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FINANCIAL STATEMENTS

Directors and Professional Advisers

Non-Executive Chairman
Kenneth C Scobie™

Joined the Group as Non-Exceutive
Chairman in June 1997, Former
Chairman of Allied Leisure ple and the
Executive Board of the Scoutish Rugby
Union. Chairmuan and Chief Executive
of a wide range of mdustrial companics
since 1972,

Aged 67.

Executive Directors

Dr David | Price

Chief Executive

Joined the Group in April 2005 as
Chief Executive. Formerly Managing
Direcror, Naval Marine at Rolls-Royce
plc. Previous appointments in the
aerospace sectot include Managing
Director of Thomson (UK Holdings
Lid and Chief Executive of Thomson-
Thorn Massile Electronics Lid {both
now part of the Thales Group).
Fellow of the Institute of Electrical
Enginecrs and the Institute of Marine
Engineering, Science & Technology.
Aged 50.

Paul A Rayner FCA

Finance Director

Joined the Group in June 1994 and
acted as Finance Director to several
Group companies before being

appeinted to the Board in August 1999.

Formetly a Senior Audit Manager with
Deloitre & Touche,
Aged 44,

Non-Executive Directors
David R Evans®

Deputy Chairman

Joined the Group in 1987 as Managing
Director of the Countermeasures business
and appointed to the Board in 1988.

He took up his current position as
Non-Executive Deputy Chairman in
April 2005, after stepping down as Chief
Executive, 7 position he had held since
January 1999, Managing Directot of the
Marconi torpedo business prior to joining
the Group. Currently a non-executive
director of Whatman PLC.

Aged 59.

Yan F R Much™

Joined the Group as a non-executive
director in December 2004, Chairman of
the Remuneration Commiteee. Previous
appointnents include Chief Executive of
De La Rue ple and T&N ple, and non-
execurive director of Admiral ple,
Camelot plc and Manchester United ple.
Currently a non-executive director of
Senior plc and Simplyhealth Group Lid.
Aged 61.

Ajr Marshal Sir Peter Notriss

KBE CB AFC MA FRAeS™

Joined the Group as a non-executive
director in May 2004. Currendy
Chairman of Microturbo Limited, Senior
Miilitary Adwviser of VEGA Group PLC
and consulrant wichin the aerospace and
defence sectors. Formerly Deputy Chief
of Defence Procurcrnent (Operations)
and Controller Aircraft. Past President of
the Rovyal Acronautical Society,

Aged 61,

Secretary
Sarah Ellard FCIS

Professional Advisers

Auditots
Deleitte & Touche LLT Souchampron

Solicitors
Ashurst, London
Seyfarch Shaw, Washington

Bankers
Bank of Scotland, Southampton

Stockbrokers
Investec Henderson Crosthwaite, London

Headquarters and
Registered Office

1650 Parkway, Whiteley, Fareham
Hamgpshire PO15 7AH, England
Tel: +44 1489 881880

Fax: +44 1489 881123

Website: www.chemring.co.uk

Registration Number
86662

Reegistrars

Computershare Investor Serviees PLC
The Pavilions

Bridgwater Road

Bristol BS13 BAE

Metbership of Board committees during year:

*Audit ~Remuneration + Nomination
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Chemring Group PLC

Directors’ Report

for the year ended 31 October 2008

Your directors present the fimancial
statements of the Group for the year ended
31 October 2005.

Principal Activities

The principal activities of the Group are
the design, manufacture and sale of
counterimeasures, energetics and marine
safety products.

Review of the Year and
Resules
A teview of the year can be found in the

Chairman’s Statemient, the Chief Execnave's
Revicw and the Finance Director’s Review

on pages 3 to 12.

Dividends

The directors recommend a final dividend

of 7.30p per ordinary share, which together

with the interim dividend of 3.20p per
ordinary share paid m September 2005,
gives a total for the year of 10,50p
(2004: 9.00p).

Directors and their Inverests

The present directors are shown on page 13.

Dr D ] Price was appointed as a director
on 4 April 20053, He will be secking
re~appointment under Article 87.1 of the
Company’s Articles of Assaciagon at the
forthcoming Annual General Meeting on
23 March 2006. Details of Dr Price’s

service contract with the Company are set

out in the Directars’ Remuneration Reporr

on page 19.

Mr D R Evans and Mr P A Rayner will be

redring by rotden at the Annual General
Meeting and will be oftering themselves
for re-election, Details of Mr Evans and
Mr Rayner’s service contracts with the
Company are set out in the Directors’
Remuneration Report on page 19.

Ms [ F R Much was appointed as a
non-executive director on
| December 2004.

MrT W Hayter resigned as 2 director
on 10 March 2005. General

Sir John Stibbon, having attained the age of

seventy, tetired as a non-executive director
at the Amnual General Meeting on

24 March 2605, and Mr P ] Molony
retired as a non-executive director on
28 July 2005.

None of the directors had 2 beneficial
interest in any contract of significance to
whick the Group was a party during the
year to 31 October 2005.

Information required as to divecrors’
shareholdings is set out in the Directors'
Remureation Report.

Substantial Shareholdings

At 31 January 2006 the following
interests in the ordinary share capital of
the Company exceeding 3% had been
netified to the Company under the
pravisions of section 198 of the
Campanies Act 1985:

%
Name Interest
Standard Life Group 5.90
UBS AG 4.05

Legal & General Investment 4.01
Management

Prudential Corporation PLC ~ 3.93

Barclays PLC 3.06

Employees

The Group pursues a policy of employee
camunication through meedngs
{including eamn briefings and works
councils) and in-house magazines by
which employecs ate made aware of the
progress of the Group and the companies
in which they work.

The Group employs disabled persons
wherever circumstances permit, and full
and fir consideration is given to
applications for employment by disabled
persons having regard to their particular
aptitudes and disabilities. Disabled
persons in employment receive equal
treatmment to that afforded ta othet
employees, in line with the Group’s
philosophy of equal oppuermnities for ali

eniployees, irrespective of race, nationaficy,
gender, disability or age.

Environment

The Group recognises thac environmental
issues are of fundamental importance o a
successful and responsible business
strategy, and it is committed, through a
process of continual improvement, to
minimising the environmental impact of
irs operations. In line widh this
commitment, the Group's businesses are
striving towards:

designing and developing products
which have the minimal environmental
impact during their manufacture, use

and subsequent disposal;

minimising energy usage and waste
wherever practicable;

re-using or recycling materials
wherever pracedcable;

purchasing goods and services from

environmentaliy responsible suppliers;

monitoring progress on environmental
matters using external and internal

auditing,

Charitable and Political
Donations

Charitable donations amounting to
49,620 (2004: £3,750) were made
during the year. No politcal denations
were made during the year (2004: £nil).

Policy on Payment of
Suppliers

It is the policy of the Group that each of
the Group companies should agree
appropriate terms and conditions for its
transactions with suppliers. These will
range from standard written terms to
individually negotiated contracts.
Creditor days of the Group as at

31 October 2005 amounted to 66 days
(2004: 59 days).




The Chemring 1998
Executive Share

Option Scheme

On 7 April 2005, options were granted
over 52,798 ordinary shares to

Dr D ] Price, further details of which are
set out in the Directors’ Remuneration
Report. During the year options over
189,000 ordinary shares were exercised.
Additional information is set out in
MNote 22.

The Chemring Group PLC
Share Based Incentive
Scheme

No options were gramted during the year
and there were no options outstanding
under this scheme at 31 October 2005,

Share Capital

Your Board has decided to seek
sharcholders’ approval to increase the
Cotmpany’s authotised share capital by the
creation of 10,000,000 new ordinary
shares of Sp each. The purpose of this
proposal is to ensure that the Board will
have sufficient share capical available, if the
need should arise, to issue shares as part of
the consideration for any furure
acquisitions and to issue shares on the
exercise of options under the share option
scheme. The proposal is set out as
resolution § in the Notice of the

Annual General Meeting,

Under the provisions of section 80 of the
Companies Act 1985 (“the Act”) the
Board is prevented from exercising its
powers under the Articles of Associaton
{"the Articles™) to allo¢ shares without an
authority in terms of the Act contained
cither in the Arricles or in a resolution of
the sharcholders in general meeting.

The authority, when given, can last for a
nximum period of five years, but your
Board proposes that renewal should be
sought at each Anmual General Meeting.
Such proposal is set out as resolution 10
in the Notice of the Annual General
Meerng.

Section 89 of the Act requires that an
allotment of shares for cash may nor be
made untess the shares are first offered to
existing shareholders on a pre-emptive
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basis in accordance with the terms of the
Act. [n accordance with general practice,
to ensure that small issues of shares can be
made without the necessity of convening
a2 general meeting, your Board proposes
that advantage be taken of the provisions
of section 95 of the Act to disapply the
Act's pre-emptive requiremnents.
Accordingly, a special resolution (set out
as resofution 11 in the Notice of the
Aunnual General Meeting} will be
propased which, if passed, will have the
effect of granting the directors the power
to allot not more than 5% of the present
issued ordinary share capiul free of the
requirements of section 89 of the Act.
No issue of these shates will he ntade
which would effecavely alter the control
of the Company without prior approval
of the sharcholders in general meeting.

Statement of Directors’
Responsibilities

The directors are required by the
Companics Act 1985 to prepare financial
staterments for each financial year which
give a rrue and fair view of the state of
affairs of the Company and the Group as
at the end of the financial year and of the
Group’s profit or loss for that periad, Itis
also the directors’ responsibility to
maintain adequate accounting records
which disclose with reasonable accuracy
the financial position of the Company
and the Group, to ensure that the
financial statements comply with the
Companies Act 1985, safeguard the assets
of the Company and the Group, and
prevent and detect fraud and other
irregularities, and prepare the finandial
statements ¢n a going concern basis.

The directors confirm that suitable
accounting policies, consistenty applied
and supported by reasonable and prudent
judgments and estirates, have been used
in the preparation of the financial
staternents, and that applicable accounting
standards have been followed.

Close Company Provisions
As far as the directors are aware, the close
company provisions of the Taxes Acts do
not apply to the Group nor has there
been any change in that respect since

3t October 2005.

Auditors

A resolution to re-appoint Deloitte &
Touche LLP as auditors will be proposed
at the Annual General Meeting.

Annual General Meeting
The resoluttons to be proposed at the
Anmual General Meeting to be held an
23 March 2006, together with
explanatory notes, appear in the separate
Notice of the Annual General Meeting
sent to all shareholders.

Approved by the Board of Directors on
1 February 2006.

Sign¥d on behalf of the Board

S L Ellard - Secretary

n15




Chemring Group pPLC

Directors’ Remuneration Report
for the year ended 31 October 2005

r 16

This report sets out the information
required by the Directors’ Rermuneration
Report Regulations 2002 (“the
Regulations™). As required by the
Regulations, the Direcrors’
Remuneration Reeport will be submitted
to shatchelders for approval at the
Annual General Meeting on

23 March 2006,

Unandited Information

Remuneration Committee
During the year under review the

Remuneration Committee comprised:

= MrlF R Much
{Committee Chairman)

* Mr P J Molony
{resigned 28 July 2005)

« Air Marshal Sir Peter Norriss

The Commitree’s principal

responsibilities are:

determining, agreeing with the Board
and reviewing from time to time the
overall policy for the remuneration of
the Chairman, the executive
directors, the Company Secrerary and
certain pther senior executives in the
Group, and their individuat
renmncration packages and any

changes thereto;

approving the terms and conditions
of employment, and any changes
thereto, of the executive directors;

approving any compensation
payments for executive directors;

approving the design of, and
determining targets for, any
performance-related pay schemes
operated by the Group;

reviewing the design of all share
incentive plans for approval by the
Beard and the Company’s
sharcholders;

overseeing any major changes in
employee benefits structures across

the Group.

None of the Conrmittee members has
any personal financial interest ia the
matters reserved for the Cammittee, nor
do they have any contlicts of interest
arising from cross-directorships, and they
are not involved in the day to day
running of the Group’s business.
Theretore, they are regarded by the
Board as independent.

The Committee met seven times during
the year. The Chairman and the Chijef
Executive attend meetings by invitation
but ate not present during any
discussions relating to their own

remuncration.

The terms of reference of the
Committee are available on the
Company's website ot on request from
the Company Secretary.

Advisers

During the year the Commuittee received
advice on remuneration matters from
New Bridge Street Consultznts LLP and
Aon Consulting, Aon Consulting also
provides investment consultancy services
for the Group’s UK pension schemues.

The Conumittee also consults internatly
with the Chairman, the Chief Executive
and the Company Secretary.

Remuneration Policy for
Executive Directors

The Conunittee’s policy 1s to provide
executive remuneration packages which
are competitive, but not excessive, by
reference to market rates, reflece the
perdformance of the business against
financial objectives, and which take into
account the mdividual contnibution and
performance of each executive director.
Remuneration packages comprise the
following clements:

(i) basic salary and benefits, including
pensions;

(i) anmual bonuses linked to the
Group’s financial performance; and

(i1} awards of share-based
incencives linked to the long term
growth of the Group.

The Committee aims to align the

interests of exccutive directors with

those of shareholders, by ensuring that a
significant proportion of temuneration is
performance-related. Thas is achieved
through the performance-related
efements of annual bonuses, share

options and share-based incentives.

Basic Salaries and Benefits
The executive directors’ basic salaries are
reviewed annually by the Committee,
and adjustments made, if appropriate,
taking into account individual
performance and comparable salary
levels in manufacturing companies of a
similar size and in other companies
within the aerospace and defence sector.
The Committer tefers to published
salary surveys and also reviews che
remuneration informaton presented in
the annual reports of companies in the
reference group.

The main raxable benefits for executive
directors are company cars, fuel for
privatec motoring and private medical

insurance.

Annual Bonuses

The Company operates an annual
performance-related bonus plan for the
executive directors. Under the
arrangement in place during the year,
bonuses were paid based upon the
achievement of pre-determined targets
for carnings per share and reductions in
the Group’ net indebredness {excluding
acquisitions). The on-target bonus which
could be earned for the year under
review was 30% of basic salary, and che
maxinnun bonus which could be earned
was 45%, Bonuses are non-pensionable.

During the year the Committee
undertook a review, with the assistance
of New Bridge Street Consultants LLP,
of all aspects of the Group's
remuneration policy, including the bonus
armangements for executive directors and
semor executives in the Group. As 2
consequence of this review, 4 new bonus
plan has been introduced for the current
firancial year, with key characteristics as
follows:

the payment of any bonuy will
remain ultimately at the discretion of

the Committee;




the maximum bonus porenciad for the
executive directors will be a bonus
equating to 60% of basic salary, with
an on-target bonus (unchanged from
the current armangements) of 30% of

basic salary;

three quarters of the bonus potendal
will be linked to two separate
financial cenditions, namely earnings
per share and cash flow (with equal
weighang). The conditions, which are
set by the Committee, take into
account a number of factors
including budger, market
expectations, long term growth
prospects and the previous year’s
out-turn. No bonus will be payable
for achicvement of less than 90% of
target, with bonuses being earned
thereafter on a straight-line basis up
o the maximum for 110% or better

achievement of target;

- one quarter of the bonus potential
may be achieved in connection with
the satisfaction of personal objective
criteria set at the beginning of the
financial year. No part of this element
of bonus will be payable unless
threshold performance of both the
financial conditions descvibed above

15 achieved; and

one quarter of any bonus payable wili
be deferred as a conditional award of
the Company’s shares, with vesting
subject to continued employment
{save in good leaver scenarios) three

years from the award of bonus.

Long Term Incentive
Schemes

Share Option Scheme

Since 1998, the Company has operated
an executive share option scheme {The
Chemring 1998 Executive Share Option
Scheme), under which both Inland
Reevenue approved and unapproved
marked priced options may be granted.
Following the review of the Group’s
remuneration policy which was
undertaken during the year, the
Committer has concloded that this
executive share option scheme no Jonger
provides a suirable alignment of interests
between the senior executives and the

long term success of the Group, and is o1
many respects dated. Accordingly,
shareholder zpproval for a new long term
incentive plan, which will replace the
executive share option scheme, will be
sought at the Armual General Meeting
on 23 March 2006. Further details of the
new plan are set out below Following
adoption of the new plan, no forther
grants will be made under the executive
share optian scheme save in exceptional
circumstances such as on recruitment.
The conditions applying to such grants
would accord with current corporate

governance best practice.

As part of the remuneration package
affered to D Price in order te secure his
appointment, options over £ 250,000
worth of the Company's shares were
granted to Dr Price under the scheme
during the year, subject to a performance
condition linked to growth in earnings
per share, whereby 50% of the options
granted wall vest after three years if the
growth in the Company’s earnings per
share over the periad exceeds RPI+3%
per anmum, increasing (on a straight line
basis) to 100% of the options vesting if’
earnings per share growth over the
period exceeds RPI+6% per annum. If
the applicable performance condition for
options granted during the year is not
met after three years, no re-testing will
be permitted and the options will lapse.

In order ro align the interests of
participants in the executive share option
scheme with those of the Company’s
shareholders, options can only be
exercised under the scheme subject to a
performance condition. The Comnurtee
believes that a performance condition
linked to growth in carnings per share is
an appropriate basis upon which to
reward the executive directors for a
measurable increase in the performance
of the Group, as this is considered to

i i L
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most closely align the interests of the
directors with those of the Company's
sharcholders.

The Committee will ensure that a
consistent basis of measurement of
earnings per share is used during the
transition to international acconnting

standards.

Proposed Performance
Share Plan

As referred to above, the Commnittee
propases that sharcholder approval for a
new long termn incentive plan (The
Chemring Group Performance Share
Plan) be sought ac the Annual General
Meeting on 23 March 2006. Full details
of the new plan arc set out in the
separate Notice of the Annual General
Meeting which is being sene to all
sharehaelders. The Committee consulted
with major institutional shareholders and
their representative bodies on the
structure of this plan and the revised
benus plan, deails of which are set cut

above, priot to finalising their proposals.

The new plan will have dhe following key

features;

condiiona} awards will be made of
the Company's shares worth no more
than 100% of basic salary gach year;

awards will vest three years after
grant subject to the extent to which
a demanding performance condition
has been achieved over a single three
year period (with no ability o re-test
the performance condition). The
perfarmance condition will be based
on the growth of the Company’s
earnings per share in excess of RPI

over three consecutive financial years;

" the following vesting schedule
will apply:

Total earnings per share growth per
annum (not compounded) over three
financial years

Less than RPE + 5%

RPI + 5%

RPI + 15% or more

Between RPT + 5% and RPI + 13%

Pereentage of the fotal mumber of shaves
under an award that vest

Nil

33%

100%

Berween 33%-100% on a straight-line basis

v 17
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Chemring Group PLC

Directors’ Remuneration Report

- continued

by way of illustration, for the awards
that are proposed to be made to
participants this year, assuming
growth in the RPI of 7.5% over the
period, earnings per share will need
to increase from 42p to Gdp for
shares to vest in full;

carnings per share will be catculated
on a fully diluted and normalised
basis, as specified by the Committee

prior to grant; and

market purchase shares or new issue
shares (including treasury shates) may
be used ro satisfy awards. To the
extent chat new issue shares or
treasury shares are used, these will

made a one-time award of 125,000
restricted ordinary shares to Dr Price
shortly after he took up his appointment
as Chief Execndve. Subject to Dr Price
remaining in post, 50% of these shares
will vest in March 2006 and the
remaining 50% will vest in March 2007,
but there are no other performance
conditions. This award was necessary in
order to sccure the appointment of

Dr Price, and compensates him for the
loss of the options and performance shares

he held in his previous employment.

Performance Graph

The graph below shows a comparison of
the Company’s total shareholder return
(TSR over the last five financial years

Total Shareholder Return

Source: Thomson Findncial 4{
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wiswimediaee. Chemting Group PLC s FTSE Small Cap Index

31 October 2000 compared with the value of £100 invested in the FTSE Small Cap Index.

The other points plotted are the values at intervening financial year ends.

[ The graph shows the value, by 31 October 2005, of £100 invested in Chemting Group PLC on

count cowards the usual share usage
dilution limits (10% in ten years for
all schemes and 3% in ten years for
discretionary {executive) schemes).

Participation in the new plan will be
extended at the discretion of the
Committee to the executive directors
and senior management of the Group,
both in the UK and overseas.

The Company previously operated a
leng term incentive scheme known as
The Chemiring Group PLC Share Based
Incentive Scheme, This schete is not
being utilised at present.

Reestricted Share Award
As referred to in last year’s Directors’
Remuneration Report, the Company

against 1 “broad equity market fndex”, as
required by the Regulations. The FTSE
Small Cap index has been selected by the
Committee for this comparison because it
provides the most appropriate measure of
performance of listed companies of &
sinular size to the Company.

Pensions

Mr Evans and Mr Rayner are members of
The Chemring Group Executive Pension
Scheme {“The Exccutive Scheme”). This
is an approved final salary scheme
providiag, at reticenzent, a peasion of up
to two-thirds of salary, subject to Inland
Revenue Jimits. The Executive Scheme
also provides life assurance cover,
dependants’ pensions and lump suin
payments on death-in-service,. Members
of the Executive Scheme are required to

make nonthly conmmibutiens to the
scheme at the rate of 8% of pensianable
salary.

Mr Evans’ benefits under the Executive
Scheme accrue based on a pension of
two-thirds fnal pensionable salary with
ng cash commutation, and a 50%
spouse’s pension, in respeet of his
membership of the scheme from

10 August 1987 to 5 April 1993,

For service thereafter, his benefit accrual
is based on a pension of 50% final
pensionable salary plus 1.5 tmes final
pensionable salary as cash,

and a two-thirds spouses’ pension.

For service accrued from

L February 2004 the spouses’ pension
reduces to 50%. Any excess of cash over
the Infand Revenue permitced
maximum is couverted back to pension
at the rate of £12 cash to £1 pension.
On death-in-service, Mr Evans’
dependants would receive a lump sum
payment of four tmes basie salary and,
in addition a spouses’ pension would be
payable, as calculated above. Mr Evans

has a normal retirement age of 60.

Mr Rayners pension under the
Executive Scheme accrues at 1/80th of
final pensionable salary for cach year of
membership, and he also accrues a cash
[ump sumt at 3780ths of final pensionable
salary for each year of membership, A
two-thinds spouses pension is payable in
respect of service accrued to

31 January 2004, reducing to 50% for
service accrued thereafter, and on
death-in-service, Mir Rayner’s dependants
would receive a lump sum payment of
two times basic salary and, in addition a
spouses” pension would be payable, as
calculated above. Mr Rayner is subject
1o the earnings cap in respect of his
membership of the Executive Scheme.

Dt Price is a member of the Chemring
Group Staft Pensien Scherme (“the Staff
Scheme”). The Staff Scheme is also an
approved final salary scheme but is
contracted out of the State Second
Pension. Members of the Staff Schemne
ate required to make monthly
contributions to the scheme at the rate




of 8% of pensionable salary, Dr Price’s
benefits under the Staff Scheme acerue
in an identical manner to that in which
Mr Rayner accrues benefits under the

Exccutive Scheme, as ser out above.

Dr Price is also subject to the

earnings cap,

Both Dr Price and Mr Rayner have a

normal retiremene age of 65,

The Committee will be reviewing the
impact of changes in pension legislation
during this year but has sev 2 palicy that
any changes in benefits should be
broadly cost neutral from the Company's
perspective.

Service Contracts

Dr Price has a rolling service contract
dated 4 April 2005. This provides for
termination by either party on twelve
months’ notice. The Company may
however terminate without notice, and
make a payment in lisu of notice equal
to the sum of the salary due for the
unexpired notice period plus the fair
value of any contractual benefits. Any
such sum may be paid in instahments,
and in these circumstances there is a

requirement to mitigate loss.

Mr Rayner has 2 rolling service contract
dated 27 Angust 1999, This provides for
termunation by either party on twelve
monthy’ natice. The Company may
however terminate without notice and
make 2 payment in liew of notice equal
to the sum of twelve months’ salary plus
the value of any contractual benefits.
There are no other provisions relating to

compensation on early termination.

It is the Conuniteee’s general policy thac
all new executive directors appointed in
the future will have service contracts
with the Company which are termimble
on a maximum of twelve months’
notice, The service contracts will contain
provisions permitting the Company to
make any termination payments by
mstalments, and will require directors to

mutigare their loss in such citcumstances.

FINANCIAL STATEMENTS

Policy on Ousside
Appointments

With the specific approval of the Board in
each case, executive directars may accepe
external appointments as

non-executive directors of other
companies, provided that they do net
detrmact from their responsibilities to the
Group, and may retain any related fees
paid to them. Neither of the executive
directors currently hold any external
appointments.

Non-Executive

Directors

Mr Scobie has a rolling service contract
with the Company terminable on rwelve
manths’ notice by cither parcy. His
remuneration under the contract, part of
which is paid to his company for
consultancy services, has been increased
from £80,000 per anaum to

A£,88,000 per annum with effect from

1 November 2005. His time commitnent
under the contract is two to four days per
month, not 1o exceed a total of fifty days
per year. Additional services are paid for
at the rate of £1,000 per day.

Mr Evans’ existing service contrace with
the Coempany remained in place when he
retited as Chief Execntve and took up his
appointment as Non-Executive Deputy
Chairman in April 2005, The contrcr,
which is dated 10 December 1991, will
expire on Mr Evans’ 60th birthday on

27 October 2006, The contract was
terminable on two years” notice by the
Company and on nrwelve months” notice
by Mr Evans but the notice periods are
now reducing as Mr Evans approaches

his retivement date. Mr Evans continues
@ receive remuneration of

A£200,000 per annum and contractual
benefits under the contract,

My Much and Air Marshal Sir Peter Novriss
both have letwers of appointment
covering, amongst other items, their terms
of appointment and expected time
commitnent. These letters of
appointment provide for an initial three
year appointment, unless terminated
earlier by and at the discretion of either
patty upon three manchis’ written natice,

and anticipate that, subject to satisfactory
performance and re-election by the
shareholders, owo three-vear terms will
be served as 2 non-executive director.
The basic fees payable to Mr Much and
Air Marshal Sir Peter Norriss have been
increased fram £25,000 per annum to
£3D,000 per annum with effect from

1 November 2005. Mr Much also
receives an additional fee of £4,500 per
anmuun with effect from this date, in
respect of his Chairmanship of the
Remuneration Committee.

Fees for the non-executive directors are
determined annually by the Board,
having regard 1o the practice of other
companies and the particular demands of
the Group.

The Company provides private medical
nsurance for Mr Scobie and

A Marshal Sir Peter Norriss, and
their respective spouses.

With the exception of Mr Evans, whose
pensicn artangements are set out above,
the non-executive directors do nat
participate in the Company’s pension,
banus or share based incentive schemes.
Howewver, a long term incentive scheme,
known as The Chemring Group
Phantom Share Option Scheme, was
established in 1997 to secure the
appointment of Mr Scobie as Chairman
at 3 difficult time when the Group was
undergoing a fundamental
regrganivation. Mr Scobic, who is the
only participant in the scheme, acquired
a contractual entitlemient on his
appeinmment to the grant of phantom
options over 141,025 ordinary shares in
the Company at a notianal exercise
price of 78p per share. On exercise of
the phantom aptions at least three years
after the date of grant, Mr Scobie will be
entitled to a cash payment from the
Company equivalent to the difference
berween the then current market value
of the ordinary shares less the total
exercise price. The options have met the
performance condition linked to growth
in earnings per share, No further awards
will be made under this scheme.
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Andited Information

Directors’ Emoluments
The emoluments of all the directors who served during the year are shown below:

Salaries Cashy Texalle Total
and fees bonuses benefits

2005 2064 2005 2004 2005 2004 2005 2004

4000 L0000 L000 L0000 £000 £000 L4006 L000
Executives
D J Price 144 - 54 - 18 - 216 -
(appointed 4 Apr 2005}
T W Hayter 247 151 - 40 9 17 256 208
{resigned 10 Mar 2005)
P A Rayner 156 144 70 37 16 15 242 195
Non-executives
[ R Evans 200 201 41 51 30 27 271 279
P | Molony 19 41 - - - - 19 4
(rctired 28 Jul 2005}
[ F R Much 21 .- - - - - 21 -
{appeinted 1 Dec 2004)
P C Notriss 25 12 - - 1 1 26 14
K C Scobic 80 32 - - 2 1 82 83
] Stibbon 13 30 - - 1 2 14 32
{retired 24 Mar 20058}
Total remuneration 905 662 165 128 77 63 1,147 853

Amounts shown above in the salaries and fees column relate to basic salary in the case of executive directers and fees in the case of
non-executive directors,

Mr Hayters remuneration includes a payment of £184,588 which was made to him on termination of his employment with the Company,
comprising twelve months” pay in lieu of notice, compensation for loss of contractual benefits and compensation for loss of office.

Mr Scobie’s remuneration includes payments to his company, K C Scobie Limited, in respect of his consultancy services. In addition to the
remuneration shown above, Mr Scobie has a long term incentive scheme, details of which are given on page 19, in respect of which the Group
had accrued £810,000 (2004: £441,000) as at 31 October 2005, £369,000 (2004: £21,000) was charged to the profit and loss account during
the year in respect of Mr Scobie’s long term incentive scheme, reflecting the increase in the Group’s share price during the period and the
increase in the cash amount to be paid to Mr Scobie on exercise of his phantom optdons.

The bonuses paid to Dr Price, Mr Evans and Mr Rayner for the year were linked to the achievement of pre-agreed targets for earnings per
share and reduction in net debt (excluding acquisitions).

Directors’ Share Interests

The intetests of the directors in the ardinary shares of the Company ar | November 2004 (or date of appointment if later) and
31 Qctober 2005 arc shown below. All are beneficial holdings,

2005 2004

Number Number

D R Evans 87,497 100,497
I FR Much - -
P C Norriss - -
D J Price 1,000 -
P A Rayner 20,000 12,000
K C Scobie 144,864 134,864

No movements have taken place between 31 QOcrober 2005 and 1 February 2006,

In addidon to the interests detailed 2bove, by the virtue of section 324 of the Companies Act 1985, the executive directors are technically
deemed to be interested in all of the shares held by the Trustee of The Chemring Group PLC Share Based Incentive Scheine. 43,274 ordinary
shares were held by the Trustee at 31 October 2005.
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Share Options
The holdings by the directors of share options granted under The Chemring 1998 Executive Share Option Scheme at
1 November 2004 (or date of appointment if later) and 31 October 2005 {or date of leaving if eatlier) are shown below.

Niwber of share options

At T Nov Cranted A 31 Qut Marker Date

2004 or date during Lapsed  Exercised 2005 or price al Sfrom
of appointiment the  during the  during the datc of  Ewxertise date of which Expiry
if later year year yeur leaving if  price (p)  exerize () vxerdisable dare

carlier
TW Hayter 54,000 - - 54,000 54,000 380.5 500 23Jan 2005 22 Jan 2012
25,000 - - 25,000’ 25,000 436.5 500 8July 2007 7 July 2014
D [ Price - 52,798 - 52,798 473.5 - 7Apr2008  6Apr2015
P A Rayner 50,000 - - O‘ - 236 479 3Fcb 2003 2 Feb 2010
50,000

25,000 - - 25,000 436.5 - 8 Jul 2007 7 Jul 2014

“Mr Hayter exercised his options following the termination of his smployment with the Company,

Mr Hayter made a gain of £80,405 on the excrcise of his options during the year and Mr Rayner made a gain of £121,500 on
the excreise of his options.

Dr Price also received a one-tinme award of 125,000 restricted ordinary shares shordy after he took up his appointment as Chicf
Executive. Subject to Dr Price remaining in post, 50% of these shares will vest in March 2006 and the remaining 50% will vest in
March 2007, but there are no other performance conditions.

The cxercise of outstanding share options i3 subject to the Company meeting pre-set performance targets.

For options firse exercisable prior to 2007, the warget requires the Company’s average annual earnings per share so grow by at
least RPI + 3% over a three year period prior to exercise.

For options first exercisable in 2007, the target requires the Company’s average annual earnings per share to increase by at least
5% over the period of three, four or five years following gramt,

For options first exercisable in 2008, 50% of the options granted will vest after three years if the growth in the Company’s
carnings per share over the period exceeds RPT+3% per annum, increasing (on a straight line basis) to 100% of the options
vesting if earnings per share growth over the period exceeds RPI+6% per annuem. No re-testing is permitted.

The market price of the ordinary shares at 31 October 2005 was 652p. During the year, the ordinary shares traded within the
range 411.5p to 680p.

Pensions
The following table sets out the pension bencfits accrued by the directors during the year. Tangfir
value of  burease in
iTease Trnsfer
Transfer Teansfer i azmacd iy
walne of walne of bengfit after dhring
“Total accrtied Total accrvied inflation  year fless
benefit  benefit at Increase in accrued benefit  benefit at Increase in arieed  {fess members'  members’
acreed ar - 31 Ot benefit diiring year accued at - 31 Ot benefir during year (ontr- contri-
31 Qe 2004 2004 before inflation 31 Ot 2005 2005 after inflation butions} hutions}
Pension Cash Pension Cash  Pension Cash Pension Cash
(dpa} (L) £ (Lpa) L) (dpaj 4 (41 (Lpal tL) (£ (£
D R Evans 104,122 123,152 1832159 3,315 14,472 109,437 137,624 2092271 2,712 11,393 45,46% 244112
TW Hayter 3.825 11,475 12,368 435 1,275 4,250 12,730 44921 329 988 650 9,305
I3 | Price - - - 660 1,980 660 1,980 - 660 1,980 - -
P A Rayner 13,281 39,843 162,120 1,789 5367 15070 45,210 200,844 1,457 4,371 4,709 31,420

i} Transfer vatues tepreser labilicies af the applicable schente, and do not cepresent sums paid to the individuals.
ii} Mr Hayter left service on 10 March 2005,
iii) As Dr Price joined the Pension Scheme less than two years ago his benefits have not yet vested, and therefore he is not entitled te a transfer value,

) Transfer values bave been caleulated on the basis of actuarial advice, During the year, the basis on which rransfer values are caleulated wis updared.
For cansistency, all transfer values have been ¢alculated on the new basis, based on financial conditions at the respective dates.

Approval of the Directors’ Remuneraton Report
The Dircetors’ Remuneration Report wis approved by the Board on 1 February 2006,

Signed on behalf of the Board

I F R Much ~ Chairman of the Remuneration Committee v 21
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Statement on Corporate Governance

This statement sets out how the
Company has applied the main and
supporting principles of good
governance set out in Section 1 of the
revised Combined Code on Corporate
Governance, and whether or not the
Company has complied throughout its
accounting period with the provisions of
Section I of the revised Combined
Code.

The Board

The Board currently compriscs the
Chairman, the Chief Executive, the
Finance Dircctor and three
non-cxecutive directors, one of whom is
the Deputy Chairman. The Board
considers that two of the current
nen-~cxecuitive directors, Mr Much and
Air Marshal Sir Peter Notriss, are
independent in character and judgment,
and meet the criteria for independence
set put m the revised Combined Cede.
A search 1s corrently underway for a
third independent non-executive director
to replace Mr Meleny, who retired
during the year. The directors’
biographical details are set out on page 13.

The Board, which meets at least ten
tirnes 2 year, approves the Group's
long-term goals and strategies and
provides overall financial and
organisational control. The Board has a
formal schedule of matters specifically
reserved to it for consideration and
approval, including: approval of the
Group'’s corporate plan; approval of the
annual operating budgets; acquisitions,
disposals and major capital expenditure;
finuncing and treasury; pensions;
reviewing the Group's systems of
fimancial contrel and risk management;
approving appointments to the Board
and approving pelicies relating to
directors’ remuneration; and maintaining
an effective dialogue with sharcholders,
All directors take decisions objectively in
the intercsts of the Company.

The Board delegates certain
responsibilities to the Executive
Committee, including: implementation of

the Group’s strategies and policies as
determined by the Board; monitoring of
operational and financial results against
budget; allocation of resources across che
Group within the overall plan approved
by the Board; capital expenditure within
limits imposed by the Board; and
developing and implementing risk
management systems. Further details of
the Executive Committee are set out in
the scction of this report covering Board
Comumnittecs.

Procedurcs are in place covering the
content, presentation and fmely delivery
of papers to the Board for cach Board
meeting, to ensurc that directors have
sufficient information to make
expedient and considered decisions in
fulfilment of their fiduciary dudes.
Where dircctors have concerns which
cannot be resclved abourt the running of
the Company or a proposed action, such
congerns are recorded in the Board
minutes.

Each director has full access to the
advice and services of the Company
Sceretary who, under the direction of
the Chairman, is responsible for
mainmining good information flows
within the Board and its commigtees,
assisting with induction and keeping the
directors informed about changes to
their duties and responsibilities, and
advising the Board on all governance
matters. The appointment and removal
of the Company Secretary is 2 matter
for the Board as a whole.

All directors are entitled to take
independent professional advice in
furtherance of their duties at the
Company’s expense, if the need
should arise.

An internal induction programme on
the Group’s operations aud iis strategic
and business plans is provided for
newly-appointed directors. The
Company Sccretary also provides
detailed information on directors’ legal
duties and responsibilities on

appointment, and updates the Board on
a regular basis with regards to regulatory
changes affecting the directors and the
Group’s operations gencrally, Directors
are continually updated on the Group’s
businesses and the matters affecting the
market i which they operate. The
Company mects the cost of appropriate
external training for directors, the
requirement for which is kept under
review by the Chairman.

The Company separates the roles of
Chairman and Chief Executive in
accordance with the recommendations
of the revised Combined Code. The
division of responsibilities between the
Chairman and the Chicf Exceutive, and
their respective job descriptions, are st

out in writing and agreed by the Board.

In addition: to chairing the Board, the
Chairman is responsible for: ensuring
that the Board is kepe properly informed
and is consulted on all decisions reserved
to it; promoting constructive relations
between the exccutive and
noen-exceutive directors; cnsuring that
the development necds of directors arc
identified and the performance of the
Board evaluated on 2 regular basis; and
ensuring cffective communication with
sharcholders and acting as a conduit to
ensure that the views of sharehelders are
communicated to the Board. The
Chairman has no significant busincss
commitments other than his

chairmanship of the Company.

The non-exceutive directors perform an
cssential role in safeguarding
sharcholders’ intercsts. They actvely
participate In the development of
strategic objectives and monitar the
performance of executive marnagement
in achieving these objectives. The
non-cXecutive directors alse review
financial performance, and consider the
inzegrity of the financial information
produced by the Grovp and whether the
financial controls and risk management
systems are tobust and defensible. They
meet regularly with the management of




the Group's operating compunics.

In addition to participating in Board
meetings, the two independent
non-executive directors are the
members of the standing committecs set
up to deal with audit and the
remuncration of executive directors and
senior management. As referred to
above, a scarch Is currently underway for
a third independent non-cxecutive
director. The Board corsiders that once
this appointment is made, the balance of
cxecutive and non-exccutive influence
which cxists will be appropriate for the
Company, taking into account its size
and status.

The Board has not appointed a Senior
Independent Director, as it does not
consider this to be appropriate at the
present time in vicw of the size of
the Board.

Dhring the financial year, the Chairman
met regularly with the non-exceutive
dircctors without the executives present.

FINANCIAL STATEMENTS

Mr Much and Air Marshal Sir Peter
Norriss both have letters of appointment
covering, amongst other items, their
terms of appointment and expected dme
commitment. These letters of
appointment provide for an initial three
year appointment, unless terminated
carlicr by and at the discredon of either
party upon three months’ written notice,
and anticipate that, subject to satisfactory
performance and re-election by the
shareholders, two three-year terms will
be served as a non-cxecutive director.
The non-executive directors’ letters of
appointment are available for inspection
on request to the Company Secretary.

In accordance with the revised
Combined Cede and the Company’s
Articles of Association, all directors
submit themselves for re-clection every
threc years. The papers accompanying the
Netice of the Annual General Mceting
include a statement from the Chairman
confirming that the performance of cach
director seeking re-clection at the

meeting continues to be effective and
that each such dircctor continues to

demonstrate conunitment to their role.

Due to the significant changes in the
composition of the Board during the
year, the Board considered that it would
be prudent to defer the implementation
of a formal process for annual cvaluation
of the performance of the Board, its
comumittees and individual directors

untl the current financial year.

The Company maintains directors and
officers Hability insurance in respect of
legal acdon against its directors.

Board Committees

The terms of refercnce of the Audit
Committee, the Nomination
Commirttee and the Remuncration
Committee are posted on the
Company’s website and are available on
request from the Company Secretary.

Meetings Attendance

The following table shows the attendance of directors, who served during the year, ac meetings of the Board, the Audit

Cominiccee, cthe Nomination Committee and the Remuneration Commiteee:

K C Scobie

D R Evang

T W Hayter

P ] Molony*

[ F R Much’

Air Marshal Sir Peter C Norriss
Dr D J Price?

P A Rayner

General Sir John Stibbon®

Bpard Audit Cormitiee
(13 meetings} (2 meetings)
13 (13) 1(1)
13 (13) -
4 (5) -

9 (10) 2 (2)
10 (11) 1)
12 (13) 141
707 -
13 (13) -
5 (6) )

WNomination Commiftes

Remuneration Commitiee

(2 meetings) {7 meetings)

2 (2 2(2)
2(2) -
212 5 (6)
- 5(5)
- 4 (5)
- 2(2)

The maximum nuinber of mectings which cach director could have attended is shown in brackets.

' Resigned 10 March 2005

‘ Retired 28 July 2005
YAppointed 1 December 2004
* Appointed 4 April 21405

* Retired 24 March 2005
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Audit Commuttee

During the year Mr Scobie, Mr Molony,
General Sir John Stibbon, Mr Much and
Air Marshal Sir Peter Norriss all served
as members of the Audit Commirtee.
Mr Scobic initially acted as Chairman of
the Committee but resigned as a
member, together with

General Sir John Stibbon, in

January 2005, when Mr Much and

Air Marshal Sir Peter Norriss were
appointed as members. Mr Molony tock
over the Chairmanship of the Committee
with effect from 9 February 2005 until
his retirement, unexpectedly, on

28 July 2005. Following this, Mr Scobie
was reappointed as Chairman of the
Committee on an interim basis, pending
the appoinunent of a new independent
non-cxecutive director with appropriate
financial experience. Mt Scobie will
resign as Chairman of the Audit
Committee when this appeintment

is made.

The Committee mects not less than
twice a year and operates within formal
written terms of reference. As referred
to above, the terms of reference are

available on the Company’s website.

Meetings of the Committec are
atrended, at the invitation of the
Comunittee, by dhe external auditors, the
Chairman, the Finance Director and
representatives from the Group finance
function. The Committee meets with the
auditors on a regular basis without
exccutive directors present. The
Company Secretary acts as secretary to
the Cornmittee and minutes of meetings
are circulated to all Board members.

The Committee is authorised to seek
any information it requircs from any
employee of the Company in order to
perform its duties, and to obtain any
vutside legal or other professional advice
it requires at the Company’s expense.

The Committee monitors the integrity
of the Group’s financial statements and

the effectiveness of the external audic

process. It is responsibic for ensuring
that an appropriate relationship berween
the Group and the external auditors is
maintzined, inchiding revicwing

non-audit services and fees.

The Cormmittee keeps under review
the effectiveness of the Group’s internal
controls and financial risk management
systems, and on an annual basis,
considers the need for a dedicated

internal andic funcdon.

The Committee reviews annually its
terms of reference and its effectiveness,
and recommends to the Board any
changes required as the result of such

TeView.

Dhuring the year, the Committee,
operating under its terms of reference,

discharged its responsibilities by:

reviewing the Group’ draft 2004
financial statements and 2005 intcrim
results staternent prior to Board
approval, and reviewing the external
auditors’ detailed reports thercon;

reviewing the appropriatencss of the
Group's accounting policies, and
reviewing various accounting matters
raised by management and the
external auditors in the context of

financial disclosures;

" reviewing the potential impact in the
Group’s fimancial staterments of cortain
matters such as impairments of fixed
asset values and proposed International

Accounting Standards;

reviewing the external auditors’ plan
for the 2004 financial statements and
2005 interim results, including key
risks on the accounts, confirmanoen of
auditor independence and the
proposed audit fec, and approving the
terms of engagement for the audit;

- reviewing the requirement for a

dedicated internal audit function.

The Committee also reviewed the
arrangements by which employees may,
in confidence, raise concerns about
possible improprieties in financial
reporting or other matters during

the year,

The Company does not have 2
dedicated internal audit department.
Despite this, it 15 felt thag the financial
record keeping in the Group is robust
and capable of highlighting significant
departures from procedures. Other arcas
of risk which might normally be carried
out by an internal audit departiment are
in the main covered by the Board as a
whole or by the activities of other
conumittees reporting in to the Board.
Accordingly, the Board has confirmed
that it does not consider it necessary o
astablish a dedicaced internal audic
deparzment at this stage.

The Board has accepted the
Committee’s recommendaton that
Deloitte & Touche LLP be proposed for
re-appointment as auditors at the

forthcoming Annal General Mecting.

The Committee keeps under review the
level of non-audit services which are
provided by the external auditors, to
cnsure that this docs not impair their
independence and objectivity, The
Comumittee, in conjunction with the
Finance Dircctor, also ensures that the
Group maintains a sufficient choice of
appropriately qualified audit firms.
During the year, work of a consultancy
nature was sourced from the external
auditors enly where there was no direct
conflict with their role as external
auditors and where there were clear
efficiencies and valuc added benefits for
the Company. Details of the amouits
paid to the external auditors during the
year for audit and other services are sct
out in the notes to the financial

statements on page 40,

Nomination Conunittee
Mr Scobic, Mr Evans, Mr Much and
Air Marshal Sir Peter Norriss all served




on the Nominadon Committee during
the year. Mr Evans and Mr Molony
resigned as members of the Committee in
Jaruary 2005, when Mr Much and Air
Marshal Sir Peter Norriss were appointed.
Mr Scobic is Chairman of the
Cominittee but, in accordance with the
Comrmittee’s terms of reference, is not
permitted o chair mectings when the
Committee is dealing with the
appoinunent of his successor. As referred
to above, the Committee’s terms of
reference are available on the Company’s

website.

With tegards to the recruitment and
appointment of new directors to the
Board, the Committee considers the
specific knowledge and cxpertise which
would be of benefit to the Group’s
current operatiens and fature scrategy,
and provides a brief to external search
agents based upon its conclusions.

The search agents put forward a share fist
of candidates for the Committee to
interview before making its
recommendations to the Board. The
Board interviews preferred candidates
prior to making any formal offers of
appointment. These procedures were
adopted for the appointment during the
vear of bath Mr Much and Dr Price.

Remuneration Committee
Mr Scobie, Mr Molony, General Sir John
Seibbor, Mr Much and

Air Marshal Sir Peter Norriss all served
on the Remuneration Committees during
the year. Mr Scobie inidally acted as
Chairman of the Commitiee but resigned
as a member, together with General Sir
John Stibbon, in January 2005, when

Mr Much and Air Marshal Sir Peter
Norriss were appointed as members,

The Committee has been chaired by

Mr Much since January 2005.

The Committee met seven times during
the year, Further details on the Committee
and the Company’s policy on directors’
remuneration are included within the

Directors’ R emuneration Report.
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Executive Commnuttee

The Chief Exccutive, Dr Price, chairs
the Exccutive Committee, which meets
monthly. The other members are the
Finance Director and the Company
Secretary. The Executive Commuttee is
responsible for the executive day-to-day
running of the Company, submission to
the Board of strategic plans and budgers
for the Group’s operations, and
monitoring the day-to-day performance
of the Group as a whole.

Relations with
Shareholders

The Company maintaing an active
dialogue with institutional shareholders
through tegular briefing meetings and
formal presentztions following the
relcase of interim and annual results,
Meetngs are usually atrended by the
Chairman, the Chief Executive and the
Finance Director. However, the
nen-executive directors arc offered the
opportunity to meet with major
shareholders and attend meetings if so
requested by major sharcholders. No
such requests were received during the
year. Communication with private
investors is achieved largely through the
medium of the interim report and the

financial statcments.

The Company's website
{www.chemring.co.uk) provides financial

and business information on the Group.

The directors are provided with reports
and other written briefings from the
Company’s principal shareholders and
analysts, and are regularly informed by
the Company Secretary about changes
to significant sharcholdings.

It i5 the Company’s policy that all
diregters shonld attend and make
themselves available to take questions
from sharchelders ar address any
congerns at the Annual General
Meeting. At other times of the year,
the ditectors can be contacted via
the Company’s head office.

All substantial issues, including the
adoption of the annual repert and
financial statements, are proposed on
separate resoludons at the Annual
General Mecting. The number of proxy
votes received for and against cach
resolution, together with the number of
abstentions, are indicated aftcr votes
have been dealt with on a show of
hands. The Notice of the Annual
General Meeting is sent to sharcholders
at least twenty working days before the

meeting.

Financial Reporting

The statement of dircctors”
responsibilities in respect of the financial
statements and accounting records
maintained by the Company is set out

on page 135

Internal Control

The Board has continued to review the
effectiveness of the Group’s systems of
internal control, including financial,
operational and compliance controls,

and risk management systems.

The Board acknowledges its
responsibility for the Group’s systemns of
internal contrel and attaches
considerable importance to these
systems, which are designed o mect the
Group's particular needs and identify
those risks to which it is exposed.
However, the systems can only provide
reasonable, not absolute, assurance
against material misstatement, loss or

mismanagement of the Group's assets.

In carrying out its review of the
cffectiveness of the Group’s systems of
internai contrel, the Board has taken
intw consideration the following key
features of the Group's risk management
systems and control procedures which
operated during the year:

The Beard assesses the key risks
assoctated wath achievemnent of the
Group's business objectives as part of
the annual strategic planning process.

Quzt of this process, cach business
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establishes a five year plan and annual
budget, which are subject to approval
by the Beard. The performance of
cach business against budget and prior
years Is reviewed on a monthly basis
at both operational level and by the
Board. Achievement of strategic
business objectives and the asseciated
risks are momtored by the Board on
an ongoing basis.

All businesses hold monthly operating
meetings, which are attended by at
least ong main Board director, either
n person or, in the case of the
overseas companics, by video
conference. In the case of the US
busincsses, formal Board meetings arc
held quarterly and chese are actended
by main Board directors and external
non-cxceutive directors appeinted in
the US. The US non-executive
directors are available to provide
guidance and monitor governance in
the US businesses throughout the year.

Each business is required to comply
with the Group’s accounting policy
manual, which sets out formal
procedures for incurring certain types
of expenditure and making
contractual commitments.
Compliance with the accounting
policy manual 15 reviewed by both the
Audit Committee and the full Board.

The Board retains primary
responsibility for acquisidons and
disposals, and financing arrangements
for the Group. Treasury management,
IT strategy, insurance and significant
legal matters are dealt with cencrally
from the Group head office, and che
Board receives regular repors on each
of these items. Reviews of the
Group’ pensions, insurance and risk
management arrangements are carried
out by cxternal advisors on a

regular basis.

- A dedicated Group Health, Safety and
Environment Manager, supported by
a Group Health and Safety
Management Committee,
co-ordinates and controls the
activities of each business in
relation to health and safety and
environmental matters, which
arc a key focus for the Board
in view of the nature of the Group’s
operations. The Chief Executive is
the Board member nominated with
specific responsibility for health and
safety, and a sub-committee of the
main Board also focuses specifically
on safety ar the Group sites where
energetic materials are handled.
External auditors carry out an annual
review of the health and safety
management systems at cach of the
Group’s operations.

The Group’s Risk Management
Committee has been reconstituted since
the vear end, and new terms of
reference agreed. The Chicf Executive,
the Finance Director and the Company
Secretary now serve on the Committee,
and will report to the Board on a
biannual basis on the key risks and risk
control procedures implemented by
each business at an operational level.

The Board confirms that it has reviewed
the effectivencss of the Group’ systems
of internal control and risk management
which were i place during the financial
year ended 31 October 2005, and it
confirms that systems of intetnal control
and risk management compliant with
the revised Combined Code and the
Turnbull Guidance were in place
throughout the year and have rernained
in place vp to the dawe of approval of
these financial statements.
Norwithstanding this, the Board will
continue to tzke steps to embed internal
control and risk management further
inte the operations of the Group and to
deal with any areas of improvernent
which come to the attention of
management and the Board.

Compliance with the
Provisions of the Revised
Combined Code

Througheut the year ended

31 Ocrober 2005, the Company has
been in compliance with the code
provisions set out in Sectien 1 of the
revised Combined Code on Corporate
Governance issued by the Financial
Reporting Council in July 2003, with
the following cxceptions (references o
the relevant sechons of the revised
Combined Code are given in brackets):

. The non-cxecutive directors did not
meet without the Chairnnn present
to formally appraise the Chairman’s
performance during the year. This
was deemed to be inappropriate due
to the changes in the non-executive
directors in the year but will be
addressed this year as part of the
formal process for annual evaluation
of the performance of the Board, its
cemmittecs and individual dircceors

(A.1.3},

The Board has not nominated a
non-executive dircctor as the Senior
Independent Director as it docs not
consider this to be appropriate at the
present time in view of the size of the
Board. This requirement will be kepe
under review (A,3.3).

The membership of the Nomination
Committee was revised in

Jarary 2005 to include a majarity of
independent non-exccutive dircetors
and new terms of reference were
adopted. During the initial part of the
year however, the Nomination
Camumnittee did not comply with the
requirements of the revised
Combined Code (A4.1).

A formazl evaluation of the
performance of the Board, its
committess and individual direcrors
has been deferred ungl the current
financial year. It was deemed that this
was appropriate given the significant
changes in the composition of the
Board during the year (A.6.1).
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Mr Scobic’s appointment as
Norn-Executive Chairman is not for a
specified term; however, he is subject
to reciremnent by rotacion (A.7.2}.

The membership of the

Rempneration Committee was revised
in January 2005. The Conmmittee now
consists entirely of independent
non-executive directors and new terms
of reference have been adopted. During
the initial part of the year however, the
Remuneration Committee did not
comply with the requirements of the
revised Combined Code (B.2.1).

The membership of the Audit
Commiztee was revised in

January 2005 and new terms of
reference approved by the Board to
satisfy the requirements of the revised
Combined Code. However, following
the unexpected retirement of

Mt Molony in July 2005, it was
necessary for Mr Scobie to be
reappointed as Chairman of the
Committee on an interim basis,
pending the appointment of a new
independent non-executive director
with appropriate financial experience.
Mr Scobic will resign as Chairmar
of the Committee when this
appointment is made (C.3.1).

Going Concern

The directors have acknowledged the
latest guidance on going concern and,
after making appropriate enquiries, have
formed a judgmenc ac the dme of
approving the financial statements that
there s a reasonable expectation that the
Company has adequate resources to
continue in operational existence for the
foreseeable future. Accordingly, they
continue to adopt the going concern basis
in preparing the financial statements,

Approved by the Board of Dircctors on
1 February 2006.

Signed on behalf of the Board

S L Ellard - Secretary
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Chemring Group PLC

Independent Auditors’ Report on the
Financial Statements

for the year ended 31 October 2005

Independent Auditor’s
Report to the Members of
Chemring Group PLC

We have audited the financial statements
of Chemring Group PLC for the year
ended 31 October 2005 which
comprise the profit and loss account, the
balance sheets, the cash flow staterment,
the statement of total recognised gains
and losscs, and the related Notes 1 to
27, rogether with the reconciliation of
movements in sharchelders’ funds and
the notes o the consolidated cash flow
statement, These financial statements
have been prepared under the
accounting policies sct out therein.

We have also audited the information in
the part of the Directors’ Remuneration
Report that 15 described as having been
audited.

This report is made solely to the
Company’s members, as 4 body, in
accordance with section 235 of the
Companics Act 1985, Our audit work
has been undertaken so that we might
state 1o the Company’s members those
matters we are tequired to state to them
in an auditors’ repost and for no other
purpose. To the fullest cxtent permitted
by law, we do not accept or assume
responsibility o anyone other than the
Company and the Company’s members
as a body, for our audit work, for this
report, or for the opinions we have

formed.

Respective responsibilities of
directors and auditors

As described in the statement of
directors” responsibilities, the Company’s
dircctors are responsible for the
preparation of the financial statements in
accordance with applicable United
Kingdom law and accounting standards.
They are also responsible for the
preparation of the other information
contained in the annual report including
the Directors' Remuneration Report.
Qur responsibility is to audit the

financial statements and the part of the
Directors’ Remuneration Report
described as having been audited in
accordance with relevant United
Kingdom legal and regulatory
requirements and auditing standards.

We report to you our opinion as 1o
whether the financial statements give a
true and fair view and whether the
financial staterments and the part of the
Directors’ Remuneration Report
deseribed as having been audited have
been properly prepared in accordance
with the Companies Act 1985. We also
report to you if, in our opinion, the
Dircctors’ Report is not consistent with
the financial statements, if the Company
has not kept proper accounting records,
if we have not received all the
information and explanations we require
for our audit, or if information specified
by law regarding directors’ remuneration
atd transactions wich the Company and
other members of the Group is not
disclosed.

We review whether the corporate
governance statement reflects the
Company'’s compliance with the nine
provisions of the July 2003 FRC
Combined Code specified for our
review by the Listing Rules of the
Financial Services Authoriry, and we
repore 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
opinion on the effectiveness of the
Group’s corporate governance
procedures or its risk and control

procedures,

We read the Dhrectors’ Repore and the
other information centained in the
annual report for the above year as
deseribed in the contents section
including the unaudited part of the
Directors’ Remuneration Report and
consider the implications for cur report
if we become aware of any apparent

misstatements or material inconsistencies
with the financial statements,

Basis of audit opinion

We conducted our andit in accordance
with United Kingdom auditing
standards issued by the Audiong
Practices Board. An audit includes
examination, on a test basis, of evidence
relevant to the amounts and disclosures
in the financial statements and the pare
of the Directors’ Remuncration Report
described as having been audited. It also
includes an assessment of the significant
estimates and judgments made by the
directors in the preparation of the
financial statements and of whether the
accounting policies are appropriate to
the circumstances of the Company and
the Group, consistentdy applicd and
adequately disclosed.

We planned and performed our audit so
as to obtain all the informacion and
explanations which we considered
necessary in order to provide us with
sufficicnt evidence to give reasonable
assurance that the financial statements
and the part of the Dircctors’
Remuneration Report described as
having been audited are free from
material misstatement, whether caused
by fraud or other hrregularity or crror.
In forming our opinion, we also
evaluated the overall adequacy of the
presentation of information in the
financial statements and the part of the
Directors’ Remuneration Report
described as having been audited.

Uncertainty relating to

insurance claim

In forming our opinion, we have
considered the adequacy of the
disclosure made in Note 5 concerning
the amounts recognised under a ¢faim
against the Group’s then insurance
brokers concerning the insurance for
Kilgore Flares Company LLC and their
subsequent handling of the claim. The
furre setdement of this claim could
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result in 4 shortfall, or a surplus, when
compared with the rccorded debtor at
31 Ocrober 2008, It is not possible to
quaniify the effece, if any, of this
uncertzinty. Details of the circumstances
relating to chis uncertainty and the
amount of the relazed debtor recorded
at 31 October 2005 wre disclosed in
Note 5. Qur opinion is not qualified in
this respect.

Opinion
In our opinion the financial statements

give a true and fair view of the state of
affairs of the Company and the Group
as at 31 October 2005 and of the profit
of the Group for the year then cnded;
and the financial statements and that
part of the Direcrors” Remunenation
Report described as having been
audited have been properly prepared in
accordance with the Companies

,f“’&ct 1985.
‘J([u.l"\ ’GTC'J‘LL teP
Deloitte & Touche LLP
Chartered Accountants and
Registered Auditors
Southampton

1 February 2006
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Chemring Group PLC

Consolidated Profit and Loss Account

for the year ended 31 October 2005

Note

10

11

23

12

12

11

Turnover - continuing

- acquired

Operating profit - continuing

- acquired

Associated undertaking

Loss on disposal of subsidiary undertaking

Profit/(loss) on ordinary activities
before interest

Interest payable

Profit/(loss) on ordinary activities
before taxation

Tax on profit/(loss) on ordinary activides
Profit/(loss) on ordinary activities
after taxation

Equity minority interest

Profit for the year

Dividends

Retained profit for the year

Basic earnings per ordinary share
Diluted eatnings per ordinary share

Dividend per ordinary share

2005 2004
Before
impairment of Tmpairment Total Total
goodwill of goodwill operations operations
L0600 Lo00 £000 £000
130,186 - 130,186 125,580
2,272 - 2,272 N
132,458 - 132,458 125,580
19,324 {3,000) 16,324 16,927
742 - 742 -
20,066 (3,000) 17,066 16,927
197 - 197 151
- - - (690}
20,263 (3,000) 17,263 16,388
(2,960) - {2,960) (3,073)
17,303 (3,000) 14,303 13,315
(5,011} - (5,011) (3.822)
12,292 (3,000) 9,292 9,493
(13} 15
9,279 9,508
(3,073) (2,690)
6,206 6,818
42.22p (10.32p) 31.90p 33.32p
31.76p 33.14p
10.50p 9.00p
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Additional Financial Performance Statements

for the year ended 31 October 2005

2005 2004

L1000 £000
Staterment of total recognised gains and losses
Profit for cthe financial year 9,279 9,508
Currency translation differences on foreign currency net investiments 67 (1,945}
Total recognised gains and losses since last annual
report and financial statements 9,346 7,503
Reconciliation of movements in shareholders' funds
Profit on ordinary activities after taxation 9,292 5,493
Equity minority interest (13) 15
Dividends (3,073) (2,690)
Retained profit for the year 6,206 6,818
Other recognised gains/(losses) 67 (1,945)
Ordinary shares issued 10 77
Share premium arising 564 5,984
Net addition to shareholders’ funds 6,847 10,934
Opening shareholders’ funds 63,357 52,423
Closing shareholders’ funds 70,204 63,357

The historical cost profic and loss for the year is not materially different to that shown on the previous page.
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Chemring Group PLC

Consolidated Balance Sheet

as at 31 October 2005

Fixed assets
Intangible assets:
Development costs

Goodwill

Tangible assets

Investments

Current assets

Stock

Debtors

Cash at bank and in hand

Creditors dne within onc year

MNet current assets

Total assets less current liabilities
Creditors due after more than one year
Provisions for liabilitics and charges

Equity minority interest

Capital and reserves
Called-up share capital
Reserves

Share premium account
Special capital reserve
Revaluation reserve

Revenue reserves

Shareholders® funds

Attribueable to equity sharcholders

Attributable to non-cquity sharehclders

These financial statements were approved by the Board of Directors on 1 February 2006.

Signed on behalf of the Board
D J Price Jé
I 96‘ |

P A Rayner

Note

13

13

14

15

16
17

18

19
21

22

23
23
23
23

£000

2,297

39,948

32,274
29,948

7,774

69,996

{43,026)

27,274
12,939
2,374

26,096

2005
£000

42,245
51,747
1,068

95,060

26,970

122,030
{46,922)
(4,627)
(277)

70,204

1,521

68,683

70,204

70,142
62

70,204

£000

2,841

27,984

25,090
27,036
9,933

62,059
{49,915)

26,710
12,939
2,410

19,787

2004
£000

30,825
41,810
1,073

73,708

12,144

85,852
(18,174)
{4,057)
(264)

63,357

1,511

61,846

63,357

63,295
62

63,357




Parent Balance Sheet

as at 31 October 2003

Fixed assets
Tangiblc assets

Investments

Current assets
Debtors
Cash at barnk and in hand

Creditors due within one year

Net current assets

Total assets less current liabilities
Creditors due after more than one year

Provisions for labilities and charges

Capital and reserves
Calied-up share capital
Reserves

Sharce premium account
Special capital reserve

Revenue reserves

Shareholders’ funds

Attributable to equity shareholders

Autributable to non-cquity shareholders

These financial statements were approved by the Board of Directors on 1 February 2006,

Signed on behalf of the Beard

D J Price 9/@ / L

P A Rayner

Note

14

15

17

18

19
2]

22

23
23
23

L0060

55,776

55,776
(31,600)

27,274
12,939

1,337

FINANCIAL STATEMENTS

2005
£000

456

62,636

63,092

24,176

87,268
(44,027)
(170)

43,071

1,521

41,550

43,071

43,009
62

43,071

£000

48,289
341

48,630
(27,376)

26,710
12,939
2,358

2004
£600

895

34,660

35,553

21,254

56,809
(12,951
(340)

43,518

1,511

42,007

43,518

43,456
62

43,518
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Chemring Group PLC

Consolidated Cash Flow Statement

for the year ended 31 October 2005

Note L000
Net cash inflow from operating activitics A

Returns on investments and servicing

of finance B

Taxation

Capital expenditure B

Acquisitions and disposals B

Equity dividends paid

Net cash {outflow}/inflow before financing

Financing - issuc of shares B 574
- increase/{decrease) in debt B 25,967
Increase in cash C

Reconciliation of net cash flow to
movernent in net debt
Increase in cash

Cash (inflow)/outflow from the (increase}/decrease in debt

Change in net debt resulting from cash flows
New finance leases

Translation diffcrence

Amortisation of debt finance costs
Movement in net debt

QOpening nct debt

Closing net debt

2005
£000

21,141

(3,131)
{7,612)
(7,953}
(21,767

(2,736)

(22,058)

26,541

4,483

4,483

(25,967)

(21,484)
{103)
{1,109)
(70}
(22,766)
(30,008)

(52,774)

£000

6,061

(4,478)

2064
£000

14,462

(3,045)

(2,291)

(5,580)
482

(2,219)

1,809

1,583

3,392

3,392
4,478

7,870

(354
1,157
8,673

(38,681)

(30,008)
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Notes to the Consolidated Cash Flow Statement

for the year ended 31 October 20035

A. RECONCILIATION OF OPERATING PROFIT TO NET CASH FLOW FROM OPERATING ACTIVITIES

Operating profit

Impairment of goodwill
Amortisation charge

Depreciation charge

Loss on sale of tangible fixed assets
Increase in stock
(Increase)/decrease in debtors

Increase/{decrease) in creditors

B. ANALYSIS OF CASH FLOWS

Returns on investrents and servicing of finance
Interest paid

Preference dividend paid

Dividend from associate

Net cash outflow from returns on investments
and servicing of finance

Capital expenditure

Purchase of intangible fixed assets
Purchase of tangible fixed assets

Rueccipt from sale of tangible fixed assets

Net cash outflow from capital expenditure

Acquisitions and disposals

Acquisitions of subsidiary undertakings {see Note 25)
Met cash balance acquired with subsidiary undertaking
Reeceipts from sale of subsidiary undertaking/division

Net cash {outflow)/inflow from acquisitions
and disposals

Financing
Issue of ordinary share capital
Capital elements of finance lease payments
Dcbe due within one year:
- bank loans
Debt due within one year:
- bank loans

Net cash inflow from financing

2005 2004
Continning Acquired Total Total
operations aperations operations eperations
L000 2000 £000 L0060
16,324 742 17,066 16,927
3,000 - 3,000 -
1,607 - 1,607 1,555
4,087 16 4,103 3,229
8 - 8 128
(5,549) (147) (5,696) 1,169)
(854) (251) (1,105) 1,116
1,901 257 2,158 (7,324)
20,524 617 21,141 14,462
2005 2004
Lo00 £L000 £000 £060
{3,235) (3,148}
4) (4)
108 107
{3,131) (3,045)
(1,063) {1,404)
{6,898} {4,176}
8 -
{7,953 (5,580)
(23,448) (580)
1,439 -
242 1,062
{21,767) 482
574 6,061
(965) (1,313)
{3,165) (5.057)
30,097 1,892
25,967 {4,478)
26,541 1,583
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Chemring Group PLC

Notes to the Consolidated Cash Flow Statement

- continued

C. ANALYSIS OF NET DEBT

Cash at bank and in hand
Overdrafts

Debt due within one year
Debt dug after onc year

Finance lcases

Other
At Aon-cash Exchange At
1 Nov 2004 Cash flow changes movement 31 Oct 2005
£000 L0600 £000 A000 L1000
9,933 (2,464) - 305 7,774
{17,463) 6,947 - (228) (10,744)
(7,530) 4,483 - 77 (2,970)
(3,070) 3,165 {2,004) (48) (1,957)
(17,055) (30,097) 1,934 (1,102) {46,320)
(2,353} 965 (103} (306) (1,327)
(30,008) (21,484) (173) (1,109} (52,774)

Other non-cash changes represent the movement of debt due afier one year to within one year, and the amortisation of debt

finance costs.
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Notes to the Financial Statements

for the year ended 31 October 2005

[. ACCOUNTING POLICIES

The financial statements have been prepared in accordance with zpplicable United Kingdom accounting standards.

The particular accovnting policies adopted are described below.

Accounting convention
The financial statements are prepared under the historical cost convention as modified by the revaluation of property.

Basis of consolidation

The financial statements consolidate those of the Parent with the Group’s share of the results and post acquisition reserves of
all its subsidiary and associated undertakings. All companies within the Group make up their financial statements to the same
date. No profit and loss account is presented for the Parent as provided by scetion 230 of the Companies Act 1985.

Revenue recognition

Sales comprise the net value of deliverics made, work completed or services rendered during the year. Sales are recognised
when title passes, or when the right to consideration, in exchange for performance, has been completed. For bill and hold
arrangertients revenue is recognised wien che risks and rewards are transferred to the customer, cypically on formal acceptance.
Long term contracts continue to be accounted for in accordance with SSAP 9 (revised), whereby income is recognised based
on the right to consideration over the course of the contract.

Acquisitions
On the acquisition of 2 business, fair values are attributed to the Group’s share of net separable assets. Where the cost of
acquisition exceeds the fair values attributable to such net assets, the difference is treated as purchased goodwill and capitlised

i the balance shect in the year of acquisition.

The results and cash flows relating to an acquired business arc included in the consolidated profit and loss account and the
consolidated cash flow statement from the date of acquisition.

Intangible fixed assets

The purchased goodwill of the Group is regarded as having an indefinite useful economic life and, in accordance with FRS10,
is not amortised but is subject to annual tests for impairment. This represents a departure, for the purpose of giving a true and
fair view, from the requirements of schedule 4:21 of the Companies Act 1985, which requires goodwill to be amortised. In
the opinicn of the Board, it is not possible to determine a finite useful economic life for goodwill arising, duc to the inherent
durability of the corporate profile in the countermeasures, energetics and marine industries, and the continued market position
within these chosen business sectors. The complexities of the processes, techniologies and regulatory barrivts to entry support
and corroborate this position. Since it is not possible to identify any finite useful cconomic life, it is not possible to quantify
any amortisation which would be charged. In reviewing the carrying value of goodwill of the various businesses, the Board
has considered the separate plans and cashflows of these businesses consistent with the requirements of FRS11, and is satisfied
thae, except for the marine business, these demounscrate thae no impairment has occurved. Accordingly no charge for
impairment is required, other than for the marine business, for which a £3,000,000 impairment charge has been made.

Research, development, patent and licence costs are charged to the profit and loss account as incurred, except where a major
project is undertaken and ic is reasonably anticipated that costs will be recovered through future commercial activity. Such

costs arc written-off over three years from the date that commercial production commences.

Tangible fixed assets
Other than revalued land and buildings, tangible fixed assets arc held ar cost less accumulated depreciation. No depreciation is
provided on frecheld land. On other assets depreciation is provided at rates calculated to write down their cost or valvation to

their estimated residual values by equal instalments over their estimated useful economic lives, which arc considered to be:

Freehold buildings - up to 53 years
Leaschold buildings - the period of the lease
Plant and equipment - up o 10 years

v 37
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Chemring Group PLC

Notes to the Financial Statements

- continucd

1. ACCOUNTING POLICIES - continuted

Fixed asset investments
Except as stated below, investments held as fixed assets are stated at cost less provision for impairment.

in the consolidated financial statements, shares in the associated undertaking are accounted for using the equity method of
accounting. The consclidated profit and loss account includes the Group’s share of the profit and attributable raxadon of the
associated undertaking. In the consolidaced balance sheet, the sharcs in the associated undertaking are shown as the Group’s share

of net assets.

Stock
Stock is stated 4t the lower of cost and net realisable value. Raw materials arc stated at their purchase price, while work in

progress and finished goods comprise the cost of materials, labour and overheads applicable to the stage of production.

Current taxanon
Current tax, including UK corporation tax and foreign tax, is provided for at amounts expected to be paid (or recovered)

using the tax rates and laws that have been cnacted or substantively enacted by the balance shect date.

Deterred taxation

Deferred taxation is provided in full at the anticipated tax rates on differcnces arising from the inclusion of items of income
and expenditure in txation computations in periods different from those in which they are included in the financial
statements. Deferred taxation is not provided on tming differences arising from che revaluation of fixed asscts where there is

no commitment to sell the asset. Deferred tax assets and liabilities are discounted.

Special capital reserve
The special capital reserve was created as part of a capital reduction scheme involving the cancellation of the share premium

account which was approved by the Court in 1986 and is in accordance with the requirements of the Companies Act 1985.

. y .
Foreign currency

Transactions of the UK companies denominated in foreign currencies are translared into sterling at the raves ruling at the date
of the transactions. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated at
the rates ruling at that date. These translation differences are dealt with in the profit and loss account.

Trading results of overseas subsidiary undertakings are translated into sterling at an average rate for the period and net asscts
are transiated ac the rate ruling at the balance sheet date, Exchange differences arising between average rate and closing rate
and from the translation of the opening net investment in overseas companics and matched long term foreign currency

borrowings are taken dircctly to reserves.

Pensions

The Growp operates defined benefit pension schemes which cover the majority of UK employees. The cost of providing
pensions is estimared on the basis of independent actuarial advice and is charged to the profit and loss account over the expected
service lives of the participating employees. The accounting policy follows the funding policy excepr where an actuarial valvarion
indicates a deficiency or surplus. Such deficiencies or surpluses are for funding purposes dealt with as advised by the actuary. For
accounting purposes they are spread over the expected remaining service lives of the participating employecs.

The Group also operates money purchase pension arrangements for overseas employces, the costs of which are charged to the

profit and loss account as incurred.

Leased assets

Where the Group cnters inte a Jease which entails taking substantially all the risks and rewards of ownership of an asset, the lease
is treated as a finance lease. The asset is recorded in the balance sheet as 2 tangible fixed asset and is depreciated over the shoreer
of the estimated useful economic life and the leasc term. Future instalments under such leascs, net of finance charges, are
included in creditors. The finance clement of the instalments 1s charged to the profit and loss account at a constant rate of charge
on the remaining balance of the obligation.

All other Jeascs are operating leases and the rental charges are taken to the profit and loss account on a straight line basis over the

life of the lease.
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2. ANALYSIS OF TURNOVER, PROFIT AND NET ASSETS

2005 2004
Continuing Total Total
operations Acquisitions operations operations
£000 £000 Lo00 £000

Turnover by destination
UK 24,362 1,605 25,967 20,774
LISA 60,532 57 60,589 53,016
Australa 8,288 132 8,420 14,259
Europe 13,900 471 14,371 14,661
Reest of world 23,104 7 23,111 22,870
Total 130,186 2,272 132,458 125,580
2005 2004
Continuing Total Tosal
operations Acquisitions aperations operations
Lo00 £000 L0060 £0D0

Turnover by origin

UK 52,171 2,272 54,443 58,952
USA 72,097 - 72,097 54,555
Australia 4,288 - 4,288 5,609
Europe 1,630 - 1,630 1,464
Total 130,186 2,272 132,458 125,580

An analysis of turnover by business area is given in the summary financial information on page 1 and forms part of these financial
statements. An analysis of profit and net assets has not been given since in the opinion of the directors this would be seriously

prejudicial to the commercial interests of the Group.

3. ANALYSIS OF OPERATING PROFIT

2005 2004
Continying Total Total
operations Acquisitions operations opetations
£000 £000 £000 £000

Sales 130,186 2,272 132,458 125,580
Cost of sales {93,101) (1,009) (94,110} {92,178)
Gross profit 37,085 1,263 38,348 33,402
Operating expenses:

Distribution costs 3,431 62 3,493 3,678
Administrative cxpenses 14,330 459 14,789 12,797
[mparment of goodwill 3,000 - 3,000 -
Total operating expenses 20,761 521 21,282 16,475
Operating profit 16,324 742 17,066 16,927
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Chemring Group PLC

Notes to the Financial Statements

- ontinued

4. OPERATING PROFIT

2005 2004
L0060 4000

Operating profit is stated after charging:
Deprociation - owned asscts 3,278 2,592
- leased assets 825 637
Impairment charge - goodwill 3,000 -
Amortisation - other intangible assets 1,607 1,555
Operating lease rentals - other 428 362
- plant and machincry 882 1,002
Loss on disposal of tngible fixed assets B 128
Parent company audic fee 30 30

During the year £6,350,000 {2004: .£6,030,000) of research and development costs were incurred by the Group, of which
£1,063,000 (2004: £1,404,000) was capitalised (scc Note 13).

2005 2004
Auditors’ remuneration L0060 £000
Services as auditors:
Statutery andit 174 130
Audit-related regulatory reporting 27 27
Further assurance services:
Tax compliance 93 86
Tax services:
Tax advisory 160 88
Other non-audit services:
Corporate finance 242 100
636 431

Included within the above are /249,000 (2004:£118,000) of tax advisory and corporate finance fees relating to scquisitions and disposals.
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5. INSURANCE CLAIM

Following the manufacturing incident at Kilgore Flares Company LLC on 18 April 2001, resulting in material damage and
suspenision of operations, the Group lodged a claim with its insurers for property damage and business interruption. As
previously reported, at 31 QOctober 2004, payments totalling £10,756,000 had been received from the Group’s insurers.

The Group is now pursuing a claim against its former insurance brokers, concerning the insurance cover for Kiigore Flares
Company LL.C and the brokers’ subsequent handling of the claim. During the year the Group incurred costs of 147,000 in

relation to the claim, which were written-off,

The balance of the claim that had not been recovered from the Group’s nsurance brokers at the year end was £2,796,000
(2004: £2,689,000), which has been included within other debtors. Foreign exchange movements of £107,000 have been
recognised through the statement of toral recognised gains and losscs in these financial statements, due to the claim being

denominated in US dollars.

6. EMPLOYEES

The average number employed by the Group within cach category of 2005 2004
persons {including dircctors) was: Number Noumber
roduction 1,436 1,426
Sales and administration 218 207
1,654 1,633

The costs incurred in respect of these employees were: £000 £000
Wages and salaries 36,454 35,723
Social Sccurity costs 4,647 3,545
Other pension costs 3,073 2,969
44,174 42,537

7. DIRECTORS' EMOLUMENTS

Disclosures on directors’ remuneration, share options, long term incentive schemes, pension contributions and pension
entitlements required by the Companics Act 1985 and those specified for audit by the UK Listing Authority arc sct out in the
Directors’ Remuneration Report on pages 16 to 21, and that information which is described as having been audited forms

part of these audited financial statements.

8. PENSIONS

Pension arrangements
The pension cost figures used in these financial statements comply with the current accounting standard SSAP 24 Accounting

Jor pension costs. FRS17 Retirement benefits, has been 1sued and wansitional requirements continuc to apply.

Within the UK the Group operates two defined benefic schemes, the Chemring Group Staff Pension Scheme {the “Staff
Scheme™) and the Chemring Group Executive Pension Scheme (the “Exccutive Scheme”), as derailed below. The overseas

arrangements are all defined contribution schemes. The assets of the schemes are held in separate trustee administered funds.
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8. PENSIONS - wntinved

Regular pension costs - SSAP 24

The total pension costs for the Group for the year ended 31 Qctober 2005 were 3,073,000 (2004: £2,969,000).
Disclesures given relate to the Group as the pension assets and lizbilities of the Parent cannot be separately identified, These
costs include £1,004,000 (2004: £729,000) paid to money purchase pension schemes for overseas cmployees.

The costs of the defined benefic schemes are assessed in accordance with the advice of a qualified actvary using the attained
age method. Conrtributions to the schemes are charged to the profit and loss account 5o as to spread the cost of pensions

over employees’ working lives with the Group.

The last actuarial valuation of the Staff Scheme was carried out as at 6 April 2003, The main assumptions used by the
actugary in carrying out this valuation were as follows: return on investments of 6,7% per annum pre-retitement and 5.2% per
annum post-retirement; increase in saluries of 3.6% per annum; and increase in pension accrued after 6 April 1993 of 2.6%

per annum.

At the date of the last actuarial valuation, the market value of the assets of the Staff Scheme was 15,616,000, which was
sufficient te cover 55% of the benefits that had accrued to members. Following the valuation, it was agreed that the Group
would pay contributions at the rate of 16% of pensionable salaries with effect from 1 January 2004, plus an additional
monthly contribution of £15,000. Members’ contributions were increased from 6% to 8% of pensionable salary with cffect
from 1 February 2004,

The last actuarial valuation of the Executive Scheme was carried out as at 6 April 2003, The main assumptions used by the
actuary in carrying out this valuation were as follows: return on invesunents of 6.7% per annum pre-retirement and 5.2% per
annum post-retirement; increase in salaries of 4.6% per anmum; and increase in pension accrued after 6 April 1993 of 2.6%

per annum,

At the date of the last actuarial valuation, the market value of the assets of the Excoutive Scheme was £2,484,000, which was
sufficient to cover 47% of the benefits that had accrued te members, Following the valuation, it was agreed that the Group
would pay increased contributions at the rate of 32% ofpensionablc salaries, together with additional payments of £20,000
per month. Members are required te make contributions at the rate of 8% of pensionable salary. The Executive Scheme is
closcd to new entrants. The Group’s contribution rate over the average remaining service lives of the members of the

Executive Scheme takes account of the deficit disclosed by the valvatien.

Included within other debtors (see Note 17) is £234,000 (2004: £252,000) in respect of pension contributions to defined

benefit schemes, being the difference berween amounts recognised as costs and amounts paid or funded directly.

FRS17 disclosures
Under the transitional arrangements of FRS17, the Group is required to disclose the following information about the schemes
and the figures that would have been shown in the Group balance sheet if FRS17 had applied in full today.

Full actvarial valuations for the Staff Scheme and the Exccutive Scheme as at 6 April 2003 have been prepared and updated to

31 October 2005 by a qualified actuary, using the projected unit valuation method.

The total asscts and liabilitics of the Stuff Schenie and the Executive Scheme updated to 31 October 2005 in accordance with

FRS17, along with the expected rates of return on assets were as follows:
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8. PENSIONS - atinned

2005 2004 2003
Long term rate of Value Long term rate of Value Long term rate of Value
returnt expected £000 retuirn expected 4000 return expected 4000
Equities : 6.4% 16,007 6.8% 12,858 7.1% 12,395
Bonds 5.0% 11,440 5.4% 9,248 51% 7,195
Other assets 4.4% 478 4.8% 638 5.1% 731
Total market value of assets 27,925 22,744 20,321
Present value of scheme liabilities (45,728) (38,821) (34,450)
Deficit in schemes (17,803) (16,077) (14,129)
Reelated deferred tax 4,184 3,750 3,331
Net pension liability (13,619) (12,287) £10,798)

If the FRS17 net deficit in respect of the two schemes of £13,619,000 at 31 Ocieber 2005 (2004: £12,287,G00) had been
accounted for as a lability of the Group at that date, the balance on the Group's profit and loss reserve at that date would
have been reduced from £26,096,000 to £12,477,000 (2004: £19,787,000 to £7,500,000).

The figures shown above were calculated on the basis of the following assumptions:

2005 2004 2003
Discount rate 5.5% 5.9% 6.1%
Rate of increase in salarics 3.9-4.9% 3.9-4.9% 3.9-4.9%
Rare of increase in deferred pensions 2.9% 2.9% 2.9%
Rate of increase in pensions in payment (where applicable) 2.9% 2.9% 2.9%
Inflation assuniption 2.9% 2.9% 2.9%
Analysis of movement in the deficit in the schemes during the year:

2005 2004 2003

£000 £000 L£000
Opening delicit in the scheacs {16,077} (14,129} {13,467)
Current service cost (823) (6803 (802}
Contriburions 1,582 1,780 1,030
Other finance costs (862) (782) (851)
Actuarial losses (1,623) (2,266) (39
Closing deficit in the schemes {17,803) {16,077) (14,129)
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8. PENSIONS - centinued

Amounts that would have been included within the financial statements for the year ended 31 Ocrober 2005 had FRS17 been applied

are as follows:

Amounts included within operating profit:

Current scrvice cost

Amounts included as other fihance costs:

Expected return on scheme assets
Discount on scheme liabilities

Net charge

2005 2004
£000 £000
{823) (630)
2005 2004
£0660 L000
1,438 1,331
(2,300) (2,113)
(862) (782)

Amounts that would have been included within the statement of total recognised gains and losses for the year ended 31 OGetober 2005

had FRS17 becn applied are shown below, expressed in monetary amounts and as a percentage of:

(i) scheme assets at the balance sheet date;

(i} present value of the scheme liabilities ac the balance sheet date,

Difference between actual and expected return
on scheme assets {1)
Experience gains and losses arising on scheme labilies (ii)
Effeets of changes in assumptions underlying the present value
of the scheme liabilitics {i1)

Total actuarial losses

9. INTEREST PAYABLE

Interest payable:

Bank overdraft interest

Loan stock interest (sce Note 18)
Medium term loan interest
Finance lease interest

Amortisation of debt finance costs

£o00

2,659
321)

(3,961

T (L,623)

2005

%

9.5
0.7

(8.7)
(3.5)

2004
4000 %
(372) (1.6)
{902) (2.3)
N L B )
(2,266) (5.8)
2005 2004
Total Total
operations operations
L00p A000
1,282 1,466
1 2
1,487 1,333
120 272
70 -
2,960 3,073




10. TAX ON PROFIT ON ORDINARY ACTIVITIES

2005 2004

£000 4000
Corporation tax:
Corporation tax charge for the year (65) 1,019
COverseas taxation 5,400 3,449
{Over)/under provision in prior years (554) 383
Total current tax 4,781 4,851
Deferred tax:
Timing differences — current year {21) (59)
Changes in discount (61) (225)
Under/(over) provision in prior years 245 (796)
Totat deferred tax 163 {1,080}
Associate’s tax 67 51
Tax on profit on ordinary activities 5,011 3,822

The standard rate of current tax for the year is 30%. The current tax charge for the year s higher (2004: higher) than 30% for the

reasons set out in the following reconciliation:

2005 2004

£000 £000
Profic on ordinary activitics before taxation 14,303 13,315
Tax on profit on ordinary activitics at standard rate 4,291 3,595
Factors affecting charge:
Expenses not deductible for tax purpescs net of tax credits 336 (162)
Capital allowances in excess of depreciation 11 (220)
Prior year adjustments (554) 383
Overseas profits taxed ac rates higher than the standard rate 697 576
Deferred tax movements - 279
Total current year tax charge 4,781 4,851
11. DIVIDENDS

2005 2004

Loop oo
Dividends on cumulative preference shares of £1 each
Paid 30 April 2005 3.50p (2004: 3.50p) 2
Paid 31 Ocrober 2005 3.50p (2004: 3.50p) 2
Dividends on ordinary shares of 5p each
Interim paid 23 September 2005 3.20p (2004: 2.80p) 933 809
Final proposed 7.30p (2004: 6.20p) 2,130 1,797
Under provided in previous year 6 80

3,069 2,686

Total dividends 3,073 2,690
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12. EARNINGS PER ORDINARY SHARE

The earnings and shares used in the

calculadons are as follows:

Basic

Addirional shares issuable other
than at fair value in respect of
options outstanding

Diluted

2005 2004
Ordinary Ordinary
shares shares
Earnings Number EPS Farnings Nruriber EPS
Loog 0005 Pence L0006 000s Peree
9,275 29,075 31.90 9,504 28,521 33.32
- 125 (0.14) - 160 0.18)
9,275 29,200 31.76 9,304 28,681 33.14

Earnings comprise profit for the financial year after deducting preference dividends of £4,000 (2004: £4,000). Ordinary shares

are calculated by reference to the average number of shares in issue in the year.

Reconciliation from basic carnings per share to basic carnings per share before impairment of goodwill:

Basic

[mpairment of goodwill (see Note 13)

Basic - before impairment

of goodwill

13, INTANGIBLE FIXED ASSETS

GROU¥

Cost

At 1 November 2004
Additions

Foreign exchange movements

At 31 October 2005
Amortisation

At 1 November 2004

Charge for the year
Impairment charge

Forcign exchange movements

At 31 Ocrober 2005
Net book value
At 31 Ocwober 2005

At 31 Qoober 2004

The addition to goodwill arose on the acquisition of Nobel Energetics Limited {formerly Troon Investments Limited)
(sec Note 25). The impairment charge relates to a write-down of goodwill in respect of the non-core Marinc division.

2005 2004
Ordinary Ordinary
shares shares
Earnings Number EPS Earnings Number LPS
L000 200 Pence AL 000 000s Pence
9,275 29,075 31.90 9,504 28,521 33132
3,000 - 1032 - - -
12,275 29,075 42.22 9,504 28,521 3332
Development
costs Goodwill Total
£000 A£000 L0600
5,842 27,984 33,826
1,063 14964 16,027
17 - 17
6,922 42,948 49,870
3,00t - 3,001
1,607 - 1,607
- 3,000 3,000
17 - 17
4,625 3,000 7,625
2,297 39,948 42,245
2,841 27,984 30,825




14. TANGIBLE FIXED ASSETS

(A} GROUP

Cost or valuation

At 1 November 2004

Addidens

Acquisition of subsidiary undertaking
Transfer to assets for resale (sec Note 17)
Disposals

Forcign exchange movements

At 31 October 2005

Depreciation

At 1 November 2004

Charge for the year

Acquisition of subsidiary undertaking
Transfer to assets for resale (see Note 17)
Disposals

Forcign exchange movements

At 31 October 2005

Net book value
At 31 October 2005

At 31 October 2004

(B) PARENT

At | Noveqiber 2004
Additions
Transfer to current asscts (see Note 17)

At 31 Ocrober 2003

Depreciation

At 1 November 2004

Charge for the year

Transfer to current assets (see Note 17)

At 31 October 2005
Net book value
At 31 Ocrober 2005

At 31 October 2004
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Land and Plant and
buildings equipment Total
£000 £000 L0006
19,888 39,301 59,189
1,164 5,837 7,001
5,740 976 6,716
(633) - (633)
- (32 (32)
441 958 1,399
26,600 47,040 73,640
1,994 15,385 17,379
408 3,695 4,103
- 219 219
219) - (219)
- (16) (16)
35 392 427
2,218 19,675 21,893
24,382 27,365 51,747
17,894 23,916 41,810
Land and Plant and
briildings equiptnent Total
L0000 4000 L000
1,168 541 1,709
- 20 20
{633 - (633)
535 561 1,096
299 515 814
31 14 45
(219) - 219)
1 529 640
424 32 456
869 26 895
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14. TANGIBLE FIXED ASSETS - ontinued

(C) LAND ANT BUILDINGS

Land and buildings comprise:
Frechold
Long leaschold

Land and buildings arc stated at cost or value:
30 September 1997+ depreciated replacement cost
At cost

Group Parent
2005 2004 2005 2004
Lo00 4000 £000 £000
25,432 18,720 - -
1,168 1,168 1,168 1,168
26,600 19,888 1,168 1,168
5,820 5,820 - -
20,780 14,068 1,168 1,168
26,600 19,888 1,168 1,168

The 1997 land and buildings valuation was carried out by Chestertons, Chartered Surveyors, on the UK properties, on a depreciated

replacement cost for the owo pyrotechnic sites, and on open market value for the remainder. The effect of the revaluation is to increase
annual depreciation by £36,000. In accordance with the transidonal requirements of FRS15 this valuaton has not been updated.

If stated under historical cost principles the comparable amounts for the total of fand and butldings would be:

Cost

Accumulated depreciation

Historical cost value

All other tangible fixed assets are stated at historical cost. Included in plant and equipment are assets of net book value

43,165,000 {2004: £3,887 000} held under finance leases.

{D) FUTURE CAPITAL EXPENDITURE

Contracted for but not provided for

Gronup Parent
2005 2004 2005 2004
£000 £000 £000 £000
24,503 17,791 535 1,168
(2,495) {2,307) (111) (302)
22,008 15,484 424 866
Gronp Parent
2005 2004 2005 2004
£000 £000 £L000 £000
634 627 - -
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15. FIXED ASSET INVESTMENTS

{A) GROUP Assvciated
undertaking
Trade share of net
inyestments assets Total
L0006 L00g £000
At 1 November 2004 10 1,063 1,073
Retained profit of associated undertaking - 130 130
Dividend received - (108) (108)
Forcign exchange movements - (27} (27)
At 31 October 2005 10 1,058 1,068

Reesults of the associated undertaking relate to the Group’s share of the profits of CIRRA S.A. (sce below).

(B) PARENT Shares in Shares in Loans to
subsidiary associated subsidiary Trade
undertakings undertaking  undertakings investments Total
£000 £000 £000 £000 £000
Cost
At 1 November 2004 32,323 13 6,250 10 38,596
Additions 8,000 - - - 8,000
Acquisitions (sce Note 25) 22,976 - - - 22,976
At 31 October 2005 63,299 i3 6,250 10 69,572

Provision for impairment

At 1 November 2004 3,936 - - - 3,936
Charge for the year 3.000 - - - 3,000
At 31 October 2005 6,936 - - - 6,936

Net book value
Ac 31 October 2005 56,363 13 6,250 10 62,636

At 31 October 2004 28,387 13 6,250 10 34,660

The Company subscribed for 5,000,000 new ordinary £1 shares in McMurdo Led for a consideration of £5,000,000 in cash
on 25 October 2005 and 3,000,000 new ordinary £1 shares in Pains Wessex Safety Systems Lid for a consideration of
£3,000,000 in cash on 26 October 2005.
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15. FIXED ASSET INVESTMENTS - continued

{C) SUBSIDIARY AND ASSOCIATED UNDERTAKINGS

The subsidiary and associated nndertakings which, in the opinion of the directors, affected the results of the Group are shown

below.
% of issued
ordinary share
capital controlled
Country of by Chemring
Subsidiary undertakings incorporation Group PLC Activity
Pains Wessex Lid England 100 Countermeasures
PW Defence Led England 100 Energetics
McMurdo Ltd England 160 Marine clectronics
[.C.S. Electronics Lid England 100 Marine electronics
Nobel Energetics Led Scotland 100 Energetics
Alloy Surfaces Company, Inc. Delaware, USA 100 Countermeasures
Kilgore Flares Company LLC Delaware, USA 100 Countermeasurcs and cnergetics
Pains Wessex Australia Pry Led Australia 100 Countermeasures and enlergetics
Pirotécnia Qroquieta S.L. Spain 51 Energetics
Associated nndertaking
CIRRA S.A. France 49 Countermeasures
16. STOCK
Group
2005 2004
4000 £000
Raw materials 15,501 10,048
Work in progress 7,764 7,184
Finished goods 9,009 7,858
32,274 25,090

There are no significant differcnces between the replacement costs and the stock values shown above.
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17. DEBTORS

Group Parent

2005 2004 2005 2004

L000 £000 £060 £000

Trade debrors 23,204 20,511 12 53
Amounts owed by subsidiary undertakings - - 51,342 43,068
Group relief recoverable - - 2,112 3,210
Advance corporation tax recoverable 170 170 - -
Deferred tax asset {sce Note 21(B)} - - 172 102
Assets for resale 414 - 414 -
Qther debrors 5,416 4,752 1,670 1,151
Prepauyments and accrued income 744 1,603 54 705
29,948 27,036 55,776 48,289

Included within other debtors are amounts recoverable under an insurance caim relating to ar incident at Kilgore Flares
Company LLC (see Note 5).

Assets for resale represent buildings formerly classified as ngible fixed assets which are now classificd as assets for resale, due

within onc year.

All amounts shown above are due within one year.,

18. CREDITORS DUE WITHIN ONE YEAR

Group Parent

2005 2004 2005 2004

£000 £000 £000 £000

Bank overdrafts (scc Note 19) 10,744 17,463 15,408 14,304
Bank loans (sec Note 19) 1,957 3,030 1,957 2,367
Unsecured loan stock (see Note 19) - 40 - 40
Trade creditors 17,079 14,957 507 244
Amounts owed to subsidiary undertakings - - 9,787 7.191
Other creditors 2,279 3,022 270 738
Obligatiens under finance leases (sec Note 19) 925 1,234 - -
Corporation tax payable 56 297 - -
Owerseas tax payable 1,094 2,643 - -
Other taxation and Social Sccurity 1,560 1,059 43 39
Accruals and deferred income 5,202 4,373 1,498 656
Proposed dividends 2,130 1,797 2,130 1,797
43,026 49,515 31,600 27,376

Bank loans and overdrafts held with Bank of Scodand are secured by a full debenture over the assets of the UK businesses and
Kilgere Flares Company LLC, and are also subject to cross guarantees between all UK subsidiaries. Bank loans held with
Wilmington Trust Corporation (USA) are secured on the related assets purchased with these loans by Alloy Surfaces Company, Inc..

Finance lease obligations are secured on the related assets.
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19. CREDITORS DUE AFTER MORE THAN ONE YEAR

Parent
2005 2004 2005 2004
Looo 4000 L0006 £000
Medium term loan - UK 44,027 12,951 44,027 12,951
~ Overseas 2,293 4,104 - -
Obligations under finance lcases 602 1,119 - -
46,922 18,174 44,027 12,951

The average interest rate applicable to the UK medium term loan is 6.1% (2004: 5.0%) and the average rate for the overseas

medium term loan is 2.8% {2004: 4.1%) per annum. The averseas medium term loan is secured on the assets of certain of the

overseas businesses. Finance lease obligations attract interest rates of between 2% and 3% above base raze. Obligztions under

finance leases falling due within onc to two years, included in the above, total £398,000, with the remaining £204,000 falling

duc within two to five years.

An analysis of the Group’s borrowings and the maturity profile of these borrowings is as follows:

Bank loans and overdrafts

UK medium cerm loans - sterling denorminated
- US dollar denominated
Overseas medium term loans - UJS dollar deneminated

Obligations under finance leases - sterling denominated
- US dollar denominated

Unsecured loan steck

Borrowings falling due wichin:
One year

One to two years

Two to five years

After five vears

Group
2005 2004
4000 £000
12,701 20,493
29,282 5,783
14,745 7,108
2,293 4,104
629 1,195
898 1,158
- 40
60,548 39,941
13,626 21,767
6,236 6,709
27,766 11,006
12,920 459
60,548 39,941
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20. DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS

The Group's financial instruments, other than derivatives, comprise borrowings, cash and various other non-derivative financial
instruments such as trade debtors and trade creditors. As permitted by FRS13 Derivatives and other financial instruments: Disclosieres,

short term debtors and creditors have been excluded from all FRS13 disclosures.
The Group uses financial insttuments to manage financial and commercial risk wherever it is appropriate to do so.

The main risks arising from the financial instruments of the Group are interest risk, foreign exchange risk and liquidity risk. The

Group’s policics in respect of the management of these risks, which remainced unchanged throughout the year, were as follows :-

Interese risk: The Group finances its operations through a mixture of retained profits, bank borrowings and
leasing lines of credit. The UK borrowings are denominated in sterling and US dollars and are
subject to fixed rates of interest through an amortising LIBOR swap and floating rates of
interest linked to Bank of Scotiand base rate to provide flexibility. The overscas borrowings arc

denominated in local currency and are predominantly subjcct to fixed rates of interest.

Forcign exchange risk: Foreign cxchange risk can be subdivided into two components, transactional risk and

translation tisk:

Transactional risk — The Group policy is to hedge significant transactional currency exposures
via the use of forward forcign exchange contracts. The measurement and control of this risk is

closely monitored on a Group-wide basis.

Translation risk ~The Group translates overseas results and net assets in accordance with the
accounting policy in Note 1. The cransfacion risk on net assets is concrolled by the cunsfer of
currencies between Group companies and the appropriate use of foreign currency borrowings.
Translation risk on overseas results is monitored by the Group and contrelled by the use of
appropriate forward foreign exchange contracts, and other financial instruments, when
considered necessary. Any remaining translation differences arc dealt with through the Group’s

staternent of total recognised gains and losses.

Liquidicy risk: Details of the maturity profiles of the Group's funding can be found in Note 19,

The total undrawn committed borrowing facilities at the financial year end amounted to £39,438,000 (2004: £20,381,000).

The Group had open forward foreign exchange contracts with a value of US$9,172,000 at 2 weighted average exchange ratc of
USE1.7399 and €1,900,000 at a weighted average exchange rate of €1.4062 as at 31 October 2005, A loss of £283,000 was

recognised during the year as a result of marking to market these coneracts.
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20. DERIVATIVES AND OTHER FINANCIAL INSTRUMENTS - wntined

The interest rate tisk profile of the Group's financial assets and lLiabilities 1s as follows:-

I) FINANCIAL ASSETS 2005 2004
Hoating Fixed Floating Fixed

tate rate Total rase rate Total

£000 L7000 Lo00 4600 4000 49000

Sterling 4,518 - 4,518 3,300 - 3,300
US dollar 10,979 - 10,979 10,384 - 10,384
Australian dollar 1,158 - 1,158 468 - 468
Euro 985 - 985 - -
Other currencics 3 - 8 112 - 112
17,648 - 17,648 14,264 - 14,264

Offset in the UK (9,874) (4,331)
7,774 9,933

Disclosed as:
Cash at bank and i hand 7,774 9,933

Financial assets held in the UK enjoy a tight of interest off sct against overdraft balances. Owerseas financial assets have a
weighted average interest rate of 196 (2004: 1%}

IT) FINANCIAL LIABILITIES 2005 2004
Floating Fixed Floating Fixed
rate rate Total rate rate Toral
Looo L0000 Looo £060 4000 4000
Sterling (34,398) (10,1913 (44,589) {13,201) (9,385) {22,586)
US dollar (15,009) (10,824) (25,833) (7.85%) (13,093) (20,946)
Australian dollar - - - (740) - (740)
(49,407) (21,015) (70,422) {21,794) (22,478) (44,272)
Offset in the UK 9,874 4,331
(60,548) (39,941)
Disclosed as:
Bank loans and overdrafts (12,701} (20,493}
Medium term loan - UK {44,027) (12,951)
— OVerseas (2,293) {4,104
Obligations under finance leases - UK {629) (1,195}
~ Overseas (898) (1,158)
Loan stock - (40)
(60,548) (39,941)

A right of offset exists for currency amounts held within the UK by Bank of Scotland. These arc used ¢o offsct the interest charged
on the UK overdraft which bears interest at 1.25% above LIBOR. Cash at bank and in hand consists primarily of overscas funds
which are used as short cerm intra-group financing as well as an internal exchange rate hedge.

The weighted average interest rate of fixed rate financial Habilities at 31 October 2005 was 5.2% (2004: 5.5%) and the weighted
average period of funding was threc years (2004: four years).

The Group has twe amortising interest rate swaps, from floating to fixed rate, one that expires in 2008 at a rate of 6.14% (Sterling)
and onc that cxpires in 2007 at a rate of 3.87% (US dollars). Otherwise the Group had nio derivative financial instruments
outstanding at 31 October 2005. The opinion of the Board is that the fair value of the Group’s financial liabilities after taking
account of the interest ratc swaps is £,12,000 lower {2004: £462,000 higher) than the book value. The Beard has no intention of
realising this asset/liability. The fair value of the financial assets is their book value.




21. PROVISIONS FOR LIABILITIES AND CHARGES

{4) MOVEMENT IN THE YEAR

Croup Parent

Deferred Other Other
taxation provisions Total provisions Total
£000 £000 £000 £000 4000
At 1 November 2004 3,431 626 4,057 340 340
Provided in the year 163 - 163 - -
Transfer from current tax 663 - 663 - -
Utilised in the year - 456) (456) (17) 170y
Acquired with subsidiary undertaking 200 - 200 - -
At 31 October 2005 4,457 170 4,627 170 170

In the Group and Parent balance sheet other provisions arc held in respect of amounts payable to the Group’s pension schemes

following the disposal of Kembrey Wiring Systems Limited,

(B) DEFERRED TAX PROVISION/(ASSET) AT YEAR END

Deferred tax provided in the financial statements is as follows:

Greup Barent
2005 2004 2005 2004
£000 £600 L0600 4000
Capital allowances 1 excess of depreciation 3,434 2,261 41 35
Onther timing differences 1,908 1,994 37 135
Discourt (885) (824) (250) 272
Deferred tax provision/ (asset) 4,457 3,431 (172) (102)
22. CALLED-UP SHARE CAPITAL 2005 2004
£000 £000
Authorised
62,500 7% cumulative preference shares of £1 cach 62 62
33,000,000 ordinary shares of Sp each 1,650 1,650
1,712 1,712
Issued, allotted and fully paid
62,500 7% cumulative preference shares of £1 each 62 62
29,177,576 (2004: 28,988,576} ordinary shares of 5p each 1,459 1,449
1,521 1,511

The 7% cumulative preference shares confer no rights to vore, except on certain specified matrers.
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22. CALLED-UP SHARE CAPITAL - wntinved

Share options

The following opticns to subscribe for ordinary shares granted under the Company’s share option scheme were outstanding at

31 Ocrober 2005.

THE CHEMRING 1998 EXECUTIVE SHARE OPTION SCHEME

Date Number of ordinary Exereise price Dates between which options
of grant shares under option per share ay be exercised
4
5 Feb 2003 100,000 2.285 5 Feb 2006 - 4 Feb 2013
§ Jul 2004 &0,000 4.365 8 Jul 2007 - 7 July 2014
7 Apr 2005 52,798 4.735 7 Apr 2008 - 6 Apr 2015
23. RESERVES
(A) GROUP Share Special
preminm capital  Revalnation Revenuc
aicount reserve reserve reserves Total
A000 £000 £000 L0060 £000
As at 1 November 2004 26,710 12,939 2,410 19,787 61,846
Otrdinary shares issued 564 - - - 564
Retained profit for the year - - - 6,206 6,206
Guins arising from foreign exchange translations - - - 67 67
Transfer between reserves - - (36) 36 -
At 31 October 2005 27,274 12,939 2,374 26,096 68,683

The share premium zceount, special capital teserve and the revaluation reserve are not distributable.

Included within revenue reserves is £1,045,000 of retained profits {2004: £1,050,000) refating to the associated undertaking.

(BY PARENT Share
premium
agconnt

£000

At 1 November 2004 26,710
Ordinary shares issued 564
Loss for the year -
Foreign exchange differences -

At 31 Octaber 2005 27,274

Special
capital Revetuie
reserve rescrves
£000 £000
12,939 2,358
- (281)
- (740)
12,939 1,337

Total
£000

42,007
564
(281)
(740)

41,550

The share premium account and special capital reserve are not distributable. A loss after taxaden of £281,000 (2004: £3,715,000)
was recognised in the year by the parent company. Dividends of £7,361,000 were reccived in the year and dividends of £3,073,000

were payable.
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24, OBLIGATIONS UNDER. NON-CANCELLABLE OPERATING LEASES

2005 2004

Group Group
Land and Plant and Land and Plant and
buildings equipment buildings eqtipment
L0000 £000 4000 £060
Within one year 205 207 352 695
Two to five years 672 771 425 1,374
More than five years 263 - 263 -
1,140 978 1,040 2,069

25. ACQUISITIONS

Nobel Energetics Limited
The Group acquired all of the issued share capital of Nobel Energetics Led (formerly Troon Investments Ltd) on 1 Seprember 2005.

An analysis of the assets acquired is shown below:

Book Fair value Fair

value adjustments valtie

£000 L0006 L£000

Tengible fixed assets 757 5,740 6,497
Stock 1,488 - 1,488
Debtors 1,637 - 1,637
Cash 1,439 - 1,439
Corporation ax Habilities (1,637} - (1,637)
Other creditors {(1,212) - (1,212)
Deferred rax (200) - (200)
Total net assets 2,272 5,740 8,012
Goodwill 14,964
22,976

Consideracion:

Cash 22,703
Cash payable in future years 273

22,976

The £273,000 cash payable in future years was paid on 25 November 2005.

The fair value adjustment is in respect of land and buildings which were valued by Jones Lang Lasalle, Chartered Surveyors, on
9 Drecember 2005 on an existing use basis.

At the year end the goodwill is provisional and, in accordance with FRS10, will be updated if necessary in the twelve month

period following acquisition.
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25. ACQUISITI()NS — continned

I.C.S. Electronics Limited
Deferred consideration of £745,000 (2004: £580,000) was paid in the year.

Total cash payments in respect of acquisitions in the year were £23,448,000 (2004: £580,000).

26. SELF INSURANCE
During che year, the Group was self insured through its captive insurance company CHG Insurance Limited, based in Guernscy.
The Group has been self insured at the following levels since 31 October 2001:

the first £2.5 million of material damage and business interruption cover, subject to 2 maximum labilicy of £3.5 million

in any one year;
the first 41 million of public and products lability insurance for the Group’s products which arc exported to the US.

Following the year end, insurance for public and products liability was placed entirely with external insurers. Insurance cover n
respect of risks at levels over those disclosed above is also placed with external insurers.

27. POST BALANCE SHEET EVENT

The Group acquired the entite share capital of Comer GmbH on 30 November 2005 for a cash consideration of €9,600,000
(,£6,600,000), subject to a2 working capital adjustment,

The Group reached agreement on 1 February 2006, subject to regulatory approval, for the acquisition of the entire capital stock
of Technical Ordnance, Inc. for a cash consideration of $70,000,000 (approximately £39,300,000), subject to a working capital

adjustment.

The Group acquired the entire share capital of Leafield Engincering Limited and Lcafield Marine Limited on 1 February 2006
for a cash consideration of £4,370,000, subject to a working capital adjustment and the assumption of £570,000 of bank

pverdrafis,

The above acquisitions were funded by additional medium term loans and by the issue of 2,900,000 new ordinary shargs.




