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Directors’ report

The directors present their annual report and audited financial statements for the year ended 1 January 2012

Principal activities and review of the business

The Company 1s a2 wholly-owned subsidiary of The Morgan Crucible Company plc (Morgan Group) and operates as part of the
Morgan Engineered Matenals division

The Company's prnincipal actuvities are the manufacture and sale of speciahist ceramic components for a vanety of demanding
markets including medical, defence, electrontes and fluid handling Around 67% of production ts exported from the UK to
customers in Europe, The Amencas and the Far East There have not been any significant changes 1n the Company s principal
activities 1a the year under review The directors are not, at the date of this report, aware of any likely major changes in the
Company’s activities in the next year

The Morgan Enginecered Matenals diviston of which the Company 1s a part, tmvests 1n research and development activiues
appropnate to the nature and size of its operations with the aim of supperung the future development ot the Company, as a part of
the division, 1n the medium to long-term future This research and development acuwvity has resulted 1n a number of updates to
existing products

As shown m the Company’s profit and loss account on page 6, the Company’s turnover has decreased by 13 0% over the pnior year
and loss after tax has increased by £1,083,000 The major factors resulting in the increase 1n loss after tax are a change in mix ot
custorners and the global increase 1n metal prices offset by a decrease 1n restructunng costs which were £469,000 1 the year (2010
£796,0000 (note 6)

The balance sheet on page 7 of the financal statements shows the Company s financial position at the year end and 1s consistent
with the prior year

There have been no signuficant events since the balance sheet date which should be considered for a proper understanding of these
financial statements

Morgan Group manages 1ts operations on a divisional basis For this reason, the Company s duectors believe that further key
performance indicators tor the Company are not necessary or appropnate for an understanding of the development, performance or
position of the business The performance of the Morgan Engineered Materials division of Morgan Group, which includes the
Company, 15 discussed in Morgan Group s Annual Report which does not form part of this Report

Principal risks and uacertainties

Competitive pressure in low cost counmes 1s a conunuing risk for the Company, which could result in it losing sales to 1ts key
competitors To manage this risk, the Company strives to provide added-value products and services to 1ts customers, respond
promptly in the supply of products and services and 1n the handling of customer queries and maintain strong relationships with
customers

The Company sells products mito mternanonal markets and 1t 18 therefore exposed to currency movements on such sales Where
appropriate, the Company manages this nisk 1n accordance with Morgan Group treasury policies

The Company’s businesses may be affected by fluctuations in the price and supply of key raw matenals, although purchasing
policies and practices seek to mitigate, where practicable, such nisks

The Company 1s a member of Morgan Group’s multi-employer UK defined benefit pension plan which 1s currently tn deficit The
funding leve! of this penston ptan 1s subject to adverse change resulting from movements in the actuanal assumptions underiying the
calculation of plan habihues, mcluding decreasing discount rates and increasing longevity of plan members, as well as declines 1n
the marker value of plan investments Sigruficant adverse changes in the actuarial assumptions underlying the UK plan valuation and
the Company’s share of any deficit-reduction contnbutions made nto the plan could matenally impact the Company’s trading
results

Research and develepment

The Company will continue its programme of research and development, including projects to develop armour products
Expenditure incurred on research and development in the year was £850,000 (2010 £895,000)
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Directors
The directors who held office during the year were as follows

RA Mamo

CJ Spacie

DS Eldndge

AP Gallagher {resigned 12 December 2011}

Morgan Group purchases directors” and officers’ insurance cover on behalf of all Group companies 1n the UK

Employees
Details of the number ot employees and related costs can be found 1n note 5 10 the financial statements

Appheations for emplovment by disabled persons are considered fully, bearing 1in rmind the aptitudes of the applicant concerned In
the event of members of staff becoming disabled, every effort 1s made to ensure that their employment with the Company continues
and that appropniate training 1s arranged It 1s the policy of the Company that the training, career development and promotion of
disabled persons should, as far as possible, be identical with that of other employees

The Company participates 12 Morgan Group’s policies and practices to keep employees informed on matters relevant to them as
employees through appropriate means, such as employee meetings and newsletters
Environment

The Company recognises the importance ot 1ts environmental responsibilities, monstors its impact on the envirommnent and designs
and implements policies to mitigate any adverse impact that might be caused by 1ts activines The Company operates 1n accordance
with Mergan Group policies, as noted 1 Morgan Group’s Annual Report, which does not form part of this Report Initiatives aimed
at nunirusing the Company s impact on the environment include safe disposal of manufactunng waste, recycling and reducing
energy consumption

Political and chantable contributions

Dunng the course ot the year the Company made charitable donations amounting to £2,247 (2010 £8135) and no political donations
(2010 £N1D)

Supplier payment policy

The Company agrees payment tertns with all 1ts major suppliers and abides by these terms, subject to satisfactory performance by the
suppher Armounts owed to other suppliers are settled on or before the end of the month following receipt of a valid invoice The
Company's average creditor period at 1 January 2012 was 72 days (2010 55)

Disclosure 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 15 no
retevant audit information of which the Company s auditors are unaware, and each director has taken all the steps that he ought to
have taken as a director to make himself aware of any relevant audit information and to establish that the Company’s auditors are
aware of that information

Auditors
Pursuant to secuon 487 of the Companes Act 2006, the auditors will be deemed to be reappointed and will therefore continue 1n
office

By order of the board

RA Marno
Drrector

Upper Fforest Way
Momston
Swansea

SA6 8PP

sy Jume. 2002
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Statement of directors’ responsibilities in respect of the directors’ report and the
financial statements

The directors are responsible for preparing the directors' report and the financial statements 1n accordance with applicable
law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law they have
elected to prepare the financial statements in accordance with UK Accounting Standards and applicable law (UK
Generally Accepted Accounting Practice)

Under company law the directors must not approve the financial statements unless they are satisfied that they give a true
and fair view of the state of affaurs of the Company and of the profit or loss of the Company for that peniod In preparing
these financial statements, the directors are required to

. select suitable accounting policies and then apply them consistently,

. make judgments and estimates that are reasonable and prudent,

e state whether applicable UK Accounting Standards have been followed, subject to any matenial departures disclosed
and explained n the financial statements, and

. prepare the financial statements on the going concern basis unless 1t 1s mnappropnate to presume that the company
will continue in busmess

The directors are responsible for keeping adequate accounting records that are sufficient to show and explan the
Company’'s transactions and disclose with reasonable accuracy at any tume the financial position of the Company and
enable them to ensure that the financial statements comply with the Compames Act 2006 They have general
responsibility for taking such steps as are reasonably open to them to safeguard the assets of the company and to prevent
and detect fraud and other wregulanties
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Independent auditor's report to the members of Morganite Electrical Carbon Limited

We have audited the financial statements of Morganite Electrical Carbon Limuted for the year ended 1 January 2012 set out on pages 6 to 34 The
financial reporting framework that has been applied 10 their preparation 15 applicable law and UK Accounting Standards (UK Generally Accepted
Accounting Practice)

This report 1s made solely to the Company's members, as a body, 1 accordance with Chapter 3 of Part 16 of the Compames Act 2006 Our audit work
has been undertaken so that we mught state to the Company's members those matters we are required to state to them tn an auditors’ report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibtlity to anyone other than the Company and the Company's
members as a body for our audit work for this report, or for the opintons we have formed

Respective responsibilities of directors and auditor
As explained more fully 1n the Directors' Responsibilities Statement set out on page 4, the directors are responsible for the preparatien of the financial
statements and for bewng satisfied that they give a true and fair view Qur responsibality 15 to audit, and express an opinton on, the financial statements

m accordance with applicable law and Internatonal Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing
Pracuces Board's (APB's) Ethzcal Standards for Auditors

Scope of the audit of the finanaal statements

A description of the scope of an audit of financial statenents 1s provided on the APB's web-site at www fc org uk/apb/scope/private ¢fm
Opmion on financial statements

In our oprnwon the financal statements

. give a true and fair view of the state of the Company's affairs as at 1 January 2012 and of its loss for the year then ended
. have been properly prepared wn accordance with UK Generally Accepted Accounting Practice, and
. have been prepared mn a2ccordance with the requirements of the Companies Act 2006

Opunon on other matter prescribed by the Compames Act 2006
in our opiruon the information given 1n the directors' report for the financial year tor which the financial statements are prepared 15 consistent with the
financial statements

Matters on whach we are required to report by exception
We have nothung to report 1n respect of the following matters where the Comparues Act 2006 requires us to report to you if, i1 our opimon

. adequate accounting recerds have not been kept, or returns adequate for our audit have not been recerved from branches not vistted by us or
. the financial statements are not m agreement with the accounting records and retumns, or
. certain disclosures of directors' remuneration specified by law are not made, or
. we have not received all the information and explanations we require for our audit
?/‘é ﬂ% R0/
E Holiday

(Senior Statutory Auditor)

for and on behalf of KPMG Audit Ple, Statutory Auditor
Chartered Accountanis

KPMG Audit Plc

3 Assembly Square
Brittannia Quay
Cardiff

CF10 4AX

United Kingdom




Profit and loss account
for the year ended I January 2012

Turnover
Continuing operahons

Change in siocks of fimished goods and work 1n progress

Raw matenals and consumables

Other external charges

Srtaff costs

Depreciation and other amounts wnitten off tangible and intangtble fixed assets

Other operating charges

Operating loss

Contmuning operanons

Other 1nterest recervable and simular income

Interest payable and simuar charges

Loss on ordinary activities before taxation

Tax on loss on ordinary activines

Loss for the financial vear

Note

{0

16

2011

£000 £000

25,182
443
9,787)
3,431)
(10,659)
(1,139)
{4,689)

(29,262)

(4,080)

109

(3.971)

97

(3,000)

Morganite Electncal Carbon Limited

Directors report and financial statements

Remstered Number 01034633

For the year ended | January 2012

2010

£000 £000

28,933
522
(8,203)
(3,632)
(10,779)
{1,055)
(8,110)

(31,257)

2324

137

(2)

(2,189)

2

(1917

There are no recogrsed gains and losses tor the cusrent and preceding financial year other than the loss of £3 0 mullion (2010 £1 9 million) shown above

The amounts presented for the curtent and preceding financial years are denved from continuing operations




Balance sheet
at I January 2012

Fixed assets
Tangible assets

Current assets
Stocks
Debtors

Creditors amounts falling due within one year

Net current assets

Total assets less current habilihes
Provisions for habiities and charges
Net assets

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

Profit and loss account

Shareholders’ funds

These tinancial statements were approved by the board of directors on -2‘57_ Il-i-\-ﬂ_

RA Marno
Drrector

Morganite Electrical Carbon Limited
Directors' report and financial statements
Registered Number 01034653

For the year ended { January 2012

Note 2011 2010
£000 £000 £000 £000
i0 8,657 8,417
8,657 8417
I 5,408 5097
I2 8,318 10 502
13,726 15,599
i3 (1L,114) (9 829)
2,612 53770
i1 269 14,187
i4 (139) (57)
I TRED) a0
15 43,837 43 837
16 37 37
16 15 15
16 (32.739) (29,759)

11,130 14130

2012 and were signed on 1ts behalf by
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Reconciliation of movements in shareholders® funds
Jor the year ended I January 2012

2011 2010

£000 £000
Loss for the financal year (3,060) (L9171
Retained loss (3,000) 1.917)
Credit in refation to share based payments - 1t
Net reduction in shareholders’ funds (3,000) (1,906)
Opening shareholders’ funds 14,130 16,036
Closing shareholders’ funds 11 130 14,130
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Notes
(formung purt of the financial statements)

1 Accountang policies

The following accounung policzes have been apphed consistently o dealing with items which are considered materiat in relation to the financial statements

Basis of preparanon
The financial statements have been prepared n accordance with apphicable accounting standards, and under the fustoncal cost accountng rules

The balance sheets for the current year and the comparative period have been drawn up as at | January 2012 and 2 Januarv 2011 respectively The profit and loss aceount and the
teconciliation of movements 1n shareholder s funds are for the years ended | January 2012 and 2 fanuary 2011 For convenience, these vears and balance sheet dates are referred to m the
body of the financial statertents as 20k 1 and 2010 respecuvely

Under FRS 1 the company 15 exempt from the requirement to prepare a cash flow statement on the grounds that a parent undertaking in¢ludes the Company 1 us own pubhshed consehdated
financial statements

The Company’s forecasts and projections taking account of reasonably possible changes in trading performance show that the Company 1s able to operate withi the level of its available
facilines The Dhrectors have a reasomable expectation that the Company has adequate resources to continue m operational existence for the foreseeable futre Accordmgly, they contiue o
adept the gowng concern vasis m prepanng the financial statements for the year ended | January 2012

Tangible fixed assets and depreciattan
Depreciation 15 provided (0 write-ofT the cost less the estunated residual value of tangible fixed assets by equal instalments over
their estunated useful economuc lives as follows

Freehold buldings - 2% per annum
[ hold land and buldings - Iife of lease
Plant and machizerv - 5% and 18%
Compater equipment - 20% and 33%
Maotor vehicles 13%

Frxtures and fitings s%and 16°%

Na deprectation ts provided oo freehold land

Foraign currencies

Transacuoas m forenm currencies are recorded usmg the rate of exchange ruling at the date of the transaction  Monetary assets and Labihues denomunated m foreign currencies are translated
using the contracted rate or the rate of exchange rulng at the balance sheet date and the gans or [osses on translaton are m¢luded n the profit and loss account

Related Party transactions

As the Compary 15 a wholly-ownzd subsidiary of The Morgan Cructble Company ple the Company has taken advantage of the exsmption contained n FR3 8 and has therefore not disclosed
transacttons or balances with wholly owned subsichanes which torm part of the group

Leases

Assets acquured under finance leases are capralised and the outstanding future lease obligatons are shown i creditors

Operating lease rentals are charged to the profit and loss account on a straght line basis over the penod of the lease

Post-renrement benafit

The Company participales i two group wide pension scheimes providing benefits based on career average re-valued carmungs (CARE) basis The assets of the schemes are beld separately
from those of the Company The Company 15 unable to 1dent:fy us share of the underlyng assets and Liabihues of these schemes on a consistent and reasonable bas:s and therefere as required
by FRS |7 Reuremen: benefits accounts ror these schemes as 1f they wers defined contmbution schemes As a result, the amount charged to the profit and loss account represents the
coatnbutions payable to the schemes n respect of the accounting penied

Research and develop ment expenditure

Expenditure on research and developiment 1s wnitten-off to the profit and loss account i the year i which 1t 1s mcurred

Srocks

Stocks are stated at the lower of cost and net reahsable value In determinmg the cost of raw matenals, consumables and goods purchased for resale, the weighted average purchase price 15
used For wark wn progress and finished goods cost 15 taken as production cost, which ncludes an appropriate proport:on of attnbutable overheads
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Motes {continued)

Taxatron

The credit for taxation 15 based on the loss for the vear and takes into account raxaton deferred because of tymung differences between the treamment of certawn items for taxation and
accounting purposes

Deferred tax 1s recogmsed, without discounnag m respect of all tumung differences bemwee the treatment of certain ttems for taxalion and accounting purpases whitch have ansen but not
reversed by the balance sheet date, except s otherwise required by FRS 19

Turnover

Turnover represents the amounts {excluding vakie added tax) denved from the provision of goods to customers  Tumnover 1s recogised when substantially all of the risks and rewards of
ownership have been passed to the ¢ustomer generally bemg at the powt at which goods are despatched to the customer

Share based payments

The share option programme allows employees 1o acquire shares of the Company The far value of optiens granted afier 7 November 2002 and those not yet vested as at the effcctive date of
FRS 20 15 recognrsed a5 an employee expense with a corresponding wncrease m equity The fawr value is measured at grant date and spread over the penod during which the employees become
unconditionally entitied to the opions The faur value of the options granted 1s measured using an option pricing model takng into account the terms and condingns upon which the options
were wanted The amount recogmised as an expense 1§ adgusted to reflect the actual number of share opuoas that vest except where forfeiture 15 only due to share pnices not achieving the
threshold for vesting.

For cash semled share based payment transactions, the fair value of the amount pavable ta the employee 1s recognised as an expense wath a coresponding merease m habilities The far value
\s measured at grant date and spread over the pertod dunag which the employees become uncendinonally entutled to payment  The fair value ¢ measured based on an option pricing model
takig W to account the terns and conditions upon which the mstruments were granted The Liability 1 revalued at each balance sheet date and senticement date with any changes to fair value
bewng recognised 1n the profit and loss account

Drvidends on shares presented withen shareholders’ funds

Dunidends unpaid at the balance sheet date are only recognised as a hability at that date 1o the extent that they are appropniately authorised and zre no longer at the discretion of the Company
Unpaid divmidends that de not imeet these wntena are disclosed in the notes to the financal siatements

10




2 Analysis of turnover

Goods sold by goegraphical market
Umited Kingdom

Continental Europe

The Americas

Other

11

Morganite Electrical Carbon Limited

Directors’ report and financial statements
Registered Number 01034653
For the year ended 1 January 2012

Turnover
2011 2010
£000 £000
8,185 13,517
10,755 9,989
1,556 1,547
4,686 3,880
25,182 28,933




3 Notes to the profit and loss account

Loss on ordinary acuivines before taxanon is stated

afier charging/(crediing)

Depreciation and other amounts written off tangible fixed assets
Cwned
Leased

Audiior’s remuneranon

Audzt of these financial statements

Research and development expenditure
Operating lease rentals
Land and buildings

Plant and machinery

Profit on sale of fixed assests

Foreign exchange losses/(gains)

Morgarute Electncal Carbon Limuted

Directors report and financial statements
Registered Number (1034633
For the year ended 1 January 2012

2011 2010
£000 £000
1,132 1,048
7 7

30 28
830 895
728 698
116 103
(25) -
20 (13)

Amounts recetvable by the Company s auditors and their associates in respect of services to the company and 1ts associates, other than the audit of
the Company’s financial starements, have not been disclosed as the information 15 required instead to be diselosed on a consolidated basts in the
cansohdated financial statements of the Company’s immediate and ulumate parent, The Morgan Crucible Company ple

12
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4 Remuneration of directors
2011 2010
£000 £000
Directors emoluments 233 421
Compensation for loss of office 80 76

The aggregate of emoluments and amounts receivable under long-term incentive schemes of the highest paid director was
£227,000 (2010 £163,000) He s a member of a defined benefit scheme, under which his accrued pension at the year end
was £2,129 (2010 £72,576) During the year, the hughest paid director recerved shares under a long-term ncentive scheme

Number of directors

2011 2010

Reurement benefits are accruing to the following number of directors under
Defined benefit schemes 3 4
The number of directors who exercised share opuions was - -
The number of directors i respect of whose services shares were received or receivable under long term 2 3

wncentive schemes was

13




5 Staff numbers and costs

Morganite Electrical Carbon Limited

Dhrectors report and financial statements
Registered Number 01034653
For the year ended 1 January 2012

The average number of persons employed by the Company {uncluding directors) during the year,

analysed by category, was as follows

Sales and marketing
Logistics
Manufacturing
Admrmistration

The aggregate payroll costs of these persons were as follows

Wages and salanes
Social secunty costs

Other pension costs

14

Number
2011 2010
16 15
32 3t
187 188
50 49
285 283
£000 £000
9,186 9271
815 301
638 7
10,659 10,779




6 Exceptional items

Redundancy and re-orgamsation

15
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2011 2010
£000 £000
469 796
469 796




7 Income from other fixed asset investments

Group income re bank guarantees

[ncome from loans to Group undertzkings

16
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2011 2010
£000 £000
109 119
- 18
109 137




8 Interest payable and similar charges

Finance charges payable 1n respect of finance leases and hire purchase contracts

17

Morganite Electrical Carbon Limited
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2011 2010
£000 £000
- 2
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9 Tanxation
Analysis of credit in pertod

2011 2010

£000 £000 £000 £000
UK corporation tux
Current tax on wncome for the penod (704) (323)
Adjustments ut respect of pnor persods (267) 51
Total current tax e (272)
Tax credit on loss on ordmary activihies —_(9_7’3 (272)
Factors affecting the tax credit for the current pertod
The current tax cred:t for the perod ts lower (2010 10wer) than the eftective standard rate of corporation tax m the UK
of 26 5% (2010 28%) The differences are explained below

2011 2010
£000 £000

Curren! tax reconcthanon
Loss on ordinary activities before tax (3,971) (2,18%)
Current tax at 26 5% (2010 238%) (1,052) (613)
Effects of
Expenses not deducuble for tax purposes 93 63
Depreciation for peniod in excess of capital allowances 274 283
Other ummg differences 34 -
Adjustments to tax charge n respect of previous penods 267) 51
Additional deduction for research and development {33 {36)
Total current tax credit (see above) (971) (272)

Fmance Act 2011 legislated the reduction n the UK corporation tax rate trom 28% to 26% with effect from 1 Apn12011 The Budget on 21 March 2012
meluded a reduction of the rate to 24% to be effective from | Apni 2012 This was substantively enacted on 26 March 2012 The 2012 Budget also stated

the intention to reduce the UK corporation tax rate to 23% from | April 2013 and to 22% from | April 2014

18




10 Tangible fixed assets

Cost

At beginuing of year
Additions

Disposals

Transfers berween 11ems
Atend of year
Deprecianon

At beginming of year
Charge for year

On disposals

Atend of year

Net book value

At 1 January 2012

At 2 January 2011

Morganite Electnical Carbon Limuted
Dhrectors’ report and financial statements
Registered Number 01034653

For the year ended | January 2012

Freehold  Plantand Fixtures, Paymentson Total
Land and machmery firings, accountand
buldings tools and assets i
equipment course of
construction

£000 £000 £000 £000 £000

1,995 15,443 207 1,116 18,763

- 214 - 1,165 1379

- {168) - - (168)

- 1,106 - (1,106} -

1,995 16,597 207 1,175 19,974

305 9,639 202 - 10,346

48 1,051 - - 1,139

- (168) - - {168)

553 10,562 202 - 11,317

1,442 6,035 5 1,i75 8,657

1,490 5,806 5 1,116 8,417

[ncluded 1n the total net book value of plant and machunery 1s £33,000 (2010 £41,000) in respect of assets held under finance leases

Depreciation for the year on these assets was £7,495 (2010 £7,495)

19




11 Stocks

Raw matertals and consumables
Work 1n progress
Finished goods and goods for resale

20
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2011 2010
£000 £000
1,642 1,500
2.358 2,420
1,408 1,177
5,408 5,097




12 Debtors

Trade debtors
Amounts owed by Groep undernakings
Qther debtors

Prepayments and accrued income

Morganite Electnical Carbon Limited

Drrectors” report and financial statements
Registered Number 01034653
For the year ended | January 2012

2011 2010
£000 £000
1,441 1,515
6,202 8.059

298 586

377 342
8,318 10,502




13 Creditors amounts falling due within one year

Bank loans and overdrafts

Obligations under finance leases and hire purchase contracts
Trade creditors

Amounts owed to group undertakings

Taxation and social secunity

Accruals and deferred income

22
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2011 2010
£000 £000
4,884 2,900
74 74
3,144 2,926
1,625 2,942
1,054 609
333 378
11,114 9,829




14 Provisions for habilities and charges

At beginning of year
Utihised dunng year
Addiional amounts prowided

Amounts released unused

At end of year

Motgamte Electncal Carbon Limited
Dnrectors’ report and financial statements
Registered Number 01034633

For the year ended 1 January 2012

Restructuring
provision
EQ00

57
n

139
(30

139

The Morgan Crucible Group continues a program of profit improvement plans The closing restructuring provision above of £139,000 relates to the

costs invoived in continuing this mprovement plan and 15 expected to be ineurred 1 the next twelve months

Deferred taxation

At | fanuary 2012 there are trading losses carmed forward 1n the company of approxumately £10 8 mllion (2010 £10 § mullion) No deferred

tax asset has been recogmsed i respect of these losses on the grounds that there 1s insufficient evidence that the associated asset

of £2 80 mullion (2010 £2 92 mullion) will be recoverable In addition, there are unrecogmsed deferred tax assets in respect of unclaimed

capital allowances on plant and machinery of £1 90 mulhon (2010 £1 95 nulhon)

23




15 Called up share capital

Allotted, called up and fully paid
43,837,000 (2010 43,837.000) ordinary shares of £1 each

24
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2011 2010
£000 £000
43,837 43,837
43,837 43,837




16 Share premium and reserves

At beginning of year

Loss for the year

At end of year
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Share Other  Profitand
premum reserves loss account
£000 £000 £000

37 15 (29,759)

- (3,000}

37 13 (32,759)
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17 Commitments and contingent habilities

Annual commitments under nen-cancellable operating leases are as follows

1011 2010

Land and Other Land and Other

buldengs buildings
£000 £000 £000 £000

Operating leases which expire

Withmn one year . 8 53 3
In the second to fifth years inclusive 3 81 - 15

Over five years 722 - 643
753 89 698 121

The Company pamcipates in a cash pooling armangement provided by The Royal Bank of Scetland ple with other UK Group Companies  As part of that pooling arrangement the
Company has provided a Guarantee for any Labaltties of the other participaung Companies to the bank

The Company together with a number of other group compames has provided guarantees to support the habilities of The Morgan Crucible Company ple
pursuant to the Groups revolving credst facility agreement entered mto 1n 2010 {RCF) and to support the habies of Morganite Indusimes Inc
under the terms of prvate ptacement notes raised i 2003 and 2007 (PP) The Group's RCF and PP are disclosed i the Annual Report of

The Morgan Crucible Company ple
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18 Pensions

The Company 1s a participating employer in The Morgan Pension Scheme and The Morgan Group Senior Staff
Pension and Life Assurance Scheme Both pension schemes provide benefits on a career-average re-valued earmings
(CARE) basis As the Company 1s unable to idenuify its share of the scheme assets and liabilities on a consistent

and reasonable basis, as permutted by FRS 17 *Retirement benefits’, the schemes have been accounted for in these

financial statements as 1f they were defined contribution schemes

The latest full actuanal valuations were carried out at 6 April 2009 and | Apnl 2009 respecuvely by a qualified
independent actuary

Details of these schemes and actuanal valuations are included 1n the accounts of the immediate and ultimate parent

undertaking, The Morgan Crucible Company plc

The pension cost charged 1o the profit and loss account in the year was £657,000 (2010 £707,000) Tozal pension
contributions outstanding at the year end amounted to £11,000 (2010 £11,000)

The Company 15 a participating employer in The Morgan Group Personal Pension Plan, 2 defined contribution scheme

opened during the yea~ The pension cost charged to the profit and loss account 1n the year was £1,000 !

Tetal pensien contmbutiens outstanding at the year end amounted to £NIL
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19 Employee share schemes

Share based payments

The Group operates varnious share option programmes that allow Group employees to acquire shares 1n the
Company Under the Long Term Incentive Plan (LTIP) and The Morgan Crucible Bonus Deferral Share
Matchung Plan (BDSMP) awards of shares are made to various key executives The Company also maintains an
all-employee sharesave scheme available to employees in the UK The grant date fairr value of options granted to
employees 15 recogmsed as an employee expense, with a corresponding increase in equaty, over the penod that
the employees become unconditionally entitled to the options The amount recogrused as an expense 15 adjusted
to reflect the actual number of share options for which the related service and non-market vesting conditions are
met

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

LTIP 2004 and BDSMP Monte Carlo model

Employee Sharesave Scheme 2004 Black-Scholes Merton model

The terms and conditions ot grants are as

follows

Grant date/Employees entitled/nature of  Method of Number of Vesting Contractual

scheme settlement instruments conditions life of options

accounting

Options granted to UK employees 1n 2011 Equity 471,732 Three years of 3 years

under the Employee Sharesave Scheme service

2004

Awards granted to semor employees in 2011 Equety 1,500,775 Three years of 3 years

under the LTIP 2004 service plus
sanstaction  of
performance
conditions

Awards granted to senior employees in 2010 Equity 827311 Three years of 3 years

under the BDSMP service plus
satisfaction  of
performance
conditions

Opuons granted to UK employees 1n 2010 Equuty 434,069 Three years of 3 years

under the Employee Sharesave Scheme service

2004

Awards granted to senuor employees 1 2010 Equuty 2,331,758 Three years of 3 years

under the LTIP 2604 service plus
satsfaction of
performance
conditions

Awards granted to semor employees in 2009 Equity 3,426,473 Three years of 3 years

under the BDSMP service plus
sansfacion of
petrformance
conditions

Options granted to UK employees 1n 2009 Equity 1,937,568 Three years ot 3 years

under the Employee Sharesave Scheme service

2004
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19 Employee share schemes {continued)
Grant date/Employees entitled/nature of  Method of Number of Vesting Contractual
scheme settlement tnstruments conditions Iife of aptions
accounting
Awards granted to semor employees in 2009 Equity 5,085,721 Three years of 3 years
under the LTIP 2004 service  plus
sanisfachon  of
performance
conditions
Awards granted to sentor employees 1n 2008 Equity 2,888,005 Three years of 3 years
under the BDSMP Service plus
satsfaction  of
performance
conditions
Options granted to UK employees in 2008 Equity 1,089,783 Three years of 3 years
under the Employee Sharesave Scheme service
2004
Awards granted to senior employees in 2008  Equity 2,691,123 Three years of 3 years
under the LTIP 2004 service plus
satisfaction  of
performance
conditions
Options granted to UK employees i 2007 Equity 856,885 Three vears of 3 years
under the Employee Sharesave Scheme service
2004
Awards granted to semor employees in 2007  Equity 1,540,000 Three years of 3 years

under the LTIP 2004

Performance criteria for LTIP 2004

service plus
satisfachon  of
performance
conditions

For awards under the LTIP 2004 the extent to which 50% of the awards vested depended on the Company's
Total Shareholder Return ('TSR") ranking agamst TSR of the other companies 1 the FTSE 350 measured over
the performance penod The extent to whuch the other 50% of these awards vested depended on the Company's
earnings per share (EPS') compared with the Retatl Price Index ('RPT"} The fult 50% vested if, over the three-
year performance penod, the Company's EPS increased by at least the sum of the annual RPI increase and 10%
per annum [f the Company's EPS increased by the sum of the annual RPI icrease and between 4% and 10%
per annum then the proportion of awards vesting would be interpolated between 15% and 50% If the
Company's EPS increased by the sum of the annual RPT increase and 4% per annum then 15% of the awards
would vest If the Company's EPS mcreased by less than the sum of the RPI increase and 4% per annum then

0% of the awards would vest

In 2008 changes were made to the performance critena attached to the LTIP 2004 for awards made 1n 2008 and
onwards For all participants excluding executive Directors the TSR performance criteria referred to above now
only related to 33 3% of awards made The extent to which the other 66 7% of these awards vest now depended
on the Company's EPS compared with the RPI The full 66 7% would vest 1f, over the three-year performance
period, the Company's EPS mcreased by at least the sum of the annual RP[ increase and 10% per annum If the
Company's EPS increased by the sum of the annual RPI increase and between 4% and 10% per annum then the
proportion of awards vesting would be mterpolated between 15% and 50% If the Company's EPS mcreased by
the sum of the annual RPI increase and 4% per annum then 15% of the awards will vest If the Company's EPS
wncreased by less than the sum of the RPI increase and 4% per annum then 0% of the awards would vest For
executive Director participants the conditions remamed unchanged from 2007
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19 Employee share schemes {continued)

In 2009 further changes were made to the performance criteria attached to the LTIP 2004 For all participants
the TSR performance critena referred to above now relate to 100% of awards made

In 2010 the performance crnitena attached to the awards granted pursuant to the LTIP 2004 reverted to a
TSR/EPS spht The TSR performance critena relate to 50% of awards made The extent to which the other 50%
of these awards vest will depend on the Company's EPS compared with the RPI The full 50% wall vest if, over
the three-year performance period, the Company's EPS increases by at least the sum of the annual RPI increase
and 10% per annum If the Company's EPS increases by the sum of the annual RPT increase and between 4%
and 10% per annum then the properuon of awards vesung will be mterpolated between 15% and 50% Ifthe
Company's EPS increases by the sum of the annual RPT increase and 4% per annum then 15% of the awards wall
vest If the Company's EPS increases by less than the sum of the RPI increase and 4% per annum then 0% of the
awards will vest [n addiuion, the 2010 LTIP awards were restructured to include an HMRC approved element
as part of the overall LTIP award

In 2011 the performance criteria attached to the awards granted pursuant to the LTIP 2004 for the Chuef
Executive Officer and the Chief Financral Officer contmued to be based on EPS growth and on relatrve TSR
performance The TSR performance critena relates to 50% of awards made The extent to whuch the other 50%
of these awards vest will depend on the Company's EPS The full 50% will vest 1f, over the three-year
performance pericd, the Company's EPS increases by at least 15% per annum If the Company's EPS mcreases
by between 8% and 15% per annum then the proportion of awards vesting will be interpolated between 15% and
50% If the Company's EPS increases by 8% per annum then 15% of the awards wall vest If the Company's EPS
mncreases by less than 8% per anaum then 0% of the awards will vest To support the new two-Divisional
structure i 2011 long-term 1ncentive plans for semor Divisional executives were tailored to the value creation
of each Division For the Chief Executive Qfficer of Morgan Ceramics 50% of the award 1s based on TSR and
50% on Divisional performance There must be an improvement 1n the underlying financial performance of
Morgan Ceramuics and the Company over the performance penod The Divisional portion of the LTIP will only
vest 1f stretching performance 1s achueved, with no vesting occurring unless Morgan Ceramics Divisional
EBITA growth is at least 12% per annum and return on capital employed (ROCE) 1s 35 7% m 2013, full vesting
will occur for Morgan Cerarmes Divisional EBITA growth of 18% per annum and ROCE of 40 7% For other
Morgan Ceramics executives 100% of awards are based on Morgan Ceramics Divisional performance, ROCE
and Divisional EBITA There must be an improvement in the vnderlying financial performmance of Morgan
Ceramics over the performance peniod The LTIP will only vest 1f stretching performance 1s achieved, with no
vesting occurring unless Morgan Ceramics Divisional EBITA growth 15 at least 12% per annum and ROCE 1s
35 7% 1 2013, full vesung will occur for Morgan Ceramics Divisional EBITA growth of 18% per annum and
ROCE of 40 7% For the Chuef Executive Office of Morgan Engineered Matenals 50% of the award 1s based on
TSR and 50% on Divisional performance There must be an improvement 1n the underlying financial
performance of Morgan Engineered Matenals and the Company over the performance pertod The Divisional
poruon of the LTIP will only vest 1f stretching performance 1s achueved, with no vesting occurring unless
Morgan Engineered Matenals Divisional EBITA growth 1s at least 10% per annoum and ROCE 15 33 7% 1n
2013, full vesting will occur for EBITA growth of 15% per annum and ROCE of 36 1% For other Morgan
Engineered Matenals executives 100% of awards are based on Morgan Engineered Materals Divisional
performance, ROCE and Divisional EBITA There must be an improvement in the underlying financial
performance of Morgan Engineered Matenals over the performance period The LTIP wall only vest 1f
stretching performance 15 achieved, with no vesting occurring unless EBITA growth in Morgan Engineered
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19 Employee share schemes (continued)

Matenals 1s at least 10% per annum and ROCE 1s 33 7% 1n 2013, full vesting will occur for EBITA growth of
13% per annum and ROCE of 36 1%

In addition, an improvement must be shown 1n the Company’s underlying financial performance
Performance criter1a for the BDSMP

Participants are able to defer up to 73% of thewr annual bonus into Company shares subject to approval by the

Remuneration Commuttee Participants must hold the deferred shares for three years o be eligible for a

matching award Matching shares may be earmed at the end of three vears in the event that a stretching EPS

target has been met !

Under the 2008 grant the Remunerauon Commuttee allowed participants to defer up to 50% of thewr annual
bonus into Company shares If the Company's EPS increases by RPI+4% pa there 1s 2 0 23< match, by RPI+5%
pa there 15 a 0 5x match, by RPI+7 5% pa there 15 a 1x match, by RPI+10% pa there 1s a 1 75x match and by
RPI+15% pa or hugher there 1s a 3x match There 15 straight-line vesting between these points If the
Company's RPI increases by less than RPI+4% pa, 0% of the matching award will vest

Under the 2009 grant the Remuneration Commuttee allowed participants to defer up to 50% of thewr annual

bonus into Company shares If the Company's EPS increases by 4% pa there 1s a 0 25« match by 5% pa there 1s

a 0 5x match by 7 5% pa there 1s a 1x match, by 10% pa there 15 a 1 753x match and by 15% pa or hugher there 15

a 3x match There 15 straight-line vesting between these pownts If the Company's EPS 1increases by less than |
4% pa, 0% of the matclung award will vest

Under the 2010 grant the Remunerauon Commuttee allowed participants to defer up to 75% of thewr annual
bonus tnto Company shares If the Company's EPS increases by RPI+4% pa there 15 a 0 25x match, by RPI+5%
pa there 15 a 0 5x match, by RPI+7 5% pa there 15 a2 1x match, by RPI+10% pa there 15 a 1 75X match and
RPI+15% pa or hugher there 15 a 3x match There 1s straight-line vesting between these pownts  If the
Company's RPI increases by less than RPI+4% pa, 0% of the matching award will vest

LTIP 2004 2011 awards
Far value at measurement date 228 33-
278 l4p
Share Price 300 50p
Exercise Pnce n/a
Expected welatiity (expressed as weighted
average volanhty used 1n the model) 45%
Opuon hfe (expressed as weighted average hife
used 1n the model) 3 vears
Expected dividends 26%
Rusk-free interest rate 1 8%
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19 Employee share schemes {continued)

BDSMP
There were no awards during 2011

Employee Sharesave Scheme 2004

Fair value at measurement date

Share Price

Exercaise Pnice

Expected volatility (expressed as weighted
average volatlity used 1n the model)

Option life {expressed as weighted average life
used 1n the model}

Expected dividends

Rusk-free (nterest rate

The number and weighted average exercise
prices of share options issued by Morgan
Crucible are as follows

Qutstanding at the beginning of the year
Granted during the year
Forfeited durning the year

Exercised during the year
Lapsed dunng the year

Outstanding at the end ot the year

Exercisable at the end of the year

Morganute Electrical Carbon Limited
Dhrectors’ report and financial statements
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2011 awards

62 82p

224 00p

213 00p

45%

3 years

25%

09%

2011 2013 2010 2010

Wetghted Number of Weighted Number of

average options average options

exercise price exercise price

37.86p 20,795,850 0 00p 20,119,192

59.88p 3,437,140 40 41p 4,005,075
(364,934)

114.49p 79 43p (716,976)

172.06p (1,265,605) 165 26p (200,440)
(4,622,848)

0.82p 8313p (2,411,001)

40.61p 17,999,603 37 86p 20,795,850

154.42p 1,123,641 162 69p 1,373,554

The fair value of services recerved m return for share options granted are measured by reference to the far value

of share options granted
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During the year, the Company carried out a number of transactions with related parties 1n the normal course of
business The names of the related parties, the nature of these transactions and therr total value 1s shown betow

2611 2011
Value of Receivablef
transactions (payable) at
year end
£000 £000

Purchase of production materials from
NP Aerospace Limuted 3 -
Assam Carbon Products Limuted 460 (1

Sale of production materials to.

NP Aerospace Limuted 139 25
Assam Carbon Products Lumited 1,117 1,101
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2010

2010

Value of Recervable

transactions

£000

4,624
483

314
1,048

/(payable)
at year end

£000

(79)

26
1.012
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21 Ultimate parent company and parent undertaking of larger group of which the company is a member

The directors regard The Morgan Crucible Company pic, incorporated m England and Wales, as being the Company's
immediate and ultimate parent undertaking The smallest and largest group in which the results of the Company are
consolidated is that headed by The Morgan Crucible Company plc The Consolidated accounts of The Morgan Crucible
Company plc are available to the public and may be obtained from 1its registered office situated at Quadrant, 53-57 High
Street, Windsor, Berkshire SL4 1LP
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