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Morgan Crucible:
A world of advanced malerials

-rom medical instruments, aerospace, power generation
and satelite communications to body armour, traing and
ire protection systems: Morgan Crucible's advanced
naterial fechnology is a fundamental component of many
of today's sophisticated products.

Nith the rapid development of increasingly complex
echnology, our customers are demanding maore from
he materidls they use and are looking for a partner

~ho can help them 1o respond fo the pace of change.
Viorgan Crucible’s knowledge, skills, design and technical
>xpertise, built up over 180 years in the business, mean we
~an tailor our matericls to deliver the specialist capability
our customers requiire, while taking care of the impact

our products have on the environment both during and
ofter their useful life.

Viorgan Crucible’s advanced materials - technically
—omplex, added value, bespoke solutions - are the future.

3 Chairman’s statement

) Review of our strategy by the
Chief Executive Officer

2 The Group ot a glance

4 Business review
14 Review of cperations
24 Financial review
27 Risk monagerment
30 Corporate respensibility
35 Cauticnary statement

5 Directors and Executive Cornmittee

3 Directors’ report

) Corporate governonce

5 Rernunerction report

I Shareholder information

2 Report of the independent auditors

3 Consolidated income staternent

1 Consolidated balonce sheet

h Consclidaoted staternent of cash flows

3 Consolidated statermnent of recognised
income ond expense

! Netes o the finoncial statements

3 Cormpany balance sheet

5 Statistical information under UK GAAP
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We aim to create consistent, |
long-term value for our shareholders
by being a world leader in advanced
materials. We target mid-teen :

‘underlying operating profit margins |

in good fimes and are making good |
~ progress, achieving aimost 11%in

2006 up from 5% just three years ago.,

-We pursue our goals consistently
across all parts of the business by:

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

» Establishing and maintaining
Ieadin% positions in our farget
markefts
» Continuously improving our

~ operational performance

» Investing in our people
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Regulatory Announcement '

T
Go to market news section \' D . &
Company Morgan Crucible Co PLC] /75 - " f:\ 822
TIDM MGCR | | isSuER | FILE NO.
Headline Transaction in Own Shares U7 17 £ szfiMQFgm Crucible Company plc 82-3387
Released 18:31 27-Mar-07 T R DRTLE

Number 8461T

" RNS Number:8461T
Morgan Crucible Co PLC
‘27 March 2007

The Morgan Crucible Company plc announces that on 27 March 2007 it purchased for
cancellation from JPMorgan Cazencove Limited 200,000 ordlnary shares at an
average price of 275.3314 pence per- share.

Accordingly, upon settlement of the above transaction, The Morgan Crucible
Company plc's capital consists of 288,155,142 25p ordinary shares with voting
rights, and 437,281 cumulative preference shares (125,327 5.5% cumulative first
preference shares of £1.00 each and 311,954 5% cumulative second preference
shares of £1.00 each), with no voting rights, save in specified limited
circumstances.

Therefore, the total numher of shares with wvoting rights in The Morgan Crucible
Company plc is 288,155,142.

The above figure 288,155,142 may be used by shareholders as the denominator for
the calculations by which they will determine if they are required to notify
their interest in, or a change to their interest in, The Morgan Crucible Company
plc under the FSA's Disclosure and Transparency Rules,

Enquiries

The Morgan Crucible Company plc 01753 837 000
Paul Boulton

This information is provided by RNS
The company news service from the London Stock Exchange

-

London Stock Exchange plc is not responsible for and does not check content on this Website Website users are
responsible for checking content. Any news item (including any prospectus) which is addressed solely to the persons
and countries specified therein should not be relied upon other than by such persons andlor outside the specified
countries. Terms and conditions, including restrictions on use and distributlon apply.

©2007 London Stock Exchange pie. All rights reserved

http://www.londonstockexchange.corn/LSECWS/IFSPagesfMarketNewsPopup.aspx‘?i... 28/03/2007
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Regulatory Announcement ;

Go to market news section ISSUER FILE NO.
The Morgan Crucible Company plc 82-3387
Company Morgan Crucible Co PLC .
TiDM MGCR '
Headline Annuai Report and Accounts
Released 09:00 28-Mar-07
Number 91T

The Morgan Crucible Company plc Annual Report 2006

28th March 2007

The Company’s Annual Report and Financial Statements 2006, Shareholder Circular incorporating
the Notice of Annual General Meeting 2007 and related documents have been submitted to the UK
Listing Authority and will shortly be available for inspection at the UK Listing Authority’s
Document Viewing Facility which is situated at:

UK Listing Authority,
‘The Financial Services Authority,
25 The North Colonnade,
Canary Wharf,
London E14 5HS.

London Stock Exchange plc is not responsible for and does not check content an this Website. Website users are
responsible for checking content. Any news item (including any prospectus) which Is addressed solely to the persons
and countries specified therein should not be relied upon other than by such persons and/or outside the specified
countries, Terms and conditions, including restrictlons on use and distribution apply.

©2007 London Stock Exchange ple. All rights reserved
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Regulatory Announcement ;
RECEIYED
Go to market news section R e

!
Company Morgan Crucible Co PUCT] APR -2 /N )
TIDM MGCR !
Headtine Holding{s) in Company: 1CE OF 1143 SRISATH:
CORPORATEFIM
Released 12:21 28-Mar-07 e !
Number 88817

Y

.
FGE

& &
JISSUER ‘ FILE NO. i
The Morgan Crucible Company plc 82-3387

TR-1(i): NOTIFICATION OF MAJOR INTERESTS IN SHARES

1. Identity of the issuer or the underlying issuer of existing shares to which voting

rights are attached i
The Morgan Crucible Company plc

2. Reason for the notification (please state Yes/No): { )

An acquisition or disposal of voting rights: ( N}

An acquisition or disposal of financial instruments which may result in the acquisition of

shares already issued to which voting rights are attached: (N )

An event changing the breakdown of voting rights: (N )

Other (please specify) : ( Y ) Disclosure for transparency purposes

3. Full name of person(s) subject to the notification obligation (u):
Standard Life Investments Ltd

4, Full name of shareholder(s) (if different from 3.) g
Vidacos Nominees

5. Date of the transaction (an
different) (v:

23 March 2007

6. Date on which issuer notified:
27 March 2007

7. Threshold(s) that is/are crossed or reached:

Direct voting rights exceed 7%, indirect voting rights exceed 3% and total voting rights exceed

11%

‘8. Notified details:

Initial disclosure under the Financial Services Authority’s Disclosure Transparency Rules

A: Voting rights attached to shares

Class/type of shares if

possible using the ISIN

http://www londonstockexchange.com/LSECWS/IFSPages/MarketNewsPopup.aspx... 28/03/2007

d d‘ate on which the threshold is crossed or reached if

Situation previous to the Triggering transaction (vi)




CODE
Number of shares Number of voting Rights (vii))

GB0006(027295 Initial disclosure Initial disclosure

Resulting situation after the triggering transaction (vil]

Class/type of sharesit  Number of shares Number of voting rights (ix) % of voting rights
possible using the 1SIN CODE
Direct Diretlzt Indirect Direct Indirect
22,132,368 22,132,368 10,811,329, 7.675%  3.749%

B: Financial Instruments |

. Resulting situation after the triggering transaction (,m)lI

Type of Expiration Date ExerciselConv'ersIon Number of voting % of voting
financial (xlify Period/ Date (xiv) rights that may be rights
instrument | acquired if the

| instrument is
exercised/ converted.

Total (A+B) , i
Number of voting rights % of voting rights i

32,943,697 11.425% ,

~ 9. Chain of controlled undertakings through which the voting rights and/or the

financial instruments are effectively held, lf applicable (V)
Standard Life Investments Ltd !

Proxy Votmg

i
|
10. Name of the proxy holder: ,
f

]
I

11. Number of voting rights proxy holder V\fill cease to hold:
................. |

|
12. Date on which proxy holder will cease to hold voting rights:

13. Additional information:

14. Contact name:
Standard Life Investments Ltd

15. Contact telephone number:
0131 225 2345 '

|
http://www.londonstockexchange.com/LSECWS{IFSPagesfMarketNewsPopup.aspx‘?i... 28/03/2007




!
)
END |
!
|

London Stock Exchange plc is not responsible for and does not check content on this Website. Website users are
responsible for checking content. Any news item (including any prospectus) which is addressed solely to the persons
and countries specified therein should not be relied upon other than by such persons andfor outside the specified
countries. Terms and conditions, including restrictions on use and distribution apply.

©2007 Londan Stock Exchange plc, All rights reserved ;

;
|
!
|
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professional independent adviser authorised under the Financial Services and Markets Act
2000.

If you have sold or otherwise transferred all your shares in The Morgan Crucible Company plc you
should send this document, together with the accompanying proxy form(s) to the stockbroker or
agent through whom you made the sale or transfer for tfransmission to the purchaser or fransferee.
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A letter from the Chairman of The Morgan Crucible Company plc is set out on pages 2 1o 3 of
this document.

The Notice for the Annual General Meeting is set out on page 4 of this document.

To be valid, forms of proxy for use at the meeting should be completed in accordance with the
instructions printed thereon and returned o the Company’s Registrars as soon as possible, but in any
event 5o as to be received no later than 48 hours before the time appointed for the meeting.




NOTICE OF ANNUAL GENERAL MEETING

NOTICE IS HERBY GIVEN THAT THE SEVENTY-THIRD ANNUAL GENERAL MEETING OF THE COMPANY WILL BE HELD AT ST ANNE'S MANOR HOTEL
LONDON ROAD, WOKINGHAM, BERKSHIRE, RG40 15T ON 20TH APRIL 2007 AT 11,00 A.M. FOR THE FOLLOWING PURPCSES:

1. Toreceive the Report of the Directors and the Accounts for the year ended 4th January 2007.
2. To approve the Remuneration Committee report, as set out in the Report and Accounts for the year ended 4th January 2007,

3. To declare o Final Dividend at the rate of 3.0p per share on the ordinary share capital of the Company for the year ended
Ath January 2007 payable on oth July 2007 to shareholders on the register at the close of business on 1st June 2007.

To elect Mr.Tim Stevenson as ¢ Director.
Te elect Mr. Kevin Dangerfield as a Director.
To re-elect Mr. Joe MacHale as a Director.

~N o oo

To reappoint KPMG Audit Plc as auditors of the Company until the conclusion of the next general meeting. at which accounts are
idid before the members and authorise the Directors to determine their remuneration,

Special Business:
To consider and, if thought fit, pass the following resolutions, of which, resolutions 8 and ¢ will be proposed as ordinary resolutions and
resolutions 10 and 11 will be proposed as special resolutions:

Ordinary Resolutions

8. 'THAT the authority conferred on the Directors of the Company by Article 8(3) of the Company’s Articles of Association be renewed
for the period expiring 15 months affer the date of passing this resotution or until the next Annual General Meeting, whichever shall first
oceur, and for that period the “section 80 amount” is £24,067,095 representing just less than one third of the Issued orclinary share
capital of the Company”.

9. 'THAT the Company may send or supply documents or information to members by maoking them ClVClIlelG.. on a website for the
purposes of paragraph 10.2 of schedule 5 to the Companies Act 2006 and ctherwise and use electronic means (within the
meaning of the Disclosure Rules and Transparency Rules Source Book published by the Financial Services Authority) to communicate
with members’.

Special Resolutions
10. "THAT subject to the passing of resolution 8 the authority conferred on the Directors of the Company by Article 8(4) of the Company’s
Articles of Association be renewed for the period expiring 156 months after the date of passing this resoluhon or on the date of the
next Annual General Meeting, whichever shall first occur, and for that period the *section 8¢ amount” Is £3/610,064 representing just

- less than 5 per cent of the issued ordinary share capital of the Compaony”.

11. "THAT the Directors of the Company be and they are hereby generally and unconditionally authorised for|rhe purpose of Section 163
of the Companies Act 1985 (the "Act’) 1o make one or more market purchases (within the meaning of Section 163(3) of the Act) of
. ordinary shares of 250 each in the issued share capital of the Company (‘Ordinary Shares’) provided that'

(@) the maximum cggregote number of Ordinary Shares authorised to be purchased is 28,880,514 representing just less than 10 per
cent of the issued ordinary share capital of the Company;

(b} the minimum price which may be paid for an Ordinary Share (exclusive of expenses) is 25p;

(C) the maximum price which may be paid for an Ordinary Share {excluslve of expenses) is an amount equal to 105 per cent of the
average of the middle market quotations for an Ordinary Share as derived from the London Stock Exchange Daily Official List for
the five business days immediiately preceding the day on which the purchase is made:

(d} unless previously renewed, varied or revoked this guthority shall expire 16 months from the date of the passing of this resolution or
at the conclusion of the next Annuat General Meeting {whichever is the sooner), and ‘

(e) the Company may make a contract to purchase Ordinary Shares under this outhority which will or may be executed wholly or
partly after the expiry of this authority and may make a purchase of Qrdinary Shares in pursuance of such ¢ contract

Registered Office: :
Quadrant By Order of the Board
55-57 High Street Paul Boulton

Windsor Secretary

Berkshire 19th March 2007

SL4 1P

Notes:

1. Amember of the Company entitied to aftend and vole ot the Meeting may appoint in writing @ proxy or proxies to attend and. on a poll, to vote in their stead. A proxy need not
e a member of the Cormpany.

2. Members (ond any proxes o representatives they appoint) ogree, by aftending the Meeting, thot they are expressly requesting and that they are willing to receive any
communications (nchuding any communications rekating (o the Company's securities) mode at the Meeting.

3. Apre-paid form of proxy is enclosed with this document, The form of proxy. tegether with any power of attormey or other authorty (if any) under which it is signed. of a notarially
certified copy thereof, should be sent to the Company's registiars, Proxy Processing Centre, Telforct Road, Bicester OX26 41D, so s to amve at least 48 hours bafore the fime of the
meeting.

4. Members who have returned forms of proxy are not thereby preciuded from ablending the meeting and voting in person If they so wish.

5. Pursuont fo Reguiation 41 of the Uncertificated Securities Regulations 2001, the Company specifies that only those holdars of Ordinary Shores registered in the relevant register of
securitios of the Company a3 at 6.00 p.m.on 18t Aprit 2007 (o, in the event that the Annual General Meeting i odjourned. in the register of relevant securifies os ot 6.00 p.m.on
the day which is two days betore the day of the adjiourned Meeting) shall be entitied ta attend and vote af the Annwdk General Meoating In respecf af the number of ordinary
shares registered in their names at that time. Changes fo enfries on the relevant register of securities after 6.00 p.m. on 18th April 2007 (or. in Ihe event that the Annucl Ganeral
Meeting i adjourned, in the relevant register of securities affer 6.00 o.m. on the day which is two days bafora the day of the adjourned Meeting) shall be disregarded in
determining the rights of any person to attend or vote at the Annucl General Meeting.

4. Membership of any Company share scheme or share option scheme does not give any entiterment to attend or vote at the Annual General llv‘leeﬁng

7. This Notice is sent for informertion only to holders of any class of preference shares of the Company, suich holders not being entitied to ottend of vote at the Mesting.

The register of the inferasts of Diractors and thelr fomnilies in tha share capital of the Company and the senvice contracts of the Directors (inchuding me terms and conditions of .. .

appointment of the non-executive Directors) wil be avallatie for inspection on the day of the Annual General Meeting at the venue for that Meeting from 16.30 a.m. until the meeting

is concluded. The same documents are otharwise avallable for inspection during business hours at the Company’s registered office.

4 The Morgan Crucible Company plc

ey
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speak nor can they vote on a show of hands. thé Mesting should
Form of Proxy
(For use by holders of Ordinary Shares for the Annual General Meeting)
The Morgan Crucible Company plc Barcode:
- .
ifwe the undersigned being a member(s) of the above Company and entitled o vote Invastor Code:
at the above-mentioned Meeting hereby appoint the Chairman of the Meeting or
{See Note | above)
Event Code:

St Anne's
Manor Hotel

Notes
. If you wish to appoint a proxy other than the

n

Lendon Road, Wokingham, Barkshirg RG40 15T Tel: 0118 977 2550

Chairman of the Meeting, please delete the
words "the Chalrman of the Meeting or’ and
substitute the name of your chokce who need
not be a member of the Company.

|
To be valid, this form of proxy together with the

~N s

powaer of attorney (if any) under which it Is
signed. or a notarially certified copy thereof,

must be deposited

Company's Registrars, Proxy Processing

at the offices of the

[ G YN TJRUND (L Sl TR 1] e WL WL

Centre, Telford Road, Bicester OX26 41D

Annual General Meeting on 20th April 2007 at the Meeting.
St Anne’s Manar Hotel, London Road, Wokingham, Berkshire RG40 15T at 11.00 am. 3. In the case of Joint,

. skan the proxy form
If you are attending the Meeting please sign this card, and on your arival hand it

to the Company’s Registrars at the entrance to the Meeting. of all others.

at least 48 hours before the time for holding

accounts, ona holder may
.The vote of tha senior who

tenders a vote will be taken to the exclusion

If you have appointad a person other than the Chairman of the Meeting to attend 4. In the case of a corporation. ihis form must

on your behalf, both you and your proxy must sign this card.

Signature of Shareholder Auty authorised.

Barcode:

Signature of Proxy

elther persenally or,
Investor Code:

raspect thereof.
N.B. A duly appeinted proxy may citend the Meseting and vote on a poll

on your behalf but, if the proxy is not @ member of the Company, they cannct

be executed either under Its common seal
of under the hand'of an Oficer or Attoiney

5. In the case of joint holders of Ordinary Shares
any one of such holders may vote at the
Maeting. either personally or by proxy, in
respect of those shares, and if more than one
of such joint holders is present ot the Meeting,

by praxy, the Joint holder

whose name stands first on the register as one
of such holders shdll be entitied to vote in

6. Compistion and ratumn of this proxy will not
preclude you from attending and voting at

you wish to do so.

as my/our proxy fo vote. in the event of a poll, for mefus on my/our behalf af the Annual General Mesting 1o be hekd on Friday 20th April 2007 at 11,00

a.rm. at St Anna’s Maner Hotel, London Road, Wokingham, Berkshire RG40 18T and at ony adjournment thereof.
IfWe deslre my/our said proxy:
a} To vote or withhold frorn voting on the resolutions set out in the Notice of Meeting In the manner indicated by an *X' in the

b) To vote or withhold from voting on any other resolutions (including amendments to any resolution) which may be property
and at ony adjournment therect as my/our proxy thinks fit,

appropriate spaces.’
moved at the Meeting

. 3 ' 4 . D
ORDINARY RESOLUTIONS % £ SPECIAL RESOLUTIONS z 2
E 2 = g 2 3
1 Torecelve the Repo%;\d Accounts for the year % i‘l DZQ 10 To gulsghog'ie the Dlre%c:]rs ngf the Company [}ij % [}Zg
ended 4th January to pply pre-emp hts
2 To opprove the Remuneration Committee Report DZS [)Z(] [)Zq 11 To authorise the market buy back of Ordinary Shares DZQ QZ(} bzq
3 Todeclare a final dividend ot the rate of 3.0p e —
per Ordinary Share for the year ended b7q b q D (| .
4 January 2007 AUTATIAT L Member of e Remueration Gemmities
To elect Mr Tim Stevenson as a Directorts b}j pZ{] [)‘Zq § Mamber of the Neminations Committee
To elsct Mr Kevin Dangerfield as a Director ]}vq [)Vq |>'Vq Please indicate with an "X’ in the spaces above how you wish fo vote
1 aTal o at the Meeting. When no "X’ is Inserted the proxy will at thelr discretion
To re-glect Mr Joe MacHale as a Director NCC vota as they think fit or withhold their vote.
To re-appoint KPMG Audit Pl as auditors for a e .
further year and authorise the Directors of the 1.574 qu D‘Vq
Company to determine thelr remuneration ANV ANV AL )
8 To authorisa the Directors of the Company to aliot bv‘q D"Vq DV'd Signature
relevont securities AN At
2 Yo approve electronic communication with NI
shareholdars D’cﬂ DAQ %4 Date

Registered in Englond No. 286773. Registered Office: Quadrant, 55-57 High Shreat, Windsor, Berkshire 5L4 1LP
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Chairman’s statement

| am delighted to e joining
Morgan Crucible at an excifing
time for the Company and on ifs
180th anniversary. We look
forward with confidence 1o the
next phase in our hisfory.




Let me briefly infroduce both myself and your
new Chief Executive Officer. | am curmrently
Chairman of Travis Perkins plc and the Senior
Independent Director of Tribal ple; | also chair
the Governors of Oxford Brookes University. |
spent the mgjority of my management years at
Burmah Castrol plc where | was Chief Executive
fromn 1998 to 2000,

Board changes

There have been some substantial changes to
your Board during the yaar, with both a new
Chairman and a new Chief Executive Officer.
Lars Kyiberg refired from the Board in December
after a totadl of ten years at Morgan Crucible
including three as Chairman. Warren Knowlton
retired as Chief Executive Cfficer in August 2006
after three and a half successful years turning
the fortunes of your Company around.

Morgan Crucible is in a very strong financial
position and has delivered higher retums to you,
our shareholders, compared 1o the FTSE 350
index since 2003. Much of this is due to Warren’s
leadership. On behalf of the Board | should like
to wish both Lars and Warren well in the future.,

Your new Chief Executive Officer is Mark
Robertshaw, who succeeded Warren on

4 August. Mark joined Morgan Crucible in
October 2004 as Chief Financial Officer and
then Chief Qperating Officer, and has made a
vital contribution to the successful transformation
of the Company. | am much looking forward to
working with Mark and the Board in building
Morgan Crucible’s future success.

Kevin Dangerfield succeeded Mark as

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

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

1 January and, on behalf of the Board,

we welcome the great confribution that

he has made so far.

Reporting structure

After the positive feedback that we received
when we adepted the framework of the
Operating and Financial Review (OFR) in

our 2005 Report, we have built on that by
providing a comprehensive Business Review

- for 2006. Providing transparent information

to shareholders is important to us and our
Business Review provides shareholgers, both

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

Bid approach

In August 2006 we announced that

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

to an offer for the Company. The Board and
management feam are focused on delivering
value to you, cur shareholders, and are fully
aware of their fiduciary responsibility to entertain
any seiious offer. In October we announced
that discussions had not led to an offer that was
acceptable to the Board and that talks had thus
been terminated. The management team did
noft solicit any offer and they, along with your
Board, are confident in the prospects of the
business and its skrategy for delivering value to
you through profitable growth.

Dividend

A final dividend of 3.0 pence per share
(2005: 2.5 pence per share) will be
recommended af the forthcoming AGM,
making a fotal dividend for the year of
4.5 pence (2005 2.5 pence).

Our people

The contfinuing momentum of the progress

of Mergan Crucible is down to its people - our
employees. | know that we have many
dedicated and skiled people arcund the world
who strive for high standards in providing high
value-added, higher margin products. On your
behalf | should lke to congratulate them for thelr
achievements and to thank them for all their
hard work and commitment.

Morgan Crucible is well placed to continue
to make excellent progress. You may know
that 2006 was the 150th anniversary of the
Company. Not many British companies can
claim the accolade of remaining an
independent business for 150 years.

We look forward with confidence io

the next phase in our history.

Tim Stevenson
Chairman



Review of our strategy
by the Chief Executive Officer

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

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

¥

* Defined as opercting profit before special items, divided
by revenue.

“*Defined as interest bearing loans and borowings and
bank overdrafts less cash and other cash equivalents,




Throughout 2006 we have made excellent
progress on our strategic objectives which

is reflected in our goed financial results.
Underlying operating profit margins (operating
profit before special iterns, divided by revenue)
for the contfinuing Group were 10.9% compared
10 9.1% in 2005. Like-for-like revenues in
continuing businesses weare up 11.2% and
underlying operafing profits were 33.0% higher
than in 2005.

Highlights of 2006
I am delighted to report that all our Divisions

have delivered improved financiat results in 2006.

Revenue of the Carbon Division was up

6.9% compared to 2005 of £213.6 million

(2005; £199.92 milion), and underlying operating
profit for the Division was up 23.4% at £33.8
million (2005: £27.4 million).

The Technical Ceramics Division had another
strong year, Its revenue increqsed by 12.2%
to £162.5 million (2005; £144.8 million) and
underlying cperating profit increased by
39.3% to £17.0 million (2005; £12.2 million).

The performance of the Insulating Ceramics
Division has also been robust, Revenues grew
by 13.8% 1o £301.7 milion (2005: £265.1 million)
and underlying operating profit increased by
29.8% to £27.9 million (2005: £21.5 million).

The balance sheet for the Group is very strong
with only a modest £34.1 milion of net debt
(defined as interest beanng loans and borrowings
and bank overdrafts less cash and other cash
equivalents) at the year end. Furthermore, | am
pleased to tell you that Morgan Crucible has
eliminated the deficit in its UK pension fund
during 2006, thanks in no small part to the one-
off contribution of £40 milllion during the year. As
a result of this, combined with positive moves in
our scheme assets and liakilities, the UK pension
funds had a surplus of £3.1 million on the IAS 19
Employee Benefits accounting basis at the end
of 2006 compared to a deficit of £66.2 milion at
the end of the previous year.

Clearly, one of the magjor events in 2006, was the
approach we received to buy the Company in
August. Your Chairman has covered this in his
staternent; however | would like to assure you
that our business operations were not distracted
by the takeover approach. | would like

to take this opportunity to thank our staff for

the professionatism and commitment they
showed during a pericd of uncertainty.

There have also been changes in the

Morgan Crucible management team during
2006. | would like to add my personal thanks to
Warren Knowtton who retfired as Chief Executive
Officer in August, Warren successfully turned
Morgan Crucible around in the three and

a half years that he was Chief Executive Officer
and | have inherited a very healthy company
as a result of his leadership.

Looking forward

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

we must continue 1o anticipate the increasingly
sophisticated requirements of our customers
and react to the growing intensity of the
competitive landscape. not least the

low-cost manufacturing power of Ching,

India and other fast developing economies.

Qur strategy is to focus on higher growth, higher
value-added markets and to move away from
commoditised, economically cyclical market
segments. We aim to be the number one

or two player in our chosen market segments.

This strategy has driven organic growth across
our divisions that has been higher than the GDP
growth in their markets. Our top-line growth, for
the first time in recent years, has now overtaken
cost cutting as the major driver for our profit
growth. This is the mark of a successful company.
Our pricing position, which was negative for
many yeqrs, is now strongly positive - again a
testimony to the strength and quality of our
refocused product offering.

Of course, cost control and the constant

drive for ongoing operational improvernent
throughout the Group remain essential,

As part of our successful profit improvement
plan we are dermonstrating that cost discipline
is now an integral par of our culture.

Investing in our people

Qur employees are vital to the ongoing
success of Morgan Crucible. We are Investing
in the development of our existing people
and will also be searching for high quality staft
to supplement our talent pool. Over the past
three years our people have been faced

with many challenges in the rebirth of
Morgan Crucible. The management team
and | have been delighted with their
commitment and enthusiasm to make
Morgan Crucible a world class manufacturer
of advanced materials, They have delivered on
many fronts, improving customer satisfaction,
enhancing our product portfolio and creating
value for you, our shareholders.

In my first Chief Executive Officer’s review | am
therefore pleased to report that your Company
is in robust financial health, and is well placed to
continue its positive momentum into the future.

Mark Roberishaw
Chief Executive Officer




The Group at a glanoe

Divisions

Underlying operati

ng profit margins®

Carbon

Our Carbon Division produces a wide variety of technological
solutions from carbbon, graphite, and slicon carbide. These include
carbon brushes for motors; body armour, graphite powder for the
synthetic diamond sector; seals and bearing solutions for the
chemical processing and fluid pumping industries; and a variety
of components for the aerospace, semiconductor processing and
space exploration industries.

10.6%

2003 2004

Technical Ceramics

T
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Our Technical Ceramics Division makes an extensive range of industrial
ceramics products for a wide variety of applications. These include
medical implants, power fubes used in airport security scanning devices
and qerospace components. Most of our production is bespoke.

Wae offer full technical support and advice to customers thoughout

their product development cycle.

0.5%

2003 2004 2005 2006

Insulating Ceramics

Qur Insulating Ceramics Division designs and manufactures a wide
variety of heat insulation products and is a world leader in insulation
and refractory technology. fibre, insulating firebricks and crucibles. We
provide services to several global markets including heat management
solutions for steel making, and fire protfection systems for funnels, fire
doors and ducting. Our world leading Superwool™ range of insulating

fibre is used in many applications ranging from automative equipment
solutions fo domestic appliances.,

2003 2004

* Defined as operating profit before special iterms, divided by revenue,
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Growth markefts |

& cortyn . WS T Y We provide solutions for fiuid
. . LIS B . " b " . N "
is sed widely in rcnl\ + Y handing in chemical and

applications | . R T L -~ ofner PIOCEsINg INCiusties

Our braze alloys are

used for engine build anc
repair and our ceramic
components and
sub-assernblies are used
in engine monitoring

and control equipment

~ 0 e
Medical impilants use
our ceramic Coatings .,

Our materials ore used |

in automotive exhaust |

manufacturing as fiter and -

heat management syster
/

—
—

Our leading Superwool™ 5 , Yl Our heat management
range is used in automotive i\, W solutions are crucial for
engineering solutions - : stee) manufaciuring




‘Business review

Review of operations

, . ' Trading in alimost all of the Americas’ businesses
ca rbon— was strong. Our fraditional businesses benefited
Overview - fromn the underlying strength of the US economy.

Demand for armour products was very strong q
throughout the year and significant capital :
investment has been made fo meet demand.

© Our Carbon Divisioh produces a wide variety of
technological solutions from carbon, graphite,
and silicon carbide. These include carbon

brushes for motors: body armour; graphite There has been improvement in some of our

powder for the synthetic diamond sector; European markets, but the main focus in Europe :
seals and bearing solutions for the chemical during 2006 has been on successfulty delivering ;
processing and fluid pumping industries; on the mgjor site rationatisation plans.

ond a variety of components for the aerospace,
semiconductor processing and space
exploration industries.

In Asia, our Chinese businesses have had
another year of double digit growth and there
has been further significant investment In both
Divisional structure manufacturing capacity and capability to

With high quality manufocturing faciitiesang ensure that this growth con be maintained.

. a skiled workforce of some 3,700 around the Products
world. our Carbon Division supports its global
customers, takes advantage of organic
growth in local markets and utilises low-cost

The Carboen Division produces a wide variety
of products. These include:

locations where appropriate. The Division has + Carbon brushes and related components
-39 manufacturing facilities in five continents. inctuding brush-holders, slip rings and
In 2006 revenues were £213.6 milion, of which terminal blocks for motors in industrial

30.2% was from Europe, 51.2% from the Americas and fraction applications,

‘and 18.6% from the rest of the world. -
* Rotary transfer systems for the transmission
2006 financial performance of current in rotating equipment.

% * Bearings and seals for fluid handiing
2006 2005 increase applications.

E Reverue £213.6m £1999m 69

Undiertying oparating proft c338m ©274m . 234, . Protecﬂve armour for personal and vehicle

: - . protection.
Underlying pperchng . )
profit margin 158% 13.7% - » Graphite powder for the synthetic dicmond
"Cperating pn:ml betore special itams. SeCTOI'.
Financial performance in 2006 represenfs.o « High purity graphite parts for use in highly
further strong improvermnent compared with demanding environments such as
priOl' yedars. The Division has benefited from gOOd sarmiconductor. nuclear and high temperature
sales growth in a number of markets and from furnace applications.

the large number of rationalisation projects
that have had a major impact on both the
manufacturing and overhead cost bases.




Helping to
produce |
cleaner energy

Carbon Division companies
“'are established suppliers

o the expanding global
" renewable energy market.

Qur carbon brushes and |

brush-helders are used

for wind turbine current

‘coltection and ligntning

protection. r
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Markets

The markets served by our Carbon
Division include:

Electrical industrial and fraction

We provide electrical current transfer systems
from carben brushes through to collectors and
rotary current transfer products, serving both
original equipment manufacturers and the
aoftermarket. Whilst this market is stable and
relatively mature, we have been able to take
advantage of the good economic and industric
growth in the Americas; in areas of specific
product advantage, such as power stations;
and in areas of local organic growth, notably
China. We have global operations that match
the locations of our customers including low-cost
manufacturing bases in Mexico, Eastern Europe
and Asia.

Fluid handling

We supply carbbon and silicon carbide
compenents for the seals and bearings which
are critical to the pumps and comprassors
used in many Auid handiing industries such

as chemical and food processing. The fiuid
handling market has remained strong during
the yeqr. We are continuing to invest in
capability and capacity in low-cost
manufacturing operations where our customers
are located, such as China and India.

Protective armour

We produce a range of silicon carbide ceramics
for personal body, vehicle and gircraft armour
systemns, working globally with defence ministries.
Confinued Western military deployment, a high
level of government spending and a changing
ballistic threat means that demand for our

armour products has been strong throughout
2006. We have invested significantly in
manufacturng copacity and in fechnical
resources to ensure that we are well placed to
serve this growing demand. During 2006, we
acquired Aceramn, a Canadian-based business,
in order to complement further our armour
rmaterial portfolio,

Diamond synthesis

We continue fo be the leading supplier of
highly engineered graphite powder used

in the manufacture of synthetic diamonds.
Strong construction and oil driling sectors mean
that demand continues to be robust. We have
invested in developing technologies that help
our customers to achieve high yields and to
improve productivity and product guality.

Outiook

The Carbon Division confinues to enjoy a strong
position in its fradittonatl core markets. In addition
our material and process competencies have
allowed us fo develop new product lines and
market opportunities, providing the Division with
an exciting business pipeline for the future.

The rationalisation of our manufacturing footprint
will continue in crder to ensure that we manage
our cost base and provide the funds for further
investrnent in countries that provide both the
highest growth opportunities and lowest cost
operations. There is also a strong commitment

to support our customers globally through our
worldwide rmanufacturing presence.

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

Keep on
moving

Our carbon pantographs

cre used on many of the
world s tram and rall systems,
They are a vital compenant;
fhe pantogroph colects the
Cunent from the overhead
coble to power the fram or
trcnn We are renowned for
the reliability of our products -
mcmy fransportation systems
rely on themn. Carbon is non-
ahrasive, has low electrical
resns?once and low mechanical
fr|cr|on All these advantages
resu'.t in lower fotal unning
costs than clternative collector
mc:tencls No wonder mony
of the world's tram and
roﬂwoy systerms use Morgan
Cdbon products.




Cracking :
unique J
challenges |

-IS1Sis o world-class neutron |
company based in the UK.
They commissioned highly |
specialist metalised ceramic
compoeneants from our
Technical Ceramics Division |
as part of a maojor expansion
project. A Senior Client
Project Manager comments:

the considercble experfence

Technical Ceramics

Overview

Our Technical Ceramics Division makes an
extensive range of industrial ceramics products
for a wide variety of applications. These include
medical implants, power tubes used in airport
security scanning devices and aerospace
components. Most of our production is bespoke.
We offer full technical support and advice to
customers thoughout their product
development cycle.

Divisional structure

Our Technical Ceramics Division operates
worldwide, offering value-added solutions,
world-class research and development,
innovative design ond gpplication engineering.

The Division has sixteen manufacturing sites
across the USA, UK, Netherands, Germany

and China and employs approximately 2,100
people. Europe accounted for 44.9% of the 2006
divisional revenue of £162.5 million, 51.4% was
from the Americas, and 3.7% from the rest of the
world.

of the Morgan Technical
Ceramics team at Rugby.
It is great to have such
world-leading expertise
on our doorstep.”

2006 financial performance

2006 2005 increc:scz
Revenue | £162.5m £144.8m 12.2
Underlying operating profit* £17.0m £122m 323
Underying operating
profit margin | 10.5% 8.4%

"Cperating profit before special tems.

The Division's revenue rose 12.2% to £162.5 million
and underlying operating profit rose 39.3%

to £17.0 million. The Division has experienced
good underlying trading in the second half of
the year which, combined with a particularly
strong first half, helped the Division achieve

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

new product introductions,

The 2006 revenues were somewhat flaftered

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

This represented ¢2.5% year-on-year revenue
growth. Although other raw material and
energy costs also increased compared to 2005,
these were countered by a combination of
operational efficiencies and price increases.

!
“We hove benefited from |
J
[




Stimulating
bone growih

Cur Technical Cei@nicsy
Division has recerf !
developed a custag
cesigned ceromic':'(‘fee
through for use in"an
bhone growth s‘rimﬁ?cxtgr.
Bone simutators are ysed

s & supplementary formgofs {!( X

thercpy to help enhancelifg
body’s bone hediing process
They emit low etectical ® x ¥4
currents, similar to those, y
created naturally by brokend
bone, helping stimulcte

growth and creating

successful fusion.
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Globally, the Industrial equipment, medical,
aerospace and electronics segments continue
to show good growth. The US markets have
remained strong and our European business is
also seeing strong performance, particularly

in laser and power fube products for
communications and security equipment.

In Asia the additional capacity recently installed
to meet demand for the thermal processing
market is now fully ufilised and we anficipate
further expansion as a result,

Products

The Division uses materials science and
applications engineering 1o make products
from a wide range of ceramic materials with
properties tailored for use in a diverse range
of markets, These include:

« Braze alloys for aere engine build and repair.

= Ceramic components and sub-assemblies for
engine monitoring and control equipment.

« Components and sub-assembilies for a broad
range of medical applications, primarily
implantable devices, prosthetics, and surgical
and diagnostic equipment.

« Components and sub-assemblies used in
wafer handling and processing chambers,
serving both semiconductor processing
equipment manufacturers and wafer
fabrication plants.

Markets

The markets served by our Technical Ceramics
Division are:

Aerospace

We serve the new-build and aftermarket in both
the commercial and military aeraspace sectors,
as a tier 2 supplier 1o the major manufacturers
and a supplier to MRO (maintenance, repair
and overhaul} companies. Increased demands
in passenger and cargo traffic are diiving the
commercial market, resulting in growth in new
builds for single-aisle, twin-aisle, large cargo
aircraft and regional jets.

Medical

Long-term durability. biocompatibility and
specific mechanical and electrical properties
make ceramic materials ideal for a range of
medical applications. An ageing population
and a desire {0 employ non-invasive surgical
techniques have meant that this sector has a
need for ever smaller yet more complex
components,

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

Semiconductor processing

The majority of the components we
manufacture are classified as consumable
spares, The demand for integrated circuits

in electronic equiprment is the main driver of
the equipment market, combined with the
introduction and adoption of new and updated
technology. The Installed base of equipment
using our products is large and demand

for spare parts continues through market
downturns. Overall demand slowed in 20086
but the market saw recovery in 2006 and
returned 1o positive growth.

Electronics

We supply niche applications within the
electronics market where our products are
differentiated by their superior material and/or
dimensional characteristics. Markets for
componenits and sub-assemblies include
felecommunications, lasers and optoelectronics
and IT hardware. The laser market continues

to grow as devices find new applications and
become smaller and more affordable to users.
Applications include cosmetic surgery, dentistry,
product marking and spectroscopy. A major
driver of the optoelectronics market is the
demand for surveillance equipment in military
and commercial applications.

Coping with
the pressure

Our Technical Ceramics
Division has produced a
piezoelectric fransducer

for use as a high-accuracy,
cost-effective blood prassure
maonitor. Electronic sensors
provide graater accuracy
and long-term reliability

over mechanical devices,
and, in addifion to use in
conventional systems,

they faciitate long-term
rmonitoring. allowing medical
staff fo analyse rends ina
patient's blood pressure.

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

Outlook

Our Technical Ceramics Division has significant
potential for further revenue and proftt growth.
Our strategy is to continue to focus on customers
and markets that are themselves growing and
are innovative in their approach. More than 40%
of the Division’s revenues are now in the growing
markets of medical, aerospace and specialist |

electronics such as airport security detection
devices. We plan fo increase our presence in
the rapidly expanding Asian region, helped by
new capacity in Yixing, China. We are looking
carefully for bolt-on acquisition opportunities
that would enhance our offering in cur core
markets, which together with a strong new
business pipeline, leaves the Division well
placed for the future.




Insulating Ceramics
Overview

Our Insulating Ceramics Division designs and
manufactures a wide variety of heat insulation
products and is a world leader in insulation and
refractory technology, fibre, insulating firebricks
and crucibles. We provide services 1o several
global markets including heat management
solutions for steel making, and fire protection
systerns for tunnels, fire doors and ducting.

Our world leading Superwool™ range of
insulcrting fibre is used in many applications
ranging from automoetive equipment solutions
to domestic appliances.

Divisional structure

The Insulating Ceramics Division comprises
two businesses: Thermal Ceramics and
Molten Metal Systems (formerly Crucibles).
Thermal Ceramics’ revenue for 2006 was
£271.2 million (2005; £236.7 milion) and
Molten Metal Systems generated £30.5 million
(2005; €28.4 million).

The Division employs approxirmately 3,500 people
and has 35 manufacturing sites.

During 2006, the Division has confinued to
implernent its strategy of geographical
axpansion through capital investment and
acquisitions. European operations accounted
for 41.2% of the 2006 divisional revenue 36.3%
was from the Americas, and 22.5% was from
the rest of the world. Profitability has followed a
similar profile, although, in general, the European
results have lagged behind, emphasising the
need for our ongoing rationalisation of sites
and functions.

200é financial performance

%
2006 2005 increase

Revenue £301.7m £265.1m 13.8

Underlying operating profit™ £27.9m £21.5m 0.8

Underlying operating
prodit margin 9.2% 8.1%

"Operating pioftt belore special items.

Qur Insulating Ceramics Division’s revenue rose
13.8% to £301.7 million. Underlying operating .
profit margins were up, despite a continuation
of raw material and energy price increqses
from previous years. Underlying operating profit
was up 29.8% to £27.9 million. Energy and raw
rnaterial prices have finally started o reverse,
although they will still represent increases on
2006 as multi-year contracts expire.

Lightweight,
aqile and fuel
cient

QOur new FireMaster Marine
Plus blanket produced by our
Thermal Ceramics business

is used In the manufacture

of aluminium fast ferrias.

]

The new ultraHightweight

firg insulction is designed for
weight sensitive applications
and provides typically 20-30%
welght savings compared to
aliemative solutions. Reducing
the weight of the ferry means
that the fuel economy is
improved, making it mere
energy efficient and safety

is olso enhonced.
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Thermal Ceramics

Large differences remain between the
geographical regicns in which we operate.
Western European demand remained generally
flat; the industrial markets have suffered from
competition from Asia, Latin America and
Eastern Eurcpe. However, we have seen
considerable growth in the Americas and Asic.

During 2006, we expanded opearations in

the west of India to take advantage of
developments in the key market of ceramics
in that region, as well as to strengthen export
capabilities to the Middle East. Our new
acquisitior in Russia has commenced trading
and has proved successful already. This is in
line with the Group strategy of moving fo
lower-cost production countries and entering
new geographical markets.

In conjunction with these geographical
expansions we acquired the US and Polish
fibre businesses from Cookson plc. Both of
these operations have contributed to the
performance of those regions, operating as
immediate bolt-oms to our existing businesses.

Molten Metal Systems

Revenues in our Molten Metal Systems business
rose 7.4% in 2006, partly as a result of more
favourable trading conditions in Asia and in

the Americas, whilst Europe remained fiat.

In the early part of the year, our paosition in the
growing Indian market was strengthened by
the purchase of the minority shareholding of
our partner in Morganite Crucible India Lid.,
followed by the acquisition of the Diamond
Crucible Company in Gujarat. Despite significant
increases in the cost of energy and some raw
materials, operating margins were up as a result
of the restructuring measures undertaken in the
latter part of the previous year, We deployed
additional sales and management resources

in Asia during the year. in order to exploit
centinuing market growth in the region.

We also advanced plans for the establishment
of a manufacturing facility in Ching, which wil
commence production in the early part of 2008.

Products

Qur Insulating Ceramics Division has several
major product groups:

Thermal Ceramics

* Insulating fibres which include the
Superwool™, Kaowool™, Cerablanket™,
Pyra-Bloc™ and Firemaster™ brands. In 2006
we launched the higher temperature
Superwool™ 607HT.

* Insulating firebrick and castable products
include the JM, K, TIM and Tri-Mor™ rands.

Molten Mefal Systems
* Foundry crucibles
* Energy efficient melting and holding furnaces

* Heated molten metal fransport ladles and
other foundry consumables used in
metal handling. purification, flow control
and temperature measurerment,

Markets

Our Insulating Ceramics Division targets the
following key markets:

Iron and steel

We supply heat management solutions 10 steel
making and downstreom processes, both direct
to the steel producers and through major
contractars. In 2006, global steel production is
estimated to have been up 9% on 2005, with
almost all regions very buoyant. Further growth
is expected in 2007.

Aluminium

Reducing heat loss and improving heat
containment is @ majer opportunity for
alurminium producers. Our product range
enables furnace design and performance to
be improved. Our Superwool™ product range
is used in consumable products to further
enhance energy efficiency performance.

Transportation and automcotive

We have expanded our presence in these
markets with Superwoo™ engineered products.
We have developed catalytic convertor mats,
heat shields and special adhesives in house and
with international partners in Japan, the USA
and Europe.



The increased use of diesel engines offers
further growth opportunities. Increased activity
in domestic and international air travel has
raised our revenues from consumable products
for the production of aero enging blades and
insulation. We also supply crucibles and foundry
consumables to the automotive sector which is
making increased use of components cast from
molten aluminiurm alloys with, for example,
increasing fitment rates of alloy wheels, -

Petro-chemical

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

In America and Europe we are dlso seeing
increased maintenance activity in this sector.

Ceramics

This industry is currently dominated by Europedan
design and manufacturing companies. We are
< major supplier to these companies and are
following the relocation of capacity o Ching
and India. We design and engineer solutions

in Germany and ftaly and then supply materials
from any of our manufacturing facilities across
the world according fo customer requirements,

Power generation

This market saw increased qactivity through
2006 and the expectation for 2007 is also good.
Our Superwool™ business benefits from the
growth of heat recovery steam generation
systems which use insulation wools.

Precious metal processing

We provide crucibles and other foundry
consumables to the precious metal refining,
reclarnation and manufacturing sectors.

Good demand for precious metals for use

in the auto-catalyst, electronics. jewellery

and other areas has seen sfrong prices for a
number of precious metals, making refining
and reclamation viable from sources that were
previously uneconomic. However, the positive
impact of this has been mitigated by a number
of customers consolidating their facilities and
closing plants in Europe.

In terms of new markets there is increasing
interest in the following areas:

Domestic appliances

Manufacturers in this sector are now utilising
Superwool™ in ovens, microwaves, gas and oil
boiler systemns and water heating systems.

Fire protection

Our materials are used in various applications
inctuding the protection of tunnels and the
construction of fire doors and ducting systems.
A growing market opportunity in fire protection
for offshore and petro-chemical facilities is being
addressed through marketing parnerships to
offer custocmers a package of dligned products.
In 2006, we launched our new Firemaster Marine
Plus range which offers 20% weight savings to
shipbuilders compared with earlier solutions.

Outiook
Thermal Ceramics

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

to the high long-term cost of energy.
Continued development has led o the
expansion of the Superwoo™ range of fibre
products. An example of our expansion of
Superwoc™ is engineered fibres for automotive
applications. Higher pollution control standards
are driving growth in this area.

Molten Metal Systems

The outlook for Molten Metal Systems In 2007 is
positive, particularly in Asia, where our efforts will
be focused on the establishment and expansion
of low-cost production sites to meet growing
local demand. Some rationalisation of our
Eurcpean manufacturing base is anticipated

as the Asian demand is increasingly satisfied

by our local production capatilities.
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Cost efficient
processing

With increasing growth

in the chemical processing
incusiry and the growing
awareness that we all need
10 use fuel and energy os
efficiently as possible, our
Thermal Ceramics business
offers its customers an
attractive cheice of insulation|

such s our award winging?
Supsnwool™ and oufiii*




Business review (cont.)

Financial review

This is the second year that we have produced
our results under international Financial
Reporting Standards as adopied by the

EU (adopted IFRS). All the figures refermed

to below are extracted from the financial
statements on pages 53 to 96 and comply
with adopted IFRS.

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

(EPS). Underlying operating profit is defined

as operating profit before special iterms.

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

use thermn to measure and monitor performance.

Underlying operating profit from continuing
operations increased significantly by 33.0%
over 2005 to £73.7 milion. The underlying
operating profit margin for the continuing
business in 2006 was 10.9% (2005: 9.1%).

The table below highlights the half-yearly
improvement that we have made since 2005
with the second half of 2006 showing an 11.1%
underlying operating profit margin.

Continuing Group resulis
{actual cunency rates used)

2006 2006

151 half 2nd hatf  1st half 2nd half
em £m £m

Revenue * 3363 afs 3010 3088
1 Undetying operating

Group revenue and underlying operating profit oroft 357 360 56 205
Underying  Underlying operating

Revenue operating profit  profit margin 10.6% 11.1% 8.5% 2.7%

2006 2005 2006 2005
£m £m £m gm

Carbon 213.6 159.¢ 33.8 274
Technical Ceramics 162.5 144.8 17.0 12.2
Insutating Ceramics 301.7 2651 279 215
Unallocated costs - - (5.0) ()
Continuing businesses 677.8 46098 73.7 554
Discontinued businesses - 1369 - 10.6

Tolal Group 677.8 7457 73.7 660

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

Group revenue was £677.8 milion (2005: £745.7
million). Continuing Group revenue, excluding
acquisttions, on a constant currency basis
{using 2006 actual rates), showed anincrease
of just over 9% over 2005. Underlying operating
profit for the Group was £73.7 million

(2005: £66.0 million).

Restructuring costs in the year were £23.9 million
(2005: £29.7 milien) and costs associated with
the sefflement of prior period anti-trust litigation
were £3.8 milion (2005: £2.3 million).

The net finance charge was £3.4 million

(2005: £13.1 million), Net bank interest and similar
charges were €4.6 million (2005: £10.0 rnillion),
an improvement of £5.4 million from 2005 as our
cash position benefited from the receipts of the
Magnetics disposal in December 2005. Part of
the finance charge under adopted IFRS is the
net IAS 19 Employee Benefits income which was
£1.2 million (2005, £3.5 million charge). Fair value
movements on interest rate swaps represented
a net income of €nil (2005; £0.4 million).

A five-year summary of the Group's financial
results is set out on pages 95 and 96 of this
report.
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Foreign currency impact

The principal exchange rates used in the
translation of the results of overseas subsidiaries
were as follows:

Average rare Year-end rate

2006 2005 2006 2005

uss 1.8440 18195 1.9447 1.7597
Euro 1.4673 14622 1.4857 14557

Taxation

Group taxation for the year showed a net
charge of £10.6 milion (2005: charge of
£30.2 milion). The effective tax rate before
special items was 23.0% (2005: 25%).

Dividend

The Group is proposing a final dividend of
3.0 pence per share bringing the total dividend
for the year 1o 4.5 pence per share.

Earnings per share

Basic earnings per shore represented a profit per
share of 12.2 pence (2005: 18.1 pence).
Underlying earnings per share was 17.9 pence
(2005: 13.1 pence), an increase of 36.6%. Details
of these calculations can be found in note 10 on
pages 69 and 70.

Key performance indicators
Underlying operating profit margin

We use underlying operating profit margin as
the main key perfarmance indicator (KPI) for
the Group. We have stated that our aim is

to achigve mid-teen margins in good times
{i.e. when the macro-economic environment
is strong), and deouble digit margins when the
environment is more challenging. We use this KPI
regularty in our half and fullyear presentations
to the financial community as we believe that
it indicates the growing success and strength
of the Company.

Total employment costs as a percentage
of sales

Managing our cost base in conjunction with
growing our fop line is vital to Morgan Crucible’s
future success. Since 2003 our total employee
costs, which consist of salaries, plus all other costs
associated with employment such as bonuses,
pensions, healthcare efe, have consistently
reduced os a percentage of sales from 39.6%

_in 2003 o 31.7% for the second half of 2006,
Our medium-term target is to improve that ratio
to 30%.

Economic value added ratio

Economic value added (EVA) compares the
returns made by our Divisions with the notional
costs of investing in them. We use this ratio to
ascertain where to make capital investments
within the Group. The basic calculation deducts
the cost of capital from the net operating profit
after tax, which is the undertying operating profit
less a notional tax charge that is based on the
medium-term expectation for statutory tax rates.
We expect that the returns will exceed the cost
of the investment and it is one of the measures
that we take info account when we are
evaluating competing investments.

Balance sheet

Al the year end total equity was £€203.1 million
(2005: £195.7 million). With closing net debt of
£34.1 million (2005: net cash of £50.5 million).

gearing at the year end was 16.8% (2005: nil).

Non-current assets were £333.8 million (2005:
£315.7 milion) and total assets decreased from
£694.4 million in 2005 to £652.1 millon at the
end of 2006,

The net assets of the Group increased by
£7.4 million from £195.7 milien to £203.1 million
due mainly to a retained profit for the period
of £3%.7 million.

Cash flow

Net cash flow from operating activities,

before a one-off payment of £40.0 million

into the UK pension scheme, was £18.1 million
(2005: £48.5 million). This performance included
a £22.9 milion increase in working capital

(2005: increase of £6.2 milion) and was
achieved after £34.3 million (2005; £30.8 million)
of cash costs in the year from restructuring
projects and costs associated with prior period
litigation. The Group saw a £88.7 milion negative
free cash flow for 2006 (2005, positive £12.7
million). During 2006, the Group purchased
£18.9 million (2005: £3.5 million) of shares in
connection with the various share incentive
schemes. In addition, net cash outflow in
connection with the share buy back programme
announced in December 2006 was £0.5 million.
Subsequent o the year end a further £2.7 million
of shares were purchased up 1o 20 February
2007. At the year end, the Group had net
barrowings of €34.1 million (2005: net cash of
£50.5 million). The cash flow on page 26
hightights the main cash movements in 2006.




2006 2005
£m om

Net cash frorm operating activities

before UK pension poyment 18.1 485

UK pension payment (40.0) -
Net cash flow from operating aciivifies (21.9) 48.5

Interest recelved as 23

Net capital expenditure (32.9) (381
Dividends (7.49) -

Free cash flow {58.7) 127

Cash flows from other investing activities (109 1908

Cash flows frorm financing activities {19.2) 0.8
Exchange movement 4.2 3.3)
Opening (net debt) 505 (147.9)
Closing net cash/(net debt) (34.1) 50.5

Treasury policy

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

It operates under policies approved by the
Board. Group Treasury seeks to reduce financial
risk and to ensure that the Group has sufficient
liquidity available to meet all foreseeable needs.
it is responsible for all of the Group’s funding
requirements, cash management and other
freasury business. Group Treasury makes limited
use of derivative instrurnents to hedge foreign
currencies and interest rates; speculative
fransactions are not permitted.

Group Treasury prepares a formal report

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

Foreign exchange risks

Subsidiaries are encouraged to manage all
rmaterial transactional foreign curency
exposures using forward contracts. Any items
of a more complex nature require approval by
Group Treasury. Currency franslation risks are
controlled centrally. The Group’s policy is to
manage the translation exposure of overseas
net assets by seeking fo match the currency of
borowings with the currency in which the net
assefs are denominated. The objectives are

to mainiain a low cost of borrowing whilst
maintaining a balkanced portfalio of net assets
by currency.

Borrowing facilities and liquidity

All of the Group’s borrowing facilities are
armanged by Group Treasury and the funds
raised are then lent to operating subsidiaries on
an arm’s-length basis. In a few cases operating
subsidiaries have external borrowings but these
are supervised and controlied centrally.

In 2006 the Group cancelled US$70 million of the
US$350 million bank syndication following the
disposal of the Magnetics Division. The revised
facility of US$280 million matures in February 2010.

Capital invesiment

The Group has well-established formal
procedures for the approval of investment in
new businasses and of capital expenditure to
ensure appropriate senior management review
and sign-off.

Interesi rate risk

The Group adopts a policy of ensuring that
between 30% and 70% of its exposure 1o
changes in interest rates on borowings is on
a fixed rate basis,

Tax planning risk

The Group's reported affer tax income is
calculated based on the relevant tax legislation
in each of the jurisdictions that it operates in.
Changes in tax legislation {ncluding tax rates)
could materially affect the Group’s after tax
income. The Group undertakes tax planning
initiotives where appropriate. The outcome of
such planning cannot be assured and could
materially influence the effective tax rate.

Accounting policies

We have adopted International Financial
Reporting Standards as adopted by the EU
(adopted IFRS) in 2005. All accounting policies
shown on pages 57 to 62 are compliant with
adopted IFRS.

Pensions

The Group operates a number of pension
schemes throughout the world, the majority of
which are of a funded defined benefit type.
The largest of these are located in the UK and
the US with athers in Europe. Net employee
benefit liabilities totaling £42.7 milion are
included in the financial statements at the end
of the year, a decrease of £81.5 million
compared with the previous year. The main
movernents are in the UK pension schemes
which show a surplus of £3.1 million on an 1AS 19
basis, an improvement of £69.3 milion in the
period. The two main one-off changes for the
UK are a £40.0 million cash injection and a
£11.0 milion curtaiment 1o the deficit due to
the changes implemented in the schemes.

Going concern

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

Group have adequate financial resources

to continue in operational existence for the
foreseeable future. For this reason, they continue
1o adopt the going concern basis in preparing
these accounts.
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Business reV|ew

Risk management

We have continued to operate a consistent
and systematic risk management process
which follows the revised Turnbull guidance.

We seek to ensure that:

a) all significant risks fo Morgan Crucible have
been identified and prioritised;

b} systerns of control are in place to manage
the risks; and

c) the effectiveness of these controls has been
measured and monitored.,

The Board reviews a formal risk report which
covers the following issues:

iy significant risks to the Group which have

been reviewed by the Executive Committee;

iy the adequacy of the risk managament
process;

iy assurances that internal controls are in place
to manage the risks; and

iv) confirmation that the process
is ongoing.

We have operdations in 31 countries worldwide
and we compete in numerous product and
service markets. We face various risk factors,
both internat and external, which could have a
material impact on long-term performance.

External risk factors include:

* global political and economic conditions;
* fechnology changes:

« foreign exchange movements;

* raw materials and energy: and

* legislation and regulation,

(cont.)

Internal risk factors include:

« reputation;

* pensions;

* competition;

* insurance;

» environmental heotth and safety;
« litigation;

« controls failure; and

= business continuity.

As described above, we seek to manage
and mitigate risk and use insurance where
this is cost effective. Our risk management
processas also help 1o identify business and
performance oppoertunities.

External risk factors
Global political and economic conditions

Our worldwide operations include activities in
a number of developing countries. Whilst these
regions offer growth opportunities, business
activities in these areqs expose us to economic,
polifical and business risks. The Greoup is subject
to varying legal and regulatory regimes in
these areqs, including those covering taxation,
environmental and other matters. Political risks
include the imposition of tfrade barriers,
expropriation of assets, changes in regulations,
wage controls and restrictions on the export

of currency and the voldtility of prices, faxes
and currencies.

The diverse nature of our products and senvices
and the customers and markets served help to
rmitigate the impact of any individual exposure
to economic conditions. However, some 36%

of our revenues are to customers in the USA and
thus we are pariculary affected by economic
conditions in that region.




Technology changes

We develop and launch new technologies ond
products. Such development projects carry
business risks, including reputational risk, abortive
expenditure and potential customer claims
which may have a material impact on the
Group. Export control regulations may limit our
abitity to transfer or share technology between
our sites in different countries.

Foreign exchange movements

We operate on a global basis, with a significant
propertion of our profits earned outside of the
UK. We have significant investments around the
world, with the greatest proportion being in the
USA. As such we are subject to translation risk
due to exchange rate movements between
world currencies which could adversely or
positively affect the Group's results. The Group
has entered info certain hedging arrangements
to help mitigate the impact of curency
fluctuations and the Group's relevant freasury
policies are summarised in the Financial review
on page 26.

Raw materials and energy

Our products use a range of raw materials
and our operations reqguire significant amounts
of energy. Volatility and increases in prices

or scarcity of supply could have a material
impact on our business. Our raw materials are
sourced on the world market and in general
we have access to multiple sources of supply.
Where specific material properties require
particular sources of raw materials 1o be used,
the Group has processes in hand 1o bridge any
short-term interruption of supply and where
possible has identified alternative sources

of supply.

Legislation and regulation

We are subject to varying laws and regulations
around the world. Changes in these could affect
the Group's business. Following the events now
referred to as 9/11, various governments, notably
the USA, have significantly increased their export
confrol regulations. Considerable effort has been
expended in the USA and Europe to ensure that
we are in compliance with these regulations.

Internal risk factors
Reputation

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

These risks are mitigated through:

« our focus on quality, with over 0% of our
production capacity now accredited to
ISO 9001;

* our corporate responsibility programme,
including our Statement of Care Values:

+ our Ethics Policy and Internal Compliance
Reporting Helpline; and

= our systemns of internal control and risk
management.

Pensions

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

The pensicn plans are exposed to the risk

of changes in interest rates, the value and
performance of investments, inflation and the
increasing longevity of memters. As siated

at the time of the disposal of the Magnetics
Division, the Group has now made a further
contribution to the UK schemes which currently
now show a small surptus. We will continue fo
keep funding levels under review.

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

Competition

Given that we operate in highly competitive
markets, significant product innovations,
technical advances or incregsed price
competition could all offect the Group.

In order to help ensure we remain competitive,
we work to minimise our cost base and invest
in research and develcprment.

Insurance

Certain risks are transferred to insurers.

Specialist third-party audits and internal
inspecticns, coupled with follow-up of any
corrective actions, help to ensure that major
insurable risks are adequately managed.

The growth In our aviation and medical products
businesses has meant that this confinues to be
an areq of particular focus to ensure that our
products are consistently of the highest quality
and that contractual arangements are clear.

Environmental/health and safety

Cur operations involve the normal
environmental and health and safety risks
associated with any manufacturing operation
such as spillage, noise, air and soil pollution and
so forth.




. Our businesses are subject to numerous laws and
regulations relating 1o health, safety and the
environment arocund the world. Although we
believe that our operations are in compliance
with current regulation, violations of such lows
and regulatfions can lead to fines and penalties.

Specialist third-party and infernal auditors make
regular site visits to ensure compliance with
local regulations. An Erwvironmental, Heatth

and Safety Good Management Practices
Manual has been issued to sites worldwide.
Environmenital, Health and Safety Managers
within each Division are tasked with ensuring
that the practices outlined in the Manual

are embedded in the manufacturing sites.

Litigation

From time to time and in the normal course

of business, we are subject to certain litigation,
in particular in the USA. Provision for the
expected costs and liabilities are set outin
note 22 to the accounts. If the liabilities arising
were significantty to exceed the amounts
provided for, our financial position could be
adversely affected.

Controls failure

We operate internal controls as described in the
corporate governance report on pages 40 to 44.
With operaticns in 31 different countries
worldwide there has been a need to pay
particular attention to the auditing of infernal
controls in some of the smaller sites which, given
their size, tend 1o have less segregation of duties,
As we confinue fo expand our manufacturing
footprint in lower-cost areas there is an increasing
proportion of Group revenues and profits coming
from countries that have different cultural and
business practice standards from our fraditional
locations. Our risk-based internal audit
programme addresses this situation and develops
risk managernent strategies.

Business continuity

Business continuity plans are either fully
developed or in the course of development
at alt our sites. These plans describe how Q

site should respond 1o various risks and how
continuity of supply to our customers would be
maintained. In some cases there are possibllities
of shon-term supply from an alfernative site.
The measures described, coupled with
appropriate insurance, help mitigate the
effects of business inferruption. A full review

of these plans will be made during 2007,

Actions

During 2006 our internal audit function has
continued to use external professional auditors
to supplement internal resources in areas of the
Group’s operations where language, culture
and location have made this a sengible option.
Risk-bbased internal audits have focused on
ensuring that internal control systems are
functioning correctly and are adequate for the
risks in the business, Such audits are therefore
not limited to financial matters but also cover
operational and regulatory compliance matters.
The Director of Operational Risk has worked with
the Divisional Chief Executives and Divisional
Controllers to identify and implement best
practice across all our sites. The concepts of

risk assessment and risk management continue
to be embedded throughout our various
activities, and managers ot all levels of the
organisation are becoming more adept at
using these approaches.

The Comporate Ethics Policy which was agreed
by the Board at the end of 2005 is available to
every Morgan Crucible employee worldwide.
This lays a foundation for the determingtion of
appropriate conduct globally. Qur internal
controls are designed not only to protect

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

infernal magazine, 360, which is published

in eight languages and distributed to all
employees worldwide.

During 2006 a Risk Management Committee was
formed comprising of the Chief Financial Officer,
the Director of Operational Risk and the
Company Secretary. This committee reviews the
full range of risks faced by Morgan Crucible as a
Group, ensures that there cre adequate systems
in place and evaluates their effectiveness.
Where necessary, the Risk Managemeni
Committee will initiate action to improve the
systems and ensure compliance.

We believe that progression from compliance
o integrated risk management, through
improved internal controls, is an essential step
in the continuous improvement of our business
processes for the benefit of all stakeholders.




Business review (cont.)

Corporate responsibility

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

We report on:

= ethics and ethical tfrading:

* human resources;

= environmental, health and safety;
* community; and

» suppliers and customers,

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

and health and safety performance of our
custorners” operations and products. We have
not sought to quanitify this benefit, but we
continue to see the development of new and
improved products as a key contribution to the
sustainability of our own business and that of
our customers,

Management

The Board is accountable for corporate
responsibility policies and processes. As

Chief Executive Officer, Mark Robertshaw

is the executive in charge of all corporate
responsibility matters. He is supported by senior
management including the Chief Financial
Officer, the Director of Operational Risk and
the Director of Human Resources of the Carbon
Division. The Chief Executive of each Division
has operational responsibility for implementing
our policy.

Reporting and verification

This report follows the guidelines issued by

the Association of British Insurers (ABl) and

is supplemented by our social, ethical,
environmenial, headlth and safety policies and
our 2006 EHS Report which will be published
on the Company’s website in April 2007,

As part of our work to promote and retain
our reputation for managing our business in
aresponsible way and for contributing to the
societies in which we operate, a number of
initiatives are underway tc improve corporate
responsibility performance and reporting.
Exarmples are included below with further
detail to be published in our 2006 EHS Report,

We have been a member of the FISEAGood
Index since 2005.

All Morgan Crucible businesses are reguiarly
reviewed under the Group's Compliance Audit
Programme and those sites and businesses
certified to ISO 9001, 15O 14001, OHSAS 18001
and cther standards have regular external
audits. The Board has considered the potential
for further external verification of the Group's
corporate responsibility performance and in
2006 has limited this to external professional
advice on specific health and safety and
environmental matters,

Core values

Cur approach to corporate responsibility is
encapsulated in our Core Values Statement
which provides the framework for our policies,
programmes and procedures as we strive

for continuous improvement in our social,
environmental and ethical performance.
Cur Core Values Statement, avallable on

our website, applies to all cur businesses and
employees worldwide.

Ethics and ethical trading
Policy

Qur Ethics Policy. which is transiated into local
languages for our sites worldwide, supplements
our Core Values Staterment and provides
employees with practical guidance for thelr
everyday activities. The policy cross-refers

to our other policies and covers:

* environmental, health and safety;

* equal opportunities and UN guidance on
human rights;

* business behaviour, including dealing with
conflicts of interest, bribery and corruption;

» dedlings with customers and suppliers,
including anti-competitive behaviour;

+ compliance with laws and regulations,
including export controls;

= integrity in financial reporting; and

= communication and compliance,
including employee reporting without fear
of retribution through our Compilionce Helpline.




Management

Our Compliance Helpline enables employees
who are aware of or suspect misconduct, illegal
activities, abuse of Company assets or viokations
of our Ethics Policy to report these confidentially
without fear of retribution should they feel they
cannet use a local channel, During the year, the
availability of the Helpline was promoted to
employees globally, in particular through
coverage in the global employee magaozine
(see page 32).

Our global anti-competitive behaviour
compliance programme is ongoing with
appropriate employees across the Group
continuing to receive training. This is followed
up with annual independeant audits, with the
auditor attending the meetings of the Board
and the Executive Committee at which the
audit report is discussed.

Human resources

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

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

We actively encourage all our employees to
achieve their full potential and our leadership
in technology is underpinned by our investment
in training and developing our people.

Our Long-Term Incentive and Share Option Plans
and our employse communications ail help to
inform, involve and moiivate our people.

Policy

We endorse the UN guidance on human rights
and minimum working age to ensure freedom
of association, equal opportunity and diversity
amongst employees, regardiess of gender, race,
religion, cutture, creed, age or disability and
any other status protected by law. We would
andeavour to provide training and contfinued
employment of employees who become
disabled whilst in our employment.

As is set out in our Core Values Statement and
in cur Ethics Policy, every employee is entifled
to fair treatment, courtesy and respect,

We will not tolerate sexual, racial or any

other form of harassment.

Management

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

our customers.

Policy implementation, along with the
identification and benchmarking of best
practice, are facilitated by the Group-wide
General Managers” forum and regional Human
Resources councils in Europe, the Americas
and Asia.

The Director of Hurnan Resources of the Carbon
Division also has respensibility for Group Human
Resources issues and, as such, reports to

the Chief Executive Officer in this capacity.

Risks relating to Human Resources are covered
by the Group’s risk management process.

Loyal service

Mr William (BilD Byrd receives a
loyai service award from Mark
Robernshaw. Chief Executive
Officer. Mr Byrd completed

&0 years of service af our
Augusia, USA plont and
continues to work with us

as an Export Trensportation
Specialist.




Reporting

During the coming year we plan to update
our processes for gathering and benchmarking
hurman resources data and key performance
indicators so as to help identify areas of best
practice and opportunities for improvement,

Training and development

We continue to invest in our employees and
to encourage them to participate in their
development to achieve their full potential,
This is key to achieving our business goals and
we work to develop our people at all levels
and on a giobhal basis.

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

Group-wide training courses include
international market development, project
management and negotiating skills.

Where agppropriate we run regiondl training
programmes, for example in China. These are
available for all Divisions and includes leadership
skills and sales.

The regiondl programmes support divisiondl
fraining that is aligned to the strategic needs

of each business. For example, over the

past three years some 100 high potential
employees have participated in the Thermal
Ceramics global management development
programme. This included exposure to the Iatest
management thinking, feaching them tc apply
this thinking across the diverse cultures in which
we do business. In the Carbon Division there
has beean an Intensive focus on developing
middle management and commercial skills
whilst Technical Ceramics has focused on the
development of technical and process skills.

Employee engagement

Communicafion channels

We communicate through a variety of channels,
including regular global newsletters; the fwice
yearly 360 magazine which contains divisional,
site and community news; and Morgan Update
which keeps employees informed of Group
developments including our annual and inferim
results and fhe results of our annual employee
survey. These newsletters are availabte in eight
languages and are supplemented by team
briefings and presentations.

The European Employee Forum, established in
1996, continues to be a powerful two-way forum
for communication and in 2006 was expanded
to include our businesses in the new member
states of the EU.

As discussed akove, our Compliance Helpline
enables employees to seek guidance or raise
concerns on a confidential basis. This Helpline
supplements local procedures.

Employee surveys

Following our first Group-wide employee
survey in 2003, we identified a number of areas
for improvernent. These included improving

- overal communications with employees,

helping employees develop a better
understanding of Group strategy and direction
and continuing fo progress health, safety and
environrmental performance.

The results of the subsequent surveys enabled
us to track progress and to tune our employee
engagement activities. The survey planned
for 2006 was deferred until 2007 due to the
demands of the bid approach in 2006.

We plan to publish & summary of the results on
our website as well as providing feedback to
our Divisions, sites and empioyees. We wil also
communicate results to shareholders in next
year’s Annual Report,
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Environmental, health and safety

We are committed to minimising the impact of
our operations, products and services on the
environment and to enhancing the sustainakbility
of our busingss. As many of our operations
include high-temperature processes, minimising
energy use and climate change related
emissions is a key focus. We are also committed
to ensuring that the working environment is
safe and that all individuals take responsibility
for achieving this. Environmental, health and
safety (EMS) performance improvements

are ¢ fundamental part of the way we
conduct business.

This commitment is reinforced in our Core Values
Statement which requires us to measure,
appraise and report our EHS performance.

Further details of our EHS performance and
programmes will be included in our 2006 EHS
Report to be published on our website in April
2007. The Report will also include case studies to
help highlight our approach to enhancing the
sustainability of our business.

EHS policy

The key features of the Group’s EHS policy,
are to;

* comply with EHS legistation, regulations and
other applicable requirements;

* minimise the environmental impact of historic,
current and future operations;

+ conduct operations In such a manner as to
avoid unacceptable risk o hurmnan health
and safety;

= supply products that will not present
unacceptable risk to human health and
safety when used in compliance with
product safety communications and
common safety practices;

» gstablish measurement tools for and
confinuously monitor EHS performance: and

+ set objectives for the continuous improvement
of EHS performance.

EHS management and organisation

The management of EHS performance is aligned
with the operation of our day-to-day business,

As noted above, the Chief Executive Officer

has overall accountability for corporate
responsibility, including EHS policy and
performance. He is supporfed by Ben Bolton,
Director of Operational Risk who is a member of
the Risk Management Committee. Operational
responsibility is delegated fo the Chief Executive
of each Division and to the manager of each
operation. Subsequent to the year end, the
Chief Financial Officer tock over specific
responsibility for EHS policy and performance.,
This structure is supplemented by EHS
professionals within each business. In practice,

all of Morgan Crucible’s employees are
responsible for ensuring that our EHS policies are
implemented and for identifying additional
areqs and opportunities for further development.

Environmental, health and safety risks are
covered by the Gioup’s risk management
systems. EHS performance and programmes are
reported and reviewed regularly on a site by site,
regional, Divisional and Group-wide basls,

Environmental management systems are in
place at 57 major sites, representing some 77%
of production capacity. This includes 23 sites
which are certified 10 ISC 14001. In 2007 and
2008 we plan to achieve further certifications
in the USA, Australia, Japan, China, France
and South Africa, in addition to the rolling
programme of re-certifications. Systems are in
place for managing health and safety across
alt our major operations, with a number of sites
certified or working to OHSAS 18001 where this
is appropriate. Qur Carbon Division facility In
Turkey achieved cerlification to OHSAS 18001
during the year.

Our EHS management processes also include
the EHS Compliance Audit Programme.

This programme provides assurance and helps
ensure compliance with local regulations, and
good management proctice, Twenty four sites
were audited during the year, using external
auditors in Europe and Asia and internal
resources in North America. These audits, and
the associated corrective action plans, help
ensure that site level environmental and health
and safety assessments are undertaken on a
consistent basis at the Group's facilities world-
wide. This programme is supplemented by the
Group's EHS Good Management Practice
manual which is issued to all sites,




Health and safety performance

We monitor accident statistics across the
Group. As a result of proactive preventative
programmes and fraining, performance over
the post year has improved with a reduction
in lost working time and in major and minor
incidents per 100,000 hours worked.

2006 2005

% lost working time 0.07% 0.09%
Maijor* incidents per 100,000 hours 0.4 0.62
Minos** incidents per 100,000 hours 0.19 0.26

“Major = work rekated injuries rasulting in four of more days’ kst time.
“*Minor = work retated Injuries resulting in one, twe or thiee doys” iast tme.

Environmental performance

Many of our operations involve high
temperature processes. Energy use and the
ermissions associated with climate change are
a key area of focus for the Group. Over the
past year, key environmenial performance
indicators show a reduction in CO; emissions
due fo energy use when indexed fo revenue.
This includes the effect of doubling our use of
electricity from specific renewable sources to
2.7% of all electricity consumed.

2006 2005
Tonnes CO;" per &m revenue™” &04 648
Tonnes waste per em revenue** 89 26
% total waste recycled 3% 30%
m* water used per 8m revenue™ 3,896 3,668

¢"CO, equivtlent from o enargy sowcas. ncluding country specific eneciricity - 2005
restated accordingly)
{*'Includies inter-company ravenua).

In 2006 cur waste management programmes
resulted in a reduction in the amount of waste
generated per unit of revenue, whilst increasing
awareness of recycling oppcerunities saw an
increase in the proportion of our total waste that
is recycled, Due to increased and improved
measurement and reporting, apparent water
use per unit of revenue increased during the
year. This was also due fo a leak at one of our
US sites, which has now been rectified.

Targets

Qver the past year we have worked to

update our Key Performance Indicators (KPI)
and data collection processes. As will be further
detailed in our 2006 EHS Report, to be published
in April 2007, we have set new Group-level
targets which build on the progress to date.

We will further upgrade our KPI processes

and integrate these into our managerment
informcition systemns. In addition to Group
targets, our businesses set targets and undertoke
initiatives appropriate to their specific
opportunities for improvemant.

Community

We engage with local communities in relation
to matters of mutual interest and concem.

At alocal leve!, where we offen have
long-established roots and are frequently a
major employer, this helps to foster
understanding and improves our credibility. In
addition, we engage with local and national
governments and agencies, both directly or
through professional bodies. Such engagement
is in part covered by our Ethics Policy which
prohibits donations fo

political parties or causes.

In addition to the time given to community
projects and for charitable purposes by our
employees around the world, in 2006 Morgan
Crucible also made charnitable donations of
£146,240 (2005: £171.057).

Group activities

During 2006, we continued to support and fund
the joint Barnardo's/Outward Bound initiative
which provides opportunities for young pecple
1o develop life skills at centres in the UK.

We also supported ¢ number of charitable

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

and dgvelopmen’r of young people.

Employee activilies

Our staff support a varety of local and national
initigtives and projects, helping to raise funds
and giving their time. Examples include:

Asia
« an employee at Carbon Korea who
assists in @ facllity for disabled teenagers,

» employees at Thermal Ceramics in India
who donate blood, give books to the local
liorary with one employae sponsering the
education, food, shelter and clothing of an
underprivileged child,
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Americas -

« Our Advanced Ceramics plant in New Bedford,
Massachusetts, USA, has a tradition of strong
community involvement with a rolling
programme through the year. Initiatives
include support for the United Way and the
Day of Caring. facilitating payroll giving, raising
funds for the American Cancer Society and
the American Heart Foundation, supporfing @
local softball tournament and conducting a
yearly “Blood Drive” when the local hospital
brings a mobile blood donation unit to the site
and employees donaie blood throughout
the day.

+ Cur Thermal Ceramics plant in Augusta,
Georgia, USA is also a sponsor of the United
Way and of the Juvenile Diabetes Research
Foundaticn.

+ An employee based in Augusta with expertise
in emergency response planning helps with
the Community Emergency Response Team
which trains people to be better prepared to
respond to emergency situations in thelr
neighbourhoods.

Europe

+ In the UK employees from Carbon and
Technical Ceramics participated in the 2006
London Marathon, raising money for Cancer
Research UK and the Multiple Sclerosis
Resource Centre.

« The sports and social committee at the
Ruabon site in North East Wales involved local
children in a competition to design a Christrnas
card. The winning design was printed and sold
to raise money for schools and local charities.

Suppliers and customers

Qur customer service strategy is to respond
quickly to changing customer demand, 1o
identify emerging needs and continuously to
improve product availability, quality and value.
Accordingly we seek to stay close to customers,
building long-term relationships. Our confinuous
improvement programmes suppart our aim
that our products should meet or exceed
customer requirements. Over 90% of the
Group's manufacturng capacity is accredited
to ISO 9001,

We aim fo work with our suppliers and parners
in mutudlly beneficial ways, and, so far as is
praticable, expect that our custormers and
suppliers, business partners and confractors
throughout the supply chain, act in accordance

‘with our policies and values.

Cautionary statement

This Business review has been prepared for
and only for the members of the Company
as a body and no other persons. lis sole
purpose is to assist shareholders to assess the
Company’s strategies and the potential for
those strategies to succeed. The Company,
its Directors, employees, agents or advisers
do not accept or assume responsibility for
any other purpose or to any other person to
whom this document is shown or info whose
hands it may come and any such responsitility
or liability is expressly disclaimed.

This Business review contains forward-locking
statements that are subject to risk factors
associated with, amongst other things, the
economic and business circumstances in the
couniries, sectors and markets in which the
Group operates, These and other factors
could adversely affect the outcome and
financial effects of the plans and events
described. Forward-locking statements by their
nature involve a number of risks, uncertainties
and assumptions because they relate to
events and/or depend on circumstances
that may or may not occur in the future and
could cause actual results and outcomes to
differ materially from those expressed in or
implied by the forward-looking statements.

It is believed that the expectations reflected
in these statements are reasonable but

they may be affected by a wide range

of such variables.

No assurances can be given that the forward-
looking statements In this Business review will
be realised. The forward-looking statements
reflect the knowledge and information
available at the date of preparation and will
not be updated during the year but will be
considered in the Business review for next year,
This Businass review has not been audited or
ofherwise independently verified.
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Executive Directors

01 Mark Robertshaw§

Chiet Executive Officer

Mark was appointed as Chief Executive Officer in
August 2006. Previous to this he was Chief Operating
Offlcer from February 2006 and Chief Financial Officer
frorn October 2004, Before joining Morgan Cruclble he
was Chief Financlal Officer of Gartmore Investment
Management Plc from 2000 to 2004. Mark Is also a
non-executive Director of Rathbones Brothers plc.

He previously worked for the NatWest Group and also
spent nine years as a monagement consultant with
Marakon Assoclates.

02 Kevin Dangerfield

Chief Financial Ofticer

Kevin was appointed to his curent position as
Chief Financial Officer on 4 August 2006, having
joined Morgan Crucible in July 2000 as Deputy
Group Financial Controller and then was
subsequently promoted to Group Financlal Controller.
Before joining Morgan Crucible he worked for
London Infernational Group plc and Virgin Retail
Europe Limited. He qudlified as a ¢chartered
accountant with PricewaterhouseCoopers.

03 Mark Lejman

Chief Executive Officer, Carbon Division

Mark joined the Board on 1 March 20056 after joining
Morgan Crucible in February 2004. He has previousty
held senior positions with Courtaulds plc and Acordis.
Mark is the Chlef Executive Officer of Morgan
Crucible’s Carbon Division. tn May 2006 Mark became
a non-executive Director of Delta plc, a listed
company on the London Stock Exchange and

is also Chair of Detta’s remuneration committea.

Executive Committee

01 Mark Robertshaw Chief Executive Officer

02 Kevin Dangerfield Chief Financial Officer

03 Mark Lejman CEQ Carbon

08 Victoria Gould Director of Group
Communications

9 Andrew Hosty CEQ Technical Ceramics

10 Philip Wright CEQ Motten Metals Systerns

11 John Simons Executive Chairman Thermal
Ceramics

12 Paul Boulton Company Secretary

Non-executive Directors

04 Tim Stevenson OBEtS§

Chalrman

Tim was appolnted Chalrman of Margan Crucible

in December 2006. He Is also Chairman of

Travis Perkins ple, a position that he has held since

Novermber 2001, and is the Senicr Independent

Director of Trikal ple. From 1975 to 2000, Tim held a

variety of senior management positions at Burmah

Castral plg, including Chief Executive from 1998 to :
2000. He Is also a qudlified barster. :

05 Joe MacHale't§

Senlor Independent Directer

Joe was appointed a non-executive Director in
Cetober 2003 and Chairman of the Audit Commitiee
in December 2003. He was appointed the Senior
Independent Director for Morgan Crucible in April
2006. He is a chartered accountant and has had
international experience with JP Morgan Incorporated,
He was Chief Executive for Europe, Middle East )
and Africa of JP Morgan Europe from 1997 to 2001,

He is a non-executive Director of The Royal Bank .
of Scotfiand plc and a non-executive Dirsctor and
Chairman of the Remuneration Committee at

Brit Insurance Holdings Plc. He is also a trustee
and Treasurer of Macmillan Cancer Support.

06 Martin Flower't§ X
Martin was appolnted a non-executtve Director

in Decembert 2004. He Is also Chairman of Croda

International Pic and of Alpha Adrports Group plc

and a non-executive Director of Low & Bonar pic.

Martin held a variety of senior management positions

with Coats plc from 1968 to 2004 and was Group

Chief Executive of that Group and Chairman of

the Board from 2001 fo 2004,

- 07 Simon Heale't§
Simon was appointed a non-executive Director
in February 2005 and is the Chairman of the-
Remuneration Committee. He is Chief Executive of
China Now and Is a non-executive Director of
Kazakhmys plc and of Panmure Gordon and Co plc.
He was Chief Executive of the London Metal
Exchange until October 2006. He qualified as an
accountant in 1978 with Price Waterhouse and has
had extensive experience in the Far East having held
senior positions with the Swire Group in Japan ond
Hong Kong and with Jarding Fleming in Hong Kong.

* Member of the Audit Commiitee
1 Member of the Remuneration Committee
§ Member of the Nominations Committee \




Directors’ report | |

The Directors present their report fogether with the financial staternents and c;uditors' report for the year ended 4 January 2007. This Directors’
report was opproved by the Board on 20 February 2007,

Principal activities and enhanced business review

The Morgan Crucible Company plc ("the Company®} comprises three reporting divisions (as outlined on pages 12 and 13) that design,
manufacture and market primarily carbon and ceramic components for applications for a wide range of markets. A review of developments
affecting the Group during the year and its prospects for the future appear on pages 14 10 22 to be read in conjuncﬁon with the cautionary
statemnent on page 35.

The Companiles Act requires the Directors’ report to include a business review. Certain information that fuffils the requnrements of the
business review can be found on pages 14 to 22 (Business review), 24 to 26 (Financial review) and 27 o 29 (Risk management), to be read
In conjunction with the cautionary statement on page 35.

Acquisitions
During 2005 the Company acqulred the following companies/businesses:

Within the Insutating Ceramics Division, the fibre business of Viesuvius USA Corparation for a cash consideration of £1 0 8 millon: the entire
issued share caplial of Diamond Crucible Pvi. Limited for a cash consideration of £1.4 million, 51% of Morgan Thermcl Ceramics Sukhoy Log
Umited for a consideration of £1,7 million, 75% of Beiing Yingtelai Morgan Thermal Ceramics Textiles Co. Ltd. for £4.7 milion of which €2.5
milion Is payable after the year end; 51% of Morgan Luyang Thermal Ceramics Co. Lid. for £0.5 milion; and an additional 25.5%

of Morganite India Umited for £2.0 mifiion.

Within the Carbon Division, the business assets and ceartain lighilities of Aceram Materfals and Technology Inc for a contingent maxirmum
consideration of £5.8 milion, with £1.% million paid during 2006.

Share capital

As atf 4 January 2007, pursuant to an authority granted at the Company’s Annual General Meeting on 21 April 2006, the Company was
authorised pursuant to Companies Act 1985 to purchase up to 9.99% of its issued share capital.

Pursuant to that authority the Company has during the year under review purchased 200,000 ordinary shares of 25 pence each (representing
0.07% of the ordinary issued share capital of the Company at 4 January 2007) for an aggregate consideration of €0, 5 milion (nominal value
£50,000). The Directors were of the opinion that the purchase of these shares was both in the best interests of sharehalders generally and
would increase the Company’s earnings per share. The shares purchased by the Company have baen cancelled.

The Company’s share capltal, together with details of shares issued and purchased during the year are set out In note 18 on pages 7416 76.
Financial resulls

The profit for the year ended 4 January 2007 was £39.7 million (2005; £54.2 miltion). Profit before tax for the same perod was £50.3 milion
(2005: £20.4 million). Revenue was £677.8 million (2005: £745.7 million) and underlying operating profit before special iterms was £73.7 milion
(2005: £66.0 milion). Basic eqrnings per share was 12.9 pence (2005: 18.1 pence). Capltal and reserves at the end of the year were

£203.1 milion (2005: £195.7 million). The refained profit of £39.7 milion will be fransferred 1o reserves, The Group's accounting policies can
be found on poges 57 to 62.

Dividends

The Directors recommend the payment of a final dividend at the rate of 3.0 pence per share on the ordinasy share capital of the Company.
payable on & July 2007 to sharehoiders on the register af the close of business on 1 June 2007. Together with the lnTenm dividend of

1.5 pence per share paid on 8 January 2007, this final dividend, if approved by shareholders, brings the total distribution for the year fo

4.5 pence per share (2005: 2.5 pence). .

Disclosures of information to auditors

The Directors who held office at the date of approval of this Directors” report confirm that, so far as they are each aware, there s no
refevant audit information of which the Company’s auditors are unaware, and that each Director has taken all steps Thcﬂ he ought
{o have taken as a Director to make himself aware of any relevant audit Information and to establish that the Compony s auditors
are aware of that information.

Policy on the payment of creditors

The Company’s policy in relation to its suppliers is, where possible, to setfle terms of payment when agreeing the terms of the trarsaction and
to abide by those terms, provided that it is satisfied that the supplier provided the goods and services in accordance wlfh the agreed fterms
and conditions. The Company and Its subsidiaries do not follow any one code or standard on payment practice due to the diverse noture of
the global markets in which the Group operates.

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

Research and development

The spending on research and development which excludes the amounts spent working with customers and others by way of product
enhancement and application engineering was £8.2 milion during the year (2005 £12.5 milion). The reduction from the prior year can be
attibuted primarily to the disposal of the Magnetics Division.

Parsonnel

Details of the Company’s and the Group’s personnel policies (including its policy on equal opportunities for disabled employees) and
employee Involvernent are set out on poges 31 and 32,




Employee share and share oplion schemes

The Company operates a number of employes share and share option schemes. Fifty employees hold awards under the Morgan Crucible
Long Term Incentive Plan (LTIP). One hundred and twenty-two employeaes have options under the Company’s Executive Share Option
Schemes and 556 employees participate in the Company’s UK Sharesave Plan. In addition 76 German employees are currently participating
in the German Employee Share Purchase Plan. There are currently no participants in the Company’s US Employee Share Purchase Plan.
Details of outstanding options are given in note 21 on pages 82 to 85.

Directors

Details of Directors’ interests in the share capital of the Company are listed on page 48. The Company has not been notified of any change
in thelr holdings in the perod 5 January 2007 to 20 February 2007,

The executive Directors of the Company are also deemed, by virue of Schedule 13 of the Companies Act 1985, 1o be beneficially Interested
in the 10,182,157 ordinary shares held by The Morgan General Employee Benefit Trust on 4 January 2007. In the period 4 January 2007 to

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

of the Trust have agreed to walve their entilernent to the payment of dividends on the shares held by the Trust. The Directors are not aware
that any other shareholders walved or agreed to walve any dividends or future dividends during the period under review.

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

Warren Knowlton retired as a Director on 3 August 2006 and Lars Kylberg retired as a Director on 30 November 2006, Kevin Dangerfield was
appointed as a Director on 4 August 2006 and Tim Stevenson was appeinted ¢s a Director and Chairman of the Board on 1 December 2006.

The detalls of those Directors who will be offering themsetves for election and re-election at the forthcoming Annual General Meeting
on 20 Aprl 2007 is set out In the Circular to shareholders which will be posted in March 2007.

Details of the background and experience of all the Directors can be found on page 37 and details of Board Committees on which they !
serve can be found on poges 43 and 44,

Donations .
Morgan Crucible companies made the following charitable donations.
United Kingdom £92,507 (2005: £96,915)
Oversedas £563,733 (2005: £74,142)

£146,240 (2005: £171,057)
No political donations have been made.
Substantial shareholdings

The Directors have been advised of the following holdings representing 3% or more of the issued ordinary share capitfal of the Company 1
as at 20 February 2007: :

Number of
Company ordinary shares %
Standard Lfe Investments 33.619.111 11.49
Schroder Investment Management Limited 31,364,812 10.81
Aegon UK plc 12,720,723 4.34
Lazard Asset Management LLC 10.342.906 3.53
Legal & General Group Pl 2,439,042 3.25

Post balance sheet events

There have been no material events since the year end, The Company proboses to pay a final ordinary dividend of 3.0 pence per share
in respect of the 2006 financial year.

Auditors

KPMG Audit Pic has expressed ifs wilingness to continue in office. A resolution for its reappointment as auditors and authority for the Directors
to determine the auditors’ remunaration will be proposed at the forthcorming Annual General Mesting.

Annual General Meeting

The Annual General Meeting of the Company will be held on 20 Aprl 2007 ot St Anne’s Manor Hotel, London Road, Wokingham,
Berkshire RGA0 1ST. A Circular will be sent with this report to shareholders in March 2007 incorporating the Notice of Annual General
Meeting and detailing any special businass to be fransacted at that time.

By order of the Board
Paul Boulton Secretary
20 February 2007

The Margan Crucible Company plc
Quadrant, 55-57 High Street, Windsor, Berkshire SL4 1LP,
Registered in England, No. 286773




Corporate governance

Statement of compliance with the Combined Code

Throughout the year ended 4 January 2007 the Company has been in compliance with Sectlon 1 of the July 2003 edmon of the Combined
Code on Caomporate Governance (the Code) with the following exceptions: as & result of the process of Board refr&shmenf including the
appointment of a new Chalrrnan on 1 December 2006, the Board considered the results of the performance rewew undertaken during 2005,
but did not undertake a full performance evaluation during the year. Further, whilst the Senior Independent Dlrec’ror led a meeting of

the non-executive Directors, this mesting considered the role to be taken by a new Charman and not the performonce of the retiring
Chairman. The Board expects to undertake a performance review during 2007. The Board has considerad, and where appropriate
implemented, the guldslines on corporate social responsibility issued by the Association of Britlsh Insurers. In occordcnce with the
recommendations of the Financial Reporting Councll the Company has adopted the June 2006 version of the Code on a volkuntary

basis for the year beginning 5 January 2007,

This statement describes how the Company has applied the main and supporting principles of the Code. It should be read in conjunction
with the Business review and Remuneration repett on pages 14 to 35 and pages 45 to 50 respectively.

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

The Board

The Board is collectively responsible o the Company’s shareholders for the success of the Company. The Board is satisfied it has met

the Code’s requirements for its effective operation. it has set the Company’'s strategic aims, which were reviewed during the year and

has ensured that there Is a framework of prudent and effective controls which enable risk to be assessed and managed. The Board set the
Company’s values and standards which are set out in the Staterment of Core Values and Ethics Policy, both of which are referred to on
pags 30 in the Business review.

The Board met formally nine times during the year to review current performance ogalnst ogreed objectives and to make and review major
business decisions. There is a schedule of matters specifically reserved for the Board, including the acquisition of componles significant
contractual commitments, the review of the effectiveness of risk management processes, major capital expendituré and corporate
responsibility. Viarious matters are delegoted to duly authorised sub-commitiees of the Board.,

During 2004, a number of important changes were made to the Board, On 20 February Mark Robertshaw became Chlef Operating Officer,
in addition to his role as Chisf Financial Officer. Joe MacHale became Senior Independent Director on 20 April. Following the retirernent

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

As at 4 January 2007, the Board comprises Tim Stevenson, Chairman; Mark Robertshaw, Chief Executive Officer; two other executive Directors
and three independent non-executive Directors, Joe MacHale is the Senior Independent Director. Biographies of the Directors are set out on
page 37.

All Directors submit themselves for re-election at least once every three years, and for reappointment by the sharehciders at the first Annual
General Meeting following their appointrment. Should a non-executive Director serve for more than nine years he would then be subject fo
annual re-glection.

The attendance of each Director at Board and Audit, Remuneration and Nomination Committee meatings is set out in the table below.

Board Audit I?emunermion! Nomingtion®
Eliglble Eigicle Eigible | Eligible

Director fo attend Attended o attend Attended' to attend Attended' foattend  Atlended!
Lars Kyiberg 8 8 - - - " 2 2
Tirn Stevenson 1 1 - - 2 2 - -
Warren Knowtton 3 3 - - - -l 2 2
Mark Robertshaw 9 9 - - - - - -
Kevin Dangerfield o] 6 - - - - - -
tviark Lejman 9 9 - - - - - -
Joe MacHale 9 Q 5 5 8 8l 2 2
Martin Flower 9 9 5 5 8 8 2 1
Simon Hedle 9 8 5 al. 8 8l 2 2

|
*The number of meetings of the Nomination Committee does not include meetings of the sub-committes established to prograss the nominations made during 2006.
TExcludes meeings attended by invitation for all or part of a meeting.

During 2006, the Chairman and the non-executive Directors met without the executtve Directors present. Following the previous Chalrman’s
announcement to the Board of his intention fo retire, the non-executive Directors, led by Joe MacHale, the Senior Irdependent Director,
met without the Chairman present in order 1o assess the role o be played by his successor.

An appropricte Directors” and Officers” liability insurance policy is in place.




Chalrman and Chief Executive Officer

The roles of Chairman and Chief Executive Officer are separcte. The division of responsibilities between the Chalrman, who Is responsible for
running the Board, and the Chisef Executive Officer, wha is responsible for running the Cormpanys business, Is clearly established and agreed
by the Board.

Board balance and independence

In the year under review, the Company complied with the requirement of the Code that there should be a balonce of executive and
non-executive Directars, At the year end, in addition to the Chairman, whom the Company deemed to be independent on appolntment
the Board comprised three executive Directors and three independent non-executive Directors.

Appolnimenits to the Board .
As Is further detalled in the report of the Nomination Committee, set out on page 44, there s a formal, rigorous and transparent procedure for
appointments to the Board. .

The Board is safisfied that there are succession plans in place for appolntments to the Board and for senior management.

Information and professional development
The Board recelves, In a timely mannet, information in a form and of a quality opproprlote to enable it to discharge its duties, with Board

papers generally sent out five days before each meeting. !

All Directors recelve a full. formal and tailored induction on joining the Board, and have letters of appointment confirming what is expected
of them.

Training needs are assessed as part of the Board Performance Review process and the Directors regulary update and refresh their skills and
knowledge. including their familiarity with the Company. In addition to the Directors visiting operations and meeting with management, each
year at least one Board meeting is normally held at an operating facility. During 2006 the Board meeting which had been planned for an
operdating facllity was moved to the head office location as this was during the perlod that the Company was subject to a possible offer

As part of his induction, the new Chalrman has visited a number of opercting facilities of the Group.

The Directors have access to the advice and services of the Company Secretary who Is also responsible for ensurng that Board procedures
are followed and that applicable wiles and regulations are cbserved. The Directors may also seek independent professional advice at the
Cormpany’s expensa in connection with their duties as Directors, and a procedure is in place fo facilitate this.

Performance evaluation

As noted above, during the year the Board considered the results of the formal performance review undertaken during 2005 but due to the
refreshment of the Board during the year including the appointment of the new Chairman on 1 December 2006, did not undertake a furiher
performance review during 2006. Further, although the Senior independent Director led’a meeting of the non-executive Directors, the .
rneeting considered the role to be played by the new Chalman, not the performance of the retiing Chalrman. The Board plans to underiake
a further performance review during the course of 2007 with the Chairman’s performance to be reviewed in the iatter part of the year. |

Remuneration
Remuneration policy and practice Is discussed in the Remuneration report on pages 45 to 50. :
Accountability and audit

The assessment of the Company’s postfion and prospects as required by the Code is included in the Business review on pages 1410 35, |
The Board alse presents updated information In its Interim reports and other price sensitive announcements. ,

A summary of the statement of Directors’ responsibilities in respect of the Annual report and the financial statements is set cut on page 44
and the “going concemn” statement Is set out in the Business review on page 26.

Internal control
The Board has overall responsibiity for establishing and maintaining @ sound systerm of internal control to safeguard shareholders’ investment
and the Company’s assets. Through the Audit Commitiee, the Board reviews the effectiveness of the internal control systermn annudlly.

This review covers all material controls, including financial, operational and compliance conirols, and risk management systems. Over the
past year, internal audits have been focused in emerging countries to help ensure that practices are brought Into line with Morgan codes
of conduct and business ethics. As Is detailed further in the Business review. the anti-competitive behaviour compliance programme is
ongoing. The review of Internal controls also Includes consideration of the Turnbull Risk Review and the effectivensss of the various risk
management systems In place to manage the risks identified. .

The Board delegates the establishment and implementation of the systems for internal control and risk management to the operating
Divisions which are responsible for the identification and evaluation of significant risks applicable to thelr areas of business together with
the design and operation of suitable intermal controls. The Board delegates the monitoring and review of the internat control and risk
management systems o the Audit Commitiee assisted by the Risk Management Committee. The Risk Management Committee, which is
chaired by the Chief Financial Officer, reviews the full range of risks faced by Morgan Crucible as a Group, ensures there are adequate
systemns in place and evaluates thekr effectiveness, Where necessary, the Risk Management Committes will inltiate action to improve the
systerns and ensure compliance.




The Directors believe that the Group’s system of infernal financial centrols provides reasonatole, not absolute, cssuronce that the assets of the
Group are safeguarded: fransactions are authorised and recorded in a comrect and timely manner; and that such ¢ontrols would prevent
and dstect, within a timely period, material erors or iregularities. The system Is designed to manage, rather than elimino’re risk and to
address key business and financial fisks, including social, environmental and ethical risks. The internal control l‘rcmework complements the
Group’s managerment structure. The main faatures of the formal system for assessing the potential risks to which the Group is exposed are
summarised as follows:

* Financial reporting A detailed budgeting systern for each Division exists with an annual consolidated budget reviewed and approved by
the Board. Businesses present thelr revenue and capital expenditure budgets for approval. Monthly resutts for the Group are presented to
the Executive Committee and the Board, including comparisons against budget and the prior year, The Group’s annual and half yeary
resutts are reported externally, in addition to approprate trading statements. The annual results are audited and the half yearly results are
reviewed by the auditors.

* Performance monitoring There are regular meetings of the Board and of the Executive Committee. A comparison of forecast and actual
results is considered, including cash flows and comparisons against budget and the prior year. Divisional monogement also meets regularly
to review performance. Presentations of actual and forecast performance are made to the Executive Commifted by the Group’s Divisional
Chief Executive Officers. In addition, regular site visits are made by members of the Executive Committee.

* Risk management The idenfification of major business risks is an ongoing process, and, as noted in the Internal Control section, this is camed
out in conjunction with operating management. Steps are taken to mitigate or manage any material risks identifigd. The Board, elther
directly or through the Audit Committee, recelves reports on financial, treasury. taxation. insurance, pension, !egol information systems and
social, environmental and ethical risks from managerment. The Divisional Chief Executives cover risk issues at their management meetings
and the Director of Operational Risk helps to ensure that infernal control and risk management is embedded into the Group’s operations.

* Risk factors Morgan's businesses are affected by a number of factors, many of which are Influenced by macroeconomic trends and
are therefore outside the Company's immedicte control, although as described above and in the Business review, the identification
and management of such risks Is canied out systematically.

Audit Committee and auditors

The Board has formal and transparent arangements for considering how the Directors apply the financiai reporting and internal conirol
prncipies, and for maintaining an appropriate relationship with the Company’s auditors. This requirement is met by the work of the Audit
Committee, as described below, and by the audit work canled out by the Company’s external auditors, KPMG Audlt plc. The Audit
Committes has received confirmation from KPMG Audit plc that its genercul procedures support the auditors” |ndependence and objectivity
in relation fo non-audit services. After considering such procedures the opinion of the Audit Committee was thot the ouditors’ objectivity and
independence was safeguarded despite the provision of non-audit services by KPMG Audlt plc. |

Relations with shareholders l

Dialogue with shareholders |

The importance of dialogue with major shareholders is recognised and meetings are held In order to help achieve @ mutual understanding
of objectives. In this respect, the Chief Executive Officer and Chief Financial Officer make themselves available to major shareholders as
appropriate throughout the year, in particular af the fime of the preliminary and interim announcements. The Senior'independent Director
holds separate meetings with major shareholders when requested, Non-executive Directors also attend investor briefings.

To help facilitate dialogue with shareholders, the Investor Relations section of the Company's website includes details of stock exchange
announcements, press releases, presentations, webcasts and other information relevant to investors.

Following the announcement of the Group’s Preliminary and Interim results and after other significant statements and presentations,
an investor survey is camied out and the results are presented to and discussed by the Board.

Consfructive use of the AGM
The Annual General Meeting Is normally attended by all members of the Board and by a representative of the auditors. The results of the
proxy voting on all resolutions are provided for all attendees. Af the AGM held in April 2006, the Chief Executive Officer made a short business
presentation. Shareholders are also invited to ask questions during the meeting, and have the opportunity to meet the Directors and other
mernbars of senior management before and after the formal meetfing,




Board committees .
The full terms of reference of the following Board committees are avaiiable upon request and are on the Company’s website, '

Audit
The Audit Committee assists the Board In effectively discharging ifs responsibilities for financlal reporting and corporate control. During the

year and as at 4 January 2007, membership of the Committee consisted of Martin Flower, Simon Hedle and Joe MacHale who s the
Committee Chairmon, all of whom are independent Directors. The Cornmittes has the power to, and does, request the attendance at
meetings of any Director, auditor or member of management as may be considered appropriate by the Chairman of the Commiftee.
The Committee also meets the auditors without the executive Directors or other members of management present. The Audit Committee

met five times during the year.

The Audit Committee’s terms of reference include:

« monitoring the integrity of the financial statements of the Company, and any formal announcements relating to the Company's financial
performance, reviewing significant financial reporting judgernents contained In them; .

* reviewing the Company’s infemal financial controls and the Company’s infernal control and risk management systems:

* monitoring and reviewing the effectiveness of the Company’s internal audit function:

* making recommendations to the Board, for it to put to the shareholders for thelr approval in general meeting. in relation to the
appoeintment, reappointment and removal of the external auditors and to approve the remuneration and terms of engagement of

the external auditors: )
* reviewing and monitoring the external auditors’ independence and objectivity, and the effectiveness of the audit process, taking into
consideration relevant UK professicnal and regulatory requirements; and
* developing and Implementing policy on the engogement of the external auditors to supply non-audit services, taking inte account
relsvant ethical guidance regarding the provision of non-audit services by the external auditors; and to report to the Board, identifying ony
matters in respect of which it conslders that action or improvement is needed and making recommendations as to the steps to be taken.
The work of the Committee in discharging those responsibilities In 2006 Included:

* reviewing the Group’s 2005 financial staternents and 2006 interim results statements prior to Board approval;

» reviewing the impact of adopted IFRSs on the Group's financial statements;

= assessing the Group's main business risks and recelving regular updates on areas of risk in financial control in accordance with the
Turnbull Committes guidance:;

* reviewing the effectiveness of Internal audit;

+ confirmation of the external auditors’ terms of engagement and fee structures: and

* monitoning the level of non-audit work of the auditors, which In 2006 Included fransaction services amounting to £0.8 million, mainly in.
connection with the bid approach discussions which took place between August and QOctober 2006, Other work, totaling £0.3 milllion,
was camed out in conjunction with acquisitions in the USA and India, assurance services In connection with the transttion to adopted
IFRSs, internal control audits undertaken in a number of developing countries and tax services in varlous Jurisdictions in connection with
compliance work.

The Committee has the authorty to investigate any matters according to s terms of reference and may obtain external advice at the cost

of the Company. The Director of Operatioral Risk has access to the Chairman of the Committee and meets, when appropriate, with the

Commiitiee without other executives present.

To ensure the objectivity and independence of the external auditors the policy Implemented by the Committee for the provision of non-audit ;

services by the external auditors is that certain non-audit services may not be provided by the extemnal auditors and certain other senvices
require the approval of the Chief Financial Officer and the Chairman of the Committee. When the cost of senvices Is expected to be in
excess of £200,000 a competitive tender process is normally used. The external auditors have processes in place to safeguard their
independence and have written to the Committee confiring that, in their opinion, they are independent. The Company last changed its

auditors in late 2001.
Remuneration

As is further described in the Remuneration report on pages 45 to 50, the Remuneration Committee has responsibllity for setting remuneration -

for all executive Directors and the Chairmnan. including benefits such as share options and awards under the Company's Incentive plans,
pension rights ond any compenscation payments. The Committee also monliors the level and structure of remuneration for senior
management. As at 4 January 2007, membership of the Remuneration Committee consisted of Tim Stevenson, Martin Flower, Joe MacHale
and Simon Heale who is the Committee Chairman. '

The Committee Is assisted in its duties by the Group Chief Executive, the Company Secretary and the Director of Human Resources of .

the Carbon Division, none of whom takes part in discussion of their own remuneration or votes on any resolution. The Committee alse has
the power to request, for all or part of any mesting. the attendance of any Director or member of management as may be considered

appropriate by the Chairman of the Committee.

The Committee reviews coniracts and authorises the remuneration. performance-related and discretionary bonuses (including performance

targets) ond other benefits of the executive Directors. All executive Directors are on 12 months’ notice of termination. It is policy to disclose
the feas of any executive Director who serves as a non-executive Director of another company. During the year Mark Robertshaw served
as a non-executive Director of Rathbones Brothers plc and Mark Lejman served as a non-executive Director of Delta ple. Warren Knowtton
served as a non-executive Director of Smith and Nephew plc and from 1 June 2006 as a non-executive Director of Filtrona ple. The fees
recelved by Mark Robertshaw, Mark Lejman and Warren Knowliton In this regard are shown on page 50.

As is further detailed In the Remuneration report, the Committee uses specialist consultants and advisers where appropriate.




The Commiftee sets relevant criteria for awards granted under the Company’s various share and share option schemes. The non-executive
Directors do not participate in share schemes ond bonuses nor do they qualify for pension benefits.

During 2006 this Commitiea met on eight occasions, The Report of the Remuneration Committes, which includes details of Directors”
remuneration and Directors” interests in options and shares is set out on pages 45 1o 50.

Nomingtion

The Nomingtion Commiittee leads the process for Board appointments and makes recommendations to the Board on the appointment
of new Directors. A majority of members of the Nomination Committee are independent non-exacutive Directors. At 4 January 2007,
membership consisted of Tim Stevenson as Chairman, Martin Flower, Simaon Heale, Joe MacHdole and Mark Robertshaiw,

The Committee has the power to request the affendance of any other Director or member of managernent, for all c})r part of any meeting.
as may be considered appropriate by the Chalrman of the Committee. The Committee met twice during 2006 and olso established

a sub-committee comprising Martin Flower, Simon Heale and Joe MacHale to progress the selection of the new Chlef Executive Offficer
and Chief Financial Officer with effect from 4 August 2006, ond the new Chairman with effect from 1 December 2004,

The Nomingtion Commiftee reviews the balance of skills, knowledge and experience on the Board: succassion planning and the leadership
needs of the Group. In the light of this review, the Committee prepares a description of the role and capabilities required for a
paricular appoiniment.

The terms and conditions of appointment of non-executive Directors are available for inspeaction, Their tetters of appointment set out

the expected time commitment, since non-executive Directors are asked to undertake that they will have sufficient time to meet their
commifments to the Company. Their cther signlficant commitments are disclosed to the Board before oppointmentlwim a broad

inclication of the time involved ond the Board is informed of any subsequent changes. The terms of appointment for non-executive Directors
do not inciude a notice period.

Candidates for appointment as Director are considered by the Committee, taking advice from external consuttants where appropricte.

These procedures, including the use of independent search consultants to help evaluate both internal and external ¢andidates, were
used by the Committee in connection with the appointment of Mark Robertshaw as Chief Executive Officer and Kevin Dangerfield as an
executive Director and Chief Financial Officer, both with effect from 4 August 2006.

The procedures wers also used in the appointment of Tim Stevenson as Chalrman with effect from 1 Decemioer 2006. This included an
assessment of the fime commitment expected from him, recognising the need for his availability In the event of mc:Jor corporate activity.
Independent search consultants were used in connection with his appointment, Lars Kylberg, the former Chairman, was not a member of the
Nemination Committee or the sub-committee which recommended to the Board Tim Stevenson s his successor.

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

The Directors are responsible for preparing the Annual report and the Group and parent Company financial statements in accordance with
applicable low and regulations.

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

The Group financial statements are required by law and FRSs as adopted by the EU to present faify the financial posrhon and the
performance of the Group; the Companles Act 1985 provides in relation to such financial statements that referenceslln the refevant part of
that Act to financial statements giving a true and falr view are references to their achieving a fair presentation,

The parent Company financial statements are required by law to give a true and fair view of the state of affairs of the parent Company.
In preparing each of the Group and parent Company financial statements, the Directors are required to:
* select sultable accounting policies and then apply them consistently:

* make judgements and estimates that are reasonable and prudent:

« for the Group financial statements, state whether they have been prepared In accordance with IFRSs as adopted by the EU;

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

* prepare the financlal statements on the going concern basis unless it is inappropriate fo presume that the Group and the parent Company
will continue in business.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial
position of the parent Company and enable thern to ensure that its financlal statements comply with the Companies 'Act 1985, They have
general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the Group and fo prevent and detect
fraud and other iregularities.

Under applicable tow and regulations, the Directors are also responsible for preparing a Directors' report, Directors' Remuneration report and
Corporate governance report that comply with that law and those reguiations.

The Directors are responsible for the maintenance and integrity of the corporaie and financial Information Included on the Company’s
website. Legislation in the UK governing the preparation and dissemination of financial statements may differ from leglslcmon in other
juriscictions,

By Order of ihe Board
Paul Boulton Secretary
20 February 2007




Remuneration report

The Directors’ remuneration report is presented to shareholders by the Board. The report complies with the Directors’ Rermuneration Repoi'f
Regulations 2002 (the Regulations) ond the Company complied with the provisions of the July 2003 edition of the Combined Code on
Comporate Governance relating to Directors” remuneration. As noted on page 40 the Company has voluntarily adopied the June 2006
version of the Code for the year beginning 5 January 2007 and accordingly, as noted on pags 43, the Chairman is a member of !

the Remuneration Committes.

Auditable part

The schedule of Directors’ pay and benefits and accompanying notes on pages 48 and 49, the table of pension benefits and
accompanying notes on page 50 and the table of executive Directors’ share options on page 49 comprise the auditable part of the
Directors” Remuneration report, being the Information required by Part 3 of Schedule 7A 1o the Companies Act 1985,

A resolution inviting shareholders to approve this report will be put to the Annual General Meeting 10 be held on 20 April 2007.

The Remuneration Committee

The members of the Committee are Simon Heale, Chairman; Tim Stevenson; Joe MacHals; and Martin Flower. Each of
these Directors is regarded by the Board s independent and served throughout the year, apart from Tim Stevenson who was cppoipfed

to the Board on 1 December 2006 as Chalrmnan and joined the Committee from that date. Tim Stevenson was independent at the time of his
appeintment to the Board. No other Directors were members of the Committee during the year. The Company Secretary acts as secretary to
the Committee and the Chief Executive Officer attends meetings of the Committee by invitation. No executive Director or other oﬁendee is
present when his or her own remuneration is under consideration.

The Remuneration Committes is responsible for developing Group policy on executive remuneration and for determining, on behatf of the
Board, specific remuneration packages for the executive Directors and the Chairman. The Committes’s terms of reference are available on

our website.
The Remuneration Committea met elght times during the year and has the authority to obtain the advice of outside lndependem‘

remuneration consultants.

During the year in addition to receiving advice and assistance from the Chief Executive Officer, the Company Secretary, and the Direc;Tor

of Human Resohrces of the Carbon Division, the Committee referred to information compiled by Towers Pertin and Incomes Data Services

During 2007 the Committee will undertake a full review of its terms of reference, ifs polices and processes, including ifs use of external advisors

with re-tendering processes where appropricte,
Remuneration policy
The remuneration policies adopted by the Committee and which will contfinue to apply during 2007 are:

o) Total level of rermuneration
The Remuneration Committee alms to ensure that remuneration packages offered are competitive and designed to atfract, retain and

motivate executive Directors and senior executives of the right calibre in order to run the Company successfully and to deliver value

for shareholders.
In assessing all aspects of pay and beneflls, the Committee compares the pcckoges offered by simiiar companies 1o ensure the
remuneration packages for executive Directors are competitive against the market in which we compete for talent.

Comparator companies are chosen having regard to:
i the size of the company - its turnover, profits and number of people employed;

ii the diversity and complexity of its businesses;

i the geographical spread of its businesses; and

Iv its restructuring and expansion profile.

The Intention is 1o ensure rewards are linked to corporate and Individual performance. This policy tokes account of the decentralised
and differing nature of our businesses in addition to reflecting the technical challenges we face in a global market place. Individual

performance is assessed agalnst personal objectives, and corporate performance of the relevant Division in respect of the remuneration
of senicr Divislonal management and against the performance of the Group for the remainder of the Executive Committes. X

B) Main components of remuneration

The policy of the Committee is to place greater emphasls on performance-related rewards with measurable targets. These are designed to
reduce the proportion of fixed remuneration and provide for a growing element of ~at risk™ pay, which is only avafiable when good results
are achleved. In this way, there Is a strong Iink between reward and performance which should be beneficial to shareholders, employees

and the Company. The targets are set on the basis of challenging performance criteria reflecting the objectives of the Company.

" The main components of remuneration are:
i Basic salary and benefits in kind
Basic salary for each executive Director is determined by the Remuneration Committee, taking inte account the performance of the
individual and information taken from Independent sources based on companies of comparable size and complexity in the FTSE 350
Benefits include a company car or an allowance in lieu, hedith insurance and, where appropriate, relocgation and other expenses.

Baosic saiaries for executive Directors and senior exacutive roles were reviewed during 2006, The curtent basic salaries for the executive
Directors are as follows:

* Mark Robertshaw - £400,000 (effective from 4 August 2006)
= Kevin Dangerfield - £215,000 (effective from 4 August 2006)

« Mark Lejman - 270,000 (effective from 1 July 2006)
A salary review for executive Directors and senior executives will be carmied out In Juty 2007.




il Annual bonus
The targets for annual bonus are set by the Remuneration Committee, bakancing short- and long-term requlremen'rs of the Company.
Challenging goals are set, which must be met before any bonus Is paid. This appreach is Infended to align executive reward with
shareholder return by rewarding the achievement of stretch targets and fostering the contfinued development of inter-divisional co-
opetation and collaboration. The annual bonus is not pensionable.

The bonus scheme provides the opportunity of earning a maximum bonus of 100% of basic salary if certain “stretch” targets are achleved.
Of this, 90% relates to financial fargets and 10% relates 1o the achievement of personal objectives. For 2006 the financial element for
executive Directors and senior executives with Group responsibilitles was based on the achievement of undertymg operaﬁng profit targets
(up to 75% of salary) and operating cash flow performance {up to 15% of salary), For executive Directors and semor executives with
Divisional responsibliiies the financial element was structured such that up to 65% of salary was payable on the achievement of operating
profit targets and up to 25% of salary was payable for the achievement of working capital targets.

For 2007, the financial element for executive Directors and senior executives with Group responsibilities will be bcsed on underlying
operating profit performance (Up to 80% of salary) and operating cash flow (up to 10% of salary). For executive Directors and senior
executives with Divisional responsibilities the financial criterla are tallored to each Division and include both underlying profit performance
and working capital citeria, The 10% for the achievement of personal objectives applies to all participants.

Operating profit s defined as earnings before inferest and tax (EBIT). For these purposes, operating profit excludes all special tems
(e.Q. certain restructuring costs, corporate disposals of businesses and property and significant one-off lifigation costs relating to the prior
year) and any mgjor one-off non-operating charges (e.g. special ons-off pension confributions).

Operating cash is defined as ec:rnlngs before interest, tax and amortisation costs EBITA). adjusted for depreciction charge (non-cash ftem).
movements In warking capital, provisions, capital expenditure, profit and loss on sale of plant and machinery, operoﬂng tax charges and
net finance charges. For these purposes operating cash flow excludes any one-off cash costs for special ftems defined above. plus major
one-off tax claims, dividends or any corporate cash flow such os rights issues or the purchase of shares.

The Committee has the discretion to vary the awards made. The average bonus awarded to executive Directors who served during the
year in relation to their performancs in 2006 was 96% of salary. This was based on the Company’s strong results for the year and on each
Director’s Individual performance.

fil Share schemes
We believe that share ownership by the executive Directors and senior executives helps align their interests with 'rhose of the shareholders.
Accordingly the Company operates a number of share schemes for the executive Directors and other senior employeea s follows:

Long-Term Incentive Plan (LTIP) The LTIP was approved at the 2004 Annual General Meeting and offers executive D|rectors and other senior
executives the opporfunity to receive shares as a reward for outstanding performance. The scheme allows ollocohons of up to 150% of
baste salary, although in exceptional circumnstances the Committee is able to make share awards of up to 200% of bBasic salary. The vesting
of the share allocatlon is subject to the achlevement of performance targets measured over the thiee year pericd from the start of the
year in which the dllocation is made. The performance criterla compares the Company’s total shareholder return TSR ) over the
three-year period with that of a comparator group which comprises the FISE 350 at the date of the grant. If, over The three year pericd,

the Company’s total shareholder return performance places it at the median of the comparator group. 30% of an ollocchon will vest,
Allocations under the LTIP are released In full if the Company’s TSR places it in the upper quartile of the FISE 350 comporotor group. For
performance between median and upper quartile, awards vest on a stalght-ine pro-rata basis. In addition, awards will only vest if the
Rermuneration Committee Is satisfied that this is justified by the Company’s underlying financial performance over fhe period.

Execufive Share Option Scheme (ESOS) The ESOS was diso approved at the 2004 Annual General Meeting and offers executive Directors
and other senior executives the opporiunity 1o receive options granted at the market price of the Company’s shares at the time of the
grant, The maximum value of option awards that can be made to executive Directors and other senior executives is|150% of salary,
although in exceptional circumstances the Committee is able to make option grants of up to 200% of basic salary. The ability to exercise
options is subject to the achlevement of performance criteria based on the Company’s TSR performance rneosured over the threg-yeor
percd from the start of the year in which the cption is granted. TSR is measured against a comparator group compﬂslng the FTSE 380

at the date of grant. If the Company’s TSR performance places it af the median of the comparator group. 30% of fhe option will be
exercisable, with 100% of the option being exercisable for upper quartile performance. For performance between median and upper
quartile. options are exercisable on a straight-ine pro-rata basis. In addition. as with the LTIP awards, options will only become exercisable
if the Remuneration Committee is satisfied that this is Justifled by the Company’s underlying financial performance over the pericd.

In 2006 the Remuneration Committee reviewed the performance criteria for the existing LTIP and ESOS and confirmed that the
combination of the TSR performance measure, which takes into account long-term share price performonce relc’nve to the comparator
group, and the confirmation by the Committee that vesting/exercise s justified by the Company’s underlying financial performance over
the period, continues to be appropriaie.

Awards under the LTIP and ESOS werg made during the year to a very limited number of exaecutive Directors and employees who were
elther promoted or appointed 1o key positions during 2006. in 2006 awards were made to 14 executives around the world, including certain
executive Directors, over 477,500 shares under the LTIP and 398,500 shares under the ESOS. The details of Opiions and 'Awords held by all
Directors are shown on page 49.

Award to CEO on appoinimentin Felbruary 2006 the Remuneration Commiftee resolved to grant a one-off performance related incentlive
award to Mark Robertshaw as part of the remuneration package made avdilable on his appointment as Chief Execuﬁve Cfficer. This
award was considered to be appropriate in order to retaln his services in the role of Chief Executive Officer, and to 1ncenﬁvnse him to
continue the strong performance achieved over the past hree years.

The award is structured as a market value option over 1,000,000 shares subject to the achievement of performance condifions that also
apply for awards under the ESOS. No portion of the award will vest If the Company’s TSR is betow the median of the FI’SE 350 over three
years, with the award only vesting In full for upper quartile performance. The Committee must also be satisfied that the Company’s
undertylng financial performance justifies the tevel of vesting. The structure of the award means that Mark RoberTshcw will only be
rewarded where there has been redl value creataed for shareholders, The terms on which the option was granted were in all essential
matters, the same @s the terms on which options are granted under the ESOS.




Due to the unsolictted approach received by the Company in August 2006, which could have led to a cash offer for the Company, the
grant of the award was effectively delayed from the time of Mark Robertshaw’s appointment as Chief Exacutive Officer In August unti
Decernber 2006. The option exercise price of 256 pence per share reflects the market value of the shares at the date of award which was

higher than at the date of his appointment as Chief Executive Officer.

To the extent that the performance criteria are satisfied and the option is exerclsed, the exercise of the option witt be satisfied by the
transfer of the relevant number of shares to Mark Robertshaw from the Company’s Employes Benefit Trust. No new shares will be Issued io
satisfy this option, Instead shares have been acqulred in the market by the trustee of the Employee Benefit Trust. :

At 4 January 2007, The Morgan Cruclble Genercl Employee Benefit Trust hald a total of 10,182,157 shares.

Savings-related Share Option Scheme. As UK employees, the executive Directors may also participate in the Savings-related Share Option
Scheme on the same basis as other eligible employaes and sutsject to UK legisiation. Scheme members save a flxed amount per month
over three years and options have been granted at 80% of the market price. Those Directors who recelved options under this scheme are
shown in the table on page 49. No performance conditions apply to those optlons as they are a mechanism for all employees to acguire
shares in the Company at their own cost. .
¢) Company policy on contracts of service
The Company's policy is that exacutive Directors are employed on confracts sublect to one year's notice at any time with, where
appropriate, provision for the payment of predetermined damages in the event of termination of employment In certain circumstances.
The Company will apply the principie of mitigation to any payment of compensation on termination. Coniracts may be ferminated on
12 months’ notice gliven by the Company or on six months’ notice given by the Director concerned. Confracts end on each Director's
anticipated normal retirement date. The following table shows the date of the contract and the notice perlod for each executive Director

who served during the yeaor. '

Date of contract Notice perod

Executive Director

Kevin Dangerfield 3 August 2006 12 months
Waren Knowtton : 9 December 2002 - nfa
Mark Lejman 1 March 2004 12 months
Mark Robertshaw 4 August 2006 12 months !

Mark Robertshaw's service contract contains specific termination provisions such that the Company may tesrminate his contract by making a
payment in lieu of notice to include basic salary, pension contribution, car allowance and, at our discretion, bonus for the perlod of the
notice. If a discretionary bonus Is paid, this shall be the pro-rata value of the average bonus pald to him in the two years pror to termincmon
or 35% of basic salary, which ever is the grecter. '

The service contracts for Kevin Dangerfiekd and Mark Lejman do not contain spscific termination provislons. In the event of eary termination,
the Company may be liable to pay an omount in damages having regard to salary, bonus and other bensfits that would have been
recelved had the Director served out his notice period.

Warren Knowlton sarved up until his retirement on 3 August 2006 at which time hls service contract ended. No compensation was poid on
termingtion of his contract.

d) Company pensions policy regarding executive Directors
The executive Directors participate in The Morgan Group Senior Staff Pension and Lufe Assurance Schame which is a contributory,

HMRC-registered, defined benefit, funded occupational pension scheme. With effect from 6 April 2006 the basis of the scheme switched
from final safary to career average and the normal pension age increased by five years. Its main fectures are now:

i anormal pension age of 65;

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

i ife assurance of four times basic salary;

iv dependants pension on decth, -

Pensionable solary is the member’s baslc salary restrictad to an earnings cap (108,600 for the 2006/7 tax year). :

In addition, an executive Director receives a pension allowance derived from employer contributions based notlonally on the registered
scheme pensionable salary in excess of the earnings cap as at 5 April 2006. The value of the penslon allowance for each executive Director
is set out in the Schedule of Pay ond Benefits table below. Tha penslon allowance was frozen In value at 5 Aprik 2006 for members of the

scheme at that date and will not apply to new members.
Warren Knowtton refired on 3 August 2006 and was not a mermber of the above scheme. He recelved a pension allowance derived from

employer contributions based notionally on basic salary,
e) Total shareholder return

The following graph shows the cumulative total shareholder return (TSR) for the Cormpany for the five-year period to 4 January 2007 ogolnst L

the FTSE 350. Both are rebased to 100 as at 5 January 2002, The index selected was the FTSE 350 as it was considered to be @ broad
comparator group of companles and was dlso relevant to the performance of the Company In respect of its LTIP and ESOS.
|
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The auditors are reguired to report on the following information:
Directors' interests in the Company's shores
Directors” inferests In the ordinary share capital of the Company are as follows:

Jan 06

June 06

Jan07

!

Asat§January  As at 4 Jaruary

2006 or date of 2007 or date of

appoinirment resignation

Kevin Dangerfield (appointed 4 August 2006) | 9644 13,534
Martin Flower 15,000 15,000
Simon Heale | 8,000 8,000
Warren Knowtton (retired 3 August 2006) 375,000 375,000
Lars Kylberg (retired 30 November 2006) 115,090 116,227
Mark Lejman 5,000 40,000
Joe MacHcle 100,000 100,060
Mark Robertshaw 16,000 32,000
Tirn Stevenson (appointed 1 December 2006) - 29,000

At the market price on 4 January 2007, Kevin Dangerfield, Mark Lejman and Mark Robertshaw held shares worth 17%. 39‘% ond 1%

respactively of thelr basic salaries respectively.

The Company has not been notified of any changes in the interests of the Directors between 5 January 2007 and 20 F?bmory 2007.

Schedule of Directors’ Pay and Benefils

|

Feas/ Annual Other Company pension Compensctibn Totat
salary bonus benefits Total emoeluments contributions for loss of office remuneration
2006 2006 2006 2006 2005 2006 2005 2006 2006 2006 2005
000 £000 000 <000 <0G £000 £000 £000 £000 £000 £000
Chairman
Tirn Stevenson
(appointed
1 Dec 06) 10 - - 10 - - - - - 10 -
Executive Direciors
Kevin Dangerfield
(appointed 4 Aug 06) 89 8¢9 5 183 - 18 - - 201 -
Mark Lejman 265 228 13 506 441 La ) 78 - - 597 519
Mark Robertshaw 348 400 12 760 544 114 100 - 874 644
Non Executive Directors |
Martin Flower 38 - - 38 37 - - l_ 38 37
Simon Hedle 43 - - 43 30 - - - o 43 30
Joe MacHale 48 - - 45 40 - - - 48 40
Former Directors
David Godwin
{refired 31 Dec 05) - - - - 40 - - - - - 40
Hartmut Eisele
“(resigned 8 Dec 05) - - - - 1,285* - a3 - - - 1.318
Warmren Knowtton
(retired 3 Aug 06) 360 312 112 784 1,265 144 216 - - 928 1.481
Lars Kylberg
(refired 30 Nov 06) 87 - - 87 95 - - - T 87 95
1,288 1,029 142 2,459 3,777 387 427 - —' 2,826 4,204

* The emoluments for Harmut Elsele in respect of 2005 have been restated by an additional omount of £767.149 to comect an omission from last yeor's report. This includes an additional
bonus and payrments In respect of acceleraad awards under ine LTIP and ESOS, ol of which reiated 10 the disposal ot the Magnetics Division, Disclosure of the anticineted pxyments to be
made to Hormut Eisele in respect of the disposal wos made in the Circular to shareholders dated 21 Qctober 2005.




The other benefits referred to above include private medical insurance, the provision of a company car and fuel and, in respact of Warren
Knowlton, an overseas living allowance of £71,964 (2005: £108,000), Warren Knowiton’s removal costs and the costs of his professional tax,
insurance and inhertance advice are dlso Included in his other benefits. Following his retirement, the Company undertook to cover the
further cost of a limited amount of professional tax, retirement and inheritance advice until August 2008 and to continue Warten Knowh‘on s

inclusion under the Company's healthcare programme for a pariod of five years.

Executive Directors' share options

At § January At 4 January
2006 Granted Exercisad Lapsed 2007 Eariest
or date of during during during or date of Exercise date of Expiry
appointment the year the year the year resignation price exercise date
Kevin Dangerfield 10,520 - - - 10,520 180.08p 23.11.04 23111
10,520 - - - 10,520 49.42p 13.12.05 131212
50,000 - - - 50,000 129.05p 22.06.07 - 220614
150,000 - - 150,000 256p 201209 201216
Warren Knowtton 1,841,000 - - - 1,841,000 96.54p 10.12.05 10.12.12
263,000 - - L - 263,000 126.40p 19.03.07 19.03.14
Mark Lejmnan 200,000 - - - 200,000 129.05p 22.06.07 220614
Mark Robertshaw 200,000 - - - 200,000 145.275p 01.11.07 011114
: - 1,000,000 - - 1,000,000 256p 20.12.09 2011216
Awards to Directors under the Company's Long-Term Incentive Plan
Shares Shares
As at Allocations released lopsed Asat  Market price  Market price ,
5 January durng during during 4 lanuory at date of at date of Parformance
2006 the year the year the year 2007 allocation relecse pernods
Kevin Dangerfield !
2004 LTIP 28,941 - - - 98,941 129.05p n/a  04.01.04 - 04.01.07
2005 LNP 101.803 - - - 101,803 171.9p nfa 04.01.05-04.01.08
2006 LTP (December) - 107,500 - - 107,500 256p nfa 04.01.06-04.01.09
Warren Knowtion
2004 LTP 623,887 - - 623,887 129.05p n/a 04.01.04-04.01.07
2005 LTIP 518,324 - 518,324 171.9p nfa  04.01.05-0401.08
Mark Lejman ) i
2004 (TP 265,414 - - 265,414 129.05p nfa  04.01.04 -04.01.07
2005 TP 211,751 - - - M., 751 171.9p nfa 04.01.06 - 04.01.08
Mark Robertshaw :
2004 LTIP 283,944 - - - 283,944 129.05p n/a  04.01.04 - 04.01.07
2005 LTIP 223,967 - - - 223,967 171.9p nfa 04.01.05 - 04.01.08
2006 LTIP (May) - 250,000 - - 250,000 242 95p nfa 04.01.06 - 04.01.09
2006 LTIP {(Decemben - 50,000 - - 50,000 256p n/a  04.01.06 - 04.01.09
Options under the Sharesave scheme
As at As at
5 Jonuary 4 January
2006 Granted Exercised Lapsed 2007 '
or date of during during during or date of Exercise Exercise
appointment the year the year the yaar retirement price perdods
Kevin Dangerfield :
2003 scheme 3,890 - 3,890 - ?48p 01.12.06 - 31.05.07
2006 scheme - 4,725 - - 4,725 200p  01.03.10-31.08.10 .
Warren Knowlton
2004 scheme 8,598 - - - 6,257 110.20p  01.12.07 - 31.05.08 -
Mark Lejrman
2005 scheme 5.565 - - - 5,565 168p 01,1208 - 31.05.09
Mark Rebertshaw
2006 scheme - 4725 - - 4,725 200p 01.03.10-31.08.10

Kevin Dangerfield exercised an option over 3,890 shares under the 2003 Sharesave scheme on 1 December 2006. The clostng market price

on that day was 257.75 pence per share,
Pension benefits earned by the Directors

The three Executive Directors, Kevin Dangerfield. Mark Lejman and Mark Robertshaw participate In The Morgan Group Senior Staff Pension
and Ufe Assurance Scheme, This is 0 contributory, HMRC-registared, defined benefit, UK occupational pension scheme. As noted above,

the scheme was amended on 6 April 2006.



Transfer value

|
|
!
|
|

of aeerued
Increcse in benefits at |
accrued Increqss in 4 January Tror|1sfer value Increase/
Accrued banefits accrued Transfer 2006 of accrued (decraase) In®

benefit a excluding bhenefits value of (A) or date of benefits at transfer value

4 Jonuary Inflation including less Directors’ appointment 4 January less Directors’

2007 {A) inflation contributions if Igter 2007 contributions

Executive Directors 2000 £000 €000 £000 2000 £000 £000

Kevin Dangerfield® 17 pa 1 pa 1po -1 92 | 10 14

Mark Lejman 10 pa dpa Ipa 10 59 93 19

Mark Roberfshaw - épa 3Ipa Ipa -1 19 I 35 1
Notes to pension benefifs

o) The accrued benefit entiliernent for Kevin Dangerfield, Mark Lejman and Mark Roberishaw is the pension which would be paid annualy
on retirement based on service at the end of the year.

b) The transfer values for the pension benefits have been calculated on the basis of actuarial advice in accordance with Actuarial
Guidance Note GN11, less the Director’s contributions,

¢) Members of the pension scheme had the option to pay Additional Voluntary Contributions. Neither the contributions nor the resulting
benefits are included in the above table. '

(1) Kevin Dangerfield became a Director on 4 August 2006. The Increase in accruad benefits reflects five months’ qualifying service
as a Director.

Warren Knowiton, who retired on 3 August 2006, had a pension allowance of £143,928 (2005: £216,000) which Is included in the Schedule of
Directors’ pay and benefits above.

Kevin Dangerfield, Mark Lejman and Mark Robertshaw also receive a pension allowance, details of which are set out in the Schedule of
Directors’ pay and benefits above.

External appointments

Wwith the approval of the Boaord in each case, and subject to the overrlding requirermnents of the Company. executive Directors may accept
external appointments as non-executive Directors of other companies and retaln any fees received.

The total amounts of fees received by Mark Robertshaw, Mark Lejman and Warren Knowiton (up fo his retirement on 3 August 2006) in
respect of non-executive directorships elsewhere were £28,500, £20,384 and £38.356 respectively.

Chairman and nonexecutive Directors

Non-executive Directors, including the Chalrman, receive a basic fee plus re-mbursement of expenses incurred in cﬂ‘pnding Board, strategy
and other meetings. They were paid fees totaling £225,083 during the year (2005: £242.053). The remunergtion of the non-executive Directors
is determined by the Board and during the year the basic fee for non-executive Directors was increasad from £35,000 to £40,000 per annum,
having last been reviewed in 2004. Additional payments of €4,500 per annum are made to the Senior Independent Cirector, £7,500 to the
Chalrman of the Audit Committes and £5,000 to the Chairman of the Remuneration Committes.

The next review will take place in 2008, None of the non-executive Directors has a senice confract with the Company although they do
have letters of appointment which contain ne obligations refating to any notice period. There are no obligations on the Company to make
any payments in lleu of notice to any non-executive Director. The non-executive Directors do not participate in any of the incentive, share or
share option plans. Each of the non-executive Directors is subject fo re-election by shareholders every third year after their initial confirmation
by shareholders s o Director.

Share price range
The share price at the year end was 264.25 pence and the high and low during the year were 306.00 pence and 213.50 pence respectively.

The Directors’ remuneration report has been approved by the Board and Is signed on its behalf by

Simon Heale Chairman, Remuneration Comrmittee
20 February 2007




Shareholder information

Analysis of shareholdings as ai 4 January 2007

Number of % of Number of % of

shareholders total shares share capital

Size of holding 1-2,000 6,951 75.27 3,967,823 1.35
; 2,001-5,000 1,353 14.65 4,266,387 1.45
5,001-10,000 373 4,04 2,648,088 0.91

10.001-50,000 278 3.01 5,786,106 1.96

50.001-100,000 51 0.55 3,635,398 1.24

100,000 and above 229 2.48 273,151,340 93.09

9,235 100 293,425,142* 100

Holding classification Individuals 8,045 87.12 11,748,074 400
Nominee companies 1,063 11.51 272,379,165 9283

Trust (pension funds etc) 14 0.15 352,205 012

Others 113 122 8,945,698 3.05

2,235 100 293,425,142 100

* 200,000 sharas bought back by the Company prior to 4 January 2007 were not cancefled in the Register of Mambars untll after the year end.

Key dates

(=]

Dividends

Annual General Meeting

Financial results

Other information

Subject to the relevant detalled terms and approvals of the Board of Directors where applicable

5.5% Cumulative First Preference shares of £1 each and 30 March 2007 and
5.0% Cumulative Second Preference shares of £1 sach 1 October 2007
20 April 2007

The interim results are issued In August with the Report and Accounts
for the year normally posted In March

Capital gaing tax

The market values of quoted shares and stocks at 31 March 1982 were:

Crdinary shares of 25 pence each 122.5 pence
5.5% Cumulative First Preference shares of €1 each 30.5 pence

5.0% Cumulative Second Preference shares of £1 each 28.5 pence

For capital gains tax purposes, the cost of ordinary shares is adjusted to take account of
rights issues. Any capital gains arising on disposal will alse be adjusted fo take account

of indexation allowances. Since the adjustments will depend on individual clreumstances,
shareholders are recommended to consult thelr professional advisers '

Share price

Company details

The price can be obtained on the Company’'s website: www.morgancrucible.com

Registered office

Company registrars

Quadrant 55-57 High Street, Windsor, Berkshire SL4 1LP Registered in England No 286773
Tetephone: 01753 837000

Fax: 01753 850872

Websife: www.morgancrucible.com

Capita Registrars, The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU
Telephone: 0870 162 3100
Webslte: www.capltaregistrars.com

’




Report of the independent auditors

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

We have audited the Group and parent Compcny financial statements (the “financial staterments”) of The Morgan Crucible Company plc
for the year ended 4 January 2007 which comprise the Consolidated income statement, ithe Consolidated and Compcny balance sheets,
the Consofidated staternent of cash flows, the Consolidated staternent of recognised income and expense and the related notes. These
financial statements have been prepared under the accounting policies set out therein, We have also audited thelinformation in the
Directors’ Remuneration report that is described as having been audited.

This report is mode solely fo the company’s members, as o bady. in accordance with section 235 of the Companies Act 1985, Our audit work
has been undertaken so that we might state to the Company’s members those matters we are required to state to them in an auditor’s
report and for no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company’s members as a body, for our audit work, for this repont, or for the opinlons we have formed.

Respective responsibilities of direclors and guditors .

The directors respensibiliies for preparing the Annual report and the Group financial statements in accordance with applicable law and
International Financlal Reporting Standards {IFRSs) as adopted by the EU, and for preparing the parent Company ﬁncnclal statements and
the Directors’ Remuneration Report in accordance with applicable low and UK Accounting Standards (UK Generc:ny Accepted Accounting
Practice) are set out in the statement of Directors’ responsiblites in respect of the Annuat report and the financial staternants on page 4.

Qur responsibility Is to audit the financial statements and the part of the Directors’ Remuneration report to be oudl'red in accordance with
relevant legal and reguiatory requirements and International Standards on Audltiing (UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and whether the ﬁnc:r;cml statements and the
pont of the Directors’ remuneration report fo be audited have been properly prepared in accordance with the Compomes Act 1985 and, as
regards the Group financial staternents, Article 4 of the 1AS Regulation. We also report to you whether in our oplnion the information given in
the Directors’ report Is consistent with the financial staternents. The information given in the Directors’ report mcludes that specific information
prasented in the Business review, Financial review, and Risk Management sectlons that are cross refered fiom the Prlncipol Activities and
Enhanced Business review section of the Directors’ report.

In addition we report to you if. in our opinion, the company has not kept proper accounting records, if we have not received all the
information and explanations we require for cur audit, or if information speclﬂed by law regarding directors’ remuneration and other
fransactions is not disclosed.

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

We read the other information contained In the Annudl Report and consider whether it is consistent with the audited financial statements. We
consider the implications for our report if we become aware of any apparent rmisstaterments or moteriat inconsistencies with the financial
statements. Our responsibilities do neot extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standaords on Auditing (UK and ireland) issued by the Auditing Practices Board. An
audit includes examindation, on a test basis. of evidence relevant to the amounts and disclosures in the financial statements and the part of
the Directors’ Remuneration report to be qudited. 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 poficies are appropriate 10 the Group’s and
Company’'s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order fo
provide us with sufficient evidence to give reasonable assurance that the financial statements and the part of the Directors’ Remuneration
report to be audited are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we
also evaluated the overall adeguacy of the presentation of Information in the financial statements and the part of the Directors’
Remuneration report to be audited.

Opinion
In our opinion;

+ the Group financial statements give a true and fair view, In accordance with IFRSs as adepted by the EU, of the state of the Group’s affairs
as at 4 January 2007 and cf ifs profit for the year then ended;

-« the group financial staterments have been properly prepared in accordance with the Companies Act 1985 and Article 4 of the

IAS Reguiation;

« the parent Company financial statements give a frue and fair view, in accordance with UK Generally Accepted Accounhng Practice, of
the state of the parent Company’s affairs as at 4 January 2007;

+ the parent Company financial statements and the part of the Directors’ Remuneration report to be cudited have been properly prepcred
in accordance with the Companies Act 1985 and

* the information given In the Directors’ report is consistent with the financial staterments.

KPMG Audit Pic
Chartered Accountants
Registered Auditor

8 Salisbury Square
London EC4Y 8B8

20 February 2007




Consolidated income siaieméni

for the year ended 4 January 2007

Continuing Discontinued Total Continuing Discontinued
operations operattons operations operations \
2006 2006 2006 2005 2005 2005
Note £m £m £m em &m £m
Revenue 2 677.8 - 677.8 609.8 1359 7457
Operating costs before
special items 5 (604.1) - {604.1) (554.4) (125.3) (679.7)
Profit from operations before
special items 2 73.7 - 73.7 55.4 10.6 ,66.0
Special iterns:
Restructuring costs and costs
associated with settlerment of prior ’
period anti-trust litigation 9 (22.7) - (22.7) (29.9) 2.0 (32.0)
Gain on curtailment of '
United Kingdom employae '
benefit schemes 1.0 1.0 - - -
Terminated bid approach costs 2.1) - (a.1) - - -
Profit/(loss)y on disposal of propery 0.3 - 0.3 0.4 - (0.4)
Operating profit 2 55.2 55.2 25.1 85 L 33.0
Finance incoms 26.8 - 26.8 227 - 22.7
Finance expenses (30.2) (30.2) (33.4) 2.4 (35.8)
Net financing costs 7 (3.4 - (3.4) Q0.7 2.4) (13.1)
Loss on partial disposal of business - (1.5) (1.5) ©.1) - Q.
Profit/ (loss) before taxation 51.8 (1.5) 50.3 14.3 6.1 ' 204
Income tax expense {all relates . .
to overseqs tax payable) 8 (10.6) - (10.6) 4.8) 4.0y , (8.8)
Profit/(loss) after taxation but
before galn on sale of
discontinued operations 41.2 {1.5) 397 95 2.1 1.6
Gain on sale of discontinued
operations, net of tax 3 - - - - 426 C 426
Profit/ (toss) for the period 41.2 {1.5) 39.7 9.5 447 542
Profit/(loss) for periocd atfributable to:
Equity holders of the parent 8.4 {1.5) 1569 7.2 44,7 519
Minority interest 2.8 - 2.8 2.3 - 23
41.2 (1.5) 39.7 95 44.7 54.2
Earnings/(loss) per share 10 ‘
sic 13.4p (0.5p) 12.9p 25p 15.6p 18.1p
Diluted 12.8p (0.5p) 12.3p 24p 14.8p 17.2p
Dividends
Interim dividend - pence 1.5p -
- £ miition 4.4 . -
Proposed final dividend - pence 3.0p ©2.5p
- £ million 8.8 7.3

The proposed final dividend Is based upon the number of shares outstanding at the balance sheet date.



Consolidated balance sheet

as at 4 January 2007
2006 2005

Note £&m m
Assets
Property, plant and equipment n 230.2 2353
Intangible assets 12 66.4 46.6
Other investments 13 7.2 6.1
Other receivables 16 1.2 0.3
Deferred tax assets 14 28.8 27.4
Total non-current assets 3338 3157
Inventories 15 84.9 77.8
Trade and other receivables 16 1360 140.9
Cash and cash equivalents 17 97.4 160.0
Total current assets . 3183 378.7
Total assets 652.1 &94.4
Liabilities
Interest-bearing loans and borowings 19 93.2 57.3
Employee benefits 21 42.7 124.2
Grants for copltal expenditure 0.1 0.3
Provisions 22 6.7 43
Non-frade payables 23 3.6 -
Deferred tax liabilities 14 28.4 281
Total non-current liabilities | 1747 214.2
Bank overdraft : 17 | 245 27.2
Interest-bearing loans and borrowings 19 13.8 250
Trade and other payables 23 210.3 1958
Current tax payabie 9.9 8.1
Provisions 22 15.8 28.4
Total current liabilities 274.3 2845
Total liabilities 449.0 498.7
Total net assets | 2031 1957
Equity
Issued capital 18 73.7 755
Share premium 18 85.2 85.0
Reserves 18 289 41.4
Retained eamings 18 an (19.6)
Total equity attributable to equity holders of the parent Company R | 186.7 182.3
Minority Interest _ 164 13.4
Total equity 18 203.1 195.7

|
The accounts on pages 53 to 94 were approved by the Board of Directors on 20 February 2007 and were signed on its behalf by:

Mark Robertshaw Chlef Executive Officer
Kevin Dangerfield Chief Financial Officer




Consolidated siatement of cash flows

for the year ended 4 January 2007

2006 (2005
Note £m . Bmo
Operating activities : .‘1
Profit for the period 397 542
Adjustments for: K
Depreciation 247 300 |
Amortisation 1.2 L3
Interest expense 34 1341
(Profit)/loss on sale of property. plant and equipment (0.4) 06
Income tax expense 10.6 8.8 h
Equity setfled share-based payment expenses 3.2 25
Cash generated from operations before changes in working capltal and provisions 824 1105 :”
I
{Increasse)/decrease in trade and other receivables (18.7) 8 !
{Increqse)/decrease in inventores (11.3) CION
Increase/(decrecse) in frade and other payables 71 84
Non-cash operating costs relating 1o restructuring 4.2 85 -
Increase/(decrease) in provisions and employee benefits (72.8) |
Cash (used in)/generated from operations (8.9) 1109 4;
Interest paid (8.2) Q3D |
Taxation (6.3) 62D |
Loss on pantial disposal of business 1.5 01 !
Gain on sale of discontinued operciions - (42.0) |
Net cash from operating activities (21.9) 48,5 !I
Investing activities !
Purchase of property, plant and equlpment (34.0) 43.6)
Proceeds from sale of property. plant and equipment 1.1 55 |
Purchase of Investments {1.8) 28))
Proceeds from sale of investments - . 07}
Interest recetved 3.5 o231
Acquisitions of subsidlaries, net of cash acquired (20.7) 3.0y {‘
Disposal of subsidiaries, net of cash disposed of 1.6 1959 |
;
Net cash from investing activities (40.3) 15650
j
Financing activities i
Proceeds from the issue of share capital 0.2 171
Purchase of own shares (19.4) (3.5)}
Increase inf(repayment ofy borrowings 323 (125.2)/
Payment of finance lease liabilities (0.4) Q.2
Dividends paid (7.4) ' o
Net cash from financing activities 53 ql 28.2)",‘
Net (decrease)/increase in cash and cash equivalents (56.9) , 753 ‘
Cash and cash equivalents at start of period 133.6 563
Effect of exchange rate fluctuations on cash held (3.2) v 2010
17 735 133.6 !

Cash and cash equivalents at period end

A reconciliction of cash and cash equivalents to net borrowings Is shown in note 17,

j




Consolidated statement of
recognised income and expense

for the yeor ended 4 January 2007

‘ 2006 2005
£m £m
Foreign exchange fransiation differences (17.8) 8.0
Actuarial gain/{oss) on defined benefit plans 15.2 (16.2)
Deferred tax associated with employee benefit schemes 1.2) -
Net gain/(loss) on hedge of net Investment in foreign subsidiary - (1.9
Cash flow hedges:

Effective portion of changes in falr vatue o ©.1) 0.2
Change in fair value of equlty securlties avallable-for-sale 0.3 0.3
Income and expense recognised directly In equity (3.6) 2.2
Profit for the period 39.7 54.2
Total recognised income and expense for the period 36.1 420
Attributable to:

Equity holders of the parent 33 39.7

Minority interest 2.8 23
Total recognised income and oxpenses for the period 36.1 420




Notes fo the financial siafemenis

1. Accounting policies
The Morgan Crucible Company plc (the “Company ™) is a company incorporated in the UK.

The Group financial statements conselidate thase of the Company and its subsidiaries (fogether referred to as the “Group™). )
The parent Company financial statements present information about the Company s a separaie entity and not about its Group. !
The Group financial statements have been prepared and approved by the Directors In accorckance with International Financial Repaorting
Stondords as adopted by the EU ("adopted IFRSs™). The Company has elected to prepare its parent Company financial statementsin
accordance with UK GAAP; these are presenfed on pages 88 to 94.

The accounting policies set out below have, unless otherwise stated, been applied consistently to all pericds presented in these '
Group financial statements.

Judgements made by the Directors, in the application of these accounting policies that have a significant effect on the financial staternents

and estimates with a significant risk of materlal adjustment in the next year are discussed in note 28,

(a) Measurement convention
The financial statements are prepared on the historical cost basis except that the following assefs and liabllities are stated at thelr falr value:
derivative financial instrumenits, financial Instruments classified as fair vatue through the profit or loss or as avaikable-for-sale.

(b} Basls of consolidation

(i) Subsidiaries
Subsidlaries are entities controlled by the Company. Control exists when the Company has the power. directly or indirectly, to govern the

financlol and operating policies of an entity so as to obtain benefits from its activities. In assessing control, potential voting righfs that presentty

are exercisable or convertible are taken into account. The financial statements of subsidiaries are Included in the consolidated financicl
staterments from the date that control commences until the date that confrol ceases.

(i) Transactions ellminated on consolidation .
Intragroup balances and any unredlised gains and losses of Income and expenses arlsing from intragroup transactions. are elimingated in

preparing the consolidated financial statements. Unrealised losses are eliminated in the same way as unredlised gains, but only to the extent

that there is no evidence of impairment.
(c) Foreign currency

(i) Foreign cumency transactions .
Transactions in foreign currencles are translated at the foreign exchange rate nuling of the date of the transaction. Monetary assets and
llabilities denominated In foreign currencies at the balance sheet date are transiated to € sterling at the foreign exchange rate ruling at
that date. Foreign exchange differences arising on franstation are recognised in the income statement, Non-monetary assets and liabiities
that are measured in terms of historical cost in a forelgn curency ore franslated using the exchange rate at the date of the fransaction.
Norrmonetary assets and labilities denominated in forelgn cumencies that are stated ot fair value are translated to € sterling at foreign i

exchange rates ruling at the dates the fair value was determined.

(i) Financial statements of foreign operations .
The assets and liabilities of foreign operations. including goodwill and fair value adjustments arising on consolidation, are franslated to

£ sterling at foreign exchange rates ruling at the balance sheet date. The revenues and expenses of forelgn operations are translated

to £ sterling at an average rate for the period where this approximates to the foreign exchange rates ruling at the dates of the transactions.

Foreign exchange differences arising on refransiation are recognised directly In a separate component of equity.

(iil) Net investment in foreign operations

Exchange differences arising from the fransiation of the net Investment in foreign operations, and of related hedges are taken to the
transiation reserve, They are refeased into the income statement upon disposal.

(d) Derivative financlal instruments

The Group uses derivative financial instruments to hedge ifs exposure to foreign exchange and interest rate risks arising from operational,
financing and Investment activities. In accordance with Its treasury policy, the Group does not hold or issue derivative financial instruments
for frading purposes. Howeverl derivatives that do not qualify for hedge accounting are accounted for as trading Instruments, ’

Dertvative financial instruments are recognised initiglly at fair value. The gain o loss on remeasurement to fair value is recognised imme'dictery !
gnition of any resultant gain of loss depends on the nature of

in profit of loss, However, where derivatives qualify for hedge accounting, reco
the itemn being hedged (see accounting policy e).
The fair value of interest rate swaps is the estimated amount that the Group would recelve or pay to terminate the swap at the balance

sheet date, faking into account current interest rates and the curent creditworthiness of the swap counterparties. The fair value of forward

exchange contracts is thelr quoted market price at the balance sheet date, being the present value of the quoted forward price.




1. Accounting policies (confinued)
{e) Hedging

(i) Cash flow hedges

Where a derivative financial instrument is designated as a hedge of the varabilty In cash flows of a recognised asset o llability, or a highly
probable forecasted transaction, the effective part of any gain or loss on the derlvative financlal instrument is recognlsed directly in the
hedging reserve, When the forecasted transaction subsequentty results in the recognition of o non-financial asset or non -financial fiability,

or a forecast transaction for a non-financial asset or non-financial labllity the associated cumulative gain or loss is removed from the hedging
reserve and Included In the initial cost or other carmying amount of the nen-financial asset o liability. If @ hedge of a forecosted fransaction
subsequently results in the recognition of a financlal asset or a financial liability, the associated gains and losses that were recognised directly
in the hedging reserve are reclassified into profit or loss in the scme period or periods during which the asset ocqwred or liability assumed
affects profit or loss {.e.. when Interest income or expense is recognised) For cash flow hedges, other than those covered by the preceding
two policy statements, the associated cumulative gain or loss is removed from the hedging reserve and recognised | In the income staternent
in the same pericd or perods during which the hedged forecaost transaction affects profit or loss. The ineffective part of any gain or loss is
recognised immediately in the income staternent.

when a hedging instrument expires or is sold, terminated or exerclsed, or the entity revokes deslgnaﬁon of the hedge relationship but the
hedged forecast transaction is still expected to oceur, the cumulative galn or loss at that point remains In the hedglng reserve and is
recognised in accordance with the above policy when the fransaction occurs. If the hedged fransaction is no Ionger expected 1o take
ploce, the cumulative unrectised gain or loss recognised in the hedging reserve is recognised immediately in the income statement.

(i) Hedge of monetary assets and liabllities
Where a derivative financial instrument is used to hedge economically the foreign exchonge exposure of a recognissd monetary asset of
llability, no hedge accounting is applied and any gain or loss on the hedging instrument is recognised in the Income sfcx’rement

(i) Hedge of net investment in foreign operations
The portion of the gain or loss on an instrurnent used 1o hedge a net investment in a foreign operation that is determined to be an effective
hedge is recognised directly in the translation reserve. The ineffective portion is recognised immediately in profit or (0SS,

(f) Property, plant and equipment

(i) Owned assets

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

Certain tems of property, plant and equipment that had been revalued to fair value on or prior to 5 January 2004, the date of fransition
to adopted IFRSs, are maaosured on the basis of deemed cost, being the revalued amount at the date of that revc1ucﬂon Where parts
of an itemn of property, plant and equipment have different useful lives, they are accounted for as separate items of property, plant
and equipment.

(iiy teased assets
Leases under the terms of which the Group assumes substantially all the risks and rewards of ownership are classified as finance leases.

Leased assets acquired by way of a finance lease are stated at an amount equal to the lower of their falr value ond the present volue of the
minimum lease payments at inception of the lease, less accumulated depreciation and impairment losses.

(iii) Depreciation
Depreciation Is charged to the income statement on a stralght-ine basis over the estimated useful lives of each part of an item of property,
plant and equipment. Land is not depreciated. The estimated useful lives are as follows:

Buildings 80 years
Plant and equipment - presses, kiins and furnaces 10-20 years
Other plant and equipment 10 years
Fixtures and fittings - 10 years
Motor vehicles and [T equiprnent 3 ysars
Computer software 35 years

{g) Intangible assets

(i) Goodwill
All business combinctions are accounted for by applying the purchase method, Goodwill reprasents amounts arising on acquisttion of
subsidiaries. In respect of business acquisitions that have occurred since 5 January 2004, goodwill represents the difference between the
cost of the acquisition and the fair value of the net identifiable assets acquired.

In respect of acquisitions pricr to this date, goodwill is included on the basis of its deemed cost, which represents the amount recorcled
under UK GAAP. The classification and accounting treatment of business combinations that occured prior 1o 5 Januory 2004 has not been
econsidered. Goodwill s stated at cost less any accumulated Impairment losses.

Goodawil is adlocated to cash-generating units and is no longer amortised but 1s tested annually for impairment (see accounting policy k).




1. Accounting policies (continued) i
{g) Intangible assets (continued) |
{ily Research and development

Expenditure on research activities, undertaken with the prospect of gaining new sclentific or technical knowledge and understanding, !
is recognisad in the income statement as an expense as incurred. : ’
Expenditure on development activities, whereby research findings are applied to a plan or design for the preduction of new or substantially "
improved products and processes, i caplialised if the product or process is technically and commercially feasible and the Group has |
sufficlent resources fo complete development. The expenditure capitalised includes the cost of materials, direct labour and an appropriate
proportion of overheads. Capitalised development expenditure Is stated at cost tess accumulated amortisation see below) and Impalrment |
losses (see accounting policy k). Cther development expenditure is recognised in the income statement as an expense as incurmed, ] !

(i) Other intangible assets
Other intangible assets that are acquired by the Group are stated af cost less accumulated amortisation (ses below) and impairment 1osses €|

(see accounting policy k). |

(Iv) Amortisation |
Amortisation is charged to the income statement on a stralght-ine basis over the estimated useful lives of intangible assets uniess such lives |
are indefinite. Goodwill and intangible assets with an indefinite useful life are systematically tested for impalrment at each balance sheet ‘Ii

date. Cther intangible assefs are amortised from the date they are available for use. The estimated useful lives are as follows:

Capiltalised development costs 3 years ' !
Computer software 3 years !
Operating infangible assets 815 years |

(h) Trade and other recelvables
Trade and other recelvables cre stated at thelr nominal value less impairment losses (see accounting policy K). €|

(i) Inventories . ‘

Inventories are stated at the lower of cost and net redlisable value. Nei redlisable value is the estimated seling price In the ordinary course ‘
. of business, less the estimated costs of complation and selling expenses.

The cost of inventories Is based on the first-in first-out principle and includes expenditure Incurred in ccquiring the inventories and bringing

them 1o thelr existing location and condition, In the case of manufactured inventories and work In progress, cost includes an c:ppropncne

share of overheads based on normal operating capacity.

{J} Cash and cash equivalents : ||
Cash and cash equivalents comprises cash balances and call deposits. Bank overdrafts that are repayable on demand and form an integral .
part of the Group’s cash management are included as a component of cash and cash equivalents for the purpose of the statement of .\
cash flows. i ‘

(k) Impairment !
The carrying amounts of the Group's assets, other than inventorles (see accounting policy ) and defered fax assets (see accounting policy I
n, are reviewed at each balance sheet date to determine whether there s any indication of iImpairment. If any such indication exists, the ’
asset’'s recoverable amount is esiimated (see () below), : ;

An impairment loss is recognised whenever the carrying amount of an asset or #ts cash-generating unit exceeds its recoverable amount.
Impairment losses are recognised In the income statement, ) ‘
|

Impairrmeant losses recognised in respect of cash-generating unlts are dllocated first to reduce the camying amount of any goodwil .
dlloccied to cash-generating units (group of units) and then, to reduce the carrying amount of the other assets In the unit (group of uriits) '!

on a pro rata basis. ‘
Goodwil was tested for impalrment for the years ended 4 January 2006 and 4 January 2007. ]

When a decline in the fair value of an available-for-sale financlal asset has been recogrised directly in equity and there is objective
evidence that the asset is impaired, the cumulative loss that had been recognised directly in equity Is recognised in profit or loss even though |
the financial asset has not been derecognised. The amount of the cumulative loss that is recognised in profit or loss is the difference between '
the acquisition cost and curent fair value, less any impalrment loss on that financial asset previously recognised in profit or loss. .

(4 Calculafion of recoverable amount
The: recoverable amount of the Group’s Investrments In held-to-maturity securitles and receivables canied ot amoitised cost s calculated as

the present value of estimated future cash flows, discounted at the original effective interest rate G.e. the effective interest rate comprited at
inifial recognition of these financlal assets). Recelvables with a short duration are not discounted. The recoverable amount of other qssets is “
the greater of their net seling price and value in use. In assessing value in use, the estimated future cash flows are discounted to their present | "
value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. :
For an asset that does not generate largely independent cash Inflows, the recoverable amount is determined for the ccsh—genercﬂng unit |
to which the asset belongs. |
' i
T




1. Accounting policies {continued)
(k) Impairment (continued)

(1) Reversals of impairment
An impairment loss in respect of a held-to-maturty security or receivable camed at amortised cost is reversed if the subsequent increase in
recoverable amount can be related objectively to an event occurring after the impairment loss was recognised,

Animpairment loss In respect of on investment In an equity instrument classified as avallable-for-sale Is not reversed through profit or loss.
if the fair value of a debt instrument classified as available-for-sale increases and the increase can be objectively reloted to an event

occuring after the impairment foss was recognised in profit of loss, the impairment loss shall be reversed, with the amount of the reversal
recognised In profit or loss.

Animpairment loss in respect of goodwill is not reversed. In respect of other assets, an impairment loss is reversed if there has been a change
in the estimates used to determine the recoverable amount Ond when there is an indication that the impairment loss may no longer exist.

Animpairment loss s reversed only 1o the extent that the osset 5 canying amount does not exceed the carrying amount that would have
been determined. net of depreciation or amortisation, if no impairment loss had been recognised.

(N Share capital

() Preference share capital
Preference share capita! is classified as equity if it is non-redeemable and any dividends are discretionary, or is redeemable bu? only at the
Company's option. Dividends on preference share capltal classified as equity are recognised as distributions within equity.

(i) Crdinary share capital ]
Incremental costs directly attributable fo the issue of ordinary shares and share options are recognised as a deducﬁop from equity.

(m) Employee benefits

() Defined contribution plans :
Obtigations for contributions to defined contribution pension plans are recognised as an expense in the income statement as Incurred.

(1) Defined benefit plans

The Group’s net obligation in respect of defined benefit pension plans is calculated separately for each plan by eshmohng the ameount of
future benefit that employees have earned in return for their service in the current and prior periods; that benefit is dlscounted fo determine
its present value, and the fair value of any plan assets is deducted. The discount rate is the yield at the balonce sheet date on AA credit
rated bonds that have maturity dates approximating the terms of the Group's obligations. The calculation is performéd by a qualified
actuary using the projected unit credit method,

All actuarial gains and losses as at § January 2004, the date of transition to adopted IFRSs, were recognised. Actucrial gains and losses that
have arisen since 5 January 2004 have been recognised in the period they occur directty in equity through the statement of recognised
income and expense, reflacting the adoption of the amendment fo IAS 19 for the years ended 4 January 2006 and 4[qunu0ry 2007.

(lily Ltongterm service benefis

The Group’s net obligation in respect of long-term service benefits, other than pension plans, is the amount of future benefit that employees
have earned in refurn for their senvice in the curent and prior perlods. The obligation is colculated uslng the pro;ec’red unit credit method,
or similar approximation, and Is discounted to its present value and the fair value of any related assets is deducted. Ihe discount rate is the
yleld at the balance sheet date on AA credif rafed bonds that have maturity dates approximating the terms of the Glroup 5 obligations.

(Iv) Share-based payment transactions |

The Group operates various share option programmes that allow Group employees to acquire shares in the Company, Under the Long-Term
Incentive Plan (LTIP) awards of shares are made to various key executives and under the Morgan Directors’ Share Option Plan 2006 (2006
ESOP). the Executive Share Option Scheme 2004 (2004 ESOS) and the Morgan Executive Scheme 1995 (1995 ESOS) shore opticns are granted
by the Company. The Company dlso maintains an allemployee share save scheme avallable to employees in the UK and Germany. The fair
value of awards made and eptions granted is recognised as an employee expenss with a comasponding increase in equw The fair value is
measured at grant date and spread over the period during which the employees become unconditionally entitied to!the options.

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

Morgan Directors' Share Option Plan 2006 Monte Carlo model

Long Term Incentive Plan 2004 Monte Caro model

Executive Share Option Scheme 2004 Monte Carlo model

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

UK Employee Share Save Plan 2004 Black-Scholes Merton model

UK Employee Share Save Plan 2004 {Germaony) Black-Scholes Merton model

UK Employee Share Save Plan 2005 Black-Scholas Merton model

The cholce of model takes into account the ferms and conditions upon which the awards were made and the options were granted.
The amount recognised as an expense is adjusted to reflect the actual number of share options that vest except where forfeliure Is only
due to share prices not achieving the threshold for vesting.




1. Accounting policies {continued)

(n) Provisions '

A provision is recognised in the balance sheet when the Group has a present legal or constructive obligation as a result of a past event, and
it is probable that an outflow of economic benefits will be required to seftle the obligation. If the effect s material, provisions are determined
by discounting the expected future cash flows at a pre-tax rate that reflects curent market assessments of the time value of money and
where appropriate, the risks specific to the liability.

(i) Restructuring

A provision for restructuring Is recognised when the Group has approved a detailed and format restructuring plan. and the restructuring hcs
elther commenced or has been announced publicly. Future operating costs are not provided for.

(i) Onerous contracts

A provision for onerous centracts is recognised when the expected benefits 16 be derived by the Group from a contract are lower than the
unavoidable cost of meeting ifs abligations under the contract.

(o) Trade and other payables
Trade and other payables are stated at their nominal armount. ,
(p) Rovenue '

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

(i) Government grants

Government grants are recognised In the balance sheet initially as defered income when there is reasonable assurance that it will be
received and that the Group will comply with the conditions attaching fo it. Grants that compensate the Group for expenses incurred are
recognised as revenue in the income statement on a systematic basis in the same perlods In which the expenses are incurred, Grants that
compensate the Group for the cost of an asset are recognised in the income stafement as other operating Income on a systematic basis

over the useful life of the asset.

(q) Expenses

(i) Operating lease payments

Payments made under operating Ieoses are recognised In the income statement on a straight-line basis over the term of the lease.
Lease incentives received are recognised in the incoms statement as an integral part of the total lease expense.

(ii) Finance lease payments
Minimum lease payments are apportioned between the finance charge and the reduction of the outstanding ||obtl=.’ry The finance chcrge

Is allocated to each period during the lease term so as fo produce a constant periodic rate of interest on the remaining balance of
the liability.

(ili) Net financing costs
Net financing costs comprise Interest payable on borrowings cc:lculoted using the effective interest rate method, interest receivable on funds

invested, dividend incoms, gclns and losses on hedging instrurnents that are recognnsed in the income statement {see accounting policy a),
expected return on 1AS 19 pension assets and interest on 1AS 19 obligations. Interest income is recognised in the Income statement as it
accrues, using the effective interest method. Dividend income is recognised in the income statement on the date the entity’s right to recewe

payments is established,
The inferest expense component of inance lease payments is recognised in the lncome staterment using the effective interest rate mehhod

(r) income fax

Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the Income staterment except
1o the exdent that it relates to temns recognised directly in equity. In which case It is recognised in equity.

Curent tax Is the expected tax payable on the taxable income for the year using tax rates enacted or substantively enacted at the
balance sheet date, and eny adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balkance sheet liability method, providing for temporary differences between the carrying amounts of
assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. The following temporary differences are

not provided for: the initial recognition of goodwill, the initial recognition of assets or liabilities that affect neither accounting nor taxable profit,

and differences relating to investments in subsidiaries fo the extent that they will probably not reverse in the foreseeable future. The amount
of deferred 1ax provided Is based on the expected manner of realisation or settlernent of the carrying amount of assets and liabillities, using
tax rates enacted or substantively enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be avallable against which the ossef
can be utilised. Deferred tax assets are reduced 1o the extent that It is no longier probable that the related tax benefit will be redlised.

(s) Segment reporling

A segment Is @ distinguishable component of the Group that Is engaged in providing products in a particular ne of business (business
segment) or in providing products within a particular economic environment (geographic segment), which is subject to risks and rewards
that are different from those of other segments.




1. Accounting policies (conlinued)
(1) Discontinued operations

A discontinued operation Is @ component of the Group’s business that represents a separate major line of business operations. Classification
as a discontinued operation occurs upon disposal or when the operation meets the criteria to be classlfied as held for sale, if earlier.

Discontinued operations are presentad in the income statement (including the comparative petiod) as a column analysing the post tax
profit or loss of the discontinued operation and the post tax galn or loss recognised on the remeasurement to falr value less costs to sell
or on disposal of the assets/disposal groups constituting discontinued operations.

(u) Classification of financial instruments issued by the Group

Following the adoption of 1AS 32, financial instruments issued by the Group are freated as equity (L.e. forming part of shareholders' funds)
only to the extent that thay meet the following two conditions;

' (i) they include no confractual obligations upon the Group to deliver cash or other financial assets or to exchange financial assefs

or financlal ligkilittes with another party under conditions that are potentially unfavourable to the Group: and i

(iiy where the instrument will or may be settied In the Company’s own equity instruments, it Is either a non-dervative ';'rhct includes no
obligation to defiver a variable number of the Company's own equity instruments or is a dervative that will be setfled by the Company
exchanging a fixed amount of cash or other financlal assets for a fixed rnumber of its own equity instruments.

To the exdent that this definition is not met the proceeds of issue are classified as a financial liability. Where the Instrument so classified takes
the legal form of the Company’s own shares, the amounts presented in these financlal staterments for called-up share capital and shore
premium account exclude amounts in relation to those shares.

Finance payments associafed with financict liobilifies are dealt with as part of finance expenses. Finance payments associated with financial
instruments that are classified in equity are dividends and are recorded directly in equity.

(v) Investments in debt and equity securities

Invesiments in debt and equity securities held by the Group are classified as being available-for-sale and are stated,at fair value, with any
resutfant gain or loss being recognised directly in equity (in the fair value reserve), except for Impalment losses and, In the case of monetary
ftems such as debt securities, foreign exchange gains and losses, When these investments are derecognised, the cumulative galn of loss
previously recognised directly in equity is recognised in profit or loss, Where these investmenits are interest-bearing, interest calculated using
the effective interest method is recognised in profit or loss.

(w) Interest-bearing borrowings

Interest-bearng borowings are recognised initialty af fair value less atiributable fransaction costs. Subsequent to intital recognition,
interest-bearing bormowings are stated at amortised cost with any difference between cost and redemption value being recognised in
the income statement over the perdod of the borrowings on an effective Interest basis.

(x) Capitalisation of borrowing costs

Borrowing costs may be capitalised when they are Incurred on raising specific funds to finance a major capital projécf, which willbe a
significant productive asset, .

{v) Dividends
Dividends payable are recognised as a llability in the period in which they are declared.
(z) Own shares held by ESOP trust

Transactions of the Group-sponsored ESOP trust are Included In the Group financial statements, In particular, the trustjs purchases of shares In
the Company are debited directly fo equity.

(aa) Adopted IFRSs not yet applied
The following adopted IFRSs were avdilable for eary application but have not been applied by the Group in these financial statements:
(i) Amendment to IAS 1, Capftal Disclosures
(i) IFRS 7. Financial Insfruments: Disclosures
(iif) IFRIC 8, Scope of IFRS 2

The Group does not expect the above amendments to have any significant impact on the financlal statements for The period commencnng
5 January 2007,

With respect 1o the financial guarantee contracts, where the Group enters info such contracts to guarantee the indebtedness of other
companies within the Group. the Group considers these fo be Insurance arangements, and accounts for them as such In this respect the
Group treats the guarantee contract as a contingent liability until such time as it becomaes probable that the Group will be required to
make a payment under the guaraniee.




2. Segment reporting 5
The Group's prirnary business segments are Its divisions. A decription of the types of products and services sold by each divison is included _
in the business review. The Group’s secondary business segments are the geographical regions in which the Group operates. i
. Molten Metal Systerns :
Carbon  Technical Ceramics Thermal Ceramics  {formaerty Crucibles) Discontinued Consclidated ¢
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 . 2005
£m £m £&m £m £m &m £m &m £m £m &m &m

Revenue from ‘
external customers 213.6 199.9 162.5 1448 271.2 236.7 30.5 284 - 1359 677.8 745.7 1‘
Segment profit 28.5 153 19.3 8.6 129 9.2 4.1 1.3 - 8.5 64.8 429

Unallocated costs 98 .03
Operating profit 552 336 |
Net financing costs @4 a3n !
Loss on partiat !
disposal of business (1.5) o |
Income tax expense (10.6) 88 |
Gain on sale ; i
of discontinued ]
operations, net of tax - 426 |
Profit for the period 39.7 542 "
Segment underlying ;
operating profit* 338 27.4 17.0 122 24.7 19.7 3.2 1.8 - 106 78.7 N7
! |
Unallocated costs G0 ' 67 ;
Undertying ' i
73.7 660 -

operating profit*

*Underlying operating profit is defined as profit from operations before special lterns. This measure of profit s shown because the Diractons use it 10 meaawre the undertying performance of .
the business.

Discontinued operations for 2005 comprises the Magnetics Division. ' !
Molten Metal Systems

Carben  Technicat Ceramics Thermaci Ceramics  (formerly Crucibles) Discontinued Consolidated ‘

2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 006 ¢ 2005

£m £m £m £m m £m £m £m £m £m £m £m ;

Segment assets 174.7 170.1 128.4 133.4 253.1 217.4 273 240 - - 583.5 5449 ]
Unallocated assets 68.6 149.5 .}
Total assets 6521 6944 |
Segment liabilities 61.2 890.4 46.3 824 89.4 99.3 9.8 17.1 - - 206.7 .298.2 ‘
Unallocated liabilities 242.3 2005 |
Total liakilities 449.0 498.7 I
Segment cash flows ' |
from operating |
activities 13.2 276 1.4 17.9 (8.8) 14.2 0.7 1.8 - 159 165 77.4
Unallocated . :
cash flows (38.4) (289
Cash flows from 1
operating activities (21.9) 485
Cash flows from ‘
investing activities (40.3) 1550 :
Cash flows from ;
financing acthvities 53 (282 j
Segment capital : : {
expenditure 12.1 13.0 5.7 7.0 12.0 16.1 1.3 0.9 - 8.1 311 451 "
Unallocated )
capital expenditure 0.6 02 .
Total caphtal : |
31.7 453 |

expenditure




2. Segment repeorting (continued)

Motlten Metal Systems

Corbon  Technical Ceramics | Thermal Ceramics  (formery Crucibles) Discontinued Consolidated

2006 2005 2006 2005 2004 2005 2006 2005 2006 2005 2006 2005

£m £m £m £m £&m tm &m €m £m £m £m &m

Segment depreciation 6.9 69 7.9 7.7 9.0 8.3 0.9 1.0 - ! 6.0 24.7 299
Unallocated

depreciation L - 0.1

Total depraciation | 24.7 300

Segrnent amortisation 0.3 0.2 0.2 0.1 0.6 02 0.t 0. - 0.6 1.2 1.2
Unallocated

amertisation - 0.1

Total amortisation 1.2 1.3

]
During the year ended 4 January 2007, discontinued operations had cash outflows from investing activities of €nil (2005; £2.1 million) and cash
flows from financing activitles of £nil (2005: Enil).

Far East Middle East
Europe Americas and Australia and Africa Discentinued Consolidated
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005 2006 2006
£m Em gm £m £m £&m £m m £m £m &m em
Revenue from !
external customers 251.9 2376 3024 2682 100.0 0.5 13.5 13.56 - 1359 6778 7457
Segment assets 277.1 2559 2108 2029 89.4 79.6 8.2 6.5 - - 583.5 5449
Unallocoted ossets 68.6 149.5
Total assets 652.1 6044
Segment cash flows
from operating
activities (40.4) 36 37.8 409 165 139 2.6 3.1 - 159 16.5 77.4
Unallocated
cash flows (38.4) (28.9)
Cash flows from
operating activities (21.9) 48,6
Cash flows from
investing activities (40.3) 155.0
Cash flows from
financing activities 53 (128.2)
Segment
capital expenditure 1.0 12.8 14.8 13.6 4.7 10.1 0.6 0.5 - ali 31.1 451
Unallocated
capital
expenditure 0.6 02
Total capital
expenditure 31.7 453




3. Discontinued operations

In September 2005 the Group sold its Magnetics Divislon. a seporate business segment (see accounting policy note 1), The net sale procesds
after allowing for net debt cash in the business were £214.6 million, tax charge was £21.4 milion, leaving a gain after tax of £42.6 million.

Effect of disposal on individual assets and fiabilities of the Group:

2005

. &m
Property. plant and equipment ’ 964
Intangible assets . 622
Other Investments 1.0
Inventories 525
Trade receivables and other recelvables 393
Cash and cash equivalents 28
Net interest bearing and non-interest bearing loans 136
Provisions (79.9)
Deferred fax P A ))
Trade payables and other payables (36.5)
Net identifiable assets and liabilities N47.3
Cash considerction received, nat of disposal costs 210.2
Net borrowings disposed of (16.4)

1938

Net cash inflow

4. Acquisitions
On 16 February 2006 the Group increased ifs stake in Morganite India Ltd from 50.5% to 76% and on 3 Aprit 2006 acquired the distribution
rights for domestic Indian sales. Total consideration pald was §2.0 milion. The company’s principal activity is the manufacture and sale of
crucibles and furnace related accessorles. In the year to 4 January 2007 the subsidiary contributed net profit of £0.2 million to the .
consolidated net profit for the year.

On 31 March 2006 the Group acquired the fibre business assets of Vesuvius USA Comporation and Vesuvius Skawina Materialy Ognlotrwale

5P 20.0 for £10.8 millon. The company’s principal activity Is the manufacture of filbre products. In the nine months to 4 January 2007 the
subsidiary contributed net profit of £0.1 million to the consclidated net profit for the year. The revenue and profit of this acquisition, had this
acquisition taken place of the beginning of the period, is £9.7 millon and £0.1 millon respectively.

On 1 Aprli 2006 the Group acquired 51% of the shares in Morgan Thermal Ceramics Sukhoy Log Limitedt for £1.7 milion, The Cempany's
principal activity Is the manufacture of ceramic fibre and fibre products for thermal insulation. In the rine menths to 4 January 2007 the
subsidiary contributed net profit of £nil o the consolidated net profit for the year.

On 1 April 2006 the Group acquired 100% of the shares in Diamond Crucible Company Pvt. Limited for £1.4 million. The Company’s principal
activity is the manufacture of crucibles and furnace elated accessories. In the nine months to 4 January 2007 the subsidiary contributed net
profit of €nil to the consolidated net profit for the year. !

On 8 April 2006 the Group acquired 51% of the shares in Morgan Luyang Thermal Ceramics Company Limited for £0.5 milien. The Company’s
principal activity Is the manufacture of mullite sol-gel fibre for high temperature insulation. In the nine months to 4 January 2007 the subsidiary
contributed net profit of £nil to the consolidated net profit for the year, ,

OCn 20 July 2006 the Group acquired the assets of Aceram Materials and Technology Inc for a contingant maximum consideration of

£5.8 milllon with £1.9 milion pald during 2006. The Company’s princlpal activity Is the manufacture of carbon products. In the flve months

1o 4 January 2007 the subsldiary contributed net profit of £0.1 milicn to the consolidated net profit for the year.

On 26 October 2006 the Group acquired 75% of the shares in Beiing Yingtelai Morgan Thermal Cerarnics Textites Co. Limited for 4.7 miion

of which £2.5 million will be pald after the year end. The Company’s principal activity Is the manufacture of textile products for thermal
insulation. In the two months to 4 January 2007 the subsidiary contributed net profit of €nil to the consolidated net profit for the year.




4. Acquisitions (continued)

Effect of acquisitions
The acquisitions had the following effect on the assets and liabliities of the Group:

Carrying
vqlue before Provisional
acquisttion fair vaolues
12006 2006
£m om
Acquisition of Vesuvius USA Corporation and Vesuvius Skawina Matlerialy Ogniotrwale SP Z0.O
Intanglible assets - 4.0
Property, plont and equipment 1.4 1.4
Other working caplial 1.2 1.1
Provisions ' - 0.2)
Net assets acquired 6.3
Goodwil 45
Total consideration 10.8
Less: defetred consideration -
Net consideration paid 10.8
Other acquisitions
intangible assets - 6.9
Property, plant and equipment ' 2.6 24
Cther working capital 0.3 0.2
Provisions - (0.3)
Cash and cash equivalents 1.1
Minority interests - (2 6)
Net assets acquired 7.7
Goodwil 8.3
Total consideration 16.0
Less: defarred consideration (6.3)
Net consideration paid 9.7

Goodwill represents future economic benefits arsing from assets that are not capable of being identified indlividually !)r recognised Qs
separate assets. This will iInclude acquirer specific synergies such as cross seling opporunities and the enhancement of technologies and
processes between existing and acquired sites.

Acquisitions in 2005

On 1 March 2005 the Group increased ifs stake in Yixing Morgan Thermal Ceramics Limited from 50% to 51% and began consolidating
the business. Total consideration paid was £0.9 million. The Company’s principal activity Is the manufacture of msulc’nng fire bricks. In the
10 moniths to 4 January 2006 the subsidiary contributed net profit of £0.3 milion to the consolidated net profit for the yeor

On 19 April 2005 the Group acquired 80% of the shares In Thermal Ceramics Saveh Company Limited for £0.5 million. Ihe Company’s
principal activity is the manufacture of ceramic fibres. In the eight months to 4 January 2006 the subsidiary contributed net profit of €nil to
the consolidated net profit for the year.

On 25 April 2005 the Group acquired 70% of the shares in Morgan Kallong Thermal Ceramics Jingmen Limited for £1.6 million. The Company’s
princlpal activity is the manufacture of ceramic fibres. In the eight months to 4 January 2006 the subsidiary contributed net profit of €nll to the
consclidated nat profit for the year,




4. Acquisitions (continued)

Effect of acquisitions
The acquisitions had the following effect on the assets and liabliities of the Group:
Canying ‘
valug before Provisional
acquisition falr values
2005 ' 2005
£m _ &m
Intangible assets 0.4 -
Property, plant and equipment 40 44
Other working capital 0.6 - 03
Provisions - i (0.6)
Interest-bearing borrowings 0.6) 0.8)
Minority interests 0.6) (1.2)
Net assets acquired 23
Goodwil 1.3
Total consideration 3.6
Less: deferred consideration -
Net consideration paid 3.6
5. Operating costs before special items
2006 2006 2004 2005 2005 . 2005
Continuing Discontinued Total Continuing Discontinued Total
£m £m £m &m £m
Change in stocks of finished goods .
and work In progress 0.5 - 0.5 35 %0 . (25
Raw materials and consumables 166.3 - 166.3 146.6 48.6 195.2
Ofther external charges 1144 - 114.4 103.7 121 , 1158
Employee costs:
- wages and salaries 170.5 - 170.5 168.6 426 1211.2
- share-bosed paymenis 3.2 - 3.2 22 03 - 25
- social security costs 349 - 34.9 37.7 70 A47
- other pension costs 10.3 - 10.3 105 3.2 13.7
Total 218.9 - 218.9 219.0 53.1 272.1
Depreciation: :
- owned assetfs 24.4 244 235 5.7 292
- assets held under finance leases 0.3 0.3 05 0.3 0.8
Total 24.7 - 24.7 24.0 6.0 30.0
Rentals under operating leases:
- hire of plant and machinery LK 1.6 1.2 0.7 19
- other operating leases &5 6.5 6.2 0.1 63
Total 8. - 8.1 7.4 08 8.2
Other operating charges and Income:;
- foreign exchange losses 25 - 25 16 0.4 v 20
- other operating charges 73.0 - 73.0 541 13.1 67.2 !
- foreign exchange gaoins (2.4) - (2.4) @an 0.3y L (B4
- other operating Income (3.1) - (3.1) 3.n 3.1 6.2y
- amortisation of infangible assets 1.2 - 1.2 0.7 0.6 1.3
Total 71.2 - .2 50.2 10.7 . 609
Total operating costs before special tems 604.1 - 604.1 554.4 1253 679.7

The Group recognised £8.2 milion In expense in respect of research and developmeant (2005: £12.5 million).



5. Operating costs before special items (continued)

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

2007 is set out below:

2006 2005

£m £m

Fees payable to the Company’s auditor for the audit of the Company’s annual accounts 0.4 0.4
Fees payable to the Company’s auditor and its associates for other services:

- the audit of the Company’s subsidiaries pursuant 1o legislation and other services 09 0.7

- tax services 0.2 0.1

- other services 0.1 0.4

1.6 1.6

" In addition, in respect of the fermlnmed bid approach. 0.8 milion was paid to KPMG. As part of the prior year cosTs incurred in respect of

the disposal of the Magnetics Division £1.2 millon was paid to KPMG.
6. Staft numbers

The average number of persons employed by the Group (ncluding Directors) during the year, analysed by category,

was as follows:

Number of employees

2006 2005
United Kingdom 1,391 1,442
Rest of Europe 1,840 1,946
The Americas 3,260 3126
Far East and Australasia 2,614 2,374
Middle East and Africa 279 285
9,384 9173
Discontinued - 2,456
9,384 11,629
Carbon 3,736 3.825
Technical Ceramics 2,105 2.033
Thermal Ceramics 3,003 2,828
Melten Metal Systems (formerly Crucibles) 540 487
9,384 2173
Discontinued - 2,456
9,384 11,629
7. Net finance income and expense
2006 2005
grn gm
Interest Income 35 1.3
Expected return on IAS 19 scheme assetfs 23.3 210
Fair value gain on interest rate swaps - 04
Finance Income 268 227
Interest expense I ¢8.1) 01.3)
Interest on IAS 19 obligations 1 {22.1) (24.5)
Finance expense (30.2) (35.8)




8. Taxation - income tax expense

Recognised in the income statement
’ 2006 2005 |
em &m
Current tax expense ; i
Curent year 12.5 360
Adjustrents for prior yecrs 0.6 03 i
13.1 fa6.3 |
Deferred tax expense . ii
Crigination and reversal of temporary differences 2.9 40
Benefit of losses recognised (5.4) (10 n
(2.5) 6 |

Total income tax expense in income statement

10.6 30.2

included in the total income tax expense is €nil (2005: £25.4 million) tax charge related to the sale of discontinued operations. . |
: {

Reconciliation of effective tax rate

'
gm % &m % |
Profit before tax 50.3 84.4 . “
income tax using the domestic corporation tax rate 15.1 30.0 263 . 300 :L

Non-deductible expenses 2.3 4.6 14.7 17.4
Effect of tax losses utilised (7 3) (14.5) (10.1} (12.0) \
Under provided in prior years 1.2 0.5 0.6
Other (o l) {0.2) 02 , (02 rji
I
10.6 21.1 302 358 |
2006 2005 il
Reconciliation of profit before tax &m g&m |
Shown on income statement 50.3 © 204 5
Add: gain on sale of discontinued operations, gross of tax - - 640}
50.3 844 |

Profit before tax shown above in tax rate reconciliation

9. Restructuring cos15 and costs associated with settiement of antitrust litigation
Costs of restructurng were £23.9 million (2005: £29.7 milion) and legal costs associated with settlernent of anti-trust litigation were £3.8 mﬂ!:on Z‘

(2005: £2.3 million).
10. Earnings por share
Basic earnings per share

The calculation of basic earnings per share at 4 January 2007 was based on the profit attributable fo equity holders of The Morgan Cruuble ]
Company pic of £36.9 millen (4 January 2006: €51.9 millon) and a welghted average number of ordinary shares outstanding during the 4|
perod ended 4 January 2007 of 287,110,574 (4 January 2006: 286,553,767) calculated as follows:

2006 . 2005
em gm
369 5191

Profit attributable to equity holders of The Morgan Crucible Company plc

Woeighted average number of ordinary shares:

Issued ordinary shares ot 5 January
Effect of shares issuad in pericd and trecsury shares held by the Company

293,188,372  290.200,179|
(6.077,798)  (3.646,412)
|

Weighted average number of ordinary shares at period end

287,110,574 286,563,767,

Basic eamings per share (pence)

12.9p " 18.1p]




10. Earnings per share (continued)

Diluted earmings per share

The calculation of diluted earnings per share ot 4 January 2007 was based on the profit attributable to equity hotders of The Morgan Crucible
Company plc of £36.9 milion (4 January 2006: £51.9 million) and a weighted average number of ordinary shares outstanding during the
perlod ended 4 January 2007 of 298,938,120 (4 January 2006: 301,088.350). calculated as follows:

l 2005
£mn
Profit attributable fo equity holders of The Morgan Cruclble Company ple | 36 1) 519
Weighted average number of ordinary shares: ]
Welghted average number of ordinary shares 287,110,574 286,553,767
Effect of share options/incentive schemes 11,827,546 14,534,563
Diluted weighted average number of ordinary shares 298,938,120 301,088,360
Diluted earnings per share (pence) I 12.3p 17.2p

Underlying earnings per share

The caleulation of underlying eamings per share at 4 January 2007 was based on profit from operations before special items less net finance
costs, income tax expenss (excluding tax credit arising from special items of £5.6 million, (4 January 2006: £4.3 million)) and minority interest
of £51.3 millior (4 January 2006: £37.5 milion} and a weighted average number of ordinary shares outstanding during the period ended

4 January 2007 of 287.110.574 (4 January 2006; 286,553.767) calcutated as follows:

I o006 2005
| em £m
Profit from operations before special items less net finance costs, }
income tax expense and minority inferest | 513 375
Weighted average number of ordinary shares:
Issued ordinary shares at 5 January 293,188,372 200,200,179
Effect of shares issued In pericd and treasury shares held by the Company (6,077,798) (3.646,412)
Weighted caverage number of ordinary shares at perod end 237,i 10,574 286,553,767
Underlying earmings per share (pence) i 17.9p 13.1p

Underlying diluted eamings per share
The calculation of underying diluted earnings per share at 4 January 2007 was based on profit from operations before special items less net
finance costs, income tax expense {(excluding tax credit arising from special tems £5.6 million (4 January 2006: £4.3 mllllon)) and minority
Interest of £51.3 miflion (4 Jonuary 2006: £37.5 million) and a weighted average number of ordinary shares outstanding|during the perod
ended 4 January 2007 of 208,938,120 (4 January 2006: 301.088,360) calculaied as follows:

2006 2005
om &m
Profit from operations before special items less net finance costs, .
Income tax expense and minority interest 513 37.5
Weighted average number of ordinary shares: |
Weighted average number of ordinary shares . 287,110,574 286,553,767
Effect of share options/incentive schemes 11,827,546 14,534,593
Diluted weighted average number of ordinary shares 298,958,120 301,088,360

Underying dituted earnings per share (pence) 17.2p 12.5p




11. Property, plant and equipment

Plant and
Land and squipment
buildings and fixtures Totai
£m £m &
Cost .
Balance at 5 January 2005 174.8 4450 619.8
Acquisitions through business combinations 2.2 22 4.4
Additions 7.4 363 437
Disposals (54.3) (108.6) (162.%)
Effect of moverment in foreign exchange 1.0 77 8.7
Balance at 4 January 2006 1311 382.6 513.7
Balance at 5 January 2006 1311 382.6 513.7
Acquisitions through business combination 11 2.5 3.6
Additions 5.8 24.9 ;30.7
Disposals (1.4 (14.2) (15.6)
Effect of movement in foreign exchange (7.5 (20.6) (28.1)
Balance at 4 January 2007 129.1 a75.2 504.3
Depreciation and impairment losses '
Balance ot 5 January 2005 386 2614 300.0
Depreciation charge for the year 40 260 300
Disposals 8.4 (46.7) '(65.1)
Effect of movement In foreign exchange 0.4) 3.9 3.5
Balance at 4 January 2006 338 244.6 278.4
Balance at 5 January 2006 33.8 244.6 278.4
Depreclation charge for the yeor 34 213 24.7
Disposals {0.8) (12.3) (13.1)
Effect of movement In foreign exchange (2.2) Q3.7 (15.9)
Balance at 4 January 2007 342 239.9 2741
Carrying amounts
At 5 January 2005 136.2 183.6 319.8
At 4 January 2006 97.3 138.0 1235.3
949 1353 230.2

At 4 January 2007




12. Intangible assets

Operatfing Computer
Goodwil intangibles software Total
£m £m em £m
Cost
Balance at 5§ January 2005 100.2 - 162 115.4
Acqulsitions through buslness combinations 1.3 - 1.3
Additlons - externally purchased - - 1 6 1.6
Disposals (57.8) - (8.8) (66 6)
Effect of movement in foreign exchange 0.2 - o.n
Balance at 4 January 2006 439 - 7.9 51.8
Balance at 5 January 2006 a3.9 - 7.9 51.3
Acquistions through business combinations 12.8 10.1 - 229
Additions - externally purchased - - 1.0 1.0
Disposals - - (0.5) (0.5)
Effect of movement in foreign exchange (2.7) - {0.3) (3.0)
Balance at 4 January 2007 54.0 10.1 8.1 72.2
Amorttisation and impalrment losses
Balance at § January 2005 - - 8.3 83
Amortisation chaige for the year - - 1.3 1.3
Disposals - - (4. 4) {4. 4)
Effects of movement in foreign exchange - -
Balance at 4 January 2006 - 5.2 52
Balance at 5 January 2006 - - 5.2 52
Amortisation charge for the year - 0.4 0.8 1.2
Disposais - - {0.4) (0.4)
Effects of movement In forelgn exchange - {0.2) {0.2)
Balance at 4 January 2007 - 0.4 5.4 5.8
Carrying amounts
At 5 January 2006 100.2 - 6.9 107.1
At 4 January 2006 439 - | 27 46.6
At 4 January 2007 54.0 9.7 [ J 66.4
. |
Amortisation of operating Infanglbles and computer software costs is included within operating costs before special Iitems in the
Income statermnent.
Impairment test for cash-generating units containing goodwlll
The following units have significant camrying amounts of goodwill:
l 2006 2005
£m £m
Carbon 16.3 142
Technical Ceramics 20.0 21.8
Insulating Ceramics 17.7 79
[ 54.0 439

The recoverable amount of the above unlts is based on value In use calcwdations. Those calculations use cash flow projechons based on

forecast operating results for the current perod and budgeted operating resulfs for the subsequent period. Cash ﬂows for a further five year
period are extrapolated using a 2.25% growih rate. This growth rate is consistent with the long-term average growth ro’re for the Industry and
reflects management's estimate of the growth through the economic cycle. A pre-tax discount rate of 13.0% has been used in discounting

the projected cosh flows and calculating the terminal value at rhe end of year five.

13. Other investments

2006 2005
&m £m

Non-current invesiments
Equity securities available-for-sale 7.2 6.1




14. Recognised deterred tax assets and liabilities
Deferred tax assets and liabilitles are attibutable to the following:

Assats Liabilities v Net
2006 2005 2006 2005 2006 1 2005
v §m £m €m em £m © o &m
Property, plant and equipment - - 24.7 260 24.7 1 260
Infangible assefs - - 0.4 1.7 0.4 1.7
Employee benefits (12.0) (7.9) 21 - (9.9) {179
Provisions (2.4) (1.5) - - (2.4) ' (1.5
Tox value of loss caried forward recognised 13.0) 7.6) - - {13.0) i 7.6
Other items (1.4 0.4 1.2 04 (0.2) v
(28.8) 27.4) 28.4 28.1 (0.4) ' a7
Unrecognised deferred tax assets !
Deferred tax assets have not been recognised in respect of the following items: :
2006 . 2005
£m . 8&m
Deductible temporary differences (5.1) ;(22.8) T
Tax losses (21.6) (15.4)
{26.7) (38 2D
£7.7 milion of the deferred tax asset relating to losses will expire between 2019 and 2026. The balance of the losses are avaiable to caty.
forward without time restriction,
Movements in temporary differences during the year i
Recognised Recognised
Balance Recognised directly Balence Recognised directly Balance
4 Jan 05 in income in equity 4 Jon 06 in income in equity 4 Jan 07
Property, plant and equipment 30.6 (4.6) - 260 (1.3) - I24.7
Intangible assets 09 08 - 1.7 .3 - N X
Employee benefits (222 43 - Q7.9 6.8 1.2 (9.9 |
Provisions - (1.8 0.3 - (1.5 (0.9) - 1(2.4) |
Tax value of loss E ]
carry forward utilised (.7 (%) - 7.6) (5.4) - 13.0)
Others 5.1 (GA)E - - (0.4) 0.2 -{0.2)
109 (10.2) - 07 (2.5) 1.4 1 (0.9)
15. inventories ' .
2006 « 2005
£m ] &m
Raw materials and consumables 27.3 . 25,1
Work in progress 223 202
Finished goods 353 1325
84.9 5 77.8
Inventorles stated at fair value less costs o sell 4.1 i 6.3
Carrying amount of inventories subject to retention of title clauses 7.9 - ¥

The Group holds consignment inventory amounting to £9.5 million (2005: £7.2 million) which is not reflected in the balance sheet. The majority
of this balance Is for precious metals which are held on consignment by a subsidiary and for which it is Invoiced only when the material

is required.

16. Trade and other receivables

2004 ! 2005

Non-current '
Nor-trade receivables and prepayments 1.2 i 0.3

Curmrent :
Trade receivables 114.4 104.
Non-trade receivables and prepayments 21.6 36.7
Fair value derivatives - A
136.0 1409

|
{
{
!




17. Cash and cash equivalents/bank overdrafts

2004 2005
£m £m
Bank balances 70.2 &9.0
Cash deposits 27.2 1.0
Cash and cash equivalents per balance sheet 974 160.0
Bank overdrafts subject to cash pooling arangements (23.9) (26.4)
Cash and cash equivalents per cash flow statement 735 - 1336
Bank overdrafts subject to cash pooling arrangements (23.9) (26.4)
Other bank overdrofts 0.6) 0.8)
Total bank overdrafts {24.5) 27.2)
In accordance with (AS 32, bank overdrafts subject to cash pooling arangements are not offset against cash and closh equivalents,
Reconciliation of cash and cash equivalents to net borrowings
2006 2006
£m €m
Opening borrowings - (83.1) (204.2)
(New)/Repayment of borrowings (32.3) 1252
Payment of finance lease liabilities 0.4 1.2
Effect of movements in foreign exchange on borrowings 7.4 5.3}
Closing borrowings (107.6) (83.1)
Cash and cash equivalents per cash flow statement 73.5 133.6
Closing (borrowings)/net cash and equivalents (34.1) 50.5
18. Capfital and reserves
Reconciliafion of movement in capital and reserves
Share-
Fair based Capital Total
Share Share Transiation  Hedging value payment  Special redemption Other Retained parent  Minority Total
capital premium  reserve  reserve  reserve reserve  resenve reserve  reserves  earnings equity  interest equity
£m £m Em El £m £m £m £m £m £m £m £m £m
Baiance af
5 January 20056 74.8 84.0 2.5) - 0.2 1.9 6.0 28.0 1.4 (G1.4) | 1424 10.7 153.1
Adjustments in
respect of adoption
of IAS 32 and |1AS 39
on 5 January 2005,
net of tax - - - ©.1n - - - - - ©.4) (0.5) - 0.5
Total recognised
income and expense - - 3.5 0.2 0.3 - - - - 357 39.7 23 42,0
Other movemenits - - - - - - - - - - - 04 04
Share options
exercised by
employees 0.7 1.0 - - - - - - - - 17 - 1.7
Equity-setted
share-based
payment fransactions, -
net of fox - - - - - 25 - - - - 25 - 25
Own shares acquired - - - - - - - - - 3.5 3.5 - 3.5)
Balance at '
4 January 2006 755 850 10 0.1 0.5 44 6.0 28.0 1.4 (19.6) | 1823 13.4 195.7




18. Capital and reserves (continued)
Reconcillation of movement in capital and reserves (confinued)

Share-
Fair based Capitcl Total
Share Share Translation  Hedging value payment  Special redermption Other Retained  porent  Minorty | Totat
capital premium  reserve  reserve 1eserve  reserve  reserve reserve  reserves  earnings equity  inferest  'equity
£m £m £m £m £m £m £m £m gm £m £m &m  , &m
Balance at {
5 January 2006 755 85.0 1.0 0.1 0.5 4.4 - 60 28.0 1.4 (19.6) 1823 13.4 1957
Total recognised . v !
income and expense - -  (12.8) (0.1) 0.3 - - - - 50.9 333 28 361
Own shares acquired : :
for share buy back . '
programme - - - - - - - - - .7 an - Q.7
Other movements - - - - - - - - - - - 02 : 02
Cancellation of '
non-voting defered :
showes 1.9 - - - - - - 1.9 - - - - -
Share options 5
exercised by '
employees 0.1 0.2 - - - - - - - - 0.3 - ; 03
Equity-settled o :
share-based ) I
payment tfransactions, ;
net of tax - - - - - 3.2 - - - - 3.2 - . 3.2
Own shares ,
acquired for share :
incentive schemes - - - - - - - - - (189 ((18.% - '(18.%)
Dividends - - - - - - - - - (L8 (LY (11.8)
Balance at '
4 Japuary 2007 73.7 85.2 (16.8) - 0.8 7.6 6.0 29.9 1.4 (1.1) 1867 164 203.1

!
Translation reserve ;
The transtation reserve comprises all foreign exchange differences arising from the translation of the financial statements of foreign operahons
that are not integral to the operations of the Company, as well as from the translation of liabilities that hedge the Company’s net investment
in a foreign subsidiary. -

Hedging reserve
The hedging reserve compirises the effective portion of the cumulative net change in the fair value of cash flow hedging instruments related
o hedged fransactions that have not yet occured. i

Fair value reserve |
The fair value reserve includes the cumulative net change in the fair value of available-for-sale investments untll the investment is
derecognised. [

Share-based payment reserve '
The share-based payment reserve comprises the increase in equity that comesponds to the expense recognised in the Income statement for
the Group's varous share option programmes. i

Special reserve .

A Special Resolution to cancel the Share Premiurn Account was passed at the Annual General Meeting of the Company held on ,

11 June 1993. This canceliation was confirmed by an Order of the High Court of Justice, Chancery Division, on 14 July 1993. The amount,

of £88.9 milicn standing to the credit of the Share Premium Account on 14 July 1993 was transferred 1o the Special reserve against which
goodwill on consolidation can be wiitten off. This reserve, fogether with the amounts standing to the credit of the Share Premium Account on
12 Qctober 1990 of €71.5 milion; on 19 June 1987 of £38.% million and on 27 July 1982 of £12.3 million which were transferred following prewous
Orders of the High Court, becomes distributable o the extent of subseguent increases in Issued share capital and Share

Premium Account, '

Capital redermption reserve
The capital redemption reserve arose when the Company redeemed Preference shares wholly out of distributable profits. '
The 2006 movement relates to the canceilkation of nor-voting deferred shares,

Retained earnings

The Company has acquired own shares under a share buy back programme. The Company has also acquired own shares to satisfy ’rhe
requirements of the varlous share option incentive schemes. The number of treasury shares held by the Company at the year end was
10.632,157; 10,182,157 shares were held by The Morgan Generct Employee Benefit Trust and 450,000 shares were held by the Company. :




18. Capital and reserves (continued)
Called up share capital
Authorised " lssued
2006 2005 2006 2005
B £m gm £m £m
Equlity share capital |
427,523,111 (2005: 427,523.111) Ordinary shares of 25 pence each 106.9 106.9
Fully poid: 293,225,142 (2005: 293,188,372) Ordinary shares of 25 pence each 733 73.2
106.9 106.9 733 73.2
Preference share capital
125,327 authorised and issued 5.5% Cumulative First Preference shares of
£1 each, fuly paid 0.1 01 0.1 0.1
311,954 authorised and issued 5.0% Cumulative Second Preference shares
of £1 each, fully poid 0.3 03 0.3 03
7.127.765 authorised and issued Non Voting Deferred shares of 25 pence each - 1.9 - 1.9
Total non-equity share capital ' 0.4 2.3 0.4 23
Total share capital 107.3 109.2 73.7 75.5
Ordinary shares issued
During the year, the Company issued the following Ordinary shares:
Number Description
236,770 In respect of options exercised under the various Morgan share option schemes
As at the date of this report 289,610,142 ordinary shares have been issued (2005: 203,326,518).
The following options were outstanding in respect of ordinary shares:
. Normc:l exercise dates ranging
Number of shares Exercise price(s) from to
678,524 The Morgan Executive Share Option Scheme 1995 49.42p-453.77p 17 October 199? 18 March 2014
26,597 The Morgan Sharesave Scheme 1995 58.77p-94.80p 1 December 2004 31 May 2008
1,340,316 The Morgan Sharesave Scheme 2004 110.20p-168.00p 1 October 2007 31 May 2009
184,491 The Morgan Sharesave Scheme 2004 - Germany €1.6213 1 December 2007 31 May 2008
4,183,082 The Morgan Executive Share Option Scherme 2004 129.05p-171.90p 22 June 2007 13 May 2015
1,000,000 The Mergan Directors’ Share Option Plan 2006 25600 20 December 2009 20 December 2016

i
The 5.5% Cumulative First Preference shares of £1 each and the 5.0% Cumulative Second Preference shares of Tl ecch confer on the holders’
thereof the right 1o recelve a cumulative preferential dividend at the rate of §.5% and 5.0% respectively, calculated up to 30 June and
31 December respectively in every year. The First and Secend Cumulative Preference shares shall not entitie the holders thereof to attend or

vote at any general meeting unless elther:

¢y the meeting is convened to consider any resolutions for reducing the capital, or authorising any issue of debenfures or debenture stock,
or increasing the borrowing powers of the Board under the Aricles of Association of the Company. or winding- up or sanctioning @ sale
of the undertaking, or altering the Aricles in any manner affecting their respective interests, or any other resclutions directty aftering their

respective rights and privileges; or

() ot the date of the notice convening the general meeting the Preference dividend is upwards of one month in asrears from the payment

date of any half yearly instaiment,
On a refurn of capital on a winding-up the assets of the Company avallable for distribution shall be applied:

First, in payment to the holders of the First Preference shares of the amounts paid up on such shares, together with interest at the rate of 5.5%

per annum,

Second. in payment to the holders of the Second Preference shares of the amounts paid up on such shares, together with m’reres’r at the rate

of 5,0% per annum.
Third, in repaying the capital paid up or credited as paid up on the Ordinary shares.

Fourth, any surplus shall be distributed rateably amongst the holders of the Ordinary shares in proportion to the nominal amount paid up on

their respective holdings of shares in the Company.




19. interest-bearing loans and borrowings

This note provides information about the contractual terms of the Group's interest-bearing loans and borrowings. For more information dbout
the Group's exposure to Interest rate and forelgn currency risk. see note 20, ] ] i

|

o o |

Non-current liabilities ;
6.84% US Dollar Senior Notes 2013 28.2 b4
6.23% US Dollar Senior Notes 2010 12.6 186 |
Bark and other loans ' 50.7 03 ;
Finance lease liabllity 1.7 20
93.2 573 .

Current liabilities : !
6.84% US Dollar Senlor Notes 2013 4.7 ! - 1
6.23% US Dollar Senior Notes 2010 : 4.2 4.7
8.76% US Dollar Senior Notes 2006 - ro1.0
Bank and other loons 4.3 186
Finance lease liablity 0.6 07 ¢
!

13.8 L 250 !

- !

Finance lease liabilities = i
Finance lacse liabilities are payable os follows: ‘ 4
Minimum Minimum , |

leass . lease . |

payments Inferest - Principal peyrents Interest Prnclpal !

2006 20056 2006 2005 2005 2005 '

__&m gm &m £m em £m .

Less than one year . 0.7 0.1 0.6 0.8 0.1 07
Between one and five years 1.8 0.2 1.6 1.8 0.3 1.5 ]
More than five years - 0.1 - 0.1 0.6 01 Y05
. 2.6 0.3 23 3.2 05 2.7 |

Bank and other loans include £2.1 million of ioans secured on the assets of the Group.

Included within banks and other loans are short-term drawings of £50.0 million (2005: £nil). These were repayable between 22 Jonuary 2007 :
and 29 January 2007, but have been classified as long-term loans as they are drawn under the Bank Syndication which extends to February

2010, ‘
As at 4 January 2007 the Group had available headroom under the Bank Syndication of £94.0 million (2005: £198.9 million). ,
The 6.84% US Dollar Senicr Notes 2013 are repayable in seven yearly instalments from & March 2007 to 6 March 2013, The 6.23% US Dollar i
Senlor Notes 2010 are repayable In four yearly instaiments from & March 2007 fo 6 March 2010. The 8.76% US Dollar Senior Notes 2006 were 1}
repcid on 1 December 2006, \

20. Financiat instruments I

Exposure to credit, Interest rate and currency risks orises in the normal course of the Group's business. Derivative financlal instruments Gre used “
to hedge exposure to fluctuations in forelgn exchange rates and interest rates. . L

Credit risk
Management has a credit policy In place and the exposure to credit risk is monitored on an ongeing basis. Credit evaluations are performed '
on all customers requiring credit over a certain amount, The Group does not require collcteral In respect of financlal assets. ' ;
Transactions involving dervative financial instruments are with counierparties with whom the Group has a signed ogreemaent as well as'a 1‘
sound credit rating. :
The Group has steding nofional cash pooting agreements in place with Barckays and National Westminster banks. Under the notlonal cash i
pooling agreement the Group has the legal right to offset liabllities on undrawn bank accounts against surplus batonces. As at S January .
2007 the Group had no intention to settle these balances elther simuttaneously or on a net basls and hence the financial assets and liabilities \‘
within the notional cash pool are not presented on a net basis in the financial statements. i f

i

At the balance sheet date there were no significant concentrations of credlt risk. The maximum exposure to credit risk is represented by the
camying amount of each financlal asset, including derivative financial instruments, in the balance sheet.




20. Financlal instruments (continued)
Interest rate risk |
Hedging |

The Group adopts a policy of ensuring that between 30% and 70% of ifs exposure To changes In interest rates on borrowings is on a fixed rate
basis, Interast rate swaps, denominated In Eure and US dollars were entered into in 2004 to achleve the appropriate mlx of fixed and floating
rate exposure for 2005. All the Interest rate swaps matured in December 2005. At 4 January 2007, the Group had interest rate swaps with o

notional confract armount of £nil (4 January 2006: €nil).
Effective interest rates and repricing analysis
In respect of Income-earning financial assets and interest-bearing financial liabilities, the following table indicates their effective interest rates
at the balance sheet date and the periods in which they mature o, if earlier reprice, All the US Dollar Senlor Notes bear interest at fixed rates,
2006
Effective Less than I More than
interest Total 1 yoar 1-2 years 2-3 years 34 years 4-5 years 5years
rate £m £m em &m em &m em
6.84% US Dollar Senior Notes 2013 6.84% 329 4.7) 4.7) (4.7) 4.7) {4.7) (9.4)
6.23% US Dollar Senior Notes 2010 6.23% {16.8) (4.2) (4.2) 4.2) (4.2) - -
8.76% US Dollor Senior Notes 2006 8.76% - - - - - - -
Bank syndication 5.0%-6.0% {50.0) (50.0) - - - - -
Other toans 4.0%-7.0% (5.0) (4.3) {0.5) (0.2) - - -
Bank overdrafts 5.0%-7.0% (24.5) (24.5) - - - - -
Obligations under finance ladses 6.0% (2.3) (0.6) €0.5) (0.49) 0.4) (0.4) -
Cash and cash equivalents 2.0%-5.0% - 97.4 97.4 - - - - -
2005
Effective Less than Morg than
interest Totat 1 year 1-2 years 2-3 years 3-4 years 4-5 years 5 years
rate £m £m £m &m £m &m &m
6.84% US Dollar Senior Notes 2013 6.84% (36.4) 52 5.2) %2 %2) 5.2 (10.4)
4.23% US Doltar Senior Notes 2010 623% (23.3) 4.7 4.7) 4.7 (4.6) (4.6} -
8.76% US Dollar Senior Notes 2006 8.76% (.0 (.0 - - - - -
Bank syndication - - - - - - - -
Cther loans 4.0%-6.0% {189 (18.6) 0.3 - - - -
Bank overdrafts 5.0%-6.0% (27.2) (27.2) - - - - -
Obligations under finance leases o 60% 2.7 () 0.5 0.4 (0.3) (1N 0N
Cash ond cash equivalents 2.0%-5.0% 160.0 160.0 - - - - -

t
Foreign currency risk

The Group is exposed to forelgn cunrency risk on sales, purchases and borrowings that are denominated in a currency other than pound
sterling. The currencies giving rise to this risk are primarily US dollars and the euro.

The Group aims to hedge afl material rade receivables and frade payables denominated in @ foreign cumency. At any point in time the
Group also hedges up to 75% of its estimated foreign currency exposure in respect of forecasted sales and purchcses over the following
12 monihs. The Group uses forward exchange confracts to hedge its foreign cumency risk, Most of the forward exchonge contracts have
maturities of less than one year ofter the balance sheet date.

I respect of other monetary assets and liablities held in curencies other than pound steding, the Group ensures that the net exposure is kept
to an acceptable level by buying or selling foreign currencies ot spot rates where necessary to address short-term Imblolonces

Forecasted transactions

The Group classifies its forward exchange contracts hedging forecasted transactions as cash flow hedges and states them at falr value.
The fair value of forward exchange contracts ot § January 2005 was adjusted against the opening balance of the hedging reserve at
that date. The neft fair value of forward exchange contracts used as hedges of forecasted transactions at 4 January 2007 was Snil (2005:
£0.1 milion), comprising assets of nil (2005: £0.1 million) and liabilities of £nil (2005: €nil) that were recognised in fair value derivatives.

Recognised assets and liabilities

Changes in the fair value of forward exchange confracts that economically hedge monetary assets and llabilities in foreign curencies and
for which no hedge accounting is applied are recognised in the income statement. Both the chonges in fair value of the forward contracts
and the foreign exchange gains and losses relating to the monetary items are recogmsed in the income statement. The fair value of forward
exchange confracts used as economic hedges of monetary assets and liobllities in foreign cunencies at 4 January 2007 was €nil (2005: £nil)
recognised in fair value derivatives.




20. Financial instruments (continued) !
Hedge of net investment in toreign subsidiary

The Group designates the US dollar and euro drawdowns under the US$280 milion Syndication as a hedge of the Group’s investment in,
subsiclaries in the United States and in Europe. There were no US dollar and eure drawdowns during 2006. In 2005 a foreign exchange loss of
£1.5 milion was recognised in equity on translation of these loans.

Sensitivity analysis

As at 4 January 2007 the Group had drawn £50 million under the US$280 million Syndication. A 1% increase in Interest rates would increase the |
finance charge by £0.5 milion. The remaining debt Is primarily at fixed rates of Interest.

It Is estimated that a general adverse movement of 1% in the value of sterling against other forelgn currencles would have decreased the

Group’s undeying operating profit by £0.8 mitlion. !

Fair values I
The fair values together with the carrying amounts shown in the balance sheet are as follows: !
5 Carrying amount Far vaue  Carrying amount Fair volue i

' 2006 2006 2005 2005 =

£m &m &m gm !

6.84% US Dollar Senior Motes 2013 (32.9) (34.5) (36.49 381,
6.23% US Dollar Senior Notes 2010 (16.8) (17.2) (23.3) (237 \‘
8.76% US Dotlar Senior Notes 2006 - - .0 RN
Bank and other loans (55.0) (55.0) (189 (8.9,
Bank overdrafts (24.5) {24.5) 27.2) C (27D
Obligations under finance leases (2.3) (2.3) 2.0 (2.7}
Trade and other payables {220.2) (220.2) (203.9) (2035
Cash at bank and in hand 97.4 97.4 160.0 . 1600 &
Other investments 7.2 7.2 6.1 L6
Trade and other receivables 136.0 136.0 140.9 1409

Estimation of fair values
The following summarises the major methods and assumptions used in estimating the fair values of financial instruments reflected in the table. w

Equity securities ‘ |
Fair value Is based on quoted market prices af the balance sheet date. b

Derivatives

|
Forward exchange contracts are either marked to market using llsted market prices or by discounting the contractual forward price and !
deducting the current spot rate. For interest rate swaps broker quotes are used. Those quotes are back tested using pricing models or '
discounted cash flow techniques. i

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best estimates and the discount
rate is @ market related rate for a similar Instrument ot the balance sheet date, Where other pricing models are used, inputs are based on
market related data at the balance sheet date. ' w

Interest-bearing loans and borrowings I
Falr value Is calculated based.on discounted expected future principal and interest cash flows,

Finance lease liabilities

The falr value is estimated as the prasent value of future cash flows, discounted at market Interest rates for homogeneous lecse agreements.
The estimated falr values reflect changes in interest rates. ’ '

Trade and cther receivables/payables : i

For recelvables/payables with a remaining life of less than one year, the notional amount Is deemed to reflect the fair value. :
All ather receivables/payables are discounted to determine the fair value.

Interest rates used for determining fair value
The Interest rates used to determing the fair value of loans and borrowings and finance leases are as follows: !

Dervatives - ‘ -
Loans and borrowings 5.0%-6.0% 5.006-6.0% |

Finance lecases 6.0% 0% |




21. Employee benefits
Morgan Crucible operates a number of defined benefit anongements as well as defined confribution plans. The defined benefit piars
are primarily in the UK. US and Europe and predominately provide persions based on service and career average pay. In addition post-
ratirement medlccl plans are operated in the US.
All figures are quofed at year end exchange rates.
2006 2006 2006 2006 2006
UK UsA Europe Rest of World Total
Pension plans ond employee benefits €M &m £m &m em
Present value of unfunded defined bensfit obligations - 79 (19.8) 0.3) 28.0)
Present value of funded defined benefit obligations (323.4) (84.9) (81! 8.9 (418.1)
Fair value of plan assets 3265 69.1 0.5 7.3 403.4
Net surplus/(obligations) an (23.7) (20.2) ] (1.9) 42.7
Movements in present value of defined benefit obligation
At 5 January 2006 (334.6) (103.4) (20.8) 7.5 (466.3)
Current service cost (3.8 a9 (1.3) 0.9 7.9
Interest cost (16,0} (5.2 07N. 0.2) (22.1)
Actuarial goins/(losses) 70 29 0.3 {1.6) 8.0
Benefits paid 15.1 50 1.1 08 220
Contributions by members Q.hn - - - (1.0
Past senvice costs (X)) - N - {0.5)
Curtdilments and settlements 1.0 - 0¢ - ne
Exchange adjustments - 9.8 05 02 105
At 4 January 2007 (323.4) (92.8) (20.7) (9.2) (446.1)
Movements in fair value of plan assets |
At & January 2006 2684 67.8 0.5 54 342
Expected returm on plan assets 18.7 4.4 - 0.2 233
Actuarial gains/(losses) 5.1 05 - 1.6 7.2
Contributions by employer 477 7.8 20 09 58.4
Contributions by members 1.7 - - - 1.7
Benefits paid (8.1 &.0) Qa.n 08 22.0)
Curtailments and setiements - - 0% - ((08Y)]
Exchange adjusiments - (6.4) - - 6.4)
At 4 January 2007 326.5 69.1 0.5 7.3 403.4
Actual return on assefs 238 49 - | 18 305
2006 2006 2006 2006 2006
UK USA Europe Rest of Word Total
Ponsicn plans and employee benefits £m £m £m em £m
Expense recognised in the consolidated income statement
Current service cost @.2) a9 0.4 (5% 8.4
Interest on defined benefit pension plan obligation (16.0) G2 .7 0.2) 22.1)
Expected return on defined benefit pension plan assets 18.7 4.4 - 02 23.3
Gain on curtalment of United Kingdom empioyee benefit schemes 11.0 - - - 1.0
Total expense 9.5 @7 2.1 | (0.9 3.8
The expense is recognised In the following line items in The'consolidcfed income statement:
* 2006 2005
£m £m
- Operating costs (8.4) aLh
Finance income 233 21.0
Finance expense {22.1) (24.5)
Gain on curtaliment of United Kingdom employee bensfit schemes 1.0 -
| 38 (15.2)

The curtailment gain has arisen from changes made to the UK pension schemes from & April 2006. These include the cc‘!mversion of both
UK Schemes from fincl salary to career average schemes, future increases for pensions from past senvice being linked to general infiation
rather than salary infiation and, in addition. normal retirement being increased from 60762 to 65 In the senior scheme. This curtailment gain
is disclosed as a special item on the face of the income statement, .

The Group has adopted the policy of recognising actuarial gains and losses immediately on the balance sheet through the statement
of recognised income and expense, Cumulative actuarial losses recorded in the statement of recognised income and expense since
5 January 2004, the date of fransition to adopted IFRSs, are £40.0 million.




21. Employee benelfits (continued)
The fair value of the plan assets were as follows:

2006 2006 2006 2006 2006
UK USA Europe Rest of Word Totat ‘
. £m £m £€m £m £m
Equities . 107.2 48.3 - - 155.5
Bondls 157.3 20.6 - - 177.9
Other . 62.0 0.2 0.5 7.3 700 .
Total : 326.5 69.1 0.5 7.3 403.4 |
Principal actuarial assumptions were: '
" L
% % % ]
Discount rate 525 6.00 4.50 i
Expected rate of return on plan assets :
- Equities 7.75 825 nfa
-~ Bonds 475 5.50 nfa
Salary increase n/a 3.00 275
Infletion 3.00 2.80 225 , 1
Pensions increase ' 3.15/3.00 n/a 225 4
Mortality - post-retirement PA92 YOB 1958/1938 !

{The Morgan Pension Scheme)
PAG2 YOB 1956/1936

(The Morgan Sentor Staff Pension
and Life Assurance Scheme)

83 GAM Hsubeck2005G

Expected rates of return on plan assetfs are determined by reference to relevant indices. The overall expected rate of return is calculated by

welghting the individud! rates In accordance with the onﬂclpcﬂed balonce In the plary's investrent portfolio.

2006 2005 L2004

£m £m . &m Ih

Balance sheet ' ‘
Present value of defined benefit obligation {446.1) (466.3) (480.7}
Fair value of plan assets 403.4 3421 277 .,
(Deficit) (42.7) (124.2) (183.0) :
1

Defined contribution plans ir
The Group operates a number of defined contribution penston plans. The total expense relating to these plans In the current year was 'J
£2.2 million (2005: £2.0 million). ; i
H

2005 2005 2005 2005 2005 !

UK USA Europe Rest of World Total

Pension plans and employee henefits gm gm £rn gm g€m |
Present value of unfunded defined benefit obligations - - 0.9 (19.8) .0 217 ‘
Present value of funded defined benefit obligations (334.6) (102.5) (1.0 (6.5) (444.6)
Fair value of plan assets 268.4 67.8 0.5 5.4 421
Net (obligations) (66.2) (35.6) (20.3) @.0n (124.2) .
Movements in present value of defined benefit obligation '
At 5 January 2005 . (289.9) (90.0) @3.D A {480.7) !
Current service cost 4.9 (.9 (&R (1.0) Q1.7
Interest cost (15.8) &7 G0 - (24.5) |
Actuarial (losses) (34.9) (4.8) (2.4) .1 (42.2)
Benefits paid 12.3 53 48 06 230 |
Contiibutions by members (.4 - - - L0
Curtaiiments and settflements - - 75.0 - 750 |
Exchange adjustments - (6.3) 2.4 01 C (3.8 .
At 4 January 2006 (334.6) (103.4) (20.8) (7.5) {446.3) ‘:
Movements In fair value of plan assets ' |
At & January 2005 229.5 62.3 0.5 54 297.7
* Expected return on plan assets 160 50 - - 20 1
Actuarial gains/(losses) 27.9 (I 9) - - 260 |
Contributions by empltoyer 59 48 06 148
Contributions by members 1.4 - - ,o 14
Benefits paid (12.3) (5.3) 4.8) 0.6 (23.0) |
Exchange adjustments - 42 - - 42 |
At 4 January 2006 268.4 67.8 05 54 3427 1
Actual return on assets T4A39 3.1 - - 470 |

!




21. Employee benefits (continued)

2005 2005 2005 i 2005 2005
UK UsA Europe Rest of Word Total
Pension plans and employee benefits &m £m £m 2m £m
Expense recognised in the consolidated Income statement
Current service cost 4.9 (1.9 39 a0 1.7y
Interest on defined benefit pension plan obligation (15.8) X)) (3.0) - (24.5)
Expected retumn on defined benefit pension plan assets 160 50 - - 210
Total expense @an {2.6) 6.9 .0 (15.2)
The fair value of the plan assets were as tollows:
2005 2005 2005 2005 2005
UK USA Ewrope Rest of Word Total
&m £m £m | &m &m
Equities - 1785 47.0 - i - 225.5
Bonds 499 208 - - 707
Other 0.0 - 05 54 459
Total 268.4 67.8 05 {54 342.1
Principal actuarial assumptions were: % % %
Discount rate 500 575 400 ‘
Expected rate of refurn on plan assets - Equities 7.50 8.00 -
- Bonds 450 525 -
Scalary increase 4.76/3.75 3.00 250
Inflation 2.75 250 2.00
Pensions increcse 3.15/2.75 nfa 2.00
Mortality - pre~efirement 23.1/22.7 B3GAM Heubeck 06 G
- post-retirement 24.9/24.6 B3GAM Heubeck X056 G

|
The actual liability in respect of global employee benefits will not be known until the last payments have been made. In placing a current
estimate on the Company's past service benefit obligations, a number of assumptions about the future are required.lFor defined benefit
schemes, the Directors make annuat estimates and assurnptlons in respaect of discount rates, future changes in salaries, employee tumover,
infiation rates and iife expectancy. In making these estimates and assumptions, the Direciors consider advice provided by external advisers,

such as actuaries.

Share-based payments

During 2004, the Group established a new Long Term Incentive Plan and a new Exscutive Share Optlon Scheme. Grants were also made out
of the existing Morgan Executive Share Option Scheme 1995. During 2004, the Company also renewed its all Employee Share Save Scheme
and took the opportunity to extend a similar scheme to employees in Germany. In 2006, the Group established a new Directors’ Share

Optlon Pian.

During 2005 and 2006, the Groub made additional awards out of the 2004 Long Term incentive Plan, the 2004 Executive Share Option
Scheme and the Directors’ Share Option Plan 2006, Also In 2005, the Company renewed its UK all Employas Share Save Scheme.

Additiondlly, equity settled share option grants and awards made under a previous Long Term Incentive Plan made prior fo 7 November 2002
are outstanding. In accordance with the transitional provisions under IFRS 1, the recognition and measurernent principles in IFRS 2 have not

been applied to these grants.




21. Employee benefits (contfinued)

The terms and conditions of all awards and grants made since 7 November 2002 are as follows: all awards and option exercises are seﬂled
by physical delivery of shores . |

. Number of L. Contractual
Grant date/Employees entitied instruments Vesting conditions life of option
Options granted to senior employess in 2006 '
under the Directors” Share Cption Plan 2006 1.000,000 Thres vears of service plus satisfaction of performance criteria 10 years
Options granted 1o senior employess in 2006 :
under the Executive Share Option Scheme 2004 398,500 Three years of service plus satisfaction of performance criteria 10 years
Awards granted to senicr employees in 2006 i )
under the Long Term Incentive Plan 2004 477,800 - Three years of service plus satisfaction of performance criteria 3 years
Options granted to UK employees in 2005 _ |
under Employee Share Save Scheme 2005 276,614 Three years of sernvice 3vears
Awards granted to senior employees in 2005 |
under the Long Term incentive Plan 2004 3,804,820 Three years of service plus satisfaction of performance criteria 3 years
Awards granted to senior employees in 2004 :
under the Long Term Incentive Pian 2004 5,084,031 Three years of service plus satisfaction of performance criteria 3 years
Options granted to senior employees in 2005 ;
under the Executive Share Option Scheme 2004 2,097,000  Three years of service plus satisfaction of performance criteria 10 years
Options granted to senior employees in 2004 :
under the Executive Share Option Scheme 2004 <3,167.500  Three years of service plus satisfaction of performance criteria 10 years
Options granted to UK employees in 2004 i
under UK Employee Share Save Scheme 2004 521,884 Three years of service 3 years
Options granted fo German employees in 2004
under German Employeae Share Save Scheme 2004 516,844 Three years of semvice 3 years
Options granted to UK employess in 2003 i
under UK Empicyee Share Save Scheme 2003 772421 Three years of service 3 years
Options granted to senior employess in 2004
under Execuiive Share Option Scheme 1995 263,000 Three years of service pius satisfaction of performance criteria 10 years
Options granted to senior employees in 2002 ‘_
under Executive Share Option Scheme 1995 1,780,000 Three years of service plus satisfaction of performance criteria 10 years

Performance criteria for Long Term Incentive Plan 2004 and Execuilw.;e Share Option Scheme 2004

The extent to which awards will vest will depend on the Companiy’s Total Shareholder Return (TSR) ranking against the TSR of the other
companies in the FTSE 350 measured over the performance period,

If the Company’s TSR places it at the median, then 30% of the awards will vest on the third anniversary of the date of grant.

If the Company’s TSR places it at the upper quartile, then 100% of the option will vest on the third anniversary of the date of grant.
Between the median and upper guartile. the option will vest on a straight-ine basls. Below the median, none of the shares will vest.

In addition, an improvement must ke shown in the Company's underlylng financial performance. ,
Performance criteria for Executive Share Option Scheme 1995 .

The diluted eamings per share for the Company must grow by at least 2% par annum in excess of retail price inflation over the period of dote
of grant to date of vesting.

The fair values of services received are in return for awards made and share options granted. The estimate of the fair value of the services
received is measured based on an appropriate model as shown In accounting policy note m. In the case of the Binomial Lattice model and
Monte Carlo model the contractual fife of the options and awards are used as an input. Expectations of early exercise are mcorporo'red lnfo
both of these models.

~
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21. Employee henefits (confinued)
Directors’ Share Option Plan 2006
. Post
7 Novermnber 2002
2006 awards 2005 awards 2004 awards 2003 awards awards
Fair value at measurement date 73.99p No awards No awards NG awards No awards
Share price 256.00p
Exercise price 256.00p
Expected volatility (expressed as weighted average
volatility used in the model) 40%
Option life (expressed as weighted average
life used in the modelling) 10 years
Expected dividends 2%
Risk-free inferest rate 5.1%
Long Term Incentive Plan 2004
Post
7 Novermnber 2002
2004 awards 2005 awards 2004 awards 2003 awards awards
Fair value at measurement date 146.51p-161.65p 104.57p 72.87p-89.75p NO awards No awards
Share price 242.25p-256.00p 176.5p123.37p-152.00p
Exerclse price N/A N/A N/A
Expected volatility (expressed as weighted
average volatility used in the modef} 40% 40% A0%
Option life (expressed as weighted average
life used in the modeling) 3 years 3 years 3 years
Expected dividends 2% 2% 2%
Risk-free interest rate 4.7%-5.1% A3% 4.6%-5%
Executive Share Option Scheme 2004
Post
7 November 2002
2006 awards 2008 cwards 2004 awards 2003 awards awards
Fair value at measurement date 73.99p-78.10p 54.80p 43.80p-48.15p No awards No awards
Share price 242.25p-259.00p 176.5p136.00p-152.00p |
Exerclse price 242 .95p-256.00p 171.90p129.050p-145.28p
Expected volatility (expressed s weighted
average voldtility used in the model) 40% 40% 40%
Option life (expressed as weighted average : )
life used in the modelling) 10 years 10 years 10 years
Expected dividends 2% 2% 2%
Risk-free interest rate 4.7%-5.0% 4.3% 4.7%-52%
Employee Share Save Schemes UK
Post
- 7 November 2002
2006 awards 2005 awards 2004 awards 2003 gwards - awards
Fair value at measurement date No awards 83.99p 53.78p | 56.32p No awards
Share price 221500 142.50p 139.00p
Exercise price 168.00p 110.20p 94.80p
Expected volatility (expressed as weighted
average volatility used in the model) 40% 40% 0%
Optlon life (expressed as weighted average '
life used in the modelling) 3 years 3 years 3 years
Expected dividends 2% 2% 2%
Risk-free interest rate 4.2% 4.7% 4.6%




21. Employee benefits (continued)
Embloyee Share-Save Schemes Germany

Post

7 Novermnber 2002
2006 awards 2005 awards 2004 awords 2003 owards awards
Fair value at measurement date No awards - No awards 60.95p No awards No awards
Share price ' . 152.00p l
Exercise price 110.20p
Expected voliatility (expressed as weighted
average volatility used in the model) 40%
Option life (expressed as weighted average
life used in the modelling) 3 years
Expected dividends 2%
Risk-free interest rate 4.6%
Employee Share Option Scheme 1995
Post
7 November 2002
2006 awards 2005 awards 2004 awards 2003 awards awards
Fair value at measurement date No awards No awards 51.43p No awards  22.04p-2341p
Share price 132.21p 57 00p-58.00p
Exercise price 126.40p ' 49.420-56.54p
Expecied volatility (expressed as weighted
average volatility used in the model) 40% 40%
Option life (expressed as weighted average
life used in the modelling) 10 years 10vyears
Expected dividends 2% 2%
Risk-free interest rate 4.6% A43%
The expected volaiility Is based on the historic volatility {(calculoted based on the welghted average remaining life of the share optlons)
adjusted for any expected changes to future volatility due fo publicly ovallable information.
The number and weighted average exercise prices of share opfions are as follows:
' Walghted Weighted
average Number average Number
exercise price of options exerclse price of opticns
4 January 2007 4 January 2007 4 January 2006 4 January 2006
Outstanding at the beginning of the period 72.24p 17,178,934 71.05p 16,453,717
Granted durng the period 189.41p 1,876,000 7697p 6,963,434
Forfeited during the period 153.86p (1,056,011) 83.23p (3.106.284) .
Exercised during the period 69.45p (2,772,123) 3%.20p (2.989,958)
Lapsed during the period 58.77p (19,540) 201.16p (141.975)
Quistanding at the end of the period 81.55p 15,207,260 72.24p 17,178,934
Exercisable at the end of the period 94.8p 26,597 56.56p 1,994,367

The weighted average share price at the date of share options exercised during the pefiod was 257.76 pence (2005: 232.49 pence).
The options ouistanding at the year end have an exercise price in the range 4%9.42 pence fo 453.77 pence and a welghted average

coniractual life of 2.7 years.

The fair vatue of services received in return for share options granted are measured by reference to the falr value of share options granted.
The estimates of the fair value of the services recelved is measured based on either o Monte Carlo model, a Binomial Lattice option
pricing model or a Black-5choles Merton model. The choice of model takss into account the ferms and conditions upon which the gptions

were granted.



22. Provisions

Closure and
restructuring Other Envirenmental
provisions provisions provisions Total
£m &m £ £m
Balance at 5 January 2006 16.2 143 2.2 32.7
Provisions made during the year 9.1 LN | 1.5 13.7
Provisions used during the year (13.6) 7.9 (0.7) (22.2)
Provisions reversed during the year (0.3) (0.7) - 1.0)
Effect of movemenis in foreign exchange 0.3) (0.3) ©.1) 0.7)
Balance at 4 January 2007 1.1 8.5 | 29 22.5
Current 7.0 7.2 ' 1.6 15.8
Non current 4.1 13 | 1.3 6.7
1.1 8.5 X 22.5

|
Closure and restructuring provisions are based on the Group’s “Profit Improvement Programme” and represent committed expenditure

at the balance sheet date. The Group expects to incur the majority of the liabllity in 2007,

Other provisions include the settlement of the US class actions, together with the associated legal costs. and the possible future legal defence
costs of the Group’s former Chief Executive, lan Nors, against extradition 1o stand trial in the United States.

Environmental provisions are for known environmental issues which the Group will rectify over the next few years. In a number of Jurisdictions
companies have a constructive obligation to remedy any known environmental problems.

23. Trade and other payables

2006 2005
&m £m
Non-current
Nor-trode payables 3.6 -
Cument |
Trade payables ‘ 721 643
Non-trade payabies and accrued expenses 138.2 131.5
210.3 1958
24. Operating leases
Leases as lessee
Non-cancellable operating legse rentals are payable as follows:
2006 2005
£€m cm
Less than one year 5.4 59
Between one and five years 18.3 17.4
More than five years 248 294
48.5 527




25. Capital commitments

Cornmitments for property, plant and equipment and computer soffware expenditure for which no provision has been made In these
accounts amounts to £0.5 million (2005: £1.5 million) for the Group.

26. Contingencies
There are contingent liabilities on bills discounted by the Group amounting to £0.3 million (2005: £0.4 million).

The Group has been subject 1o legal claims in the US and Canada. Setlements for the majority of these have been agreed and provided for
at the amount of £1.6 million (2005: £8.4 million). The Board, having taken legal advice, are of the opinlon that the remainder of these actions
wil not have a material impact on the Group’s financial position.

In an infernational Group G variety of claims arise from time to time. Provision has been mads in these accounts against those claims which
the Directors consider meet the requirements of IAS 37 Provisions, Contingent Liabilites and Contingent Assets and are likely to resut in
significant liabilitles. .

27. Related parties

Identification of related parties

The Group has related party relationships with its subsidiaries (a list of Principal subsidiary undartakings Is shown In note 45) and with its
Directors and executive officers,

Transactions with key management personnel

The Company has written service contracts or letters of opboinfment with each of its Directors, under which the Directors receive a salary
or a fee and other emolurnents.

The key management of the Group and parent Company consists of the Board of Directors and members of the Chief Executive Officer’s
Committee.

Their compensation charged in the year was:

2006 2005
Short-term employee benefits T 6.2 S 78
Pension and other post-employment costs 0.8 0.7
Share-based payments 1.4 .14
Termination payments ] 0.8 -
Non-executive Directors’ fees and benefits 0.2 03
Total compensation of key management personrnel 9.4 , 102

Information on executive Directors’ remuneration is given in the Remuneration report on pages 45 to 50,
Transactions in connection with former Directors

During the year the Group made payments on behalf of Its former Chief Executive lan Noms of £1,1 millon (2005: £1.3 milion) 1o cover the
costs of his legal defence against extradition to stand frial In the Unlted States. .

i

28. Accounting estimates and judgements

Management discussed with the Audit Committee the development, selection and disclosure of the Group's critical accounting policies and
estimates and the opplication of these policies and estimates. The foliowing accounting estimates are subject to significant uncertainty::

Provisions

Note 22 confains information albout provisions. Provisions for environmental issues and settlement of litigation are judgemental by their nature.
Amounts provided are the Group’s best estimate of exposure based on curentty available Information. '

Impairment of goodwill

Note 12 contains information about the assumptions relating to goodwill Impairment tests,

Foreign cumency exposure

Note 20 contains information about the foreign currency exposure of the Group and risks in relation to foreign exchange movements,

Pensicn assumptions

The principal actuarial assumptions applied to pensions are shown in note 21, The actuarial evaluation of pension assets and liabilities is
based on assumptions in respect of inflation, future salary increases, discount rates, returns on investments and mortality raies, Relatively small
changes in the assumptions underying the actuarial valuations of pension schemes can have a significant Impact on the net pension liatility
included in the balance sheet. !

29. Subsequent events ' ;
Dividends

After the bolance sheet date the Directors proposed a final dividend of 3.0 pence per ordinary share, The final dividend of £8.8 million has
not been provided for and there are no Income tax consequences.

-




Company balance sheet

Qs of 4 January 2007
2006 2005
Note em £m
Fixod assels
Tangible assets 3 1.5 1.3
Investment In subsidiary undertakings 34 716.7 8359
Other investments 35 0.4 04
718.6 8376
Current assets
Debtors - due within one year 36 53.4 461
- due after one year 36 - -
Totat debtors 53.4 46,1
Cash at bank and In hand 325 93.4
85.9 139.5
Creditors - amounts falling due within one year 37 338 412
Net current assets 52.1 @83
Total assets less cumrent liabilities 770.7 9359
Creditors - amounts falling due after more than one year
Amounts payable to subsidiary undertakings ' 336.8 4740
Borrowings 38 50.0 -
386.8 4740
Provisions for ltabilities and charges 39 10.4 12.7
972 - 486.7
Net assets 3735 4492
Capital and reserves
Equity shareholders’ funds
Called up share capital 18 73.3 73.2
Share premiurm account 40 85.2 850
Merger reserve 40 91.6 1.6
Capltal redempption reserve 40 29.9 28.0
Share-based payment reserve 40 7.6 4.4
Profit and loss account 40 85.5 164.7
araa 44569
Non-eguity shareholders” funds
Catled up share capital 0.4 23
Shareholders' funds 3735 449.2

i
The accounts on pages 53 10 94 were approved by the Board of Directors on 20 February 2007 and were signed on ifs behalf by:

Mark Robertshaw Chief Executive Officer
Kevin Dangerfield Chief Financial Officer




Notes to the financia! statements

30. Accounting pelicies

The accounting policies are set out below together with an indication of the effects of their adoption. FRS 28 Coresponding Amourts has
had no material effect as It imposes the same requirements for comparatives as hitherto required by the Companies Act 1985, !

The comesponding amounts in these financial statements are, other than those covered by the exception permitted by FRS 25 Financial .
Instruments: Disclosure and Presentation, restated in accordance with the new policies, FRS 25 permits the coresponding amounts not to be
restated and the Company has adopted this approach. The financial instruments policy set out below provides further details of the current
year and comparative year pasis, :

Basls of preparation

The financial statements have been prepared in accordance with applicable accounting standards, and under the historical costs
accounting rules.

Under Section 230(4) of the Companies Act 1985 the Company Is exempt from the requirement to prasent its own profit and foss account.

Under FRS 1 Cash Flow Staterments the Company is exemipt from the requirement to prepare a cash flow statement on the grounds that the
cash flows of the Company are included within the published consolidated financial staternent. '

Fixed assets and depreciation

Depreciation is provided to write off the cost less the estirmated residual value of tangible fixed assets by equal Instalments over their
estimated useful economic lives as follows:

Bulldings - 50 years
Motor vehicles - dyears ?
Fixtures - 10-20 years

Compuier software - 3-5 years

Forelgn currencies '
Transactions In foreign currencies are recorded using the rate of exchange ruling ot the date of the transaction o, If hedged torward, at
the rate of exchange under the related forward currency contract. Monetary assets and liabilities denominated in foreign currencles are
transiated using the contracted rate or the rate of exchangs ruling at the balance sheet date and the gains or losses on translation are

included in the profit and kss account. '

Leases
Rentals payable under operating leases are charged in the profit and loss account on a straight-ine basis over the lease term. .

Post retirement benefits

The Company participates in @ Group wide penslon scheme providing benefits based on coreer average pensionable pay. The assets of the
scheme are held separately from those of the Company. The Company Is unable to identify its share of the undertying assets and liabilities of
the scheme on a consistent and reasonable basis and therefore, as required by FRS 17 Retrerment Benefits, accounts for the scheme as if it
were a defined contribution scheme. As a result, the amount charged to the profit and loss account represents the contributions payable to
the scheme in respect of the accounting period. Refer to note 42 for the addiional disclosures requlred by FRS 17.

Taxation :

The charge for taxation is based on the result for the year and takes info account taxation deferred because of timing differences between
the treatment of centaln items for taxation and accounting purposes.

Deferred tax is recognised, without discounting, in respect of all timing differences between the treatment of certain iterms for taxation and
accounting purposes which have arisen but not reversed by the balance sheet date, except as otherwise required by FRS 19 Deferred Tax.

Classification of financial instruments issued by the Company

Following the adoption of FRS 25, financial Instruments issued by the Company are treated as equity (.. forming part of shareholders” funds)
only fo the extent that they meet the following two conditions: '

a) They include no coniractual obligations upon the Company to deliver cash or other financial assets or to exchange financial assets or
financial llabilities with another party under conditions that are potentially unfovourable to the Company; and .

by where the instrument will or may be setiled in the Company's own equity instruments, It Is either a non-derivative that includes no
obligation to deliver a variable number of the Company’s own equity instruments or Is a derivative that will be settted by the Company
exchanging a fixed amount of cash or other financial assets for a fixed number of its own equity instruments.

To the extent that this definition is not met, the proceeds of issue are classified as a financial liakility, Where the instrurent so classified takes
the legal form of the Company’s cwn shares, the amounts presented in these financial staterments for called up share copital end share
premium account exclude amounts in relation to those shares. '

‘




30. Accounting policies (confinued)
Classification of financial instruments issued by the Company {continued)

Finance payments assoclated with financial liabilities are dealt with as part of interest payable and similar charges. F]nonce payments
assoclated with financial instruments that are classified as part of shareholders’ funds (see dividends policy), are dealt with as appropriations
in the reconciliation of movements in shareholders’ funds.

Hedging instruments and hedged ltems are accounted for separately in the balance sheet. Gains and losses on both are included in
profit for the year when they arise (fair value hedges) or when the hedged transaction occurs having first recorded those on the hedging
instrument in equity (cash flow hedges, fo the extent offective),

Certain financial assefs and liabilities have been designated as falr value through profit or loss and are recognised In the balance sheet at
fair value. Changes In the falr value of such Instruments during the year were recognised immediately in the incomeis’rc’remenf.

Own shares held by ESOP trust

|
Transactions of the Group-sponsored ESOP trust are included in the Group financial statements, In particular the trust's purchase of shares in
the Company are deblted directly 1o equity.

Share-based payments

The share option programme allows employees to acquire shares of the Cornpany. The falr value of options granted after 7 November 2002
and those not yet vested as at 5 January 2005 is recognised as an employes expense with a comresponding increase in equity. The fair
value Is measured at grant date and spread over the period during which the employee becomes unconditionally entitfed to the options.
The falr value of the options granted Is measured using an option pricing model, taling into account the terms and conditions upen which
the optlons were granted. The amount recognised as an expense Is adjusted to reflect the actual number of share options that vest except
where forfelfure is only due to share prices not achieving the threshold for vesting.

Dividends on shares presented within shareholders’ funds

Dividends unpaid at the balance sheet date are only recognised as a liability at that dote to the extent that they are appropriately
authorised and are no longer at the discretion of the Company. Unpaid dividends that do not meet these criteria are disclosed in the
notes 1o the financial statements.

Financial guarantee contracts

Where the Company enters into financial guarantee confracts to guarantee the indebtedness of other companies within ifs group,

the Company considers these to be Insurance arangements, and accounts for them as such. In this respect, the Company treats the
guarantee contract as @ contingent fiability untll such time as it becomes probable that the Compony will be reqguired to make a payment
under the guarontee.

31. Staft numbers and costs
The average number of persons employed by the Company (including Directors) during the year, analysed by category. was as follows:

Number of employees

2006 2005
Directors and head office staff 25 x
Global business unifs” staff 13 13
38 42

The aggregate payroll costs of these persons were as follows:
2006 2005
£m &m
Wages and sclaries 7.0 7.3
Share-based payments (see note 21) 32 25
Social security costs 0.6 20
QOther pension costs 1.2 2.1
Total overhead employee cost | 12.0 13.9

32, Dividends

Dividends payable for the First and Second Preterence shares were £22.490 (2006 £33,753) of which £22,490 (2005: £22.490) was oufstanding

at the balance sheet date.
For proposed ordinary dividends see the consolidated income statement on page 53.




33. Tangible assets

Piant, equipment ;‘

and fodures |
&m |
Cost |
At 5 January 2006 1.8
Additions 0.6
At 4 January 2007 2.4
Aggregate depreciation '
At 5 January 2006 0.5
Amount provided for in the year 0.4 i|
At 4 January 2007 09'
Nel bock amounts at 4 January 2007 1.5
Net book amounts at 4 January 2006 . L3 W‘\
34, Investiment in subsidiary undertakings :‘
Shares Loans Total
£m gm &m |
Cost : i
At 6 January 2006 583.7 362.7 . 9464
Additions 04 32.6 33.0
Less: disposals/loan repayments (1.1} (150.3) (151.4)
At 4 January 2007 583.0 245.0 828.0 W
Amountis provided 1
At 5 January 2006 106.8 3.7 110.5;
Provided in the year 0.8 - 0.8,
At 4 January 2007 107.6 3.7 : Il1.3iii
Net book amounts at 4 January 2007 475.4 241.3 Nne.zi
Net book amounts at 4 January 2006 476.9 359.0 8359’
A list of principal subsidiary undsrtakings Is shown in note 45, _ !
35, Other invesiments : ‘
Capitalised |
acqulsition costs
: om!
At 5 January 2006 C 0.4
Additions -
Transferred to investment in subsidiary undertakings -
At 4 January 2007 0.4
; i
36. Debtors ' |
2006 2005
o €m
Due within one year: i
Trade debtors 0.7 0.2
Other debtors 0.5 43
Dervative financial assets - 0.1
Taxation "0.7 -
Prepayments and accrued income 0.8 1.2
Amounts receivable from subsidiary undertakings 50.7 40.3
53.4 .t 46‘”
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37. Creditors - amounts falling due within one year
2006 2005
£m £m
Due within one year:
Bank overdrafts 8.2 183
Trade craditors 4.7 6.0
Amounts payable to subsidiary undertakings 2.6 37
Other creditors, including sociat security 3.0 0.3
Accruals and deferred income 10.9 12.9
Interirn dividends 4.4 -
| 338 a1.2
38. Borrowings
2006 2005
| em &m
Bank and other loans 500 -
Bank overdrafis 8.2 18.3
. 58.2 18.3
Less: amount repayable within one year included within current liabllities (8.2) (18.3)
Totdl repayable after more than one year 50.0 -
39. Provisions for liabilities and charges
Closure ond
restruciunng Other Environmental Defered
provisions provisions provisions foxation Total
om £m £m £m £m
At 5 January 2006 43 3.2 1.0 4.2 12.7
Provided in the year - 25 1.0 - a5
Utilised in the year (0.7) {0.9) - (4.2) (5.8)
At 4 January 2007 3.6 4.8 2.0 104

Closure and restructuring provisions relate mainly to an onerous lease provision for Morgan House, the Company's previous registered address.

Environmental provisions are for known environmental issues which the Company will rectify over the next few years. The Company has
a constructive obligation to remedy any known environmental problems.

The defered taxation provision is analysed as follows:
2006 2005
£m £m
United Kingdom:
Accelerated capital allowonces 39 4.3
Other timing diifferences (3.9) ©.n
! - 4.2
40. Share premium and raserves |
Capital ‘
Share Merger redemption Shc:re'-bqsed Profit and
premium reserve resarve  poyment reserve loss account
£m € £m £m £m
At 5 January 2006 85.0 1.6 28.0 4.4 164.7
Cancellation of deferred shares - - 1.9 - -
Charges in relation to share based payments for the year - - - 3.2 -
Premium on share Issues, less expenses 0.2 - - - -
Purchase of shares for LTIP - - - - (18.9)
Morgan share buy back - - - - a.7n
Retained (loss) for the year - - - - (58.6)
85.2 91.6 29.9 | 7.6 85.5

During the year shares with @ nominal value of £2.0 million were purchased to satisfy awards granted under the Long Telrrn Incentive Plans.
These have been recognised as a deduction from shareholders’ funds. The shares are held in a trust administered by Bermudcl Trust (Jersey)
Limited and are distributed by them in a discrefionary setiement governed by the rules of the 2004 and 2005 LTIP and the Trust deed dated

1 March 1996,

The total number of own shares held by the Trust ot 4 January 2007 15 10,182,157 (2005 4,720,080y and at that date had a market value

of £26,906.350 (2005: £11.802.799).




40. Share premium and reserves (continued) ‘ |

v

A Special Resolution to cancel the Share Premium Account was passed af the Annucal General Meeting of the Company held on )
11 June 1993. This cancellation was confirmed by an Order of the High Court of Justice, Chancery Division, on 14 July 1993, The amount:

of £88.9 million standing fo the credit of the Share Premium Account on 14 July 1993 was transferred to the Special reserve against which
goodwilt on consolidation can be written-off, This reserve, together with the amounts standing fo the cradit of the Share Premium Account on
12 October 1990 of £71.5 milion, on 19 June 1987 of £38.9 milion and on 27 July 1989 of £12.3 milion which were fransferred following previous
Orders of the High Court, becomes distributable to the extent of subsequent increases in issued share capital and Share Premium AccoUnT

The amount of reserves of The Morgan Crucible Company ple that may not be distributed under Section 264¢3) of the Companies Act 1985
is £208.4 milion {2005: £206.5 millicn).

41. Leasing commitments
Operating teasing commitments during the next year. far which ne provision has been made in these accounts, are: .

Land and Lorlwd and

buildings buildings

2006 [ 2005

&m i Bm

Less than one year . - i al
Between one and five years ' 0.2 02
More than five years 0.8 ' 08
1.0 R

i
. |
42. Pension cosis 1
The Morgan Pensicn Scheme and The Morgan Senior $taff Pension and Life Assurance Scheme ;

The Company participates in two defined benefit schemes in the UK, The assets of these schemes are held In separate frustee administered
funds, The Morgan Pension Scheme ("MPS*) and The Morgan Group Senior Staff Pension and Life Assurance Scheme ("S857). Given that the
Company Is unable fo identify its share of the scherme assets and liabilities on a consistent and reasonable basis, as permitied by FRS 17
Retirernent Benefils, the schemes have been accounted for in these financial statements as if they were defined contribution schemes. !

The latest actuarial valuations of the "MPS” and the “S$$5” were carred out as at 6 April 2004 and 1 April 2004 respectively, and updc:’redl
for FRS 17 purposes 1o 31 December 2006 by a qualified independent actucry. The results for these schemes in respect of the Group ore.
shown below:

i

2006 1 2005
Assumpiions: ) - % %
RPI inflation : .00 , 275
Discount rate ‘ 5.25 . 600
Pension increases in payment 3.15/3.00 3.15/2.75
General salary increases nfa 4.75/3.75
The assets in the scheme and the expected rates of return were: '
2006 2006 2005 | 2005
Expected Expected i
return return .
Asset distribution and balance sheet reconciliation: % gm % i &m
Equities ' . 7.8 107.8 75 n79.3
Bonds 5.3 30.2 50 i 29.8
Gits ' 4.3 127.9 40 1203
Property ’ 6.3 33.7 58 | 31.5
Other 43 299 4.2 V101
Total market value of assets 329.5 2710 ¢
Present value of liability ! ' (323.49) (334.6)
Surplus/(deficit) in the scheme 6.1 163.6)
Rekrted deferred tax liability af 30% {1.8) 1190
4.3 1(44.6)
Employer contributions due within one year (1.3) . 3

[}
The contribution for the year was £48.1million (2005: £6.9 million).

43. Contingent liabilities -

1
Where the Company enters info financial guarantee confracts to guarantee the Indebtedness of other companies within its Group, I
the Company cansiders these to be insurance anangements, and accounts for themn as such. In this respect, the Company treats the !
guarantee contract as a contingent liakility until such time ¢s it becomes probable that the Company will be required to moke a payment
under the guarantee, i

There are no other contingent liakilities in the Company as at 4 January 20607, ;




44, Related pariies

The Directors have reviewed transactions with related parties (as defined in FRS 8 Refated Party Disclosures) and have ©

oncluded that there

are no material fransactions which require disclosure which have not been acknowledged elsewhere in the Annual report and Accounts.

45. Principal subsidiary underiakings

Couniry of incorporation
and principal
place of business

Carbon companies

Morganite Electrical Carbon Limited England
*Meorgan Rekofa GmicH Germany
*Morgan Carbon ltalia s.rl ltaly
*Morganite Luxembourg S.A, Luxermnbourg
*Nationdl Electrical Carbon B.V. Netheriands
*Morganite South Africa Ply, Limited South Afica
*Morgan Korea Limited (93.2% interest) South Korea
*Morgan Advanced Materials and Technology Inc. USA
*National Electrical Carbon Products Inc. USA
Ceramics companies

Carbo San Luis (69% Interast) Argenting

Morganite Brasil Limitada Brexzit

Shanghai Morgan Carbon Co Limited China

Shanghal Morgan Matroc Technical Ceramics Company Limited (90% interest) R China

Datian Morgan Refractories Limited (70% interest) China

Morgan Advanced Ceramics Limited England

Maorgan Electro Ceramics Limited England

Morganife Crucible Limited England
*Thermal Ceramics (UK} Limited England
*Thermal Ceramics de France S.A. France
*Can Nolte $6hne GmbH and Co K.G. Germany
*Thermal Cerarnics Deutschland GmbH & Co K.G. Germany
*W Haldenwanger Technische Keramik GmbH and Co K.G Germmnany

Wesgo GmbH Germany
*Murugappa Morgan Thermal Ceramics Limited (61% interest) India
"Thermal Ceramics faliana S.rl, ltaty

Shinnika Thermat Ceramics Corporation (50% interest) Japan

Grupo Industrial Morgan S.A, de C V. Mexico
*Thermat Ceramics South Aftica Py, Limited South Africa
*Graphite Die Mold USA
*Morgan Advanced Ceramics Inc. USA
*Thermal Ceramics Inc. USA
Other subsidiary undertakings
“Morganite Canada Corporation Canada

Morganite Industries Inc. USA
100% ownership of Ordinary share capital, unless otherwise stated.

*Denctes companies some or all of whose shares are owned by a subsidiary.
The following German subsidiaries which are included in the Group consolidated accounts are utillsing the regulations of article 264
paragraph Il and article 264b German Commercial Code to be liberated from preparing audited statutory accounts:
- W Haldenwanger Technische Keramik GmioH & CoKG.
- Thermal Ceramics Deutschiand GmbH & Co K.G.
46. Company reconcitiation of movements in shareholders’ funds
for the year ended 4 January 2007
2006 2005
£m £m
Retained loss for the financial year’ (58.6) (18.7)
Cash flow hedges: Effective portion of changes in fair values - 0.6
Purchase of shares for share incentive schemes (18.9) @B.5
Charge in relation to share-based payments 3.2 25
New share capital subscribed (net of issue costs) 0.3 1.7
Morgan share buy-back W7 -
Net addition to shareholders’ funds {75.7) (7.4
Opening shareholders’ funds 449.2 466.6
3735 449.2

Closing shareholders’ funds




Statistical information

Under UK GAAP ‘
1
2002 | 2003
Restateg*
£m ! Em
Turnover 880.3 849.6
Operaling profit before goodwill amortisation |
and operating excepfionals 341 | 426
Operating (loss) before goodwill amortisation (23.2) II(24.7) ]
Goodwil amortisation 7.7 L (7.5
Group operating (loss) (30.%) (322
Corporate exceptional items (15.0) ((30.1)
Net finance charges and similar items (12.8) (187
Loss on ordinary activities before taxation (58.7) H78.0)
Taxation 05 24
Loss on ordinary activities after taxation (58.2) 1{75.0)
Mincrity interests and preference dividends 3.3 1 (2.6)
Loss attributabie to the ordinary shareholders (61.5) (782
Ordinary dividends - p-
Retained (loss) for the period (61.5) {(78.2)
Assels employed .
Goodwill 130.5 1122
Tangible fixed assets 433.6 386.3
Investments 7.2 ' b6
Net current assets 96.7 h430
Total assets less current llabilities 668.0 6471
Term loans and exchangeable redeemable preference shares 178.6 230.6
Provisions and other items 1320 i156.7
350.4 259.8
i
Financed by i
Shareholders’ funds 3401 249.5
Minority interests 0.3 1103
350.4 2508
Ordinary dividends per share - -
Earnings/(loss) per share f
- basic (26.5p) (31.9p)
- basic before goodwill amertisation (23.2p) (28.9p)
- dituted (26.50) (31.9m
- underlying ) 1.7p :6.0p
- underlying before goodwill amortisation 50p LA Ts]

*The Group has complied with UTF Abstract 36 Accourting for ESOP trusts, This has resutted in the reclassification of own shares held in omployee frusts from investments to sharehelders’
funds and has been accounted for as a prior year adjustment, £0.7 milion. In addition, the results of the prior year have been restated for the impact of the Rights issue during 2004,

The results of earlier years have not been restated for the impact of the Rights kssue.
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Siatistical information

Under adopted IFRSs

2004 2005 2006
Sm £m &m
Revenue 7959 745.7 677.8
Profit from operations before special items 558 66.0 73.7
Special iterns:
Restructuring costs and costs associated with settliement of prior peried anti-trust litigation (58.7) 32.0) (27.7)
Gain on curtallment of United Kingdom employee benefit schemes - - 11.0
Terminated bid approach costs - - C(2.1)
Profit/(loss) on disposal of property @.8) 0.4 0.3
Operaling profit/{loss) .7 33.6 55.2
Net financing costs (16.1) (13.1) (3.9)
Profit/Joss) on partial disposal of businesses 8.2) o.n {1.5)
Profit/(loss) betore taxation B31.0) 20.4 50.3
Income tax experse (2.5) (8.8) (10.6)
Profit/(loss) after taxation but before gains/(loss) on sale of discontinued operations (33.5) 11.6 39.7
Gain/(loss) on sale of discontinued operations, net of fax (26.7) 426 -
Profit/ (loss) tor the period (60.2) 54.2 9.7
Assets employed .
Property, plant arnd equipment 3198 2353 230.2
Intangible assets . ' 107.1 46.6 66.4
Investrnents and other receivables 2.1 6.4 8.4
Deferred fax assefs N2 274 28.8
Net current assets 54.3 94.2 44.0
Total assets less current liabilities - 521.5 409.9 377.8
Employee benefits 183.0 1242 42.7
Provistons and other itermns 143.3 619 103.6
Deferred tax liabilities 421 28.1 28.4
153.1 195.7 203.1
Equity .
Total equity attibutable to equity holders of the parent company 142.4 182.3 186.7
Minority interest 10.7 13.4 16.4
Total equity 163.1 196.7 203.1
Ordinary dividends per share - 2.5p 4.5p
Earnings/(loss) per share
- basic (22.2p) 18.1p 12.9p
- diluted s (22.20) 17.2p 12.3p
- underlying 10.0p 13.0p 17.9p
- underlying diluted ?.8p 12.5p 17.2p
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