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: THE GROUP AT A GLANCE >
CARBON | TECHNICAL CERAMICS i1 INSULATING CERAMICS !
Dedicated fo providing er;-g't.l:oodng loluﬂo'r: lr_lm;vcﬂvo design and application R if your business lmmlveli mc;hd::ls houfod" -
bulit on advanced materials technology, enginooring, underpinned by customer { to very high temperatures. there ks g strang
our Carben Division utilises ifs unparalled focused research and development ) chance that Insulating Ceramics products

and related matorials to serve a global
customer base Carbon’s leading edge

axperiise In carbon, graphite, sllicon carbide

technology solutions are applled o d wide
range of products including, body crmout

al processing plants. synthetic

diamonda, windmills, cars. computers,
pholovoltaics and rallway networks,
among many others

are the drivers that have kep! Technical

Ceramics af the forefront of so many rapldly
developing markets. From scraich-resistant

coatings for MP3 players to the latest

advances In ploneoring medicdl technology.

we work closely with our customars
to provide engineered. manutacturing

solutions that add-value to the end product

Our base materials Include ceramic,
glass. precious metals, plezoeleciric
and dielectric matorials

.
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£216.6m

Revenues
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or solufions are Invoived We are a world
lecder In the production of insulating
materials such os fibres ond frebricks,
as well a3 heating vessels such as
crucibles and furnaces. Qur continuously
developing expertise ensures close
long4derm relationships with customars
across a range of global markets from
automotive, to iron and steel making.
the chemical p Ing indust

to power generation and fire protection
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£152.6m

Revenues

H
H
.
s

£324.0m

Revenues
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‘ Carbon represents Technical Ceramics { insulating Ceramics I.
. 38 0% of Group represonts 21 8% of Group ! represents 40 2%o0f Group i
H operating profit* operating profit* ! ' operating profit* H
. .
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| GROWTH MARKETS | i GROWTH MARKETS i | oROWTH MARKETS
i We provide solutions for uld P Qur power tube componants ; § Our leading Superwool™
; handliing In chemical and i 1 oeusedinsecurty i | range Is extensively
¢ other precessing industrles 1 1 seanning devices ¢ 1 used for fire protection
H ! ;1 inseveral markets
i - -
We manufaciue the protective | * Ourbraze dioys are used for i | Gur hoat management
piates for bullet proof vests . engine bulld and repair and 1 1 solutions are crucial for
H i i ourceramic components 11 steel manufactudng
i { ! and sub-assemblies are v
: i} usedin engine monitoing .
{ , and control equipment P
i Our cabon ond graphite . ; Our high quality ceramics e V) materils cre used In
1 componants are ' ! are ravowred by medical i i he chemical processing
1 wsed Inmany thermal , , device monufacturers and i 1 industry for haat management
managemen? applications H : the medical professions 1 1 opplications at temperatuies
P { iuptolaoac

* Operating profit before unallocated costs and ona-off Iterms
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OUR VISION IS TO BE ONE OF THE WORLD'S VERY
BEST ADVANCED MATERIALS COMPANIES

OUR AIM IS TO CREATE LONG-TERM
SUPERIOR SHAREHOLDER VALUE

OUR STRATEGIC PRIORITIES ARE TO:

2: )
BE HIGH VALUE-ADDED
TO OUR CUSTOMERS

3:
BE NUMBER 1 OR 2 IN QUR

4
HAVE A CULTURE OF OPERATIONAL
EXCELLENCE AND COST EFFICIENCY

5:
FIND, KEEP AND DEVELOP
THE RIGHT PEQPLE

OVER THE FOLLOWING PAGES WE TAKE
A LOCK AT OUR STRATEGY IN ACTION

INTRODUCTION BUSINESS REVIEW GOVERNANCE FINAMCIAL STATEMENTS OTHER
Group at a glance 16 Rewview of operahons 40 Dwectors and Executive 62 Consolidated income 107 Group stahshcal
1 Our strotegy 30 Financial review Commitioe statement information under
2 Our strotegy in achion 32 Risk management 42 Dwectors report 63 Consolidated balance UK GAAP
12 Charmanss slatement 34 Comporate responstbilty 45 Comomate govemance sheet 108 Group stahisteal
14 Chef Executive 39 Cauhonary statement 50 Remunerahon report 64 Consolidated statement information under
Cfficers roview 60 Shameholder nformathon of cosh flows adopted IFRS
61 Report of the 65 Consolidated staterment
ndependent audiors of recognised income
and expense
66 Notes fo the financial
statements
100 Compary batance sheet
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FOCUS ON HIGHER GROWTH,
HIGHER MARGINS, NON-ECONOMICALLY
CYCLICAL MARKETS

Y
' ENABLING A PERFECT SMILE ;
Our Technical Ceramics plant in Stourport UK 15 applying '

ceramc imjechon moulding technigues to a rapxdly expanding
market dentfal implants Replacement teeth have tradihonally
used hicrium supports, whereas Technical Ceramics offers o
soluhon using zwconia matenol that 1s both medcally and i
{ cosmehcally supencr Approved for madical mplants with 1
180 13356 we are particypating in a market cumently growang by
15%-25% a year In addihon fo ths dental application, we are also |
using ceramic injechon moulding to provide solutions n a wide
vanety of demanding sectors '
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MIDDLE EAST ENJOYS THREE PRONGED SUCCESS

Thermal Ceramics i the Middie East 15 targeting three areas

of strong end market growth petrochemical power genershon
and alurminum production Being a major producer of oil

and gas, the Middle East is inveshng heavily in petrochermcal
plants to meet the growing plashics needs of emerging
econgimees lke Chuna and India Increasing lkocal demand for
power plants to meet the electncily need of consumers and
industry as welk as to run the region s desalination pkanis s
predectad to doubls the power capacity dunng the next esght
years Aluminium production is also forecast to double between
2005 and 2010 Thermal Ceramcs supply of total package and
insulation soluhons for each of these industnes places us Ina
skong position to deliver continued strong growth in the region
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SUN SHINES ON RENEWABLE ENERGY

The napidly increasing global need for enewable energy

15 drving markets such as solar power 10 achieve growth
rates in excess of 30% Links with the sihcon semiconductor
industry helps our Carbon Division fo competa effectively
in this marketplace With strong sector expansion predicted
the potenhal for growth s signdicant
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BEING HIGHER VALUE-ADDED
TO OUR CUSTOMERS
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SUPPERY TREATMENT FOR DIRTY FINGERS

A project that has the patential lo be regarded as o step-change
for the company 15 cumentty being pursued by our Technical
Cerarmics Division It has developed hirtech scrafch and wear
resistant coahings to protect blometne recogrilion devices .
In addition to providing tor greatly enhanced product Iifetimes ;
the cootings are skppery $o tha! dut and contomingnts are less |
hkely to adhere The market uses retino and fingerpnnt recognition *
technology in commerncial and for military secunty applicahons
such as protection from identity theft and for the policing of high
secunty sites Thes 15 a young market that 1s growing rapdly

[

SUPERWOOL EARNS “SUPER" STATUS

Our new high femperature Superwool product the Superwool
S07HT (SWH07HT) has been significantty improved so that

it equals the strength and qualily of our exshing kower
emperture Supenwool 407 but can be used at much hugher
tempercitures The enhancements hove been well receved by
cusfomers resulling i SWA07HT becoming the insukahon matenal
of chawce for a wide range of manufacturers in the steel cenamics
and glass indusines Engineered fo meet increasingly stangent
enwonrmental reguiahons, SWO07HT offers low biopersstency
making it ervronmentally fnendly Already achseving robust
profitoble growth iIn Europe from its manufactunng base n France
SWHO7HT wall be mlled out 1o the rest of the word dunng 2008

e e R
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DEFLECTING THE FLAK
Thiough ifs investment in NP Aeraspace the Carbon Dvision has
expanded its geogmphical spread. matenals copabulity and
customer base in the amour market NP Aerospace 15 a major
suppher fo the UK Ministry of Defence for personal protechon
both body ammour and helmets and for vehicle prolechon
The composite technalegy that NP Aemspace has combined
with Carbon's ceraomic technology gves a product that can
meet the needs for both ighter and more resiient protechon
aganst balishe threats

_______ ST AR S
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BEING NUMBER ONE ORTWO IN
OUR CHOSEN MARKET SEGMENTS

LUXEMBOURG'S SUCCESS S SEALED

Seal joces engineered marketed and manufactured at our
Carbon Drasion $ Luxembourg sife eryoy a leading postion in

the patrochemical market The components composed of carbon

i graphite or sicon cartede are used in seabng dewices for chemicat
i and petmochemical pumps and other cnfical equipment High growth

in the petrochemical industry caused by o worldwide increased
demand for petroleum based products such as fuels and plastics
along with our abality to provide high quality global solutions for
glabal custormers bas resulted in strong levels of dermand




THE HIP BONE'S CONMNECTED

Gur Techmical Cerarnics plant in the UK s a leading manufocturer
of medical mplant desces, such as hip eplacements In fesponse
o demand for increasingly stronger and thinner long lasting
ocompanble matenals our ongoing RED programme hos
developed an alumina matmx composite matenal called Vitox AMC
It 15 expected 0 reploce metal and high purtly aluming cenmmics
as the matenal of choice omong orthopoedic specialists Further
growth Is forecast through prostheses for other jomnts. such as knees.
thumbs, elbows shoukders and the spine and devces for new

fess invasive sungical technicques

F s
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BUILDING A NEW DELHI OFFICE FROM SCRATCH

Panka) Mehrotm s the General Manager of our Cina opemation
i1 New Delh india Twe years after joining Morgan Crucible
from an engineenng bockground Panka) set up the New Delh
office from scrafch With support from the Thermal Cemamics
global team Panka) has successfiully overseen the trairng and
development of 25 direct employees The business continues
to grow in the Indan market supported by the two-way flow of
knowledge and resources 1o and from other Thermal Ceramics
operchons anound the word
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SPEAKING UP FOR OPERATIONAL EXCELLENCE

, By fostenng a cultlure of open communication throughout
i the workforce the Shanghal Morgan Carban Comparny

has succeeded in achieving high levels of openational
excellence Traning s provided for all employees in areas
such as management health & salety and English
Communicahon is encouraged through prachces such as
an employee suggeshon scheme and arn informal monthily
meeting where employees are imwted to share therr ideas
with serior management These prachces recently resulted
N an mperovement suggested by an employee that saved
hwo days from a nineteen day produchon cycle resulting in
reduced customer lead times and lower produchon costs

-

[ ——

HAVING A CULTURE OF
OPERATIONAL EXCELLENCE
AND COST EFFICIENCY

Y
{ & o
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IN PURSUIT OF EXCELLENCE

Whilst rahonalising the four UK stes that poduce ceramic
powders down to two we have developed centres of
excelence at our Technical Ceramics sites at Stourport and
Ruabon By concentrating its capital equipment resources
and expertise Technical Ceramses has improved operational
performance enabled process innovahon and cut energy

Y

costs through increased eficiency More highly-skilled teams >

now produce the base matenals for use at muthple sites n
cleaner more tightly controlled specialist matanals produchon
ervironments In addihon by creating recognised centres of
excellence stonger hes have been forged with the wider
sentfic community inchuding unversiies and industry groups
enhancing knowledge of our work and expertise
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FINDING, KEEPING AND DEVELOPING

THE RIGHT PEOPLE

TELLING US HOW IT IS

In September 2007 we published the results of our fourth global
employee survey This revealed improvements in most areas
and a strong sense of loyalty among our people Where survey
questhons echoed those from previous surveys the vast majonty
of this year's responses were more positive than in the past

In the spint of continucus iIMprovement we have dentfied areas
where we can do even beffer including skills development
commuricahon mseogniion of good work and emarsnmental
improvemnents Global plans have been drawn up to address
these across the Group and local plans have been created

to improve indmdudl sites
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ARRIVING ON TIME BY RALLOON

Sandm Ertl Financial Controller of Morgan Technical Ceramics
Hayward plant in Calforrua hos successfully seen on ime delivery
figures improve dramatically in just three months QurTechnical
Ceramics Distnciive Competence Training Programme motaated
her ta firvd ways o improve significantly the plant s throughput

Her enthusiasm was infectious and helped to dmve o significant
culture change at the plant Sandra s imaginatve innovations
included factorywide problem-solving teams and o teamwork
ethos inspired by among other things the use of red hellum
balloons at shop floor warkstations fo hghlight ime-cahcal jobs

MAKING ACCOUNT MANAGEMENT COUNT

An example of our desire and commitment 1o develop our
people 15 Joe Landa Vice Presdent of Operahons for Thermal
Ceramics USA and Canada Joe participated in a business
development trining programme which included Key Account
Management He put his tnaining to good effect in cultivating

a strong partnership with a major automotive supplier His work
enabled Tharnal Cemarmics to move from being stmply a row
matenal suppher to prwding engineered value~added solutions
The parinership conhnues to strengthen today with global joint
development efforts producing new matenals 10 meet the ever
Increasing techrucal demands of the ndustry

T
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.............. . CHAIRMAN'S STATEMENT

i "DURING THE COURSE OF 2007, EACH DIVISION

! HAS BEEN IMPLEMENTING OUR FIVE STRATEGIC

i PRIORITIES FOR IMPROVED BUSINESS PERFORMANCE
WITH STRONG RESULTS DELIVERED”

12 /// THE MORGAN CRUCIBLE COMPANY PLC /// CHAIRMAN 5 STATEMENT




Overview

After o penod of substanhat change
including a bid approach dunng 2006
2007 has been our first full year of
implementing the new management
team s profilable growth sirategy
Towards the end of 2006, Mark
Robertshaw set out bis vision for
Morgan Crucible to become a
worddeading advanced materials
company Dunng the course of 2007
each Dmision has been implemenhng
our five strategic pnonthes for mproved
business performance, with strong
resutts aready delivered

Mark Robertshaw falks about the
performance of each Division in detail
n his statement so | would like to draw
your aftention to some highlights From
an organic perspechve the Thermal
Ceramics business has been the
stand-out performer of cur Divisions N
2007 with revenue growth of ¢ 11% on
a constant currency basis and with
strong improvement in both profits and
profit margtns This has been dnven by
strong demand in emerging market
infrastructure projects In countries such
as China, India and the Gulf region
These nclude large projects in the
chemical and petoleum industnes
along with robust demand in ron and
steel and power generation markets
Growth and investment in our Asian
businesses continued dunng 2007
leaving us well placed fo capitalise

on the ongoing shift In global demand
towerrds these dynamitc high

growth economes

The Carbon Division showed pleasing
progress overall in 2007 n both sales
and profits with parhcularly good
performance in the Amencas and
Asia regions The Armour business within
Carboen also had another good year
in 2007 despite some one-off Issues m
the third quarter with produchon at
one of our key customers Simitarty

our Technical Ceramics Division made
good sindes in both profits and profit
margtns in 2007

Overall, one of the most encouraging
areas of progress for the Group

dunng the year was the conhnued
diversiicahon of sales and profits away
from more economically cychical

end-marketfs towards higher growth
hugher margin segments Furthermore
this positive shift in our mix through
organic means has been accelerated
by two significant acquisthons which
we were able fo announce in 2007

Acquisitions

In August, we were plegsed fo
announce the acquiston of a 46%
stake in the Uk-based composite
matenals company NP Aerospace
The transachon valued NP Aerospace
at £71 millon and has already had o
positive eamings impact for Morgan
Crucible shareholders NP's expertise
and strong market poston in ballishe
protechon with the UK Ministry of
Defence will further enhance our
Carbon Dmsion s expanding presence
in the defence market

In December we were able fo
announce a second acquisthon for
the year the ceramics businesses of
Carpenter Technology Corporahon for
a total enterpnse value of cE£73 mullion
These businesses have a parhcularly
strong presence In the attractve
aerospace and power generation
end markets and we believe will fit very
well with our process and matenals
know-how of our Technical Ceramics
Division of which they will become

a part This acquisiion should be
completed by the end of March 2008

Board and managemen! changes

Qur Senior iIndependent Director,

Joe MacHale plans to step down after
our AGM in Apnl 2008 A NonExecutive
Dwector and Charman of the Audit
Committee since December 2003

Joe has made a substanhal contnbution
fo Morgan Crucible We are sad to

see him go

In Joe s place, we are delighted fo
welcome Andrew Given, who joined the
board in December 2007 and will charr
the Aucit Committee He s the senior
Nor-Executive Director and Charman
of the Audit Commmittee at VT Group plc
and bnngs extensive expenence In
manufactunng and technology to the
Board He has previousty held senior
rmanagement or board posihons at
Logica CMG ple Plessey Nortel
Networks Specins ple and Spirent ple

Mark Leyman formerly Chief Executive
of the Carbon Dviston stepped down
on 2nd January, 2008 He led the
Dmision between March 2004 and
January 2008 overseeing a penod

of substantial change dunng which
tme good progress was made, both
organically and through acquisition
We thank him for his commitment
and contnbuhion

Dividend

Gwen the strong financtal performance
of your Company in 2007 the Board
has proposed a final dvidend of

4 5 pence per Ordinary share, an
increase of 50% on the final dvidend
declared for 2006 This brings the total
dwvidend for the year fo & 75 pence per
share (2006 4 5 pence) and reflects
the Board s confidence in the financial
health of Morgan Crucible

People
In my first full year as Chairman it has
become clear to me that excellent
people are at the heart of all Morgan
Crucible does We have built strong
relahonships with committed suppliers
our customers and with our investors
But it I1s the dedicahon and performance
of our @ 712 employees that has been
the diving force of the success of 2007
We are passionately commuted to
finding, keeping and developing the
nght people as one of the Group s key
strategic pnonhes We have a strong
senior team, enviable market posihons
and a clear strategy for the business
Add to that the tenacity and dnve of
our highly valued employees across

the Group and | believe we can look

to the future with confidence

Tim Stevenson
Chairman
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N S U,

"OUR VISION FOR MORGAN CRUCIBLE IS FOR
YOUR COMPANY TO BE ONE OF THE WORLD'S VERY
BEST ADVANCED MATERIALS COMPANIES®

SR
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| am pleased to report that Morgan
Crucible has continued to make

good progress 1n 2007 on our strategic
objectives and in our financial
pesformance Our revenues have
increased by 6 3% on o constant
currancy basis and our operating profit
margins before one-off tems* to 12 5%
from 10 9% N 2006 Most notably
Morgan Crucible achieved year-or-year
growth in profits before tax of 47 8%
compared to 2006

nghllghis of 2007

All of our Dsions delivered mprcvements
on ther eperating profits before one-off
tems and proft margins in 2007

The Carbon Division increased its
revenues by 1 4% compared to 2006

af £216 6 million {2006 £213 & milion)
On a constant currency basis
year-on-year revenue growth was 6 3%
Cperating profit before one-off tems for
the Division was up 2 4% at £34 6 millon
(2006 £33 8 milion) with underlying
operahng profit margins increasing to
16 0% (2006 158%)

Results for the Carbbon Division were
particulary strong in the first half of
2007 with excellent performance from
our Amencan and Asian businesses
The second half was more challenging
Qs our armour business was impacted
by produchon issues at one of our

key customers The resutfant slowdown
in produchon affected our top Ine

by ¢ £4 millon As you would expect
we worked closely with our customer
o help them comect the 1ssues and

| am pleased to report that our Armour
sales recovered signiicantly m the

last quarter of the year

Our Technical Ceramics Division has
again delivered an improverment

in underlying operating profit which
wasup 17 1% at £19 ¢ million (2006

€17 0 milion) Underyving operahing profit
miargins improved to 13 0% (2006 10 5%)
This yearon-year mproverment in profit
was delivered despite lower 2007
revenues, which were held back by a
major preduct ine with a large US
custormer coming to the end of its
lifecycle As aresult on a reported basis
year-onyear revenues were down 6 1%
compared to 2006 and only 2 3% on a
constant currency basis However as we
enter 2008 the order books In Technical
Ceramics are parhicularly strong and we
expect a retum to the robust levels of top
Iine growth we have been delivenng in
Previous years

The stand-out performer of our Dimsions
i1 2007 was Insulating Ceramics which
had an extremely good year delivenng

a revenue increase of 7 4% at
£324 0 milion (2006 €301 7 milion)
On a constant currency basis
yearornyedr revenue growth was 10 6%
Operahng profits before one-off itemns
grew by 31 2% to £36 & milllon (2006

27 @ milion) with operating profit

margins before one-off tems increasing

fo 11 3% (2006 9 2%) All regrons
performed well but t was especially
pleasing to see strong growth in Europe
dnven by large project orders from
regional customers for delivery to the
Middle East and Asian markets
parhculary for aluminium petrochemical
and iron & steel projects As we said in
our frading update In Decembser, 2007
was charactensed by a number of
large one-off project orders As a result,
we would expect the level of revenue
growth in Insulating Ceramics fo be
more In the 5-6% p a rmange going
forward rather than the double digit
levels achieved in 2007

Qver and above the strong organic profit
progression noted above we announced
two significant acquisihons for the Group
The first saw Morgan Crucible acquire
an inthal 49% stake in NP Aerospace for
¢ £41 milion, including £36 milllon of

a shareholder lcan There 1s an agreed
mechanism in place whereby we will
move to 70% ownership in 2011 and
through to 100% ownership in the

three years therecfter

We announced the second major
acquishion in December which will
see Certech and Carpenter Advanced
Cerarics join our Techrmical Ceramics
Division The businesses are being
bought from Carpenter Technology
Comoration of the US for ¢ £73 million
with a targeted completion date of
the end of the first quarter

We will talk in greater length about both
of these acquisiions in the Divisional
reviews but both are very well agned
fo the Group s strategic objective of
moving fowards higher margin, non
economically cyclical end markets

Our balance sheet actvity was not

Just confined to acquistions We also
Invested £44 9 milllon in our ongoing
share buyback prograrmme in 2007
Going forward our plan 1s to conhnue

o use buybacks selectively as part of
our managment of the Group's balance
sheet We are aiming for an efficient

but prudent level of geanng of around
2102 5 times net debt** fo EBITDA

A major pronty for me, as Chisf Executive
15 to continue to develop and enhance
the serior management team of Morgan
Crucible To this end wea recrutted

Tim Hayter to lead the Themnal Cerarmics

business in March 2007 As you will see
from the strong Insuloting Cerarmics
results that we have reported, of which
Thermal Ceramics 1s a signdicant part
Tim has had a highly successful first
year in his new role

The Chairman has alse menhoned In

his summary the change in lsadershup
in our Carbon Division | would lke to add
my personal thanks to Mark Lejman for
his efforts and commitment in leading
the Carbon Division since March 2004
Mark has been succeeded by Don Klas
who previously was head of the Carbon
Amencas Dmvision which accounts

for well over half of the Dwsion’s profits
Don has over twenty seven years
expenence in the Carbon Division and

| am sure that he will make a significant
coninbuhon o the development and
success of the business

l.ooklng forward

Qur vision for Morgcn Crucible 1s for your
Company to be one of the world s very
best advanced matenals companies

At the beginning of this Report and
Accounts we have llustrated our five
strategre pnonhes with case studies
from around the Group | hope that you
find them mteresting and informative
Our strategic pnonhes are all formulated
with one cbjective n mind to create
long-term supenor shareholder value

As you are well aware the globai
economic environment 1s much more
challenging now than it has been in
recent years We anhcipate cost inflahon
pressures and demand uncerfanthies

n a number of our markets However,
although we are not immune fo the
economic cycle, we believe that
Morgan Cruaible s now better placed
o weather industnal downtums than
was In the past In 2008 we will conhnue
fo work towards our goal of acheving
mickteen operating margins in good
tmes and rermaining abbove double
digits in bad himes

In my first full year of being Chief Executive
Officer | am pleased to report that your
Comparny is m robust financial health
and 15 well placed to continue s

postve momentum

Mark Robertshaw
Chief Exacutive Officer

*defined as operating profit betore costs of
restructunng and net legaol costs recovered
assocated with setlement of antkrust Imgchon.
gain on curtaiment of UK employee banefi

schemes, terminated ted approach costs

and gan/loss on disposal of property

** defined a3 nterest beanng keans and
bank overdrafts kess cash
and other cash equnvalents

CHIEF EXECUTIVE OFRCER'S REVIEW /// THE MORGAN CRUCIBLE COMPANY PLC /// 13



BUSINESS REVIEW

Overview

The Carbon Dvision provicies engineered
soluhons built on advanced matenals
fechnology utiising its experhse in the
processing and applicahons of carbon
graphite siicon carbide oxide ceramics
and other related matenals to serve

a global customer base

Qur leading-edge fechnology solutions
and broad matenals portfolio enable
us to engineer numerous products

and 1o serve a vanety of markets from
brushes for motors body armour for
the defence industry, graphite powder
for the synthehc diamond sector seals
and bearnng soluttons for the cherrucal
processing and fluid handhng indusines,
graphite soft felt insulahon for the

solar power sector and for the high
femperature processing industnes,

and a vanety of components for the
aerospace, semiconductor processing
and space explorahon markets

Divisional structure

With a skilled workforce of some 3 800
around the word our Carbon Dvision
has over 35 manufactunng facilibes In
five conhnents

In 2007 revenues were £216 &6 mificn
of which 31 0% was from Europe 50 5%
from the Amencas and 18 5% from the
rest of the world

- REVIEW OF OPERATIONS

]

CARBON DIVISION

2007 financial performance

2007 X008

Revenue £216.6m £213 6m i
Openahng pofit
before one-off items £34.4m £33 8m 24

apgaﬂ}\g poft margin
before one-off tems 150% 158%

The financial performance of the
Carbon Division in 2007 reflects the
ongoing improvemneant we have made
fo the business Revenue growth of

1 4% (6 3% at constant cumency) and
further iImprovement i the underying
operating profit margin has been
achieved There was strong growth

in a number of areas most notably In
our high femperature fumace product
range and across the Asia region

Our Amencas business enjoyed good
growth from new product development
and new market development In our
armour business there was good
yearonyear growth and the armour
market in terms of both personnel and
vehicle protechon continues to offer
good prospects for 2008 and beyond

In our European business we have seen
good growth in certain geographies
and in some niche markets For example
our Turkey /Middle East and East
European businesses have expanded
in terms of spread capability and
capacity and have delivered good
safes growth Qur Geman-based rotary
business has also had another year

of stong growth and has established

a presence in the rapdly expanding
mildary market
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We have installed armour manufactunng
capability and capacity ina UK site
gving us a base from which to
expand further in this growing market
This capability complerments the
ivestment that was made dunng 2007
In NP Aerospace NP Aerospace has

a strong posiion with the UK Ministry

of Defence across a range of products
The market for our traditional European
businesses in the electneal brush and
seals and beanngs markets remains
relahvely flat and highly competitive

In Asia almost all of our businesses
have shown excellent, often double
digit growth The Chinese businesses
have taken advantage of the strong
domestic market and have benefited
from our significant investment in
both manufactunng capacity and
capabihty to ensure that this growth
can be mantained



MAKING WIND POWER WORK

Last year our Carbon Dwision In Swansea Wales entered a new
market wind power The Swansea site successfully used its expertise
In matenal science o improve the performance of the power
transter skp nng systems used N wind generators The product can
withstand adverse weather conditions including the hugh humidity
arnd salt corosve atmospheres of offshore wind farms and the

low humidity atmospheras of high athtude
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, Products
The Carbon Division strives to meet

Markets
The markets served by our Carbon

IN ASIA, ALMOST ALL OF i todays demanding challenges providing  Dmision include
i QUR BUSINESSES HAVE SHOWN | advanced matenals solutions aeress a
: EXCELLENT, OFTEN DOUBLE ! broad range of Industnes For exomple  E/ectneal industnal and traction
: DIGIT REVENUE GROWTH ! by working closely with mgjer diamond  The Carbon Dvison 15 ¢ leading suppler
: | manufacturers we have produced of cormponent soluhions to the ral and
: i graphite and dieamond technology mass transit ndustry and industnal
+ that helps improve efficiency in the markets We provide products and
extrachon of ol and gas Products which  soluhons for motors and collector

1
i,

oty

350" SUCCESS FOR ROTARY TRANSFER SYSTEMS

help enhance sustainabilly are a maojor
areq of focus Carbon has been a
supplier of carbon-based solutions

to fuel cell compantes for more than

20 years and has played a mojor role

i industry rmilestones As photovoltaic
devices are increasingly uhlised to
provide solar energy, our strong links

into the siicon semiconducior iIndustry
are faciitating development of new
matenals 1o improve produchon
eficiencies in both sicon and thin film
solar cell manufactunng We are also at
the heart of many electronic innovahons
shaping today s world meaning that you
will find our products in the advanced
semiconducior manufactunng process
like 1on implantaton, epitaxy (MOCVD
and MBE) and cormpound crystal
growth To help profect the cvil defence
and military forces that face danger

on a daily basis Carbon has developed
advanced ceramic soluhions that match
specific ballistic requirements to a vanety
of advanced matenals for armounng
people vehicles and ancraft

systems We use our core technology
portfolio and a global network providing
regional support to supply electncal
current transfer systems from carbon
brushes through to collectors and rotary
current transfer products serving both
onginat equipment manufacturers

and the aftermarket

Fluid handiing

We supply carbon and silicon carbide
components for the seals and beanngs
which are crnhcal to the pumps

and compressors used in many fluid
handling industnes such as chemical
oll and gas and food processing

With a wide and contnually expanding
range of carbon and sticon carbide
matenals Morgan Crucible 15 a globally
recognised provider of seal faces
beanngs rofors, vanes and other
techrical soluhions required for a

large vanety of apphcahons

Momgan Carbon n Antweiler Germany

15 axpenencing high growth with its wond-
leading rotary transfer systems The systems
transfer curment power or data to oialing
parts The fechnology has many applications
parhculary i the sndusinal maitary and e
wind power markets Expiciting the Carbon
Dmision s wade geographical reach the
business has delvered double-digit annual

1 revenue growth and we believe it 1s posiioned
; for future positve momentum

o ——
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ENDURING APPEAL OF THE CARBON BRUSH
The graphute carbon brush, grode 534 15.an
endunng success story for Moargan Crucible

, For mone than 50 years it has maintained
i aleading posihon in the power genenation

ndustry Unique qualities such as the ablity
o run at surface speeds as high as 140mph,

i have made it the brush of choice for OEMs

(Ongal Equipment Manufacturers) The raw
matenals are produced in Fostona Qhio and
the finshed brush 15 manufactured at mulhple
Morgan Crucible sies globally The matenal
and our brush designs continua to be
ophmised in order o maintain ther stong
positton and endunng appeal

R et 4

2007 WAS ANOTHER
YEAR OF IMPROVEMENT
INTHE PERFORMANCE
OF THE DIVISION

Defence

We provide cnhical profective
components for the world s manne
surface and air defence, from nuclear
submannes and aircraft carmers,
tactcal and strategic ground vehicles
and weapon systems, to fixed and
rotor winged arrcraft In each case,
the dishnctive charactenstics of our
advanced matenals provide a special
soluhon to a design need With our
range of oxide and non-oxde cerarmic
technology soluhons for vehicle and
body amour applicahons, we sive
to deliver the best possible protechon
against new and emerging threats

Diamond synthesis

We are the leading supplier of highly
engineered graphite powder used In
the manufacture of synthehe diamonds
Strong constructon and ol dnlling sectors
mean that demand confinues to be
robust We have invested in developing
technologres that help our customers

to achieve high yields and to improve
productmty and product quality

Aerospace

We play an imporant role In the world s
aerospace incustry, from commercial
airiners and multary arcraft to the NASA
Space Shuttle Crhcal components are
manufactured of carbon and graphite
matenals for a range of demanding
applicahons, ncluding jet engine man
shaft beanng seals electncal brushes
for altemators and generators, beanngs
for fuel pumps and high femperature
carbon fabnes for nsulahng systems

High temperature insulahon

We are a woild leader in the manufacture
and applcaton of thermal management
products spanning carbon and graphite
felt and cloth and machined graphite
components Our product portfolio
includes all graphite related cornponents
required for demanding applicahons
such as solar semiconductor, vacuum
furmnace high punty fused silico glass,
and automotive and aerospace
component manufacturing Our industry
leading punficahon process ensures
high technology applications achieve
extremely high punty levels
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Electronics

As infegrated circuit manutacturers
stmve to make therr chips faster, smaller
and less expensive semiconductor
precessing equipment companies
have become more dependent on
advanced matenats to achieve the
desired performance Advanced carbon
matenal technaology 1s key within the
process charmbers that process siicon
watfers The roadmap for advanced
matenals s changing as the required
chip performance increases so does
the process femperatures and purnty
requiements We now offer state-of-
the-art punficahon capabilty and

are working with leading equipment
OEM s to develop and incorporate
new matenals that will allow them

o meet the fulure needs of the
semiconductor indusiry

Outlook

The Carbon Dmsion continues to deliver
good results from its fradihonal core
markets and 15 now also seeing the
benefit from invesiment In new business
areas Our investment in a broader
matenals portfolio has enabled us to
enter new markets and much of our
recent and planned capital expenditure
will allow us to further Increase our
capability and capacity in these new,
high growth areas such as armour

and high temperature matenals

We will continue to refine our
manufacturing footprnt, whilst
leveraging low cost manufactunng
opportunthes and will ensure that
we are well posthoned in the high
growth areas

2007 was another year of improvement
In the performance of the Dvision

and was also a year in which investment
was made to buld our capability to
support profitable growth inthatives
gong forward




ON TRACK WiTH SYDNEY'§ COMMUTERS

Thmugh the confimaton of long-term supply agreemenis,
Morgan Carzen in Sydney Australia has strengthened ds leading
market position n supplying bespoke ¢arbon brush products to
suburban mil systems Wholly customerfocused in cur approach
we succeeded In reducing our custormers motor falures by

60% over a 12 month pened Due to the improved relibdty

and reduced manienance costs, we wene awarded a long

term agreement for the ongoing supply of the product

amvesnsn  me sew m——m——— = = R

S
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WHITENING YOUR SMILE WITH PULSATING BUBBLES

Morgan Technical Ceramics in Ohio USA, is the key suppher
to cuthng-edge techinology company Ultree whose ultmsonic
Tootnbrush has been embraced by consumers Our Chuo
plant provides the plezocemmic component that genernates
a sonie signal in the toothbrush This forms pulsating bubbles
n the foothpaste and has been clinically proven to remaove
hamHoeach plague improve gum health and reduce stains
Techrucal Cemamics worked on the protatype with Ultreo 1§
now producing o designed for manufacture solution with

a hughly promising future
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- PROTECTING PACEMAKERS

gy WU

b rvvw sdevnwn  wr v
Dmven by demarnds for increasingly sophisheated
medical mpkants, Morgan Techruical Cenamics
ot New Bedford in Massachusetts, USA, has
succeeded in adding value k3 its aiready

usedt n medical dewces implonted in the
body for the delvery of drugs or elecincal
shrulahon (for pacernakers, defibnilkators and
newroshrmulotors) Copacitors are used 1o fiter
out electromagnehe miererence (from products
such as mobile phones and neon Iights) that
could othenwse affect the mplant By developing
hs with capactors, we have increased
sales. increqsed our control over the supph-chain
and gre mainiuning ouwr leaderstup v o markat
whare feed-hmughs with capacitors ae
expected o become the ndustry standarnd

it -eee + wee = wes memmmosmsses wmmew

THE DIVISION HAS 15
MANUFACTURING SITES
ACROSSTHE USA, UK,
GERMANY AND CHINA

- vesane rerwemsmess,

Overview

With innovatve design and applicahon
engineernng underpinned by customer
focused research and development
our Technical Ceramics Division makes
an extensive range of industnal ceranmucs
products These include medicol
rmplants the power tubes used in
arrpert secunly scanning devices and
aerospace components manufactured
from ceramics, glass precious metals
piezoelectne and dielecine matenals

Most of our output is bespoke

We offer full technical support and
advice to custormners throughout thesr
product development cycle and

we wark closely with them to provide
engineenng soluhons that add value
o the end product

Divisional structure

OurTechnical Ceramics Division
operates worldwide providing
value-added differentated soluhons
for our customers through consistent
focus on applicafions engineernng

' research and development, design,

and quality

The Dvision has 15 manufactunng

sifes across the USA, UK, Germany and
China and employs some 2 000 people
Europe accounted for 48 5% of the

2007 dvisional revenue of €152 6 million,
47 5% was from the Amencas, and 4 0%
from the rest of the world

2007 financial performance

*

Incrasef
2007 206 (decroasa)
Revenue £152.8m £162 5m 61y
Operabng profit
before one-off lems £199m €17 0m 171
Operting profit margn
before one-off tems

13.0% 105%

As 1n 2006, the Dvision had a parhcularly
strong first half followed by good
undertying trading in the second

half, making further progress fowards
micHeen operating profit margns
Operahng profit before one-off tems rose
by 17 1% to €19 9 milbon and underying
operating profit margins increased

l-- [
o e e | TECHNICAL CERAMICS DIVISION |- - -

from 10 5% to 13 0% dnven by a positive
product mix shift towards tugher margin
higher value added end markets

The Divisions revenues decreased 6 1%
to £152 6 milion in 2007 (down 2 3% on
a constant currency basis) due fo g
large US customer coming to the end of
its product lifecycle

Globally the industnal equipment,
medical aerospace and electronics
segments conhnued to show good
growth US markets remamed healthy
and our European busness also
saw strong performance parhculary
in laser and power tube products

for communications and secunty
equipment In Asia the addihonal
capacity recentty installed fo meet
demand for the thermail processing
market 1s now fully uhlised and we
anticipate further expansion as

a result

The Dvision uses matenals science
and applcahons engineenng to
make products from a wide range
of ceramic matenals with properties
tallored for use In a diverse range
of markets These include

- Braze alloys for aero engine build
and repar

+ Cerarmic components and
sub-assemblies for asro-engine
monitonng and control equipment

« Components and sub-assemblies
for a broad range of medical
apphcatians pnmanly mplantable
devices prosthethcs and surgical
and diagnostic equipment

- Components and sub-assemblies
used in wafer handing and
processing chambers, serving
both semiconductor precessing
equipment manufacturers and
wafer fabneahon plants
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FUEL-LEVEL SENSORS TAKE TO THE 5KY i
Morgan Techrioal Cemarmcs i Southampton, H
UK, has proved we can odd signdficont value

to our customers by toking on Increasad
manufachunng rsponsibiliies Prwvously a supplier
of piezoelecine ceramic sub-assembly units for
arcroft fueHevel sensors, we now provide the
enhre unit which forms part of the fusl systerm

of Boawng 777 aucraft With applicatons
engneenng and manufactunng techniques

that ane second to nona Techrnica Cerarmics

took over the pocess quickly and seamilessly
further strengthening our relahonshup '
with Qur customer i

i
amecisasas mass TEmweees errrrSEimmTs TrresEer Tes TemTEs wawes—rees

Markefs

The markets served by our Techrical
Ceramics Dvision Include

Aerospace

We serve the new-build and aftermarket
in both the commercial and miltary
cerospace sectors as a her 2 supplier
fo the major manufacturers and

as a suppler to MRO {maintenance
repair and overhaul) companies
Increased demand in passenger and
cargo traffic 1s dnving the commercial

1 market resuling in growih in new builds
i for single-aisle twin-aisle, large cargo

arcraft and regional jets
Medical

Long-term durability, biocompatibiiity
and specific mechanical and electneal
properhes make ceramic matenals ideal
for a range of medical apphcations

An ageing populaton and a desie

fo employ nonHnvasive surgical
techruigues have meant that this sector
has a need for ever smaller, yet more
complex components

We have an extensive portfolio of
matenals combined with innovahve
proceassing fechrmiques such as
ceramic Injechon moulding, engineered
coahngs and cemmic-metal

assembly that are enabling medical
equipment manufacturers to address
these opporunihes

Eectronics

We supply niche applicahons within

the elechonics market where our
products are differenhated by therr
supenor matenal and/or dimensionat
charactenshcs Markets for components
and sub-assemblies include
telecommunicahons, lasers and
optoelectronics and T hardware

! FUTURE-PROOHNG WITH EVA

¢ Step change projects can create rapid

i impovement n financal performance

' “Project EVAT 15 one such project with the goal
i of impoving business efficiency while reducing
i fixed costs Techricat Ceramics in Stourport

¥ has succeeded in achieving this through

* areorgansaton of the site Using funds from

! the sale of surplus and the 78 year-old sife

1 18 being modemised through renvestment

. The smaller site footpant reduces doily running
i costs, while rwestment in the foctory enables

! tganer monulactunng in dedicated areas and
i effectve infroduction of new technologies

* Project EVAT 15 on ack for completion in 2008
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The laser rmarket continues to grow

as devices find new applicahons and
become smaller and more affordable
to users Applcahons nclude cosmehc
surgery dentstry product marking

and spectroscopy A major dnver of the
optoelectronics market 1s the demand
for surverllance equipment in milifary
and commercial opplicahons

Within the IT hardware market

demand for data storage has increased
dramahcally as more people are using
hiome PCs for music pictures and videos
and advances in fechnology crecte
ophons for TV recording and playback

Outlook

Qur Technical Cerarnics Dvision has
good potenhal for further revenue and
profit growth, both organically and
through acquisiion The order ook
increased strongly dunng 2007 and
our pipelne of new business and new
product developments rermains healthy
The business conhnues to focus on
customers and markets that are
themselves growtng and are less
dependent on the general economic
cycle such as medical aerospace
and specialist electronic equipment
such as scanners

In December 2007 we announced that
we Infend to acquire the Technical
Ceramics businesses of Carpenter
Technology Corporahon The fransachon
15 expected fo close by the end of the
first quarter of 2008 These businesses are
a good strategic fit and the enlarged
Technical Ceramics Dmsion has
excellent prospects for revenue growth
and operatng maigin enhancement
We conhnue to target addihonal belt-on
acquisihon opportunities with attractive
technology and market posthons that
closely fit our strategic pnonhes




e

ACADEMIA AND US

Morgan Techrucal Cerannics 1n Siourpon s
working with graduate tramee Emma Gill

on a project to develop htarmum metal
njechon moulding fechnology for biomedical
apphcahons In addiion to her work with us
Emma s researching hfarum metal injection
moulding technology for a Matenals Science
and Engineenng PhD at the University of
Sheffield Emmas inks wath the unversity and
Morgan Crucible are further enhanced by her
associate status in the Knowledge Tansfer
Partnership programme which provides Emma
with a streng base for builing her canser

o
Y

v
H
¢
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SMOOTH OPERATORS

Techrucal Ceramics in Allentown, USA has developed scratch-
resistant coahngs for plkastic parts that offer promising growth
potental The coatngs can protect screens displays cases and
batery covers of handheld consumer electronics The potenticl
market 15 farge and Includes mobile phones MP3 players and
portable gaming statons With customerns development
programmes progressing well Techrucal Ceramics plan to
target this new markel segment in 2008

ware —ceesaZiam R S
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QUR EUROPEAN
BUSINESS BENEFITED FROM
A LARGE INCREASE IN ORDERS
FOR PETROCHEMICAL AND STEEL
PROJECTS IN THE GROWTH
ECONOMIES OF INDIA,
THE MIDDLE EAST AND CHINA

mme m mmmmmme meemes e
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Cur Insfflohng Ceramics Dwvision designs
and manufactures a wide vanety of

! heat insulation products and 1s a world

i leader in insulahon and refactory

' technology filbres insulahing firebncks,
1 castables and crucibles

Our contnuously developing experhse
builds close long-term custorner
relahonships We provide engineenng
solutions to global markets which
include steel making, petrochermical,
automotive forging and aluminium
produchon, as well as ¢ range of
technical soluhons for the fields of
emission control energy saving and
fire protection Qur word-eading
Superwoo™ range of insulahing fibre 15
used in many apphcahons ranging from
automotive equipment solutions and
power plants to domeshc applances

Divisional structure

The Insulatng Cerarnics Division
compnses two business unifs Thermat
Ceramics and Molten Metal Systems
Thermal Ceramucs’ revenue for 2007 was
£291 9 milhon (2006 €271 2 militon) and
Molten Metal Systerns was £32 1 million
{2006 £30 5 milkon)

The Dmision employs some 3,900 people
and has 37 manufactunng sites

Dunng 2007 the Dmsion has conhnued
toimplement its strategy of geographical
expansion into dynamic emerging
market economies European operahons
accounted for 43 1% of the 2007
dmisional revenue 33 9% was from the
Amencas and 23 0% was from the rest

of the word

2007 financial performance
200 s, e,
Revenue $324.0m 530‘1 7m

apeluhng profit
before one-off terns

Opemting profit mangin

£36.6m £27 9m 312

1.3% 9%

LATING CERAMICS DIVISION

B ra .

The revenue of the Insulahng Ceramics
Dmsion rose 7 4% fo £324 0 million

and at constant cumrency by 10 6%
Although row matenal and energy pnce
ncreases continued from previous
years there was a strong focus on
implemenhng sales pnce nses to

help counter this When combined

with increased volumes and energy
efficiency this led 1o a nse n underying
operating profit margms from 9 2% to

11 3% Operating profit before one-off
ttems was up 31 2% to £36 6 milkon

Therma! Ceramics

Qur European business benefited

frorn a large increase in orders for
petrochermcal and steel projects

in the growth economues of India
Middle East and China 1n most

cases these projects were designed
and specified by Western engneenng
companies who dermnanded quality
branded products fo be uhlised in ther
designs Lahn Amenca grew successfully
in the fire protechon petrochemical
and copper end markets, while our
North Amencan operations showed
strong top and bottorn hne growth In
ther core businesses  Asian demand
grew ahead of expectatons with
further Investment planned for the
region in order fo meet our growth
objectives for the Division

Dunng 2007 we finabsed the expansion
of our newest nsulahng fibre plant n
Gujarat, India We continued to expand
our readiness for the growth of the

full mnge of branded Superwool
products, ready to take advantage

of ncreasing energy awarenass in

the global market The redevelopment
of the UK manufactunng site 1s well
underway with the new R&D centre
being fully operahonal by early

2008 This mayor investrment will

further enhance our abilty to

establish long-term alliances and
partnerships with magjor customers

in our target indusines
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THE QUTLOOK FOR THERMAL
CERAMICS REMAINS POSITIVE,
WITH DEMAND FOR HEAT
MANAGEMENT AND INSULATING
PRODUCTS INCREASING

NEW MMS SITE IN SHANGHAI

Morgan Molten Metal Systems (MMS)

15 the workd leader in foundry crucibles and
the lecding importer into the Chinese mariet
The Chinese market 13 developing quickly
with metal costers looking for lechnicatly
sophsticated products designed 1o improve
energy eficiency and cashng qually To meet
this increasing demand MMS 15 Investing

in a naw greendield manufactunng plant in
Chira Cumently under construction the plant
11 Suzhou near Shangha, 15 due to open
the third quarter of 2008 and will utiise the

{ latest matenals and praduchon tachnology

H
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Moiten Metal Systems

Revenues in our Molter Metal Systems
(CMMS™) business rose 5 2% in 2007

{6 7% increase on a constant currency
basis) partly as a result of strong trading
condiions in Asia and partty due

o some distnibutor stock building in
anhcipahon of the closure of the UK
monufactunng operation in Apnl 2008
Operating profits before one-off tems
ncreased by 21 9% as hght control

of fixed ¢osts more than offset nsing
matenal and energy costs and
detenorahng currency exchange rates
Expansion of our produchon facilihes in

! India and in Germany ts well advanced

and will be ready to absorb addhonal
produchon when the UK facility ceases
manufactunng Construchon has also
commenced at our new facility in
Suzhou China which should begin
produchon dunng the latter part of 2008

Products

Thermal Ceramics

The Division designs, manufactures and
instalis engineered heat management
soluhons wordwide and s a wordd
leader in insulahon and refractory
technology These soluhons are used

by our clients to dramahcally reduce
energy consumphon in ther processes
and in many applicahons to help
minimise emissions Key products

and brands include

* Insulating fibre in bulk or In blanket
form for a vanety of manufactunng
applicahons

- Insulahng firebnck n shaight or
slab form in standard or custom-
designed shapes

* Monolithics include insulahng
general purpose and special duty
dense castables

Moltien Metal Systems

MMS has a leading posthon in the supply
of crucibles and also manufactures

and services fumaces for meihng and
holding metals and alloys MMS also
offers a range of foundry products

and equipment used for crucible ifing
ingot loading and molten metal
management and control

Markets

Our Insulahng Ceramics Dmision fargets
the following key markets

Iron and steel

We supply heat management solutions
to steel making and downstream
processes, both direct fo steel producers
and through major contractors

Our soluhions help customers to mprove
operahonal eficiencies and achueve
cost savings Our customers include

20 of the fop steel producers and the
market outlook 15 dnven by capacty
expansion and fechrnical upgrades

Aluminium

Reducing heat loss and improving heat
confainment 1s a mayor opporturity for
alurminium producers to Improve energy
and produchon efficency We service
both the pamary and secondary
alurninuim sectors In addition to our
products which help improve fumace
design and performance Superwool
consumabiles further enhance

energy efficiency and performance
Further market growth is forecast for the
Middle East dnven by the avalability

of power from natural gas supplies

Transportation

We supply custorn engineered heat
management haise reducton filtration
and frnction soluhons to the aufomohve
aerospace motorcycle and fruck and
bus sectors The Increasing use of diesel
engines has provided growth in the
turbocharger business, particularly In
the truck market whilst new emissions
control standards, parhcutarly for heavy
frucks, are drmving growth in the:
requirement for heat management in
catalyhc converters In the aerospace
sector increasing dernand for passenger
and freight transpert 1s Increasing the
requirement for consumable products
for the production of cere engine blades
and msulahon We also supply crucibles
and foundry consumabiles to the
automotive sector which 1s making
increased use of components cast from
molten alumiruum alloys with for example
increasing fiment rates of alloy wheels
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PROVIDING INSULATION FOR THE DRAGON'S FiRE
Focusing on value-added by offenng global
sourcing rekable manutocture excellent

service records. excephonal reiable qualbity

and competitve rates has resutted in Thermal
Cermomics UK acheving approved supplier stofus
with a major long-term customer The Dvision has
been awarded a €1 2 milion contract for the
supply of nsulated fire brcks for use in the:
corstruchion of Siemen VAIs new blast fumace

| for Dragon Steel in Tawwon The contract includes
1 supphing standard insulating fire backs from

1 Yixng in China and spectalist cut ond shaped

; insulahng fire backs from Thermal Ceramics

' stale-of-the-an manufoctunng focility in
Casalpustedengo lialy
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. serices such as inspechon reports using

Patrochemical

Our heat management solutions for the
petrochermical sector include products
with high temperature performance
and resistance fo mechanical stress
Supenor nsulahon enables custormers
to reduce fuel consumphon increasing
their production and environmental
efficiencies We also offer value added

infraed imaging to highlight energy
loss This market has been strong

especially in the Middle East, India,

China and Eastern Europe
Ceramics

Our ightweight insulahing products help
reduce energy usage and coninbute

to increased operahonal efficiency

in the ceramics ndustry We serve

the industry globally, desigrning and
engineenng soluhons in Germany and
Italy and supphing matenals from our

manufactunng faciihies across the wodd

according to custormer requirements
Power generation

Qur soluhons for power generation
apphcatons help conserve energy
and increase operational efficiency
We provide engineered soluttons

fo bodermakers as well as specialist
products such as abrasion resistant
and high sirength castables

The power market saw increased
actty through 2007 especially in
the heat recovery steam generahon
projects which use gas as therr man
fuel in parhcutar the Middle East
markets reman strong We anheipate
further growth opportunhies

Fire protechon

Qur FireMaster products are used
worldwide to protect people and
structures against fire The growing
market cpportunity in fire protechon
for offshore and petrochemical facilihes
1s being addressed through marketing
partnerships fo offer custormers

a package of aligned products

The luxury manne industry I1s growing
and the use of fire retardant paint i
increasing both of which use the
Superwoo! brand of fibres

Prectous metal processing

We provide crucibles and other foundry
consumables to the precious metal

refining, reclamation and manutactuning

sectors High levels of demand for
precious metals for use in the guto-
catalyst, electronics, jewellery and

other areas has seen strong prices for

a number of precious metals making
refining and reclamation wviable from
sources that were previously uneconomic

Outlook

The outiock for Thermal Cerarmics
rernains positive, with demand for heat
management and insulahng products
increasing due to the high long-term
cost of energy and fo the demand

for environmentaily fnendly products
The continued development of the
Superwool range of fibre products has
kept us at the forefront of the market

In 2008 a new Superwool Plus range

of products will offer many benefits to
exishng and new customers bringng
greater themnal eficiency and less
wenght for the same insulahon Sales to
energy saving and emissions control
opphcatons will be targeted in 2008

os customers actively pursue improved
envirorimental performance and
legisiohve contfrols

The outlook for Molten Metal Systems
n 2008 15 positive, parhicularly in Asia
where our efforts will be focused on
the establishment and expansion

of low-cost produchon sifes to oddress
growth in local demand
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These rasufts are produced under
Infemational Financial Reporting
Standards as adopted by the EU
(adopted IFRS) All the figures refemed

to below are extracted from the financial
statements on pages 62 to 108 and
comply with adopted IFRS

We make reference to operating profit
before one-off tems* and operating profit
after one-off terns and ther respective
eamings per share (EPS) EPS 1s defined in
note 10 on pages 77 and 78 We believe
that operohroxger?erfonnanoe indicators
before and one-off terns provide
valuable addhional informahon and

we use them o measure and monitor
performance The measures of operatng
profit and EPS before one-off tems have
been used histoncally fo measure the
undertying performance of the business
dunng the restructunng of the Group
from 2003 to 2006 n 2007 and going
forward the Group will conhnue o publish
this measure but will focus on operafing
profit after one-off tems as thus will

more accurately reflect the ongoing
performance of the Group

*COne-cff tems are shown n 1he Income Staterment

on page 42 of the financial stotements and are also
shown in the lable below

Group revenue and opemﬂng profit

v | Oparing ped

07
i £m _":- &m
2166 2136 3446 338
1526 1625 1929 170
3240 3007 388 279

Carbon
Techrcal Ceramics
Irsulating Cemmics

Uncllooured costs a8 G0
'I'otul Group before

onooﬂlhnu 6932 67?6 865 737
One-off lbms

Restructunng costs and

costs assoexated with pnor

penod anfrirust ihgahon e @RI
Gain on curtoiment of UK

empioyee benclt schormer = 110
Costs of termmnated

brd approcch - 20
(Lass)/ profit on disposal

of property (02 03
Total one-olf Hems (92) (185)
Total Group after

ono-oﬂhm 6932 6778 773 552

Group revenue was £693 2 million (2C06
£677 8 millon) On a constant cumency
basis, revenue ncreased by 6 3% over
the previous year

Group operatng profit mangns before
one-off ilems continued fo show strong
progress to 12 5% from 10 9%, dnven by
improved pncing, operahonal efficiencies
and confinued growth in higher margin
businesses The operahng profit before
one-off tems at £86 5§ million represented
a 24 8% ncrease over the pnoryearona
constant curency basis and all dmvistons
coninbuted to this strong performance

FINANCIAL REVIEW

Group operating profit after one-off

items increased by 40 0% fo £77 3 million
(2006 €55 2 milion) with operahng profit
margins after one-off iferns Increasing
fom81%to 11 2%

The fable below highlights the halfyeary
improvement that we have made

since 20046 with the second half of 2007
showing a 12 6% operatng profit margin
before one-off tems

Continuing Group results
(octuol cumency rates used)

""" 167 W06

TNt Ml 3a hol 2nhohal

Revenrue 3478 3434 3363 15
Operatng profit
befere one-off |rems 431 434 357 380
Operanng proﬁt
mangin before
oneoﬂ‘ltems 124%12.6'5 106% 1 1%

The conhnulng rchonchsohon ond
restructunng of our manufactunng
footprnt cost £9 § mullion in 2007

(2006 £23 9 milkon) and net legal costs
recavered associated with the settement
of prior penod antHrust ligahon were
£0 8 millon (2006 o costof £3 8 mdlion)

The net finance charge was 5 5 milion
(2006 £3 4 million) This net finance
charge was compnsed of two elements
The first was net bank interest and
similar charges which were £7 2 millon
(2006 £4 6 rmilion) The other part of
the finance charge under adopted
IFRS 1s the net IAS 19 Employee Benefits
income which was £1 7 million

(2006 %1 2 milhon)

A five-year summary of the Group s
financial results 1s set out on pages
107 and 108 of this report

Forelgn curmrency Impaci

The prncipal exchc:nge rates used In
the translation of the resulls of overseas
subsidianes were as follows

bl o

20003 1 8240 1 9742 1 9447
14615146?3133631d857

Group taxahon for the yeor ‘showed

a net charge of £15 2 million (2006

£10 6 millon} The effectve tax ate before
one-off tems was 21% (2006 23%)

Dividend

The Group 15 proposing ¢ final dvidend
of 4 5 pence per share bnnging the
total dwidend for the year to 6 75 pence
per share This total dmvidend represents
a 50% increase over the pnor year
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Eamings per share

Eamings per share before one-off tems
was 22 3 pence (2006 17 9 pence),
an increase of 24 6% Eamings per
share after one-off tems represented

a pirofit per share of 19 1 pence (2006
12 9 pence), an increase of 48 1%
Details of these caleulations can be
found in note 10 on pages 77 and 78

Key performance indicators

Operating profit margin after
one-off tems

The Group going forward, will be using
operahng profit and margin ofter one-off
iterns as the main key performance
indicator (KPI) for the Group We have
stated that our aim is to achieve mid-
feen margins in good hmes (1 e when
the macrtoeconomic environment 1s
strong) and double digit margins when
the environment 1s more challenging
We wilt use this KPI reguiary in our hatf
and fullyear presentatons fo the
financial community as we believe

this measure will reflect the ongoing
performance of the Group

Total employment costs as a
percentage of sales

Managing our cost base in conjunchon
with growing our top ine 1s vital 1o
Morgan Crucible’s future success
Stnce 2003 our conhnuing group

fotal employee costs which consist of
salanes plus all other costs associated
with employment such as bonuses,
pensions, healthcare etc have
consistently reduced as a percentage
of sales from 39 3% in 2003 to 31 1%

for 2007

Economic value added rahio

Econornic value added (EVA) compares
the retums made by our divisions with
the nohonal costs of investing in them
We use this raho to ascertain where

fo make capital investrments wittun the
Group The basic calculahon deducts
the cost of capital from the net
opeiahng profit after tax which is the
operatng profit before one-off terms
less a notional tax charge that 1s based
on the medium-term expectahon for
statutory tax rates We expect that the
retums will exceed our weighted
average cost of capifai and it s one

of the measures that we take into
account when we are evaluahng
compehing investments




Balance sheet

Treusury pollcy

At the year end total equity was

£196 3 millon (2006 £203 1 million)
With closing net debt of £119 7 million
(2006 €34 1 million) geanng at the
year end was 61 0% (2006 16 8%)

Noncurrent assets were £391 7 milkon
(2006 £333 8 milkon) and tofal assets
increased from €652 1 millon in 2006

to £737 2 milkon at the end of 2007 The
most significant element of this increase
was due to the investment in and related
loans to our associate, NP Aerospace

The net assets of the Group decreased
by £6 8 millon from £203 1 milion to
£196 3 milion

Cash flow

Net cash nflow from operc:hng actvites
was £53 1 million {2006 ouffiow of

£21 9 milion) This performance included
an £18 5 milhon increase in working
capital (2006 increase of £22 9 milion)
and was acheved after £11 4 milhlon
(2006 T34 3 milion) of cash costs In the
year from restructunng projects and net
legal costs assocrated with pnor penod
Ihgahon The Group saw a £23 7 million
free cash inflow before dvidends for
2007 (2006 outflow of £51 3 million)
Cunng 2007, the Group purchased

£0 8 milhon (2006 £18 9 million) of
shares in connection with the vanous
share incentive schemes In addion
net cash outflow In connechon with the
share buy-back programme announced
in Decermber 2006 was £46 9 milion
(2006 £0 5 mihion) At the yearend

the Group had net borrowings of

£119 7 millon (2006 £34 1 milkon)

The cash flow on page 64 highlights
the main cash movements in 2007

70
Net cash from operahng actmhies

before UK pension payment 831 1181
UK pension payment - (40 0)
Net cash flow from cperahng actvities 53 1 (21 0)
Interest receved 3y 3§
Net capial expenditure (33 1) (32 91
Free cash flow boforo dividends 23.7 (51 3)
Drndends (18.8) (74)

Cash flows from other imvestng actvnes (45 73 (10 9)

Cash flows from financing actvhes (47 1) (192)
Exchange movement 29 42
Opennng (net debf)lnet oﬂsh L (?4‘!)_ 50 5
Ciosing (net debf) (I 127) @41

’ Group Trecsury acts as a sevice to

Morgan Crucible s businesses not as

a profit centre It operates under policies
approved by the Board Group Treasury
seeks to reduce financial nsk and

to ensure that the Group has suficient
liquidity availlable to meet all foreseeable
needs It s responsibie for all of the
Group s funding requirernents, cash
management and other treasury
husiness Group Treasury makes

lIimrted use of denvative instruments

to hedge foresign currencies and
interest rates, speculahve transachons
are not permitted

Group Treasury prepares a formal

report on treasury activihes for the Board
at leqst biannually and eports to the
Chief Financial Officer monthly

Foreign exchange risks

Subsidianes are encouru?ed to manage
all matena! transachonal foreign curency
exposures using forward contracts

Any items of a more complex nature
require approval by Group Treasury
Currency franslaton nisks are controlied
centrally The Group s policy 1s to manage
the transiahon exposure of overseas

net assets by seeking to match the
cumency of borrowings with the cumency
in which the net assets are denominated
The objectves are to mantan a low
cost of borrowing whilst maintaining

a balanced portfolic of net assets

by cumency

Borrowing facilities and liquidity

The Group s borrowing facilites are
armanged by Group Treasury and the
funds raised are then lent to operating
subsichanes on an arm's-length basis
In a few cases operating subsidianas
have external borrowings but these
are supervised and cenfrolled centrally

In 2007 the Group issued US$350 million
of prvate placement notes with matuntes
of 7 10 and 12 years at interest rates of
575% 6 12% and 6 26% respechvely
Dunng 2007 the Group also increased
its Bank Syndication from LUS$280 million
fo US$420 mithon The syndication will
mature in March 2010

Capital investment

The Group has wellestablished
formal procedures for the approval
of investment In new businesses
and of capital expenditure to ensure
appropnate senior management
eview and sign-off

Interast rate risk

The Group adopts a policy of ensunng
that between 30% and 70% of s
exposure to changes in interest rates
on boriowings s on a fixed rate bass

Tax planning risk

The Group s reported affer tax income
15 calculated based on the relevant fax
legisiahon in each of the junsdichons
that it operates in Changes in tax
legisiahon (iIncluding fax rates) could
matenaily affect the Group s affer tax
income The Group undertakes tax
planning inhahves where appropnate
The outcome of such planning cannot
be assured and could matenally
infuence the effective tax rate

Accounﬂng policies

Reporhng Standards as adopied
by the EU (adopted IFRS) in 2005
All accounhng policies shown on
pages 66 to 71 are compliant with
adopted IFRS

The Group operates a number of
pension schemes throughout the world
the majonty of which are of a funded
defined benefit type The largest of these
are located in the UK and the US with
others in Europe Net employee benefit
hatihes totalhing £47 7 millon are
included in the inancial statements

at the end of the year, an ncrease of

£5 0 milhion compared with the previous
year The main movements are in the UK !

" pension schemes which show a modest ;

deficit of £2 5 milhon on an 1AS 19 basis
Going concem |

In accordance with the ecommendahons
of the Combined Code the Directors have
duly considered the budgets forecasfs
cash flows and the outiook from the
operahng companies and consicler

that the Company and the Group

have adequate financial resources to
contfinue in opemational exskence for the
foreseeable future For this recson they
confinue to adopt the going concem
basis In prepanng these accounts

FANANCIAL REVIEW /// THE MORGAN CRUCIBLE COMPANY PLC /// 31




BUSINESS REVIEW

Our nsk management processes are
designed to identify, manage and
mihgate business nsks which could
impact the Group s long- and

short-term performance and value

Our nsk management procedures
include a forward locking *nsk map”

for each Division and for the Group

This idlentifies key nsks assesses the
likehhood of those nsks occumng

therr potenhal short- and long-term
value and performance implicahons
and the achons bang taken to manage
those nsks to a desired level The process
also helps to idenhfy relafed business
and performance opportunihes

Below we describe some of the nisks
that could affect Morgan Crucible
There could be an adverse effect

on the business from addonal nsks
not cumentty known to management
Further, nsks currently beleved to be
immatenal could turn out tc be matenal
Should these nsks anse simultaneously
or individually they could significantty
affect the Group s business and financiol
results These statements should be
ead in conjunchon with the cautionary
staterment on page 3% and any forward
looking staterments in this report

External risks

condhons

Our wordwide operahons nclude
actvihies iIn a number of developing
countries Whilst these regions offer
growth opportunhes which coutd
enhance long-term value, business
activities in these areqs expose us to
economic, poliical and business nsks
The Group 15 subject to varying legal
and regulatory regimes in these areas
ncluding those covenng taxahon,
envircnmental and other matters
Polihcal nsks include the imposihon of
frade barners expropnation of assets
changes in regulahons, wage controls
and restnchons on the export of
currency and the volahlty of pnces,
taxes and curmencies

RISK MANAGEMENT

Whilst demand for our products is
nfluenced in part by econormic growth
rates the diverse nature of our products
and senaces and of the customers and
markets served helps to mihgate the
mpact of any iIndmdual exposure to
economic conditions However some
42% of our revenues are to customers
in the USA and thus we are particularly
affected by market condhons in

that region

Technology changes

The Group 1s focused on products

which are both technologically
advanced and which use advanced
fechnology in their manufacture If we
do not keep up with future technological
developments, we are exposed to the
nsk that our products will no longer be
compettive Conversely if we are able to
develop more advanced technologies
we may gain addifional business

Foreign exchange movements

We operate on a global basis, with

a signiicant proporhion of our profits
eamed 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 translaton nsk due to exchange rate
movements between world currencies
which could adversely or positively
affect the Group s results The Group
has enterad into certan hedging
arrangements to help manage the
impact of curmency fluctuahtons and
the Group's relevant freasury policies
are summarnsed In the Financial review
on page 31

Raw matenals and energy

Qur products use a range of raw
matenals and some of our operations
equire significant amounts of energy
Volatiity and increcases in pnces or
scarcity of supply could have a matenal
impact on our business Our raw
matenals are sourced on the world
market and in general we have access
to mulhple sources of supply Where
specific matenal properhes reqguire
parhcular sources of raw matenals to be
used the Group has processes in hand
to bndge ary shortterm interruphion

of supply and where possible has
identfied alternatve sources

Energy costs have nsen shamply in recent
yeors Multiple inhatives are underway

in all dwisions, fo reduce our energy
consumphon Where possible, advance
purchases of energy have been made
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at tmes when the pnce 1s favourable
In addiion increased energy pnces
may also increase the demand

for certain of our energy conserving
products and services

Legislation and regulahon

We are subject to varytng laws

and regulations around the world
Changes in these could affect the
tong- and short-ferm value of the Group
We cannot predict whether future
developments in lows and regulahons
conceming our businesses will have
an adverse or a positive effect

For example, a failure to comply

with Export Control regulations could
have a negatve impact whilst new
environmental performance legislahion
which affects our customers could
increase the demand for our energy
conserving products and seraces which
can help our customers fo address

the requirements of such legisiation

Natural catastrophe

Some of our siles are located In areas
that can be subject to the nsk of natural
catastrophes such as earthquake

flood and windstorm Where possible
and costeffective we have taken achon
to physically irit the impact of such
events Insurance of these nsks has been
effected where appropnate and we
have muihple sifes in vanous geographic
and climahc regions which would help
imit the value and performance impact
of any single catastrophic event

Internal risks
Reputahon
Our reputation with all stakeholders

15 fundamental to the success of the
Group Failure to meet expectatons in
terms of the products and services we
provide, the way that we do business

or in owr financial performance could
have a matenal effect on the Group

These nsks are mihgated through

* our focus on quality, with over 90%
of our produchon capacity now
accredited to 1SO 9001

+ our corporate responsibility
programme including our
Staterment of Core Values,

» our Ethics Policy and Internal
Comphance Reporiing Helpline, and

* our systems of iInfemal 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 inferest rates the
value and performance of investiments,
inflahon and the increasing longewvity
of members At the year end, the

UK schemes show only a modest deficit
of £2 5 milion We will continue to keep
funding levels under review

The Group s man US defined benefit
pension scheme s overseen by The
Pension Benefit Guaranty Corporahon
which has powers to apply to court
to terminate the scheme f if does not
meet cerfan minimum solvency tests
Were there ever to be a termination
the Group would be required to

meet the full cost of the underfunded
laktlihes under the US scheme

Competihon

Given that we operate in bughly
competitive markets, significant product
innovahons, fechrical advances or
increased price competihon could all
affect the Group Whilst the diversity of
our busingsses and the markets served
reduces the impact of action by any
parhcular compettor, in order to help
ensue we remain compehtive

all markets, we work to nminimise our
cost base and to invest in research
and development

Product development

We develop ond launch new
fechnologies and products as part of
our strategy to enhance the long-term
value of the Group However, such
development projects carry business
nsks, ncluding reputational nsk, abortive
expenditure and potential customer
claims which may have a matenal
impoct on the Group Further export
control regulations may ot our alolity
to transfer or share technology between
our sites in diferent countnes

Product hability and consequential loss

A large proporhon of our products are
used in the manufacturing processes

of our Indusinal custemers If one of our
products or that of our customer does
not conform fo agreed specificahons

or 1s otherwise defechve we may

be subject to claims ansing from
end-product defects injury fo indmicduals
or other such claims This nsk 1s greatly
mrhgated by our qualty assurance

systems, with over 0% of our production
capacty now accredited to 1SO 9001
We also work very closely with our
customers in order fo fully understand
their requirements and to design

qualrty test specifications that will
ensure thot we can continue to deliver
high quality products

Environmental

Our operahons involve the normal
environmental nsks associated with
manufactunng operahons such

as spillage, noise, ar and soll

polluhion ete Although we believe

that our operahons are N compliance
with curtent regulahon potenhal future
non-compliance con lead to fines and
penalhes Specialist thirdparty and
internal audifors make regular site
visits to ensure comphiance with local
regulations Provision 1s made for
denhfied remediahon obligahons
related to confaminated sifes based
on a reasonable assessment of the
Iikely costs of rectficaton

Hedalth and safety

Qur operations Involve the typical
health and safety nsks inherent in a
manufactunng and business operahons
We are subject to numerous laws and
regulahons relahng to heatth and safety
around the world We believe that our
operations are In compliance with all
local current regulahons We seek to
apply lugher than local legal standards
in the less developed countnes in which
we operafe Specialist third-party experts
have been confracted to provide
franing in best prachce in China
Independent external auditors make
regular site visits fo ensure compliance
with local regulations and the Morgan
Ernvironmental Health and Safety

Good Management Prachces Manual,
which has been issued 1o sites
wordwide Environrmental, Health and
Safety Managers within each Dvision
are tasked with ensunng that the
practices outined in the Manual are
embedded in the manufactunng sies

Ligation

From fime fo tme and i the normal
course of business we are subject to
certan hgahon, in parhcular in the
USA Prowisions for the expected costs
and liabiihes are set out in note 22

fo the accounts if the habilihes ansing
wene significantly to exceed the
amounts provided for, there could

be a matenal inancial affect on the
value of the Group

Insurance

Certan nsks are transferred to insurers
Speciahst third-party audits and internal
inspechons coupled with follow-up of
any comective achions help to ensure
that major insurable nsks are adequately
managed The growth in our aerospace
and medical products businesses

has meant that this conhinues o be

an area of particular focus to ensure
that our products are consistently of

the hughest quallty and that contractual
arrangernents are clear

Controls fallure

We operate internal controls as descnbed
In the corporate governance report

on pages 46 and 47 Falures in these
controls could have a matenal

impact on the value of the Group

With operahons in over 35 countries
worldwide we pay particular attenhion
to the auding of internal contfrols in
some of the smaller stes which given
therr size, tend to have less segregation
of responsibilihes

Business continuity

We mihigate the polenhat inability

to supply against contractual
commitments though business
continuity and disaster recovery plans
which are erther fully developed orin
the course of development at all our
sifes and where appropnate through
business interruphon nsurance

Acquisttions

The Group has grown partly through
acquisthons and through joint ventures
Such business combinations may
irwvolve nsks that could have a matenal
impact on the Group s future
performance and value Such nsks

are mhgated through representatons
and warranhes and ndemnites from
vendors, combined with extensive
due-diligence
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At Mergan Crucible Corporate
Responsibibty 15 infegral fo our business,
underpinning each of our five key
strategic pnonties Here we report on

our policies and performance in respect
of ethics and ethical rading, our people
the ervironment health and safety,
community relaghons and supphers

and customers In addon our 2007

EHS Report planned for publicahon

on our website in Apnl 2008 will provide
a more comprehensive review of

our environmental and health and
safety perfformance

Management

The Beard 1s accountable for corporate
responstbility policies and procedures
The Chief Execuhve Officer Mark
Robertshaw, s the executive in charge
of all corporate responsibility matters
including infernal and external
stakeholders He 1s supported by

senior management including the
Chief Financial Officer who 1s responsible
for enviranmental health and safety
matters, and by the Director of Human
Resources in respect of employee
matters and human nghts In addhon
the Chief Executive of each of cur
Divisions has specific responsibility for
custormers and suppliers and for the
implementation of our EMS and other
policies and procedures

Verification

Our Company Secretary and Director
of Operatonal Risk work with external
independent consultants to review
and where appropnate venify our
ervironmental social and governance
(ESG) disclosures This process covers
the envircnmental health and safety
and human resources related norn-
financial key perfomnance indicators
included in this report

All Morgan Crucible businesses are
regulary reviewed under the Group s
Cormplicance Audit Programme and
those sites and businesses certified to
ISOP001 ISO14001 OHSAS18001 and
other standards have regukar external
audits The Group also uses external
professional adwisers in retahon

to specific hedlth safely and
emvironmental matters as required

werrrasnaneenn S ORPORATE RESPONSIBILITY

The Board considers that these
procedures provide a reasonable
level of assurance that the Group’s
ESG disclosures are free fromm matenal
misstaterment whether caused by
fraud or other irmegularty or etror

Core values

The Board of Morgan Crucible 1s
committed to ensunng that the
Company's policies relahng to business
integnty are upheld Morgan Crucible s
approach to Corporate Responsibility

15 encapsulated in our Core Values
Statement which was first published

in 2004 and 1s regularly eviewed and
updated Cur Core Values Statement
provides the framework for our policies,
programmes and procedures as we
stnve to achieve our strategic pnonhes
through continuous iImprovement in cur
environmental, social ond govemance
performance The statement 1s available
on our website and applies fo all
Morgan Crucible businesses and
employees worldwide

Business ethics

Qur Ethics Policy provides ernplovees
with guidance for both ther everyday
achvihes and other aircumstances

The policy 1s translated into appropnate
languages for our sites worldwide

The Morgan Crucible Ethics and
Compliance Helpline enables

- employaes and other stakeholders

who are aware of, or suspect,
misconduct illegal actvihes, fraud,
abuse of Company assets or violahons
of our Ethics Policy 1o report these
confidenhally without fear of relnbuton
should they feel they cannot use a
local channel The helpline 1s promoted
to employees globally in particular
through coverage in the global
employee magazine which 1s available
in etght languages

it s planned to update and further
communicate our Ethics Policy and
the helpline to employees and other
stakeholders in the coming year

Bnbery and comuption

OQur Core Values Statement and Ethics
Polhcy prohibrt the gming or recenving
of bnbes and restncts the gving and
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receipt of gifis Employees are requied
to obey all relevant laws These policies
apply so far as 15 approprate, to our
business partners, Including contractors
supphers, agents joint ventures and
suppliers The Company also undertokes
to ensure that ne employee shall suffer

. discnmination as a result of efusing to

poy of recenve a bribe

Morgan Crucible s global ant-
compettive behaviour compliance
programme 1s ongeing with franing

for appropnate employees across

the Group The programme Includes
Independent audits and the gudit
reports are considered by the Executve
Committee and the Board

The success of our organisahon In a
highty compehbhve market is reliant on
the breadth and depth of the capability
of our employees One of the five
strategie pnontes for Morgan Crucible
13 “Finding keeping and developing

the nght people” and in 2007 our focus
has been on alent management

- through the development of a talent

eview process inthated ot CEO level
and cascaded down the organisation
Qur am is fo leverage the talent of our
employees globally to deliver our short
and long-term business plans while
providing them with a challenging and
excihing place to work and develop

Policy and management

Qur policy 15 to provide equal
opportunities for employees in
recrutment career development,
promotion and reward, ncluding for
those with disabilihes As noted below
we support the UN gudance on human
nghts minimum working age, forced
iabour and freedom of association
Should existing employees become
disabled our policy Is fo provide
contnuing employment and training,
wherever prachcable

The Director of Human Resources 1s
responsible for Group human resources
1ssues She 1s a member of the Execuhve
Committee and reports to the Chief
Executve Officer




P T

DRIVING SUPERWOOL $ DEVELOPMENT

Thermal Ceramics Project Monager and
matenals scienhst Cécile Ollagnier 1s one of the
key dnvers behind the successiul development
of the biosoluble high temperature insulotion
wool Superwool SW607HT The development

of this evoluhionary product can be credited
to the members of severl teams including
R&D production and sales Cécile led the
development project having begun her
relahionship with the product in 2001 with smalier
projects related to customer applicahons of
5W&07 The prosect grew and Céctie widened
her focus into the research and development
of SWH7HT and its apphcations Thanks to the
work of Cécile and her feams, SWS0THT 1s now
the high temperature low iopersisient
nsulation fibre market leader
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Key performance indicators

On average dunng the year Morgan
Crucible employed 9 607 people

up from ¢ 384 in 2006 33% of employees
are in Europe 34% in the Amencas, 30%
in Asia Pacific and 3% in other countnes

Dunng the year we extended

our processes for gathenng and
benchmarking human resources

data to cover some 73% of our global
workforce Of these employees 86%
were “permanent” and 78% were male
The average time lost due to sickness
and ill health (including health and
safety related lost tme) was 2 8% of
working hme Average employment
fenure was approximately 7 3 years
As this 1s the first year we have collected
this data centrally there are no prior
year compansons

We plan fo further extend our HR data
collechon processes dunng 2008

Trarung and development

We encourage our employees

to achieve therr full potenhal and to
actvely parhcipate in ther development
We invest in our people at all levels and
on a global basis We am to align the
skills required by the business and those
that will help our employees develop
on a professional and personal level
through the use of our annual
performance review process and

our talent management process

Providing group wide development
programrnes for a global orgarvsahon
1s a chailenge but with the help of
technology we have developed

an elearning tool that will create a
number of learmning scenanos Our inthal
development progrmamme focused on
“Leaming Business English” as a key
business requirement Cur aim s to
broaden the portfolio of programmes
as we grow our employees awareness
of leaming new skills using different
methods

Employee engagement

Communicating with our employees
and enabling them to connect with
one another across businesses and
skill sets 15 an impaortant part of Morgan
Crucible s shategy to find keep and
develop the nght people

Communications take place through

a number of channels ncluding feam
brefings and preseniations and through
the twice yearty “360" magazine This 1s
avallable in eight languages and
contains company, dvisional sife

and community news

In 2007 the 11th annual meehng of the
Morgan Crucible European Employee
Forum took place with representatves
from seven counines We are comirmitted
o providing a forum where employees
can meet and discuss with our business
leaders the future of the business

We moritor the effectiveness of our
employee-related communicahons and
peolicies through cur employee survey
For example, the 2007 employee survey
shows that 58% of employees say that
overall company communicahon to
employees 1s good, up from 37% n 2003
Responses in relahon to health and
safety and environmental maotters are
also positive

Employee surveys

We have conducted four global
employee surveys since 2003 Some
64% of employees parhcipated in the
2007 survey which was conducted in
rine kanguages The results are fed back
to employees on a Group Dwisional
and site basis and are used by the
execuhve teams to highlight areas
needing extra attenhon

The results of the 2007 survey show
improvernents in aimost all areas and
show increasing levels of engagement
and commitment with employees
ncreasingly feeling that they are a
part of the Group as a whole, with
strong local and sife loyalty 57% of
respondents globally were aware

of our five strategic pronhes

The 2007 surveys highlighted four areas
for addhonal focus These include

skills development - enabling people
o progress their careers and make

a positive iImpact on their work,
communicahon - creafing a
produchve twoway diadlogue between
management and staff on all levels,
recognihon - the acknowledgement
and reward of good work, and
environmenial Issues - recognising
that protecting the environment 1s as
important to our people as s to the
Group as a whole Plans are being put
in place to address these areas at a
local and global level

-
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Human rights

All our businesses are required to comply
with local lows and with Group policies
We support the Universal Declaration of
Human Rights and the ILO Declarahon
on Fundamental Pnnciples and Rights
of Work conceming the fundamental
nghts including freedom of associaton
and the effectve recognihon of the nght
to collective bargaining, the eliminahon
of all forms of forced or cormpulsory
labour, the effective abolihon of

child labour, and the eliminaton of
discnmination in respect of employment
and occupation

The Director of Human Resources reports
to the Chief Executve Cfficer and 15
responsible for human nghts 1ssues

with the Chief Executive of each

Drvision having responsibility for

policy implermentahon with in therr
respective dmsions

Qur internal audit procedures Include
the monitonng of comphance with our
human nghts policies in countnes of
concern and human nghis are included
In our nsk assessment procedures
Should significant risks or non-
compliance be identfied they are
addressed through specific training/
gudance to ensure that local prachce
and procedures are cormpliant

In the comng year we plan to
communicate further our human nghts
related policies fo employees and fo
provide further kamning in this regard
We will also provide our management
team with further guidance on the
implementation of these policies

Qur Ethues and Compliance Helpline
enables employees who are aware

of or suspect 1ssues under our human
nghts related policies to report these

There were no reparted breaches of our
human nghts related policies n 2007

Environmental, health and safety

Our EHS programmes underpin our
strategic pnonhes and our Core Values
Statement cornmits us to environmentail
sustainability n our product development
programmes and to stnve to mintrmise
the impact of our operations on the
environment We are also committed to
ensunng that the working environment

ts safe and that alt indmduals take
responsibility for achieving thus

Thus report includes a summary of our
EHS performance and programmes
and further detail will be included

1 our 2007 EHS Report io be published
on our website in Apnl 2008 The EHS
Report will also melude case studies

to help demonstrate our approach to
enhancing the sustainability of

our business

EHS policy
The key features of our EHS policy are to

+ Comply with EHS legislaton regulahons
and other applicable requirements

+ Minimise the environmental iImpact of
hustoric current and future operahons

« Conduct operahons n such a manner
as fo avord unacceptable nsk to
human health and safety

+ Supply products that will not prasent
an unacceptable nsk to human health
and safety when used in compliance
with product safety commumcahons
and common safety prachces

» Establish measurement tools
for and conhnuously momitor
EHS perfformance

+ Set objechives for the conhnuous
improvement of EHS matters

+ Tran our people N relevant
EHS matters

« Encourage our business parners
to adopt this same accountability

EHS management and organisation

The management of our EHS
performance 1s aligned with the
operation of our day-to-day business
The Chief Execuhve Officer has

overali accountability for corporate
responsibility supported by the Chief
Financial Officer who has specific
responsibility for EHS policy and
performance COperational responsibility
1s delegated fo the Chief Executive of
each Division In prachce all employees
are responsible for ensunng that our
EHS policies are implemented and for
identfying addiional areas and
opportunites for further development

Envronmental management systerns
are in place at 61 major sites worldwide,
representing some 84% of produchon
capacity This includes 27 sites or 48% of
capacity which 15 cerhfied to 1IS014001
We have not yet achieved our target fo
double the number of certified sites from
1610 2005, but with ten new cerhficahions
planned for 2008 thus shoutd be
achieved in the coming year This 1s in
addifion fo the roling programme of
recertificahons Systems are in place

for managing health and safety across
alf our operations worldwide, with
number of sites cerified or working fo
QSHA18001 where this 1s approprate

A key element of our EHS management
processes 1s the EHS Comphance

Audit Programme This programme
provides assurance and helps ensure
compliance with local regulchons and
good management prachce, using
external auddtors in Eurcpe and Asia

and a combinatien of nternat and
external resources in the Amencas

We achieved our target of audibing

24 sites dunng 2007 Qur target for 2008
15 to audit a further 31 sites including the
9 sifes to be acguired from Carpenter
Technology Corporation conhngent

on completion of the transachon

Health and safety perfformance

Health and sofety performance 1s
monitored Group-wide on a monthly
basts The Executive Commitiee receves
regular performance reports and the
Board reviews health and safety matters
at least annually and more frequently
when necessary

Qur health and safety performance
data includes lost working fime incidents
arnsing from work-related injunes and
iI-heatth The magonty of our sales and
techrucal offices are now included

and the 2007 data covers 99% of all
employees up from 96% in 2006

Our longHerm objective 1s fo have

no accidents and through proachve
preventatve programmes and tranng
our performance improved dunng the
year Lost ime accident frequencies
(major and minor) were down 20%
exceeding our 10% reduchon farget

for 2007 Lost ime as a percentage of
total hrme worked was up 3% due fo

a 28% reported increase n the average
thme lost per lost time accaident behind
our targeted 10% reduchion This reported
increqse was due fo improved reporhng
of lost ime to iInclude long4erm cases
which werm not consistently included

in the 2006 data

007 7T 208 increase
Major™ Incxdents per 039 048 (8%
100 000 hours )
Minor® * incidents per 017 021 (23)%
100 000 hours
Lost working hme 0079% 0077% ey
Lost time* per lost 176 138 28%
time accident

*Mayor = work related injuries resuthng m four
ar move days st ime

Mmnor = work elated iInjunes resuthng 1 one
two o three days lost tme

T tost me 18 fotl working tirme kost due to o work refated
accdent or B-hedith not Inchxing the day on which the
accident oocuned
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Our objectives for 2008 are fo continue
o make progress fowards our long-term
goal of zero accidents and to extend
coverage to 100% of our employees
We will Increase our focus on those sites
with below average performance and
on reduchons in the average trme lost
per lost time acadent This will involve
cross disciplinary feams including HR
and general management as well

as EHS specialists

Environmental performance

Environmental perfermance s monitored
Group-wide on a monthly basis The
Executive Committee receves regular
performance reports and the Board
reviews environmentat matters annually

Wherever possible we work to minimise
the mpact of our business on the
environment and as highighted in
the Review of Operations o maximise
the posiive environmental benefit of
our products

Dunng 2007 we extended our
envionmental reporting to cover 100% of
our production sites and the mgjonty of
our sales and technical offices The data
in this report covers the 98% of produchon
site sales sites for which companatve
data for 2006 15 also availlable

In 2007 our CO2emissions Nfensity due
o energy use improved by 2 5%, on
frajectory to achieve our target of a 5%
improvement by the end of 2008 Total
COzemissions due to energy use were
some 428 000 tonnes The proporhon of
electnaity from enewable sources fell
durning the year and s now behind the
trajectory needed to achieve 4% by the
end of 2008 This s largely due to pncing
in the compehtive market for enewable
elechncity Our woste intensity was down,
but by less than the amount needed

to be on track for our target of a 5%
reduchon by the end of 2008 This 1s
largely due to the ongoing improvement
in waste management reporhing
Similarly the proporhion of total waste
which 1s recycled fell dunng the year
Our water infensity was down 19% with
improved measurement and a vanety
of reduchon prograrnmes drving this
ahead of the targeted 10% reducthon
by the end of 2008

Further details of our environmental
performance will be included in

our EHS report planned for publicahon
in Apnl 2008

{decasa)
Tonnes COz* per £m an 627 (25%
rug”
% electncity from 19% 26% (70bps
rengwable sources
Tornes waste per £m 110 112 %
reverue”*
Recycled % of 0% 30% (100)bps
total waste
m3 water used per £m 4299 5301 (9%
revenue”® *

spaciiic electricity

* gonstant cumency basis, includes INfercompany salay
Our two year targets for energy use
emissions waste and water consumption
remain in place Dunng 2008 we will
reassess these with a view fo targetng
further reductions in our environmental
impact from 2009 onwards

Community

Our practice 1s to engage with local
communities in relahon to matters of
mutual interest and concem At a local
level where Morgan Crucible often has
long-established roofs and 1s frequently
a major employer, this helps to foster
mutual understanding and credibility
In addiion Morgan Crucible engages
with local and national Governments
and agencies both dirsctly, and through
professional bodies Such engagement
15 1IN part covered by our Ethics Policy
and donations to poltical parhes or
causes are prohibrted

In addihon to the time gven o
community projects and for chantable
purposes by Morgan Crucible
employees around the world i 2007
we also made chantable donations

of £193 598 (2006 £146,240)

Group achwvihes

Dunng 2007, Morgan Crucible supported
a number of charntable and community
infiahves, ncluding medical research
the care of physically or mentally
handcapped people and the educaton
and development of young people

For example

* In South Afnca, where some 30%
of adults are funchonally titerate,
ourThermal Ceramics business runs
a voluntary iferacy and life skdls
programme for shop floor employees
It provides the traiming and the faciliies
and includes an hour of fraining In
the working week Parhcipants match
this ime commitment and start with
reading and wnting before moving
on fo computer, budgeting and
other Ife skills

FIRSFCLASS

As part of our sirategic prionty of finding
keaping ond developing the nght pecple we
sponsor the Best Matenals Student category
n the UK s most important undengraduate
science and engineenng awards The Science
Engeenng & Technology Student of the
Year Awards (SET) This year it was won by
first-class honours student Tom Connolly

from the Unnersity of Sumay In additicn to

his prize which was prasented by our CEQ
Mark Robersthaw Tom was invited fo tour

our UK sites and meet each Dmsion s Chuef
Technology Officer

dem e s samsad e e eem cepemames
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« The Group sponsored a inp by
25 young musicians from a local
community school In Windsor to Beling
where they plaved in a number of
concerts and parhcipated in lessons
and played alongside Chinese pupils

In the USA, both the Company and
employees contnbute to the United
Way the nahonwide community
based fund raising orgarisation which
focuses on local issues with common
themes including helping children
succeed, access to health care and
strengthening families In total some
$77 758 was raised dunng the year

Morgan Crucible continued fo support
and fund the joint Bamardo s/Cutward
Bound inihiative which provides
opportunities for young people to
develop life skills at a centre In
Ullswater UK

Employee achvrhes

Our staff also support a vanety of local
and naticnal inihatves and projects
helping to raise funds and gnvng ther
hme Examples include

Asia

= Employees and management at the
Thermal Ceramics plant in Ranipet
India, marked Earth Day 2007 by
joining with local residents o raise
ervironmental awareness and to plant
trees at a nearby school helping to
create a local "greern-belt”

+ Also In India employees worked with
a local hospital te organise an inplant
blood donahon camp Some 50% of
employees volunteered, most of them
first hme donors

Amencas

+ Steve Ashford a machinist at the Morgan
Techrical Cerarmics plont in Hoyward,
Califormia works semHlexible shiffs so
that he can spend me ot East Palo Alto
Charter School The school 15 n one of
the most economicdlly disadvantaged
areas of Califormia where there has
been a high level of student drop-out
Steve uses a combinahon of physical
educahon and music - he 15 also the
apper ‘*Kontac” - 1o ennch his pupils’
Ives and mspire them o stay n school
This and other local iInthatves have
helped to start tuming the East Palo
Alto neighborhood around
Steve’s video ink can be found on
www youtube com/
watch?v=n7xiM-olgsk

« Marcia Stewart an employee at the
Thermal Ceramics plant in Elkhart
linois has a 35 year track record of
community service, focused on youth
programmes Last year she also raised
$600 to support child abuse vichms
and has collected over 100 pairs of
shoes for underprvileged children

Europe

« Employees at the Carbon Divistony's
site N Swansea, UK have been raising
money for the Bnhsh Heart Foundahon
and for local chanhes Actvilies include
a sponsored cycle nde through
Holland and a quiz rught

The team at Technical Ceramucs
Southampton in the UK sponsored
one of their members to compete

in the *Race for Life” in ad of Cancer
Research UK The site also donated
€5 for each completed employee
survey bringing the total raised to
some 600

The 2007 London Marathon also saw
a number of Morgan Crucible
employees competing to raise money
for Cancer Research UK and the
Muttiple Sclerosis Resource Centre

Suppliers and customers

Our customer service strategy 15 to
respond quickly to changing customer
demand to identfy emeging needs
and fo improve product avaitability
qualty and value We stay close to

our current and potenhal customers
bulding long-term relahionships

Our qualty management systems
help ensure that our products mest or
exceed customer requirements Some
93% of the Group s manufactunng
capocty 1s accredited to 1ISOP001

To help embed fhis strategy and
develop an organisohonswide customer
onentated culture, a number of our
businesses organise related events and
awards For example, 30 shopfloor and
other workers from Morganite Crucible
India Lid visited a nearby customer,
gaining nsight inte how our products
address customer needs

We am to work with our suppliers and
partners In mutually beneficial ways,
and so far as 15 prachcable require
that our customers and suppliers,
joint venture partners ond confractors
throughout the supply chain act

in accordance with our policies

and values

Cautionary statement

prepared for and only for the members
of the Comparny as o body and no
other persons lts purpose Is to assist
shareholders to assess the Companys
strategies and the potental for those
strafegies to succeed and for no other
purpese The Compary, its Directors,
employees agents or advisers do not
accept or assume responsibility for ary
other purpose or to any other person
to whom this document 1s shown or
inte whose hands it may come and
any such responsitility or hability 1s
expressly disclaimed This Business
Review contains forward locking
statements that are subject fo nsk
factors associated with amongst other
things the economic and business
circumstances occumng from hime

fo tirne in the counines, sectors and
markets In which the Group operates
These and other factors could
adversely affect the outcome and
financial effects of the plans and
events descnbed Forward looking
statements by their noture involve

a number of nsks, uncertaintes and
assumphons because they relate

fo events and/or depend on
circumstances that may or may not
oceur n the future and could cause
actual results and outcomes to differ
rmatenaly from those expressed In
orimphed by the forward looking
statements It is beleved that the
expectahens reflected in these
statements are reasonable but they
may be affected by a wide range of
such vanables No assurances can
be grven that the forward locking
statements in thus Business Review

will be realised The forward looking
statements reflect the knowledge

and informaton available at the

date of preparahon and will not be
updated durng the year but will be
considered n the Business Review

for next year This Business Review

has not been audtted or otherwise
independently venfied
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Victona Gould Phaip Wnght Kewin Dangerfield Mark Robertshaw, Mark Leyman Tim Hayter Arnanda Wooding.

Andrew Hosty Paul Boulfon (not pictured)

From left Simon Heale Martin Flower Tim Stevenson. Joe MacHale Andrew Grven

! NONEXECUTIVE DIRECTORS

! EXECUTIVE COMMITTEE

» From left

*Resigned 2 Jarnuary 2008
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Executive Directors
Mark Robertshaws
Chief Executive Officer
Mark was appoinfed as Chief Executive
Officer in August 2006 Previous fo this

he was Chief Operahng Officer from
February 2006 and Chief Financial
Officer from October 2004 Before joiming
Morgan Crucible he was Chief Financial
Officer of Gartmore Investment
Management Plc frorn 2000 to 2004
Mark 1s also a nonrexecutive Director

of Rathbones Brothers plc He previously
worked for the NatWest Group and also
spent nine years as a management
consultant with Marckon Associates

Kewin Dangerfield
Chief Fincncial Officer

Kevin was appointed as Chief Financial
Officer in August 2006 having joined
Morgan Crucible in July 2000 as Deputy
Group Financial Controller and was
then subsequentty promoted to Group
Financial Controller Before joning
Morgan Crucible Kevin worked for
London International Group plc and
Virgin Retail Europe Lmited He qualified
as a chartered accountant with
PncewaterhouseCoopers

t Member of the Audit Commuttee
Member of the Remunemahon Committee

A Member of the Nominghons Commitiee

§ Apponted 2 January 2008

= Not prctured on poge 40

Non-executive Directors

Tim Stevenson OBE:*
Chairman

Tim was appointed Chatrman of
Morgan Crucible in December 2006
He is also Chaiman of Travis Perkans plc
a posiion that he has held since
Novernber 2001, and 15 the Senior
Independent Director of Tnbal plc
From 1975 to 2000 Tim held a vanety
of senior management posihons at
Bumnah Castrol plc including Chief
Executive from 1998 fo 2000 He s also
a qualfied bamster

Joa MacHale 12*
Senior Independent Director

Joe was appomnted a nonexecutive
Director in October 2003 and Charman
of the Audit Commitiee in December
2003 He was appointed the Serior
Independent Director for Morgan
Crucible in Apnl 2006 Joe s a chartered
accountant and has had infernahonal
expenence with JP Morgan Incorporated
He was Chief Execulve for Europe, Middle
East and Afnca of JP Morgan Europe
from 1997 to 2001 He 1s a non-executve
Director of The Royal Bank of Scotiand plc
and a nonexecutive Director and
Charman of the Remunerahon
Commitiee at Bnt Insunance Heldings Plc
Joe s also a trustee and Treasurer of
Macmillan Cancer Support

Marhn Flower 14*

Martin was apponted a nonexecutive
Director in December 2004 He is also
Chaman of Croda Infermational Ple
and of Alpha Group Plc and a
nonexecutve Director of Low & Bonar
PLC Marhn held a vanety of senior
management posihons with Coats plc
from 1968 to 2004 and was Group Chief
Executve of that Group and Chairman
of the Board from 2001 fo 2004

Simon Heale ta*

Smon was appointed a nonexecutive
Director in February 2005 and is the
Chaimnan of the Remunerchon
Committee He 1s Chief Execuhve of China
Now and s a non-executve Director of
Kazakhmys plc Panmure Gordon and Co
plc and of PZ Cussons plc He was Chief
Executve of the London Metal Exchange
unhl October 2006 Simon qualfied as

an accountant in 1978 with Pnce
Waterhouse and has had extensive
experence N the Far East having held
senior posihons with the Swire Group

N Japan and Hong Kong and wrth
Jardine Flermung n Hong Kong

Andraw Given fa*

Andrew was appointed a nonexecutve
Director in Cecermber 2007 He 1s cumently
the senior non-executive Director and
Charr of the Audit Cornmuttee at VT
Group pic and was previously the senior
independent Direct and Charr of the
Audit Committee of Specins plc He was
also formerty a nonexecutive Drrector
and Charr of the Audit Commttee of
Sprrent Commuricahons ple He has
extensive expenence within the
manufactunng and technology sectors
having been Deputy Chief Execuhve

of Logica CMG plc and held sentor
management posihons in Plessey

and Nortel Networks

Executive Commiftee

Mark Robertshaw
Chief Execufive Officer

Kevin Dangerfield
Cheef Financial Officer

Paul Boulton=
Compcainy Secrefary

Victona Gould
Director of Group Communicahons

Tim Hayter
CEQ Thermal Ceramics

Andrew Hosty
CEQ Technical Cerarmics

Don Kiass
CEQ Carbon

Amanda Wooding
Director of Human Resources

Philip Wnght
CEO Moiten Metals Systems
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SR DIRECTORS’ REPORT e

S

The Directors present their report together with the financial statements and auditors report for the year ended 4 January 2008 This Directors
report was approved by the Board on 19 February 2008

Principal activities and business revtew

The Morgan Crucible Cornparny plc ( the Company”) and its subsidiary undertakings comprises three reporting dvisions (as outined on
the nside front cover) that design manufacture and market pnmarily carbon and ceramic cormponents for applications for a wide range of
markats A review of developments affecting the Group dunng the year and its prospects for the future appear on pages 14 to 32 1o be read
in conunchion with the cauhonary statement on page 39

The Companies Act 1985 requires the Directors’ report to inctude o Business review Cerfain information that fuliils the requiements of
the Businass review can be found in this Directors report and an pages 14 to 29 (Remew of operahons} 30 to 31 (Financigl review)
32 to 33 (Risk management) and 34 to 39 (Corporate responsibility) to be read in conunchion with the cauhonary statement on poge 39

Financlal results

The profit for the year ended 4 January 2008 was £56 5 million (2006 £39 7 millien) Profit before tax for the same penod was €71 7 rrullion
(2006 £50 3 mulion) Revenue was £693 2 millon (2006 £677 8 mihon) and eperating profit before one—cff tems was £86 5 millon (2006
£73 7 milion) Basic earmings per share was 19 1 pence (2006 12 ¢ pence) Capital and reserves at tha end of the year were £196 3 militon
(2006 £203 1 million) The retaned profit of £56 5 millkon will be tansferred to reserves The Group s accounting pelicies can ba found on
pages b6 to 71

Dividends

The Directors recomimend the payment of a final dvidend at the rate of 4 § pence per share on the ordinary share capital of the Company
payable on 30 June 2008 to shareholders on the register af the close of business on 30 May 2008 Together with the intenm dvidend of

2 25 pence per share paid on 7 Novernber 2007 this final dvidend if approved by shareholders brings the total disinbution for the year

to 6 75 pence per share (2006 4 5 pence)

Acqulslilons clnd dlsposals

Dunng 2007 the Compcny acqured into its Carbon Divsion 49% of the isued share capital of Clearpower Lmited  (the holding Comparny

of the NP Aerospace business) for £41 million (Including £36 milion of a shareholder loan) and the assets of Matenals Unbmited Inc for o cash
consideration of $1 4 milton On 21 December 2007 the Company announced that it had conditionally agreed to acquire Carpenter
Technotogy Corporation s Certech and Carpenter Advanced Ceremics businesses for US$147 milkon Completion 1s expected at the end of
the first quarter in 2008

The Company disposed of two subsidianes out of its Carbon Dvision Morganite Zambia Liented ond Morganite Zmbabwe Limited for £135 000
realsing a gain of cE24 000 before tax

Share cupﬂul

Asat 4 Jonucrv 2008, pursiiant to an authonty granted at the Company s Annual General Meetng on 20 Apnl 2007 the Cornpcny WS
authorsed pursuant to Companies Act 1985 to purchase up to @ 99% of its issued share capital This authonty expires on the date of the
Annual General Meehng to be held on 18 Apnl 2008 at which the Directors will seek to renew this authonty for a further year

Pursuant to thus authonty the Company has dunng the year under review purchased 16 939 285 ordinary shares with a nominal value

of 25 pence each (representing & 13% of the ordinary issued share capital of the Company os af 4 January 2008) for an aggregate
consideraton of £47 5 milion (nominal value £4 2 millon) The Cirectors were of the opinion that the purchase of these sharas was both In
the best iInterests of shareholders generally and would increase the Compary s earrngs per share The shares purchased by the Company
have been cancelled

The Company s share capital fogether with detatls of shares issued and purchased dunng the year ore sef out in note 18 on pages 83 1o 85
The Comparny s ordinary shares represent 99 5% of the total issued share capital with the 5 5% cumulohve first preference shares representing
0 1% and the 5 0% cumulative second preference shares representing 0 4% The nghts and obligahons attaching to the Comparny s ordinary
shares and resinctions on the transfer of shares in the Company are set out in the Company s Arficles of Associafion copies of which can

be obiained from Companies House in the UK or the Company Secretary The holders of ordinary shares are entitled to recerve dwidends
when declared the Company s reports and accounts fo attend and speck at general mestings of the Company to appoint proxies and to
exercise voting nghts Detals of the structure of the Company s praference share capital and the nghts attached to the Company s preference
shares are set out on page 85 No person holds secunhes in the Cormpary carrying specuwal nights with regard to control of the Company

The Company 1s not aware of any agreements between holders of secunthes that may result in restrictions on the franster of securies or on
vohng nghts Unless expressly specified to the contrary in the Arhcles of Association of the Compary the Company s Articles of Association
may be amended by a special resolution of the Company s shareholders

Policy on the payment of creditors

Tha Compary s policy in relation to its suppliers s where possible to settle terms of payment when agreeing the ferms of the fransaction and
fo abide by those terms provided that it s sahsfied that the supplier provided the goods and services in accordance with the agreed terrms
and condihons The Company and ifs subsicianes do not follow any one code or standard on payment prachce due to the diverse nature
of the global markets in which the Group operates

The number of days purchases outstanding for payment by the Company at the end of the year was 42 days (2006 66 days) and for the
Group was 60 days (2006 62 days)

Research and dovelopmenl

Innovatve use of e)oshng and emerging technologies will continue to be crucial to the successful development of now producfs and solutions
to customer demands The Company hos research and developrment tacilites at its key manufactunng sites The spend on research and
development which excludes the amounts spent working with custormers and others by way of product enhancement and applicahon
engineenng was £8 7 milion dunng the year (2006 £8 2 million)
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Financial Instruments

Detalls of the Groups use of financial instruments together with information on pelicies and exposure to credit interest rate and currency nsks
can be found i note 20 on pages 86 to 92

Human resources

Details of the Companys ond the Group s personnel policies {Including its policy on gauol opportunities for disabled employees) and
employee involvemnent are set out on pages 34 and 34

Thera are no agreements between the Company and its Directors or employees providing for compensation for loss of office or employment
{whether through resignahon purported redundancy or otherwise) that occurs because of a takeover bid except In the case of the Chief
Execuhve Cfficer Mark Robertshaw He 5 entitled to receme if his employment 1s termunated (or notice 1s given) as a result of and within six
months of an offer becoming uncondihonal in addition to other entittements due fo hium under his service agreement a sum equal to the
greater of the average bonus payments made to the Chief Executive Officer durng the two years prior to terrmination of employment or 35% of
his annual salary as at the date of terminahon of his employment

Employee share and share option schemes

The Company continues to encourage employee ownerstup of s shares through the provision of a number of employee share and share
ophon schemes 108 ermployees hold awards under the Morgan Crucible Long Term Incentive Plan 88 emplovees have options under the
Company s Executive Share Option Schemes and 557 employees pariicipate in the Company s UK Sharesave Plan There are 17 participants
in the Company s German Employee Share Purchase Plan There are currently no participants in the Compary s US Employee Share Purchase
Pian Detalls of outstanding ophons are given in note 21 on pages 92 to 97

All of the Company s share schemes contain provisions relahing to a change of control Outstanding ophions and awards would normally vest
and become exercisable on a change of contro!l subject to the satisfachon of any performance conditions at that tirme:

The Morgan General Employee Benefit Trust ("the Trust™) held 5 876 B80 shares on 4 Jarwary 2008 in connechon with awards granfed under
the Comparny s Emplayea Share Schemes In the penod 4 January 2008 to 19 Februory 2008 83 708 shares were fransfermed out of the Trust to
feave a balance of 5 793 172 shares on 19 February 2008 The frustees of the Tnust (“Trustees™ have agreed fo wave therr entitiernent to the
payrment of dvdends on the shares held by the Trust The Directors are not aware that any other shareholders wanved or agreed fo wawve any
dmvidends or future dvidends during the penod under review

The Trustees have absolute and unfettered discrehion in relation to voting any shares held in the Trust af ary general meeting Therr policy 15 not
to vote the shares If any offer is made to shareholders to acquire ther shares the Trustee will hove absolute and unfettered discrehon on
whether or not to accept or reject the offer 1n respect of any shares held by them

7 December 2007 Mark Lejman resigned as a Dector on 2 January 2008

Details of Directors inferests in the shore capital of the Company are listed on page 57 The Company has not been notfied of any changs
in therr hatdings « the pened 5 Jarwory 2008 to 19 February 2008

The details of those Directors who will be offering themselves for elechon and re-elechon at the forthcoming Annual General Meeting on
18 Apni 2008 are set out In the Crcular to shareholders which will be posted in March 2008

Details of the background and expenence of all the Directors can be found on page 41 and details of Board Committees on which they
serve can be found on page 45

The Company s Articles of Association ( the Arbcles ) give the Directors power to appoint and replace Directors Under the terms of reference
of the Nominahon Committee ary appeintment must be recommended by the Nominahion Committee for approval by the Board of Directors
The Articles alse require Directors o retire and subbrmit thermselves for election at the first Annual General Meeting following appointment and
all Directors are required to submit themseives for re-elechon at the third Annual General Meeting following ther appontment or re-elechon

Subject fo the Compary s Memarandum and Arhicles of Association UK legisiation and any direchions gven by special resolution the business
of the Cormparny 15 managed by the Board which may exercise all the powers of the Company The Directors also seek authonty from
shareholders at each Annual General Meetng to allot shares disapply pre-ermnphon nghits and to make market purchases of the Company's
orchinary shares These powers moy be exercised under authonty of resoluhons of the Compary passed at #s Annuol General Meeting

Donations
Morgan Crucible companies made the fallowang chantable donahons

United Kingdem £86 970 (2006 £92 507)
Overseqs £106 628 (2004 £53 733)

£193 508 (2006 €146 2407)
Further detalls of chantable donahons and actvities of the Group are given on pages 38 and 39 No poliical donations have been made
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Significant agreements

The Group has a number of borrowing focilties provided by vanous banking groups These facilty agreements generally include change of
control pravisions which i the event of a change n ownership of the Cormpany could result in ranegotiation or wathdrawal of these faciifies

The most significant such agreements are the US$420 million Mulhcurrency Revolving Facility Agreement which was signed in March 2005 and
subsequently amended by an Amendment Agreement in July 2007 and the US$80 milkon and US$350 million Note Purchase and Guarontee
Agreements signed in March 2003 and December 2007 respechvely

Thers are a number of other ogreements that take effect atter or ferminate upon a change of control of the Compary following o takeover
bid such as commercial contracts and jomtventure agreements None 1s considered to be signficant in ferms of therr potential mpact on
the business of the Group as a whole

Substantial shareholdings

The Directors have been advised of the following holdings representing 3% or more of the issued ordinary share cc:pm:;i of the Company as at
19 February 2008

Number of % ol data
Company ordirary shargs of notification
Standard Ufe investments Lid 39 009 231 1412
Aegon UK 14 607 118 512
Resotution Investment Sennces Lid 14545314 527
JPMorgan Chase & Co 13 57 030 505
Legal & General Group plic 12 607 506 454
Schroders PLC 12494 272 452
Lioyds TSB Group plc 1120340 405
Lazard Asset Management LLC 10 342 906 353

Disclosures of Information to auditors

The Drectors who held office at the date of oppro;:cl of thus Directors report confirm that so far as they are ec.ch aware there 15 no wlevant
audit Infermathon of which the Company s auditors are unaware and that each Director has taken all steps that he ought to have taken as a
Drrector to make himself aware of any relevant audit nformahon and to establish that the Company s auditors are aware of that informahon

Post balance sheet events

There have been no motenal everts since the year end The Company propases to pay a final ordmcr.y dwmdend of 4 5 pence per share in
respeact of the 2007 financial year

Auditors

KPMG Audit Pic has expressed its wilingness to conhinue in office A resolution for its reappointment as auditors and authorily for the Directors o
determine the auditors remuneration will be proposed at the forthcoming Annual General Meeting

Annual General Meeting

The Annua! General Meeting of the Company will be held on 18 Apnl 2008 at The Oakley Court Hotel Windser Road Water Oakley Windsor
Berkshire SL4 SUR A Crcular will be sent with this report to shamrsholders in March 2008 incorporating the Nohce of Annual General Meetng and
detaiing any special business to be transacted ot thot time

By order of the Board

Pau! Bou"on M\/\/\/‘—\
Secretary

19 February 2008

The Morgan Crucible Company plc
Quadrant 5557 High Street Windsor Berkshire 5L4 1LP
Registered in England No 284773
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Statement of complionce with the Combined Code

Throughout the year ended 4 January 2008 the Comparny has been in comphance with Sechon 1 of the June 2606 edion of the
Combined Code on Corporate Governance (the Code) which was adopted on a voluntary bass for the year beginming 5 January 2007

This statement descnbes how the Campany has applied the main and supporhng pnnciples of the Code It should be read in conjunction
with the Business review and Rermunerahon report on pages 16 to 39 and pages 50 to 59 respectvely

Direclors
The Board

The Board s collectvely responsible to the Company s shareholders for the success of the Company The Board 15 satisfied it has met the
Code s requurements for its effective operation It has set the Company s strategic aims which were reviewed dunng the year and has ensured
that there 1s a framework of prudent and effective controls which enable nisk to be assessed and managed The Board sets the Company s
values and standards which are contaned in the Staternent of Cora Values and Ethies Policy both of which are referred fo on page 34 inthe
Business review

The Board met formally nine hmes dunng the year fo review cument performance against agreed objectives and to make and review major
business decisions There 1s 0 schedule of matters specifically reserved for the Board, ncluding significant contractual commitments
(acquisttion or disposal of companies/businesses freasury and intellectual property transactions) the review of the effectveness of nsk
management processes major capital expenditure and corporate responsibility Vanous matters are delegated to duly authonsed sub-
committees of the Board

During the year a number of changes to the Board were announced On 7 December 2007 Andrew Given was appointed as a nonexecutive
Director and it was announced that Joe MacHale will retire ot the conclusion of the Annual General Meeting fo be held w Apnl 2008 At that
point Andrew Given will become Chairrman of the Audit Committee On 2 January 2008 Mark Lejman resigned from the Board

As at 4 January 2008 the Board compnses Tim Stevenson Charman Mark Robertshaw Chief Executive Officer Kevin Dangerfisld Chief
Financial Officer and four Independent non-executive Directors Joe MacHale 1s the Senior Independent Directer Biographies of the Directors
ara set out on poage 41

All Directors submit themsehves for election by the shareholders at the first Annual General Meetng following ther appontment and for
re-election af least once every three years Should a non-executive Director serve for more than six years his re-elechon would be subject
to partcularty ngorous review Should any Director serve for longer than nine years he would then be subject to annual re-elechon

The aftendance of each Director at Board Audit Remuneration and Nomination Committee meetings 1s set out in the table below

Board Audit Remunermahion Normination
gigmie T Biglbie Eigble ) Eigibie
Cirector to attend Aftended to attend Atended to attend Atlended to aftenct Attencled
Tim Stevenson 9 9 6 -] 3 3
Mark Robertshaw 9 ? - - 3 3
Kevin Dangerfield 9 Q@ - - - -
Mark Leyman*® 9 2 - - - - - -
Joseph MacHale 9 ? 5 5 6 <3 3 3
Martin Flower ] 7 5 5 <] 6 3 3
Andrew Given 1 1 - - 1 1 - -
Simon Heale Q@ Q@ 5 5 6 o] 3 3
(Exchudas mectngs aitondod by rviation for Ol or part of a maetngy T T T e e
Reugned 2 January 2008

Durning 2007 the Charman and the norrexecutive Directors met without the executve Directors prasent
An appropnate Directors and Officers Liabiity insurance policy 1s in place
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Chairman and Chief Executive Officer

The roles of Charrman and Chief Executive Officer are separate The dvision of responsibilihes between the Charman who 15 responsible
for running the Board and the Chief Executne Officer, who 15 responsible for unning the Company s business, s clearly established set out
in writing and agreed by the Board

Board balance and independence

(ry the year under review the Cormpary cormplied with the regquirement of the Code that at least half of the Board excluding the Charman
should comprise nonexecutve Directors determined by the Board to be independent At the year end in additon to the Charrman
whom the Company deemed to be iIndependent on appointment the Board compnsed two executve Directors and four independent
nonexecutive Directors

Appaointments to the Boandt

As 15 further detalled In the report of the Nomination Committee set out on page 49 there 15 a formal ngorous and transparent procedure
for appointments to the Board

The Board s sahisfied that there are succession plans in place for appomntments fo the Board and for semior managemenit
information and professional development

The Board receves in a timely manner informaton i a form and of o quality appropnate fo enable it fo discharge ifs duties wath Board papers
generally sent out five warking days before each meehng

All Directors recenve a full, formal and tallored inducton on joming the Board and have letters of appointment confirmeng what is expected
of them

Traimng and development needs are assessed as part of the Board Performance Review process and the Directors regularty update and
refresh theur skils and knowledge including therr familianty with the Company In addihon fo the Directors visting operations and meeting with
management each year at least one Board meeting 15 held at an operahing focility During 2007 this tock place at the Thermal Ceramics
manufacturing stte at Bromborough Merseyside UK

The Dwectors have access to the advice and services of the Company Secretary who with the Chairman s responsible for ensuring that Board
procedures are followed and that applicable rules and regulatons are observed The Directors may Qlso seek independent professional advice
at the Compary s expense in connechon with therr duties as Directors and a procedure 15 10 place fo facditate this

Performance evaluation

Ther performance of the Board ifs committees and of the indmdual Directors was formally reviewed dunng the year The process was facilitated
by external speciabsts and included structured iInfervews with each Brector and with certain members of the Executive Committee covenng
overall and indvidual perfformance Board compositon Board dynamics processes and communicahons the effectiveness of committees
and benchmarking The results of the review were presented to the Board with oneto-one feedback where appropnate The norrexecutive
Drrectors led by the Senior Independent Director met without the Chairman present to evaluate the Charmans performance dunng the year
taking into account the views of the Execuhve Directors

Remuneration

Remuneration policy and prachice is discussed in the Remuneraton report on pages 50 to 59
Accountabiity and audit

The assessment of the Cormpany s position and prospects as required by the Code s ncluded in the Business review on pages 16 to 39
The Board also presents updated infarmation in its intenm reports and other price sensitive announcements

A summary of the statement of Direclors responsibiifies in respect of the Annual report and the financral statements 15 set out on page 49
and the "going concern” statement 15 set out It the Business review on page 31

Interncl control

The Board has overall responsibility for establishing and maintaining o sound system of internal conitrot to safeguard shareholders irvestrment
and the Company s assets Through the Audit Committee the Board reviews the effectiveness of the internal control system annually This review
covers all matenai controls Including financial operational and compliance controls and nsk management systams Over the past vear
infernal audits have been focused on smaller sites and In emerging countnies to help ensure that prachces are brought into ine with Morgan
Crucible codes of conduct and business ethics, ncluding in respect of import/export control compliance EHS and accounting In addihion
ensis maonagement and business continuity plans have been reviewed As 1s detalled further in the Business rewew the ant-competitve
behaviour comphance programme 1s ongoing The review of iInfernal controls also includes considerahon of the Turnbull Risk Review and the
effectiveness of the vanous nsk management systerns in place fo manage the risks identified

The Board delegates the establshment and implermentahon of the systems for infermal control and nsk management to the operahng Dvisions
which ame responsible for the identification and evaluahion of significant nsks applicable to therr areas of business together with the design and
operation of sutoble internal controls The Board delegates the monitonng and rewew of the internal control and risk management systems to
the Audit Committee assisted by the Risk Management Commitiee The Risk Management Committee which ts chaired by the Chief Financial
Officer reviews the full range of nsks faced by Momgan Crucible as a Group ensures thera are adequate systems In place and evaluates ther
effectiveness Where necessary the Rsk Management Committee inhates achon to imprave the systems and ensure compliance
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The Directors believe that the Group s system of internal financial controls provides reasonable not absolute assurarnce that the assets of the
Group are sofeguarded fransactions are authonsed and recorded In a correct and timely manner, and that such controls would prevent
and detect within a hmely pericd matenai errors or iregulanties The system is designed to manage rather than elminate nsk and to address
key business and financial nsks Including social environmental and ethical nsks The internal control framework complements the Group s
management structure The main features of the formal systern for assessing the potental nsks to which the Group 15 exposed are summarnsed
as follows

+ Ainancial reporfing A detailed budgeting system for each Diviston exists with an annuat consolidated budget reviewed and approved by the
Board Businesses present ther revenue and capital expenditure budgets for approval Monthly results for the Group are presented fo the
Executive Committee and the Board including compansons against budget and the prior year The Group s annual and half-yearty results
are reported externally i addihon to appropncte iIntenm management statements The annual results are audited and the holfyearly results
are reviewed by the auditors

* Parformance monifonng There are reguiar meetings of the Board and of the Executve Committee A companson of forecast and actual
results 1s considered including cash flows and compansons aganst budget and the pnor year Divisional management teamns also meet
regulary to review performance Presentations of actual and forecast performance are made to the Executive Committee by the Groups
Dvisional Chief Executive Officers tn addiion regular sife visits are made by members of the Executve Commuittee

* Risk rnanagementThe identificahon of major business nsks s an ongoing process and as noted n the Intemat Control sechon s 15 camed
aut in conyunchon with operating rmanagement Steps ame taken to miigate or manage any matenal nsks identified The Board erther directly
or through the Audit Committee recewes reports on financial taxation insurance pension legal and social ervironmental and ethical nsks
from management The Drvisional Chief Executives cover nsk issues at therr management meetings and the Director of Operational Risk helps
to ensure that Internal control and nsk management 1s embedded into the Group s operations

+ Risk factors The businesses of Morgan Crucible are affected by a number of factors many of which are influenced by macroeconomic trends
and are therefors outside the Company s mmediate control although as describad above and in the Business review the identfication and
management of such nsks s carmed out systematically

Audit Committee and auditors

The Board has formal and transparent amangements for considenng how the Drrectors apply the financial reporting and internal control
principles and for maintaining an appropniote relahonship with the Company s audiors This requirement 1s met by the work of the Aucit
Committee as descnbed below and by the audit work camed out by the Company s external audifors KPMG Audit pic The Audit Committee
has receved confirmation from KPMG Audit plc that ds general procedures support the auditors iIndependence and objectmty in retation to
non-audit services After considering such procedures the opirnon of the Audit Committee was that the auditors objectmvity and independence
was safeguarded despite the provsion of non-audrt services by KPMG Audit plc

Relations with shareholders

Diclogue with shareholders

The importance of dialogue with major shareholders 15 recognised and meetings are held in order io help achieve a mutual understanding
of objectives In this respect the Chief Executve Officer and Chief Financial Officer make themselves available to major shareholders as
appropriate throughout the year in parhcutar at the ime of the preliminary and Intenm announcements The Chairman also discusses
governance and other matters directly with shareholders The Charman has attended irwestor briefings and other nonexecutive Directors are
offered the opportunity to attend meetings with majar shareholders and attend f requested The Senior Independent Director s available to
altend separate meetings with major sharehaolders on request

To help faciltate diclogue with shareholders the Irvestor Relations section of the Company s websita includes details of stock exchange
annosuncements press releases presentations webcasts and other informathon relevant to investors

Following the announcement of the Group s Preltminary and Intenm results and dfter other significant statements and presentations an investor
survey 15 camed out and the results are presented to and discussed by the Board In addiion the Board s provided with brokers reports and
feedback frorn shareholder meetngs on a regular basis

Constructive use of the AGM

The Annual General Meeting 1s normally attended by all members of the Board and by a representative of the auditors The resulls of the proxy
vohing on all resolutions ane provided for all attendees At the AGM held i Apnl 2007 the Chief Executive Officer made a short business
presentaton Shareholders are also invited o ask queshons dunng the meeting and have the opportunity fo meet the Directors and other
members of sermor management before and dfter the formal meeting

Board committees

.fhe full terms of reference of thefollo;m}mg Boord comimutiees are avalable upon request and are ovaliable on the Company s website
Audit

The Audit Committee assists the Board mn effsctively discharging its responsibilites for financial reporting and corporate control Andrew Given
joined the Committee on his appomntment to the Board on 7 December 2007 and as atf 4 January 2008 membership of the Committee
consisted of Martin Flower Andrew Given, Simon Heale and Joe MacHale who 1s the Committee Chairman all of whom are independent
Drectors The Commithee has the power to and does, request the oftendance at meetings of any Duector auditor or member of management
as may be considered appropnate by the Charman of the Cormmitiee The Committee also meets the external and mternal auditors without
the executive Directors or other members of management present The Audit Committee met five times dunng the year
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The Audit Comimuttee s ferms of reference include

= monitonng the integnily of the financial statements of the Company, and any formal announcements relating fo the Company s financial
performance reviewing significant inancial reporting judgements contained In them

reviewing the Company s infernal financial controls and the Company s internal control and nsk management systerns
+ monitoring and reviewing the effectiveriess of the Company s infernal audit funchon

= making recommendations fo the Board for it fo put to the shareholders for therr approval in general meeting in relahon to the appointment
reappontment and removal of the external audrtors and to approve the remuneration and ferms of engagement of the external auditors

reviowing and monitonng the external auditors iIndependence and objectivity and the effectiveness of the audit process, taking into
consideration refevant UK professional and regutatory requirements and

developing and implementing policy on the engagement of the external auditors o supply non-audit services taking info account relevant
ethical gudance regarding the provision of non-audst services by the external auditors and to report fo the Board identifying any matters in
respect of which it considers that action or improvernent 1s needed and making recommendations as to the steps to be taken

The Committee has the authority to inveshgate any matters according fo its terms of reference and may obtain external advice at the cost
of the Company The Drectar of Operational Risk has access to the Charman of the Committee and meets when appropriate with the
Committee without other executives present

The work of the Committse in discharging those responsitilities in 2007 included
* reviewing the Group s 2006 financial statements and 2007 infeam results statements prior o Board approval

* considerahon of the Group s mamn business nsks and receving regular updates on areas of risk In accordance with the Turnbull
Committes guidance

« reviewing the effectiveness of the Group s intermal audit and nsk management systems
- considerahon of the work and plans for the internal audit funchon

+ appraisal of the Company s whistieblowing and related procedures and policies

+ confirmahon of the external auditors terms of engagement and fee structures and

* monifonng the level of nor-audit work of the auditors which in 2007 included services amounting to €0 5 milion mainty in cennechon with
acquisihons in the USA infernai control audits undertaken In a number of developing countries and tax services 1N vanous Junsaictions in
connechon with compliance work

To ensure the objectivity and independence of the external auditors the policy implemented by the Commuttee for the provision of nor-audit
services by the external auditors 1s in summary as follows

= certain nonaudit services may not be provided by the external auditors

- any non-audit work proposed o be placed with the external auditor with a fee in excess of £200,000 should be referred to the
Audit Committee and

* the pnor approval of the Audit Committee 1s required for any non-audit work which when added to the fees paid for other nor-audit work
would total more than 80% of the audit fee

The external auditors have processes in place to safeguard therr independence and have written to the Committee confirming that in therr
opinion they are independent The Compary last changed its audifors in late 2001 and dunng the year undertook a formal review of the
external audior which included a re-tender prasentation Following the review the Committee recommended to the Board that the Group's
audit work should not be put out fo third party tender dunng 2007

Remuneration

As 15 further described in the Remuneration report on pages 50 to 59 the Remuneration Committee has responsibility for setting remunerction for
all executive Directors and the Charman ncluding benefits such as share options and awards under the Company s Incentve plans pension
nghts and any compensation payments The Committee also morutors the level and structure of remuneration for senior management

Andrew Gven joined the Remunerahon Committee on his appontment to the Board and as at 4 January 2008 membership of the Committes
consisted of Tim Stevenson Martn Flower Andrew Given Joe MacHuale and Stmon Heale who is the Committee Chairman The Committee is
assisted In its duhes by the Group Chief Executive the Company Secretary and the Director of Human Resources none of whorn takes part in
discussion of their own remuneration or votes on any resclution The Committee also has the power fo request for all or part of any meeting the
attendance of any Director or member of management as may be considered appropnate by the Chairman of the Cormmmittee The Comrmuttee
met six tmes duning the year

The Committee reviews confracts and authonses the rernuneration performance-related and discretionary bonuses (Including performance
targets) and other benefits of the executive Directors All executive Directors are employed on confracts subject to nofice of termination at any
time It s policy 1o disclose the fees of any executive Director who serves as a nonexecutive Director of another company During the year Mark
Robertshaw served as a non-executive Director of Rathbone Brothers ple and Mark Lejman served as a non-executive Director of Delta pic

The fees receved by Mark Robertshaw and Mark Lejman in this regard are shown on page 56
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As 15 further detaled in the Remuneration report the Committee uses specialist consultants and advisers where approprate

The Committee sets relevant entena for awards grantad under the Company s vanous share and share ophion schemes The non-executive
Drectors do not parhicipate in share schemes and bonuses nor do they qualdy for pension benefits

The Report of the Remuneration Committee which incliudes detalls of Directors remuneration and Directors interests i options and shares
15 set out on pages 50 to 59

Nomination

The Nominahon Committes leads the process for Board appointments and makes recommendations to the Board on the appointment of
new Directors A majonty of members of the Nominahon Committee are independent non-axacutive Directors At 4 January 2008 memberstup
consisted of Tim Stevenson as Charman Marhn Fower Andrew Given Simon Heale Joe MacHale and Mark Robertshaw Andrew Given joined
the Committee on his appointment to the Board on 7 December 2007

The Commuttee has the power to request the attendance of any other Director or member of management for ol or part of any meeting,
as may be considerad appropnate by the Charman of the Committee The Cornrmittee met three hmes dunng 2007

The Norminaton Committee reviews the balance of skills knowledge and expenence on the Board succession planning and the leadership
needs of the Group In kght of this review the Committee prepares o description of the role and capabiihes requrred for a parhcutar
appontment

Candidates for appointment as Director are considered by the Committee taking advice from external consuliants where apprepnate

These procedures Including the use of external search consultants were used In the appontment of Andrew Given as o norrexecutive Director
with effect from 7 December 2007

The terms and conditions of appontment of non-executive Directors are avaiiabte for inspechon Non-executive Directors including the
Charman are asked to undertake that they will have sufficient ime to meet ther commitrments to the Company Ther other significant
commitments are disclosed to the Board before appointment with a broad indication of the time Involved and the Board 15 informed of ary
subsequent changes The terms of appointrment for nonexecutve Directors do not include a notce perod

Statement of Directors’ responsibilities In respect of the Annual report and the financlal statements

The Directors are responsible for prepanng the Annual report and the Group and parent Company financial statements in accordance with
applcable law and regulations

Company low requires the Directors to prepare Group and parent Company financal statements 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 applicable low and have elected
to prepara the parent Comparw financial stoferments in accordance with UK Accounting Standards and applicable low (UK Generally
Accepted Accounting Prachice)

The Group financial statements are required by low and IFRSs as adopted by the EU to present farly the financial posihon and the performance
of the Group the Companies Act 1985 provides in relahon to such financial statements that references in the relevant part of that Act to
financial statements giving a true and fair iew are references to their achieving a far presentahon and of the profit or loss of the parent
Company for that penod

The parent Company financal statements are required by law to give o frue and far view of the state of offairs of the parent Company
and of the profit or loss of the parent Company for that penied In prepanng each of the Group and parent Company financial statements
the Directors are required to

- select sutable accounting polcies and then apply them consistently
+ make judgements and eshmates that are reasonable and prudent
« for the Group financial staternents state whether they have been prepared in accordance with IFSs as adopted by the EU

« for the parent Comparty financial staternents state whether applicable UK Accounting Standards hove been followed subject to any
matenal departures disclosed and explained in the parent Company financal staterments and

+ prepare the financial staternents on the going concem basis unless it 15 Inappropnate to presume that the Group and the parent Compary
will conbnue In business

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any tme the fnancial posihon
of the parent Company and enable them to ensure that ifs financial staternents comply with the Companies Act 1985 They have general
responsitility for taking such steps as are reasonably open to them to safeguard the assets of the Group and o prevent and detect fraud
and other rregulontes

Under applicable low and regulations the Directors are also responsible for preparning a Directers report Directors Remuneration report and
Corporate Governance report that comply with that low and those regulations

The Directors are responsible for the mantenance and integnty of the corporate and financial information included on the Compary s website
Legisiation in the UK goverming the preparation and disseminahon of financial statements may differ from legisiation in other jursdictions

By Qrder of the Board

Paul Boutton
Secretary

19 February 2008
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- - REMUNERATION REPORT o GSSSRESSNISS S SHRSEN———.
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The Directors Remunerahon report has been prepared by the Remunerahon Committee (the *“Commutiee™) and has been approved by the
Board Shareholders will be gven the opportunity to approve the report af the Annual General Meehng on 18 Apnl 2008

The report has been drawn up In accordance with the Combined Code on Corporate Governance Schedule 7A fo the Companies Act 1985
and the UK Listing Authonty Lshng Rules

The Remuneration repart 1§ divided into two parts The first part contains commentary on remuneraton policy which 1§ not required to be
audifed The second part contamns the remuneration tables that have been audited in accordance with the relevant statutory requirements

The Remuneration Commitee

The Remuneration Commitiee ts responsible for developing Group pobcy on executive remuneration and for deterrmining on behalf of the
Board specific emuneraton packages for the executive Directors and the Charrman The Committee s terms of reference are availlable on
our website

Dunng the year the members of the Committee were Simon Heale (Charman of the Committee) Joe MacHale Martin Flower
Tim Stevenson and from December 2007 Andrew Given Each of the nonexecutive Directors is regarded by the Board as independent
Tim Stevenson was ndependent at the time of his appointment as Charman to the Board

The Commitiee met on s cccasions dunng the year

The Company Secretary acts as secretary to the Committee The Chief Executive Officer and the Director of Human Resources attend meetings
of the Committee by invitation No executive Director or other aftendee 1s present when tis or her own remunerahon 1s under considerahon

Deloitte and Touche LLP ("Deloitte”) was appointed by the Committee as its retaned advisers in February 2007 and has provided advice
on market practice and remuneration policy Dunng the financial year Delotte has also provided unrelated tax and corporate finance services
to the Company

During the year the Committee also sought advice from Imbucon and Watson Wyatt Imbucon prowided Total Shareholder Return (TSR)
analysts relahng to the Company s share plans and Watson Wyatt provided remunerahon consulting services Imbucon and Watson Wyatt did
not provide any other services to the Company Addiionally the Commmittee hod access to advice from the Chief Executive Officer the Chief
Financial Officer the Company Secretary and the Director of Human Resources

Remuneration pollcy

The Remuneration Committee ams o ensure that remuneraton packages offered are compehnvg and designed to attract retain and
motivate executive Directors and senior executives of the nght calibre in order to run the Company successfully and to create value
for shareholders

The policy of the Commuttee 5 to ensure that a significant proporhon of the tofal remuneration opportunity 1s performance related and based
on the achievement of measurable targets which are relevant to and support the business strategy This 1s in order to create a strong knk
between performance and reward which should be beneficial to shareholders employees and the Company

In assessing all aspects of pay and benefits the Committee takes into account the packages offerad by simddar companies to ensure that
remuneration packages for executive Directors are competitive against the market in which we compete for falent For the purposes of such
analysis comparator cempanies are chosen having regard to the size of the company (e g rmarket caprtalisation tumover and number of
people employed) the dversity and complexty of fs businesses and the geographical spread of its businesses

During the year the Committee undertock a comprehensive review of the curent Incentive arrangements N order fo ensure that our executive
remuneration policy and prachces continue to support the business As a result of this review the following changes were made during 2007

« In order to provide @ more relevant measure of our performance the condihons for the 2007 LTIP awards were amended from TSR against the
FTSE 350 to TSR against a tallored comparator group and EPS growth

+ No awards were made under the Executve Share Ophon Scheme
+ Sharehalding guidelines have been infroduced for executive Drectors

it 15 Intended that the revised remunerahon structures will continue to apply in 2008 In addihon shareholder approval is being sought for the
introduchon of a new Incentve plan the Bonus Deferral Share Matching Plan under which participants may voluntanly defer some of therr
bonus and eamn matching shares based on Group performance Further details of this plan and the other components of our remunerahon
structures are set out on pages 51 and 52
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Main components of emunercation

The table betow summanses the Comparny s polcies in respect of each of the key elements of executve Directors emuneration as they

opplied dunng the year and therr likely application for 2008

Berment Policy

Detals

Base Salary + Prevides the fixed element
of the remunerahon package
« Set at compehtve levels against

- Benchmarked against companies of a similar size and
complexity in the FTSE 350
+ Annual review date moved to January for 2008 onwards

the market
Annual 8onus * Incentvises the achievernent of specific « Masmum bonus award of 100% of salary
goals over the shorl-term - Targets based on financial performance (90% of salary)

and the achievement of personal obyectives
(10% of salary)

Bonus Deferral Share
Matching Plan

* Desigred o encourage long-term
Company growth and to retan key
ndmduals over thus hirne penod

* Provides an opportunity for indviduals to
invest in Company shares and receve
matching shares based on
Group performance

+ New plan to be intoduced in 2008 subject to shareholder
approval designed to work alongside the Long-Term
Incentve Plan

» Up to 50% of annual bonus may be voluntanly deferred
nto shares for three years

» A matching award of up to three shares for each deferred
share may be eamed based on the Company s
performance aganst stretching Earmings Per Share

Long-Term Incentive Plan Aligns the interests of executves and
shareholders by delvenng executive
Directors and other senior executives
shares as a reward for outstanding

performance

(ePS)torgets

« Award of shares based on TSR and EPS perforrnance
over g threeyear penod

Executve Share Ophon Scheme * Drives and rewards sustamed

Company performance

+ Market value ophons scheme with awards based onTSR
performance over a threesyear penod

+ No opton awards were made in 2007 and there s
currentty no intention to make awards under the
scheme in 2008

Pension + Provides postretirement benefits for
parhcipants In a cost efficient manner

+ Defined benefit scheme subject to a notional eamings cap
* Pension allowance for cument executive Directors
{see page 55)

Shareholding guidelines
in the Company s shares and supports
alignment with shareholder interests

+ Encourages executives 10 buld an interest + Policy of 100% of basic salary for executive Directors io be

buit up over hme
* Supported by the new Bonus Defermal Share Matching Plan
which encourages investment in Company shares

The retative proportion of fixed and vanable remuneration for the executive Directors at “target® and “supenor” performance 1s ilustrated below

This 15 based on the proposed iIncentive amrangements for 2008 assuming maximum deferal under the Bonus Deferral Share Matching Plan
Calculated on a projected value basis assurmning 10% per annum share pnce growth at Target perdormance and 15% per annum share pnce

growth at Stretch
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Base salary

The basic salary for each executve Director 15 determinad by the Remuneration Committee faking into account the performance of the
indvidual and having regard to prachce in compares of comparable sze and complexity in the FTSE 350 Salanes are normally reviewed on
an annuat basis

During 2007 the Committee agreed to change the review date of base salanes from July to January As a transtonal year an adjustment was
made to salares n July 2007 with new salares agreed for January 2008 as set out below

At the time of their appointment fo ther current posiions on the Board the salanes of Mark Robertshaw and Kevin Dangerfield were
delberately set at the conservalive end of market prachce To reflect ther time in role and performance dunng the year the Committee agreed
that these should be adjusted o fully market competitve levels

The current base salanes for executive Directors are os follows

- Mark Robertshaw - £440 000 (effective from January 2008)

* Kevin Dangerfield - £255 000 (effective from January 2008}

The next salary review will take place In January 2009

Base salary is the only element of the rermuneration package that 8 pensionable
Annual bonus

The targets for the annual borus are set by the Remuneration Commitiee taking into account the short- and long-ferm requirements of the
Compary Challenging goals are set which must be met before any bonus 1s paid This approach 18 infended to align executive reward with
shareholder return by rewardirgg the achuevernent of stretch targets and fostenng the continued development of interdmsionat co-operation
ond collaboration

The bonus scheme provides the opportunity for executive Directors to earmn a bonus of up to 100% of basic salary if strefching performance
targets are achieved Of this 90% relates to finoncial targets and 10% relates to the achievement of personal objectives

For 2007 the financial element for executive Directors and senior executives with Group responsibilhes was based on underying operating
profit performance (up fo 80% of salary) and operating cash flow (up to 10% of salary) For the executive Director and seruor executves
with Divisional responsibilities the fingnecial eriteng were tailored to each Bviston and included both underlying profit perfformance and
working capital entenia (up to 70% and 20% of salary respectively for Mark Leyman) The 10% for the achievemnent of personal objectves
apphes to all parhcipants

The same bonus targets will apply for 2008

The Committee has the discretion to vary the awards made based on an assessment of the underlying financicl performance of the
Comparny The bonus targets set for 2007 which were considered to be very stretching have been substantially met and therefore the bonus
awarded fo executive Directors who served durnng the year was as follows

Mark Robertshaw - 100% of salary (100% in 2006)
Kevin Dangerfield - 98% of salary (100% n 2006)
Mark Leyman - 20 9% of salary (83 5% in 2006)

Subject to shareholder approval of the Bonus Deferral Share Matching Plan at the 2008 AGM up o 50% of this annual bonus for Mark
Robertshaw ond Kevin Dangerfield may before entitlerment be deferred into an award over a number of ordinary shares determined in
accordance with the plan Enhitternent to the relevant proportion of bonus is conditional on such determination

Long-erm incentive amangements

The Committee believes that share ownership by the executve Directors and senior executives helps align therr inferests with those of the
shareholders Accordingly the Company operates o number of share schemes for the executive Directors and other serior employees details
of which are set out below

Bonus Deferral Share Matching Plan

Shareholder approval 1s curentty being sought for the infroduchon of a new long-erm incentive plon the Bonus Deferral Share Matching Plan
which will operate alongside the existing incentive arangements The proposed new plan in which executve Directors and serior executives
will be elgible fo participate offers parhcipants the opporturity to ordinanly defer up to 50% of their annual bonus into Company shares
Participants must hold the deferred shares for three years to be eligible for a maiching award Matching shares may be earned at the end of
three years in the event that siretchung EPS targets have been met

The performance condihons for ihe first awords under the plan are as follows

EP§ pertormancs Matching shares
RPA1+158% pa 3x match
RP! + 10% pa 1 75x match
RP + 7 5% pa 1x match
+ 4% pa X Ma
<Pl + 4% pa Ox match

There would be straight-ine vesting in between each point above Further details of the pltan are provided in the shareholder crcular to be sent
to shareholders in March

52 /// THE MORGAN CRUCIBLE COMPANY PLC /// REMUNERATION REPORT




Long Term Incentive Plan (LTIP)

The LTIP was approved at the 2004 Annual General Meeting and offers executive Directors and other senior executives the opportunity fo
receve shares as a reward for outstanding performance The scheme allows awards of up fo 150% of baste salary, although n exceptional
creumnstances the Committee 1s able to make awards of up to 200% of basie salary The vesting of the awards 15 subject to the achievernent
of performance targets measured over the three-year penod from the start of the year in which the award 18 made

For awards made prior fo 2007 the performance measures were based on the company s Total Shareholder Return (TSR) against the FTSE 380
30% of the awards vest for achieving median ranked performance with full vesting for upper quartile ranked performance For performance
between median and upper quartile awards vest on a straightine pro rata basis

Cunng the year the Committee reviewed the targets for the LTIP and determined that these be amended such that 50% of awards are based
on TSR against a tailored comparator group and 50% based on reat EPS growth These condihons are considered to provide a closer alignment
of reward with the Company s business strategy going forwards These targets applied to awards made in 2007 and will apply for awards to be
made in 2008

The vesting schedule for the awards 15 as follows

% of the Award which vasts

TSR performance against the sector comparator group

Upper quartie ranked performance 50%
Median ranked performance 15%
Below median ranked performance 0%
% of o Aword hih ves's e IR e
EPS

RPl+ 10% pa 50%
RP + 4% pa 15%
< Pt +4 % pa 0%

StraightHine veshing opplies between each pont (for both vesting schedules)
The Commitiee must also be satsfied that the Company s underying financial performance justifies the level of veshing
The TSR comparatar group for the 2007 and 2008 LTIP awards are set out in the table below

Sompary . Compary S e en eanen mtemn weeememaeeeeatan —aanen < o ote o aeee aaearea
Bodycote International Meggitt
Charter Rotork
Chemnng Group Senior
Cobham Spectns
Cookson Group Spwrax-Sarco
FKi Tornking
Foseco* TT Electronucs
Holma Utira Electronics
IMI Weir Group
Lard Group
2007 companaior group only

During the year an award of 80 000 shares was made to each of Mark Lejman and Kevin Dangerfield In recognition of the one-off option
award made on his appointment to CEC I 2006 Mark Robertshaw did not receve on LTIP award dunng 2007
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Executive Share Option Scheme (ESOS)

The ESOS was also approved at the 2004 Annual General Meeting and offers execuhve Directors and other senior executives the opporturuty 10
recenve ophons granted at the market price of the Company s shares at the ime of the grant The scheme allows awards of up to 150% of basic
salary although i excephonal circumstances the Committee 15 able to make awards of up to 200% of basic salary

Option awards ore subject to a performance measure based on the comparative TSR performance of the Company measured over the
threeyear penod from the start of the year in which the ophion 15 granted TSR i1s measured aganst a comparator group comprsing the

FTSE 350 at the date of grant If the Company s TSR performance places it at the median of the comparator group 30% of the ophions witl be
exercisable with 100% of the ophons being exercisable for upper quartile performance For performance between medion and upper quartile,
options are exercisable on a straght-ine pro rata basts The Committee must also be sahisfied that the level of vesting is justfied by the
Company s underlying financial performance over the penod

No awards were made under the ESOS in 2007 and there s cumrently no intention to make awards under the ophion plan in 2008
The details of Optons and Awards held by all Directors are shown on page S8

Savings-related Share Ophon Scheme (SAYE)

As UK employees the executive Directors may porticipate in the Savings-related Share Option Scheme on the same basis as other eligible
employees and subject to UK legisiahon Scheme members save a fixed amount per month over three years and options have been granted
with an exercise price at 80% of the market pnce at the date of grant Those Directors who recened ophions under this scheme are shown in the
table on page 59 No perfarmance condrhions apply to those options as they are a taxefficient mecharism for all employees to acquire shares
in the Company at their own cost

Other benefils

Execuhve Directars are eligible to recewve certain benefits including a cash atlowance in lleu of a compary car health Inswrance and
where appropnate relocahon and other expenses

Shareholding guidelines

In order to encourage c:hgnme-ﬁt“wrth shareholders ndmidual shareholding guidelines were introduced for executve Directors and senror
executives during the year Under such guidelnes executive Directors are encouraged to bulld and maintain over tme a shareholding in the
Compary equivalent to of least 100% of basic salary This policy will be supported with the introduction of the Bonus Deferral Share Matching
Plan under which participants are encouraged fo invest a proporhion of ther bonus info comparny shares

Chalrman and non-executive Directors

Tirn Stevenson was appointed as Chairman on 1 December 2006 and duning the yaar he receved an annual fee of £125 000

Non-executive Directors receve a basic fee of £40 000 Additonal payments of £4 500 per annum are made to the Senvor Independent
Diractor €7 500 fo the Chairman of the Audit Committee and £5 000 to the Charman of the Remuneration Committee The Charman and
nonexecutive Directors are also entitied to rembursament of expenses Incurred in attending Board strategy and other meetings No changes
were made 1o non-executive fees dunng the year The next review will take place n 2008

None of the non-executive Directors has a senice contract with the Company although they do have letters of appontment which contain
no obligotions relahing to any notce penod There are no obligahions on the Company fo make any payments in leu of notice to ary
nonexecutve Director The norrexecutve Directors do not participate in any of the iIncentive, share or share option plans Each of the
norrexecutive Directors 1s subject to re-elechon by shareholders every thud year after ther miha! confirmation by shareholders as a Director

Should any nonexecutive Director serve for nine years or more they would be subject to annuat re-elechon
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Service confracts

The Comparny s policy 1s that executive Directors are employed on controcts subject to 12 months notice at any hme Contracts may be
ferrminated on 12 months nohce gven by the Company or on six months notice gven by the Director concemed Contracts end on each
Directors anticipated normal retrerment date The following table shows the date of the controct and the nohce penod for each executve
Drector who served dunng the vear

'Ezecuﬁve Owector

e of Contact
Xevin Dangerfield 3 August 2006
Mark Robertshaw 4 August 2006
Mark Leyman (resigned 2 January 2008) 1 March 2004

Mark Robertshaw s service contract contains specific terminahion provisions such that the Company may terminate his contract by making a
payment in lleu of nohice to Include basic salary pension contribution car allowance and at the Committee s discrehion bonus for the penod
of the notice If a discrehionary bonus 1s paid this shall be the pro rata value of the average bonus paid to tum in the two years prior 1o
terrmination or 35% of basic salary which ever 15 the greater

The service contract for Kevin Dangerfield does not contam specific terrminahon provisions In the event of early termination the Company may
be hable to pay an amount In damages having regard to salary bonus and other benefits that would have been receved had he served out
s notce penod

Quitgoing directors ) )

Mark Lejman resigned from the Board on 2 January 2008 and the followng was agreed in accordance with his contractuat ferms and his
“good leaver” status

» an annua! bonus for 2007 payable at the normat tme based on the achewvement of the targets set for the year
- a payment of £278 500 1in lew of salary for the 12 month notce penod,
= a total of £132 136 in respect of pension benefits, company car allowance outplacement counselling and legal expenses

» the provision by the Company of Ife assurance and private medical insurance untl December 2008 or until fulFhme employment with
another company whichever 1s sooner

+ the 2004 Executve Share Option Award having already sofisfied the relevant performance crifena will remain exercisable until 1 July 2008
the 2005 LTIP award wilf vest on the normal vesting date based on the achievement of the perffarmance condihons set

- the 2007 LTIP award will vest on the normal veshing date pro rata for tme and performance

Cornpanv panslons policy N

The executive Directors parheipate in The Morgan Group Senior Staff Pension and Ufe Assurance Scheme which 5 a contmbutory HMRC-
registered defined benefit funded occupational pension scheme With effect from & Apnl 2006 the basis of the scheme changed from final
salary to career average and the normal pension age ncreased by five years Its main features are now

+ a normal pension age of 65

* pension at normal pension age of two-thirds career average pensionable salary subject to completion of 20 years employment
{26 years and exght months for new members)

« life assurance of four tmes basic salary (not subject to the scheme eamings cap)
+ dependants pension on death
Pensionable salary 1s the members basic salary restncted to a scheme earnings cap of ©112 800 for the 2007/08 tax year

In adaihion executve Direciors receve a pension allowance denved from employer coninbuhons based notionally on the registered scheme
pensionable salary In excess of the earmings cap s at 5 April 2006 The value of the pension allowance for each executrve Director 15 set out
In the Schedule of Pay and Benefits table below
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Extornal directorships

With the approval of the Board in each case and subject to the ovemding requirements of the Company, executve Drecters may accept
external appontments as nonrexecutive Directors of other companes and retan any fees recaved

The fotal amounts of fees receved by Mark Robertshaw and Mark Leyman in respect of nonexecutive directorships elsewhere were £30 000
and £35 000 respectvely

Performance graph

The following graph shows the cumulative tofal shareholder refum (TSR) for the Company for the five-year penod to 4 Jonuary 2008 against the
FTSE 350 Both are rebased to 100 as at 5 Jonuary 2003 The FTSE 350 1s considerad to be appropnate for campanson as a broad market index
and the Company forms part of that index

Total sharoholder return for the five-year peried 5 January 2003 to 4 January 2008
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The auditors are required to report on the following information

Directors’ Interests in shares

Executive Directors
Mark Robertshaw
Kevin Dangerfield
Mark Lejman (resigned 2 January 2008)
Non-executive Directors

Tirn Stevenson

Martin Flower

Simoen Heale

Joe MacHale

Andrew Given (appointed 7 December 2007)

Asat Asal

5 Jjanuary 2007 4 Jonuary 2008
of derter of date Asat
of appotniment of resignanion 19 February 2008
32,000 219002 219 002
13534 81463 81 463
40000 195 399 195 399
29000 29 000 29 000
15000 15000 15000
8000 8000 8 000
100000 100 000 100,000

At the market price: on 19 Februory 2008 Mark Robertshaw and Kevin Dangerfield held shares worth 106% and 68% respectvely of thewr

basic salanes
Dlrectors’ emoluments
Base salaty/lees Annual bonus Cther benehls Totcl emoluments contnbution Ofter payments Total semunerahon
000 £000 £000° 000 £000 £000
2007 006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
Executive Directors
Mark Robertshaw 407 348 414 400 23 12 844 760 109 1a - - 953 874
Kevin Dangerfield 225 82 230 8e 17 5 472 183 35 18 - - 507 201
Mark Lejman* * 274 265 58 228 13 13 345 506 83 N a1 839 597
Non-executive Directors
Tim Stevenson 125 10 - - - - 125 10 - - - - 125 10
Martin Flower 40 38 - - - - 40 38 - - - - 40 38
Sinon Heale 45 43 - - - - 45 43 - - - 45 43
Joe MacHale 52 43 - - - - 52 48 - - - - 52 48
Andrew Given*®** 2 - - - - - 2 - - - - - 2 -
Former Director
Warren Knowitont - 360 - 312 - 12 - 784 144 190 - 190 928
{retwed on 3 Aug 06)

'O?herbaweﬂsmmaepﬁmfer;;dmlimumca the provision of o company ¢or and fusl

Mark Lejman resigned from the Board an 2 January 2008 The figures shown under Other payments compnses those payments detaled on page 55

** Andrew Given was appainted on 7 December 200,

7

1 €178 097 of the Other payments made To Warmen Knowtton in 2007 relate to the reémibursemeant by the Comparny to Wamen Knowiton ot US employer socral secuilty costs and other
payments made by ham in 2007 1o the US infemal Revenue Service in respect of hus ime with the Comgpxany Warmen Knowtion s labiify 1o make such payments resuted from a change in

hes tox domxcle n Decomber 2005 The social secunty kabilty dischanged by hum was property an

cost and thera was therefore no baned! to ham resultng rom his payrment

ompkovar
The balancing Sgure of €11 771 reiales to the cost of prviding professional 1o, refrement and inhentance odvice to Warman Knowiton and heatihcare costs both In accordance with the:

Company s agreement with him on his refkermnent
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Directors’ share options

At 5 Jonuary At 4 January

2007 or date Granted during  Exercised dunng tapsed durng 2008 or date Earhest date
R - of upgglltmmt o f:e_!v_a_ar the year the yaar of resignahon Exercise pnce of exerctse _ Expiry date
Mark Robertshaw 200 000 - - - 200,000 145 275p 01107 011114
1 000 000t - - - 1,000,000 256p 201209 201216
Kevin Dangerﬁeld 10520 - - - 10,520 180 08p 231104 231N
10520 - - - 10,520 42 42p 131205 131212
50000 - - - 50.000 129 05p 220607 220614
150 000 - - - 150,000 256p 201209 201216
Mark Lggman® 200 0G0 - - - 200,000 129 05p 220607 010708

The share pnee at the year end was 199 5 pence and the hngh and low dunng the year were 323 pence and 173 pence respectvely

1 This refers fo an oward mada to Mark Robertshaw follewing his appointment as Cheel Exacutive Oticer i August 2006 The award 1s siTuctured 0s o market value ophon over 1 000 000 shares
subject 1o the performance conditions hat appty to awands uncer the Executive Share Ophon Scheme
Mark Lejman resigred from the Board on 2 January 2008

AWdl‘d’ to Dlroctors under the l.ong Term Incentive Plan

As 01 Allocahms cuing $Shares relecsed Shares lapsed Asat Markst pnce cl Mcrks1 pnce at Pertormanc; )
5 January 2007 the year dumgthayear  during the year 4 January 2008 date of alocahon date of natoc!i?_ e, _;_)_e.r_igc.lg__
Mark Robertshaw
2004 TP 283 944 - 283 944 - - 129 05p 201 5p 040 04 -
040107
2005 LMP 223 967 - - - 223,967 171 %p nfa 040105-
040108
2006 LTP (May) 250000 - - - 250,000 24295p n/a 0401 06-
040109
2006 LTIP (December) 50 000 - - - 50.000 2560 n/a 0401 06-
040109
Kevin Dc:ngerﬁeld
2004 TP 98 941 - @8 941 - - 129 05p 283 75p 040104 -
040107
2005 1P 101,803 - - - 101,803 17190 nfa 040105~
040108
2006 LTIP (December) 107 560 - - - 107,500 256p n/a 04 01 06 -
040109
2007 np - 80000 - - 80,000 282p n/a 040107 -
040110
Mark Le;mcn‘
2004 LTIP 265414 - 265414 - - 129 05p 283 75p 040104-
0401067
2005 TP 211 751 - - - 211,75 1719 n/Q 040105-
0401 08
2007 LTP - 80 000 - 35556** 44,444~ 282p n/a 040107 -
040110

Mark Lejmoan resignad lmmmaﬂour-&on Zmurymﬁ)ﬂ-
** Pro ratect for time with the Company
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Options under the Sharesave scheme

Asat Asat 4 Jonuary
Sdanuary  Gronted duing  Exencised during Lapsed dunng 2008 or date
207 e year fhe year the ya_t:““ of ramgnaton Exercueprice  Exancise penods
Mark Robertshaw
2006 scheme 4725 - - - 4,725 200p 010310-
310810
Xevin Dangerfield
2006 scheme 4725 - - - 4,725 200p 010310-
3108 10
Mark Lejman®
2005 scheme 5565 - - 5,565 - 168p 01 1208-

10509

Mark Lesman resigned fom the Beard on 2 January 2008
Penslon beneﬂrs eamed by the Directors

The two execuhve Directors Mark Robertshaw and Kevin Dangerfield, poﬁlClpcfed inThe Morgan Group Senior Staff Pension and Life Assurc:nce
Scheme at 4 January 2008 Mark Leyman participated in the scheme whilst he was a Director This 1s a contributory HMRCregistered, defined
benefit UK cecupahonal pension scheme As noted above the scheme was amended on & April 2006

Transfer value of
Acciued benefit ot accrued benefit at Increase/
4 January 2008 Increase Transtar vakse of 4 January 2008 (decrease) in
orgate of  oociued benefits Increase in Taanster value of  accrued beredls ot date of transfer waiie
rasgnahon excluding  accrued benatts (@) less Dxeciors at 4 Jonuary resignahon less Dinaciors
 ecriier infiahon (a) Including inflahon conmbutions 2007 it earar contribut:ons
Executve Dreciors <000 2000 2000 £000 000 <000 £000
Mark Roberfshaw 10 pa 3pa 4 pa 14 35 17 26
Kevin Dangerfield 21 pa 2 pa 3pa 3% 110 190 70
Mark Lejman® 14 pa 4 pa 4 pa 43 LX) 177 &7

Notes fo pension benefils

a) The accrued benefit enhitermnent for Mark Robertshaw Kevin Dangerfield and Mark Lejman 15 the pension which would be paid annually on
retrerment based on service at the end of the year

B) The transfer vaiues for the pension benefits have been calculated on the basis of actuanial advice in accordance with Actuanal Guidance
Note GN11

c) Members of the pension scheme had the option fo pay Additional Voluntary Contributions Nerther the confributions nor the resulhng
benefits are included i the above table

() Mark Legman ceased to be a Cirector on 2 January 2008 The transfer value of accrued benefits at the end of the year s calculated at
2 January 2008

Mark Robertshow Kevin Dangerfield ond Mark Leyman also receved a pension allowance details of which are set out in the Schedule of
Directors pay and benefits above

The Dwectors remuneration report has been approved by the Board and s sigrned on ifs behalf ty

Simon Heale
Charrman Remunerahon Committee

19 February 2008
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SHAREHOLDER INFORMATION

alf-eneee = meveacmmnes oo

[[amtmeennesmmmrn —ttes + hmessce seesstan sesmessesenseame

Analysis of shareholdings as at 4 January 2008
- . Normber of Zot Nurnber of % of
Size of holding 1-2000 6765 7557 3830474 139
2001-5,000 1283 1433 4073 337 147
5001-10000 as7 399 2524 816 oN
10:001-50 000 268 299 5806084 210
50 001-100 000 60 067 4337 328 157
100 001 and above 219 245 25584) 835 9256
8952 100 276414074 100
Holding classificahon Indviduals 7682 8581 15591 354 564
Nominee companes 1146 1280 253426079 91 68
Trust (pension funds etc) 12 014 122 875 005
Others 112 125 7273766 263
8952 100 276414074 100
Koy dates
Dvidends Subject to the relevant detailled ferms and approvals of the Board of Directors where applicable
5 5% Cumulative Frst Preference shares of €1 each and 1 Apnl 2008 and
5 0% Cumulative Second Preference shares of £1 each 1 Cctober 2008
Annual General Meeting 18 Apnl 2008
Financial results The intenim results are issued In August with the Report and Accounts
for the year normally posted in March
Other Information
Capital gans tax The market values of quoted shares and stocks at 31 March 1982 were
Ordinary shares of 25 perce each 122 5 pence
5 5% Cumulatve First Preference shares of £1 each 305 pence
5 0% Curmnulative Second Preference shares of €1 each 28 5 pence
For capital gains tax purposes the cost of ordinary shares 1s adjusted to take account of
nghts issues Any capital gans ansing on disposal will also be adjusted to take account
of indexahon allowances Since the adjustments will depend on iIndmidual ciricumstances
shareholders are ecommended o consult thes professional adwvisers
Share price The price can be obtaned on the Compary s website www morgancrucible com
Company detalls
Registered office Quadront 55-57 High Street Windsor Berkshrre SL4 1LP Registerad in England No 286773
Telephone (1753 837000
Fax 01753 850872
Website www morgancrucible com |
Company regisira;

Capita Registrars The Registry 34 Beckenham Road Beckenham Kent BR3 4TU

Telephone in (UK} 0871 664 0300 (calls cost 10 pence per minute plus network extras)

Telephone (from overseas) +44 208 639 3399
Emait ssd@capitaregistrars com
Weabsite www capitashareportal com
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- REPORT OF THE INDEPENDENT AUDITORS “» e

tfcerernnr sapemasanaes

Indopendoni auditors’ report o the members of The Molgun Crucible Company ple

We have audited the Group and parent Comparny financial staterments (the “financial statements”) of The Morgan Crucible Company plc for
the year ended 4 January 2008 which compnse the Consolidated income statement the Consolidated and Company balonce shests the
Consohdated statfement of cash flows, the Consolidated statement of recognised income and expense and the related notes These financial
statarments have been prepared under the accounting policies set out therein We have also audited the informahon in the Directors
Remuneration report that s descnbed as hoving been audited

Thus report 1s made solely to the Compary s members as a body in accordance with Sechon 235 of the Companies Act 1985 Our audit work
has been undertaken so that we might state to the Company s members those matters we are required 1o state to them in an auditor s report
and for no other purpose  To the fullest exdent permitted by low we do not accept or assurme responsibility to aryone other than the Company
and the Company s members as a body for our audt work for this report or for the opinions we have formed

Respective rosponslbmﬂes of Directors and auditors

The Drrectors responsub|lmes for prepanng the Annual report and the Group financial stotements in accordance with cpphcoble law and
Internahonal Financial Reporting Standards (IFRSs) as adopted by the EU and for prepanng the parent Compary financial statements and
the Directors Remuneration report In accordance with applicable law and UK Accounting Standards (UK Generally Accepted Accounting
Prachce) are set outin the siaternent of Directors responsibiliies in respect of the Annuat report and the financial stafements on page 49

Our responsibiity 15 to audit the financial stotements and the part of the Directors Remunerahon report to be oudited in accordance with
relevant legal and regulatory requirements and Intermnational Standards on Audifing (UK and lreland)

We report to you our opirvon as to whether the financial statements give a true and farr view ond whether the financial statements and the
part of the Directors Rernuneration report 1o be audited have been properly prepared in accordance with the Comparies Act 1985 and

as regards the Group financial stafernents, Arficle 4 of the 1AS Regulahion We also report to you whether in our opirion the Information gven

in the Oirectors report 1s consistent with the financial statements The information given in the Directors report on pages 42 to 44 includes that
information presented in the Business review on pages 16 fo 29 Financial review on pages 30 and 31 and Risk management sechon on pages
32 and 33 that are ¢ross referenced from the Principa!l actvities and enhanced business review sechon of the Directors report

In addition we report ta you if In our opirion the Company has not kept proper accounting records  we have not recewved all the informaton
and explanations we require for our audtt, or f Informaton specified by low regarding Drectors remunerahon and other transactions s
not disclosed

We review whather the Corponate governance report reflects the Company s compliance with the rune provisions of the 2006 Combined Code
specified for our review by the Lishng Rules of the Financial Serices Authonty and we report if it does not We are not required to consider
whether the Board s statements on internal control cover all risks and controls or form an opuriion on the effectveneass of the Group s corporate
govemance procedures or s nsk and control procedures

Wa read other informahion contained in the Annual report and consider whether 1t 18 consistent with the audited financial stotements
We consider the imphicahons for our report f we become aware of any apparent misstatements or matenal inconsistencies with the financial
statements Our responsibilites do not extend fo any other information

Basls of audit opinion

We conducted our audit in accordance with Internahonal Standards on Auditing (UK and lreland) 1ssued by the Audiing Practices Board

An audit includes exarmnation on a test basis of evidence relevant fo the amounts and disclosures in the financial statements and the part

of the Directors’ Remuneraton repart to be audited It also includes an assessment of the signficant eshmates and judgernents macde by the
Directors in the preparation of the financial statements and of whether the accounting policies are appropnate to the Group s and Companys
circumstances consistently applied and adequately disclosed

We planned and perforrmed our audit so as fo obtain all the information and explanations which we considered necessary in order to
provide us with sufficient evidence to gve reasonable assurance that the financial statements and the part of the Directors Remuneration
report fo be audited are free from maternal musskatement whether caused by fraud or other rregulanty or emor In forming our opinion we

also evaluated the overali adequacy of the presentahion of Informaton in the financial statements and the part of the Directors Remunerahon
report to be audited

Opinion
In our opinion

+  the Group financial staterments gve a frue and far view In accordance with IFRSs as adopted by the EU of the state of the Group s offairs os
at 4 January 2008 and of ifs profit for the year then ended

+  the Group financial statermnents have been properly prepared In accordance with the Comparues Act 1985 and Article 4 of the
|AS Regulahon

- the parent Company financial statements give a frue and far view In accordance with UK Generally Accepted Accounting Prachce of the
state of the parent Compary s affairs as at 4 January 2008

+  the parent Compary financial staterments and the part of the Directers Remuneration report to be audited have been properly prepared
n accordance with the Companies Act 1985 and

the information given in the Directors report s c:f‘mstent with the financiai statements

KPMG Audlt Pic /.

Chartered Accoun Reg Auditor
8 Sahsbury Square London ECAY 8BB
19 February 2008
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----- - CONSOLIDATED INCOME STATEMENT or
FORTHE YEAR ENDED 4 JANUARY 2003 ‘
T T T T e T menen S o e o e e Totad Cor l'l\Lil’g Driscontinued Total
opathons operchions
207 2006 2006 2006
. ) Note £m o _&m £m £m
Revenue 2 6932 6778 - 6778
Operating costs before cne-off itlems and arnorhisation of ntangibles 5 {605 1) (6029) - (602 9)
Profit from operations before one-off lfems
and amortisation of intangible assets 88.1 749 - 749
Amortsation of ntangible assets 5 (1.6) a2 - (12
Profit from operations before one-off items 2 86.5 737 - 737
One-off tems
Restructunng costs and costs associated with settiement of prior
perniod antrrust igation 9 ¢ 0) (27 7) - (27 7)
Gain on curtaciiment of United Kingdom employee benefit schemes - 10 - 110
Terminated bid approach costs - (20 - (21}
Profit/ (loss) on disposal of property {0.2) 03 - 03
Operating profit 2 77.3 552 - 5562
Finance ncome 28.8 268 268
Finance expenses (34.3) @02 - (302
Net financing costs 7 (5.5) (34) - (34
Loss on disposal of business {0.3) - (5 (15
Share of profit of asseciate (net of INncome tax) 13 02 - -
Profit/ (loss) before faxation n7z 518 (15) 503
Income tax expense (all relates to overseas tax pavable) 8
Profit/ (loss) after taxation and for the period
Profit/ (loss) for penod atinbutable to
Equity holders of the parent 52.6 384 5 369
Minarity interest 39 28 - 28
56.5 M2 (15 37
Earnings/(loss) per share 10
Basic 19.1p 134p O5p 12 9p
Diluted 18 5p 128p {0 5p 123p
Dividends
Infenm dmidend - pence 2.25p 15p
-&m 63 44
Proposed final dividend - pence 45p 30p
- 12.4 88

The proposed final dvidend 15 basad upon the number of shares outstanding at the balance sheet date

* All current year operatons are confinuing
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CONSOLIDATED BALANCE SHEET

.

ASAT 4 JANUARY 2000

_ v

2007 2006
Assotls
Property plant and equipment 1} 246.5 2302
Infangible assets 12 69.8 564
tnvestment in associate 13 5.2 -
Other investments 13 75 72
Other recevables 16 36.8 12
Deferred tox ossefs 14 258 288
Tofal ‘non-current assets 391.7 3338
1nvenfones 15 977 B49
Trade and other recenables 16 139.8 1360
Cash and cash equivalents 17 1080 974
l'oful ‘current assets N 3455 3183
Total assets 7372 46521
Lablites
Interest-beanng loans and borrowings 19 1931 932
Employee benefits 21 41.7 427
Grants for capital expenditure 0.2 01
Provisions 22 5.7 67
NorHrade payables 23 3.7 36
Demvative financial iabilines 20 0.2 -
Deferred fcx Ilcblllhes 14 19.2 28 4
Torul non-cumni IIabIIIﬂes 2698 1747
Bank overdraft 17 20.8 245
Inferest-bearng ioans and borowings 19 138 138
Trade and other payables 23 2085 2103
Current tax poycble 152 29
Provisions 22 1.8 158
Dervatve financial kabihhes 20 10 -
Toiol current llabllittes an.a 2743
l’oiul Ilublllﬂas 540 4490
'I'oiul nei clssah 196.3 2031
Equity
Issuad capital 18 9.5 737
Share prermium 18 85.3 852
Reserves 18 32.5 213
Retaned earmings 18 (LA )] 65
Tohl oquﬂv aﬂrlbufable fo oquﬂy holdm oI pnmm company 176.2 186 7
Mlnorlfy interest 18 201 1o 4
Toful oql.my 18 196.3

The accounts on pages 62 fo 106 were apprwed by the Board of Directors on 19 February 2008 and were signed on iis behalf by

Mark Robertshaw Chief Executve Officer
Kevin Dangerfield Chief Financial Officer

el
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CONSOLIDATED STATEMENT OF CASH FLOWS o>

H FORTHE YZAR END&D 4 JANUARY 2008

3
H

" 2007 2004
e et e e varneene e eeeeus eheis semsmeeies o ia besseen et ne o n Note . Em i
Opomﬂng ‘activities
Profit for the penod 586.5 397
Adjustrents for
Depreciation 3.7 247
Amorhsation 1.6 12
Net financing costs 5.5 34
Loss on disposal of business 0.3 15
Share of profit of associate 0.2 -
Profit on sale of property plant and equipment 0.1 08
Income fax expense 5. 1046
Equity seﬁled shcre-bosed payment expenses 2.7 32
Cash gonomhd trom operations betore changes in working capital and provisions 105.2 839
(Increase)/decrease In trade ond other recevables 5.7 (87
(Increasa)/decrease in invventones 8.5 (13
Increase/ (decrease) in rade and other payables {15.7 71
Non-cash operoting costs relating to restructunng 02 42
Increase/ (decrease) m provisions and employee benefits (8 8) (72 8)
Cash (usod tn)lganermad frem operations 781 (74)
Interest paid 12.5 G
Taxation 125 (6 3)
Not cash from operating activitios 531 219
Investing activities
Purchase of property plant and equipment (34.9) 340y
Proceeds from sale of property plant and equipment 18 1
Purchase of nvestments (0 3) Q8
Interest recenved 37 35
Acquisiion of subsidianes and asscaiate net of cash acquired gz.li (207
Issue of debt to associate (36.0 -
Dnsposc:l of subsidianes net of cash dlsposed of Mne
Net cash from Investing activities (75 I) (403
Financing activities
Proceeds from the ssue of share capital 02
Purchase of own shares (47 7) (19 4)
Increase in borrowings 102.5 323
Payment of finance lease labilities €0.3 (0 4)
Dwiderds poid (18.8) (74)
Net cash from ﬂncmc!ng octivities 3.7 53
Net ncrease/ (decreasa) in cash and cash equivalents 13.7 569
Cash and cash equnalents at start of penod 73.5 1336
Effect of exchonge rate fluctuahons on cash held 29 32
(:ash and cnsh oquhmlents at period erld 17 90 l 735

A reconeiliaton of cash and cash equivalents to net borowings 1s shown in note 17
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---------------------- weserienecee-Bim (CONSOLIDATED STATEMENT OF RECOGNISED INCOME AND EXPENSE >

-------- ' ——
2007 7006
- e+ eeoeesrenrenasree | e o e LT
Foreign exchange transiation diferences 1.9 (178)
Actuanal (Joss)/gan on defined benefit plans .9 152
Deferred tax associated with employee benefit schemes 0.5 02
Cash flow hedges
Effectve porhon of changes in far value Q.2) 0N
Change in far value of equity secunties avalable-forsale 03 03
Income and axpense recognised directly In equity g 4) 38
Profit tor the perlod 5 397
Total recognised Income and expense for the period 541 361
Aftributabile fo:
Equity holders of the parent 50.2 333
Minonty interest 3.9 28
Total recognised Income and expenses for the period 54.1 361
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~ e NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  Grocovvoce n e

il rra wemrremacecces coeee

1 Accounting policles
The Morgan Crucible Cormparny plc (the *Company”) 18 a company incorporated in the UK

The Group financial statements consolidate those of the Company and its subsidianes (together referred to as the *Group”) The parent
Compary financial staterments present nformation about the Company as a separate entity and not about its Group

The Group financial statements have been prepared and approved by the Directors In accordance with Internathenal Financial Reporting
Standards as adoptad by the EU ( adopted IFRSs™) The Company has elected fo prepare its parent Company finanaial staternents in
accordance with UK GAAP these are presented on pages 100 to 106

The accounting policies set out below have unless otherwise stated been apphed consistently to all penods presented in these Group
financial statements

Judgements made by the Directors in the application of these accountng policies that have a significant effect on the financial statements
and estmates with a significant nisk of matenal adjustment In the next year are discussed in note 28

(@) Measurement convention

The financial staterments are prepared on the histoncal cost basis except that the following assets and habilhes are stated at ther far value
dernvatve financial iInstruments and financial instruments avadable-forsale

{b) Basis of consehdahon
(n Subsidianes

Subsidianes are entiies controlled by the Company Control exists when the Company has the power directly of indirectly to govern the
financial and operating policies of an enhly so as fo obiain bensfits from its actviies In assessing control potenhal voting nghts that presently
are exercisable or converhible are faken into account The financial statements of subsidiaries are included in the consohdated financial
statements from the date that confrol commences untl the date that control ceases

(ir) Associates

Associates are those enthies In which the Group has significant influence but not control over the financial and operating policies Significant
influence s presumed to exist when the Group holds between 20% and 50% of the voting power of another enhity Associates are accounted
for using the equity method and areinihial recognised of cost The Group s mvestrnent includes goodwill identfied on acquishon net of any
accumulated impairment losses The consolidated financial staterments include the Group s share of the iIncome and expenses and equity
movements of associates affer adjustments to align the accounting pohcies with those of the Group from the date that signficant influence
commences untit the date that significant nfluence ceases When the Group s share of losses exceeds its inferest in an assocate

the camng amount of that Interest s reduced to nil and the recogrihon of further losses s discontirued except fo the extent that the Group
has an obligahon or has made payments on behalf of the associate

(1) Transachons elminated on consolidahon

infragroup balances and any unrealsed goins and losses or income and expenses ansirgg from infragroup fransachons are elimmnated
In prepanng the consobdated financial statements Unrealised gans ansing from transactions with associates are eliminated aganst the
investment o the extent of the Group s interest In the associate Unrealised losses are eliminated in the same way as unreclised gains
bt only to the extent that thers 1s no evidence of imparrment

(c) Foreign currency
(1) Foreign cumency fransachons

Transachons in foreign cumencies are franslated at the foreign exchange rate ruling at the date of the transachon Monetary assets and
labites denominated in foregn cunencies ot the balonce sheet date are transiated to € stering at the foreign exchange rate nuling at that
date Foreign exchange differences ansing on translation are recognised in the iIncome statement Norrmonetary assets and labiliies that are
measured In terms of historical cost in a foreign curency are franstated using the exchange rate of the date of the transochon Nor-monetary
assets and labilihes dencminated in foreign currencies that are stated at far value are transiated to € sterling at foreign exchange rates ruling
at the dates the farr value was determined

() Financial statements of foreign operations

The assets and llabilities of foreign operations including goodwill and far value adjustments ansing on consobdation are ranslated to

£ stering ot foreign exchange rates ruing at the balance sheet date The revenues and expenses of foreign operahons are translated to

£ sterling at on average rote for the perod where this appraxamates to the foreign exchange rates ruling at the dates of the transactions
Foreign exchange diferences ansing on refranslation since the adophon of IFRS are recognised directy in a separate component of equity

(ur) Net investment i foraign operations

Exchange differences ansing from the translation of the net irvestment in foregn operations and of related hedges are faken to the transiation
reserve They are released info the income statement upon disposal

(d) Dervative financial instruments

The Group uses denvatve financial Instruments to hedge s exposure fo forerign exchange and interest rate nisks ansing from operatonal
financing and investment activities In accardance with its reasury policy the Group does not hold or issue dernvatve financial nstruments for
trading purposes However denvatives that do not qualfy tor hedge accounting are accounted for as trading instruments

Denvatve financial instrurents are recognised inthially af far value The gain or loss on remeasurament to far value 18 recognised immediately
In profit or loss However where dervatives qualify for hedge accounting recognition of any resultant gain or loss depends on the nature of the
iterm bewg hedged (see accounting policy @)

The far value of forward exchange contracts 15 ther quoted market prce at the balance sheet dote being the present value of the quoted
forward price
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1 Accounting policies (continued)
(e) Hedging
() Cash fiow hedges

Where a denvative financial instrument 1s designated as a hedge of the vanabilly in cash flows of a recogrused asset o hability or o highly
probable forecasted ransaction the effectve part of any gain or less on the dervatve financial instrument s recogrised drirectly in the
hedging reserve When the forecasted transachon subsequentty results n the recogrition of a nerdinancial asset or norHinancial lakaity or

a forecast transachon for a nonfinancial asset or norHinancial iability the: associated cumulahive gain or loss 1s removed from the hedging
reserve and included in the initial cost or other camying amourit of the nonfinancial asset or lability if a hedge of o forecasted transaction
subsequently resulis in the recognition of a financial osset or a financial labdity the associoted gains and losses that were recognised directly
in the hedging reserve are eclassfied nto profit or 1033 i the samea penod or penods dunng which the asset acquired or liabiity assumed |
affects profit or loss {1 e when interest Income or expense 1s recogrised) For cash flow hedges other than those covered by the preceding fwo
polcy sfafements the associated cumulative gain or loss 1s removed from the hedging reserve and recognised in the income statement in the
same penod of penods dunng which the hedged forecast transaction affects profit or loss The ineffechve part of any gan or loss 1s recogrused
immediately In the income statement

When a hedging instrument expires or 1s sold terminated or exercised, or the entity revokes designation of the hedge relationship but the
hedged forecast ransachon s stil expected fo occwr the cumulative gain or loss af that point remains in the hedging reserve and 15
recognsed In accordance with the above policy when the fransachon oceurs if the hedged transachion s no longer expected to take place
the cumulkative unrealised goin or koss recognised in the hedging reserve s recognised immediately in the mcome statement

(1) Hedge of monetary assefs and iabilites

Where a denvatve financial instrurnent 1s used to hedge economically the foreign exchange exposure of a recogrised monetary asset or
abiity no hedge accounting 15 applied and any gain or loss on the hedging nstrument 1s recogrised In the income statement !

() Hedge of net mvestment in foreign operations

The porfion of the gan or lass on an instrument used to hedge a net Ivestment in a foreign operation that s determined to be an effectve
hedge s recogrised directly n the translation reserve The ineffective porhion s recognised immediately in profit or loss

(f) Property, plant and equipment
(1 Owned assels
Hems of property plont and equipment are stated at cost or af deemed cost less accumutated depreciation (see below) and rmparment

losses (see accounting policy k) The cost of seli-constructed assets includes the cost of matenals direct kabowr and an appropnate proporhon
of production overheads

Certain tems of property plant and equipment that had been revalued fo far value on or prior to § January 2004 the date of transtion to
Adopted IFRSs are measured on the basis of deemed cost being the revalued amount at the date of that revaluahen Where parts of an ifem
of property plant and equipment have different useful Ives they are accounted for as separate items of property plant and equipment

() Leased assefs

Leases under the ferms of which the Group assumes substanhally all the nsks and rewards of ownership are classified as finance leases
Leased assets acquired by way of a finance lease are stated at an amount equal to the lower of therr far value and the present value of
the minimum lease payments at inception of the lease less accumulated depreciation and imparment losses

{m) Depraciahon

Depreciation 15 charged fo the Income statermnent on a straightine basis over the eshmated useful Ives of each part of an itern of property
plant and equipment Land s not depreciated The estmated useful lives are as follows

Buiidings 50 years
Plant and equipment - presses kilns and furnaces 10-20 years
Other plant and equipment 10 years
Fixtures and fithngs 10 vears
Motor vetucles and [T equipment 3 years

(g) Intangible assets
(D Goodwill

All business combinations are accounted for by applying the purchase method Gooedwill represents amounts ansing en acquisiion of
subsidicnes In respect of business acquisthons that have occurred since 5 Jonuary 2004 goodwill represents the difference belween the
cost of the acquisihion and the far value of the net identfiable assets acquired

In respect of ccquishons pnor to this date goodwll 15 Included on the basis of its deemed cost which represents the amount recorded
under UK GAAP The classfication and accounting freatment of business combinations that occumed pnor to 5 January 2004 has not been
reconsidered Goodwill 15 stated at cost less any accumulated imparment losses

Goaodwil s allocated to cashgenerating urits and s tested annually for iImparrment (see occounting policy k)
() Research and development

Expenditure on research actvihies undertaken with the prospect of gaining new scientific or technical knowledge and understanding
15 recognised in the income statement as an expenses as incurred
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1. Accounting policies (continued)

(@) Infangible assets (continued)

Expenditure on development actvittes whereby research findings are applied to a plan or design for the produchon of new or substantally
improved products and processes 1s capitalised if the product or process is technically and commercially teasible and the Group has sufficient
resources to complete development use and sale of products or processes The expendiure capitalised includes the cost of matenals direct
labour and an appropniate proportion of overheads Capitalised development expenditure 1s stated at cost less accumutated amorhisation
(see below) and imparment losses (see accounhng policy k) Cther development expenditure 15 recognised in the Income staltement as an
expense as iIncurred

(uy Other intangible assets

Cther intangible assets that are acquired by the Group are stated at cost less accumulated amortisation (see below) and imparment losses
(see accounting policy k}

(v} Amorhsahon
Amortsation 1s charged to the income statement on a straight-ine basis over the eshmated usetul ives of intang:ble assets unless such Iives

are indefinite Goodwill and intangible assets with an indefirte useful Iife are systematically tested for Imparment at each balance sheet date
Other infangible assets are amorhsed from the date they are avallable for use The estmated useful Ives are as follows

Capitalised development costs 3years
Computer software 3-6 years
Operatng infangible assets 8-20 yeors

{h) Trade and other receivables
Trade and other recenvables are stated at ther farr value less imparrment iosses (see accounfing policy k)
(1} Inventones

Inventones are stated at the lower of cost and net realisable value Net realisable value 1s the estimated seling price in the ordinary course of
business less the estimated costfs of completion and seling expenses

The cost of Inventories s based on the firstin first-out pnnciple and Includes expenditure Incurred In acquinng the inventories and bringing
them to their exshing locaton and condiion In the case of manufactured inventones and work in progress. cost includes an appropnate share
of overheads based on normal operating capacity

() Cash and cash equivalents

Cash and cash equivalents comprnises cash balances and call deposits Bank overdrafts that are repayable on demand and form an integral
part of the Group s cash management are included as a component of cash and cash equivalents for the purpose of the statement of
cash fiows

(k) Impawrment

The carrying amounts of the Group s assets other than irventores (see accounting policy 1 and defered tax assets (see accounting polcy r)
are reviewed at each balance sheet date to determine whether there 1s any Indicahon of mpairment f any such indication exists the assets
recoverable amount 1s estmated (see (i) below)

An impairment loss 15 recognised whenever the canying amount of an assel or its cash-generating urnit exceeds its recoverable amount
Imparment losses are recognised in the Income statement

Imparment losses recognised in respect of cashrgenemiing units are allocated first fo reduce the carmying amount of any goodwill allocated
ta cashgeneratng units (group of units) and then o reduce the camying amount of the other assets In the unit {group of unifs) on a pro
rata basis

When a decline in the far value of an available-forsale financial asset has been recogrised directly in equity and there 1s objective evidence
that the asset is iImpared the cumulative loss that had been recognised directly in equity 1s recognised in profit or loss even though the
financial asset has not been derecognised The amount of the cumulative loss that 1s recognised in profit or loss 1s the difference between

the acquisiion cost and current far value less any imparment loss on that financial asset previously recognised in profit or loss

() Calcuiahon of recoverable amount

The recoverable amount of the Group s investments in held-to-matunity securhes and recevables camed at amorhsed cost s calculated as the
present value of eshmated future cash flows discounted at the onginal effective inferest rate () e the effective interest rate computed at inihal
recognition of these financial assets) Recewables with a short duration are not discounted The recoverable amount of other assets 1s the
greater of ther net seling prnce and volue In use In assessing value In use the estmated future cash flows are discounted to ther present
value using a pretax discount rate thot reflects curment market assessments of the bime vatue of money and the nsks specific to the asset

For an asset that does not generate largely independent cash inflows the recoverable amount s determmined for the cashgenerating urit

o which the asset belongs

() Reversals of mpairrnent

An imparment loss in respect of a heidto-rmatunty secunty or recevable camed at amortised cost is reversed f the subsequent Increase in
recoverable amount can be related objectvely to an event occurmng ofter the impament loss was recogrised
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1. Accounting policles (continued)
(k} Impaiment (conhnued)

An rmparment loss m respect of an investment in an equity nstrument classfied as availlable-for-sale 1s not reversed through profit or loss if the
fawr value of a debt instrument classified as avallablefor-sale increases and the increase can be objechvely reloted to an event occurnng affer

the imparrment loss was recognised in profit or loss the tmpairment loss shall be reversed with the amount of the reversal recognised in profit
or loss

A impairment loss in respect of goodwili s not reversed In respect of other assets an mparment loss 1s reversed f there has been a change
In the esimates used to defermine the recoverable amount and when there 1s an indicahon that the imparment loss may no konger exist

Arimparment loss 18 reversed only fo the extent that the asset s carrying amount does not exceed the carrying amount that would have been
determined net of depreciation or amortisahion f no imparment loss had been recogrised

(1} Share capital
(1) Preference share capital

Preference shara capital is classfied as eguity if it s norHedesemable and ary dvidends are discretionary or 1§ redeemable but only at the
Companys option Dividends on preference share caprial classified as equily are recognised as distnibuhons withwn equity

@) Ordinary share caprtal

Incremental costs directly attnbutable to the 1ssue of ordinary shares and share ophons are recognised as a deduchon from equity

(m} Employee benefits

(1) Defined coninbution plans

Qbligations for contributions to defined contribution pension plans are recognised as an expense In the Income statement as Incurred

(1) Defined benefit plans

The Group s net obligahon in respect of defined benefit pension plans s calculated separately for each plan by estmating the amount of
future benefit that employees have earned in return for therr service 0 the cument and prior penods that benefit s discounted to determine
its present value and the far value of any plan assets 1s deducted The discount rate s the yield at the balance sheet date on AA credit rated

bonds that have matunty dates approxmatng the terms of the Group s obligations The calculation s performed by a qualfied actuary using
the projected unit crecit method

() LongHerm service benefits

The Group s net abligation in respect of long-term service benefits other than pension plans 1s the amount of future benefit that employees
have earned i return for their service In the current and prior pencds The obligahon is calculated using the projected unit credit method or
stmilar approximahon and 15 discounted to ifs present value and the farr value of any related assets s deducted The discount rate s the yield
at the balance sheet date on AA credit rated bonds that have matunty dates approxamahng the terms of the Group s obligatons

(v} Share-based payment transachons

The Group operates vanous share opton programmes that allow Group employees fo acquire shares in the Company Under the Long-Term
Incentve Plan (LTIP) awards of shares are made to various key executves and under the Directors Share Option Plan 2006 (2006 ESOP) the
Executve Share Ophon Scheme 2004 (2004 ESOS) and the Executve Share Ophion Scheme 1995 (1995 ESOS) share ophons are gronted by
the Company The Comparny also mantains an allemployee sharesave scheme availlable 1o employees in the UK and Germany The farr value
of awards made and ophons granted 1 recognised as an employee expense with a corresponding increase in equily The fair value 1s
measured at grant date and spread over the penod dunng which the employees become uncondihonally entitled to the ophors

The far value of the ophons and awards under each scheme have been measured using the following models

Directors Share Cphon Plan 2006 Monte Carlo model

fgn:\-g.;-Term Incentive Plan 2004 o ’ Monte Carlo model T T T -
Executve Share Option Scheme 2004 Monte Carlo modei ’ o o -
Executve Share Option Scheme 1995 Bmominal Lafhice Opton prieing mocel
iEmponeé Shcresava; gé.heme 1995 Block-khole;'ﬁéﬁ:;n model oo .
.Ernplove.e Sharesave Scheme 2004 Black-Scholes Merton model - e
Employee Sharesave Scheme 2004 (Germc:-r'w) Black-5choles Merton model b |

The choice of medel takes info account the ferms and condihons upon which the awards were made and the ophons were granted
The amount recogrised as an expense 15 adjusted to refiect the actual number of share ophons that vest except where forfeiture 1s only
due to share pnces not achieving the threshold for veshng
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1. Accounting policles {continued)

{n) Provisions

A provision 1s recognised i the balance sheet when the Group has a present legal or construciive obligation as a result of a past event and it
15 probable that an cutfiow of economic benefits will be required to settle the obligation If the effect 18 matenal provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects curent market assessments of the time value of money and where
appropnate the nsks specific fo the hability

) Restructunng

A prowvision for restructunng 1s recognised when the Group hos approved a detailed and formal restructuring plon and the restructunng has
either commenced or has been announced publicly Future operating costs are not provided for

(i) Onerous contracts

A provision for onerous contracts is recognised when the expected benefits to be derved by the Group from a contract are lower than the
unavoidable cost of meehng its obhigations under the contract

(0) Trade and other payables

Trade and cther payables are stated at their far value

(P} Revenue

(i) Goods sold

Revenue is recognised in the incomae statement when the significant nsks and rewards of ownership have been fransferred to the buyer
(i) Government grants

Government grants are recognised in the balance sheet inhally as defemed income when there 1s reasonable assurance that it will be
receved and that the Group will comply with the conditions attaching to it Grants that compensate the Group for expenses incurred are
recognised as revenue in the income staternant on a systematic basis in the same penods in which the expenses are incurred Grants that
compensate the Group for the cost of an asset are recognised in the Income statement as other operating INcome on a systermahc bass
over the useful Ife of the osset

(g) Expenses

() Operafing lease payments

Payments made under operating leases are recogrnised in the income statement on a straightdine basis over the term of the leqse Lease
incentives receved are recognised in the ncome statement as an integral part of the total lease expense

() Anance lease payments

Minimum lease payments are apporhoned between the finance charge and the reduction of the cutstanding kability The finance charge 15
allecated to each perod dunng the lease term so as to produce a constant periodic rate of interest on the remaining balance of the hability

(m) Net financing costs

Net financing costs compnse interest payable on borowings calculated using the effective inferest rate method Inferest recevable on funds
invested gains and losses on hedging instruments that are recognised in the income statement (see accounting policy &) expected return
on |AS 19 pension assets and interast on IAS 19 obligahons Interest income 13 recognised in the iIncome statement as it accrues using the
effective interest method

(r) Income tax

Income tax on the profit or loss for the year comprises curent and deferred fax Income tax 1s recognised in the income statement except to
the extent that i relates to items recogrised directly n equidy in whuch case it 1s recognised in equity

Curent tax 1s the expected tax payable on the taxable income for the year using tax rates enacted or substantvely enacted at the balance
sheet date and any adjustment fo tax payable in respect of previous years

Deferrad tax 15 provided using the batance sheet iability method providing for temporary diferences between the camying amounts of
assets and habilihes for financial reporting purposes and the amounts used for taxahon purposes The followng temporary differences are
not provided for the inthal recognihon of goodwill the iihal recogrwhon of assets or labilihes that affect nether accounting nor taxable profit
and differences relahng to investments in subsidianes to the extent that they will probably not reverse in the foreseeable future The amount of
deferred tax provided 1s based on the expected manner of realisation or settlement of the camying amount of assets and liabiities usiNg fox
rates enacted or substantively enacted at the balance sheet date

A deferred tax asset 15 recognised only fo the extent that it s probable that future taxable profits will be available aganst which the asset can
be utiised Deferred tax assets are reduced to the extent that it 18 no longer probable that the mlated tax benefit will be realised
(s) Segment raporting

A segment 15 a dishinguishable component of the Group that 5 engaged in providing products i a particular ine of business (business
segrment) or In providing products within & parhcular economic erwronment (geographic segment) which is subject to nsks ard rewards
that are different from those of other segments The Group s primary business segments are its dvisions
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1. Accounting policles (continued)

(1) Discontinued operations

A discontinued operation 15 a component of the Group s business that represents a separate major Iine of business operations Classification
as a discontinued operaton occurs upon disposal or when the operation meets the cntena to be classified as held for sale if earier

Discontinued operahons are presented in the income statement (Including the comparative perod) as a column analysing the poest fax profit
or foss of the disconhnued operation and the post tax gain or loss recognised on the remeasurernent fo far value less costs to selt or on
disposal of the assets/disposal groups conshituting discontinued operations

(u) Classification of financial nstruments 1ssued by the Group

Financial instruments 1ssued by the Group are treated as equity (1 e forming part of sharehalders funds) only to the extent that they meet the
following two condtions

(D they include no contractuat obhgahons upon the Group to deliver cash or other financial assats or to exchange financial assets or financal
labilikes with another party under conditions that are potentially unfavourabile to the Group and

() where the instrument will or may be settled In the Company s own equity instruments it is either a norrdervatve that includes no obligation
fo delver a vanable number of the Company s own equity insirurments or 15 a dervatve that will be settlied by the Company exchanging o
fixed amount of cash or other financial assets for a fixed number of its own equity instruments

To the extent that this definiion is not met the proceeds of Issue are classfied as a financial kabitity Where the instrument so classified takes the
legal form of the Compoary s own shares the amounts presented in these financial statements for called up share capital and share premium
account exclude amounts in relation fo those shares

Finance payments associated with financral habilhes are dealt with as part of finance expenses Finance payments associated with financial
instruments that are classified in equity are dvidends and are recerded drectly in equity

{v) Investments in debi and equity secunhes

Investments in debt and equily securiies held by the Group are classified as being avalable-forsale and are stated at far vatue with any
resuifant gain or loss being recogrised drectly in equity (in the farr value reserve) except for mpairment losses and i the case of monetary
itemns such as debt secuntes, foreign exchange gains and losses When these investments are derecognised the cumulative gain or loss
previousty recognised directly in equity 1s recogrised in profit or loss Where these investments are interest-beanng interest calculated using
the effective interest method is recognised in profit or loss

(w) Interest-bearng borowings

Interestbeanng bormowings are recognised inhally at far vatue less atirbutable transacton costs Subsequent to inhial recognihon inferest-
beanng borrowings are stated at amortised cost with any difference between cost and redemphion value bemng recognised i the Income
staternent over the penod of the bomowings on an effectve interest bass

(x) Caprtalisation of bomowing costs

Borrowing costs are copiialised when they are ncuried on raising speciic funds to finance a major capital project which will be a signficant
productve asset

(y) Dividends
Dnvidends payable are recogrised as a lability 11 the penod in which they are declared
() Own shares held by ESOP trust

Transachons of the Group-sponsored ESOP trust are included in the Group financial statements In particular the trusts purchases of shares in
the Compary are debited directly to equity

{aa) Adopted IFRSs not yet applied

The following adopted IFRSs were available for early application but have not been applied by the Group in these financial statements
(1 IFRS 8 Operating Segments

(W IFRIC 11 IFRS 2 - Group and Treasury Share Transactions

The Group does not expect the above amendments fo have any signdficant mpact on the financial staterments for the pencd commencing
5 January 2008
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2. Segment reporting

The Group s primary business segments are Its divisions A decnphon of the types of products and services sold by each dwison s included in
the business review The Group s secondary business segmems are the geogrophlccl regions In whlch the Group operates

e e e Ccrbon i Ted'\nk:d NOITICS Themmal Cerrmecs Motten Metal Systemns . Conwbdcnad"
2007 2005 2007 2007 2006 2007 2006 2007 2006
£m £m em £m &m €m £m em £m £m
Revenue from
external customers 2166 2136 152.6 1625 M9 271 2 ¥R ] 305 6932 6778
Segment profit nz 285 14.7 193 332 129 21 41 a7z 648
Unallocated costs {4.4) (9 6)
Operating profit 773 552
Net financing costs (5 5) 34
Loss on disposal of business (0 3) (15)
Share of profit of associate
(net of ncome tox) 02 - - - - - - - 0.2 -
Income tax expense (152) (106)
Profit for the penod 565 397
Segment operating profit
before one-off Roms* 346 338 199 170 327 247 39 32 911 787
Unallocated cos:s (4.6) {50)
Operating ploﬂi ‘before one-off frems* 865 737
Opercing profit bdom ona-off Ilen‘;ﬁ\‘i‘s‘r‘;\‘aumre of profit is thowh becouse the Du'ectors L;;;ﬁ Fo maasura tha undaﬂymg parformnca ofthe buslnes.s" T T mmmmmmmm—m——
2007 2006 207 2007 2006 2007 w06 2007 2006
Segmenf assets 194.9 1747 1234 1284 2701 2531 344 273 6228 5835
Unallocated assets 114.4 686
Totcl assefs 737.2 6521
Segmenf abiltes 55.3 612 96 463 966 894 137 98 205.2 2067
Unallocated liabiihes 335.7 2423
Total labilhes 540.9 4490
Segment cash flows from
operahng actmvites 234 132 18.6 114 421 88 3as 07 876 165
Unattocated cash flows (34 5) (384)
Cash flows from operating activities 531 219
Cash flows from investing activihes asn) (40 3)
Cash flows from financing actihes 5.7 53
Segment capufal expenditure 14.2 21 55 57 127 120 22 13 346 31
Unalloccted capital expendﬂure 03 06
Tofol capital expenditure 349 7
I Carbon Technical Comrmcs Tharmal Cormrmecs Motten Metal Systens . Consdidcmac!
2007 2006 2007 2004 2007 2006 x07 2006 2007 2006
€M £m &m £m &m €m €m £m £m €m
Segment depreciahon 70 69 6.8 79 88 90 10 09 236 247
Unallocated depreciation 0.1 -
Total depreciation 23.7 247
Segment eamortsahon 04 03 01 02 07 0é 0 01 1.3 12
Unallocated amorhsation 0.3 -
Total amortsation 18 12
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2 Segment reporﬂng (continued)

R _Eu'ope _--_Arr_rencm Far Eost_t_r-d Ausirullt_:_ . Mddle Eust qu Al‘rica . Consoldated
2007 2006 2007 2006 2007 2006 2007 Tt 2007 2006
&m &m em ¢m &m £m £m £m gm gm
Revenue from
external customers 2807 29 2017 3024 108 6 1000 122 135 6932 6778
Segment assets 2860 2771 2214 2108 10903 894 4.1 62 6228 5835
Uncllocated assets 686
Tofcl assets 6521
Segment cash flows from
operatng actvities 14.5 (40 4) 50.9 378 20.7 1465 15 26 876 165
Unallocated cash flows (345) (384
Cash flows from operatng actvifies 531 219

Cash flows from nvesting activities
Cash flows from financing actvihies

(40 3)

&Gplfcl expenditure 13.4 110 136 148 74 47 02 06 4.6
Unalloccxfed capital expenditure 03 06
Tofat capltal expenditure 349 nz
3. Disconfinued

There were no disconhnued operations In 2007 In 2006 the loss of £1 5 mzthon related mainly to prior year disposal costs
4. Acquisitions
Acquisitions in 2007

0On 31 July 2007 the Group acqguired o 49% stake in Clearpower Ltd a company that via two other intermediary holding companies own 100%
of NP Agrospace Lid The pancipal achivity of NP Aerospace Ltd s the development manufacture and marketing of baflishe and non ballstic
products n the defence and el sectors Our 49% share of the revenue and profit of this acquision had this acquisthon taken place ot the
beginning of the penod 15 £26 1 milllon and £1 1 milion respectvely

Effeci of ocqunsmon
T T e o e s oo e s e “comg 7T
volue before Provisional
e mmn e meee eaeeean en e e e b e e cequsion ... far vaues
207 2007
&m em
Intonglble assets ’
Property plant and equipment 18 1.8
Cther working capital 57 57
Inferest beanng bormowings (25 0) (25 0)
Loan from Morgan Crucible
Deferred taxation
Morgan Crucible s 49% share T

Goodwill represents future econormic benefits ansing from assets that are not capable of beng entfied ndndually o recognsed as
separate assefs This will include acquirer specific synergies such as cross selling oppertunihes and the enhancement of fechnologies and
processes between exishng and acquired sites

Acquisttions in 2006

On 16 February 2006 the Group increased its stake n Morganite India Ltd from 50 5% to 76% and on 3 April 2006 acquired the distibution nghis
for dormeshic Inchan sales Total consideration paid was £2 0 millon The company s pnncipal activity 15 the manufacture and sale of crucibles
and furmace related accessones In the year to 4 January 2007 the subsidiary contnbuted net profit of £0 2 milkon to the consolidated net profit
for the year

On 31 March 2006 the Group acquired the flbre business assets of Vesuvius USA Corporahon and Vesuvius Skawina Matenaly Ogniotrwale SP
Zo O for £10 8 milion The company s principal activity 15 the manufacture of fibre products In the nine months to 4 January 2007 the subsichary
contnbuted net profit of £0 1 million to the consohdated net profit for the year The revenue and profit of this acquisihon haod this acquisihion
taken place at the begnnuing of the penod 1s £9 7 millon and £0 1 million respectivety
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4 Acquisitions (continued)

On 1 Apnl 2006 the Group acquired 51% of the shares in Morgon Thermal Ceramcs Sukhoy Log Limited for £1 7 millon The comparny s
principal actvity 1s the manufacture of cerarmic fibre and fibre products for thermal insulation 0 the mine months to 4 January 2007 the
subsidiary connbuted net profit of ©nil fo the consoldated net profit for the year

On 1 Apnl 2006 the Group acquired 100% of the shares in Diomond Crucible Company Pvt Umited for £1 4 million The company s piincipal
actraty 15 the manufacture of crucibles and furnoce related accessones In the nine months to 4 January 2007 the subsichary contnbuted net
prefit of £nil ko the consohdated net profit for the year

On 8 Apnl 2006 the Group acquired 51% of the shares in Morgan Luyang Thermal Ceramics Company Lirited for £0 § milkon The company s
principal actvity 1§ the manufacture of mulite sokgel fibre for high temperature insulation In the rne months to 4 January 2007 the subsidiary
contmbuted net profit of Enil to the consolidated net profit tor the year

On 20 July 2004 the Group acquired the assets of Aceram Matenals and Technology Inc for a contingent maximum consideration of
£5 8 milion with £1 9 milllon patd dunng 2006 The company s prncipal activity 1s the manufacture of carbon products In the five months to
4 January 2007 the subsidiary contnbuted net profit of £0 1 milllon to the consolidated net profit for the year

On 26 October 2006 the Group acqured 75% of the shares in Beijing Yingtela Morgan Thermal Ceramics Textiles Co Lumited for £4 7 million
of which £2 5 million was paid dunng the penod The company s pnncipal activity 1s the manufacture of textle products for thermal insulohon
In the two moniths fo 4 January 2007 the subsidiary contnbuted net profit of £nil to the consolidated net profit for the yaar

Effect of acquisitions
The acquisihons had the following effect on the assets and habilhes of the Group

~ Camng
valua before Provisional
acquisthon far values
2006 2006
€m €m
Acquisition of Vesuvius USA Corporahion and Vesuwvius Skawina Matenaly Ogniotrwale SP 2o O
intangible assets - 40
Property plant and equipment 14 14
Qther working capital 12 11
Provisions - 02
Net assets acquired 63
Goodwill 45
Total consideration paid 108
Other acquisthons
Intangible assets - 69
Property plant and equipment 26 24
Other working capital 03 02
Provisions - 03
Cash and cash equvalents 1 11
Minonty inferests - (26)
Net assets acquired 77
Goodwil 83
Total consideration 160
Deferred consideration 63
Net consideration paid Q7
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5 Operating costs befora one-oft items

2007 2006
Change in stocks of firshed goods and work in progress 4.7 05
Raw maternals and consumables 167 1 166 3
Other external charges 124.7 1na4
Employee costs

- wages and salanes 1690 1705
- share-based payments 2.7 32
- social security costs 348 349
- other pension costs 8.6 103
Total 2181 218¢
Depreciation

- owned assets 235 24 4
- assets held under finance leases 02 03
Total 237 247
Rentals under operahng leases

- hire of plant and machinery 158 16
- other operating leases 55 65
Totat 710 g1
Other operating charges and income

- foreign exchange losses 2.1 25
- other operating charges 67.1 730
- foreign exchange gons (2.8) {24)
- cther operating income (38 (<R
Total 628 700
Total operating costs before one-off terns and amortisation of Infangible assets 6051 6029
Amorhsaton of nfangible assets 16 12
Total operating costs before one-off ilems 5067 6041

The Group recognised £8 7 milion in expense in respect of research and development (2006 £8 2 millklon)

A surmmary of the audit and non audit fees in respect of services provided by KPMG charged to operating profit In the year ended 4 January
2008 15 set out below

2007
e eer camsesmsenenss srseees B
Fees payable to the Company s auditer for the audit of the Company s annuat accounts 04 04
Fees payable to the Company s auditor and its associates for other services
- the audit of the Company s subsidiones pursuant to fegslation and other serices 1.0 09
- tax services a.1 02
- other services 0.1 Gl
16 16

tn addiion KPMG was paid £0 3 milion in respect of the proposed acquisition of Certech and Carpenter Advanced Ceramics  As part of the
pnior year costs incurred in respect of the terminated bid approach €0 8 milion was paid to KPMG
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& Staff numbers

The average number of persons emploved by the Group—(mc!udmg Directors) dunng the year analysed by category was a8 follows -
Number of smplovess

2007

United Kingdom 1,293 139
Rest of Europe 1.841 1840
The Amerncas 3,301 3260
Far East and Austraha 2896 2614
Mlddle East and Afrca 276 279

9.607 @384

Carbon 38N 3734
Techrical Ceramics 2.035 2103
Thermat Cerarmics s 2999
Moltlen Metal Systems 539 540
Corporate 7 8

o ’ o 9,507 9384

7. Noi ﬁnance Incomo and expenseo

Rooogfl‘l;od in profit or loss
Interest Income on bank deposits 39 35
Expected return on IAS 19 scherne assets 24.9 233

Finance income 288 268

Interest expense on ﬁnonc:ol Ilob:htles measured ot cxmorhsed cost a1y @an
Interest on 1AS 19 obigahons (23 2) 221

Finance expense (343) (30 23

Net financing costs

Ths above finance income and expense Include the following In respect of
assets/ (labilihes) not at far value through profit or loss
Total interest ncome on financial assets 39 35

Total interest expense on financial I|c:b|||hes QLY) @Bn

Recognised directly In equity

Net change n far value of avallable for sale inancial assets 0.3 03
Effective porhon of changes in farr value of cash flow hedge 12) on
Effective portion of change n fair vatue of net investment hedge (6.9} -
Foreign currency franstation differences for fonelgn operohons 14.8 (178

Recognised In

Far value reserve 03 03
Translabon reserve 1.9 78
Hedging reserve 12 on
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8 Taxation -~ Income tax expense
Recognised in the income statement

2007 2006

L €m &m
Current tax expense
Current year 190 125
Adjusfmenfs for prior years 186 06
) L o i 206 131
Deferred fax expense
Onginaton and reversal of temporary differences 2 29
Benefit of losses recognised 67 (X))
(34) 25
Total income fax expense in income statement 152 106
Reconcilahon of effective tax rate
o 2007 2007 2006 3008
— eeen eeeeeemeeseeeerressseenees et en soeoartne. spmeeen e eve weeen weeen e eerrmne o & * i x
Profit before tax .7 503
Imceme tax using the domestic corporation tax rate 21.4 30.0 151 300
Non-deduchble expenses 11 15 23 46
Prior year tax losses and other assets not previously recognised for deferred tax (12.0) 16.7) (7 3) (14 5}
Under provided in prior years 1.6 22 06 12
Other (including the iImpact of overseas tax rates) 31 4.3 on 02
i 152 212 106 211
Income fax teoognised directty In equity
Actuanal goins and losses 0.5 a2
Total income fax X recogn |sed dlrecﬂy n equm/ 0.5 2

. Restructuring costs und costs assoclu‘!ed with setiement of anii-frust litigation

Costs of restructunng were £9 8 million (2006 £23 9 mihon} and net legal costs recoverable associated with settiement of ant-trust igation
were £0 8 milhon (2006 a cost of £3 8 mullion)

10 Eamings per share

Basic samings per share

The calculahion of basic earmings per share at 4 Jonuary 2008 was based on the profit attnbutable to equity holders of The Morgan Cructble
Compary ple of £52 6 milion (4 January 2007 £36 9 milkon) ond a wesghted average number of ordinary shares outstanding dunng the
pencd ended 4 January 2(1']8 of 275 659 262 (4 Jorwary 2007 287 110 574) calculated as follows

2007 2004
....... L. L
Profit attributable to equity holders of The Morgan Ctuclhla COmpany plc 52.6 369
Welghted average number of ordinary shares:
Issuad ordinary shares at 5 January 293,225,142 293188 372
Effect of shares issued in penod and treasury shares held by the Compary (17,565.880) (6077 798)
Weighted average number of ordinary shares dunng the perlod 275,659.262 287 110,574
Basic earnings per share (pence) 9 1p 129p
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10 Earnings per share (continued)

Diluted eamings per share

The calculation of diluted earnings per share at 4 January 2008 was based on the profit atinbutable to equity holders of The Morgan Crucible
Company plc of £52 6 millon (4 January 2007 £36 9 million) and a weighted average number of ordinary shares outstanding durng the
penod ended 4 January 2008 of 283 598 328 (4 January 2007 298 938 120) calculated as follows

207 2006
e er emeemmae e oeemeen an oe an eeeeen aren e e o memeen seremenesmeemrmeee onr o . N ) 8
Profit atiributable fo equﬂv holders of The Morgan Crucible Company plc 826 369
WGIgMed average number of orcllnurv sharos
Weighted average number of ordinary shares 275,689,262 287110574
Effect of shc:re opﬂons/mcenhve schemes 7.939.066 11 827 546
Dnluted welghted average number of ordmury shc:res 283,598,328 298933120
Diluted earnings per shcre (penca) 18 5p 12 3p

Eamings per share before one-off tems

The calculation of earnings per share before one-off tems at 4 January 2008 was based on profit from operations and share of profit of
associate before one-off itermns less net finance costs income tax expense (excluding tax credit ansing from one-off items of €0 6 milien
(4 January 2007 €5 6 millon)) and mnorty interest of £61 5 million {4 January 2007 €51 3 milton) and a weighted average number of
ordinary shores ou‘tsiondlng dunng the penod ended 4 January 2008 of 275 659 262 (4 January 2007 287 110 574) calculated as follows

&m £m
Profit from operdations and share of proiif of assolcale, before one-off ifems less net finance costs,
lncomo tax expense and minority Interost 615 513
Wngmad average number of ordinary shares

Issued ordinary shares at § January 293,225,142 293188 372
Effect of shares issued In perod and freqsury shores held by the Company (17,565,880) (5077 798)
We|ghted average number of ordinary shares durlng the penod 275,659,262 287 110574
Ecrmngs per share before one-off tems (pencea) 223p 179

Diluted earmings per share before one-off tems

The calcutation of diluted earmings per share before ane-off terns at 4 Jonuary 2008 was based on profit from operations and share of profit
of associate, before one-off iterns less net finance costs Income tax expense (excluding tax credd ansing from one-off tems £0 6 milhon

(4 January 2007 £5 6 milllony) and menorty interest of £61 6 mullion {4 January 2007 £51 3 milion) and a weighted average number of
ordinary shares outstanding dunng the period ended 4 January 2008 of 283 598 328 (4 January 2007 298 933 120) caleulated as follows

“2007 2006
Profit from operations and share of profit of usaociate. batore one-off ifems less net finance costs,

Income tax expense and minority inferest 61.5 513
Waelghted average number of ordinary shares:

Weighted average number of ardinary shares 275,659,262 287110574
Effect of share ophons/incentve schemes 7,939,066 11 827 546
Diluted wesghted average number of ord:nory shares 203,598,328 298938120
Diluted earrings per share before ane-off tems {pence) 21 7p 17 2p
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Pant and
Land and equpment
puidings and fixtures Tarad

...... ARE EANSARE Mddme= - EE B TEEEREEE EREEA Adhk  ddde mmm—— w—— E'n - gl'“ Efﬂ--
Cost

Balance at 5 January 2006 1311 3826 5137
Acqguisthons through business combinations i1 25 36
Additions 58 249 307
Disposals (14 (142) (156
Effact of movernent in foreign exchonge (75) (208) (26 1)
Balance at 4 January 2007 1291 3752 504 3
Balance at 5 January 2007 1291 3752 504.3
Acquisthons through business combinations - 07 07
Addihons s 321 59
Disposals 35) (129) (16 4)
Effect of movement in foreign exchange 65 124 189
Balance at 4 January 2008 1359 4075 5434
Depreciation and Impairment losses

Balonce at 5 January 2006 338 2446 2784
Depreciahon charge for the year 34 213 247
Disposals (08) 123 a3n
Effect of movement n foreign exchange 22) 37 (59
Balance at 4 January 2007 342 2399 2741
Balance ot 5 Jonuary 2007 342 399 274.1
Deprecighon charge for the year 32 205 237
Disposals 2 {10.2) (14
Effect of movement in foreign exchange 2.2 8.2 104
Balance at 4 January 2608 38.4 2584 2968
Carrying amounts
At & January 2006 973 1380 2353
At 4 January 2007 949 1353 2302
At 4 January 2008 975 1491 2466
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12. Intangible assets

Operating Computer
Goodwil ntangbles software Toicl
£m g gm &m
Balance at 5 January 2006 439 - 79 518
Acquisthons through business combinahons 128 101 - 29
Additions - externally purchased - - 10 10
Disposals - - 05 05
Effect of rnovemen'r In foreign exchcnge 2n - 03 30
Balancs af 4 January 2007 540 101 81 722
Balance at 5 January 2007 54.0 101 8.1 722
Acquistions through business combinations 11 - - 11
Addhons ~ externaolly purchased - - 1.2 12
Oisposals - - (0.2) 02
Effect of movernent in foreign exchonge 2.0 0.7 0.4 31
Balance at 4 January 2008 57.1 108 9.5 774
Amortisation and Impalrment losses
Balance at 5 Jonuary 2006 - - 52 82
Armorhsation charge for the year - 04 08 12
Disposals - - (0 4) 04
Eﬂ‘ec?s of movement in foreign exchonge - - 02 (s}
Bolonce at 4 January 2007 - 04 54 58
Balcxnce af 5 January 2007 - 0.4 54 58
Amortisation charge for the year - 0.8 08 1.6
Disposals - - 02 {0.2)
Effects of movernent in foreign exchange - 0.1 03 0.4
Balaneeoht.lunuorym - 13 83 76
Canrying amounts
At 5 January 2006 439
At 4 January 2007 540
At 4 January 2008 57.1
Operahng intangibles include custormer relationshups and patents and trademarks
impairment test for cash-generating units containing goodwall
Goodwill c:ﬂnbuted to each dmision s as follows
£m £m
Carbon 174 163
Technical Ceramics 201 200
Therrmol Cerarrucs 175 i58
Molten Metal Systems 21 19
571 540

The recoverable amount of each division 1s based on value In use calculahons Those calculations use ¢ash fiow projections based on
forecast operahng results for the cument penod and budgeted operahbing results for the subsequent penod Cash flows for a further five year
perod are extrapolated using a 2 25% growth rate  This growth rafe 1s consistent with the longHerm average growth rate for the industry and
reflects manogement s estimate of the growth thuough the economic cycle A pre-tax discount rate of 13 0% has been used in discounting the
projected cash flows and calculating the terminal volue at the end of year five
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13 Other Invesiments

€m £m
Non-cumrent investments
Investment in assoctates 5.2 -
Equily secunhies available-forsale 75 72
12.7 72
Investment in associate

During the yaar the Group acquired a 49% stake in Clearpower Limited o company that via two other intermediary holding companies owns
100% of NP Aerospace Limited o compaosite tfechnical moulding business that develops manufactures and markets balistic and non ballishe
products in the defence and cwil sectors Total consderahon pad including fees was £41 0 milion compnsing a £36 0 milion shareholder loan
£4 5 millon in preference sharas and £0 5 milhon for ordinary equity

The Group s share of profit after tax in ifs associate for the year was £0 2 mdion
Summary financial Information for the associate not adusted for the 49% ownership held by the Group

Currerv assets T i T —————
Norrcurrent assets
Total assets

Current ligbihes
Norrcurrent liabilhes

Total labilites
Revenges I
Profit

Equity secuntes availabledforsale

The equity secunties avaltablefor-sale represent an investment in a Mutual Fund A 10% increase (decrease) In the urit price would Increcse
(decrease) the far value of the wrvestments by £0 6 milllon

14. Recognised deforrod tax assels and llabilitles

Deferred fax assets and liabiihes are attributable 1o the following - o - B

07 006 2007 2005 2007 2006
— badd i i et e eeeee ...

Property plant and equipment - - 18.4 247 18.4 247

Intangible assets - - 035 04 0.5 04
Employea benefits (129 (120 03 21 (12.6) 9N
Provisions {60) 24 - - 6 0) (24)
Tax value of loss camed forward recognised {6.3) (130) - - (63) (30)
Other fems (0 &) (1 4) - 12 08  ©2
(25 8) (28 8) 192 284 ©6) (04

Unrecognised deferred tax assets
Deferred tax assats have not been recognised in respect of the following items

2007
£m em

Deductible temporary ddferences 6.2) Sn
Tax losses L (IO ) (21 6)
(16.4) (26 7)

£4 3 milion of the deferred tax asset relahing to lesses will expire between 2019 and 2026 The balance of the losses are avadable to camy
forward without time resinchon
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14. Recognised deferred tax assets and llabllities (continuad)
Movements in temporary differences dunng the year

Bakance Recognised Batance Recognised Batonce
4 January Recogrused directly 4 January Recogresad directly 4 January
2008 inincome n aquily 2007 N meome In equity 2008

€m £m m &m £m €m £m

Property plant and equipment 260 (13) - 247 b3 - 184
intangible assets 17 3 - 04 01 - 05
Emplayee berefits Q19 68 12 99) QD 5 (28
Provisions 5 09 - 24 (X)) - (6.0}
Tax value of loss camed forward utlised (7 6) (54) - (130} 6.7 - (6.3)
Others - [(OL)] 02 02 on ©03) (0.6)

PO L OO . SUNRURL MU . SOOI oo e
18 _Inventories U e e e e e e e e+ o2z e e e -

2007

) L _Em £m

Row matenals and consumables 30.3 273
Work in progress 24.1 223
Finished goods 433 353

977 849
Inventones stated at farr value less costs to seli 57 41
Carrying amount of inventones subject to retention of hfle clouses 8é 79

The Group holds consignment inventory amounting to £9 6 millon (2006 £9 5 milion) which s net reflected in the balance sheet

The majonty of this balance 1s for precious metals which are held on consignment by a subsidiary and for which it 15 Invoiced only when
the maotenal 15 required

16 Trade and other recelvables

2007 22006
£m £m

Non-curent
Loan to associate 350 -
Nor<trade recenvables and prepayments 08 12

e men Semeeemmasitn on —memtms ssmmssae o en . - 166 "y

Cumrent
Trade recervables due from associate 01 -
Other trade recevables 114.7 1144

Loans and recevables 148 1144
Non-trade recevables dus from associate 15 -
Cther norndiade recenvabiles and prepayments 23.5 216

eiaemmmmmmasssteeeevass semavs - Trsers TumvEes ne tess  wveinees wnew eves Sves Sameseesiem  4S Sersasses Mns = 414 & aas aiesa smes san Y R rye.

17 Cash and cash equivalents/bank overdrafls

Bank balances 810 702
Cash deposits 2790 272

Cash and cash equivalents ber balkance sheet 1080 974
Bank overdrafts subject to cash pooling armangements Q79 (239

Cash and cash equivalents per cash flow statement 90.1 735

Bank overdrafts subject fo cash pooling arrangements | -m(.‘i.i's) (239)
Qther bank overdrafis @ 06)

Total bank overdrofts (20 8) (24 5)

In accordance with 1AS 32 bank overdrafts subject fo cosh pooling arrangerents are not offset against cash and cosh equivalents
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17 Cash and cash equivalenis/bank overdrails (confinued)

Raconciiation of cash and cash equivalents tc; net borrowings

2007 2006
£m £m
Opening bomowings {107 &) 83 1)
New borowings 102.5) (323)
Paymaent of finance lease labilihes 03 04
Effect of movements in foreign exchange on bormowings - 74
Closing bormowings {209 8) (107 &)
Cash and cash equvalents per cash flow statement 901 735
Closing borrowings en 34 1)
18. Capital and reserves
Raconciiation of movement in capital and reserves
Shama Share Translahon  Hedging wailue Special redemption Cther  Retained parent Minonty Total
capital  premum resenve oserve raserve raserve rasenve  eservas  aamings equity Intenast equity
€m £m £m &m €m £m £m £m £m em
Balance at 5 January 2006 755 850 10 01 05 60 280 14 (152 1823 134 1957
Total recognised income
and expense - - (78 (@ 03 - - - 809 333 28 361
Own shares acquired for
share buy-back programme - - - - a7 Qan - a7
Other movernents - - - - - - 02 02
Canceliahon of norrvoting
defermed shares a9 - - - - - 19 - - - - -
Share options exercised
by employees 01 02 - - - - - - - a3 - 03
Equity- settled share-based
payment transactons net of tax - - - - - - - - 32 32 - 32
Qwn shares acquined for
share incentve scherneas - - - - - - - - (89 (89 - (189
Dwvidends - - - - - - - - (118 18 - {118)
Balance at 4 January 2007 737 852 (168 - 08 60 29 14 65 1867 164 2031
Balance at 5 January 2007 73.7 85.2 (146.8) - 0.8 6.0 299 1.4 65 1847 164 2031
Total rrcognised Income
and expense - - 79 (3] 0.3 - - - 432 50.2 a9 54.1
QOwn shares acquired for
share buy-back programme 4.2) - - - 4.2 - (475) (471.5) - (475)
Other movements - - - - - - - - ( ©02)
Share options exercised
by employees - 0.1 - - - - - - - 0.1 - 01
Equnty-settled share-based
payment fransactions net of fax - - - - - - - - 27 2.7 - 27
Own shares acquired for
share ncentve sehemes - - - - - (15 ((5) - a5
Dwidends - - - - (14.5) (14.5) -  (14.5)
Balance at 4 January 2008 &5 853 89 (2 L 60 34.1 14 (1) 176.2 201 19463

Trans!ation reserve

The translation reserve compnses all foreign exchange differences ansing from the transiation of the financtal staternents of foreign operations
that are not infegral to the operatons of the Comparny as well as from the franslation of labilties that hedge the Company s net investment in

a foreign subsichary
Hedging reserve

The hedging reserve comprnses the effective portion of the cumulative net change In the far value of cash flow hedging instruments related to
hedged tansactions that have not yet occurred

Far value reserve

The far value reserve Includes the cumulative net change in the far value of avaitable{forsale IMvestments untl the iInvestment 15 derecognised
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18. Capltal Gl"td resarves (confinued)

.Specn:ll reserne

A Special Resolution to cancel the Share Premium Account was passed at the Annual General Meeting of the Company held on 11 June
1993 This cancelohon was corfirmed by an Order of the High Court of Jushice Chancery Dvision on 14 July 1993 The amount of £88 9 millon
standing to the credit of the Share Prermium Account on 14 July 1993 was transferred to the Special reserve against which goodwill on
consolidation can be written off This reserve, together with the amounts standing to the credit of the Share Premmum Account on 12 October
1990 of €71 5 mulbon on 19 June 1987 of £38 9 million and on 27 July 1989 of £12 3 millon which were fransferred following previous Orders

of the High Court becomes distnbutable to the extent of subsequent Increases n issued share capilal and Share Prermium Account

Capital redemphion reserve

The capital redemphon reserve arose when the Comparny redeemed preference shares wholly out of distributable profits The 2007 movement
relates to the cancellation of ordinary shares as a result of the share buy-back pregramme

Retained eamngs

The Company has acquired own shares under a share buy-back programme The Compary has also acquired own shares to satisfy the
requirements of the vanous share ophon iIncentive schemeas The number of treasury shares held by the Company at the year end was

6196 880 (2006 10632,157) 5875 880 shares were held by The Morgan General Employee Benefit Trust (2006 10 182 157) and 320 000 shares
were held by the Company (2006 450 000) All nghis conferred by those shares are suspended until they are reissued

In pnor years the increase In equily that corresponds to the expense recognised in the iIncome statement for the Group s vanous share ophon
incentive schemes was recognised as a separate component of equity in the share-based payment reserve In 2007 the share-based payment
resenve was combined with refained earmings The prior year reserves were restated accordingly

Called up share capttal

. e e e e e e : At.lthonsft_:l_ B - __ls_s_u_ef_
m & gm &m
Equity share caprtal
427 523 111 (2006 427 523 111) Ordinory shares of 25 pence each 106.9 1069
Fully pad 276 414 074 (2006 293 225 142) Ordinary shares of 25 pence each 691 733
106.9 1069 691 733
Preference share capitat
125 327 authonsed and ssued 5 5% Cumulatve First Preference shares
of €1 each fully paid 01 01 01 01
311 954 authonsed and ssued 5 0% Cumulative Second Preference shares
of £1 each fully paid 03 03 03 03
Total preference share capital R Y 04 04 04
Total share capital 107 3 107 3 695 737
Number of shares in 1ssue
O - 1 .
- e - 2007 2006 2007 2006
In 1ssue at 5 January 293.225.142 293188372 437,281 7 565 046
Redeemed - - - {7127 755)
Exercise of options under the vanous Morgan sheare option schemes 128.217 236770 - -
Cancelled as a result of share buy-back programme (16,939,285) (200 000) - -
I 1ssue at 4 January 276,414,074 293225142 437,281 437 281

As at the date of this report 270 164 074 ordinary shares have been issued (2006 289 610 142)

The holders of ordinary shares are entitied to receve dvidends as declared from time to time and entitied to one vote per share at meshngs
of the Company

84 /// THE MORGAN CRUCIBLE COMPANY PLC /// NOTES TO THE CONSOUDATED FINANCIAL STATEMENTS




18. Capital and reserves (continued)

The following options were outstanding in réspect of ordinary shares

Nurrtser ;:I‘ shares

394 484 The Morgan Executve Share Ophon Scheme 1995
1763 223 The Morgan Sharesave Scheme 2004

42336 The Morgan Sharesave Scheme 2004 - Germany
3057 844 The Morgan Executive Share Option Scheme 2004
1 000 000 The Morgan Directors Share Ophion Plan 2006

4042p-20812p 17 October 1999 18 March 2014
11020p - 249 00p 1 December 2007 31 May 2011
€16213 1 December 2007 31 May 2008

129 05p - 256 00p 22 June 2007 23 May 2016

256 00p 20 December 2009 20 December 2016

The 5 5% Cumulative First Preterence shares of €1 each and the 5 0% Curnulatve Second Preference shares of €1 each confer on the holders
thereot the nght to receve a cumulative preferential dmdend ot the rate of 5 5% and 5 0% respectively calculated up to 30 June and
31 Becember respectively In every year The First and Second Cumulative Preference shares shall not entitie the holders thereof to attend

or vote at any general meeting unless erther

() the meeting s convened to consider any resolutions for reducing the capital or authonsing ary issue of debentures or debenture stock or
Increasing the borowing powers of the Board under the Articles of Association of the Company or winding-up or sanctioring a sate of the
undertaking or altenng the Articles in any manner affecting ther respactve interests or any other resolutions directly altenrg therr respectve

nghts and privileges or

(x} at the dote of the notice corvening the general meeting the Preference dvidend 18 upwards of one month in amears from the payment

date of any hatfysarly instalment

On areturn of capital on a wanding-up the assets of the Company available for distnbution shall be apphed
First In payment to the holders of the First Preference shares of the amounts paid up on such shares, fogether with interest at 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 § 0% per annum

Third in repaying the capstal pad up o credited as paid up on the ordinary shares
Fourth any surplus shall be distnbuted rateably amongst the holders of the ordinary shares in proportion fo the nominal amount pad up

on ther respectve holdings of shares In the Company
19 Intorest bearing loans and bomowings

This note provides information about the contractual ferms of the Group s inferest-beanng loans and borrowings which are measuied af

amortised cost For more informahon about the Group s exposure to interest rate and foreign currency sk see note 20

2007 2006
Nen-current habilities
US Dollar Sentor Notes 161 408
Bank Syndicathon 74.8 500
Bank and other loans 0.7 07
QOblgahons under finance leases 1.5 17
193.1 932
Current habirthes
US Dollar Serucr Netes 88 Be
Bank and other loans 44 43
Cbligations under finance leases 0é 06
138 138
Terms and debt repayment schedule
The terms and conditions of outstanding loans were as follows
Norrmnal interest Yearol T
2007
oy E
6 84% US Dollar Servor Notes 2013 usD 6 84% 2013 278 329
6 23% US Dollar Senor Notes 2010 uso 623% 2010 12,5 168
5 70% US Dollar Servor Notes 2014 usD 570% 2014 38.0 -
6 12% US Dollar Seror Notes 2017 usp 612% 07 46.6 -
Bank Syndication EUR 4 94% 2010 748 -
Bank Syndication GBP 2019 - 500
Bank and other loans Vanous 400%-8 00% up to 2010 51 50
Oblkgations under finance leases Various 6 00% up to 2013 2.1 23
Total Interest beanng loans and bormowings 206.9 1070
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rest bearing loans and borrowings (continued)

lease liabilihes

nnum Mirwmum
loaya lease
- - e e e e payments nterest ...... SRSl paymenss o nterest . Dineed

2007 2007 2007 2006 2006
&m &m &m &m £m £&m
Less than one year 07 01 06 07 01 06
Between one and five vears 13 01 12 18 02 16
More than five years 0.3 - 03 01 - a1
23 o2 21 26 03 23

Bank and other loans include £1 8 million of loans secured on the assets of the Group

Included within banks and other loans are shart-term drawngs of £74 8 milion (2006 €50 0 millon) These were repayable on 31 Jaruary 2008
but have been classfied as long-term loans as they are drawn under the Bank Syndication which extends to March 2010

As at 4 January 2008 the Group had available headroom under the Bank Syndication of £137 9 milion (2006 £94 0 mdlion)

in December 2007 the Group ssued US$350 milllon of prvate placement notes USS167 millon were drawn on 19 December 2007 and
US$183 million were drawn on 8 January 2008

The & 84% US Doliar Senior Nates 2013 are repayable in six yearly instalments from 6 March 2008 to & March 2013 The 6 23% US Dollar Senor
Notes 2010 are repayable in three yearty instalments from & March 2008 fo 6 March 2010 The 5 70% US Dollar Senior Notes 2014 are repayable
i one instalment on 19 December 2014 The 6 12% US Dollar Servor Notes 2017 are repayable in one instalment on 19 December 2017

20 Financiol risk management

Quannew

The Group has exposure to the following nisks from its use of financial Instruments
- credit nsk

- hepedity nsk

- market risk

Thus note presents Information about the Group s exposure to each of the above nsks and the Group s management of capital
Further quantiative disclosures are included througheout these consclidated financial staterments

The Board delegates the establishment and implementation of the systems for internal control and nisk management to the operating dvisions
which are responsible for the identification and evaluahon of significant nisks applicable to ther area of business fogether with the design and
aperahon of sutable infernal controls The Board detegates the morutonng and review of the internal control and nsk mangement systems to
the Audit Comritiee assisted by the Risk Management Committee The Risk Managment Committse which is chawed by the Chief Financial
Officer reviews the full range of nsks faced by Morgan Crucible as a Group ensures there are adequate systems in place and evaluates their
effectiveness Where necessary the Risk Management Committee wilh inttate action to improve the systerns and ensure compliance

Credit nsk

Cradit nsk 18 the nsk of financial loss to the Group f a customer or counterparty to a financial instrument fails to meet its contractual obligations
and anses prncipally from the Group s recenvables from customers and irvestrnent secunties

The Group has stering notional cash pooling agreements in place with Barclays end Nahonal Westminster banks Under the notional cash
pooling agreement the Group has the legal nght to offset llabilikes on undrawn bank accounts aganst surplus balances As at 5 January 2008
the Group had no infention to seftte these balances erther simultaneously or on a net basis and hence the financial assets and liabilities within
the notional cash pool are not presented on a net bass in the financial stoternents

Trade and other recevables

The Group s exposure to cradit nsk 18 Influenced mainly by the indmidual charactenstics of each custorner The demographucs of the Group s
customer base Including the default nsk of the industry and country in which customers operate has less of an influence on credif nsk
Approxirmately 3% of the Group s revenue 1s aftnbutable to sales fransachions with a single customer

Management has a credit policy In ploce and the exposune to credit sk 1s monitored on an ongoing basis Credit evatuations are performed
on all customers requinng credit over a certain amount The Group does not require collateral In respect of financial assets

The Group serves thousands of customers Many of these have purchased the same product for several years and i some cases decades
Others have modified and enhanced designs or adopted the same components into new products extending the Idecycle of the
components that the Group supply The Group s level of customer refention s very high parhicularly wath its major accounts and although
the fop twenty ranking wil atfer year to year many of the same names remain consistent over time

The Group establishes an allowance for imparment that eprasents its eshmate of ncured losses in respect of rade and other recevables
and rvestments The main components of this allowance are o specific loss component that relates to ndmdually significant exposures, and
a collective loss component established for groups of similar assels in respaect of losses that have been incured but not yet Identified

The collective loss allowance 1s deferrmined based on histoncal data of payment stahstes for sirmilar financiat assets
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20. Financlal risk management (confinued)
Invastments
The Group limits ik exposure to cradit nsk by only irveshng in kquid securifies and only wath counterparties that have a sound credit rahng
Gven these high credit ratings management does not expect any counterparty to fail to meet its obligations
Exposure to credit nsk
The carrying armount of financial assets represents the maximum credit exposure The maximum exposure to credit nsk at the reporting
date was
""""""""""""""""""""""" ) T T ~ 2007 o 2006
Availablefor-sale financiol assets 7.5 72
Loan to associate 36.0 -
Loans and recenvables 114.8 1144
Cash and cash equivalents 1080 974
2663 2190
The maximum expasure to credlt nsk for trade recevables at the reporf:ng dafe by dvision was
B e oo e e eeeeeeeeees s eese o oo e 2 Carmung amount
2007 2004
£m em
Carbon 337 303
Technical Ceramics 193 209
Thermal Ceramics 557 583
Molten Metal Systermns 61 49
114.8 114 4
The maximum exposure to credit nsk for trade recenvables at the reporting date by geographlc region was
C
£m £m
Europe 518 575
Amencas 390 367
Far East and Australasia 225 186
Middle East and Afnca 15 16
1148 1144
Impairment losses
The ageing of trade recenvables ot the reporting dcfe was

2007 2006
£m &m

Not past due

Past due 0-30 days

Past due 31-60 days

Past due 41-90 days

Past due mare than 90 days

Imparment allowance

925 892
153 173
34
22
58

192
44

114.8

The movemenT nthe ollowonce for |mpcxrmen1 n respecf of frade recenables dunng the year was as follows

2007 2006
am £m

Balance at § January
Decrease in allowance for imparment

4.8 59
(0.9) avn

Balance at 4 January

44 48
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20. Financial risk manugomenf {confinued)

Based on post expenence the Group beleves that no imparment allowance 15 necessary tn respect of trade recenables not past due

A specific imparment allowance may be craated in respect of arn indmdual trade recenable for which full recovery 15 doubtful As at 4 January
2008 and 4 January 2067 there were no speciic imparment allowances that were significant to the Group In addition local management
may create a general imparment allowance to reflect ther expenence of the histoncal recoverability of trade recevables past due in the

respective markets in whuch therr businesses cperate

The allowances in the accounts In respect of frade recevables are used to record Impament losses unless the Group s sahsfied that no
recovery of the amount owing 1s passible at the point the amount 1s considered rrecoverable 1t s written off against the financial asset directly

Liquiciity nsk

biquidity nsk 1s the nsk that the Group will not be able to meet its financtal oblgahons as they fall due
The Group seeks a balance between certanty of funding and a fiexible cost-effectve borrowing structure The policy 15 to ensure that the

Group has sufficient lquidity available to meet all foreseeable needs
Effective interest rates and repncing analysis

The following are the contracted matunhes of financial lakiihes ncluding inferest payments ond excluding the mpact of nethng agreements

2007
Ettactve Less More
Intenest Camying Confrachsal fhan 1 12 25 thans
e amaunit cash fows yaor yeors yadars yacirs
£m £m £m €m £m €m £&m
Nondenvatve financal habilities
6 84% US Dollar Senior Notes 2013 6.84% 278 336 64 61 16.3 48
6 23% US Dollar Senior Notes 2010 623% 125 136 48 45 43 -
5 70% US Dollar Senicr Notes 2014 57% 33.0 532 22 22 6.5 42.3
& 12% US Dollar Senior Notes 2017 6.12% 6.6 753 2.9 29 8.6 60.9
Bank Syndicahon 4.94% 74.8 752 752 - - -
Bank and other loans 4.0-8 0% 51 54 4.7 0.4 03 -
Bank overdrafts 6 75% 208 222 222 - - -
Obllgchons under finance leases 6 01. 21 2.3 07 06 07 0.3
Denvuflve ﬁnanclul hubllmes
Forward exchange contracts used for cash flow hedgng
- Out flow 1.2 (190) (15 3) ey -
- In flow - 180 144 LX) -
228.9 2798 1182 16 6 67 108.3
Effachve tess More
nterest Carying Contractual than \ 12 25 than &
rote amount cash fows year years years years.
em em &m em £m £m <
Nonrdenvative financial habilities
6 84% US Dollar Senior Notes 2013 6 B84% 329 409 68 65 175 101
& 23% US Dollar Senior Notes 2010 623% 168 190 51 49 90 -
Bark Syndication 50-60% 500 502 502 - - -
Banrk and other loans 40-70% 50 53 46 05 02 -
Bank overdrafts 50-7 0% 245 260 260 - - -
Oblgahons under ﬁncnce leases 60% 23 26 07 04 14 Q1
1315 1440 934 123 281 102

As at 4 January 2008 the Group had drawn €100 milhion under the US$420 million Bank Syndicahon This drawing has been shown as due

within one year as the loan matures on 31 January 2008 The Bank Syndicahon extends to March 2010
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20. Financlal risk management (continued)
Market nsk

Market nsk s the nsk that changes in market prices such as foreign exchange rates interest rates and equity prices will affect the Group s
income or the value of its holdings of financial nstruments The objectve of market nsk management 1s to manage and conitrol market risk
exposures within occeptable parameters while aptirmising the return on nisk

The Group buys and sells denvatives in the ordinary course of business and also ncurs financial ksbilfes 1IN order to manage market asks
All such fransachons are camed out within the guidelines set by the Risk Management Committee Generally the Group seeks to apply hedge
aceounting in order to manage velatility in profit or loss

Interest rate nsk
Profile
At the reporting date the interest rate profile of the Group s iInferest-beanng financial instruments was
2007 2006

Fixed rate iInstruments
Financial assets 1080 974
Financial labilites (V27 0) {520)

(190) 454
Vanable rate instruments
Financial labiies (o0 7) {795

The Group adopts a policy of ensunng that between 30% and 70% of ifs exposure to changes in interest rates on borrowings s on a fixed
rate basis

Fair value sensitvity anatysis for fixed rate instruments
The Group does not account for any fixed rate financial assets and kabilities at far value through profit or lass
Cash flow sensitivity anatysis for vanable rate instruments

A chonge of 100 basis points in interest rates on the outstanding Bank Syndication debt at the reporting date would have increased
(decreased) profit or loss by the amounts shown below This analysss assumes that all other vaniables in parhcular foregn curency rates
remain constant The analysis 1s performed on the same bass for 2006

Preft or loss
100 bp 00 bp
incredase decraase
€m €m
4 January 2008
Cash flow sensitvity (net) - vanable rate instruments 07 on
4 January 2007
Cash flow sensitvity (net) - vanable rate instruments 05 05
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20 Financial risk management {continued)
Foreign currency nsk

The Group 15 exposed to foreign cumency nsk on sales purchases and borowings that are denominated in o cumency other than the curency
of the reporting unit The currencies gving nse to this nisk are primanly GBP USD and Euro

The Group s exposure to foreign currency nsk was as follows based on notional amounts

. 2007 2006
e T Gep usp ~ THio GBP uso Euro
Funchional currency of Group operations i £m im0 €m £m £m &m
Trade recenvables 1" 78 76 06 71 8¢9
Cash and cash equwvalents 03 155 148 03 44 102
Borrowings - - {74 B) - - -
Trade payables (4.5) ¥ ) (35) (2 6) (58) 3
Net balance sheet exposure Gcn 168 {56 2) (7 57 128
The following significant exchange rates applied dunng the year
. - I ::- o I e e e e Avwogeruta “;'.B(_lf-ﬂ'ld rufa'
uso 2.0003 18440 19742 19447
Euro 14615 14673 13363 1 4857

The Group aims to hedge all matenal trade recevables and triade payables denominated in a foreign cumrency At any paint In hme the Group
also hedges up to 75% of 1ts eshmated foreign currency exposure inrespect of forecasted sales and purchases over the following 12 months
The Group uses forward exchange contracts to hedge us foresgn cumency nsk Most of the forward exchange contracts have maturnhes of less
than one year affer the bakince sheet date

In respect of other monetary assets and labiities held in curencies other than the cumency of the reporting unit the Group ensures that the
net exposure 15 kept fo an acceptable level by buying or selling foreign currencies at spot rates where necessary to address short-ferm
imbalances

Forecasted transachons

The Group clossifies its forward exchange confracts hedging forecasted transachons as cash flow hedges and states them at far value
The net far value of forward exchange contracts used as hedges of forecasted fransactions at 4 January 2008 was €1 2 mullion (2006 rul)
compnsing assets of €nil 2006 €ni) and labiihes of €1 2 milion (2006 Enil) that were recogrised In far value dervatives

Cash flow hedges

The contractual cash flows associated with the forward exchange contracts that are designated as cash flow hedges are shown in the section
on hqudity nsk The impact on profit o loss 15 expected to occur at the same hme as the associated cash flows

Recognised assets and habilihes

Changes in the far value of forward exchange confracts that economically hedge monetary assets and habilihes in foreign currencies and
for which no hedge accounhng 1s applied are recogruised n the ncome statement Both the changes in tarr value of the forward contracts
and the foreign exchange gains and losses refating to the monetary tems are recognised In the income statement The fair value of forwara
exchange contracts used as economic hedges of monetary assets and habiliies in foreign currencies at 4 January 2008 was €nil (2006 Enil)

Hedge of net investment in foreign subsiciary

The Group manages the ranslahon exposure of overseas net assets by seeking to match the cumency of borrowings with the currency in
which the net assets are denorminated The cbjectives are to maintamn a low caost of borrowing whilst maintaining a balanced portfolio of net
assets by currency

The Group designates the Euro drawdowns under the US$420 milion Bank Syndication as a hedge of the Group s irvestment in subsidianes in
Europe Euro drawdowns dunng 2007 amountad to €100 milton There were no Euro drawdowns in 2006

Sansihvity analysis

A 10% strengthening of £ sterling against the following currency net assets at the reporting date would have increased {decreased) equity by
the amounts shown below This analysis assumes that all other vanables in parhicular interest rates rernain constant The analysis s performed
on the same basis for 2006

- L . £m £m
usD (0.5) %2
Euro 14 38

The impact of a one cent movement in the USD exchange rate on results that are reported in USD (including those curmrencies that tack the
USD) would be c £1 4 million of revenue and £0 3 millon of undertying operating profi
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20 Financtal risk management {continued)
Other markst pnce nsk

Equity price nsk anses from avallableforsale equity secunhies heild for meetng partially the unfunded portion of the Group s defined benefit
penston oblgahons The pnmary goal of the Group s Investment strategy 1s fo maximise returns in order to meet parhally the Group s unfunded
defined benefit obligatons

Capital management

The Board s policy 1s fo maintain a shong capital base (total equity) so as to mamntan investor creditor and market confidence and to sustan
future developrment of the business The Board uses a number of measures identfied as key performance ndicators (KP) to ensure the
continued success of the Group The marn KPI for the Group 15 the undertying profit margin The aim is to achieve midHeen margins in good
fimes and doubie digit margins when the ernvironment 1§ more chaollenging Another KPl the economic value added raho (EVA) compares
the returns made by our dvisions with the nohonal cost of inveshng in them The Group uses this raho to ascertan where to make capital
iIrvestments within the Group The basic caleulation daducts the cost of capital from the net operahing profit after allowing for a nohonal
medurnterm tax charge

The Board encourages employees of the Group to hold the Company s erdinary shares The Group operates a number of employee share
and share ophon schemes From time to me the Company purchases its own shares on the market the hrming of these purchases depends
on market pnees Pnmanly the shares are infended to be used for 1Issuing shares under the Group s vanous share ophon Incentive schemes
The Company has also acquired its own shares under a share buy-bock programme

There were no changes in the Group s approach to capital management dunng the year
Neither the Company nor any of its subsidianes are subject to extemally imposed capital requirements

Farr values
The far values of financial assets and labilihes together with the camying amounts shown in the balance sheet are as follows
: T T mmmmmmm— Tt e m e ..".;g'c:'r':m' it Fair value “C'c'u'n'wng Qﬁmh‘?‘“” Fair value
o T T o T 2007 08 2006
4 84% US Dollar Sernor Notes 2013 €27 8) @9 29 (34 5)
6 23% US Dollar Serior Notes 2010 {125) 229 (168) (17 2)
5 70% US Dollar Seruor Notes 2014 {38 0) (38 0) - -
6 12% US Dollar Serior Notes 2017 (46 6) (46 8) - -
Bank Syndicahon {74 9) (74.8) (500) {500}
Bank and other loans [CR)) (5.1) 50 (1Y)
Bank overdrafts {20 9) (20.8) (24 5) (24 5)
Obligahons under finance leases 21) (2.1) (23) (23)
Trade and other poyables ny ary 72 (721)
Forward exchange contfracts used for hedging
- labilthes (2 a2 - -
Avallablefor-sale financial assefs 78 75 72 72
Loan to asscaiate 35.0 350 - -
Loans and recenvables 114.8 1148 n44 1144
Cash and cash equvalents 1080 1080 Q974 974
(33.8) (36 1) 154 134
Unrecognised loss 23) (20)
Estimahon of far values

The following summanses the major methods and assumphons used in eshmahng the farr values of financial nstruments reflected in the table
Equity secunhes

Far value s based on quoted market prices at the balance sheet date

Dervatives

Forward exchange confracts are either marked to market using listed market prices or by discounting the contractual forward price and
deducting the cument spot rate

Interest-bearing loans and borrowings
Far vakue 1s calculated based on discounted expected future principal and interest cash fiows
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20. Financial risk management (continued)

Finance lease habilhes

The fair value 1s eshmated as the present value of future cash flows discounted at market interest rates for homogeneous lease agreements

The estmated far values reflect changes in interest rates
Trade and other receivables/payables

For recenvables/payables with a remaining Iife of less than one year the notional amount 15 desmed fo reflect the far value All other

recevables/payables are discounted to determine the farr value
Interast rates used for determmning falr value

The inferast rates used fo defermmune the far value of loans and bomowings and finance leases are as follows

2007
Laars and bomowings 30-5.0%
Finance leases 6.0%

21. Employee beneﬂts

Morgan Crumble operates o number of defined benefit amangements as well as defined c0nfnbuhon plans The defined benefit plans are
pnrnanty in the UK US and Europe and predominately provide pensions based on service and career average pay In additon postretirement

medical plans are operated n the US
All igures are quoted at year end exchange rates

7
T BT U T T TEmpe | RestolWond | dold

Pension plans and employee benefits
Present value of unfunded defined benefit obligations - {7 5) (192) (0 3) (27 0)
Present value of funded defined benefit cbligations {325 1) (87 5) (1] Qo02) 4a23.n
Farr value of plan assets 3226 na 0s 87 4030
Net obilgations (2.5) (218) (19 6) (18) @1
Movements in present value of defined beneﬁi obligahon
At 5 January 2007 (3234 (92.8) @0 oD (446 1)
Current service cost 3 Qa7 on .1 {6 5)
Interest cost {16.8) 549 (R (0.3) (23 49)
Actuanal gamns/ (losses) 73 16) 25 (0.8) 76
Benefits pand 12.7 51 14 0.9 201
Contnbuhons by members 1.7) - - - aon
Curtallments and setflerments 0.2) - 07 - 0.5
Exchange adjustments - 14 (2.4) [ 33] 2

. 65 @b 0% @01
Movements in falr value of pian assets
At 5 January 2007 3265 691 0s 73 403.4
Expected refurn on plan assets 196 50 - 03 24.9
Actuanal gains/ (losses) {16.3) 23) - 11 {17.5)
Contrbutions by employer 38 54 13 09 114
Contributions by members 17 - - - 17
Benefits paid azn BN a8 0.9 (20.1)
Exchange adjustments - [UL)) - 01 - (0 8)
Ata Jcnuary 2008 2246 712 05 8.7 403.0
Actual return on assets 33 27 - 14 74
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21 Employee benefits {continued)

i i o 2007 L o7 2007 2007 2007
T w Ewope Rast of Word Total
€m €m
Penslon plans and employee benefits
Expense recognised in the consolidated income statement
Curmrent service cost (3.0) an on a1 (6.5)
Interest on defined benefit pension plan obligahon (16.8) 5.4 o9 03) {23 4)
Expected return on defined benefit pension plan assets 19.6 50 - 03 24.9
Gain/(loss) on curtalment of Unted Kingdom and Italy
employee benefit schemes 02 - 07 - 05
Total expense (0 4) (1) 09) an {45)
The expense 1s recogrised in the following Iine items 1N the consolidated income staternent
- - o T - e wr T 2006
gm &m
Operating costs (58) (84)
Finance income 249 233
Finance expense (234) 220
One-off rems 02 1o
45) 38

The curtalment loss of £0 2 milion in the United Kingdorn in 2007 has ansen due to a redundancy exercise in the UK announced this year
The curfaitment gain in ltaly of £0 7 milllon has occumed due to o change in legslation covenng ltalan pension plans

The curtadment gain in 2006 arose from changes made to the UK pension schemes from 6 Apnl 2006 These included the corversion of both
UK Schemes from final salary fo career averoge schemes future increases for pensions from past service being inked to general inflation rather
than salary inflahon and in addihion normal retirement being increased from 60/62 to 65 in the servor scheme This curtailment gainis
disclosed as a one-off tem on the face of the ncome statement

The Group has adopted the policy of recognising actuanal gains and losses immediately in the balance sheet through the statement of
recognised income and expense Cumulative octuarial losses recorded in the stafement of recognised income and expense since 5 January
2004 the date of transihion to Adepted IFRSs are €30 1 millon

The far value of the plan assets were as follows

o L B 207 07 2007 2007 2007
o T w USA Europo Rest of Word Total
Equities 1315 45.6 - - 1771
Bonds 1703 25.4 - - 1957
Other 208 0.2 05 87 302
Total 3226 72 05 87 4030
Pnncipal actuanal assumphons were
T mm——m—™ T e mmm—m—m— % % % B -
Discount rate 575 400 550
Expected rate of return on plan assets - Equihes 775 800 nfa
- Bonds 500 525 nja
Salary increase nfa 3.00 275
Infiation 325 250 2,28
Pensions increase 3.25/3 40 nja 2.25
Mortality - postretrernment PA92 YOB 1958/1938
(The Morgan Penslon Scheme) 83 GAM Heubeck
2005G

PAS2 YOB 1956/1936
(The Morgan Senlor Staff Penslon
and LWHe Assurance Scheme)
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2). Emplayes benofits (confinued)

Expected rates of rehurn on plan assets are determined by reference to relevant indices The overall expected rate of return is calculated by

weighting the indnvdual rates in accordance with the anhcipated balance in the plan's nvestment portfalio

2007 2006 2005

_____ B gm . &m gm

Balance sheet

Present value of defined benefit obligahon 450 7) (446 1) (466 3)

Faur value of plan assets 4030 403 4 3421

Deficrt “7rn 427 (242
o T mmmmmmm—— B T Too07 T g T Taoos

Expenence gains/(losses)

Expenence losses on defined benefit obligathon 02 (20 (86)

Experence gans/ (fosses) on plan assets (17.5) 72 260

T oo UK TN Europe Rt of Word Toral
Pension plans and employee benefits
Present value of unfunded defined benefit obhgations - {79 (19 8) (03) (28 0y
Present value of funded defined benefit obligations (3234 (849} 09 (89 418 1)
Far value of plan assets 3265 691 05 73 403 4
Net obligations 31 237 {202) %) 427
Movements in present value of defined benefit obhigation
At 5 Jonuary 2006 (334 &) (103 4) {20 8) 5 (466 3)
Current service cost (38) (9 3 09 79
Interest cost (160 52 ©on 02 (221)
Actuanal gans/ (losses) 70 29 03) & 80
Benefits paid 151 50 11 08 220
Coniribuhons by members an - -
Past service costs (0 4) - on
Curtaiments and setflements no - [
Exchange adjustments - 98 05
At 4 January 2007 (323 4) 928) 207
Movements in fair value of plan assets
At 5 January 2006 2684 678 g5 54 3421
Expected return on plan assefs 187 44 - 02 233
Actuanal gains 51 05 - 16 72
Contributions by employer 477 78 20 o9 584
Coninbuhons by members 17 - - - 17
Benefits paid (1513 {50y an 08 (220)
Curtlaiments and settlements - - 09 - 09
Exchange adjustments - {64 - - (X
At 4 Jarwary 2007 3265 621 05 73 403 4
Actual return on ossets 238 49 - 18 308
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21 Employee benefits (continued)

. o8 2006 2006 2006 2006
- T UK USA Europe Rast of World Total
Em £m £m gm £m
Expense recognised in the consolidated income statement
Current service costs 42) a9 a8 09N (84)
Interest on defined benefit pension plan obligation (160) (52) on 02 2210
Expectad retum on defined benefit penston plan assets 187 44 - 02 233
Gain on curtalments of United Kingdom employee benefit schemes no - - - 10
Total expense/(income} 95 27 2n [(OR] 38
The farr value of the plan assets were as follows
o ) " 3008 2006 200 2004 .
T mm——— T USA T Euope RestalWodd ol
Equrhies 107 2 483 - - 1555
Bonds 187 3 206 - - 1779
Other 620 02 05 73 700
Total 3265 621 0s 73 403 4
Pnncipat actuarial assumphions were
Discount rate 525 600 450
Expected rafe of return on plan assets - Equibies 775 825 n/a
- Bonds 475 550 nfa
Salary increase n/a 300 275
Inflaton 300 250 225
Pensions increase 315/300 n/a 225
Mortality - postretrerment PA 92 YOB 195871938
(The Morgan Pension S5cheme) 83 GAM Heubeck
2005G
PAS2 YOB 1956/1936
(The Morgan Senior Staff Pension
and Ufe Assurance Scheme)

The actuai hability n respect of global ernployee benefits will not be known unhl the last payments have been made In placing a currenit
eshmate on the Compary s past service benefit obbgations a number of assumptions about the future are required For defined benefit
schemes the Directors make annuat eshmates and assumphons in respect of discount rates, future changes in salanes employee turnover,
inflahon rates and Ife expectancy In making these estmates and assumptions the Directors consider advice provided by external advisers
such as actuanes

Defined contnbution plans

The Group operates a number of defined contnbution pension plans The folal expense relating to these plans in the current year was
£2 T milion {2006 £2 2 milion}

Share-based payments

During 2004 the Group established a new Long Term Incentive Plan and a new Executve Share Option Scheme Grants were also made out of
the exising Morgan Executve Share Ophon Scheme 1995 Dunng 2004 the Company also renewed its alFEmployee Sharesave Scheme and
took the opportunity to extend o similar scheme to employees in Germany in 2006 the Group estabhshed a new Directors Share Option Plan

During 2005 2006 and 2007 the Group made addhional awards out of the 2004 Long-Term Incentive Plan Dunng 2005 and 2006 the Group
rmade addihonal awards out of the 2004 Executve Share Option Scherme and dunng 2006 an award was made out of the Directors Share
Cption Plan 2006 Also 1n 2005 and again in 2007 the Companry granted ophons under the UK alemployee Sharesave Scheme

Additionally equily settled share option grants and awards made under a previous Long Term Incentive Plan made prior o 7 Novernber 2002
are outstanding In accordance with the transthonal provisions under IFRS 1 the recogruhion and measurement pnnciples in IFRS 2 hove not
been applied to these grants
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21. Employee benefits (continued)

The terms and condihons of all awards and grants made since 7 November 2002 are as follows alt awards and option exercises are settled by
physical delivery of shcres

Grant dote/ermployees enfitied Number of Instruments Vesting condhions Contractural Ka of option.
Options granted 1o LK employees in 2007

under the Employee Sharesave Scheme 2004 B56 885 Three years of service 3years
Awards granted to senior employees in 2007 Three years of service plus

under the Long-Term Incentive Plan 2004 1 540 000 sahstachon of performance cntena 3 years
Ophons granted to senior employees n 2006 Three years of service plus

under the Directors Share Option Plan 2006 1 000 GO0 sahsiachion of performance crtena 10 years
Ophons granted to senior employees mn 2006 Three years of service plus

under the Executive Share Ophon Scherne 2004 398 500 sahstaction of performance crtena 10 years
Awards granted fo senior employees in 2006 Three years of service plus

under the Llong-Term Incentive Plan 2004 477 500 satsfachon of performance cnfena 3years
Ophons granted to UK employees in 2005

under the Employee Sharesave Scheme 2004 976 614 Three years of service 3years
Awards gronted to senior employees |n 2005 Three years of service plus

under the Long-Term Incentive Plan 2004 3804820 sahstacton of performance cmenc: Jyears
Awards granted fo senor employees in 2004 Three years of service plus

under the Long-Term Incentve Plan 2004 5084 031 sahsfaction of performance cntena 3 years
Ophons granted to senior employees in 2005 Three years of service plus

under the Executrve Share Ophon Scheme 2004 2097 000 sahsfachon of performance critera 10 years
Options granted to serior employees in 2004 Three years of service plus

under the Executive Share Ophon Scheme 2004 3157 500 sahsfaction of performance cntena 10 years
Ophons granted to UK employees in 2004 under

the Ermployee Sharesave Scherne 2004 521 884 Three yeors of service Iyears
Optons granted fo Germon employees in 2004

under German Employee Share Save Scheme 2004 516 844 Three years of service 3years
Optons granted fo UK employees in 2003 under

the Employee Sharesave Schame 1995 779 4 Three years of service 3years
Options granted fo seror employees in 2004 under Three years of service plus

Executve Share Option Schamea 1995 263000 satisfaction of performance cniena 10 years
Opthons granted fo senior employees in 2002 Three years of service plus

under Executive Share Option Scheme 1995 1 780 000 satisfaction of performance critena 10 years

Parformance cntena for Long Term Incentive Plan 2004, Directors Share Ophon Plan 2006 and Executive Share QOphion Scheme 2004

The extent fo which awards will vest will depend on the Company s Total Shareholder Return {"TSR") ranking against the TSR of the other
companies In the FTSE 350 measured over the performance penod

If the Compary s TSR places it at the medan then 30% of the awards wll vest on the third annwversary of the date of the grant

If the Cormnpary s TSR places it at the upper quarhle then 100% of the ophon will vest on the third annversary of the date of grant Between the
median and upper quartle the ophon will vest on a straightdine basis Below the median none of the shares will vest

From 2007 onwards addhonal performance crtena have been attached to the Long Term Incentive Plan 2004 for all awards made from 2007
onwards The TSR performance critena referred to above now only relate to 50% of owards made The extent to which the other 50% of these
awards vest will depend on the Company s Earnings per shane (EPS™) cornpared with the Retaill Pnce index ("RA") The full 50% wall vest if over
the three year performance penad the Company s EPS increases by more than the sum of the annuat RPI increase and 10% per annum If the
Company s EPS increases by more than the sum of the annual RP increase and between 4% and 10% per ennum then the proportien of
awards veshng will be interpolated between 15% and 50% If the Company s EPS ncreases by more than the sum of the annual RP increase
and 4% per annumm then 15% of the awards will vest If the Company s EPS increases by less than the sum of the RP increase and 4% per
annum then 0% of the awards will vest

In addihon an improverment must be shown in the Company s undertying financial performance
Performance crtena for Executive Share Ophon Scheme 1995

The diluted eamings per share for the Company must grow by at least 2% per annum in excess of retail pnce inflaton over the penod of date of
grant to date of vesting

The far values of services receved are in return for awards made and share options granted The estimate of the farr value of the sernices
recenved s measured bosed on an appropnate model as shown in the accounting policy noter (m) In the case of the Binomial Lathce model
and Monfe Carlo model the confractual Ife of the ophons and awards are used as an nput Expectatons of early exercise are ncorporated
into both of these models
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21. Employee benefits (continued)
Directors Share Ophen Plan 2006
There were no awards dunng 2007

Long Term Incentive Plan 2004

Farr value af measurement date Trmmm—— ’ S V' X 55p—254 53p
Exercse pnce T e
Expected volahlity (expressed as weighted ovefogevStamtty used in the mo_a-el) T 40‘3(:-
Option Ife (expressed as weighted overoge-l.:;‘é:;ea';n—tﬁé modelling) N 3 years
Expected dvidends T T e T e e T T T T T ey,
Riskree mterest rate o T o 58%
Executive Share Opﬂon Schame 2004
There were no cw.ords dunng 2007 . B
:ETPon_ee ShareSave Schemes UK

2007 awards
Farr value at measurement date T mm—— T 91 11p-104 72p
shereprce T T 263 75p-30006p
Exercise prce T T | o 200 00p-249 OOp
Expected volotility (expressed as weighted average volatiity used in the moden) T 0%
Ophon ie (expressed 0s weighted average Ife used In the modeling) T T  Byears
Expecfea'dwldends --------------------------- 2%-2 5%
T T e
Employee Share-Sove Schemes Germany
There werg no awards dun['-_g__?l?_OT _____ e e
Employee Share Option Scheme 1995
There were no awards dunng 2007

The expectad volatility 15 based on the histonc volatiity (caleulated based on the weighted average remaining life of ihe share options)
adjusted for any expected changes to future volatiity due to publicly availlable informaticon

The num-t;ér and werghted average exemlse prlc;sofs’r"nar;ophons are as follows T T
R e " " Weghted

average Nurmber avemge Numiber

exerclse prce of options exercise pnce . of ophonf_

T T T mmm— mmm—e danuary 2008 4 Jandary 2008 4 Januory 2007 4 January 2007
Outstanding at the beginning of the penod 94 80p 158 207 260 7224p 17178934
Granted dunng the penod 78 28p 2 396 885 189 41p 1876000
Forferled dunng the pencd 10413p (218 492) 153 86p (1056011)
Exercised dunng the penod 57 i8p (5558 123) 69 45p (2772123)
Lcsped dunng the penod 42 12p (23.730) 5877p (19540
Oufsfcndmg atf the end of the penod 93 Bop 11 803 800 81 85p 15 207 260
Exercisable at the end of the peﬂod 101 54p 1610919 94 80p 26 597_

The wenghted average share price at the date of share ophions exercised dunryg the penod was 252 69 pence (2006 257 76 pence)

The ophons outstanding af the year end have an exercise price in the iange 49 42 pence to 256 00 pence and a weighted averoge
contractual ife of 2 7 years

The farr value of services receved in eturn for share options granted are measured by reference fo the farr vatue of share options granted

The eshmates of the for value of the services receved 15 measured based on either a Monte Carle model a Binomial Lathce ophion pncing
modei or a Black-Scholes Merton model The chorce of model takes into account the terms and conditions upon which the ophons were
granted

The IFRS 2 far value charge expensed to the ncome statement was £2 7 midlion (2006 €3 2 mulhion)

NOTES TO THE CONSOUDATED FINANCIAL STATEMENTS //7/ THE MORGAN CRUCIBLE COMPANY PLC /// 97




22. Provisions

Closure and
restructunng Cthar Envinmental
povisions PrRAEIONS PROViSIONs Total
Im . m o m
Balance at S January 2007 11 8.5 29 225
Provisions made dunng the year 32 25 10 67
Provisions used dunng the year (60} (4.7) on (114
Provisions reversed dunng the year €0.6) 07 - (13
Effect of movements in foreign exchange 0é 02 02 10
Balance at 4 January 2008 a3 58 34 175
Current 4.8 53 17 118
Non-current 35 05 17 57

83 58 34 175

Closure and restructuning provisions are based on the Group s restructunng progrommes and represent committed expenditure at the
balance sheet date

Other provisions include the settlement of the US and European class actions together with the associated legal costs and the possible future
legal defence costs of the Group s former Chief Executive lan Noms against extrodibion to stand tnial in the United States

Ermvironmental provisions are for knewn ervronmental ssues which the Group wiil rectfy over the next few years In g number of junsdictions
companes have a consiructive obhigahon to remedy any known ervironmental problerns

23. Trade and other payables
£m £m
Non-cument
NorHrade payables iz 36
Current
Other frade payables 2 721
Nortrade payables and accrued expenses 1373 1382
2085 2103
24. Operating lecases
Leases as lessee
Norrcancellable operating lease rentals are payable as follows
gm £m
Less than one yeor 4.9 54
Between one and five years 167 183
More than five years 376 248
592 485

Leases as lessor
The total of future minmum subHease Income under noncancellable subHeases 15 £6 4 milllon (2006 £6 5 millon)
25. Capital commiiments

Commutments for properly plant and equipment and computer software expenditure for which no provision has been made n these
accounis amounts to €3 8 mihon (2006 £0 5§ mullion) for the Group

26. Contingencies
There are contingent habibhes on bills discounted by the Group amounting to €0 4 milion (2006 €0 3 milion)

The Group hos been subject to legal clarns 1 the US and Canada SetHements for the migjonty of these have been agreed and provided for
at the amount of £1 2 milion (2006 £1 ¢ milkor) The Board having taken legal advice are of the opinion that the remainder of these actions
will not have a matena! impact on the Group s financial position

I an infernational Group a vanety of claims anse from hime to me Provision has been made in these accounts against those claims which
the Directors consider meet the reguirements of IAS 37 Provisions, Contingent Liabilies and Confingent Assefs and are likely 1o result in
significant lobiiibes
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27 Related parties
Identfication of related parties

The Group has related party relationships with its subsidianes (a st of Principal subsidiary undertakings 1s shown in note 45) 1its associates (see
note 13) and with ts Diectors and executve oficers

Transachons with key management personnel

The Company has witten senace contracts or letters of oppointment wath each of s Directors under which the Directors recerve a salary or a
fee and other emoluments

The key management of the Group and parent Company consist of the Board of Directors and members of the Chief Executive Officers
Committee

2007 2004

€m €m

Short-tarm employee benefits 38 62
Pension and other post-employment costs 04 08
Share-based payments 1.1 14
Termination payments 04 08
Norrexecutive directors fees and benefits 03 02
Total compensahon of key management parsonnel 60 Q4

Information on executive directors’ remunerahion 15 given in the Remunerahon Report on pages S0 to 59
Transachons in connechion with former Directors

Dunng the year the Group made payments of behalf of its former Chief Executive lan Nomss of 20 8 rmillion (2006 £1 1 rmillion) to cover the costs
of his legal defence ogainst extradihion to stand tnal in the United States

Other related party tansachons

&m £m
Sales to associate 03 -
Interest income from associate 15 -

The balances with our associate are shown in note 16

28. Accounting estimates and Judgements

Management discussed with the Audit Commultee the development selecton and disclosure of the Group s cnhical accounting policies and
eshmates and the applicahon of these policies and estimates The following accounting eshmates are subject to signficant uncertainty

Provisions

Note 22 contains informahon about prowsions Provisions for emaronmental issues and settlement of igation are judgemental by ther nature
Amounts provided are the Group s best eshmate of exposure based on currently avaitable informaoton

imparment of goodwili

Notfe 12 contains informahon about the assumphons relahng to goodwill mparment tests

Foreign cumancy exposune

Note 20 contains infermation about the foreign cumency exposure of the Group and nisks n relahon fo foreign exchange moverments
Pension assumptions

The prnincipal achuanal assumptions applied to pensians are shown In note 21 The actuanal evaluahon of pension assets and lickilites 1s
based on assumphons in respect of inflathon, future salary iIncreases discount rates retums on INvestmments and mortally rates Relatvely small
changes in the assumphons underlying the actuanal valughons of pension schemes can have a significant impact on the net pension hability
included in the balance sheet

29 Subsequent evenis
Dividends

After the balance sheet date the Directors proposed a final dvidend of 4 5 pence per ordinary share The fingl dvidend of £12 4 mallion has not
been provided for and there are no income lax consequences
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Credifors - amounts talling due within one year

AS AT 4 JANUARY 2008 :
i .
Y
2007 204
Fixed assets
Tangible assets 33 20 15
Investment in subsidiary undertakings 34 6896 767
Other investments 35 51 04
6967 7ge
Cument assofs
Debtors - due within one year 36 56.1 534
- due after one yeor 36 36.2 -
Total debtors 923 534
Cash at bank and in hand 350 325

1283 859
37 24 338

Net curent assets T - 999 521
Total assets less current licbliities 796 7707

Crediors - amounts falling due after more than one year
Amounts payable to subsidiary undertakings

Dervatve financial babiities

Bomowings

Provisions for llabiliies and charges

215.0 3368
02 -
38 748 500

2900 3868
39 68 104

2968 3972

Net assets

4998 3735

Capltat and reserves

Equity shareholders funds
Called up share capital
Share prermium gccount
Merger reserve
Caprital redemphon reserve
Profit and loss account

18 9.1 733
40 853 852
40 17.0 16
40 34.1 299
40 2939 31

Norequity sharsholders funds
Called up share capital

Shareholders’ funds

499.4 3731
04 04

4998 3735

The accounts on pages 62 to 106 were approved by the Board of Directors on 19 February 2008 and were signed onits behalf by

Mark Robertshaw
Chief Executve Officer

Kevin Dangerfield
Chief Ainancial Cfficer
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30 Accounfing policles
The accounting policies are set out below
Basls of preparahon

The financial statements have been prepared in accordance with applicable accounting standards and under the histoncal costs
accounting rules

Under Section 230(4) of the Companies Act 1985 the Company 15 exempt from the requirement to present its own profit and loss account

Under FRS 1 Cash flow statements the Company 1s exempt from the requirement fo prepare a cash flow stotement on the grounds that the
cash flows of the Company are included within the published corsolidated financral staterment

Feed assets and depreciahion

Depreciation is provided to write-off the cost less the estimated residual value of tangible fixed assets by equal Instalments over their estmated
useful economic lives as follows

Buildings L - T dyears i o

Motor vehicles - 3years

Fudures - 10-20 years L
Computer software - 3-6 years

Foreign curmency

Transactions in foregn currencies are recorded using the rate of exchange ruling at the date of the transaction Monetary assets and labilihes
denominated In foreign currencies are franslated using the contracted rate or the rate of exchange ruling at the balance sheet date and the
gains or losses on translahon are included in the profit and loss account

Leases
Rentals payable under operahng leases are charged in the profit and loss account on a straghtdine basts over the lease term
Post retrernent benefits

The Company parhicipates in a Groupwide pension scheme providing benefits based on career average pensionable pay The assets of the
scheme are held separately from those of the Comparty The Company 15 unable fo identify its share of the undertying assets and labilities of
the scheme on a consistent and reasonable basis and therefore as required by FRS 17 Refirement Benefits accounts for the scheme as if i
were a defined contribution scheme As a result the amount charged 1o the profit and loss account represents the contributions payable to
the scheme in respect of the accounhing penod Refer to note 42 for the addtional disclosures required by FRS 17

Taxation

The charge for taxahon s based on the result for the year and takes iInto account taxahon defered because of rming differences between the
freatment of certain items for taxation and accounhng purposes

Deferred tax 1s recognised without discounting in respect of all iming ddtarences between the freatment of certlan iterms for taxaton and
accounhing purposes which have ansen but not reversed by the balance sheet date except as otherwise required by FRS 19 Defernsd Tax

Classification of financial instruments issued by the Company

Following the adoption of FRS 25 financial instruments 1ssued by the Company are freated as equity (1 e forming part of shareholders’ funds)
only to the extent that they meet the following two conditions

a) They include no contractual obligahons upon the Company to delver cash or other financial assets or to exchange financial assets or
financial labdities with another party under condihons that are potentially unfavourable o the Company and

b) where the nstrument will or may be seftled in the Company s own equity instruments 1t 1s esther a non-dervative that includes no obligahion
to delver a vanable number of the Compary $ own equity Instruments or s a dervative that will be setfled by the Company exchanging a
fixed amount of cash or other financict assets for a fixed number of its own eguty INstruments

To the extent that this defirition s not met the proceeds of ssue are classified as a financiol lability Where the instrument so clossified takes the
legal form of the Company s own shares the amounts presented in these financial statements for called up share copital and share prermuum
account exclude amounts In relation to those shares

Finance payments associated wath financial kabilties are deait wath as part of interest payable and similar charges Finance paoyments
assocated wath financial nstruments that are classdied as part of shareholders funds (see dmvidend policy) are dealt with as appropnations
in the reconciiation of movernents in shareholders funds

Hedging instruments and hedged items are accounted for separately n the balance sheet Gains and losses on both are included in profit for
the year when they anse (far value hedges) or when the hedged transaction occurs having first recorded those on the hedging instrument in
equity (cash flow hedges to the extent effectve)
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30 Accounting policies (continued)

Cerfain financial assefs and llabiiies have been designated as far value through profit or loss and are recogrused in the balance sheet at far
value Changes in the far value of such instruments dunng the year were recogrused immediately In the profit and lass account

Own shares held by ESOP frust
The Group-sponsored ESOP frust s purchase of shares In the Company are debited directty to equity
Share-based payments

The share ophon programme allows employees fo acquire shares of the Company The far value of ophons granted after 7 Novermber 2002
and those not yet vested as at 4 Jaruary 2005 15 recognised as an employee expense with a carresponding increase in equity The farr value s
measured at grant date and spread over the penod dunng which the employee becomes uncondihionally enhtled to the ophons The far
value of the options granted 1s measured usng an option pricing model taking into account the ferms and condions upon which the
ophons were granted The amount recognised as an expense s adjusted fo reflect the actual number of share ophons that vest except where
forfeiture 1s only due to share prces not achieving the threshold for vestng For detalls of share-based payments made and the assumptions
used in measuring the farr value see note 21

Dividends on shares presented within shareholders’ funds

Dmdends unpaid at the balance sheet date are only recogrised as @ hability of that date to the extent that they are appropnately authonsed
and are no longer at the discretion of the Company Unpaid dvidends that do not meet these cntena are dsclosed in the notes to
the financial statements

Financial guarantee contracts

Where the Company enters inta financial guarantee confracts to guarantee the indebtedness of other companies wittun its group the
Company considers these to be insurance arangements and accounts for them as such In this respect the Company treats the guarariee
contract as a contingent fiability unhl such hme as it becomes probable that the Company will be required to make a payment under

the guarantee

31 Staff numbers and cosl's
The average number of persons employed by the Compony (mcIudlng Drrec ors) dunng the year, onalysed by category, was as follows

wrvmeseee svewe on wen mememenemn oa = e on ot een amamenn monvmenn en eemes meeen acemeann oon n  on emmemmmnn ween. oemen semmeen seememnenan  —eememeeesann Number of employses
Dwrectors and head office staff 21 25
Global business units staft 15 13

The majonty of the Directors and head office statf devo'e a proportion of ther hme to global business duhes Of the 21 Drectors and head
office staff the average number who spent all or the remainder of ther hme on corporate duttes was seven (2006 exght) as shown in note 6

The aggregate payroll costs of these persons were as follows

207
Wages and salanes 74 70
Share-based payments (see note 21) 27 32
Social security costs 06 06
Other pension costs 11 12
Total overhead employee cost 18 120

32 Dividends

DOmdends payable for the First and Second Preference shares were €11 244 {2006 922.490) of which §11 244 (2006 £22.490) was autstanding
at the balance sheet date

For propased ordinary dvidends see the consolidated income staternent on page 62
33 Tangible assats

Pant equpment
and fxtures

Cost
At S January 2007 24
Addihons 09
At 4 January 2008 33
Aggregate depreciation
At 5 January 2007 09
Amount provided for in the year 04
Ata January 2008
Mot book amounts at 4 January 2008 T 20
Net book amounts at 4 Januory 2007 15
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34. Invesiment In subsidiary undertakings

Shares Loans Totd
£m £m £m

At 5 January 2007
Addihons
Less disposals/ioan repayments/iquidahons

5830 245.0 8200
134 216 350
(a1 4) (34.3) 257

At 4 January 2008 T mmmmmm—— “TRi50 2223 737.3

Amounts provided
At 5 January 2007
Provided/ (Released) in the year

37 1113

ata January 2008

Net book amounts at 4 January 2008

Net book amounts of 4 Jcnut:;ry 2007

4754 2413 7167

A list of pnincipal subsidiary undertakings 15 shown in note 45
38 Other investments

At 5 January 2007
Addihions - investment in and share of profit of associate
Transferred to investments in subsidiary undertakings

04
51

©4

At 4 January 2008

35, Deblors

e e e e e e o

Due within one year

Trade debtors

Other debtors

Interest recevable

Denvatve financial assets

Taxation

Prepayments and accrued income

Amounts recewable from subsidiary undertakings

- -t el ol
NE I OURO)

Due after one year
Loan to associate
Dermvatve fnancial assets

37. Credltors - amounis falling due within one year

Due within one year
Bark overdratts

Trade creditors
Amounts payable to subsidiary undertakings
Other credifors inciuding social secunty
Accruals and deferred iIncome

Interim dvidends

Demvatve financial labilities
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38. Bonmowings

2007 2006
£€m £m
Bank and other loans 74.8 500
Bank overdrafts 5.7 82
80.5 582
Less amount repayable withan one year iIncluded wathin cument habilihes (5.7} 82
Total repayable after more than one year 748 500
39 Provisions for [labilitles and charges
ol O prr e m e eeee e e e cmmmtemcnneas = Aaaman
restructunng Other Envionmental
Proisions provislons provisions Totat
m £m €m &m
At § January 2007 34 4.3 2.0 104
Pravided n the vear 0.5 1.2 07 24
Utilised n the year 1.2) @a.n ¢t.1) [(1y)]
At 4 January 2008 29 2.3 16 58

Closure and restructunng provisions relate manly to an onerous kease provision for Morgan House the Comparny s previous registered address

Other provisions include the setlement of the US and European class actions together with the associated legal costs and the possible future
legal defence costs of the Group s former Chuef Bxecutve lan Noms against exiradon to stand tnal in the United States

Ervironmental provisions are for known envrionmental issues which the Company will rectify over the next few years The Company has a
conshuctve obligation to remedy any known envionmental problems

The deferred taxahon provision 1s analysed as follows

United Kingdom
Accelerated capital allowances -
Other iming differences -

40 Share premium and resorves

Capxtal

Share Merger fedamphon Profit ana

prermeum reserve rosene loss account

£m £m €m £€m

At 5 January 2007 85.2 916 29.9 931

Charges in relahon to share-based paymenis for the year - - - 2.7

Prermium on share 1ssues less expenses a1l - - -
Purchase of shares for share incentive schemes - - - {15)
Share buy-back - - 4.2 (47 5)

Tronster between raserves - (74.6) - 74.6

Retained profit for the year - - - 172.5

853 170 34 2939

In pnor years the increase 1n equity that corresponds 10 the shore-based payments charge for the Group s vanous share ophon ncentve
schemes was recognised as a separate component of equity tn the share-based payment reserve 1n 2007 the share-based payment reserve
was combined with the profit and loss account The pror year reserves were restated accordingly

Cunng the year shares with a nominal value of £0 3 million were purchased to sahsfy awards granted under the Long-Term Incentive Plans

(1P These have been recognised as a deduchon from shareholders funds The shares are held in a frust administered by Bermuda Trust

‘(j.leggy ksdmﬂe’sl%gg are disinbuted by them in a discrehionary settliement governed by the rules of the 2004 and 2005 LTIP and the Trust deed
[e] Qe

The total nurmber of own shares held by the Trust ot 4 Januory 2008 15 5 876 880 (2006 10 182 157} and ot that date had o market value of
£11 724 376 (2006 £26 906 350)

A Special Resolution to cancel the Share Premium Account was passed at the Annual General Meeting of the Compary held on 11 June
1993 This cancellahor was confirmed by an Order of the High Court of Justice Chancery Dvision on 14 Juty 1993 The amount of £88 9 milhon
standting to the credrt of the Share Premium Account on 14 July 1993 was transferred to the Special reserve against which goodwill on
consolidation can be witten-off Thus reserve together with the amounts standing fo the credit of the Share Prermum Account on 12 October
1990 of £71 5 mithon on 19 June 1987 of £38 ¢ million and on 27 July 1989 of £12 3 milllon which were transferred following previous Orders of
the High Court becomes distnbutable o the extent of subsequent iIncreases m 1ssued share copital and Share Premium Account

The transfer from the merger reserve to the profit and loss occount 1s N respect of entities disposed of In prior years
Ther amount of reserves of The Morgan Crucible Company plc thot may not be distnbuted under Sechon 264(3) of the Companies Act 1985
15 £138 1 mithon (2006 £208 4 milkon)
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41. Leasing commitments

Operahng lease cammitments dunng the next year for which no provision has been made In these accounits ae

land and buﬂdlng.;'
7 2006

Between one and five years 02 02
More than five years o8 08
10 10

42, Penslon costs

The Morgan Pension Scheme and The Morgan Senior Staff Pension and bife Assurance Scheme

The Company parhicipates in two defined benefit schemes in the UK The assets of these schernes are held in separate trustee administered
funds The Morgan Pension Scheme (*"MPS”) and The Morgan Group Senior Staff Pension and Life Assurance Scheme (7$587) Gven that the
Company s unable to identfy its share of the scheme assets and habthhes on a consistent and reasonable basis as permitted by FRS 17
Retrement Benefits the schemes have been accounted for in these financial staterments as if they were defined contnbuhon schemes

The latest actuanal valuations of the *“MPS™ and the "585° were camed out as at 6 Apnit 2004 and 1 April 2004 respectively and updated
for FRS 17 purposes to 31 December 2007 by a qualfied independent actuary The results for these schemes in respect of the Group are
shown below

2007

2006
Assumptions: L % %
RP1infiation 3.25 300
Discount rate 5.75 525
Pension increases in payment 3 25/3.40 315/300
General salary Increases nfa n/a
The assets in the scheme and the expected rates of return were
o o o A A S )
aC
retum return

Assei distribution and bclonce sheet reconclllaﬂon % tm % £m
Equmes 78 1322 78 107 8
Bonds 5.8 1712 53 302
Gilts 4.3 - 43 1279
Property 6.3 170 63 337
Other 4 3/A4.7 40 43 299
Total market vatue of assets 3244 3295
Present value of iabdify (3249) (3234)
Surplus/ (deficit) in the scheme {05) 61
Related deferred tax abilty at 30% 01 Q8

{04 43
Employer contnbutions due within one  year {02 a3

The contribution for the year was £5 & milion (2006 £48 Tmilion)
43 Contingent llabliiies

Where the Company enters into finangsal guarantee contracts to guarantee the indebtedness of other companies within ts Group

the Company considers these to be insurance armangements and accounts for them as such In this respect the Company teats the
guarantee contract as a conhngent liability until such firne as it becomes probable that the Company will be required to make a payment
under the guarantee

There are no other contingent kabilihes in the Cormpany as at 4 January 2008
44, Related parhies

The Directors have reviewed fransactions with related parties {as defined In FRS 8 Reiofed Pody Disclosures) and have concluded that there
are no material transachons which require disclosure which have not been acknowledged elsewhere in the Annual Report and Accounts
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43 Principal subsidliary undertakings

Cou;\rry of incompontion
and

place of busness

Carbon companles

Morganite Electneal Carbon Limited England
*Morgan Rekofa GmbH Germany
“Morgan Carbon italia sl ftaly
*Morgonite Luxembaourg S A Luxermnbourg
*National Electncal Carbon BV Netherlands
*Morgande South Afnca Pty Limited South Afnca

Morgan Company Limited (92 8% interest) South Xorea
“Morgan Advanced Matenals and Technology Inc USA
“National Electncal Carbon Products Inc USA
*Graphite Die Mold USA

Shangha Morgan Carbon Co Lmited (70% interest) China
Ceramics companles

Carbo San Luis (69% interest) Argentina

Morganite Brasi umitoda Braazl

Shanghal Morgan Matroc Technical Ceramics Compiary Lirmufed (90% interest) China

Dalian Morgan Refractones Limited (70% interest) China

Morgan Advanced Ceramics Lmited England

Morgan Electro Cerarmies Lirrited Englond

Morganite Crucible Limited England

Thermal Cerarmics UK Limited England
*Thermal Ceromics S A France
*Carl Nofte $éhne GmbH Gearmany
* Thermal Ceramics Deutschland GmbH & Co K G Germany
"W Haldenwanger Technische Keramik GmbH & Co K G Germany

Wesgo Cerarmics GmbH Germany

Murugappa Morgan Thermal Ceramics Limited (51% interest) India
*Thermal Ceramics tallana sl ltaty

Shunnika Thermal Ceramics Corporation (50% interast) Japan

Grupo Industnal Morgan S A de CV Mexico
* Thermat Ceramics South Afnca Ply Limited South Africa
*Morgan Advanced Ceramics Inc usAa
*Thermal Ceramics Inc USA
Other subsidiary underfakings
*Morganite Canada Corporation Canada

Morganite Industnes Inc USA
*Morganite Austraia Pty imited Australia

100% ownership of ordinary shawe capital unless otherwse stated
Denales comparies some or all of whose shones ane owned by a subsidiary
456. Company reconclliation of movements in shareholders’ funds

for the year ended 4 January 2008 e

Retained profit/ (loss) for the financial year

Share buy-back

‘1725 (58 6)

Purchase of shares for share incentve schemes (19 (18%)
Charge in relation to share-based payments 27 iz
New share capital subscnbed (net of issue costs) 01 03
(47 5) an

Net increase/(decrease) In shareholders’ funds 126.3 (757)
Opening shareholders funds 3735 449 2
499.8 3735

Closing sharsholdery’ funds
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- GROUP STATISTICAL INFORMATION “y -
UNDER UK GAAP i
Y
Restated

Operating profit before goodwilll amortisation and operating exceptionals 426

Operating loss before goodwilll amortisation
Goodwill armortisation

Group operating loss
Corporate excephonal items
Net finance charges and similar ifems

Loss on ordinary activities before taxation
Taxaton

Loss on ordinary activiies after taxation
Minonty Inferests and preference dwidends

Loss atiributable fo the ordinary sharsholders and for the period

Tangible fixed assets
Irwvestments
Net cument gssets

1122
3863

Total assels less current llabiltles T T

Term loans and exchangeable redeemable preference shares

Provisions and other iterns

Financed by Tom T e o

Shareholders funds 2495

Minority interest 103
2598

Earnings/ (loss) per share

- basic

- bask: before goodwill amortsaton

- diluted

- underiying

- undertying before goodwill amortisation

(31 90)
(28 9p)
(31 9p)
60p
?21p

The Group has comphiod wiih UITF Absiract 38 Accounfing for ESOP irusts. This hats rasuitod i the reciassoaton of cwn sharss heid in employse fusts Form ivestments 1o sharenokders funds
and has been accountad for as o prior year adjustment £0 7 mifion In addition o pnor year adjustment hos bean made 1o restate the rasutts tor the impact of the Mights issue dunng 2004
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o e e GROUP STATISTICAL INFORMATION e e senessnsssane e

R UNDER ADOPTED IFRSs
[ :
......... - ' -—— - -
2004 2005 2006 2007

Rmnuo 7959 7457 6778 6932
Proftt trom opomﬂons before one-oft ffems 568 640 737 855
One-off tems
Restructuring costs and costs associoted with settiernent of prior penod
antrtrust thgation B8N (320) 277 (9.0)
Gan ¢n ¢urtalment ¢f Urited Kingdom employee benefit schemes - - Mo -
Terminated bid approach costs - - @n -
Proﬁt/(loss) on dlsposcl of properfy (38) 04) 03 0.2)
Opomﬂng puuﬂtl(loss) wn 336 552 773
Net financing costs (16 1) 3n {34) (85)
Loss on disposal of businesses B2 on 9 (0 3)
Share of profit of associate (net of income tox) - - - 02
Profit{ (loss) before taxation @10) 204 503 7
Income tax expensa 25 (88) (106) (1523
Proﬂtl(lm) after taxation but betore gains/(loss) on sale
of discontinued operations (335 116 %7 565
Gain/(loss) on sale of discontinued operatons net of tax 267 426 - -
Profit/ (loss) for the perlod 60 2) 542 397
Assetls employed
Property plant and equipment 3198 2353 2302 246.5
Intangtbie assets 1071 456 664 69.8
Investrents and other recenvables @1 64 84 49.5
Deferred tax assets N2 274 288 25.8
Net currant assets 543 942 440 74.4
Total assels less current liabliities 5215 ar 9 3778 466.1
Employee benefits 1830 1242 427 477
Provisions and other temns 1433 619 1036 202.9
Defarred tax iabilihes 421 281 284 192

1531 1957 2031 1963
Equity
Total equity attnbutable to equity holders of the parent compary 1424 1823 1867 1762
Mmomy mrerest 107 13 4 164 201
Total equny 1531 195 7 2031 196.3
Ordinary dividends per share T - T 5p T 45p 6"755
Earnings/(loss) per share
- basic (22 2p) 18 1p 129p 91p
- diluted {22 2p) 17 2p 123p 18 5p
- before one-off items 100p 131p 17 9% 223p
- dtluted before one-off items 9 Bp 125p 17 2p A 7p
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Thus Report and Accounts 1s printed on Sovereign silk
and Kaskad peacock blue, which are fotally chionne

free (TCF) papers

Both the paper mill and printer nvolved in the
production support the growth of responsible
forest management and are both accredited to
15014001 which specifies a process for continucus
environmental improvement

If you have finlshed reading this report and no
longer wish to retam if, please pass it on to other
interested readers, return it to Morgan Crucible
or dispose of it in your recycled paper waste
Thank you

This annual report s availkable at
www morgancrucible com
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