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nancial Highlignts

Before Before
exceptional Exceptional exceptional  Exceptional
items items Total items items Total
as restated as restated
{note 28) (note 28}
2006 2006 2006 2005 2005 2005
£'000 £'000 £'000 £'000 £'000 £'000
Results
Turnover - continuing operations 47,757 - 47,757 46,389 - 46,399
Operating profit - continuing operations 2,777 784 3,561 2,696 - 2,696
Share of operating profit/floss) of associate net of impamment 5 - 5 {21) - (21)
Net interest receivable 241 - 241 75 - 75
Other financing income/(costs) 64 - 64 (189} - {189)
Profit on ordinary activities before profit on 3,087 784 3,871 2,561 - 2,561
disposal of fixed assets
Profit on disposal of fixed assets - 1,876 1,876 - 269 269
Profit on ordinary activities before taxation 3,087 2,660 5,747 2,561 269 2,830
Dividends pad 1,217 1,194
Key Ratios
Operating margin before exceptional tems 5 8% 58%
Operating margin after exceptional items 75% 58%
Basic earnings per share 37 6p 24 7p
Adjusted earnings per share 20 4p 17 6p
Diluted basic earnings per share 37 5p 24 6p
Diluted adjusted earmings per share 20 3p 17 5p
Dmmdends pad per share 112p 110p
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5 Year Pertormance
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“We consolidated our market leadership
position, making good progress in a range
of new market sectors.”
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nalrman’s
atement

* Our strong financial position and confidence in our

core profitability will enable us to implement a number

of development initiatives. We are reviewing a number of

options for growth”

Group turnover for the year was £47 8m (2005 £46 4m) and profit
before taxation and exceptionai items £3 1m (2005 £2 6m) Group
profit before taxation was £5 7m (2005 £2 8m) Operating cash
generation before additional pension contnbutions was also strong

at €5 7m (2005 £5 4m)

Sales to Hospitality customers, recovered strongly from a restrained
first half to finish the year at figure of £27 4m (2005 £26 6m) Good
progress was made within UK national accounts, the US market and
in the Middle East The Alchemy range continues to prosper with
significant year on year growth Vitnfied sales were more restrained

although new product launches have been well recewved

It 15 pleasing to report a growth in Retail sales to £20 4m (2005
£19 8m) where we had expected to record lower sales following
the move to direct shipment to customers Whilst the increase has
been achieved largety from lower margin promotianal contracts

it 1s especially gratifying given current retail market uncertainties

Qur strategy emphasising design, procurement and efficient order
fulfilment has been well received by major retallers in the UK, US

and cther export markets

Our cost base continued to be impacted by increases in energy
prices, particularly in the fourth quarter The completion of a number
of projects has however enabled us to become more efficient within

our operations, allowing us to offset some of the additional costs

In the early part of the year we made significant progress in
strengthening our balance sheet The sale of the Alexander site at a
premium to carrying value enabled us to make a further substantial
cantribution to our man defined benefit pension scheme Alongside
this a targeted reduction in inventory levels played a signficant part

in strong cash generation
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-Inancial
Overview

tn the year to 31 December 2006 Group sales were £47 8m {2005
£46 4m) and profit before exceptional tems and taxation was

£3 1m (2005 £2 6m) This increase continues the progres; made In
the second half of 2005 Profit after exceptional items but before

taxation was £5 7m (2005 £2 8m)

Over the year the Group has generated strong operating cash flow
of £5 7m (2005 £5 4m) before one off pension payments This

was achieved through a combination of improved profitabiity and
disciphned working capital management, which led to a reduction

in stock of £1 8m and consequent improvement in cash flow There
was little effect on overall cash balances from exceptional items as
recelpts from property disposals were matched by a one-off payment
into the Group's defined benefit pension scheme Nevertheless cash
balances improved from £2 6m at the end of 2005 to a figure of

£6 4m at 31 December 2006

The results for the penod include a number of exceptional items
resulting i a net benefit to profit before taxation of £2 7m (2005
£03m} In January 2006 we disposed of the Alexander Pottery,
Cobndge realising gross proceeds of the sale of £3 Om and an
exceptional gain of £1 9m Additionally, the cessation of future
accrual to the Group's defined benefit pension scheme on 31
March 2006 led to a one off positive adjustment in relation to
the curtaiment of future benefits This amount of £1 1m (2005

nil) has been treated as exceptianal given its size Conversely,
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the consohdation ¢f activities from our Whieldon Road site has
necessitated a reduction in the carrying value of certain plant and
machinery at that location, a charge of £0 3m has been made

against profits

The additional contributions made into the Group's defined benefit
scheme and the cessation of future accrual have significantly
reduced the Group’'s liability in respect of its net pension deficit

to £2 8m (2005 £6 5m) The Board now beleves that the pension
deficit 1s at a manageable teve! which for the foreseeable future may

be addressed without significant additional funding

Adjusted earmings per share were 20 4p (2005 17 ép) Basic
earnings per share were 37 6p (2005 24 7p}

Dividend

The Board is pleased to announce that given the achievement of
forecasts and the continued strong cash generation evident in the
second half of the year it proposes an increased final divdend of

8 1p per ordinary share (2005 7 3p) The total dividends declared in
relation to the year will therefore increase to 12 Op per ordinary share

(2005 11 Op}




“Our Retail operation begins the year in its
strongest position for some time”
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"Alchemy sales grew
substantially once again,
demonstrating the inherent
appeal of this product range to
all markets and the continued
success of our new product
development programme”
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Sales

Sales of Hospitality products were £27 4m {2005 £26 6m), with good
growth in the second half of the year Sales were up 3% on last year,
a good performance given a flat first half tn the UK we consolidated
our market leadership position, making good progress in a range of
new market sectors Overseas we have also seen significant growth
in North American and Middle East markets, US sales improved

by 40% These gains reflect our long term investment in market

development

Alchemy sales grew substantially once again, demonstrating

the inherent appeal of this product range to all markets and the
continued success of our new product development programme
Sales of vitrified products dechned shghtly overall, although within
this new praduct launches performed to expectations [nnovative

product development remamns the key to future growth and our

Manufacturing and Operations

The continued programme of consolidation of manufactunng and
warehousing operations to our Sandyford site has had a significant
effect on mitigating the net cost of energy nses expenenced in

the year New investment has also allowed us to support the
production of innovative new products which are the lifeblood of our
forward strategy and to improve the flexibility of our manufactunng
operations Increased energy prices have clearly had a negative
effect on this years performance, but we expect that the rate of

increase expenenced in recent years will now moderate

peratmg
—RevIew

mvestment in this area increased dunng 2006 We intend to further
extend our range of product in Vitnfied, Alchemy and other areas tn

2007

Sales of Retail products at £20 4m (2005 £19 8m), generated a
performance somewhat in excess of our expectations, this was
flattered by additicnal promoetional volumes generally at lower

margmns

Our business model remains to offer a hugh quality design,
procurement and fulfillment service to UK and export customers
either through our UK operation or on a drect shipment basis This
strategy continues to win new business and we have extended the

range of major retailers we service dunng the year

The year has benefited from cost and efficiency improvements
related to our development of new warehousing, although the less
tangible investment in demand forecasting systems and people has

also reahsed substantial benefits
Our Shanghai operation has become well established in the year and
has made a substantial contribution to the improvements we have

seen In procurement and customer service
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As announced in January, | will be retiring from the Board at the Annual
General Meeting in May this year, and as such this will be my last
Charman's staterment Since joming the Group in 1960, it has been my
pleasure to work alongside many talented and commuitted people, and
I would tike to take this opportunity to thank everyone involved with
Churchili in making my time at the Cormpany an extrernely rewarding

and fulfiling experence

Prospects

We expect that the steady growth in revenue from our Hospitakty
business will continue as the investment we have made in new
products and target market sectors worldwide generates a return

QOur Retall operation begins the year i its strongest postion for some
time and our customers ncreasingly value the services we provide We
have not anticipated a recurrence of the promotional business which
supported 2006's performance, but expect that our care business will
continue to improve 1ts contnbution to Group profitabiity New licenses

from Disney and Sanderson will reinforce this progress

page
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Soard Changes

Jonathan Sparey, who joined Churchill in 2000 as a Non-Executive
Director, will succeed me as Charman Jonathan ts a senior partner in
L E K Consuiting LLP, a leading internationat corperate strategy firm,
and | look forward to him continuing to provide strategic advice and

direction for the Group in tus new role as Chairman

Our strong financial position and confidence in Churchill's core
profitabiity will enable us to implement key development inbiatives
We are reviewing a number of options 1o accelerate growth across
the markets we serve and will be making further investments in our
operational base

| am pleased to report that trading in the early mpnths of 2007 has

Stephen Roper
Chairman

21 March 2007
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Directors’ Report

The Directors present therr report and the audited financial statements for the year ended 31 December 2006
Principal activities, operating and financial review
The consolidated profit and loss account for the year 15 set out on page 31

The principal actvity of the Group 15 the manufacture and sale of ceramic and related products for hospitality and household markets around
the world

A review of the operatons of the Group dunng the year and 1ts future prospects are given in the Chairman’s Statement on page 5 and
Business Review on page 13

Dividends and transfers to reserves
The Directors have pad the following dvidends in respect of the years ended 31 December 2008 and 31 December 2005

2006 2005
£'000 £'000
Ordinary dividend
Final dwidend 2005 7 3p (2004 7 3p} per 10p ordinary share 793 792
Intenm dradend 2006 3 Sp {2005 3 7p) per 10p ordinary share 424 402

1,217 1,194

After the payment of the above dwvidends, the profit for the financial year of £2,871,000 {2005 £1,484,000) wil be transferred to the
Group's reserves

The Directors now racommend payment of the following divdend

2006 2005
£°000 £000
Ordinary dividend

Final dvidend 2006 B 1p (2005 7 3p) per 10p ordinary share 883 793

Directors
The Directors of the Company who have served dunng the year and since the year then ended are as follows
E S Roper*
A D Roper
D J S Taylor :
O M O’Connor
R S Ketiel
J N E Sparey *
R N Grundy
| T Hicks {appointed 28 September 2006)
* Non executve
The Drrectors retnng by rotation are D J $ Taylor and D M O'Connor who being eligible, offer themselves for re-election The unexprred terms
of the service contracts of D J S Taylor and D M O'Connor are twelve months | T Hicks was appointed as a Dwector of the Company on
28 September 2006 and in accordance with the Company’s articles, retires at the next Annual General Meeting The unexprred term of
| T Hicks' serace contract 18 six months




Directors contnued)

The biographical detals of the Directors are as follows

Stephen Roper, non executive Charman, aged 64, has worked for Churchill n a number of sales and management roles since joining the
company In 1960, latterty as Group Chief Executve from 1990 and as Executive Chaiman in 1998 He was appointed non executive Charrman
in 2003 He has extensive expenence of sales and market development, particutarly i relation to export markets

Andrew Roper, Group Managing Director, aged 58, has worked for the Company since 1973 He 1s a qualfied Chartered Accountant and has
responsibility for the development of Group strategy and for operational perfformance and development He was appointed to his present role
in 1998

Dawd Taylor, Finance Director and Company Secretary, aged 47, has worked for the Group for 15 years Followng qualfication as a Chartered
Accountant with KPMG, he worked in a number of finance roles before jorung Churchill in 1992 He was appointed to the Board in 1993

Redney Kettal, non executive Director, aged 63, was formerly a partner in PncewaterhouseCoopers, Chartered Accountants, Birmingham, and
has extensive expernence in advising hsted companies He joned the Board i 1999

Dawd O'Connor, Managing Director Retall products, aged 50, has worked for Churchilt for 16 years in a number of production, operatons
and marketing roles Hs has extensive expenence within the Ceramics indusiry and joned the Board in 1699

Jonathan Sparey, non executive Director, aged 49, 1s a partner in L E K Consulting, a leading international corporate strategy firm He was
previously a Director of the merchant bank Samue! Montagu and Co He joined the Board in 2000

Ralph Grundy, Managing Director Hospitakty products, aged 46, joined Churchill in 1998 and was appointed to the Board 1n 2000 He has
worked in a number of senior sales and marketing roles, principatly withun the luxury and fast moving consumer goods sectors

lan Hicks, Scurcing Director, aged 37, has worked for the Group 1n a vanety of roles since joining Churchill n 1992 He has led the
development of the Group's sourcing operation since it was established in 1999 and was appointed to the Board m 2006

Business review
Business environment

We operate In many diffierent geographic markets serving hospitality and retall customers with a range of tabletop products Whilst our
principal exposure 15 to the UK market, where we generate over 60% of our gross revenue, we also enjoy significant sales to Europe and
North Amenca which respectively account for 18% and 14% of our turnover Almast without exception all of these markets are subject to
a hugh level of competitive pressure and our costs of operation require constant review and control

It 1s a general charactarnstic of our markets that there has been increased consohdaton amongst our customers Customers for hospitality
products, both in terms of our smmediate customers within the distnbution chain and end users, have tended to grow In size and In the
proportion of the overall market they serve Distnbution channels for the household markets have moved towards bigger retailers as large
cham operations expand ther product ranges from foed to nclude muttiple product categories, including household goods

Whilst total market size information 1s not easily avalable for our markets, we believe that there have been no significant changes in the overall
size of or markets dunng the year

Competrtively, the abolition of EU quotas on ceramic tableware from Chinese suppliers n 2005 intially led to increased competition in the
UK and Europe from import companies This pressure has now stabilised somewhat although we anticipate that markets will continue to be
competitve Our UK manufacturing operations have also been subject to a number of cost pressures, pancipally driven by increased energy
prices We have responded to these cost nses through restructunng our operations and by reducing our usage of gas and elecincity

We believe that to succeed as a business we must remain agile and to anticipate and respond to these changes Our business model cannot
remain static and we must constantly review our business and amend our operations where necessary
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Directors’ Report

{conunued)

Strategy

The Group's strategy remains to generate improved shareholder returns through the provision of value to customers through excelflence in
design, quality and service We arm to increase Group profitability prncipally through steady increments to sales and margins, but also In active
control of our cost base 1t I1s no longer sufficient simply to provide a value based offenng, we must meet our customers expectalions in key
areas m order to remamn ther preferred supplier

Design
It1s a key strategrc am to design products that meet our end users requirements both in terms of performance, shape and surface design
Our target markets require product that 1s ascetcally appealing whilst also being functional and robust

We offer a broad rangs of product satisfying a range of design styles, product types and pnce ponts  Product iifecycles in certan parts of
our business are shortering with the consequent requirement to reduce design and development lead times and increase flexibiity All our
product, whether made in our own factones or sourced from third party manufacturers, 1s researched and designed wittun Churchill or in
conjunction with expenenced external designers The ability to develop new products and ranges and to bring these to market 1s an important
part of our success

We have invested significant resource in new staff and flexible technology to increase our capabdity i this area

We review our performance in relation to the new product development process and in the performance of new products and ranges after
lzunch We also try to ensure that we have a balanced design team and that are given sufficient freedom to anticipate markst trends and
requirements to allow them to innovate successful new products

Quality

Histoncally, as a manufacturer, we measured our quality In relation to the effectiveness of our factones However we understand that qualty
must exist throughout our business process Qualty 1s reflected not only in the appearance of our product but in its design, 1ts performarnce
in operaton and i the systems which support the fulfilment of our contract with our customers

In addition to the introduction of quality systems within manufactunng and operations, we have had to develop new working methods with
third party suppliers to ensure that the product that our customer recerves 1s as they expect This Includes the identification and review of
potential supphers, the penodic audit of estabhshed partners and the clanfication of exact product specifications

We measure quality through the review of customer feedback and active involvement with our customers after we have sold product o them

Customer service
Customer service remains a key element of our strategy The fulfiiment of customer expectations 1s crtical to the mantenance of good
refatonstwps Most of our customers are repeat customers and as such we must ensure that they return to Churchil)

We have steadily developed our [T systems to forecast ikely demand for products and to manage our stock holding to ensure that we meet
ambitious on time, in full, delivery targets In addition we have orgarnised our production faciities to balance efficient production with flexible
manufaciure to ensure that we can respond quickly to unexpected demand levels We aim to invest regularly 1n new production technology
N order to mest changing demand levels and to develop our IT systems in this area In the last three years we have nvested £3m in new
warehousing and logistics n order to efficiently meet our customers needs

We assess our performance in this area pnncipally by measurement of the degree 1o which we meet agreed order delvery schedules on tme
and i full These targets are monitored on a regular basis



Research and development

The introduction of new and innovative products and designs remains a cornerstone of our future strategy The Group's amm 1s {G continue
1o dentfy future market trends and then to design and develop products that meet these needs A signfficant effort 1s made to develop our
process technology 1o aflow the introduction of more complex product designs New product development 1s conirolled through regular
meetings and the success of new launches 15 reviewed In the short terrn against indmdual targets and over the longer term as a function
of our strategy

Future outlook

The Board beleves that demand for hospitality producis in developed markets will continue to increase as leisure related spending continues
o grow There has been a significant expansion in eating out in the UK to the extent that there are now over 300,000 indmdual foodservice
outlets covenng a wide rangs of commercial and institutional actnaties The Group intends to continue to expand its leading UK posimon whilst
invasting In the development of expont markets The opportunities overseas may be dwded into markets where hospritality 1s well established,
but the Group has not achieved a reasonable market share and developmental markets where demand for hospitality products is likely to grow
as local or regional economies develop It 1s therefore beleved that there will be significant opportunities for further and sustained growth i the
medium and long term Demand for retall products has been subject to a number of pressures in recent years Overall volume demand in the
Group's prncipal markets has remained steady, however the monstary value of the markets has reduced as pnce points have fallen, manly
due to overseas competition and changes n the structure of retall distnbution channels It 1s belioved that these pressures are unlikely to abate
in the short term although a degree of pnee stability does appear to be emerging and is expected to continue

Principal risks and uncertainties

The Group’s operations are subject to a number of nsks The key business nsks affecting the Group are set out below

Market change

The Group operates n dynamic markets where there have been significant recent changes 1o economic conditions, the major distnbution
channels within each market and the relatve competitive position of suppliers to these markets It 1s therefore important that the Group
continues to review the markeats in which it currently operates and wishes to develop to ensure that it continues to mest customer needs
in an efficient and profitable manner

The nsk inherent in each market is offset by the relatively broad spread of our operations in geographic terms and by a widening portiolio
of products to serve different segments of these markets We are also activaly developing new geographic markets

Currency exposure

The Group’s position as a workdwide prowider of ceramic and related products means that our profitabiity will be subject to currency
fluctuations retated to export sales Our pohey 1s generally to offer our customers the ability to be invoiced in ther focal currency Our
non stering receipts are pnnaipally denominated in US dollars and Euros Aganst US dollar receipts we have a natural offset due to our
overseas sourcng operations where the cost of purchase from our third party suppliers 1s generally denominated in US dollars

We review and control our transactional foreign currency exposure regularty and take appropnate action to manage net exposures using simple
option forward contracts Wa do not as a matter of potcy take longer term positions o cover econormic foreign currency exposura 1n this area,
but review currency rate changes as part of our pncing policy

Cost competitiveness

Our markets have been subject to significant cost movements n recent years We have responded by augmenting our UK production facilities
with a wide range of third party suppliers who generally operate in Jower cost environments The spread of these suppliers gives us the ability
to switch production to obtain the best balance of quality and pnce As a major user of energy within our production process we have an
exposurs to changes in avalability and pnce of gas and electncity
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Directors’ Report

{continued)

Cost competitiveness (contnued)

We have sought to control this nsk through management of our overall energy consumption and through contractual arrangements to ensure
that we mantan adequate supplies of power at a cost which enables us to operate

Product comphance

Woe are exposed to nsk in relation to our products meeting accepied safety standards within the markets we serve Each major geographic
market apples different standards and legal penalties may be considerabie for non compltance

We manage these nsks principally through the monitonng of applicable standards, the testing of our product o ensure it meets these
standards and sale n accordance with local regulations We also, where prachcal, maintain appropnate external insurance

Key Performance indicators
Sales and sales growth

The absolute level of sales and sales growth are reviewed regularly through the year against previous year and target levels

Sales 2006 £47 8m (2005 £46 4m)
Sales growth 2006 3 0% (2005 -5 0%)

Overall sales levels hava increased despite the anticipated impact of higher levels of direct sales to customers

Customer service and stock

Customer service and stockholding levels are reviewed on a regular basis as part of the operationat management of the Group's business
The main aim of this measure 1s to ensure that the Group's strong repuiation for on tme order fulfilment 1 mantained, consistent with the
efficient operation of production and sourcing activities and the optimisation of working capital

Stock 2006 £6 8m (2005 £8 6m)
The level of stock and work In progress has reduced dunng the year given management action to reduce certain levels of overstock, through
the change n mix of business away from that supphed through UK warehouses and also as a result of further implementation of stock

management systems

Operating profit and profit before taxation before exceptional items

The level of operating profit and signvficant factors affecting its delivery are reviewed and controlled on a regular basis
Operating profit before exceptional items 2006 £2 8m (2005 £2 7m)

Operating profit before tax and excephonal items increased as additional sales and contnbution levels offset higher input pnces pnncipally in
refabion 10 energy

The level of profit before tax and exceptional items are reviewed on a monthly basis against previous performance and target levels
Profit before taxation and exceptional items 2006 £3 tm {2005 £2 6m)

Profit before tax and exceptonal tems increased n 2006 due to the increase i operating profit but also due to an ncrease in interest recerpts
ansing from higher average cash balances and other financing ncome




Operating cash generation

The Group believes that over an extended time penod it 1s important to generate cash at an operating level equivalent to declared operating
profit, before adjustment for exceptional items  This measure dentifies the effectveness of our control over working capital demands and
ensures that cash is avalable for further nvestment in the business, to ensure that our shareholders receve an appropnate return and to meet
taxation payments

Operating profit before exceptional tems 2006 £2 8m (2005 £2 7m)
Operating cash generation before additional penston contnbutions 2006 £5 7m (2005 £5 4m)

In both of the years under review operating cash generation was significantly in excess of operating profit, pnncipally due to the reduction in
stock holding levels achieved in those years

Insurance of directors

The Group mantans insurance for the Directors in respect of therr duties as Directors

Employees

Cur employees are cntical to the current and future success of our business, we continually morutor and réview our human resourcs pohcies
to ensure that we exceed statutory requirements and to ensure that we have a committed well motrvated tearmn We regulary communicate
with our employees through team bnefs and Works Commitiee meetings informing and involving themn in the business's objectives and strategy
We endeavour to maintan an open and constructive relatonship with our employees’ trade union reprasentaton and meet regularly with them
to discuss developments within the business

The Group remains actively commtted to the training and development of all employees, working with local educational establshments, private
providers and the Ceramic Industry Learming Network The Group aims to deliver a programme of training to meet business and individual
needs and goals

Churchil China maintains a programme using Process Improvement Teams and masterclass techniques engaging employees in the
development of new methods to improve qualty, processes and performance We are commuitted to Total Qualty Management and am to
continue to mprove and extend the skill base of our workforce encouraging muiti-skiling across all business functions Employeses are actvely
encouraged to seek promotion within the business and wherever possible we promote from within The Group runs a successful commercial
graduate tramng programme to complement the development of our existing workforca

The Group 18 fully commutted to its equal opporturities employment policy offenng equality in travung, career development and promotion
of all employeas irespective of gender, ethruc ongin, age, nationality, mantat status, rehgion, sexual onentation or disability

Wa work to identify and mirimise all Health and Safety nsks in the business, prowiding a safe and healthy working emaronment for all our
employees and visitors Regular traning through our Health and Safety department ams to ensure that our management team s up to date
with all changes in policies and legislation and that all employees are regularly briefed and trained in those standards

Environment

The Group monitors the impact of its business on the environment  1n addition to the process of management of ormissions from s operations,
the Group has instituted actions to pro-actively addrass the levels of waste produced by the business and its consumption of energy Specific
programmes are In place to recover and recycle waste created by our manufactunng process and we are actively working wath our customers
and supplers to reduce the levels of packaging associated with our products
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Directors’ Report

fcontinued)

Financing

The Group currently uses short term vanabile rate financing arrangements to prowde finance for working capital requirements The Group also

finances cartan fixed assets using fixed rate finance leases (as set out at note 27)

Financial instruments

The Group uses forward exchange coniracts and foreign currency bank accounts to manage its exposure to exchange rate nsk caused by

trading activites i currencies other than sterling

The nsk management policy adopted 1s to regularty review forward foreign currency cash flows, dentifying the currency effect of completed sale

and purchase transactions, transactions which have been contracted for but not completed and an assessmant of expected Iikely forward

cash flows The net currency exposure ansing from this rewiew 15 then managed using forward option contracts Net currency exposures arg

generally covered between three and six months forward at any point in time  The Group does not trade in financial instruments

The Group has no matenal Interest rate nsk, the only interest rate exposure 1s in relation to short term cash deposits and borrowings
Substantial shareholdings

The Directors have been adwised of the following indmdual interests, or Group of interests, other than those dealt with in the summary of

Drrectors interests, held by persons acting together, which at 14 March 2007 exceeded 3% of the Company's 1ssued share capital

Number of ordinary

Shareholder shares Percentage
Landfinance Limited 1,130,000 10 4%
S Baker 1,020,000 94%
J A Roper 1,020,000 94%
M J & G Roper 920,370 8 4%
Discretionary Unit Trust 500,000 4 6%
Henderson Global Investors 440,000 4 1%
Supplers

The Group agrees terms and conditons covenng its business wath its supphers at the tme of each transaction or n advance In normal
crrcumstances payment 1s generally made in accordance with these terms, subject to supplers meeting the agreed terms and condiions

The Group's average creditor payment penod at 31 December 2006 was 23 days (2005 26 days) The Company has no trade creditors

Paliical and charntable contributions

Contnbutions made by the Group dunng the year for political and chantable purposes were £nil (2005 £nil) and £3,640 {2005 £1,450)
raspectively In addition 1o the above the Group regularty donates quantities of product to chanlable causes The estimated value of these
donations in 2006 was £9,000 (2005 £9.000) The Group's policy in respect of chantable denations 1s to support local chanties and
instiutions, particularty in relaton to education and sport




International Financial Reporting Standards

As a company hsted on the Alternative Investment Market of the London Stock Exchanges, International Financial Reporting Standards will apply
to the Group's financial statemenis with effect from 1 January 2007 The Group has commeanced a review and Cornversion process o meet
these requrements At present the pnincipal impact identified from this review has been in respect of pension costs which are expected to be
simifar 1o the effects ansing from the mplemantation of FRS 17 which has been adopied n the current financial statements (see note 21)

No other major effects have currently been entfied from this review process

Directors’ responsibilities

Company law requires the Directors to prepare financial statemenits for each financial year that give a true and far view of the state of affars
of the Company and the Group as at the end of the financial year and of the profit or loss of the Group for that penod The Directors are
required to prepare the financial statements on the going concern basis, unless it is inappropnate to assume that the Company will continue
N business

The Directors confirm that suitable accounting policies have been used and apphed consistently They also confirm that reasonable and
prudent judgments and estimates have been made in prepanng the financial statements for the year ended 31 December 2006 and that
applicable accounting standards have been foltowed

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any tme the financial position
of the Company and the Group and enable them to ensure that the financial statements comply with the Companies Act 1985 They are also
respansible for safeguarding the assets of the Company and the Group and hence for taking reasonable steps for the prevention and detecton
of fraud and other iregulanties

The mantenance and integnty of the Churchill China plc website 1s the responsibility of the Directors, the work carned out by the audiiors does
not Involve consideraton of these mattars and, accordingly, the auditors accept no responsibiity for any changes that may have occurred to
the financial statements since they were intially presented on the website Legislation in the United Kingdom governing the preparation and
disserminaion of financial statements may differ from legislation n other junsdictions

Disclosure of information to auditors

Sa far as each Director 1s aware, there 1s no relevant audit information of wiuch the Company’s auditors are unaware Relevant information

15 defined as “informauon needed by the Company's auditors in connection with prepanng their report” Each Director has taken all the steps
that he ought o have taken in hus duty as a director in order to make himself aware of any relevant audit inforrmation and to establish that
the Company's auditors are aware of that information

Auditors

The auditors PncewaterhouseCoopers LLP have indicated therr willingness to continue n office and a resolution that they be re-appointed
will be proposed at the Annual General Meeting

| —

D J S Taylor
Comparty Secretary

21 March 2007
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Directors’ Report

{continued)}

Report of the Remuneration Committee
Remuneration policy

This section of the Report of the Remuneraton Committes 1s not audited
The terms of Reference for the Remuneration Commuttee are listed below

® To determine on behalf of the Board and the Shareholders the Company's broad polcy for Executive reward and the entire indmdual
remunaration including terms of senvice for each of the Executive Directors (and as appropnate other nominated Senior Executives)

@ In domng so, to give the Executive Directors appropnate encouragement (o enhance Company performance and ensure that they are
farty but reasonably rewarded for therr Indmidual responsibiities, abiibes and contnbution

® To report and account directly to the Sharehciders, on behalf of the Board, for thewr decisions

At the same time the Remuneration Committee issued a policy statement which 1s endorsed by the Board In determining its policy the
Committee has given full consideration to Section B of the best practices provisions annexed 1o the Listing Bules of the London Stock
Exchange The two elements of this statement are

® Total rewards to Executive Directors are intended to provide a comprehensive banefit package which both attracts and motrvates
individuals of calibre and expenence to achieve continuous iImprovement in shareholder benefits (whilst at ali tmes maintaining the
tughest levels of integrity) Reflecting indvidual responsibilites, abdities, expertise and preferences, a balance 1s sought between
guaranteed income through salary and pension with Incentives abigned to measurable cntena to cover both short and longer
term penods

Total rewards will be set with acknowledgement of comparable rewards in mdustry-related public companies and those of similar scate
and also with sensitmty to subordinate staff within the Company with whom the packages will as far as possible be consistent and far

The Remuneration Committee 1s composed of R § Kettel, who acts as Chasrman, E S Roper and J N E Sparey, all of whom are
non executive Directors

Dunng the year the following provided adwice which matenatly assisted the Remuneration Committee, A D Roper (Group Managing Director)
and A M Basnett (HR Director, Churchdl China (UK) Limited)

Directors’ emoluments

This section of the Report of the Remuneration Commuttee 1s audited Emoluments of the Directors were as follows

Aggregate
emoluments
Performance Benefits Aggregate Pensions including
Salary bonuses nknd  emoluments (see below) pensions
2006 £ £ £ £ £ £
Executive

A D Roper 196,233 8.000 568 204,801 3.847 208,648
D 4 S Taylor 135,333 7.250 13,558 156,141 9,703 165,844
D M O'Connor 137,667 7.250 17,102 162,019 7.830 169,849
R N Grundy 137,667 7.250 17,398 162,315 8,384 170,699
I T Hicks™ 23,751 4,750 2,299 30,800 2,243 33,043

Non executive
E S Roper 50,333 - 568 50,901 - 50,501
R S Kettel 31,004 - - 31,004 - 31,004
J N E Sparey 32,000 - - 32,000 - 32,000
743,988 34,500 51,493 829,981 32,007 861,988
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Directors’ emoluments (contrnueg)

2005
Executive

A D Roper

D J S Taytor

D M O’Conner
R N Grundy
Non executive
E S Roper

R S Kettel

J N E Sparay

Performance Benefits Aggregate Pensions

Salary bonuses nknd  emoluments {see below)

£ £ £ £ £
154,200 - 577 154,777 110 662
115,000 - 13,855 128,855 12,896
122,000 - 15,397 137,397 8,067
118,667 - 15,504 134,171 7,694
47,000 - 577 47,577 -
29,004 - - 29,004 -
29,000 - - 29,000 -
614,871 - 45,010 660,781 139,319

Aggregate
emoluments
including
pensions

£

265,439
141,751
145,464
141,865

47,577
29,004
29,000

800,100

“Disclosures made abova in relation to | T Hicks relate to the penod from tha date of his appointment as a Director on 28 September 2006

There were no contracts of significance during or at the end of the financial year in which a Director of the Company was matenally interested

Performance bonuses for executive Directors are earned on a basis combining increases in Group profitabiity, and the achievement of defined
personal performance objectives Performance bonuses are capped al 20% of base salary Performance bonuses represant up to 17% of total

pay for all executive Directors

Benefits 1n kind include the provision of car benefits, fuel benefits and medical nsurance No Dwector waved emoluments in respect of the

years ended 31 December 2006 and 2005

Pension costs above represent the transfer value of the increase in pension benefits over the year less Directors contnbubions as requued by
the Listing Rules, together with contributions made by the Group to defined contnbution schemas For additional information in respect of
Directors’ pensions refer to the section ‘Pensions’ below
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Directors’ Report

fcontinued)

Share options
Trus section of the Report of the Remuneration Commuttee 1s audited Datails of share options granted under the Executive and unapproved
Executwe schemes are as follows

Number
of options
Number 31 December
of options 2005 Exercise Date from
Date of 31 December or at date of pnce which Expiry
grant 2006  appointment o} exercisable date
D J S Taylor
Unapproved Executve schemea 1304 00 7,500 7,500 1185 Apr 2003 Apr 2010
Executve scheme 51200 9,500 9,500 151 Dec 2003 Dec 2010
Unapproved Executive scheme 51200 20,500 20,500 151 Dec 2003 Dec 2010
Unapproved Executive scheme 1804 02 15,000 15,000 171 Apr 2005 Apr 2012
Unapproved Executive scheme 3004 04 10,000 10,000 208 Apr 2007 Apr 2014
62,500 62,500
D M O'Connor
Executve scheme 51200 2,250 9,750 151 Dec 2003 Dec 2010
Unapproved Executive schemsa 1904 02 15,000 15,000 171 Apr 2005 Apr 2012
Executve Scheme 3004 04 4,000 4,000 208 Apr 2007 Apr 2014
Unapproved Executive Scheme 3004 04 6,000 6,000 208 Apr 2007 Apr 2014
27,250 34,750
R N Grundy
Executive scheme 51200 - 9,500 151 Dec 2003 Dec 2010
Unapproved Executive schame 51200 20,500 20,500 151 Dec 2003 Dec 2010
Unapproved Executive scheme 1904 02 15,000 15,000 171 Apr 2005 Apr 2012
Unapproved Executive scheme 3004 04 10,000 10,000 208 Apr 2007 Apr 2014
45,500 55,000
I T Hicks
Approved Executve scheme 19 04 02 - 7,500 171 Apnl 2005 Apnl 2012
Approved Executve scheme 3004 04 6,000 6,000 208 Apnl 2007 Apnl 2014
Unapproved Executive scheme 300404 4,000 4,000 208 Apni 2007 Apnl 2014
10,000 17,500

On 15 November 2006 D M O'Connor exercised 7,500 share optons granted under the Executive Share Option scheme at an exercise price
of 151p, R N Grundy exercised 9,500 share options granted under the Executive Share Option scheme at an exercise pnce of 151p and

I T Hicks exeroised 7,500 share options granted under the Executive Share Ophon scheme at an exercise pnca of 171p The market pnce

at the date of exercise was 271p

Share options are granted 1o Directors in accordance with the terms of reference of the Remuneration Committee (see page 20) to provide
encouragement o enhance Group performance In the long term and hawng regard to each employee’s responsibilities, ability and contnbution
The grant of options 15 made at market value at the date of grant at no cost to the amployee

The above options are only exercisable subject to the satisfaction of performance cntena in refation to sustaned mprovernent in the financial
performance of the Group In the case of the above opuons the Remuneration Committee consider that a sustained improvement in the
financial performance of the Group represents an increase in the adjusted earnmgs per ordinary share of the Group of at least 6% above

the increase 1N the Retal Pnce Index over the three year penod from the beginring of the financial year n wihich the option was granted

The market price of the Company’s shares at the end of the financial year was 255p (2005 181p) The range of pnces for the year to
31 December 2006 was 179p to 273p (2005 170p to 240p) per ordinary share




Gains made by Directors on share options
This section of the Report of the Remuneration Committee 15 audited

The gains made by Directors fram the exercise of share options dunng the year, calculated at the market share pnce at the date of exercise of

the optons, were as folows

D J S Taylor

D M O'Connor
R N Grundy

| T Hicks

Fensions

This section of the Report of the Remuneraticn Committee 1s audited

2006
£

9,000
11,400
7,500

27,900

2005

£
8,200
25,398
8,200

41,798

The method of provision of pension benefits to Directors changed dunng the year Up to 31 March 20086 benefits were provided through
a defined benefit scheme, the Churchill Group Retrement Benefit Scheme On 31 March 2006 the accrual of future benefits under this scheme

ceased and future pension provision was made under a Group Personal Pension amangement The disclosures below reflect this change

Pension benefits earned by Directors under the defined benefit scheme were as follows

Increase 1n
benefit over
the year (excl

inflation)
£
A D Roper 401
D J S Taylor 441
D M O'Conner 283
R N Grundy 354
I T Hicks” 192
1,671

The disclosure above is in accordance with the bistng Rules

Accrued
benefit
£

90,731
24,653
24,057
11,720
14,557

65,718

Transfer value of
Increase n
benefit less
Directors'
contributions

£

3,847
2,260
346
900
3,443

10,796
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{continued)

Pensions (continued)

A D Roper

D J S Taylor

D M O'Connor
R N Grundy
1T Hicks*

Increase in
benefit over
the year {incl
inflation)

£

2,827
1,090
920
6563
576

6,066

The drsclosure above 1S in accordance with the Compantes Act 1985

Transfer
value at

31 December
2006

£

1,551,646
308,246
236,247
107,534

88,419

2,292,132

Transfer
value at

31 December
2005

£

1,416,808
275,437
209,630

93,959
78,833

2,074,767

Increase In
transfer value
less Directors’
contnbutions
£

134,738
30,737
24,505
11,463

9.211

210,654

* Disclosures made above in relation to | T Hicks relate to his service from 1 January 2006 to 31 December 2006 although he was apponted

to the Board on 28 September 2006

The accurnulated total banefit 1s the amount of pension that would be paid each year on retirement based on serice to 31 December 2006

or the date of retrement If earlier

All transfer values have bean calcutated on the basis of actuanal adwice in accordance with Actuanal Guidance Note GN11 The transier values

of the accrued entitlement represent the valuse of assets that the pension scheme would need to transfer 10 another pension provider on
transfernng the scheme’s hability In respect of the Drectors’ pension benefits that they earned in respect of qualifyng sevices They do not

represent the sums payable to the indwidual Directors

The increase n the transfer value less Directors’ contnbutions is the increase in the transfer value of the accrued benefits dunng the year

atter deducting the Diectors’ personal contnbutions to the scheme

The transfer value of the increass n accrued benefits, required by the Lising Rules, discloses the cumrent value of the increase in accrued
benefits that the Director has earned in the penod, whereas the change in hus transfer value, required by the Companies Act, disclioses the
absolute increase or decrease In his transfer value and includes the change In value of accrued benefits that results from market volatiity

affecting the transfer value at the begmning of the pencd, as well as the addivonal value earned in the year

All scheme members have the cpportumity 1o pay Additonal Voluntary Contnbutions Neither the contnbutions nor the resulting benefits

are mcluded in the above table

All executive Directors are deferred members of the Churchill Retirement Benefit Scheme The pension benefit of A DB Roper is funded to
allow retirement based on accrued service to 31 March 2006 on attaining the age of 60 years A D Roper did not contribute to the Scheme
The pension benefit of D J S Taylor i1s funded to allow retirement between the ages of 60 and 65 with a pension based on accrued service to
31 March 2006 The pension benefits of D M O'Connor, R N Grundy and | T Hicks are funded to allow retirement at 65 with a pension based
on accrued service to 31 March 2006 D J S Tavlor, D M O'Connor, R N Grundy and | T Hicks contnbute 8% of pensionable earrengs towards

Scheme benefits Only basic salary 1s pensionable



Pensions (onrued)

Following the cessation of future accrual to the Churchill Group Retrement Benefit Scheme, D J S Taylor, D M O'Conner, R N Grundy and
! T Hicks became members of the Churchidll China 2006 Group Personal Pension Plan on 1 Apnl 2006 Contnbutions pad by the Group
N respect of this scheme were at a rate of 7% of pensionable salary

2006 2005

£ ¢

D J S Tayior 7,443 -
D M O'Connor 7,484 -
R N Grundy 7,484 -
I T Hicks* 1,663 -
24,074 -

* 8ince appointment on 28 September 2006

Directors’ service contracts

Thus section of the Report of the Remuneratton Committee 1s not audited

Executive Directors are not apponted on contracts for a fixed duration A D Roper and D J S Taylor have contracts of service which can

be terminated by the Company or the Director with a notice penod of twelve months D M Q'Connor and R N Grundy have service contracts
that can be terminated with a notice penod of twelve months from the Company or six months from the Director 1 T Hicks has a serice
contract that can be terminated with a notice penod of six months from the Company or three months from the Director A D Roper's and

D J S Taylor's service contracts were signed on 26 October 1994 The senvice contracts for DM O'Conner, R N Grundy and | T Hicks were
signed on 21 March 2000, 11 July 2000 and 5 October 2001 respectively

Non executive Directors are appomnted on fixed term contracts of two years duration Fixed term contracts for non executive Directors were
signed on the following dates, E $ Roper 20 March 2006, R S Kettel 4 March 2005 and J N E Sparey 20 March 2006

Thers are no defined coniractual payments in the event of termination of a Directors’ service contract
Directors’ interests
This section of the Report of the Remuneration Committee 1s audited

The interests of the Directors and therr mmediate famiies and family trusts at 31 December 2006 in the 10p ordinary shares of the Company
were as follows

2006 2005

E S Roper 1,133,045 1,163,045
A D Roper 862,430 862,430
D.J S Taylor 10,000 10,000
R S Kettel 20,000 20,000
D M O'Connor 4,599 4,589
J N E Sparey 19,000 19,000
R N Grundy 6,500 4,500
I T Hicks 1,500 -
2,057,074 2,083 574
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fcontinued)

Directors’ interests contnued
A D Reper's non-beneficial shareholdings included above at 31 December 2006 were 200,000 (2005 200,000 10p ordinary shares), as trustee
of vanous trusts established for the benefit of his children

E S Roper's and A D Roper's interests in the 10p ordinary shares of the Company at 31 December 2006 represented 10 4% and 7 9%
(2005 10 7% and 7 9%) respectively of the Company's 1ssued share capital

Thera has been no change in the iInterests set out above between 31 December 2006 and 21 March 2007

Performance Graph

This section of the Report of the Remuneration Commuittes 15 not audited

Over the five year penod aganst wiich the total shareholder return from the Group 1s being assessed, performance has been substantally
above that generated by the AIM index, but skightly below that shown by the FTSE fledgling index The Group has generally achieved a steady
rate of return averaging 15% on a compound basis, although in 2005 returns dropped in that year pnncipally due to lower earnings Over the
five year penod total shareholder return from the Company has been 101%, whilst that achieved by the AIM index as a whole was 11% and
the FTSE Fledgling 132% In the year to 31 December 2006 the overall return from the Company was 36%, the AIM ndex achieved a

-2% return and the FTSE Fledghng index 13%

in the opmion of the Directors the above indices are the most appropnate indices against which to measure the total sharehclder return of
Churchill China plc as they are constituted of businesses of similar size to the Company

On behalf of the Board

R S Kettel Wm

Chairman of the Rermuneration

4

21 March




Corporate Governance

As a Company quoted on the Afternative Investment Market of the London Stock Exchange, the Company 1s not required to comply with
the Prnciples of Good Governance and Code of Best Practice (*the Combined Code”™), however the Board supports the standards required
by the Combined Code Dunng the ysar ended 31 December 2006 the Company was in full compliance with the Code provisions except In
a hmeted number of areas as discussed in the following paragraphs

The Board of Directors

The Board 1s currently composed of five executive and three non executive Directors and meets at least eleven times per year It s felt that
the current composition and operation of the Board 1$ adequate to ensure a balance of power and authonty The non executive members
of the Board take an active and influential part in Board procedures and a semwcr indepsndent non executive Director, R S Kettel, has baen
formally appointed

The Combined Code recommends that the Boards of listed companies include at least three ndependent non executive Directors R S Kettel
and J N E Sparey are considered to be independent Given his penod of executive serace pror 1o his current appointment, his significant
shareholding and family retatonships, E S Roper is not considered to be independent as defined by the terms of the Combined Code

The Board does not believe that given the size of the Group and the nature of non executve Directors’ nvolverment in the business, that

this non comphance has been of detnment to the Group

In addition to a formal agenda covenng financtal control, management and business development, there 1s apprepnate debate addressing
areas outside the regular agenda to ensure that alt Directors are able to take an informed view of the progress of the business The nature

of the organisational structure of the Group allows executive Directors to maintain a close involvernent in all aspects of the Group's operations
A schedule of matters reserved for Board decision s mantaned and a procedure exists to allow Directors access to ndependent professional
advice f required

The following table shows the attendance of Directors at Board meetings through the year

Mestings Meetings

held attended

E S Roper 11 11
A D Roper 11 "
D J S Taylor 11 1"
R S Kattel 1" 9
0 M O'Connor 11 10
J N E Sparey t i1
R N Grundy 11 10
I T Hicks (since appontment} 3 3

There are two pnncipal sub-commuttees of the Board

The Audit Commuttee, which is wholly composed of non executive Directors, meets at least twice per year to receve reports from executive
management and external auditors and is normally attended by the Finance Director The audit committee 1s chaired by R S Kettel

The Remuneration Committes 1s wholly composed of non executve Directors and 1s normally attended by the Group Managing Director who
takes no part In discussions on his own remuneration  The remuneration committes 1s chared by R S Kettel

Terms of reference for both Commutiees and a remuneration policy statement have been agreed by the Board

The Company does not have a normuination committee as new Board appointments are discussed by the Board as a whole rather than by
delegation to a committee
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Internal control

The Board of Directars has overall responsibility for the Group's system of internal control and s responsible for reviewing its effectiveness
Thes system 1s designed to manage rather than eliminate the nsk of falure to achieve business cbjectives and provides reasonable, but not
absolute, assurance aganst matenal mus-statement or loss

The Board has established a system for ongoing review of nsk assessment and management procedures to ensure that the controls on
which it places rehance are operating satisfactonly and that new nsks to which the business becomes exposed through its actwvities are
recognised and appropnate controls mplemented These procedures have been m operation throughout the year and in the penod to the
date of this repont

The nsks to which the Group s exposed are formally reviewed by the Board twice a year More regular reviews of indmvidual nsk areas are
carned out and the results reported to the Board Operational responsibility for each of the main nsk areas has been clearly identified and
are allocatad to erther Directors of the Company or of the Company's pnncipal operating subsichary Chuschii China {UK) bimited, under the
supervisicn of the Board as a whole Indwvidual managers and employees are also aware, where appropriate, of thew responsbilities in both
identifying and controlling nsk

The Company's systems in relation to nsk assessment and control seek to ensure that as part of the normal progess of business management
matenal nsks are identified and brought to the attention of the Board Directors review nsk as pan of a regular programme of meetings covenng
both general business processes and specific nsk areas A system of reporting 1s 10 place to provide control information on key nsk areas
within reports submitted to the Board and reviewed In additon to this Directors and managers are aware of therr responstbility to monitor

both changes in business actwity and changes o the economic legislative environment in which the Company operates Potential new nsk
areas have been identified and control procedures documented

The Board and the Audit Committee have reviewed the effectiveness of the system of internal control dunng the year

Internal audit

The Company does not employ an internal audit department and does not believe that, gven the size and structure of the business, the
geographic proximity of its major operations and the close control effected by the iInvolvernent of Executive Directors in the day to day
running of the business, such a department would prowide an effectve means of ganing significant improvements N internal conirol
The requirement for an nternal audit function 1s revewed annually

Internal financial control

The Board of Directors has overall responsibility for the Group's systems of internal financial control wivch 1t exercises through an organmisational
structure with authonsation, monitonng and reporting procedures which are appropnate to the needs of the business These systems have
been designed to give the Board reasonable, but not absolute assurance against matenal mis-statement or loss The pnincipal features of the
Group's system of internal financial control are the maintenance of a control ervronment in which the need for the fughest standards of
behawiour and integnty are communicated to employees, the use of a detailed reporting system covenng performance aganst comprehensive
financial and cther key operating indicators The Board and the Audit Committee have reviewed the operation and effectiveness of the

system of internal financial control dunng the year The Board have responded to this review with management and work to address the

areas identified




Going concern

The Board confirms that havng made enquines, the Directors have a reasonable expectation that the Company has adequate resources
to continue n operational existence for the foreseeable future For this reason they continue to adopt the going concern basis n prepanng
financial statements

By order of the Board

D J S Taylor
Company Secretary

21 March 2007
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INndependent Auditors’ Report to the Members of
Churchill China plc

We have audited the Group and Parent Company financial statements (the “financral statements™) of Churchil China plc for the year ended
31 December 2006 which compnse the consohdated profit and loss account, the Group and Company balance sheets, the Group cash flow
statement, the Group statement of total recognised gams and losses, the note of histoncal cost profits and losses and the related notes
These financial statemenits have been prepared under the accounting policies set out therein

Respective responsibilities of directors and auditors

The Directors’ responsibilities for prepanng the Annual Report and the financial statements 1n accordance with apphcable law and
United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are set out in the Statement of
Directors’ Responsibiites

Our responsibiity 15 to audit the financial statements In accordance wath relevant legal and regulatory requirements and International Standards
on Auditing (UK and Ireland) This report, including the opinion, has been prepared for and only for the Company's members as a body in
accordance with Section 235 of the Companies Act 1285 and for no other purpose We do not, In gmng this opinion, accept or assume
responsibdity for any other purpose or to any other person to whom this report 1s shown or into whose hands it may come save wherg
expressly agreed by our pnor consent in writing

We report to you our opinion as to whether the financial statements give a true and farr view and are properly prepared In accordance with
the Companies Act 1985 We also repart to you whether in our opinion the information givan in the Oirectors” Report 1s consistent with the
financial statements

In addition we report to you 1f, in our opmon, the Company has not kept proper accounting records, If we have not received all the information
and explanations we require for our audit, or if information specified by law regarding directors’ remuneration and other transactions is
not disclosed

We read other mformatron contamed in the Annual Report, and consider whether it 1s consistent with the audited financial statements This
other information compnses only the Directors’ report, the charman’s statement, the corporate governance statement, and the remuneration
report We consider the implications for our report if we become aware of any apparent misstatements or matenal inconsistencies with tha
financial statements Our responsibilites do not extend to any other nformation

We also, at the request of the Directors {because the Company apples the Listing Rules of the Financial Services Authonty as if it were a listed
company), review whether the Corporate Governance Statement reflects the Company's compliance with the nine provisions of the Combined
Code (2003) specified for our review by the Listing Rules of the Financiat Services Authonty, and wa report if it does not We are not required
to consider whether the Board's statarnents on mternal control cover all nsks and controls, or form an opinion on the effectiveness of the
Group's corparate governance proceduras or its nsk and control procedures

Basis of audit opinion

We conducted our audit In accordance with Intarnational Standards on Aucditing (UK and Ireland) 1ssued by the Auditing Practices Board

An audit includes examination, on a test basis, of ewdence relgvant to the amounts and disclosures in the financiad statements 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 appropnate to the Group's and Company's crcumstances, consistently apphied and adequately disclosed

We planned and performed our audit 50 as to obtan &l the mformation and explanations which we considered necessary in order to provide
us with sufficent evidence to give reasonable assurance that the financial statements are free from matenal misstatement, whether caused
by fraud or other wregulanty or error In forming our opinion we also evaluated the overall adequacy of the presentation of information in the
financial statements

Opinion
In our opiricn

@ the financial statements give a true and farr view, in accordance with United Kingdom Generally Accepted Accounting Practics, of the state
of the Group’s and the Parent Company's affairs as at 31 December 2006 and of the Group's profit and cash flows for the year then snded,

® the financial statements have been property prepared in accordance wath the Companies Act 1385, and

information given n the Directors’ Report 1s consistent wath the financial statemeants

PricewaterhouseCoopers LLP
Chartered Accountants and Regustered Auditors
Bamingham

21 March 2007
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Consolidated Profit and Loss Account

for the year ended 31 December 2006

Notes Before Before
exceptional Exceptional axceptonal Exceptional
tems tems Total items items
2006 2006 2006 2005 2005
{as restated
- note 28)
£'000 £'000 £'000 £°000 £000
Turnover —
continuing operations 2 47,757 - 47,757 46,399 -
Operating profit -
continuing operations 3 2,777 784 3,561 2,696 -
Share of operating profit/{loss) of
assocate net of imparment 5 5 - ] (21} -
Prefit on disposal of fixed assets 6 - 1,876 1,876 - 269
Net interest recenabla and
similar items 7 241 - 241 75 -
Other financing income/{cost) 21 64 - 64 (189} -
Profit on ordinary activities
before taxation 8 3,087 2,660 5,747 2,561 260
Tax on profit on ordinary actwvties g9 {874) {785} (1,659) (645} 493
Profit on ordinary actvities
after taxation 2,213 1,875 4,088 1,916 762
Dvidends 10 (1,217)
Retained profit for the year 2,871
Earnings per ordinary share 1 37 6p
Diluted earnings per share 1 37 5p

Total

2005

(as restated
- note 28)
£'000

46,398

2,696

(@1
269

75
(189)

2,830
(152)

2,678
(1,194)

1,484

24 7p

24 6p
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Consolidated Statement of Total Recognised

(Gains and Losses

for the year ended 31 December 2006

Profit for the financial year

Actuanal gain on defined benefit pension scheme (note 21}

Movement on deferred tax related to the actuanal gain on defined benefit pension scheme [note 20)
Currency translation differences

Total gains and losses recognised for the year
Prior penod adjustment {(note 28)

Total gains and losses recognised since the last annual report

2006

£000

4,088
1,110
(333}
{10)

4,855
(13)

4,842

Note of Historical Cost Profits and Losses

for the year ended 31 December 2006

Reported profit on ordinary actwities before taxation
Difference between histoncal cost depreciation charge and the actual depreciation charge
for the year calculated on the revalued amount

Histoncal cost profit on ordinary activities before taxation

Histoncal cost profit for the year retained after taxation and dividends

2006

£000

5,747

12

5,759

2,883

2005

(as restated
- note 28)
£'000
2,678

1.051
(315)

7

3.421

2005

(as restated
- note 28)
£'000

2.830

12

2842

1,496



Consolidated Balance Sheet

as at 31 December 2006

Fixed assets
Intangible assets
Tangible assets
Investments

Current assets

Stocks

Debtors amounts falling due within one year
Investments and other assets for sale

Cash at bank and in hand

Creditors amounts falling due within one year
Net current assets

Total assets less current habiities
Creditors amounts falling due after more than one year
Prowsions for habilites and charges

Net assets excluding pension habiity
Pension liability

Net assets

Capital and reserves
Called up share capital
Share premium account
Revaluation reserve
Other reserves

Profit and loss account

Equity shareholders’ funds

The financial statements on pages 31 to 63 were approv

E S Raoper
Direct

D J S Taylor

Notes

12
13
14

15
16
17

18

19
20

21

22
28
28
28
28

25

2006

£000

10,779
819

11,632

6,857
10,412

6,410

23,679
(6,332)

17,347

28,979

(60)

28,919

{2,764)

26,155

1,000
2,286
1,275

274

21,250

26,155

2005

{as restated
- note 28}
£'000

56
11,485
825

12,366

8,646
10,537
1,022
2,629

22,834
(6,268
16,566

28,932
(16
&

28.910
(6,464)

22,446

1,086
2,207
1,287
266
17.600

22,446

the Board of Directors on 21 March 2007 and were signed on its behalf by

h\\f7‘7

-
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Company Balance Sheet

as at 31 December 2006

Fixed assets
Investments

Current assets

Debtors amounts faling due after one year
Debtors amounts faling due within one year
Cash at bank and in hand

Creditors amounts falling due within one year
Net current assets
Total assets less current labilities

Net assets

Capital and reserves
Called up share capital
Share premium account
Other reserves

Profit and loss account

Equity shareholders' funds

The financial statements on pages 31 to 63 were approved by th

E S Roper
Directors
D J S Taylor

ol

Notes

14

16
16

18

22
28

28

2006

£'000

2,601

13,226
119

13,638
33)

13,605

16,206

16,206

1,090
2,266
21

12,829

16,206

2005

(as restated
~ note 28)
£'000

2,601

14,440
115
227

14,782
(24)

14,758
17,359

17,359

1,086
2,207
13
14,053

17,359

d of Directors on 21 March 2007 and were signed on its behalf by



Consolidated Cash FHow Statement

for the year ended 31 December 2006

Net cash inflow from continuing operating activities {see page 36)

Returns on investments and servicing of finance
Interest received

Taxation

Capital expenditure
Purchase of tangble fixed assets
Sals of tangible fixed assets

Net cash inflow/(outflow) from capital expenditure
Equity dvidends paid to shareholders

Financing
Issue of ordinary shares
Payment of pnncipal under finance leases

Net cash inflow from financing

Increase in cash

2006

£'000

2,747

230

(318}

(747)
3,053

2,306

(1,217)

(22)
41

3,791

2005

(as restated
-~ note 28)
£'000

4,105

67

(368)

(2,380)
1,287

(1,093)

(1,194)

99
{6

93

1.610
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Reconciliation of Operating Profit to
Net Cash Inflow from Continuing Activities

for the year ended 31 December 2006

Continuing operating activities
Operating profit before exceptional costs
Exceptional tems

Operating profit after exceptional costs

Depreciation

Profit on disposal of tangible fixed assets

Goodwill amortsaton

Pansion adjustment — exceptional curtaliment (see note 3)
Charge for share based payments

Decrease in stocks

(Increase)/decrease in debtors

Increase/(decrease) in creditors

Decrease In provisions and hakbilites

Net cash inflow before additional pension costs
Addtional cash contributions to the pension scheme (see note 21)
Other cash pension costs

Net cash inflow from continuing operating activities

Reconciliation of Net Cash Fow to

Movement in Net Funds

Increase in net cash dunng the year
Cash outflow from decrease In debt and lease financing

Changes in net funds resulting from cash flows
New finance leases

Exchange adjustment

Net funds at the start of the year

Net funds at the end of the year

Analysis of Net Funds

1 January
2006
£'000

Cash at bank and in hand 2,629
Finance leases (38)

2,591

Cash
flow

£'000

3791
22

3813

Nen

cash flow
movements
£'000

2006

£000
2,777
784

3,561
1,314
{16)

{1,150

1,789
)

197

®)

5,710
(2,800)
(163)

2,747

2006
£'000

3,791

3,813

{10)
2,591

6,394

Currency
movements

£'000

(10}

(10)

2005

(as restated
- nota 28)
£'000

2,696

2,606
1,007
{(53)

28

7

1,346
838
(403)

{72)

5,394
{1,200)
(89}

4,105

2005
£'000

1,610

1,616
(44)

1,012

2.5:m

At

31 December
2006

£'000

6,410
(16)

6,394



Notes to the Financial Statements

for the year ended 31 December 2006

]

Principal accounting policies

The financial statements have been prepared in accordancs with applicable Accounting Standards in the United Kingdom and the
Companiges Act 1985 A summary of the more important accounting policies, which have been applied consistently except where noted
1S set out below

Basis of accounting
The financial statements are prepared in accordance with the histoncal cost convention as modified by the revaluation of certan
fixed assets

Changes in accounting policies
The Group has adopted FRS 20 'Share Based Payments’ FRS 20 requires the restatement of previously reported results The impact
of the adoption of FRS 20 can be seen in Note 28

Basis of consohdation
The consolidated financial staterents include the Company and all its subsidiary undertakings The financial statements of each
undertaking In the Group are prepared to the balance sheet date Intra-Group sales and profits are eliminated fully on consolidation

Associate

The Group's share of profits less losses of the assoctate 15 mcluded in the consolidated profit and foss account, and the Group’s share
of its net assets after any imparrment to the carmying value of those assets 1s included in the consolidated balance sheet These amounts
are taken from the latest financial staterments of the undertaking concerned, which has the same accounting reference date as the
Group Since the accounting policies of the associate do not necessanly conform in all respects to those of the Group, adjustments

are made on consolidation where the amounts involved are matenal to the Group

Goodwili

Goodwill ansing on acquisiions made since the introduction of FRS 10 represents the excess of the far value of the consideration given
over the far value of the assets and liabdibes acquired and 15 amortised on a siraight ing basis over the penod over which, in the opinion
of the Directors, the value of the underlying business acquired 15 expected to exceed the value of the underlying assets This penod 1S
not normally expected to excead 20 years Pnor to the introduction of the new accounting standard goodwill was wntten off immediately
to reserves

Tangible fixed assets
Tangible fixed assets are shown at cost, as adjusted for the revaluation of certain land and buldings

Depreciation 1s calculated s0 as to wnte off the cost, or valuation, of tangible fixed assets, less ther estimated residual values over the
expected useful economic Iives of the assets concerned The pnncipal annual rates used for this purpose are

%
Freehold buldings 2 on cost or valuaton
Plant and machinery 10-25 on cost
Motor vehucles 25 on reducing net book value
Fixtures and fittings 25-33 on cost

Freehold land 15 not depreciated
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Notes to the Financial Statements

for the year ended 31 December 2006

.

Principal accounting policies ontnueq)

Impairment of fixed assets and goodwill

Impaiments are prowded for where 1t 15 believed the assets concerned have been subject to an impawrment event and that ther carrying
value 15 above the higher of ther net realisable values and valiies in use Values in use are calculated using discounted cash flows using
the Group's cost of capital whare applicable Impairrment wnte downs on previously revalued assets are charged aganst revaluation
reserves, with any additional wnie down in excess of previous revaluations being charged to the profit and loss account

Operating and finance leases

Costs in respect of operating leases are charged on a strarght Iine basis over the lease term Leasing agresments which transfer {o the
Group substantially all the benefits and nsks of ownership of an asset are treatad as if the asset had besn purchased outnght The
assets are included in fixed assets and the capital element of the leasing commitments 1s shown as obbgations under finance leases
The lease rentals are treated as consisting of capital and interest elements The capital element 1s appled to reduce the outstanding
obligations and the interest element 1s charged against profit so as to give a constant penodic rate of chargs on the remanmg balance
outstanding at each accounting penod Assets held under finance leases are depreciated over the shorter of the lease terms and the
useful ives of equivalent owned assets

Stocks and work in progress
Stocks and worl in progress are stated at the lower of cost and net realisable value In general, cost s determined on a first in first out
basis and includes transport and handling costs Provision 1s made where necessary for obsolete, slow mowving and defective stocks

Foreign currencies

Monetary assets and habilities in foreign currencies are translated into steding at rates of exchange ruhng at the end of the financial year
except where those assets and labiities are coverad by forward exchange contracts All foreign exchange differences are taken to the
profit and loss account n the year in which they anse

Trading transactions denominated n forexgn currencies are translated into sterting at the exchange rate ruling when the transaction was
entered into

For consolidaton purposes the results of the overseas subsidiary are translated at the average rate for the year and its assets and
lrabilities at the year end are translated at the closing rate Exchange differences on the retranslation of opening net assets ars taken
to reserves Assetls and habiities are translated at the rate of exchange ruling at the balance sheet date

Financial instruments
Gans and losses on forward exchange contracts matching foreign currency assets and habilities are recogrused in the profit and loss
account in the year in which the gan or loss on the matched asset or liability 1s includad in the financial statements

Turnover
Turnover, which excludes value added tax, sales between Group companies and trade discounts, represents the invoiced value of goods
and services suppled

Investment income
Income from investments, other than from the associate, 1s included, together with the related tax credit, in the consohdated profit and
loss account on an accruals basis




Principal accounting policies contnuea)

Deferred taxation

Deferred tax 1s recogrised in respect of all timing differences that have onginated but not reversed at the balance sheet date where
transactions or avents that result i an obhgation o pay more tax in the future or a nght to pay less tax in the future have occurred at the
balance sheet date Timing differences are differences between tha Company’s taxable profits and its results as stated i the financial
statements Deferved tax assets are not recognised to the extent that the transfer of future economic benefits i the future s uncertain

Deferred tax 15 measured at the tax rates that are expected to apply in the penods in which the tming differences are expected to
reverse, based on tax rates and laws that have besn enacted or substantially enacted by the balance sheet date Deferred tax s
measured on a non-discountad basis

Prowvisions

Prowsions for labilihes and charges are made where an obligation exists at the balance sheet date Prowisions for lliabiihes and charges
are calculated to prowide for the cost of completing the restructunng of operations Prowisions are discounted only where it 15 expected
that payments in respect of the amounts provided will be incurred after more than one year from the balance sheet date

Pension scheme arrangements

The Group operates a defined benefit pension scheme and defined contnbution pension schemes The defined benefit pension scheme
1s confracted out of the state scheme The defined bensfit scheme 15 valued evary three years by a professionally qualfied independent
actuary, the rate of contnbution payable being deterrmined by the actuary In the intervening years the actuary reviews the continuing
appropnateness of the valuation Following the adoption of FRS17, the regular service cost of providing retirement benefits to employees
dunng the year, together wath the cost of any benefits relating to past serce, 1s charged to operating profit in the year A credit
representing the expected return on the assats of the scheme durng the year 15 included withun other financing cost This 1s based on
the market value of the assets of the scheme A charge representing the expected increase in the present value of the habiites In the
scheme 1s included wathin other financing costs This anises from the labilities of the schems being one year closer to payment The
difference between the market value of assets and the present value of accrued pension liabilites 1s shown as an asset or labiity in the
balance sheet, net of deferred tax Differences batween actual and expected return on assets dunng the year are recognised n the
statement of total recognised gains and losses in the year, together with differences ansing from changes in assumptions The treatment
of curtalment benefits i1s outined in note 3 The defined contnbution pension schemes are not contracted out of the state scheme
Costs are charged as they are wmcurred

Share based payment

Where share options have been issued to amployees, the far value of options at the date of grant 1s ¢charged to the profit and foss
account over the panod over winch the options are expected to vest The number of ordinary shares expected to vest at each balance
sheet date are adjusted to reflect non market vesting conditions such that the total charge recognised over the vesting penod reflects
the number of options that ultmately vest Market vesting conditions are reflected within the farr value of the options granted If the terms
and conditons attaching to opuons are amended before the options vest any change in the fair value of the options 1s charged to the
profit and foss account over the remaning penod to the vesting date

National insurance: contnbutions payable by the Company in relation to unapproved share option schemes are prowded for on the
difference between the share pnce at the balance sheet date and the exercise pnee of the option where the share pnce 1s higher than
the exercise pnce
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Turnover analysis

The Directors consider that the Group's activilies are a single class of business

The analysis by geographucal area of the Group's turnover by destination 1s set out below

Geographical segment
United Kingdom

Rest of Europe

North Amenca
Australasia

Far East

Other

Notes to the Financial Statements

for the year ended 31 December 2006

Matanally all turnover and profit before taxation anse from the management of trading relationships from the UK and net assets are

mamnty UK based

Operating profit

Turnover

Changes in stocks of fimshed goods and work 0 progress

Raw matenals

Staff costs (note 4)

Other external charges

Depreciation and other amounts wntten off tangible and
ntangible fixed assets

Operating profit

All of the above relate to continuing operabons

Exceptional items

Before
exceptional
items

2006

£'000

47,757
{1,599)
(2,581)

{15,084)

{24,688)

(1,028)

2,777

2006 2005

£'000 £000

29,906 30,953

8,525 9,549

6,667 4,208

692 575

404 197

1,563 a7

47,757 46,399

Totat

Exceptional {as restated
items Total — note 28)
2006 2006 2005
£'000 £'000 £'000
- 47,757 46,399

- (1,599) (1,079}

- {2,581) {2,709)
1,092 {13,992) (15,326)
- {24,688) (23,554)
(308} {1,336) (1,035)
784 3,561 2,696

Costs ansing from the restructunng of certain manufactunng operations during 2006 and the resulung writa down of tangible fixed assets
have been treated as exceptional and have been charged in armving at the operating profit for the year The cessation of future accrual

to the retirement benefit scheme on 31 March 2006 led to a one off adjustment under FRS 17 ‘Retrement Benefits” in refation to the
curtallment of future benefits This amount has been treated as exceptional gven its size



Operating profit continued)

2006

£'000

Restructunng costs (366)
Curtatiment benefit — defined berefit pension scheme 1,150
784

2005
£'000

A charge of £235,000 (2005 £mi) has been included in the overall tax charge in relation to the exceptional tems Tha cash outflow in

refation to these exceptional items dunng the year was £55,000 {2005 £78,000)

Employee information

The average weekly number of persons (including executive Directors) smployed by the Group dunng the year was

2006
Number
By activity
Production 401
Sales and administration 195
506
Employmant costs - all employees including executive Directors
2006
£'000
Staff costs (for the above persons)
Wages and salanes 13,291
Social secunty costs 1,121
Current service cost less curtaiments (see noie 21) (943)
Defined contnbution pension cost {see note 21) 341
Other pension costs (see note 21) 174
Cost of employee share schemes (see note 24) a
13,992

Dtrectors’ emoluments

2005
Number

2005

{as restated
- note 2B)
£'000

13,392
1,070
604
134
118

7

15,326

The statutory disclosures for Directors” emolurents, baing the aggregate emoluments, the aggregate amount of gans made by
Directors on the exercise of share options and the amount of money recevable by Directors under long tesm incentive plans in respect
of qualifying serwces have been included within the Remuneration Repoert In addition statutory disclosures n respect of the number

of Directors to whom retirement benefits are accruing under defined benefit schemes 1s disclosed
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Notes to the Financial Statements

for the year ended 31 December 2006

5 Share of operating profit of associate net of impairment

2006 2005

£'000 £'000

Share of operating profit of associate 89 15
imparment of nvestment in associate (84) {36}
5 (21)

The Dwectors have performed a review of the carmrying value of the investment in the Group's associated company, Furlong Mills Limited,
using a rate of 4 7% (2005 5 6%} to discount cash flows ansing from the investment Given changes in the market place in which
Furlong Mills Linsted operates the Directors have concluded that it 1s appropnate to reduce the carrying value of the Group's wmvestment
As a result an mpairment charge of £84,000 (2005 £35,000} has been recognised

Profit on disposal of fixed assets

2006 2005
£'000 £'000
Profit on disposal of fixed assets 1,876 269

The profit on disposal recognised in 2006 15 1n relabon to the sale of Alexander Pottery in January 2006 A taxation charge of £550,000
has been charged in the Group’s overall tax charge in respect of this disposal Net receipts of £2,898,000 were received in respect of
this disposal in the year

The profit on disposal recognised in 2005 151N relation to the sale of Anchor Pottery, Longton in October 2005 A taxation charge of
£57,000 has been included in the Group's overall charge in respect of this dispesal Net recetpts of £1,166,000 were received in respect
of tha disposal dunng the year



Net interest receivable and similar items

Other interest receivable

Other interest payable

Share of interest recaivable of associate
Income from fixed asset investment

Profit on ordinary activities before taxation

Profit on ordinary actvities before taxation 1s stated after charging/{crediting)
Depreciation charge for the year
Tangible owned fixed assets
Tangible fixed assets held under finance leases
Tangble owned fixed assats — excaptional
Amortisation of goodwall
Auditors’ remuneration {Company £1,500 (2005 £1,500))
Profit on disposal of tangble fixed assets
Profit on disposal of tangible fixed assets - exceptional
Operating lease rentals plant and machinery

Auditors’ remuneration
Amounts pad to the Group's auditors werg as follows

Audtt services (Company £1,500 {2005 £1,500)
Non-audit services - taxation advice

2006
£000

2006
£'000

989
17
308

(16)
{1,876)

2005

2005
£'000

page



page

Notes to the Financial Statements

for the year ended 31 Dacember 2006

9 Tax on profit on ordinary activities

United Kingdom Corporation tax charge at 30% {2005 30%)
Current year

Under/{over) provision in respect of pror years

Share of comporation tax of associate

Foreign tax
Current year

Total current tax

Deferred tax
Reversal of timing differences
Recogrition of deferred tax asset (see note 20)

Total deferred tax

Tax on profit on ordinary activities

2006 2005
(as restated

- note 28)

£'000 £'000
122 396
50 {125)
23 2
16 10
211 283
1,448 419
- (550)
1,448 {131)
1,659 152

The corporation tax charge for the year includes a credit of £17,000 in refation to restructunng costs which have been treated as
exceptional The deferred taxauon charge for the year includes a charge of £550,000 n respect of the disposal of Alexander Pottery,
a charge of £345,000 in respect of curtalment benefits under FRS 17 and a credit of £83,000 in relation to restructunng costs all of

which have been treated as exceptonal

The corporation tax charge for 2005 included a charge of £57,000 in relation to the disposal of Anchor Pottery which has been treated
as exceptonal The deferred tax credit for 2005 included the recogrition of a deferred tax asset of £550,000 in accordance with FRS 19
“Deferred Tax” This deferred tax asset reflects the recognibon of capital losses which were expected to be realised in 2006 offsetting
capital gans ansing from the profit on dispesal of the Alexander Pottery This credit has been treated as exceptional




10

Tax charge on profit on ordinary activities (contnued)

The tax assessed for the year s lower than the standard rate of corporation tax in the UK (30%) The differences are explaned below

2006 2005
{as restated
- note 28)
£'000 £'000
Profit on ordinary actvties 5,747 2,830
Profit on ordinary actvities multiphied by the standard rate of corporation tax in the UK of 30% (2005 30%) 1,724 849
Effects of
Expenses not deductible for tax purposes 28 9
Differance between pension charge and cash contnbutions (860) (330)
Depreciation for the year less than capital allowances {155) (114)
Capital losses utlised (563) -
Adjustment to tax charge In respect of previous years 50 (125)
Other {13) ©)
Total current tax 214 283
There are no signficant factors aftecting the future tax charge
Dividends
2006 2005
£'000 £'000
Ordinary
Final 2005 7 3p per 10p ordinary share (Final 2004 7 3p} 793 792
Intenm 2006 3 9p per 10p ordinary share pad {Intenm 2005 3 7p) 424 402
1,217 1,194
page
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Notes to the Financial Statements

for the year ended 31 December 2006

11 Earnings per ordinary share

The basic earmings per ordinary share 1s based on the profit on ordinary actwties after taxation and on 10,867,167 (2005 10,844,567)
ordinary shares, being the waighted average number of ordinary shares in ssue dunng the year

The adjusted earnings per ordinary share 1s based on the profit on ordinary actvities after taxation and adjusted to take into account
exceptonal items, profit on disposal of fixed assets and the recognition of related deferred tax assets The Directors believe that adusted
earnings per share more closely reflects the underlying performance of the Group

2006 2005

(as restated

~ note 28)

Pence per Pence per

share share

Basic sarnings per share {Based on earnings £4,088,000 (2005 £2,678,000)) 376 247
Adjustments

Exceptional items (note 3} 24 -

Profit on disposal of fixed assets (122 20

Curtalment of pension benefits (note 3} 74 -

Recognition of deferred tax asset - (5 1)

Adjusted earmings per share 204 176

Diluted basic earnings per ovdinary share 1s based on the profit on ordinary actmties after taxation and on 10,910,580 (2005 10,882,287}
ordinary shares, being the weighted average number of ordinary shares in issue during the year of 10,867,167 (2005 10,844,567}
increased by 43,413 (2005 37,720) shares, baing the weighted average number of ordinary shares which would have been issued i
the outstanding options to acquire shares in the Group had been exarcised at the average share price dunng the year Diluted adjusted
earnings per ordinary share 1s based on the profit on ordinary actmties after taxation and adjusted to take into account excaptional
items, profit on disposal of fixed assets and the recognition of deferred tax assets

2006 2005

{as restated

- note 28)

Pence per Pence per

share share

Diluted basic earnings per share {Based on eamings £4,088,000 (2005 £2,678,000) 375 24 8
Adjustments

Excaptional items {note 3) 24 -

Profit on disposal of fixed assets (122) (19

Curtasiment of pension benefiis (note 3} (74 -

Recognition of deferred tax asset - (GR))]

Diluted adjusted earmings per share 203 175
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Intangible fixed assets

The Company has no intangible fixed assets Details of thess relating to the Group are as follows Goodwill
£'000

Cost

At 1 January 2006 and 31 December 2006 444

Aggregate amortisation

At 1 January 2006 388
Charge for the year 22
At 31 December 2006 410

Net book value
At 31 December 2006

b

At 31 Decomber 2005 56

The goodwill ansing on the acquisiton of Wren Giftware was amortised on a straight ine basis over 10 years This penod s the penod
over which the Directors estimate that the value of the underiying business acquired 1s expected to exceed the value of undertying assets

Tangible fixed assets

The Company has no tangible fixed assets Detals of those relating to the Group are as follows

Freehold Fixtures

land and Plant and Motor and

bwildings machinery vehicles fittings Total

£'000 £'000 £'000 £'000 £'000

Cost/valuation
At 1 January 2006 9,578 14,768 795 3,501 28,642
Additions a3 221 346 147 747
Disposals - (831) (359) - (1,190
At 31 December 2006 9,611 14,158 782 3,648 28,199
Depreciation
At 1 January 2006 1,305 12,486 336 3,030 17,157
Charge for the year 146 836 146 186 1,314
Disposals - (831} (220) - (1,051)
At 31 December 2006 1,451 12,491 262 3,216 17,420
Net book value
At 31 December 2006 8,160 1,667 520 432 10,779

At 31 December 2005 8,273 2,282 458 471 11,485

The Group adopted FRS 15 ‘Tangble Fixed Assets’ and has followed the transitonal provisions to retan the book value of land and
buldings, certan of which were revalued in 1992
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for the year ended 31 December 2006

13 Tangible fixed assets contnved)
Freehold land and buldings are included at valuation on an exsting use basis as follows
Valuations in 1982

The histoncal cost and related depreciation of freehold land and bulldings included at a valuation are set out below

£'000

3,315

Freehold land and buildings

2006 2005

£:000 £'000

Histoncal cost 7,905 7872

Depreciation based on cost {1,516) (1,382)

Histoncal cost net book value 6,389 6,490

The above figures may be reconciled to the overall cost/valuation of land and buldings shown above as follows
Assets at Additions

1992 value post 1992 Total

£'000 £'000 £'000

Histoncal cost of land and buildings held at 1892 valuation 1,609 - 1,609
Histoncal cost of land and bulkdings additons post 1992 held at cost - 6,296 6,296 |

Histoncal cost of land and buldings 1,609 6,296 7.905

Increase in value — 1992 valuation 1,706 - 1,706

Cost/valuation of [and and buildings 3,315 6,206 9,611

The net book value of pfant and machinery mcludes an amount of £51,000 (2005 £68,000} In respect of assets held under finance

leases and hire purchase contracts Depreciation charged on these assets dunng the year was £17,000 (2005 £nil}




14 Investments

Group
Fixed asset investments Interest in Other

Associate investment Total

£'000 £000 £°000

Cost
At 1 January 2006 1,392 22 1,414
Share of retaned profit 78 - 78
At 31 December 2006 1,470 22 1,492
impairment
At 1 January 2006 589 - 589
Impairment of interest In assocate B4 - 84
At 31 December 2006 673 - 673
Net bock value
At 31 December 2006 797 22 819
At 31 December 2005 803 22 825

Interest in associate
This represerts a holding of 34 4% of the 1ssued £1 ordinary shares of Furlong Mills Limsted, a company registered in England, whose
pnncipal actity is that of a potters miller

2006 2005
£'000 £'000
Share of associate’s net assets 1,526 1,448

Dunng the year the Group purchased raw matenals to a value of £1,804,000 {2005 £1,756,000} from Furong Mills Lmited Amounts
due to that company at 31 December 2006 were £171,000 (2005 £85,000)

Tha difference between the carrying value of the Group’s interast In associate and the share of associate’s net assets reflects the
impasrmeant charged in the Group's accounts and adiustments in relation to accounting policies Further detall on the imparment
charged dunng the year 1s gven in note 5 to the financial statements

Other investment 2006 2005
£'000 £'000
Shares n unlisted company at cost 22 22

Shares in unlisted company represents 35 9% (2005 35 9%) of the 1ssued ordinary share capital of Shrafil Management Limited,

a company registered in Great Britan The Directors do not consider that the investment in Shraff Management Limited should be
accounted for as an associate as Churchill China plc 1s not in a position to exercise significant mfluence over Shraff Management Lirmited,
taking into account other large third party shareholdings
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14

15

Investments (contnued

Company
Fixed asset investments

Cost or valuation
At 1 January 2006 and 31 December 2006

Impairment
At 1 January 2006 and 31 December 2006

Net book value
At 1 January 2006 and 31 December 2006

Interests
in Group Other
undertakings Investments Total
£'000 £'000 £000
2,627 398 3,025
424 - 424
2,203 398 2,601

The above impaiment reduces the camying value of the Company’s investment in Churchitl Fine Bone China (Holdings) Limited and its

subsidianes, to match the underlying net asset value of the subsidianes concerned

Interests in Group undertakings

Interests i Group undertakings compnse the cost of mvestments in subsidiary undertakings The prncipal operating subsidianes of the

Group are as follows

Pnncipal achvity

Manufacture and sale of ceramic and
related products
Provision of management and property
sanaces within the Group

Proportion of
Country of Description of  nomunal value of
Name of company incorporation  shares held 1ssued shares held
Churchill China {UK) bimited Graat Bntan Ordinary 100%
Churchill Ceramics (UK) bmited ~ Great Bntain Ordinary 100%
Churchidl China, Inc usa Ordinary 100%

Dormant companies withen the Group are not included n the above analysis

Stocks

The Company has no stocks Detals of stocks relating to the Group are as follows

Raw matenals and consumables
Work In progress
Finished goods and goods for resale

Sale of ceramic and related products

2006 2005
£'000 £'000
197 387
690 491
5,970 7,768
6,857 8.646

The Directors do not consider there 1s a matenal difference between the carrying vatue and replacement cost of stocks




16 Debtors

17

Amounts falling due after one year
Amounis owed by subsidiary undertakings

Amounts falling due within one year
Trade dsbtors

Amounts owed by subsidiary undertakings
Other debtors

Prepayments and accrued income
Deferred tax (see note 20)

Total debtors

Some element of the deferred tax asset may be due in more than one year As the tming and extent of future profits and capital

expenditure are not certain, this has not been quantified

Group
2006 2005 2006
£'000 £'000 £'000
- - 13,226
9,869 9,721 -
- - 19
23 9 -
219 372 -
301 435 -
10,412 10,537 118
10,412 10,537 13,345

Debtors mnclude the followang amounts recewvable in currencies other than sterding

US dollars
Euro

Investments and other assets for sale

Land and buldings, plant and machinery

Group

2006 2005 2006

£°000 £°000 £'000
1,318 1,006 -
1,039 1,038 -
2,357 2,044 -
2006

£'000

Company

2005
£'000

14,440

115

14,555

Company

2005
£'000

1

At 31 December 2005 the above amount represented the camying value less deposits received of certam land, bulldings, plant and
machinery at Alexander Pottery, Cobndge, Stoke on Trent, held as an asset for sale The sale of this asset was completed on 10 January

2006 for total proceeds of £3,000,000
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18 Creditors' amounts falling due within one year

19

20

Trade creditors

Amounts due to subsidiary company
Chbligations under finance leases
Taxation and soclal secunty
Corporation tax

Other creditors

Accruals and deferred income

2006
£'000

1,787

Group
2005
£'000

2,246

22
1,160
318
1975
547

6,268

Company

2006 2005
£'000 £000
13 13

19 6

- q

1 1

33 24

Trade creditors includs an amount of £1,042,000 (2005 £874,000) due in US dollars, and amounts of £2,000 (2005 £1,000) due n Euros

Creditors. amounts falling due after more than one year

Obligations under finance leases

Finance leases
Repayable in one year or less
Repayable between one and two years

Provisions for liabilities and charges

As at 1 Jarwary 2006
Charged to the profit and loss account
Utilised in year

At 31 December 2006
Included n debtors (note 16)

Provisions at 31 December 2006

2006 2005
£'000 £000

- 16

16 22

- 16

16 38
Restructuring Deferred
provision tax
£'000 £000
6 {435)

- 154

)] -
- (241}

- 301

- 60




20 Prowvisions for liabilities and charges contrued

Deferred taxation

Deferred taxation has been provided to the extent that the Directors believe on the basis of reasonable assumptions and the intentions

of management, it 1s probable that a labiity or asset will crystallse The amount provided is

Accelerated capital allowances
Short term timing differences

Deferred tax asset
Deferred tax asset on pension hability {note 21)

Deferred tax asset including asset on pension fund hability

The above deferred tax asset 1s disclosed as follows

Deferred tax current asset (note 16)
Deferred tax provision
Deferred tax on pension scheme ligbility {note 21)

The movement on deferred tax s as follows

At 1 January 2006
Amount debited to profit and loss account (note 9)
Amount debited to statement of total recognised gans and losses

At 31 December 2006 including deferred tax asset on pension habihty

Deferred tax provision

2006
£'000

172
(413)

(241)
{1,184}

{1,425)

2006
£'000

(301)
60
(1,184)

{1,425)

2005
£'000

135
(570)

(435)
@,771)

(3,2086)

2005
£:000

{435)

{2,771)

(3.206)

A deferred taxation hability In respect of the 1992 revaluation of Marborough Pottery of £132,000 (2005 £132,000) has not been

provided for as there 1s no present intention 1o dispose of the revalued property, therefore such Iabiity 1s unbkely to crystalise

Any llability would also be matched by avalable capital losses

In addition to the above, the Group have capital losses amounting to £6,251,000 (2005 £7,056,000) which at the date of approval
of the financial statements have been agreed by the tax authornties The related deferred tax asset has not been recogrused except
In refation to the proportion that the Directors believe may be recovered n the foreseeable future (Enil (2005 £550,000)

Restructuring provisions

A provision was established in 2005 for redundancy and similar costs charged to the profit and loss account, but not paid dunng the

year These costs were paid in 2006
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21 Pension and similar obligations

The Group operates thres pnncipal pension schemes, a funded pension scheme, the Churchill Group Retrernent Benefit Scheme,
providing benefits based on final pensionable salary which was closed to new entrants in 1899 and to which the accrual of future
benefits ceased on 31 March 2008, the Churchill Chuna 1939 Pension Scheme and the Churchill China 2006 Group Personal Pension
Plan Both of the latter schemes are defined contnbution schemes providing benefits based on contnbutions paid

The assets of the schemes are held separately from those of the Group The total pension cost for the Group was £722,000 less an
exceptional credit of £1,150,000 re curtaiment benefits giving a net credit of £428,000 (2005 cost £857,000) Of this cost, £207,000

less an exceptional credit of £1,150,000 re curtalment benefits, gving a net credit of £943,000 (2005 charge of £604,000), related
to tha Churchill Group Retirement Benefit Schame, £136,000 (2005 £134,000) was in respect of the Churchill China 1999 Pension
Scheme and £205,000 {2005 £nil} was n respect of the Churchill China 2006 Group Personal Pension Scheme The balance of cost
was ncurred n respect of overseas and other pension arrangements At the year end amounts due to pension funds in respect of

Company contnbutions were £36,000 (2005 £69,000)

In the penod up to the date of cessation of the future accrual of benefits under the Churchill Group Retirement Benelit Scheme on

31 March 2006 the Group pad contnbutions o the Scheme at a rate of 13 6% of pensionable salary (2005 13 1%) In addition a
contnbution of £3,009,000 (2005 £1,200,000) was made in respect of the amorusation of past service habilities The forward funding
rate of the Schemae following this additionat payment and the closure of the Scheme to future accrual was agreed with the Scheme

Trustees and Actuary n May 2006 The Group will continue to make payments of £240,000 per annum in respect of the amorhsation
of past service deficits These payments will be reviewed at the date of the next tnenmal actuanal valuation on 31 May 2008

FRS 17

The most recent full valuation of the Group's defined benefit pension scheme, the Churchill Group Retirement Benefit Scheme
(performed on 31 May 2005) has been updated to 31 December 2006 to take account of the requirements of FRS 17 The major
assumptons, as recommended by the Scheme Actuary, used to calculate the present valus of scheme abiliues were as follows

2006 2005 2004

% per annum % per annum % per annum

Discount rate 51% 4 8% 52%
Inflation rate 31% 27% 28%
Rate of Increase In salanes N/A 39% 40%
Rate of increase of pensions In payment 31% 27% 2 8%
Rate of increase of deferred pensions 3.1% 27% 28%
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21 Pension and similar obligations (contnuec)

The assets of the scheme and the expected rate of return and habiities of the scheme at 31 December were

Long term Long term Long term

rate of return rate of return rate of return

expected at Value axpected at Value expected at

31 December 31 December 31 December 31 December 31 December

2006 2006 2005 2005 2004

% £'000 % £'000 %

Equites 7 5% 20,215 71% 18,112 79%

Bonds 4 7% 1,893 44% 1,575 47%

Other 4 7% 4,904 4 4% 2,230 47%
Market value of scheme assets 27,012 21917
Present value of scheme liabiliies (30,960) (31,152)
Deficet in the scheme (3,948) (3,235)
Related deferred tax asset 1,184 2771
Net hability (2,764) {6,464)

An analysis of the amounts that have been charged io operatng profit 1s as follows

2006

£'000
Current service cost 207
Settlements or curtailments {1,150)
Total operating (credit)/charge {943)
An analysis of the amounts that have been charged to other financing incomea 15 as follows

£'000
Expected return on pension scheme assets 1,559
Interest on pension scheme labilities {1,495}
Net cost

B

Value
31 December
2004
£'000

14,461
1,360
1,267

17,088
(28.474)
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21 Pension and similar obligations tontinued

An analysis of the amounts that have been recognised in the statement of {otal recognised gans and losses (STRGL) s as follows

Actual return less expectad return on pension schemes assels
Expenence gans and losses ansing on pension scheme habilties
Changes in assumptions undertving the present value of the schems habiities

Actuanal gain recognised in STRGL

An analysis of the movement in deficit dunng the year 1s as follows

Deficit n scheme at beginning of the year

Movement in year

Current service cost

Contnbutions (including additonal contribubion of £2,800,000 (2005 £1,200,000)
Settlements or curtalments

Other financing income/(cost)

Actuanat gain

Deficit iIn scheme at end of the year

A history of expenence gans and losses at 31 December 1s as follows

2006 2005

Difference hetween the expected and

actual return on scheme assets
Amounts (£'000} 839 2,111
Percentage of scheme assets 3% 10%
Expertence gains and losses on scheme habiities
Amount {£'000) 310 53
Percentage of present value of scheme babilities 1% 0%
Total amount recogrised in statement of

total recogmised gains and losses
Amount (£'000) 1,110 1,051
Parcentage of present value of scheme llabilities 4% 3%

2006 2005

£000 £°000

839 2,111

310 53
{39) {1,113)

1,110 1,051

£7000 £'000

(9,235) {11,388)
{207) (722)

3,170 1893

1,150 118
64 (189}

1,110 1,051
{3,948) (9,235)

2004 2003 2002
206 1,234 (4,244)
2% 8% 35%
{133) (90} (164)
1% 0% 1%
(3.601) {499) {5.557)
13% 2% 28%




22

23

24

Called up share capital

2006 2005
£'000 £000
Authorised
14,300,000 ordinary shares of 10p each (2005 14,300,000} 1,430 1,430
Allotted, called up and fully paid
10,902,126 ordinary shares of 10p each (2005 10,862,126) 1,080 1,086

Dunng the year 40,000 ordinary shares of 10p each were allotted, called up and fully paid under the terms of the unapproved Executive
Share Opton scheme and Approved Executive Share Option Consideration for the issue of these ordinary shares was recewved in the
form of cash

Options in shares of Churchill China plc

The following aptions exercisable over ordinary shares were outstanding at 21 March 2007

Date from

Exercise which
Number of shares price exercisable Expiry date
The Executive share option scheme
20,250 151p December 2003 December 2010
47,000 208p Apnl 2007 April 2014
The unapproved Executive share option scheme
12,500 118 5p Apnl 2003 Aprl 2010
42,000 151p December 2003 December 2010
60,000 171p Apnil 2005 Apnl 2012
53,000 208p Apnl 2007 Apnl 2014

Share based payments

The Executive share option scheme was introduced in October 1994, a complementary unapproved Executive share option schems
was approved by shareholders in October 1996 Options under these schemes are granted with a fixed exergise pnce equal to the
market prce of the shares at the date of issue Options are normally only exercisable afier three years from the date of grant and expire
ten years from the date of grant Options granted will be exercisable gven satisfaction of the requirement that adjusted earnings per
ordinary share will increase by at least 6% above the increase in the Retait Prce Index over the three year pened from the beginrung of
the financial year n which the option was granted Paymen! of the exercise pnce of options exercised 1s receved in cash As required
by FRS 20 *Share Based Payments”, a charge to the profit and loss account has been made to reflect the far valus of options granted
since 7 November 2002 Options have been valued using the Black-Scholes option pneing model No performance conditions were
used in the far value calculations The farr value per option granted and the assumptions used in the calculahon were as follows
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24 Share based payments contnueq

Grant date 30 Apnl 2004
Share price at grant date 208p
Exercise pnce 208p
Number of employees 12
Shares under opton (10,000 lapsad) 110,000
Vesting penod (years) 3
Expectad volatility 25%
Option Ife {years) i0
Expected Ife (years) 5
Risk free rate 48%
Expected dmdends exprassad as a dndend wield 52%
Farr value per option 24p

Expected volatility 1s based on histoncal volatlity over the last three years The expected life 1s the average expected pencd to exercise
The nsk free rate of return is the yield on zero coupon UK government bonds of a temn consistent with the assumed option life
A reconciliation of option movements for the year tc 31 December 2006 I1s set out below

2006 2006 2005 2005

Number Weighted Number Wenighted

'000 average '000 average

exercise exercise

price price

Outstanding at 1 January 307,250 175 5p 375,250 169 9p
Forfeited (32,500) 173 2p - -
Exercised (40,000) 158 5p (68,000} 145 0p
Qutstanding at 31 December 234,750 178 7p 307,250 175 5p
Exercisable at 31 December 134,750 156 9p 197,250 157 3p

There were no share options granted dunng the year




24 Share based payments (ontnued)

25

2006 2006 2006 2006 2005 2005 2005 2005
Weighted Number Weighted  Weighted Weighted Number Weighted Weghted
average '000 average average average 000 average average
exercise remaiming remaining exercisg remanng remaining
price Ife Iife pnce Iife hfe
{expected) {contractual) {expected} (contractual)
100p - 149p 118 5p 12,500 00 33 118 5p 12,500 00 43
150p - 199p 160 8p 122,250 00 46 152 9p 184,750 05 55
200p - 250p 208 Op 100,000 23 73 208 Op 110,000 33 83
The weighted average share pnce for options exercised in the penod was 158 5p (2005 145 Op} The total charge dunng the year
for employes share based payment plans was £8,000 (2005 £7,000), all of which related to equity settled share based payment
transactions After deferred tax, the total charge was £6,000 (2005 £5,000)
Reconciliation of movements in shareholders’ funds
2006 2005
(as restated
- note 28)
£000 £'000
Profit for the year 4,088 2,678
Ordinary dwidends (1,217) (1,194)
New share capital issued 63 99
Share basad payment charge 8 7
Net exchange adjustrments (10) 7
Actuanal gan on defined benefit pension scheme less related deferred tax 7t 736
Net addibon to shareholders' funds 3,708 2,333
Opening shareholders’ funds 22,446 20,113
Closing shareholders’ funds 26,155 22,446
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26 Analysis of changes in financing during the year

27

2006 2005
Share capital Share capital

{(including Loans and {including Loans and

share finance lease share finance lease

prermum)  obhgations pramium) obhgatons

£'000 £000 £'000 £'000

At 1 January 3,293 38 3,194 -

Shares 1ssued nat of expenses 63 - Q9 -

Cash outflow from financing - i22) - ®

New finance leases - - - 44

At 31 December 3,356 16 3,293 38

Financial instruments

lnterest rate nsk of financial assets and labiities

2006 2005

£'000 £'000

Vanable rate assets Stering 6,306 2,156

US Dofllar 187 305

Euro 200 165

Other 14 3

Vanable rate habilities US Dollar {(297) -

Net vanable rate assets 6,410 2,628

Fixed rate liabilites Sterling (16) (38)

6,394 2,591

A nght of set off exists between vanable rate assets and habilities
The Group's vanable rate financial labilities attract interest charges based on the Lloyds TSB plc base lending rate

The Group’s vanable rate sterfing and foreign currency assets are compnsed entirely of cash and bank deposits Interest rates on bank
deposits are based on the appropnate Lioyds TSB plc base rate Dunng the year short term deposits were made for penods between
1 and 11 days and earned interest at rates between 2 7% and 4 8%

The numencal disclosures above do not include detads regarding shont-term debtors and creditors as permitted by Financial Reporting
Standard 13 “Denvatives and other financial instruments®

Fixed rate hiabilities mature over the penod shown in note 19




27 Financial instruments contnued

Borrowtng facilities
The Group has undrawn committed borrowing facilities of £5,000,000 expinng within one year These facilities are subject to an
annual review

Farr value of financial assets and habilities
There 1s no difference between the farr value of financial assets and habiities and their book value except as noted within “Hedges”

Currency exposures
The table below shows the extent t¢ which the Group has monetary assets and habiies other than stering Foreign exchange
differences on retranslation of thesa net assets and labilites are taken to the Group's profit and foss account

2006 2005
£'000 £'000
Currency US Dollar 166 437
Euro 1,237 1,202
Cther currencigs 14 3
1,417 1,642

These monstary assets and labilities may be analysed as follows
Debtors (note 16) 2,357 2,044
Financial assets and labilites (above) 104 473
Creditors due within one year (note 18) {1,044) (875)
1,417 1,642

Hedges
As explained in the Directors’ Report on page 18, the Group's policy I1s to hedge the curency nsks to which it 15 exposed using forward
option contracts

At 31 December 2006, the Group had losses of £102,000 (2005 gans of £111,000) on forward option contracts which had been
recognised in the profit and loss account and gains of £nil (2005 £ni) on forward option contracts which had not been recogrised in
the profit and loss account as they relate to transactions which will be completed n future years All the gains and losses on hedging
instruments are expected to be matched by gans and fosses on the hedged transactions
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28 Reserves
Share Profit
premium  Revaluation Other and loss
account reserve reserves account
£'000 £'000 £'000 £'000
Group
At 1 January 2006 as previously reported 2,207 1,287 253 17,613
Pror year adjustment FRS 20 - - 13 {13)
2207 1,287 266 17,600
Prermum on allotment dunng the year 59 - - -
Net exchange adjustments - - - (10}
Actuanal gan on defined benefit pension scheme net of defarred tax - - - 777
Share based payment charge for the year - - 8 -
Transfer from revaluation reserve to profit and loss account - (12) - 12
Retained profit for the year - - - 2,871
At 31 December 2006 2,266 1,275 274 21,250
Churchill China pic and subsidianes 2,266 1,275 274 19,862
Associate - - - 1,388
At 31 December 2006 2,266 1,275 274 21,250
At 31 December 2005 2,207 1,287 266 17,600

Cumulative goodwll relating to acquisitions made pnor to 2006 which has been eliminated against reserves amounts to £31,000
{2005 £31,000) This goodwill will be credited against any disposal of the acquired businesses

The profit and loss reserve 1s shown after a charge for £2,764,000 {2005 £6,464,000) in respect of pension liabiity in relation to the

Group’s defined benefit pension scheme

Pnior year adjustment and impact of new standards

The adoption of FRS 20 “Share Based Payments” has resulted in an increase in staff costs of £8,000 (2005 £7,000)

Share Profit

premium and loss

account account

Company £'000 £'000
At 1 January 2006 as previously reported 2,207 14,066
Pnor year adjustment FRS 20 - {13)
At 1 January 2006 as restated 2,207 14,063
Prermium on allotment dunng the year 59 -
Loss for the year - (7)
Less dmdends - (1,217)
At 31 December 2006 2,266 12,829




29

30

31

Financial commitments

Caprtal commitments

Group Company
2006 2005 2006 2005
£'000 £'000 £'000 £'000
Capital expenditure contracted but not provided for 315 273 - -

Operating lease commitments
The Group has financial commitments in raspect of non cancellable operating leases of plant and machinery for which the payments
axtend over a number of years as follows

Group Company
2006 2005 2006 2005
£'000 £'000 £'000 £000
Annual commitments under non-canceltable operating leases
expinng within two to five years 141 224 - -

Company profit and loss account

As permitted by Section 230 of the Companies Act 1885, the holding company's profit and loss account has not been included
n these financial statements The profit for the year, after dmdends and other distnbutions recewved from subsidiary Companies,
15 made up as follows

2006 2005
£'000 £'000
Holding company's (lossy/profit on ordinary actvities for the financial year before tax ] 75

Related party transactions

Detarls of related party transactions are shown in the Directors’ Report and in the Notes to the financial statements appropnate to the
type of transaction being dealt with (see note 14)

The Group has taken advantage of the exemption under FRS 8 allowing detals of related party transactions with subsidiary companies
not to be disclosed

The Directors do not consider the Company to have an ulimate controlling party
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Five Year Financial Record

Turnover

Operating profit before exceptional items
Share of operating profit/floss) of associate net of imparment
Net interest recervable and similar incoms

Other financing income/{costs)

Profit on ordinary activities before profit on disposal of
fixed asset and exceptional tems
Exceptional items

Profit on disposal of fixed assets

Profit before taxation

Taxation charge

Profit after taxation
Dridends

Retaned profit/{loss)

Net assets employed

Ratios
COperating margin before exceptional items
Basic earmungs per share (pence)

Adjusted earnings per share (pence)

2002 2003
£'000 £'000
50,904 49,474
1,971 2,727
30 29

42 27
2,043 2,783
(338) (1,639)
75 18
1,780 1,162
(352) (553)
1,428 609
(959) {1,070)
469 (481
27,827 26,723
39% 55%
134 57
150 182

2004 2005 2006
{as restated
- note 28)

£'000 £'000 £'000
48,972 46,399 47,757
3.220 2,696 2,177
100 (1) 5
74 75 241
{(118) {189) 64
3,276 2,561 3,087
(866) - 784
19 269 1,876
2,429 2,830 5,747
{703) (152} {1,659)
1,726 2,678 4,088
(1,117 (1.194) {1,217}
608 1,484 2,871
20,113 22,446 26,155
66% 58% 58%
160 247 376
215 176 204

The adusted earrings per share 1s based on the profit on ordinary actmities after taxation and adjusted to ake into account exceptional items,

profit on disposal of fixed assets and the recogmiton of related deferred tax assets




Notice of Annual General Meeting

Notice 1s hereby given that the Annual General Meeting of Churchill China ple will be held at Mariborough Pottery, High Street, Sandyford,
Tunstall, Stoke-on-Trent on Wednesday 16 May 2007 at 12 00 noon for the following purposes

Ordinary Business

To consider and, f thought fit, to pass the following resolutions which will be proposed as ordinary resolutions

1

2

That the reports of the Directors and the Auditors and the Financial Statements for the year ended 31 December 2006 be receved

That, as recommended by the Directors, a final dwidend of 8 1p on each ordinary share for the year ended 31 December 2006
be declared

That D J S Taylor be re-elected as a Director
That D M O'Connor be re-elected as a Drrector
That | T Hicks be re-elected as a Director

That the Auditors, PncewaterhouseCoopers LLP. be re-appointed and that the Directors be authonsed {o fix ther remuneration for the
year ending 31 December 2007

That the Directors’ Remuneration Repoert for the year ended 31 December 2006 be approved

Special Business

To consider and, 1f thought fit, to pass the following resolutions which will be proposed as special resolutions

8

That the Directors of the Company be empowered pursuant to Section 95(1) of the Companies Act 1985 {"the Act”) to allot equrty
secunties (as defined in Section 94{2) of the Act) pursuant to the authonty under Section 80 of the Act granted by resoluton of the
Company passed on 14 May 2003, and/or to sell relevant shares (as defined In Section 94(5) of the Act} of the Company if, immaechately
before such sale, such shares were held by the Company as treasury shares (within the mearung of Section 162A(3) of the Act), as if
Saction 89(1} of the Act did not apply to such aliotment or sale, provided that this power shall be imited to -

{a) the allotment of equity secunties and/or sale of relevant shares in connection with a nghts 1ssue (which for this purpose shall
mean an offer of equity secunties open for acceptance for a pened fixed by the Directors in favour of the holders of ordinary
shares on the register on a fixed record date where the equity secunties raspectively attnbutable to the interests of such holders
are proportionate (as nearly as may be) to the respective numbers of ordinary shares held by them, but subject to such exclusions
or arrangements as the Directors may deem necessary or desirable to deal with fractional entitfements otherwise ansing or legal
or practical problems under the laws of, or the regulations or requirements of any regulatory body or authonty or stock exchange
n, any terntory), and

(b} the allotment of equity secunties and/or sale of relevant shares (otherwse than as mentioned in sub-paragraph (a) of this
resolution) up to an aggregate nominal amount of £54,510,

and shall expire at the conclusion of the next Annual General Meeting of the Company after the passing of this resolution (or, if eartier, on
15 August 2008) and provided that the Company may make any offer or agreement before the expiry of this power which would or might
require equity secuntes to be allotted pursuant thereto after it has expired

9

That, in accordance with Chapter VI of Part V of the Act, the Company be generally and unconditionally authonsed for the purposes of
Section 166 of the Act to make market purchases (within the meaning of Section 163(3) of the Act) of ordinary shares of 10p each i1 the
capitat of the Company {“Ordinary Shares™) on such terms and in such manner as the Directors of the Comparty may from time to tme
determing, provided that

(8} the maxmum aggregate number of Ordinary Shares hereby authonsed to be purchased 1s 1,080,212 represanting approximarsly
10 per cent of the present 1ssued share caprtal of the Company,
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(b} the nunimum pnce which may be paid for an Ordinary Share, exclusive of all expenses, shall be 10p,

€}  the maxmum prnce which may be pad for an Ordinary Share, exclusive of all expenses, shall not be more than 5 per cent above
the average of the middle market quotations for an Qrdinary Share as derved from the London Stock Exchange Daily Official List
for the five business days immediately preceding the date on which such Ordinary Share 1s purchased

and, unless previously renewed, vaned or revoked by special resolution of the Company in general meeting, the authonty hereby conferred shall
expire at the conclusion of the Company's next Annual General Meeting after the passing of the resolution {or, if earlier, on 15 August 2008)
The Company may prior to the expiry of the authonty hereby conferred make a contract or contracts to purchase Ordinary Shares under such
authonty which wall or may be executed whoily or partly after the expiry of such authonty Any Ordinary Shares purchased under the authonty
hereby conferred wil be either cancelled immediately upon completion of the purchase or held, sold, transferred or otherwise dealt with as
treasury shares in accordance with the prowisions of the Act

By order of the Board
by | C
D J S Taylor
Company Secretary
Registered Office
Mariborough Pottery
High Street
Tunstall
Stoke-on-Trent
ST6 5NZ

Registered Number
2709505

Dated 18 Apnt 2007

Explanatory Notes

1 A member entitled 1o vote at this Meeting 15 entitled to appoint ona or more proxes to attend and on a poll, vote tinstead of him A proxy need not also be
a member A form of proxy for the usa of members 1s enclosed and the attention of the members 1s drawn to the notes thereon The appontment of a proxy
will not preclude a member from attending at the Meeting and voling thereat i person

2 There wi be avallable at the Registered Office of the Company dunng bustness hours on any weekday (excluding Saturdays and public holidays) from the
date of this Notice until the conclusion of the Annual General Mesting, and at Mariborough Pottery High Street Sandyford, Tunstall Sioke-on-Trent from
915 am uniil the conclusion of the Annual General Meeting, the register of Directors’ mterests and copies of all semce contracts of the Directors of the
Company having an unexpired term of at least 12 months

3 Itern 8 n tha notice of Annual General Meeting 1S a special resolution to empower the Dwectors at any time pnor 1o 15 August 2008 (or if eartier the
conclusion of the 2008 Annual General Mesting) to allot equity secunties {or sell relevant shares out of treasury) for cash wathout pre-emption up o an
aggregate nominal value of £54,510 {equivalent to 545,100 ordinary shares representing approximately 5 per cent of the present tssued share capial)

This resclution wilk also empower the Directors (wathin the pencd mentionad above} to allot pursuant to the authonty under section 80 of the Comparues
Act 1985 which was granted at the 2003 Annual General Meeting up to 3,397,874 ordinary shares (representing approximataly 31 2 per cent of the present
issusd share capital} in connectron with a nghts or similar 1ssue with such modifications as they may consider necessary or desirable to deal with fractions
or legal or practical problems.

4 ltern 9 i the notice of Annual General Meeting ts a special resofution to allow the Company at any tme pnor to 15 August 2008 (or, If earler the conclusion
of tha 2008 Annual General Meeting) to repurchase up to 1,090,212 ordinary shares (representing appraxmately 10 per cent of the present 1ssued share
capdall The Directors undertake that the authonty conferred by this resolution, if approved, will only be used if to do so would result in an increase In
earmngs per share and be n the best interests of shareholders generally

5 In accordance with Regulatron 41{1} of the Uncertificated Secuntes Regutations 2001 the Company specifies that only those shareholders who ars
regustered in the Company’s register of members at 12 noon on 14 May 2007 (or, in the case of adjournment, 48 hours before the bme of the adjourned
mesting} will be entitled to attend or vote at the Meeting and that the number of votes which any such shareholder may cast, upon a poll will be determined
by reference to the number of shares registered m such shareholder’s name at that ume
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