instruments Disclosure and Presentation restated in accordance with the new policies FRS 26 permits the comesponding amounts not to be
restated and the Company has adopted this approach The financial instruments policy set out below provides further detals of the cunent
year and comparative yaar basls

Basis of preparation

The financial statements have been prepared N accordance with applicable accounting standards and under the historical costs
accounting rules

Under Sechon 230(4) of the Companiles Act 1985 the Company 15 exempt from the requirement to present ifs own profit and loss account

Under FRS 1 Cash Flow Statemnents the Company is exempt from the requirement to prepare a cash flow statement on the grounds that the
cosh flows of the Company are included within the published consolidated financial statement

Fixed assets and depreciation

Depreciation is provided to write off the cost less the estimated resldual value of tangble fixed assets by equal instaiments over their
astimated useful economic fives os follows

Buildings - 80 years
Motor vehicles - 3 yeors
Fixtures - 10-20 ysars

Computer software - 3-5 years
Forelgn currencles

Transactions In foreign curenciles are recorded using the rate of exchange ruling at the date of the transaction or If nedged forward at
the rate of exchange under the related forward curency contract Monetary assets and liabdities denominated in foreign currencles are
transiated using the contracted rate or the rate of exchange ruling af the balance sheet date and the galns or losses on fransiahion are
Included in the profit and loss account

Leases
Rentals payable under operahng leases are charged in the profit and loss account on a stralght-tine basls over the lease term
Post retirament benaefits

The Company participates in a Group wide pension scheme praviding benefits based on career average pensionable pay The assets of the
scheme are held separately from those of the Company The Company is unable to identify its share of the underlying assets and liablities of
the scheme on a consistent and reasonable basls and therefore os required by FRS 17 Reflrement Benefits, accounts for the scheme as if It
wera a defined contribuhion scheme As a result, the amount charged to the profit and loss account represents the contilbutions payable to
the scheme In respect of the accounting penod Refer to note 42 for the addihonal disclosures required by FRS 17

Taxation

The charge for taxation s based on the result for the year and takes into account taxation deferred becouse of timing differences between
the treatment of certain items for taxation and occounting puposes

Deferred tax s recognised without discounting, In respect of dll timing differences between the treatment of certain iterns for taxahon and
accounting purposes which have arisen but not reversed by the balance sheet dats, except as otherwlse required by FRS 19 Deferred Tax

ClassHication of financial Instruments issued by the Company

Following the adophon of FRS 25, financlal instruments issued by the Company are treated os equity (e forming port of shareholders” funds)
only to the extent that thay meet the following two conditions

a) They include no contractual obligations upon the Company to daliver cash or other financial assets or fo exchange financial assets or
financial iabilities with another party under conditions that are potentially unfavourable to the Company and

b} where the instrument will or may be settled in the Company’s own equity Instruments, it is erther a non-dervative that Includes no
obligathion to deliver o vanable number of the Company s own equity instruments or is a denvative that will be settted by the Company
exchanging a fixed amount of cash or ofher financlal assets for a fixed number of Its own equity instrurments

To the extent that this defintion s not met, the proceeds of issue are classified as a financial lability Where the Instrument so classified takes
the legal form of the Company s own shares, the amounts presented in these financial statements for called up share capltal and share
premium account exclude amounts in relahon to those shares
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30 Accounting palicies (continued)
Classification of financial Instruments Issued by the Company (continued)

Finance poyments associated with financla! llabilities are dealt with os part of Interest payable and similar charges Finance payments
associated with financidl instruments that are classified as part of shareholders funds {see dividends policy), are dealt with as appropnations
n the reconcillaon of movernents In shareholders’ funds

Hedging instruments and hedged ltems are accounted for separately in the balance sheet Gains and losses on both are included n
profit for the year when they arise (far value hedges) or when the hedged transaction oceurs having first recorded those on the hedging
instrument In equity (cash flow hedges to the extent effective)

Certan financial assets and liabilities have been designated as falr value through profit or loss and are recognised in the balance sheet at
far value Changes in the far value of such instuments durng the yeor were recognised immedately in the ncome statement

Own shares held by ESOP frust

Transactions of the Group-sponsored ESOP frust are included m the Group financial statements In particular, the frust s purchase of shares in
the Company are detited directly to equity

Share-based paymenis

The share ophon programme allows employees to acqurre shares of the Company The far value of ophons granted after 7 November 2002
and those not yet vested as af 5 January 2005 15 recognised as an employes expense with a comesponding increase in equity The far
value 1s measured ot grant date and spread over the penod dunng which the employee becomes unconditionally entified to the options
The far value of the options granted Is measured using an option pncing model taking info account the terms and condrtions upan which
the options were granted The amount recognised as an expense 1s adjusted to reflect the actual nurmber of share options that vest except
where forfeiture Is only due to share pnees not achieving the threshold for vesting

Dividends on shares presented within shareholders’ funds

Dividends unpald at the balance sheet date are only recognised as a liabilify af that date to the extent that they are appropratety
authonsed and are no longer at the discrehon of the Company Unpaid dividends that do not meet these critena are disclosed In the
notes to the financial statements

Financial guarantee contracts

Where the Company enters into financicl guarantee confracts to guarantee the indsbtedness of other companies within its group

the Company considers these to be insurance arangements ond accounts for them as such In this respect, the Company treats the
guarantes confract os a contingent hability unhl such ime as It becomes probatle that the Company will be reguired to make a payment
under the guarantee

31. Staff numbers and costs
The average number of persons employed by the Company (Including Directors) dunng the year analysed by category was as follows

Number of emploveas
2006 2005
Directors and head office staff 25 2
Global business units staff 13 13
38 42

The aggregate payroll costs of these persons were as follows
2006 2005
£ £m
Wages and salanes 70 73
Share-based paymenis (see note 21) 32 25
Soclal security costs 06 20
Cther pension costs 12 21
Total overhead employee cost 120 139

32 Dividends

Dividends payabile for the First and Second Preference shares were £22,490 (2005 £33 753) of which £22.490 (2005 £22,490) was outstanding
at the balance shest date

For proposed ordinary dividends see the consolidated income statement on page 53
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33 Tangible assets

Plant eguipment

and fxures
£m
Cost
At S January 2006 18
Additions 0.6
At 4 Jonuary 2007 24
Aggregate depreciation
At 5 January 2006 05
Amount provided for in the year 04
At 4 January 2007 0.9
Net book amounts at 4 January 2007 1§
Net book amounts ot 4 January 2006 13
34 Investment in subsidiary undertakings
Shares Loans Total
£m £m £&m
Cost
At 5 January 2006 583.7 362.7 946.4
Additions 04 326 33.0
Less disposals/loan repayments (1.1} {150 3) (151.4)
At 4 January 2007 5830 2450 828 0
Amounts provided
At 5 January 2006 106 8 37 1105
Prowided in the year 08 - 0.8
Al 4 January 2007 107.6 37 1113
Net book amounts at 4 January 2007 475.4 21113 7167
Net book amounts at 4 January 2006 476.9 359.0 835.9
A list of prncipal subsidiary undertakings is shown in note 45
35 Other Investmenis
Capitalsed
acquisifion costs
£m
At 5 January 2006 0.4
Addttlons -
Transferred to investment In subsidiary undertakings -
Al 4 January 2007 0.4
346 Debtors
2006 2005
£m Em
Due within one year:
Trade delbtors 0.7 02
Other debtors 05 43
Denvative financlal ossets - 01
Taxahon 07 -
Prepayments and accrued ncome 0.8 12
Arnounts recewvable from subsidiary undertakings 507 03
53.4 a5 1
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37. Creditors - amounts falling due within one year

2006 2005
£m o
Due within one year
Bank overdrafts 82 83
Trade creditors 4.7 &0
Armounts payable fo subsdicry undertakings 2.6 37
Other credttors, Including social secunty 30 03
Accrudls and deferred income 109 129
Interm dwvidends 4.4 -
338 42
38 Borrowings
2006 2005
&m £m
Bank and other loans 500 -
Bank overdrafts 8.2 183
582 183
Less amount repayable within one year Included within current licbiities (82 (183
Total rapayable affer more than one year 500 -
39. Provislons for liabilities and charges
Closure and
restructuring Other Environmiental Defered
provisions provisions provisions taxahon Total
gm &m £m £m £m
At 5 January 2006 43 32 10 42 12.7
Provided In the year - 25 10 - 35
Utiised In the year (07 [CR)] - (42) (58)
At 4 Jonuary 2007 36 48 20 - 104

Closure and restructunng prowisions relate mainly to an onerous lease provision for Morgan House the Company s previous registered address

Environmental provistons are for known environmental issues which the Company wil rectify over the next few years The Cornpany has

a construchve obkgahon to remedy any known environmental probolems
The deferred taxation prowision 1s andlysed as follows

2006 2005
£m £m
United Kingdom
Accelerated capital allowances 3¢ 43
Other timing differences 39 on
- 42
40 Share premlium and reserves
Capital
Share Merger redemption Share-based Profit and
premium rasarve roserve  payment reserve loss occount
£m £m £m £m g
At & January 2006 850 LX) 280 44 164.7
Cancellchon of deferred shares - - 19 - -
Charges in relahon to share based payments for the year - - - a2 -
Premium on share issues (ess expenses 02 - - - -
Purchase of shares for LHIP - - - - (189
Morgan share buy back - - - - an
Retained (loss) for the year - - - - (58 6)
852 ?21.6 299 76 855

Dunng the year shares with a nominal value of £2 0 milion were purchased fo sahsfy awards granted under the Long Term Incentrve Plans
These have been recognised as a deduchon from sharehotders funds The shares are hetd in o frust administered by Bermuda Trust (Jersey)
bmited and are disinbuted by them in a discrehonary settlerment governed by the rutes of the 2004 and 2005 UTIP and the Trust deed dated

1 March 1996

The total number of own shares hetd by the Trust ot 4 January 2007 15 10,182,157 (2005 4,720 080) and at that date had o market value

of £26 906 350 (2005 £11,802.799)
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40 Share premium and reserves (continued)

A Special Resolution fo cancel the Share Premium Account was passed at the Annual Generdl Meeting of the Company held on

11 June 1993 This cancellahon was canfirrmed by an Order of the High Court of Jushce, Chancery Division on 14 July 1993 The amount

of £88 ¢ milllon standing to the credit of the Share Premium Account on 14 July 1993 was transfered to the Special reserve against which
goodwill on consolidation can be wnatten-off This reserve fogether with the amounts standing to the credit of the Share Premium Account on
12 October 1990 of £71 Smilion on 19 June 1987 of £38 9 millon and on 27 July 1989 of £12 3 millon which were transferred following previous
Orders of the High Court becomes distributable to the extent of subsequent increases in issued share capital and Share Premium Account

The amount of reserves of The Morgan Crucible Company plc that may not be distnbbuted under Section 264(3) of the Comparnies Act 1985
Is £208 4 milion (2005 £206 5 million)

41 Leasing commhiments
Operating leasing commitments dunng the next year, for which no provision has been mads in these accounts are

Land and Land and

bulldings buildings

2006 2005

£m £m

Less than one year - al
Between one and five years 0.2 02
Moare than five years 08 08
10 11

42 Pension costs
The Morgan Pension Scheme and The Morgan Senior Staff Pension and Life Assurance Scheme

The Company parhcipates in two defined benefit schemes in the UK The assets of these schemes are held in separate trustee odministered
funds The Morgan Pension Scheme ("MPS”) and The Morgan Group Senlor Staff Pension and Life Assurance Scheme (*$357) Given that the
Company 1s unable to Identify Its share of the scheme assets and lkabilities on a corsistent and reasonable basss, as permitted by FRS 17
Retrernent Benefits, the schemes have been accounted for in these financial statermments as If they were defined contrbution schemes

The Iatest actuana vatuations of the "MPS” and the "558* were camed out as at 6 April 2004 and 1 April 2004 respectively and updated
for FRS 17 purposes to 31 December 2006 by a qualfied independent actuary The results for these schemes in respect of the Group are
shown below

2006 2005

Assumptions % %
RPI Inflation 300 275
Discount rate 525 500
Pension increases n payment 315/300 3158/275
Generdl salary increases nfa 475/375

The assets in the scheme and the expectad rates of retun were
2006 2006 2005 2005
Expacted Expected
refurn raturn

Asset disfribution and balance sheet reconciliation % £rn % &m
Equihes 78 107.8 75 1793
Bonds 53 30.2 50 %8
Gilts 43 127.9 a0 203
Property 63 337 58 N5

Cther 43 99 42 101
Total market value of assets 3295 2710
Present value of labiity {323.4) (334 6)
Surplus/(defict) in the scheme 61 636
Reloted defered tax liablity at 30% 18) 190
43 {44 5)
Employer confnbutions due within one year 13) 13)

The contnbution for the year was £48 Trmilion (2005 £6 9 rmilion)
43 Contingent fiabllifies

Where the Company enters Into financial guorantee confracts to guarantee the indebtedness of other companies wathin its Group

the Company considers hese fo be insurance arangements and accounts for them as such In this respect, the Company treats the
guarantee contract as a contingent bability until such time as it becomes probable that the Company will ba required fo make a payment
under the guarantee

There are no other contingent habilties in the Company as at 4 January 2007
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44 Related partles

The Directors have reviewed transachions with related parhes (as defined in FRS 8 Relatad Party Disclosures) and have concluded that there
are no matenal fransachons which require disclosure which have not been acknowledged elsewhere in the Annual repoert and Accounts

45. Principal subsidiary undertakings

Country of Incorporation
and prncipal
place of business

Carbon companies

Morganite Electrical Carbon Limited England
*Morgan Rekofa GmbH Germany
"Morgan Carbon ltalia srl #aly
*Morganite Luxembourg 5 A Luxembourg
*Nchional Electical Cartbon BV Netherdands
*Morganite South Afnca Pty Limited South Afnca
"Morgan Korea Lmlted (93 2% interest) South Korea
*Morgan Advanced Maotenals and Technology Inc USA
*Nahonal Electncal Carpon Products Inc USA
Ceramics companies

Carbo San Luis (69% Interest) Argenting

Morganite Brasl bmitada Brczil

Shanghal Morgan Carbon Co Limited China

Shanghal Morgan Matroc Technical Ceramics Company Limited (?0% interest) China

Dalian Morgan Refractaries Umited (70% nterest) China

Morgan Advanced Ceramics Lmited Engiand

Morgan Electro Cergmics Umited England

Morganite Crucible Umited England
“Thermal Ceramecs (UK) Limited England
*Thermal Ceramics de France S A France
“Carl Nolte S6hne GmbH and CoK G Germany
*Thermal Cerarmics Deutschland GmbH & Co KG Germany
“W Haldenwanger Technische Keramik GmbH and Co K G Germany

Wesgo GmbH Germany
*Murugeppa Morgan Thermal Cerarmics Limited {(51% interest) Indic
“Thermal Ceramics ltahigna Sl ltaly

Shinnika Therral Ceramics Comporation (80% interest) Japan

Grupo Industrial Morgan S A de CV Mexico
*Thermal Ceramics South Afrlca Pty Limited South Afnca
*Graphite Die Mold USA
*Morgen Advanced Ceramics Inc UsSA
*Thermal Ceramics Ing usa
Other subsidiary undertakings
*Morganite Canada Corporation Canada

Morganite Industries Inc USA

100% ownership of Crdinary share copital untess otherwise stated
*Denctes companies some or ak of whose shares are owned by a subsidiary

The following German subsidianes which are included in the Group censolidated accounts are utiisng the regulations of article 264
paragraph Il and article 264b German Commercial Code to be lberated from prepanng audited stahudory accounts

- W Haldenwanger Technische Keramik GmbH & Co K G
- Thermnal Ceramics Deutschland GmbH & Co K G

46 Company reconciliation of movements in shareholders’ funds
for the year ended 4 January 2007

2006 2005

£m £m

Retained loss for the financial year (58 &) (87
Cash flow hedges Effectve porhion of changes in fair values - 06
Purchase of shares for share Incentive schemes (189) 35)
Charge in relation to share-based payments 2 25
New share capital subscnibed (net of 1ssue costs) 03 17
Morgan share buy-back an -
Not addition to shareholders’ funds (757) (74
Opening shareholders’ funds 4492 466 6
Closing shareholders’ funds 3735 44972
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Statistical information

Under UK GAAP
2002 2003
Restated*
em £m
Turnover 880 3 8496
Operating profit before goodwill amortisation
and operating exceptionals 341 4246
Operating (loss) betore goodwlll amortisation (232) (247
Goodwill amortisation a7 9
Group operafing (loss) [0 322
Corporate excephonal terms Q50 (30 1)
Net finance charges and similar fems {128) ash
Loss on ordinary activities before taxation 587 Jam
Taxation 05 24
Loss on ordinary activities after taxation 582 756)
Minonty interests and preference dmdends [EX)) 26)
Loss attributable to the ordinary shareholders (61 5 78 2)
Ordinary dwvidendcts = -
Retalned (loss) for the period 615 78 2)
Assots employed
Goodwil 1305 122
Tanglble fixed assets 433 6 3863
Investrnents 72 56
Net cumrent gssets Q67 1430
Total assots less current liabilities 6680 647 1
Term loans and exchangsable redeemable preference shares 1786 2306
Provigions and other ffemns 1390 1867
3504 2598
Financed by
Sharehoiders’ funds 3401 2495
Minority interests 103 103
3504 2508
Ordinary dividends per share - -
Earnings/ (loss) per share
- basic (26 5p) (31 9p)
- basic before goodwill amorhsahion (23 2p) (28 9p)
- diluted (26 5p) 31 9p)
- undenving 17p 60p
- underying before goodwill amorhsation 50p ?1p

The Group has complied with UNTF Abstract 38 Accounting for ESOP inusfs This has resulted n the reclassiication of own shares held in employee trusts from investments to shareholders
funds and hos bean ocoounted for as a pror yeor adustment £0 7 milion In addition, the resuets of the prior year have been rastated for the impact of the Rights ssue during 2004

Thes results of eader yeaors hove Ret been restaed fof the impact of the RIghts swue
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Siatistical information

Under adopted IFRSs

2004 2005 2006
£m &m £&m
Revenue 7959 7457 677 8
Profit from operations before special items 558 660 737
Special tems
Restructunng costs and costs associated with setlement of prior perdod anti-trust higation (587) 320) (27 7
Gain on curtaitment of Urited Kingdom employee benefit schemes - - 110
Termincted bid approach costs - - 21)
ProfitHioss) on disposal of property 38 04) 03
Operating profit/{loss) ©n 336 55.2
Net financing costs {emn (3an (3.4)
Profit/(lossy on parhal disposal of businesses ()] o {1.5)
Profit/ (loss) before taxation 10 204 503
Income tax expense (25 B8 {10 &)
Profit/(loss) after taxation but before gains/(loss) on sale of discontinued operations 335 1é 397
Gan/(loss) on sale of discontinued operations, net of tax (267) 424 -
Profit/(loss) tor the perlod (1)) 542 39.7
Assets employed
Property, plant and equipment 3198 2353 2302
Intangible assets 1071 466 664
Investments and other recevables 91 64 84
Deferred tax assefs 312 274 288
Net curmrent assels 543 942 440
Total assets less cument liabilifies 5215 409 ¢ 3778
Employee benefits 1830 1242 42.7
Provisions and other ittems 1433 619 103.6
Deferred tax labiihes 421 281 28.4
1531 1957 203.1
Equity
Total equrty atinbutable to equity holders of the parent company 1424 1823 186.7
Minorty interest 107 134 16.4
Total equity 1531 1957 203.1
Ordinary dividends per share - 250 4.5p
Eamings/(loss) per share
- basic (2 2p) 18 1p 129p
- diluted (22 2p) 1720 12.3p
- underying 0 0p 131p 17 9p
- underying diluted 98p 1250 17.2p
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