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Ricardo is a leading provider of
technology, product innovation,
engineering solutions and strategic
consulting to the world’s automotive
industries. 

Combining business, product and
process strategy with fundamental
technical research and the
implementation of large-scale new
product development programmes,
Ricardo is able to take on the greatest
challenges in the industry including
business strategy and restructuring,
process re-engineering, vehicle, engine,
transmission and driveline design,
engineering, testing and systems
integration

With a network of advanced and well-equipped technical

centres in the UK, North America, Germany and the Czech

Republic, Ricardo serves a wide and balanced customer

base represented by the leading global automakers,

vehicle component and system manufacturers, and

automotive regulatory agencies.  We also serve other

sectors such as motorcycle, heavy duty truck, off-highway,

military vehicle, marine and locomotive propulsion system

manufacturers, as well as leading teams in all formulae of

motorsport.

The need to minimise the environmental impact of future

vehicles is a major driver for our own technology research

programme, one of the principal means by which Ricardo

maintains its technological edge.  Recent benefits of this

approach are apparent, for example, in the leading

position Ricardo now occupies in the development of

hybrid vehicle systems and of clean diesel and gasoline

engine technologies offering improved fuel economy,

reduced CO2 and low regulated exhaust emissions. 

With our commitment to excellence, industry leadership in

technology and knowledge, our greatest asset is our

people, approximately 70 per cent of whom are highly

qualified multi-disciplined professional engineers,

consultants and technicians.  Together, our vision is to

make Ricardo the natural partner of choice for all our

customers in all sectors. 

Corporate Profile



2001 2002 2003 2004 2005
£’000 £’000 £’000 £’000 £’000

(restated) (restated) (restated)

Turnover 139,911 143,178 136,608 146,242 159,920

Profit before taxation, goodwill amortisation
and exceptional costs 15,118 16,672 16,119 1,800 8,351

Profit/(loss) for the financial year 10,643 12,061 12,184 (1,277) 7,079

Shareholders’ funds 47,640 55,809 62,860 55,663 58,799

Basic earnings per ordinary share before
goodwill amortisation and exceptional costs 22.3p 25.0p 25.4p 4.3p 16.2p

Basic earnings/(loss) per ordinary share 22.2p 24.9p 24.8p (2.6)p 14.2p

Dividends per ordinary share 7.8p 8.6p 9.0p 9.0p 9.0p

The three years ended 30 June 2003 have been restated following the adoption of UITF 38 Accounting for ESOP trusts.

The two years ended 30 June 2002 have not been restated following the change in accounting policy for software
recognition under FRS 5 application note G “Revenue recognition”.
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Group Five Year Summary

Turnover increased to £159.9m
Profit before tax and goodwill amortisation increased to £8.4m
Profit for the financial year increased to £7.1m
Earnings per share before goodwill amortisation 16.2p
Basic earnings per ordinary share 14.2p
Dividends per share 9p

Five Year Performance Record
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The extremely positive response given to the 320 km/h GT

concept at the 2002 Detroit show convinced Ford it should

build the car in time for its Centennial celebrations only

16 months later. Ford quickly set up a highly skilled team of

designers and engineers to bring the GT to reality, the 

so-called ‘Dream-team’ as described by Ford. The engine

would clearly be based on Ford’s largest all-aluminium V8,

but it would be modified to such an extent that 85 per cent of

the moving parts would be new. It would also be fitted with a

supercharger to give it 550 hp, very similar to the original Le

Mans-winning, 7-litre racing engine. Performance would be

staggering, with a top speed of 200mph (320 km/h) and 

0-60mph acceleration of 3.8 seconds.

The choice of transmission was not so straightforward. A

transaxle of the sort demanded by the GT would, by its very

nature, need to be of a bespoke design in view of packaging

considerations and also the immense torque it would have to

deal with. At the same time, the heavy shift quality that such

a robust transmission implies would not be acceptable any

more than a heavy clutch action; the transmission needed a

road car feel. But despite the inherent difficulties, any

purpose-built transmission would not only have to be

designed and built in a matter of months, but the process

would have to run in parallel with the development of the car

itself. With that in mind, it was not surprising that Ford

quickly began looking around for a supplier with a proven

track record in developing world class, high performance

transmissions. The search began and ended with Ricardo. 

The compressed timescale meant it was not feasible to wait

10 months for the first vehicle prototypes, so Ricardo was

able to use a six-speed variant of a previous Ricardo product

as the mule car transmission. As a result, Ford was able to

run vehicles complete with a prototype transmission by

July 2002, just six months after the concept’s unveiling at

Detroit. A strong analytical focus was required to support the

extremely tight development timescale, something which is a

hallmark of Ricardo’s design process. The Job One prototype

vehicle had to be delivered in June 2003 as a preliminary to

the implementation of full vehicle production in March 2004. 

Traditionally the transmission supplier is responsible only for

the delivery of the mechanical unit. However, in this case

Ricardo’s responsibility was both as designer and

manufacturer of the new transmission, and developer of the

associated sub-systems including the clutch, its actuation

system, the external gearshift system back to the cabin and

the drive shafts. 

The production Ford GT transmissions were assembled at

Ricardo’s assembly facility in England, with many of the

components sourced from a range of specialist low and high

volume suppliers and certain critical components made at

existing Ricardo manufacturing facilities. The scale of the

operation was amongst the greatest challenges of the

programme, which in terms of volume was an order of

magnitude greater than for typical motorsport or specialist

transmission projects. 

The end result is no ordinary car, and part of its success is

due to the outstanding transmission system developed to the

highest standards in record time. The compressed

timescales provided a further challenge that most suppliers

would find impossible to cope with and which left no room

for error. In addition, the transmission design not only has to

handle the immense performance of the 200mph Ford GT,

but deliver the tactile properties in both gearshift and clutch

operation appropriate to a production car. Press feedback

has been positive, with consistent praise for the new

benchmark in manual transmission gearshift quality. For

Ricardo, the Ford GT project was quite unlike any other, and

one whose transition into full-scale production was a

moment to be savoured. 

Design and manufacture of the Ford GT transmission





Systems integration for the HUMMER H1 Alpha
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There can be few more iconic American vehicles than the

HUMMER H1, the civilian derivative of the truck colloquially

known by US forces as the “Humvee”. With the H1 having

been in the market for a number of years, General Motors

(owners of the HUMMER brand) and AM General

(manufacturer of the HUMMER range) decided that it

deserved a new lease of life. The new H1 Alpha was to have

a host of improvements and refinements, the most

significant of which was to be a new, more powerful and fuel

efficient 6.6 litre Duramax Turbo Diesel and 5-speed Allison

transmission. Having worked with Ricardo on the

development programme for the smaller HUMMER H2, both

GM and AM General were familiar with Ricardo’s skills and

capabilities and hence selected the company to support the

development of the new H1 Alpha. 

To ensure effective communications and close co-operation,

the Ricardo engineering team was located at AM General in

the Detroit suburb of Livonia throughout the two year

duration of the programme. The seamlessness with which

the engineering work was managed was such that the team

effectively became an extension of AM General staff for this

programme. In addition to acting as the powertrain systems

integrator, Ricardo directly supported the product

manufacturing launch programme with engineers working at

the production plant and assisting in taking every build

phase into saleable form. 

A major focus of the programme was achieving the

necessary emissions compliance to take the product

through until 2007, at which time future US heavy-duty

vehicle emissions regulations will start to apply. The

opportunity was taken to improve many aspects of the

vehicle, with particular emphasis on powertrain and driveline

noise, vibration and harshness characteristics. Although the

planned changes made to the vehicle centred on the

integration of the new powertrain, unanticipated knock-on

effects had to be solved as the programme proceeded. Some

of these were far-reaching: to accommodate the new engine,

the vehicle body was raised by two inches, reconfiguring the

entire body and chassis interface. There were changes to the

fuel, induction, exhaust and catalytic converter systems. The

powertrain electrical system was also switched from

analogue to digital, meaning several new wiring harnesses

were needed. 

As the new powertrain package was physically larger than its

predecessor, it was necessary to introduce a completely new

front propshaft arrangement to accommodate the larger

driveline angles. The Ricardo team also worked on the

outboard geared wheel hubs, which are a characteristic

feature of the H1. Previous straight-cut spur gears were

replaced with helical-cut gear sets to reduce the gear growl

noticeable during vehicle deceleration. With a new 6.6 litre

engine producing 300 horsepower and 520 lb-ft (705 Nm)

torque, a larger cooling pack was needed, incorporating six

separate component-specific coolers. An analysis-centred

approach allowed Ricardo’s thermal systems engineers to

model the vehicle driving under various loads and

conditions. The end effect of three months of modelling work

was a fully working virtual model of the entire cooling

system, allowing the first prototype parts to be correctly sized

and for the vehicle to meet its cooling requirements during

its first thermal test trip to Death Valley in California. One of

the key components that changed as a result of the cooling

pack modelling was the radiator cooling fan. The innovative

solution of a geared fan drive was designed by Ricardo

transmissions and driveline engineers in the UK, designing,

validating and manufacturing this unit within five months

compared with the 12 to 14 months typical for such work.

Ricardo engineers not only helped develop the vehicle but

were also on hand to support the plant launch, from pilot

builds through to Job One and for the first ninety days of

production. Working with Ricardo has provided longer term

process benefits for AM General, which is starting to

incorporate some of the programme management tools

introduced by Ricardo, tailored to its own needs, into its

other product development programmes. 

With a 46 per cent increase in horsepower, an 18 per cent

gain in torque, reduced cabin noise, an 18 per cent

reduction in 0-60 mph acceleration time and an

improvement in fuel economy, the new H1 Alpha attains a

new level of refinement and performance – without, of

course, compromising one iota of its famed rugged military

heritage and off-road capability.

Detroit placed the Chrysler Group firmly within the supercar

league. Powered by a quad-turbo V12 capable of delivering

850 hp and 1150Nm of torque all the way from 2500 rev/min,

the sleek two-seater is equipped with an innovative and high

performance transmission system developed by Ricardo. 

Ricardo has a well deserved reputation as a world-leader in
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HyTrans: a hybrid van delivering a 21% fuel savingHyTrans: a hybrid van delivering a 21% fuel saving

With the rising popularity of just-in-time commercial

deliveries, Internet based home shopping and other direct-to-

consumer channels, urban deliveries using mid-sized diesel

vans represent an increasing source of commercial vehicle

fleet fuel consumption and CO2 emissions. Recognising the

unique challenges of this vehicle type and duty, the HyTrans

project was established by Ricardo in partnership with Ford

Motor Company, Valeo SA and Gates Corporation, to develop

and test a micro-hybrid vehicle based on the highly popular

Ford Transit. The environmental importance of this one-year

research programme was reflected in financial support

provided by the UK Department for Transport, in the form of

grants managed by the Energy Savings Trust.

A diesel micro-hybrid solution such as that implemented in

HyTrans is particularly well suited to urban door-to-door

delivery cycles. It enables energy to be recaptured and the

engine to be stopped and re-started automatically during the

frequent braking and stopping events typical of this form of

vehicle usage. The solution not only generates potentially

substantial fuel savings but is comparatively inexpensive to

implement and requires no more maintenance than a

standard diesel vehicle. For drivers of HyTrans too, no special

operation of the vehicle is required and performance should

be identical to that of the baseline Transit. Following an

initial warm-up period where the vehicle control strategy

inhibits stop/start operation until the catalyst has achieved

its light-off temperature, the engine will stop automatically

whenever the vehicle is stationary with the engine at idle and

with the gear lever in the neutral position. Restart is effected

as soon as the driver starts to depress the clutch pedal and,

due to the high torque capacity of the belt-driven combined

starter/alternator developed by Valeo, the engine is already

running before gear selection is completed. Additional

benefits provided by the system include the elimination of

tiresome idle noise and vibration which can contribute to

driver stress and discomfort in congested traffic situations.

Usefully, too, the system prevents stalling when moving off

from rest.

Ricardo was the HyTrans project leader and took primary

responsibility for vehicle modelling, control system design

and integration of the micro-hybrid system including design

and build of the converted research vehicle. Due to the

central nature of the company’s involvement in the project,

the bulk of the research and development work was

undertaken at Ricardo. The HyTrans research vehicle is

based on the T280 Diesel Ford Transit to which an advanced

36V lead acid battery and Valeo 4kW 42V belt-driven

combined starter/alternator, 14/42v DC/DC converter and

battery management system have been fitted. The belt-driven

combined starter/alternator is connected to the engine

through a Gates-designed Front End Ancillary Drive (FEAD)

system and the vehicle’s stop/start and regenerative braking

functions are managed by a Ricardo supervisory control

system embedded in a production-derived engine

management unit.

In order to rigorously evaluate the HyTrans concept, the

vehicle was tested by Ford over both the legislated New

European Drive Cycle (NEDC) and two real-world drive cycles

based on the acquisition of in-service usage data from the

commercial urban delivery vehicle fleets of large Transit

customers. While significant fuel consumption savings were

shown for all three cycles, those for the door-to-door cycle

showed savings of over 21 per cent. 

The project partners estimate that the technology embodied

in a future commercial product based on HyTrans would be

reflected in a slightly increased purchase price compared to

a conventional diesel vehicle, but that this would be more

than offset by fuel consumption savings over a typical

service life of 3 to 4 years of urban delivery. The HyTrans

vehicle is currently undergoing a 12-month demonstration

and test programme which will see it being driven and

appraised by fleets and other prospective customers. The

viability of a product based on HyTrans going into production

will be reviewed by Ford in early 2006.
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In order to meet the requirements of powering its range of

high quality products to 2020 and beyond, construction

equipment manufacturer JCB engaged Ricardo as one of its

partners to develop its first ever in-house engine. The JCB

product range has dramatically expanded from just a few in

the 1960s to 186 today, spanning everything from micro

excavators to heavy earthmovers. Along with the proliferation

of its product offering has come a parallel expansion in the

number and types of engine needed; until the advent of the

new JCB444, all these were bought-in units from third-party

suppliers. Inevitably, the specification of each off-the-shelf

engine would represent something of a compromise

between the conflicting requirements of the many different

customers and applications it had to satisfy. JCB realised

that developing its own engine would give it a powerful

opportunity to provide its customers with a dedicated power

unit closely tailored to the specialised requirements of each

of its principal machine families.

The company knew that any engine bearing the JCB brand

would have enormous expectations attached to it. The new

engine was to go into JCB’s biggest-selling products, its

signature backhoe loader and telescopic handler, so it went

without saying that the design had to be of world-class

standard in every aspect of its performance. Ricardo had

already supported JCB on other programmes, so the two

firms reached a rapid understanding of what was needed for

the first-ever JCB engine. Central to the business case for an

ambitious new generation of engines was for those engines

to be advanced enough to be several steps ahead of the

emissions legislation when they were launched. Prototype

engines, designed and built at Ricardo in a remarkable nine

months and structured around an architecture capable of

accommodating the anticipated emissions and noise

requirements for the following 15 years, immediately hit all

their targets. By incorporating the crankcase bedplate, four

valve head and rear gear train from the very start, Ricardo

and JCB ensured minimum on-cost compared with a

conventional design.

Throughout the programme, Ricardo engineers and

manufacturing specialists worked alongside their

counterparts at JCB to ensure maximum efficiency in

manufacture, assembly and servicing. Three versions of the

4.4 litre design were developed – naturally aspirated,

turbocharged and turbo-intercooled, and each was

optimised for manufacture. These units were tested in every

possible way to confirm their performance and durability. In

August 2003 JCB publicly announced that it was to

manufacture its own engines, with Sir Anthony Bamford,

chairman, declaring that “the JCB engine will give higher

performance than existing engines and also comply with

future worldwide emission requirements. The engine when

manufactured will enable JCB to supply the best possible

powertrain package for its customers”.

Besides giving JCB long-term strategic independence, one of

the key benefits of the in-house engine programme is that it

allows the company to respond to the demands and

preferences of its wide and varied customer base: engines

can be closely tailored to specific applications in a way that

would have been impossible with an off-the-shelf engine. An

excellent example of customer-wish becoming production

reality is the great emphasis the JCB444 places on low-down

torque. This is a particularly important performance benefit

for loader applications when the operator has to drive into

the pile and does not want to lose momentum by having to

change gear. Ricardo was able to design these desired

characteristics into the engine through careful matching of

the diesel injection systems, valve timing and turbo

characteristics, as well as sophisticated combustion

chamber shaping. Awareness of upcoming legislative steps

on noise led directly to the adoption of a bedplate lower

crankcase construction, making the structure more rigid and

cutting raw noise emissions to industry-leading levels. Initial

noise testing on the first stage of prototypes showed that the

JCB444 was the quietest engine of this type Ricardo had

ever tested.

Ricardo’s involvement continued throughout the

manufacturing set-up phases and extended right through to

start of production and days into the volume build. In the

words of Dr. Tim Leverton, JCB Group Engineering Director,

“The quality we are achieving is world class. For the launch

phase of an engine we really feel that we have achieved

something good, and that reflects back on everybody who’s

been involved in the fundamental engineering of the engine.”

Ricardo develops new heavy-duty diesel engine for JCB
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The Asia-Pacific region offers some of the most significant

growth opportunities presented to the world’s automotive

industry for many decades. This is a highly diverse region

which combines both the globally exporting, high quality and

technology-driven brands of the Japanese automakers and

the unprecedented growth potential of both the indigenous

and joint-venture manufacturers in rapidly expanding

markets such as China and India. Ricardo has positioned

itself to benefit from the opportunities represented by the

national markets throughout this vibrant region. The

company has long led the way in adapting its product and

service offering to meet the needs of its customers, wherever

they are located. Empathy with local cultural and business

norms and local presence are significant elements in

bringing Ricardo’s high quality technology, products and

services to these dynamic and exciting, yet also highly

demanding, markets. 

Japan is one of the most technologically sophisticated

markets in the global automotive industry. It is also huge,

with Japanese automakers currently assembling more light

vehicles than either the US or European industries. Ricardo

is particularly suited to this highly demanding environment.

As a product development specialist Ricardo finds a perfect

match in the high technology and quality focus of the

Japanese automakers, together with their aggressively short

development programme timescales. While Ricardo is no

stranger to Japan, having first entered the market over forty

years ago, the period since 2000 has seen particularly rapid

development. Changes in outsourcing policies and

increasing alliances with North American and European

automakers have helped Ricardo’s Japanese order intake to

grow by 900 per cent in this period. To facilitate further

penetration of the Japanese market, Ricardo has recently

established a new office in central Tokyo and is actively

recruiting Japanese engineers to work alongside the existing

Ricardo team. With this solid investment Ricardo is able to

deliver its products and services competitively in one of the

world’s most technically and commercially challenging

markets. 

China is also a highly promising market for Ricardo. It has a

population in excess of 1.3 billion, yet its vehicle density is

currently as low as 10 vehicles per thousand people,

compared with 500 and 750 respectively in Germany and the

United States. Clear opportunities exist for Ricardo: these

range from the western joint-venture manufacturers to the

indigenous Chinese automakers and the emerging local

automotive component supply chain. Ricardo has been

active in China for many years and understands well the

distinct requirements of its Chinese customers. A particular

driver for Chinese automakers and suppliers is the need to

develop future in-house engineering capabilities. Technology

transfer is thus a major part of the Ricardo offering,

providing both state-of-the-art engineering services as well

as professionally managed technology transfer in a manner

respectful of background intellectual property rights. The

success of the Ricardo approach has been demonstrated by

a number of significant programmes currently underway by

joint development teams of Ricardo and customer engineers

both in the UK and in China. The commitment of Ricardo to

the future development of its presence in China has been

clearly demonstrated by the opening of a new office in

Shanghai in July 2005.

Korea currently stands as the world’s sixth largest

manufacturer of automobiles and ranks 10th globally in

terms of its domestic sales. Ricardo was active during the

rapid development of the indigenous motor industry through

the 1980s and early 1990s, pioneering the approach to

technology transfer that is now being applied so successfully

in China. Building upon these successful and long-standing

business relationships, the Korean automakers remain

significant customers of Ricardo. The last five years has seen

a steady growth in Ricardo’s business in Korea, particularly

sales of proprietary software and support for diesel engine

product development. Future world-wide legislation for

emissions is a key driver for the company’s business in this

market place and the complexity of achieving good

driveability whilst achieving these emissions standards is

also driving vehicle systems integration activities. Ricardo

expects that it will continue with strong growth in Korea. 

India produces around six million two-wheelers, one million

passenger cars and multi-purpose vehicles and 300,000

commercial vehicles annually. As such it ranks second in

the world for two-wheelers, fifth in the production of

commercial vehicles and thirteenth in passenger cars. The

Indian automotive industry has long been a customer of

Ricardo products and services. With the rapid and

continuing development of the Indian economy, including

the construction of new highways and the implementation of

emissions standards, the growth in demand for vehicles as

well as the high quality engineering services of Ricardo looks

set for further significant growth.

A developing presence in Asia-Pacific
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Marcus Beresford CBE (Chairman)
Marcus Beresford was appointed a non-executive director on 1 October 2003 and chairman on
1 January 2004. He is 63 years old. He has had a long and distinguished career in the engineering
industry, principally with Smiths Industries, Siemens and GKN. He joined the Board of GKN plc in
1992 and was appointed Chief Executive in August 2001, a position he held until he retired in
December 2002. He is currently a non-executive director of Cobham plc and Spirent plc. He is a
fellow of the Institution of Electrical Engineers. Outside the engineering industry he has held various
posts, including being a member of the Advisory Committee on Business and the Environment and
a Council Member of the Open University.

Ian Percy, CBE (Non-Executive Deputy Chairman)
Ian Percy, who is 63 years old, was appointed a non-executive director on 1 July 2000 and is the
senior independent director. He is Chairman of Companies House, deputy chairman of The Weir
Group plc and a non-executive director of a number of private companies. Former positions include
Chairman of the Accounts Commission for Scotland and President of the Institute of Chartered
Accountants of Scotland. He is an Honorary Professor of Accounting at Aberdeen University.

Michael Harper (Non-Executive)
Michael Harper is 60 years old and was appointed a non-executive director on 24 June 2003. He was
Chief Executive of Kidde plc until he retired from that position in March 2005. He is currently
Chairman of The Vitec Group plc and a non-executive director of UMECO plc, BBA Group plc and
Catlin plc.

Rodney Westhead (Chief Executive)
Rodney Westhead, who is 61 years old, was appointed Chief Executive on 13 November 1996. He had
previously been Finance Director having been appointed to that role on joining Ricardo on 2
December 1992. Before joining Ricardo he was a partner in Grant Thornton for 14 years, holding a
number of positions including managing partner of their London Office. As previously announced,
he will be retiring as Chief Executive and as a director at the Annual General Meeting and
accordingly will not be offering himself for re-election. He is a non-executive director of Mouchel
Parkman Group plc, AEA Technology plc and Carter & Carter Group plc.

David Shemmans (Chief Executive Officer Designate)
David Shemmans, 39, joined Ricardo in 1999 as senior business development manager for Ricardo
Consulting Engineers (“RCE”). In 2002 he was appointed Business Development Director for the
Ricardo Group and in December 2003, Managing Director of RCE. He was appointed to the Board as
Chief Executive Officer Designate and Managing Director International Operations on 17 February
2005. Prior to joining Ricardo he was Operations Director and co founder of Wavedriver Limited 
(a subsidiary of PowerGen plc). He has also gained consulting and management experience in both
listed and private companies. He holds a degree in electronics from UMIST and is a graduate of the
Harvard Business School.

Andrew Goodburn (Finance Director)
Andrew Goodburn is 58 years old, having qualified as a Chartered Accountant in 1969. He trained
with KPMG before joining the Bowthorpe Group where he spent 11 years in various financial and
commercial roles. He then spent 13 years in management consulting. He joined Ricardo in 1993
and was subsequently appointed Finance Director of Ricardo Consulting Engineers Ltd. He was
appointed Group Finance Director on 7 April 1997. He is a non-executive director of Caffyns plc.

Board Members
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Jeremy W. Holt (Executive Director)
Jeremy Holt joined Ricardo in 1998 as President of Ricardo Inc. He was appointed to the Board in
January 2001. He continues to be responsible for the operations of Ricardo in the Americas as well
as recently having responsibility for Ricardo’s global software business. Prior to joining Ricardo he
held various international positions within the T&N Group. He is 44 years old, UK born and a
naturalised citizen of the US.

Stephen Parker (Executive Director)
Aged 52, Stephen Parker joined Ricardo on 1 August 2002 as the Managing Director of Ricardo
Strategic Consulting from A T Kearney, one of the world’s leading management consulting
practices, and was appointed to the Board on the same day. At A T Kearney he was employed as a
Vice President of their Global Automotive Practice having responsibility for the provision of strategy
and operational consulting to the executive teams of both automotive manufacturers and Tier 1
suppliers. Previous roles include Director of Business Development and General Manager Perkins
Technology at Perkins Engine Group, a position he held for 8 years, as well as 8 years at PSA
Peugeot Citroën.
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Review of the year

2005 has been a much better year with a marked improvement in performance in the UK and a steady growth in the

order book which closed at the end of June at the highest level for a number of years. Profitability improved generally as

the impact of earlier restructuring took effect but has not yet recovered to acceptable levels in some of our businesses,

nor for the Group as a whole. Nonetheless our second half trading has laid the foundation for further improvement.

Annual Results
Profit before tax, goodwill amortisation and exceptional costs rose to £8.4m from £1.8m last year. Net borrowings at the
year end were £11.3m compared with £10.3m last year, reflecting the growth in working capital as activity levels
increased. The preliminary results of the triennial valuation of the Pension Fund, which indicate an increase in the deficit
to £22m, is likely to result in an increase in the Company’s cash contribution of £1.6m per annum. Although the fund is
now closed, this represents a significant drain on the Company’s future cash flow.

Dividend
The Board has decided to hold the total dividend this year at 9.0p per share.

Strategy
Good progress has been made, particularly in two areas. Our focus on China has led to a number of important new
contracts with new Chinese clients and the award of our contract with SAIC is testimony to the reputation we are rapidly
building in the territory. The other noteworthy success is in Strategic Consulting which is now profitable and growing
steadily. The importance of Strategic Consulting is not only in its own growth potential but the opportunities that it can
also open up for our technology consulting.

People
On 18 February 2005 we announced the appointment of Dave Shemmans as CEO designate to take over from Rodney
Westhead when he retires as a director on 4 November 2005. I know that Dave will make a great leader for Ricardo and
look forward to working with him over the coming years.

I would like to take this opportunity of paying tribute to the considerable success with which Rodney has led the
Company over these last 9 years, and to wish him a long and very happy retirement.

Peter Ward resigned from the Board on 31 March 2005 to take up the Chairmanship of another company. I thank him for
his support and guidance to the Company over the last six years and wish him every success for the future.

Dr. Clive Hickman resigned from the Board on 31 August 2005 to pursue his career elsewhere. I thank him for his
contribution to the Company and wish him success for the future.

I would also like to thank my Board colleagues and all the Ricardo team for their hard work and support throughout the
year. The motor industry is a hard task master and the current market climate continues to make life very demanding for
all of us in the industry. Our progress in the year is a tribute to their continual commitment and enthusiasm.

Prospects

Despite the continuing difficult automotive market in both Europe and the USA, our broadening customer and

geographic base enables the Board to be confident of further steady progress in the years ahead.

M Beresford

19 September 2005

Chairman’s Statement



Business overview

I am pleased to report that all areas of the business have seen improved results in the last year with all operating

businesses profitable. Strategic Consulting and Ricardo UK performed particularly well, and our order book at £70m

(2004: £58m) has significantly improved during the year with major gains in Asia. The developments of electronics and

strategic consulting continue to widen Ricardo’s appeal and enhance our added value offering to our customers. 

Our recovery in the year proceeded well, with better than anticipated growth in both our order book and in Asian

markets. We still have a long way to go to achieve historic growth rates and levels of profitability, however good progress

has been made and the UK, USA and Strategic Consulting are all well ahead of last year. The confidence in the business

going forward is good.

UK

The UK performance improvement has been supported by the continuing growth in electronics and the Chinese

automotive expansion. This has reversed a previous decline in the world-wide engine and the mechanical development

market and as a consequence our engine division performed particularly well. 

The opening of an additional office in the Midlands to support our contract with SAIC underpins all of our UK activity.

Transmission and vehicle engineering have both improved their order books after a tough trading year and start the new

financial year in much better shape. In particular, the military vehicle market continues to provide useful additional

business to the traditional passenger car market. Transmissions now has a secure, low volume manufacturing base and

is also beginning to benefit from a pick up in the development market. We continue to grow our Prague office as a low

cost support base for the UK operations and will now be adding electronics engineers to the existing team of computer

aided design and software development there. 

USA

The USA had a satisfactory year with profits increased over 50% and the order book up nearly 40%. This result was

generated from our traditional market place together with increasingly active heavy engine and military markets. These

performance improvements are particularly pleasing given the difficult market conditions that the traditional US car

manufacturers face.

Germany

In Germany, all companies who service the automotive market face challenges from the weak domestic market,

including Ricardo. Two of the major German car companies in particular are facing difficulties, so we are pleased that

our business has achieved a near 50% increase in profits and only a very slight reduction in the order book, although the

outlook for the new year clearly remains testing.

Asia

I concluded my review last year with the comment that Ricardo was well placed to help the Asian countries achieve their

automotive ambitions. We are seeing the benefits of these developments far sooner and on a larger scale than we had

anticipated. 

During the year, order intake in Japan tripled to 13% of all orders and similarly orders from China have grown from

virtually zero to over 15%. There is a dramatic shift in emphasis for the automotive world from historically dominant

markets of North America/Europe to Asia. The opening of our new offices in Tokyo and Shanghai, which we report as a

cost, is most timely and will ensure we continue to capitalise on opportunities as they arise. 

As well as China and Japan, we are also seeing growth from India, Korea and other markets with aspirations to create

their own automotive development capability. These markets will bring their own commercial challenges but make a

most welcome addition to the traditional markets of Europe and the USA with their overcapacity and high cost

problems. 
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Strategic Consulting

Strategic Consulting is now well established and has had an excellent year turning a significant start-up loss into a very

good profit and has also delivered a five-fold increase in the order book. 

This has been achieved by teams in Europe, USA and Asia against competition from the major international

consultancies. The combination of our traditional technology capability, coupled with our newer strategic advisory

service with deep industry knowledge and a focus on delivering tangible results, is a very successful formula with our

client base and one with considerable potential for further development. 

We envisage this growth will also have an influence on our traditional business which is likely to adopt some of the

strategic methodologies, particularly in business development and approach to clients.

Research and development (R&D)

Internal research investment remains a key part of the Ricardo business strategy, creating tangible in-house solutions to

industry challenges and differentiates Ricardo from lower added value routine engineering resource providers. 

Future needs are currently dominated by the demand for cost effective reductions in carbon and exhaust emissions,

together with improvements in vehicle safety. Also customers are keen to reduce the time and cost of product research

and development as a key requirement for new models, which drives an increased need for us to deliver more robust

tools and processes in product development, including control and safety critical software.

In line with the drive towards more cost effective research processes, Ricardo has focused on creating more

collaborative research programmes. Most internally funded research now attracts collaborative support from a range of

automotive customers, often with added government funding in the US, Europe and the UK.

2S/4Sight Lower Fuel Consumption Programme

A good example of a collaborative research programme with UK Government support has been the 2S/4Sight research

programme. 

The 2S/4Sight concept uses a combination of downsizing and boosting to reduce internal friction, resulting in lower fuel

consumption and therefore carbon emissions. Uniquely this concept has addressed the low speed torque deficiency

historically exhibited by small, high performance engines. 

2S/4Sight operates predominantly as a four stroke engine for good exhaust emissions control but is configured to switch

to two stroke operation to deliver higher torque when demanded at low engine speeds. 

Work to develop the combustion system has been successfully completed, based on a patented Ricardo configuration,

whilst the focus is now on developing transient switching strategies to provide seamless changes between two and four

stroke operation. Current estimates predict fuel economy benefits for this concept of around 25% compared with a

conventional gasoline engine, with overall costs similar to that of a diesel engine.

R&D of this nature produces our products and technologies for tomorrow’s market place.

Advancing Control & Electronics 

Advances in control and electronics capabilities are at the centre of many internally funded research programmes, as

they are often the key to operation of engines and transmissions in more efficient operating regimes. 

Ricardo has produced a very flexible and powerful prototype engine and vehicle management system for investigating

new control approaches. These flexible units are now in use on five major internal research programmes and many more

have been purchased by our customers for their own research.

Chief Executive’s Review
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Improving Road Safety

A third key R&D area for Ricardo is to help clients meet ambitious global targets to cut road deaths.This has driven an

increased requirement for active safety technology, using advanced sensors, actuators and control and electronics to

prevent vehicle accidents. 

Ricardo has identified interactions between safety-critical vehicle subsystems and software as a key area for research.

Validation of safety-critical software using traditional analysis is creating major challenges due to the vast quantity of

code now required for vehicle systems and susceptibility to human error in any manual process. 

To address the need for more automated, less error prone analysis, Ricardo has initiated a programme to create tools

and processes for automated reliability and multiple failure mode analysis. Our approach and work to date offers major

benefits compared to traditional analysis and has attracted significant customer interest.

Operating and Financial Review

Next year we will be required to include an Operating and Financial Review (OFR) as part of the year end review, and

your Board is pleased to report that all necessary preparation has been done to achieve this. 

As part of the OFR, we will demonstrate our work in the environmental arena. Our day to day operations have very little

direct impact on the environment as our business is essentially office based. However, the product of our R&D and client

programmes have a very direct impact because much of our work is aimed at reducing both emissions and fossil fuel

consumption and in the future will be increasingly focused on helping to reduce road deaths and accidents, likely to be

the world’s third biggest killer by 2020.

Legislation continues to be a key driver for our growth in these areas, as automotive manufacturers work to make new

models meet future targets, and reflects the importance of our R&D programme in meeting the future challenges for our

clients.

An example of this is emissions legislation and the “road map” below illustrates the framework within which Ricardo

plans its research and development in this area.

Improving the Environmental performance of Vehicles

Emission Legislation Roadmap: Legislation continues to proliferate worldwide, and is especially challenging for diesel

engines. Ricardo is engineering solutions for manufacturers to achieve current and near future legislation, and Ricardo

research demonstrators show how future legislation can be achieved.

Legislation
(including that
speculated for

the future) Emission reduction – Europe

Customer Programs
CAE Tools WAVE, VECTIS
Euro 5 Demonstrator

Advanced Combustion Research
Low Emission Diesel

GREEN Truck Engine
Ricardo R&D

2000 2005 2010 2015 2020

Oxides of Nitrogen (NOx) Particulates Carbon Dioxide

2000 2005 2010 2015

120%

100%

80%

60%

40%

20%

0%

E
m

is
si

o
n

 c
o

m
p

ar
ed

 t
o

 2
00

0 
b

as
el

in
e



18 Ricardo plc Annual Report & Accounts 2005

Legislated limits for key exhaust emissions are already a tenth of what they were in 1990, and in some cases are likely to

drop to a quarter of today’s levels in the next decade. Vehicles must achieve this environmental performance while

meeting increasing customer expectations for performance, safety, comfort and value. The development of technologies,

tools and processes to deliver vehicles with improved exhaust emissions has been a mainstay of Ricardo’s R&D

investment for many years. As indicated on the diagram above, this investment has already delivered:

● A diesel passenger car demonstrating emissions performance compatible with the likely requirements of “Euro

5” legislation, as a result of collaborative research with the former Fiat-GM Powertrain (FGP) and VROM, the

Dutch Ministry of Housing, Spatial Planning and the Environment.

● An advanced Combustion Research programme, in collaboration with several UK and foreign Universities,

which has built scientific understanding of the mechanisms by which exhaust emissions form in the engine. 

Ricardo is also engaged in an increasing number of production programmes to develop lower emission products for the

second half of this decade. Looking further to the future, Ricardo is investing in low emission technology for truck

engines; solutions for passenger car diesels that are compatible with the very demanding US legislation; advanced

control technology for ultra-clean combustion; and further development of the engineering tools that will support this

new generation of technology.

These programmes include the development of Hybrid vehicles and “Low Carbon” powertrain technologies for market

introduction in the second half of this decade, including: 

● I-MoGen, a cost-effective Diesel Mild Hybrid demonstrator car demonstrated in 2002, which continues to

showcase Ricardo’s expertise in Hybrid systems integration, Advanced Control, and efficient engine technology.

● Dual Clutch Transmission technology, which offers the smooth driving experience of an automatic gearbox with

the fuel efficiency of a manual. Ricardo technology has recently been showcased on the Chrysler ME4-12 and

Bugatti Veyron supercars, and will filter down to mainstream vehicles in the coming years where we have a

steady flow of customer interest.

● The Lean Boost system, a technology which enables the gasoline (petrol) engine to compete with diesel in

terms of carbon emissions.

● The HyTrans micro-hybrid demonstrator, which showcases how low-risk technologies can have a big impact in

the growing delivery van sector. This project was a result of collaborative research with Ford and suppliers Valeo

and Gates, with support from the UK’s Energy Savings Trust.

For the longer term, Ricardo is investing further efficient powertrain technologies through the collaborative programmes

“Efficient-C” (a very efficient Hybrid people-carrier co-developed with PSA Peugeot-Citroen and Qinetiq, sponsored by the

UK Energy Savings Trust as part of their Ultra Low Carbon Car Challenge) and “2S/4Sight”. A Fuel Cell research

programme focussed on computer modelling and integration of systems, and supported by collaboration with two key

North American players in this field.

As part of our commitment is fulfilling the objectives of the OFR, we will be illustrating other similar legislation and

technology road maps in future reports.

Outlook

Our long term outlook is excellent and our immediate future prospects continue to improve most satisfactorily as we

steadily restore previous levels of growth and profitability. This is not a one year task but one which we continue to tackle

with increasing confidence as Ricardo’s breadth of capability and market place steadily improve.

Chief Executive’s Review
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Conclusion

This is my ninth and last CEO review. In the past nine years we have seen significant evolution of both vehicles and the

automotive corporate landscape. 

The rise of the diesel engine will continue, whilst fuel cells still remain a distant commercial prospect. The future of the

industry is to some extent unpredictable, but provides great opportunities for Ricardo as our ability to understand and

predict technology development, which has proved to be remarkably accurate in the past ,should continue to be of even

greater benefit in the future as technology becomes even more demanding and our customers seek increasingly

sophisticated yet also rapid solutions to the competitive and legislative demands of the automotive industry. 

I am delighted that Dave Shemmans will be taking over as CEO, he has been with Ricardo for six years and has an

excellent track record in business development and operational improvement. I am confident that Ricardo will flourish

under his leadership. I wish him every success and a most enjoyable future with Ricardo.

Ricardo is now the world’s major independent automotive consultancy and well placed to continue growing. We have

withstood some very difficult years and emerged better equipped than ever to exploit the future. This success is all due

to our engineers and their colleagues that make up Ricardo, past, present and future. It is their skill, innovation,

dedication and sheer hard work that has made this possible and I would like to thank them all.

Rodney Westhead

19 September 2005
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Overall, 2005 will be seen as a year of recovery and diversification into new Asian markets, as the automotive
industry continues to struggle with over-capacity worldwide.

Profit and loss account
Following the disappointing year to 30 June 2004 caused by project cancellations, 2005 has been a year of recovery, not
just in terms of our profits before tax, goodwill amortisation and exceptional costs improving from £1.8m to £8.4m, but
more importantly, the Group’s order book has increased from £58m to £70m and is strong across all of our geographic
regions apart from Germany where the car industry and the national economy are facing significant challenges.

Overall our revenues increased by 9.4% to £159.9m and the gross margin improved despite an increase in our material
content due to the mix of work undertaken during the year. As a result of the restructuring carried out in the previous
year, our cost base has been maintained at a lower level and we will continue to exercise tight control over the costs and
headcount. Each of our technical consulting operating units produced increased profits over the prior year and our
strategic consulting business turned a prior year loss into a substantial profit generator for Ricardo and we are now
competing successfully with the leading consultancy practices around the world in the automotive sector.

As indicated in my review last year the tax charge was small due mainly to government tax incentives not just in the UK
but also in North America.

The dividend is being held at 9p per share and our dividend cover improved to 1.6 times.

Balance sheet
As predicted a year ago, our capital expenditure was less than the depreciation charge. Looking forward and following
the success of the new test beds in Chicago, we are planning to build two new heavy duty test beds in Germany to
service the truck market which will enable Ricardo to offer a more comprehensive engine development and testing
service to its clients in that country. However, despite this expenditure it is unlikely that capital expenditure in the new
financial year will exceed the depreciation charge.

As activity levels grew during the year, following the downturn in the summer of 2003, working capital increased
accordingly.

During the year we refinanced the borrowings associated with the acquisition of PROTOtechnik-IFT into long term loans
and we recapitalised both our German and North American subsidiaries. This has resulted in the Group’s net current
assets changing from £2.3m negative at the end of June 2004 to £17.2m positive a year later.

Cash flow
Despite the increased requirement for working capital to fund the recovery, there was a relatively small cash outflow of
£0.9m from operating activities after net finance costs and, provided the level of profits continue to improve, the Group
should generate a positive cash flow in the new financial year to June 2006.

Pensions
Under FRS17, which has not been adopted but disclosed in note 24 to the financial statements, the net deficit in our
defined benefit pension scheme increased from £19.1m to £24.2m due mainly to the falling bond yield which is used as
the basis for the discount rate which was assumed to be 5% compared with 5.8% a year earlier.

At the time of writing this review, our actuary was well advanced in carrying out the triennial valuation of the pension
scheme. Preliminary results of the actuarial valuation suggest that on an ongoing basis the deficit will have increased
from £9m to around £22m. The main reasons for this increase are more prudent assumptions being used coupled with
the falling bond yield and a poor equity investment return over the three year period. As a consequence it is expected that
the Group will be required to significantly increase its additional contribution to the fund from £1.6m to approximately
£3.2m per annum. This increase will not affect the pensions charge to the profit and loss account under IFRS.

A R Goodburn
19 September 2005
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Directors’ Report

The directors present their report and the financial statements for the year ended 30 June 2005.

Business activity

The principal activities of the Group are the provision of engineering and technological services and strategic consulting

to industry, commerce and other agencies. A review of the Group’s operations and future prospects is covered in the

Chairman’s Statement and the Chief Executive’s Review. A segmental analysis is given in note 2 to the financial

statements.

Dividends

The directors propose a final dividend of 6.3p (2004 – 6.3p) per share, amounting to £3,151,000, payable on 18 November

2005 to shareholders on the register on 21 October 2005. The final dividend proposed will make a total of 9.0p 

(2004 – 9.0p) per share for the year. It is proposed that the retained profit of £2,568,000 be transferred to profit and loss

reserve.

Directors

The directors who served on the Board and on Board Committees during the year were: 

*M Beresford, CBE, M.A.Mech.Sc., FIEE Chairman

*P T Ward (resigned 31 March 2005)

*Professor J P Percy, CBE, LLD, CA

*J M Harper, MSc, CCMI, FRAeS 

R J Westhead, FCA

A R Goodburn, FCA

J W Holt, BEng, MBA

S Parker 

G A Andrews, BEng (resigned 6 September 2004)

Dr. C Hickman, BSc, CEng, FIMech E (resigned 31 August 2005)

D J Shemmans BEng (appointed 17 February 2005)

*non-executive.

Board committees

Audit: J P Percy (Chairman); M Beresford; J M Harper.

Remuneration: J M Harper (Chairman); M Beresford; J P Percy.

Nomination: M Beresford (Chairman); J P Percy; J M Harper; R J Westhead.

Details of the Board of Directors and Board Committees can be found on pages 37 to 41.

Increase in authorised share capital; Sections 80 and 95 authorities

A resolution will be proposed at the Annual General Meeting to increase the Company’s authorised share capital from

£14,940,000 to £20,000,000, representing an increase of approximately 34%, by the creation of an additional 20,240,000

ordinary shares of 25 pence each. The Board is proposing this increase so as to retain the ability to issue new shares

should the Board decide that it would be in the Company’s interests to do so. Any issue of new shares would be made in

compliance with Sections 80 and 89/95 of the Companies Act 1985 (the “Act”) as referred to below.

The directors will seek to renew authorities under Sections 80 and 95 of the Act at the Annual General Meeting,

empowering them respectively to allot shares and to allot shares for cash other than pro rata to existing shareholders (as

would otherwise be required by Section 89 of the Act), in both cases subject to specified limits and periods as stated in

the notice.

The authority to allot shares would be in respect of ordinary shares with a maximum nominal value of £4,126,737, which



represents 33% of the issued ordinary share capital at the date hereof. The directors have no present intention to

exercise this authority, but would then have the flexibility to issue new shares up to this limit should they decide that it

would be in the interests of the Company to do so.

The maximum nominal value which may be allotted for cash otherwise than pro rata to existing shareholders would be

£625,263, equivalent to 5% of the issued share capital at the date hereof.

No issue will be made which would effectively alter the control of the Company, or the nature of its business, without the

prior approval of the shareholders in general meeting.

Purchase of own shares

The Company’s Articles permit the Company to buy back its own shares with authority from its members and a

resolution to this effect will be proposed at the Annual General Meeting. The directors are seeking to renew the authority

to buy back up to 10% of its issued shares, which they will exercise only if circumstances arise in which they consider

such purchases to be in the interests of the shareholders generally and earnings per share (“eps”) can be improved

further. Performance targets, based on eps, attaching to employee incentive schemes will be adjusted accordingly if the

authority is exercised.

Employee involvement

It is the Group’s policy to involve employees in its progress, development and performance. Applications for employment

by disabled persons are fully considered, bearing in mind the respective aptitudes and abilities of the applicants

concerned. The Group is a committed equal opportunities employer and has engaged employees with broad backgrounds

and skills. It is the policy of the Group that the training, career development and promotion of a disabled person should,

as far as possible, be identical to that of a person who is fortunate enough not to suffer from a disability. In the event of

members of staff becoming disabled, every effort is made to ensure that their employment with the Group continues.

Substantial shareholders

The Company is informed that, at 5 September 2005, the following are holders of more than 3% of the Company’s issued

share capital:
% of

number issued
of share

Non-beneficial shares capital

Morley Fund Management Ltd 6,327,625 12.64
Liontrust Asset Management 4,910,498 9.81
Artemis Fund Managers 4,310,549 8.61
Legal and General Investment Management 3,329,917 6.65
Hermes Pension Management 2,396,067 4.79
Henderson Global Investors 1,934,929 3.86
Aegon Asset Management 1,804,739 3.60

Social, environmental and ethical issues (“SEE”)
Environmental

The nature of Ricardo’s automotive business means that its greatest impact on society is the result of its technological

offerings to the transport industry. Ricardo has a long established heritage of investment in advanced research and

innovation, resulting in new technologies and engineering tools to add value to its business.

Ricardo has three principal areas of environmental impact which are grouped below. The first area is based around the

core business of engineered automotive products for the future where key business drivers are emissions, fuel

consumption and noise reduction. This includes Ricardo and client funded projects where technology is developed to

provide low emissions and high efficiency technologies in advance of any legislation, research projects which deliver

solutions to anticipated emissions and fuel economy requirements and engineering products for current and

forthcoming legislation across the world.
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Examples of these positive impacts include:

● A diesel passenger car demonstrating emissions performance compatible with the likely requirements of “Euro 5”

legislation, as a result of collaborative research with the former Fiat-GM Powertrain (FGP) and VROM, the Dutch

Ministry of Housing, Spatial Planning and the Environment. This vehicle demonstrated that the diesel car can

remain a commercially attractive proposition while meeting future emission legislation. As a result, Ricardo is

undertaking many “Euro 5” engineering programme for customers

● An advanced Combustion Research programme, in collaboration with several UK and foreign Universities, which

has built scientific understanding of the mechanisms by which exhaust emissions form in the engine. This

information has been used to support improvements to the computer software WAVE and VECTIS sold by Ricardo.

These computer codes can be used to predict engine performance and emissions, in place of costly and time-

consuming hardware testing 

● Advanced Engineering tools including automated engine testing supported by statistical tools, to ensure that low-

emission solutions are robust in production. This enables our customers to offer products with lower rates of

warranty failure

● I-MoGen, a cost-effective Diesel Mild Hybrid demonstrator car demonstrated in 2002, which showcases Ricardo’s

expertise in Hybrid systems integration, Advanced Control, and efficient engine technology. This vehicle illustrated

how Hybrid technologies need to be carefully integrated to get the best cost/benefit

● Dual Clutch Transmission technology, which offers the smooth driving experience of an automatic gearbox with the

fuel efficiency of a manual. Ricardo technology has recently been showcased on the Chrysler ME4-12 and Bugatti

Veyron supercars, but will filter down to mainstream vehicles in the coming years. For the mainstream buyer, a Dual

Clutch transmission offers the comfort of an automatic gearbox on tomorrow’s congested roads, but has the

superior fuel economy of a manual transmission

● The Lean Boost system, a technology which enables the gasoline (petrol) engine to compete with diesel in terms of

CO2 emissions. The Lean Boost concept is potentially cheaper to manufacture than a comparable diesel engine,

which enables the industry to meet its CO2 obligations more profitably

● The HyTrans micro-hybrid demonstrator, which showcases how low-risk technologies can have a big impact in the

growing delivery van sector. This project was a result of collaborative research with Ford and suppliers Valeo and

Gates, with support from the UK’s Energy Savings Trust. For the van fleet operator, technologies such as this can

offer overall cost savings while improving the environmental image of their fleet

● Advanced engineering tools for selecting the best concepts for each application, and supporting the development of

their complex control systems. These tools enable vehicle manufacturers to reduce program costs and timescales,

and offer better products to their customers

Material selection is the second key impact area. Ricardo supports the EC End of Life Directive via close co-operation

with its clients in selecting and testing materials for products it designs and develops. These decisions are normally led

by client corporate standards for materials and manufacturing processes. 

The third impact area is the testing operations which is where the majority of the environmental risks in the business

exist. The process used to identify these risks is derived from ISO14001 where we are required to identify areas with

potential for significant negative environmental impact. These impacts are reviewed during internal and external audits

and are prioritized via specialist risk assessments. Our testing activities use fuels to support the positive impacts and

meet customer requirements. Research and development on improving test methods leads to reducing fuel

requirements, particularly in reducing the amount of vehicle testing in calibration programmes. Other impacts include

the conventional waste streams which are monitored to identify potential improvement opportunities. Higher risk parts



24 Ricardo plc Annual Report & Accounts 2005

Directors’ Report

of the facilities such as fuel stores have containment and inspection regimes which meet local legislative requirements.

Examples of recently completed and ongoing improvement projects include increasing the number of regenerative

dynamometers used in test beds, upgrades to the fuel farm at Shoreham Technical Centre to comply with the Oil

Storage Regulations and consolidating activities into fewer buildings on our current sites to improve energy and

operational efficiency. Similar measures have been taken in the US to re-use electricity generated by the testing

operations that have led to substantial savings and environmental benefits. 

The Board is committed to keeping the environmental impact of the Group’s facilities and activities to a minimum. All

major facilities in the UK and the US within the Group have been certified to ISO 14001, the Environmental Management

System standard. The German facilities manage environmental matters within their ISO 9001 certification. The Board’s

commitment to continual reduction in environmental impact is embodied in the Ricardo Environmental Policy which is

widely available via notice boards and the intranet and to the public via the www.ricardo.com website. The drivers for the

policy are the need to continually improve and be good citizens and responsible members of the local communities in

which Ricardo operates. Many of Ricardo’s clients require accreditation to ISO 14001 for their key suppliers. The

application of the policy is described by appropriate processes and procedures as part of the quality system in each

division. Many of these are closely linked to both quality and health and safety procedures. Business processes within

the ISO9001 accreditations are used to ensure staff are appraised, objectives set and their training needs identified.

Appraisals have specific sections to review Health, Safety and Environmental requirements. Best practice is shared

between divisions via discussions between Quality Managers. Verification under ISO 14001 is by 6 monthly surveillance

visits from Lloyds Register Quality Assurance and the internal technical audit team. It is preferred, as a minimum, that

key suppliers have been certified to ISO 9001 and ISO 14001.

Good relationships are maintained with national and local regulatory organisations such as the Environment Agency

and Environmental Health Departments in the UK and the EPA and MDEQ (Michigan Department of Environmental

Quality) in the US. Processes are in place to keep up to date on regulatory issues and are subject to regular audits. The

amount of environmental legislation is growing, resulting in increasing training and compliance costs. Staff training in

health, safety and environmental matters is a priority and is reviewed annually as part of normal appraisal processes.

Health and safety (‘’H&S’’)

Ricardo regards local legislation as the minimum standard acceptable and continues to raise H&S targets above these

levels where this is justified. In several divisions, initiatives have been taken to train senior managers in H&S with a view

to improving performance and awareness of current and anticipated legislation. H&S activities are verified by regular

internal audits and inspections, periodic external audit by the British Safety Council in the UK and Occupational Health

and Safety Administration in the US.

Areas where Ricardo is focusing improvement effort are the development of policies on occupational road risk and

stress. New safe systems of work are being developed for hybrid vehicles as new technologies come into the business.

We are also reviewing noise controls in Europe in response to impending changes in legislation. The effects of an

increasingly wide geographic base and the needs for increased staff flexibility and travel have led to a review of policy in

this area.

Despite major advances in vehicle technology, road traffic accidents remain a major cause of death and serious injury.

In the past, technological advancement has mostly related to “passive safety” – that is, measures to protect road users

through better vehicle design. However, by the start of this decade, many new vehicles were being supplied with stability

control packages based on anti-skid braking. These systems operate without specific awareness of the vehicle’s

surroundings, but advances in technologies like radar-based cruise control and satellite positioning are creating an

opportunity for a new generation of “drive by wire” systems which actively avoid accidents via better control of vehicle

stability and, ultimately, automatically avoiding obstacles. It is very likely that legislation and assessment programmes

for new vehicles shift towards these electronically-enabled technologies over the next decade.
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The Ricardo group has a long heritage of excellence in advanced all wheel drive systems for road vehicles, and growing

strength in electronic control. These strengths are the foundation-stones of Ricardo’s active safety research program,

which encompasses:

● The “R-Cube” advanced controller, a versatile and fault-tolerant system with a wide variety of applications, from

engine management to the control of active safety systems

● The “Viking” torque vectoring demonstrator vehicle, which uses a patented differential to improve the stability of a

4x4 sport utility vehicle. In this class of vehicle, stability is particularly important in reducing the chance of a roll-over

accident

● Research into software development tools that can generate “correct by construction” code for active safety

systems, which is free from “bugs” and resilient to system faults

● A new program to demonstrate a vehicle with a number of active chassis dynamics features including a patented

low cost torque-vectoring differential and steer-by-wire systems

Equal opportunities, employee consultation and communication

In the US there is a proactive approach to complying with the Equal Employment Opportunity Commission requirements

and Affirmative Action Plans which are focused towards equal career enhancement opportunities for all staff and

recruits. Similar policies exist in Europe to comply with European law. In the UK a works council has been in place at

Shoreham Technical Centre for many years and a similar structure is being put in place at the Midland Technical Centre.

It consists of senior management and elected representatives of employees and normally meets quarterly to discuss

progress in the business and employee concerns. A Workers Council is being set up in our German business. All

employees receive a monthly staff newsletter from the Chief Executive via their line managers and intranet. This

summarises the activities and opportunities across the businesses and features various aspects of the business. The

quarterly house magazine RQ is also available to all staff.

Charitable, community activity and other donations

The Group has policies on helping charities and working with local communities. All divisions of Ricardo support local

activity where possible, particularly where employees participate in fund-raising or supportive activities. Where possible

the focus is on creating links that are sustainable and improve the image of the business and the engineering profession

in the community. Examples include employees acting as school governors and supporting local economic development

organisations, provision of work experience placements with local schools, use of facilities for charitable activities,

supporting local Young Enterprise Schemes and sponsoring activities in which employees take part, such as the Italian

Job where 3 company-owned mini cars are driven from Italy to the UK. Overall the Group has made charitable donations

of £17,463 (2004: £12,641) during the year. The donations included: £5,000 to the Disaster Emergency Committee for

Tsunami fund and £6,000 to Brooklands Museum. Many community support activities are on a benefit in kind basis.

These are not valued. There were no political donations in either year. 

Ethics and values

Some of our divisions have formally stated sets of values which guide the way staff work. Our business dealings are

driven by the professional ethics of the many disciplines of staff we employ. We do not permit bribery or corrupt

business practices in dealings with customers or suppliers.

SEE responsibilities
The Chief Executive Officer is responsible for SEE issues at Board level and this is delegated to Divisional Managing
Directors at an operational level. At the operating board level, the Group HR Director is responsible for H&S, social and
employee issues. Each Division has appropriate grievance procedures. In addition, a “whistle blowing” policy is in place,
where concerned staff can raise matters directly and confidentially with the senior non-executive director. The Board
reviews health, safety, social and environmental risks on an annual basis. This review covers management of existing
risks and identifies any new risks and action plans to address them. Reportable accidents are reported to the Board on a
monthly basis.
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Research and development

The Group expended £3,862,000 during the year on research and development. 

Electronic voting

This year the Company is offering those members who wish to do so the choice of recording a proxy vote electronically,

as it did last year. Details of the way of doing this are to be found in the notice of the Annual General Meeting and on the

proxy form. Recording a proxy vote, either electronically or by filling in the form by hand, does not preclude members

from attending and voting at the meeting should they so wish. 

Articles of Association – Indemnity

The Companies (Audit, Investigations and Community Enterprise) Act 2004 has inserted a new section 309A in the

Companies Act 1985 which allows a company to indemnify its directors against any liability incurred by a director to any

person (other than the Company or any associated company) in connection with any negligence, default, breach of duty

or breach of trust in relation to the Company. This was previously prohibited under section 310 of the Companies Act

1985. It also inserts a new section 337A in the Companies Act 1985 which allows a company to provide its directors with

funds to cover the costs incurred by a director in defending legal proceedings against him or her. Previously, a company

has only been able to fund a director’s defence costs once final judgment in their favour was reached.

The Board therefore proposes that the Articles of Association be amended to reflect the new statutory provisions.

Approval for this will be sought at the Annual General Meeting.

International Financial Reporting Standards (“IFRS”) Conversion

Ricardo will prepare its financial statements under IFRS for the year ending 30 June 2006. A company-wide project with

the objective of ensuring compliance with International Accounting Standards (as adopted by the EU) is well advanced.

The major areas of impact on net profit and shareholders’ funds are expected to be share based payments, goodwill

amortisation, pensions, financial instruments and taxation. The business segment definitions for segmental reporting

under IFRS are not expected to change.

We recognise that adopting IFRS will change the reporting of the financial performance of the Group. We are planning

to quantify the impact of IFRS and communicate this before the end of the calendar year. The consolidated financial

statements for the half year ending 31 December 2005 and the year ending 30 June 2006 will be on an IFRS basis.

Conversion to IFRS should not affect the Group’s operational prospects or its ability to generate cash.

Supplier payment policy and practice

The Group does not operate a standard code in respect of payments to suppliers. The operating companies are

responsible for agreeing with suppliers the terms of payment at the start of business, ensuring that suppliers are aware

of the terms of payment, and make payments in accordance with their contractual and other legal obligations.

The ratio, expressed in days, between the amount invoiced to the Company by its suppliers during the year to 30 June

2005 and the amount owed to its trade creditors at 30 June 2005, was 27.5 days (2004: 26.9 days).

Auditors

The directors propose that PricewaterhouseCoopers LLP be re-appointed as auditors of the Company, and a resolution to

that effect will be proposed at the Annual General Meeting.

By order of the Board

M Wightman

Secretary

19 September 2005

Directors’ Report
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Directors’ Remuneration Report

General policy

The remuneration of the executive directors is determined by the Remuneration Committee (“the Committee”) in

accordance with the remuneration policy set by the Board upon recommendation from the Committee. The Committee,

which consists solely of the non-executive directors of the Company (whose biographical details are given on page 12),

determines the detailed terms of service of the executive directors, including basic salary, incentives and benefits and

the terms upon which their service may be terminated. Non-executive directors have no personal financial interest in the

Company, except the holding of shares, no potential conflict of interest arising from cross directorships and no day-to-

day involvement in the running of the Company. Details of shareholdings are given on page 31.

Ricardo’s remuneration policy for executive directors is designed to attract, retain and motivate executives of the highest

calibre to ensure the Group is managed successfully to the benefit of shareholders. The policy is to pay base salary at

median levels and provide incentive opportunities which can provide pay for outstanding performance at around the

upper quartile compared with the market place. In setting remuneration levels the Committee takes into consideration

remuneration within the Group and the remuneration practices in other companies of a similar size in the markets and

locations in which Ricardo operates. Ricardo is a dynamic, growing company which operates in a specialised field and

positions are benchmarked against comparable roles in FTSE 250 companies. The FTSE 250 is considered to be the most

appropriate market against which to benchmark executive pay given the business strategy of Ricardo. The Strategic

Consulting division is a key field for the growth and development of Ricardo’s business. In the case of the package for

the director of Strategic Consulting, the benchmark has been drawn with reference to the specialist market for very

senior roles in the automotive industry strategic consultancy market.

Towards the end of 2004 the Committee took advice as part of a review which was being undertaken by Ricardo’s head of

group human resources, at the request of the Committee, to ensure that the objectives of the remuneration policy were

being met and that the policy complied with best practice and the revised Combined Code on Corporate Governance.

The review covered the Long Term Incentive Plan (‘’LTIP’’), the new Executive Share Option Scheme (“the 2004 ESOP”)

and a new deferred bonus and matching share plan which might be adopted by the Committee. The proposals arising

out of the review were contained in a separate letter from the Group Chairman, sent to all shareholders and approved by

them at the Annual General Meeting which was held on 5 November 2004. The proposals are important components of a

new pay for performance structure which is being developed by the Committee and which contain challenging

performance criteria designed to reward sustained exceptional performance which supports the board’s continuing

drive for closer alignment between executive reward and shareholder value.

In July 2005, the Committee appointed Deloitte & Touche LLP as independent remuneration advisors. They also provided

the Company with general advice on the implications of IFRS during the 12 months ended 30 June 2005.

Executive directors’ remuneration

Basic salary

This is based on a number of factors including market rates together with the individual director’s experience,

responsibilities and performance. Individual salaries of directors are subject to review annually on 1 July.

Other cash payments

These consist of a car allowance, where the director has purchased his own car which is available for use on Company

business, an amount to offset the tax payable on life assurance premia for cover in excess of the Inland Revenue CAP

(“the CAP”) and expenses reimbursed to or paid on behalf of non-executive directors for taxable travel expenses. Also

included is compensation which is paid to S Parker, C Hickman and D Shemmans, none of whom is in a funded

unapproved retirement benefit scheme (“FURBS”), of 15% of the difference between the CAP and each director’s basic

salary.

Performance related bonus

The potential to earn bonus is based on benchmarked practice in the prevailing market and consists of elements of

Group and local performance. The Committee has set targets and determined bonus payments for performance against
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these targets. It has decided that it is in the best interests of both the Company and its shareholders to set targets

specifically related to corporate performance and takes the view that the particular parameters set are very demanding.

During the year, each executive Board member participated in a profit related bonus scheme based on profit before tax

and goodwill amortisation for the Group compared to the 12 months ended 30 June 2004. A minimum threshold was set

at a substantial increase over the previous year’s performance. In the event, the minimum threshold of that scheme was

not met. However in view of the substantial improvement over the previous year’s performance, the Committee decided to

make a discretionary award to R J Westhead and A R Goodburn who earned 15% and 10% of salary respectively (2004:nil,

but based on an eps target) and to D Shemmans, J W Holt, S Parker and C Hickman who earned 10% (2004:nil, but based

on a combination of local and Group targets). S Parker and J Holt also earned additional bonuses of £245,000, as detailed

below, and £24,329 (US$45,150 translated at 1.8558/£), respectively. J Holts’ bonus was based on a local profit

improvement target.

For the 12 months ending 30 June 2006, a new bonus scheme has been introduced based on the Group achieving a pre

determined profit performance. A pool will be set aside representing a proportion of profit in excess of a demanding

target threshold which will then be distributed between executive Board members and local management worldwide.

With the exception of J Holt who can earn 80% and D Shemmans 75% of salary as bonus, no executive director can earn

more than 60% of salary under this scheme.

For executive directors, total remuneration consists of performance related and fixed elements. Considerable emphasis

is put on the performance related elements. As a proportion of total potential remuneration on average c. 60% is

performance related whilst c. 40% is fixed, at maximum performance.

Additional incentives – S Parker

S Parker, on commencing employment to establish Strategic Consultancy within the Company, was allocated a

discretionary conditional share award equivalent to £100,000, conditional upon his continuing employment with Ricardo.

The number of shares was determined by reference to the average share price of Ricardo shares over the 5 working days

prior to the first anniversary. These shares have now all vested in equal amounts on each anniversary of his employment

up to and including the third. Dividends on the shares have been converted into shares and allocated as additional

shares on the appropriate anniversaries. This arrangement has now expired.

There has also been an entitlement to participate in a Performance Incentive Plan for the first three years of employment

based on agreed targets. At the end of each performance cycle, except the first, 50% of any award is made in cash

whilst the remaining 50% is used to purchase shares which vest two years after the end of the relevant performance

cycle. An award of £145,000 was made in cash for the first performance cycle which ended on 30 June 2003. No award

was made for the second performance cycle which ended on 30 June 2004 and an award equivalent to £245,000 (of

which 50% will be paid in shares and 50% paid in cash) has been made for the third performance cycle which ended on

30 June 2005. Dividends on shares vested are rolled up and converted into shares. This arrangement has also now

expired.

Going forward, S Parker will participate in the new Group bonus scheme for the 12 months ending 30 June 2006, described

above, in which he can earn a maximum of 60% of salary based on the achievement of stretching Group profit targets.

S Parker will additionally participate in a Strategic Consulting Division bonus plan in which he can earn a maximum

cash bonus of 140% of salary based specifically on the achievement of stretching performance goals for that division, of

which S Parker is the Managing Director.

Benefits in kind

These comprise principally car benefits, medical and life assurance cover and, in the case of non-executive directors,

taxable travel expenses reimbursed. Further details of directors’ benefits in kind can be found in the footnotes to table 1

Total Remuneration on page 34.

Directors’ Remuneration Report
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Pensions

UK executive directors are members of the Group Tier of the Ricardo Group Pension Fund (“RGPF”) at the invitation of

the Company. The plan is established under trust, contracted out of the State Earnings Related Pension Scheme and

approved by the Inland Revenue under the Income and Corporation Taxes Act 1988. The RGPF is now closed to new

employees. J W Holt is a member of the (US) Supplemental Executive Retirement Plan, which is a defined contribution

plan.

The Group Tier of the RGPF provides directors with a pension of up to two thirds of basic salary (up to the CAP) on

retirement at age 62 after 20 or more years service. Members’ contributions are required at the rate of 8% of pensionable

earnings. Performance related bonuses do not form part of pensionable earnings.

At retirement, members may commute a portion of their pension for a cash sum. Retirement before the pension age is

subject to actuarial reduction. For R J Westhead, A R Goodburn and S Parker no actuarial deduction is made if they

retire between the ages of 60 and 62. The right to a pension on early retirement is only available with the consent of the

Company and the Trustees and the individual must be over 50 or retiring due to ill health.

The total pension paid by the fund in excess of the guaranteed minimum pension will increase annually at the rate of 5%

compound or by the rise in the Retail Prices Index if lower. This is subject to an overriding guarantee that pension

increases will not be less than 3% per annum compound increase on the total pension accrued to 30 June 2002.

Pension benefits accrued from 1 July 2002 are not subject to this guaranteed minimum increase.

On death in service, a lump sum of four times annual salary at date of death is payable, together with a spouse’s

pension of 35% of annual salary and a pension per child of 121/2% of annual salary, subject to a maximum limit of 25%,

until the child attains the age of 21. On death after retirement, a spouse’s pension is paid at 50% of the member’s pre

commutation pension and if death occurs within five years after retirement a lump sum equal to the member’s monthly

rate of pensionable pay by the fund at the date of death multiplied by the number of unpaid monthly instalments to the

end of that five year period.

Under his director’s service agreement, R J Westhead will, in addition, become entitled to receive a cash lump sum

based on the additional notional cost of increasing his RGPF pensions to 15.94/30 of his uncapped pensionable

earnings, if he serves until his normal retirement age of 62. The Company is funding this additional benefit by making

contributions to a FURBS. Where the FURBS does not provide the intended lump sum, the Company will provide a

shortfall sum to R J Westhead on retirement. Conversely, if there is excess funding, the surplus will be returned to the

Company. The structure of the FURBS for A R Goodburn has changed from being a defined benefit scheme, as reported

previously, to a defined contribution scheme with the Company contributing £113,000 per year, to the date of his

retirement. Under these special arrangements for R J Westhead and A R Goodburn , Company contributions are treated

as a taxable benefit in kind and the directors are compensated for the additional personal tax liability arising. For the

year ended 30 June 2005 this additional compensation amounted to £231,000 (2004: £231,000) and £75,000 (2004:

£75,000) for R J Westhead and A R Goodburn respectively. The cash payment received by each director is not included in

the total remuneration table on page 33 for either year. The pension arrangements for R J Westhead are considered to be

of a defined benefit nature and are described in the tables on page 34.

Executive pensions from 2006

In next year’s Remuneration Committee Report, the Committee will report on the Company’s pension arrangements in

light of the new A – Day pension taxation legislation, which it is currently considering.

Long Term Incentive Plan (“LTIP”)

The aim of the LTIP is to focus the efforts of main Board directors and other senior executives on the long-term performance

of the Group in a way which aligns with the interests of shareholders. The rules provide that the value of a provisional

allocation must not exceed 100% of basic salary. The actual allocation of shares depends upon seniority and ranges between

15% and 40% of basic salary – executive directors normally being allocated shares based on 40% of basic salary.



The eventual number of shares which participants may receive, if any, is dependent on the achievement of performance

conditions at the end of each three year plan cycle. The principal condition relates to the Group’s earnings per share

before goodwill amortisation, any exceptional costs and the profit or loss on the sale of fixed assets (“normalised eps”)

performance compared with that of a comparator group comprising companies within the FTSE 250 excluding

investment trusts and financial services companies. The FTSE 250 comparator group was chosen as it contains a

number of established organisations which have similar strategic aims and are of a similar business nature to Ricardo.

Broadly, if the growth in the Group’s normalised eps on a cumulative basis places the Group below the median of the

comparator group, no shares are allocated. However, if the Group’s normalised eps performance places it between the

50th and 89th percentiles of the comparator group, allocations of shares ranging from 20% to 98% are made. It is only if

the Group’s performance places it in the top decile that an award of 100% is made.

For the plan cycle that matured on 30 June 2004, no shares vested.

For the plan cycle that matured on 30 June 2005, no shares will vest.

In the context of the new remuneration strategy outlined above under “General policy”, changes to the rules of the LTIP

with changed vesting criteria and incorporating a performance target based on Total Shareholder Return (“TSR”), this

target being more closely aligned to the interests of shareholders, were proposed and adopted by shareholders in

General Meeting on 5 November 2004, having been approved by the Committee at its meeting on 20 July 2004. The LTIP

now operates using TSR for plan cycles commencing on 1 July 2004 (the ninth plan cycle) and onwards. The rules

continue to provide for a maximum provisional allocation of 100% of basic salary and for target ranges between 15% and

75% – executive directors normally being provisionally allocated not more than 50% of basic salary. For the plan cycle

commencing on 1 July 2005, D Shemmans will be allocated shares equivalent to 75% of basic salary and A Goodburn

and J Holt 50% each.

The eventual number of shares which participants may receive, if any, is dependent on the achievement of performance

conditions at the end of the three year plan cycle. The principal condition relates to the Company’s TSR performance

compared with that of a comparator group comprising companies within the FTSE 250 excluding financial services

companies. There will be no vesting for below median performance and for intermediate levels of performance there will

be partial vesting on a sliding scale commencing at 25% for median performance rising to full vesting for performance

in the top quartile. Vesting at any level would be subject to the Remuneration Committee judging that the Group’s

underlying corporate performance was satisfactory.

Share option schemes

During the year Ricardo operated a savings related share option scheme and three executive share option schemes:

(i) The Ricardo plc 2000 Savings Related Share Option Scheme.

(ii) The 1994 Executive Share Option Scheme (“the 1994 Scheme”), which, apart from the Schedule comprising the Non-

Approved part of the Plan, is approved by the Inland Revenue and under which no further options could be granted

after 4 November 2004.

(iii) The 1995 Executive Share Option Scheme (“the 1995 scheme”), which is unapproved by the Inland Revenue and

under which no further options could be granted after 8 December 2004.

(iv) The 2004 Executive Share Option Plan (“the 2004 Plan”) which was adopted by shareholders in General Meeting on 5

November 2004 and, apart from the Schedule comprising the Non – Approved part of the Plan, is approved by the

Inland Revenue.

The Ricardo plc 2000 Savings Related Share Option Scheme is an all employee scheme where participants save a fixed

monthly sum for three or five years and may use the sum generated by their savings contract to exercise options which

are granted at a 20% discount to the market price. Depending on the option period chosen, exercise can normally take

place after three, five or seven years. No options have been granted under the scheme since October 2002.
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The Company grants options from time to time under the 2004 Plan and has granted options under both the 1994

Scheme and the 1995 Scheme.

The 1995 Scheme was designed to be operated using market purchased shares held in an Employee Share Ownership

Plan (“ESOP”) trust. The trustee held no shares at 30 June 2005.

The performance criteria attaching to the 1994 Scheme and the 1995 Scheme require that the Group’s normalised eps

must increase on average by at least 7.5% per annum (adjusted for inflation), over the three year period after the grant

date, before the option may be exercised. If the Group’s adjusted eps performance fails to meet this target, the period

over which performance is measured is extended to four years and if necessary again to five years, in both cases still

requiring the average growth in adjusted eps over the period to exceed 7.5% per annum (adjusted for inflation). If the

Group’s performance fails to achieve this target after five years, the option lapses.

The 2004 Plan requires that options granted under it must be made subject to the achievement of demanding

performance criteria. The performance criteria attaching to options granted under this plan during the year require that

the cumulative growth in the Group’s normalised eps over the next three years from a base point of the average of the

Group’s normalised eps figures for the previous two years, exceeds that of the Retail Price Index (“RPI”) by 3% per

annum or more. Options can only be exercised in full if cumulative growth in the Group’s normalised eps from the base

point exceeds the growth in RPI by 6% per annum or more. For performance between 3% and 6% per annum, an option

can be exercised based on a sliding scale. If normalised eps growth fails to exceed that of RPI by at least 3% per annum

cumulatively over the three years, the option will lapse. The maximum value of grant or grants made to individual

participants in any one year may not exceed 100% of salary. Other than in the most exceptional circumstances, an

option will not be granted in the same year to an individual who is also in receipt of an award under the LTIP.

The above mentioned share option schemes have been approved by shareholders.

Directors’ share interests
Ordinary shares Options over ordinary shares

At At At At
30 June 1 July 30 June 1 July

2005 2004 2005 2004
R J Westhead 133,274 233,274 145,619 145,619
D Shemmans 960 – 127,814 –
A R Goodburn 114,916 47,916 14,048 81,048
J W Holt 35,622 35,622 50,000 50,000
S Parker 10,829 5,368 160,000 –
C Hickman 3,565 3,565 119,048 119,048
M Beresford 20,000 20,000 – –
J P Percy – – – –
J M Harper 20,000 10,000 – –

On appointment D Shemmans held 960 shares.

The middle market price of the Company’s ordinary shares on 30 June 2005 was 276.0p and the range in the year was
175.0p to 290.0p with an average price of 232.8p.

At 19 September 2005 the respective holdings of the directors still in office had not changed from those at 30 June 2005.

Share retention
The board operates a share retention policy for executive directors and Managing Directors of subsidiary companies.
Each is required within 5 years of the later of the date of appointment and an award under any of the share plans to own
shares in the Company with a value at least equal to basic annual salary.

Executive directors’ service agreements
The Board’s policy on setting notice periods for new directors is that these should not exceed one year. It recognises,
however, that it may be necessary in the case of new executive appointments to offer an initial longer notice period,
which would subsequently reduce to one year after the expiry of that period. All future appointments to the Board will
comply with this requirement.



All directors have service agreements terminable on one year’s notice.

The details of the service contracts of the executive directors are shown below.

Date of
service contract Length of contract Notice period

R J Westhead 9 April 1998 1 year rolling* 12 months*
A R Goodburn 7 October 1998 1 year rolling 12 months
J W Holt 18 December 2001 1 year rolling 12 months
S Parker 2 April 2003 1 year rolling 12 months
G A Andrews 2 April 2003 1 year rolling** 12 months**
C Hickman 21 March 2003 1 year rolling** 12 months**
D Shemmans 7 April 2005 1 year rolling 12 months

* R J Westhead’s service contract expires upon his attaining the age of 62 (on 9 November 2005).

** On 6 September 2004 G A Andrews resigned from the Board and received £154,590 on his leaving the employment of
the Company. C Hickman resigned from the Board on 31 August 2005. He is entitled to a termination payment of
£105,371, of which £80,247 has already been paid. He has been credited with an additional 6 months credit to his
pensionable service, consistent with his unexpired notice.

The contractual termination provision is payment in lieu of notice equal to one year’s basic salary or the amount of any

unexpired notice and any accrued bonus to the date of termination. If the Company terminates a director’s service

contract, not in accordance with its terms, there is an obligation on the director to mitigate any loss which he may suffer

and this will be taken into account by the Committee when determining what compensation, if any, should be paid to the

departing director. In the case of D Shemmans’ contract, specific mitigation provisions are included.

No compensation is paid for summary dismissal.

Non-executive directors

The Board determines the fees paid to non-executive directors, the aggregate limit for which is laid down in the Articles

of Association. The fees, which were reviewed in the year, are set in line with prevailing market conditions and at a level

which will attract individuals with the necessary experience and ability to make a significant contribution to the Group’s

affairs. They comprise a basic fee of £30,000 per annum with an additional amount of £3,000 paid to each of the

Chairmen of the Audit and Remuneration Committees and an additional amount of £4,000 paid to J P Percy in his role

as the senior independent director. Non-executive directors are not involved in any discussion or decision about their

own remuneration. The same applies to the Chairman of the Board whose remuneration is determined by the Board on

the recommendation of the Committee.

The non-executive directors do not participate in any of the Company’s share schemes, pension schemes or bonus

arrangements nor do they have service agreements. They are appointed for a period of two years by letter of appointment

and are entitled to one month’s notice of early termination for which no compensation is payable. The unexpired terms

of the non-executive directors at 30 June 2005 are:

M Beresford 3 months

J P Percy 12 months

J M Harper 24 months

External appointments

The Board recognises the benefit that Ricardo can obtain if executive directors of Ricardo serve as non-executive

directors of other companies. Subject to review in each case, the Remuneration Committee’s general policy is that

executive directors may accept non-executive directorships with other companies, so long as there is no conflict of

interest and their effectiveness is not impaired. Both R J Westhead and A R Goodburn hold non-executive directorships

with other companies for which fees of £81,985 and £16,900, respectively, were earned in the year. Directors may retain

any such fees.
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Performance graph

The graph below shows the Group’s TSR (share price movement plus dividends reinvested), over the last five financial

years compared to the performance both of the “Support Services” sector and of the FTSE 250 index. In the directors’

opinion, the “Support Services” sector represents an appropriate index against which the TSR should be measured and

the FTSE 250 Index has been selected to provide a more broadly-based comparator.

Source: based on data from Hemscott.

Tables 1 to 5 are the auditable part of this report.

Table 1 Total remuneration
Basic Other cash Share based Performance Termination Benefits Total Total*
salary payments awards related bonus payment in kind(g) 2005 2004
£’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000

R J Westhead 314 15 – 47 – 74 450 388
A R Goodburn 190 20 – 19 – 9 238 209
J W Holt 174 – – 42 – 5 221(f) 186
S Parker 232 39 33 268 – 12 584 305
G A Andrews(a) 37 4 – – 155 1 197 176
C Hickman(a) 170 24 – 17 – 4 215 200
D Shemmans(b) 74 11 – 15 – 1 101 –
M Beresford 100 – – – – 6 106 77
P T Ward(c) 25 – – – – – 25 29
J P Percy 37 3 – – – – 40 38
J M Harper 32 – – – – – 32 29
Sir N Davies(d) – – – – – – – 43
C R Bates(e) – – – – – – – 294

1,385 116 33 408 155 112 2,209 1,974

* Restated to include the value in benefits in kind of life assurance.

(a) Resigned 6 September 2004. A termination payment of £154,590 was paid to G A Andrews under the terms of his

contract. C Hickman resigned on 31 August 2005.
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(b) Appointed 17 February 2005 as Chief Executive Officer (“CEO”)(designate), taking on the position of CEO on the

retirement of R J Westhead on 9 November 2005. Under the terms and conditions of his employment D Shemmans

has a basic annual salary of £215,000 rising to £265,000 on 5 November 2005. D Shemmans will also participate in

the LTIP scheme at a level of 75% of basic salary.

(c) Resigned 31 March 2005

(d) Retired 31 December 2003

(e) Resigned 11 December 2003

(f) J W Holt was remunerated in US Dollars. For the purpose of this report his emoluments have been translated at

US$1.8558/£(2004: US$1.7379/£).

(g) R J Westhead, A R Goodburn and S Parker have and C Hickman had the benefit of private medical cover and life

assurance cover. G A Andrews had the benefit of private medical cover. R J Westhead and A R Goodburn have

private subscriptions to professional bodies paid by the Company. R J Westhead and J W Holt have the benefit of

company cars with fuel being provided for R J Westhead by the Company. Fuel paid for by the Company is provided

to A R Goodburn, D Shemmans and S Parker each of whom has purchased his own car which is available for use

on Company business. G A Andrews and C Hickman had fuel paid for by the Company as they, also, had

purchased their own cars for use on Company business. A Company flat is provided to R J Westhead. Taxable

travel expenses were paid on behalf of M Beresford.

FURBS* Benefits
Total

Increase in accrued Total accrued
Increase in total accrued FURBS* FURBS*

total accrued FURBS* lump sum lump sum
FURBS* lump sum entitlement entitlement

lump sum entitlement as at as at
entitlement (excluding 30 June 30 June

inflation) 2005 2004
£’000 £’000 £’000 £’000

R J Westhead 181 136 1,631 1,450

* This denotes the overall lump sum promise which is being funded through a combination of FURBS and the Company
shortfall provision. The Listing Rules require these figures to be disclosed excluding inflation.

Table 2 Pension details of the directors

Additional Transfer value
accrued of increase

Additional pension in accrued
accrued benefits benefits
pension earned in Transfer Increase in less directors’
benefits the year Accrued value Transfer value transfer value contributions

earned in (excluding pension at 30 June at 30 June less directors’ (excluding
the year inflation) entitlement 2005 2004 contributions inflation)

£’000 £’000 £’000 £’000 £’000 £’000 £’000

R J Westhead 5 4 44 759 596 147 63
A R Goodburn 5 4 40 529 418 96 48
S Parker 4 4 10 80 45 27 30
C Hickman 4 4 27 199 159 32 27
D Shemmans 3 2 8 31 15 10 10
G A Andrews 3 3 11 64 43 19 18

The increase in the accrued pension entitlement is the difference between the accrued benefit at the year-end and that
at the previous year-end.



All transfer values have been calculated on the basis of actuarial advice consistent with Actuarial Guidance Notice
GN11. None of the transfer value figures represents sums payable to the directors and, therefore, cannot be
meaningfully added to annual remuneration.

The increase in the transfer value less directors’ contributions is the increase in the value of accrued benefits during the
year after deducting the director’s personal contributions. The transfer value of the increase in accrued benefits,
required by the Listing Rules, discloses the current value of the increase in accrued benefits that the director has earned
in the period, whereas the change in his transfer value, required by the Companies Act, discloses the absolute increase
or decrease in his transfer value and includes the change in value of the accrued benefits that results from market
volatility affecting the transfer value at the beginning of the year, as well as the additional value earned in the year.

A R Goodburn participates in a UK defined contribution pension arrangement. Contributions paid during the year ended

30 June 2005 amounted to £113,000.

J W Holt participates in a US defined contribution pension arrangement. Contributions paid during the year ended 30

June 2005 amounted to £15,000 (2004: £27,000).

Table 3 Details of the provisional number of shares awarded to directors under the LTIP
Shares

Share At Shares not At
price at 1 July provisionally finally Shares 30 June Value

Cycle Award award date 2004 allocated vesting vested 2005 Vested Vesting
ending date pence Number Number Number Number Number £’000 date

R J Westhead 2004 1.7.01 521.5 15,854 – (15,854) – – – –
2005 1.7.02 365.0 39,487 – – – 39,487 – –
2006 1.7.03 372.5 45,125 – – – 45,125 – –
2007 1.7.04 185.0 – –* – – – – –

A R Goodburn 2004 1.7.01 521.5 9,817 – (9,817) – – – –
2005 1.7.02 365.0 23,900 – – – 23,900 – –
2006 1.7.03 372.5 27,344 – – – 27,344 – –
2007 1.7.04 185.0 – 45,673 – – 45,673 – –

J W Holt 2004 1.7.01 521.5 11,378 – (11,378) – – – –
2005 1.7.02 365.0 26,194 – – – 26,194 – –
2006 1.7.03 372.5 28,156 – – – 28,156 – –
2007 1.7.04 185.0 – 43,100 – – 43,100 – –

S Parker 2004 1.7.01 521.5 – – – – – – –
2005 1.7.02 365.0 29,096 – – – 29,096 – –
2006 1.7.03 372.5 33,246 – – – 33,246 – –
2007 1.7.04 185.0 – 55,769 – – 55,769 – –

G A Andrews 2004 1.7.01 521.5 6,829 – (6,829) – – – –
2005 1.7.02 365.0 19,051 – (19,051) – – – –
2006 1.7.03 372.5 21,815 – (21,815) – – – –
2007 1.7.04 185.0 – – – – – – –

C Hickman 2004 1.7.01 521.5 7,835 – (7,835) – – – –
2005 1.7.02 365.0 19,051 – – – 19,051 – –
2006 1.7.03 372.5 21,815 – – – 21,815 – –
2007 1.7.04 185.0 – 40,865 – – 40,865 – –

D Shemmans 2004 1.7.01 521.5 2,817 – (2,817) – – – –
2005 1.7.02 365.0 7,897 – – – 7,897 – –
2006 1.7.03 372.5 6,304 – – – 6,304 – –
2007 1.7.04 185.0 – 31,517 – – 31,517 – –

Total of awards vested – –

Details of directors’ interests in options over Ricardo plc’s ordinary shares granted under the respective share option

schemes are set out below.

* Dependent on the performance of the first year of this cycle, R J Westhead can earn up to a maximum amount of

£65,000 in lieu of shares.
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Table 4 Details of directors’ interests in share options in the Executive Share Option Schemes

The 1994 Executive Share Option Scheme
Market price

Number of options Exercise at date of Date
At during the year At price exercise from which Expiry

1.7.04 Granted Exercised Lapsed 30.6.05 pence pence exercisable date

R J Westhead 144,000 – – – 144,000 114.0 – 15.03.99 14.03.06
A R Goodburn 10,000 – – – 10,000 114.0 – 15.03.99 14.03.06
J W Holt 50,000 – – – 50,000 381.0 – 25.09.04 24.09.11
G A Andrews 10,000 – (10,000) – – 114.0 188.0 15.03.99 14.03.06

50,000 – – (50,000)* – 265.0 –
C Hickman 50,000 – – – 50,000 265.0 – 25.02.06 24.02.13

65,000 – – – 65,000 185.0 – 25.06.07 24.06.14
D Shemmans 45,000 – – – 45,000 185.0 – 25.06.07 24.06.14
S Parker – 100,000 – – 100,000 186.5 – 21.09.07 20.09.14

*These options have lapsed under the rules of the scheme.

The 2004 Executive Share Option Scheme
Market price

Number of options Exercise at date of Date
At during the year At price exercise from which Expiry

1.7.04 Granted Exercised Lapsed 30.6.05 pence pence exercisable date
D Shemmans – 80,000 – – 80,000 267.5 – 22.02.08 21.02.15
S Parker – 60,000 – – 60,000 267.5 – 22.02.08 21.02.15

The 1995 Executive Share Option Scheme

Market price
Number of options Exercise at date of Date

At during the year At price exercise from which Expiry
1.7.04 Granted Exercised Lapsed 30.6.05 pence pence exercisable date

A R Goodburn 67,000 – (50,000) – – 148.0 188.0 12.12.00 11.12.04
– – (17,000) – – 148.0 219.0 12.12.00 11.12.04

Table 5 The Ricardo plc 2000 Savings Related Share Option Scheme
Market price

Number of options Exercise at date of Date
At during the year At price exercise from which Expiry

1.7.04 Granted Exercised Lapsed 30.6.05 pence pence exercisable date

R J Westhead 1,619 – – – 1,619 233.4 – 1.12.05 31.05.06
A R Goodburn 4,048 – – – 4.048 233.4 – 1.12.05 31.05.06
G A Andrews 3,239 – – (3,239)** – 233.4 –
C Hickman 4,048 – – – 4,048 233.4 – 1.12.05 31.05.06
D Shemmans 2,814 – – – 2,814 233.4 – 1.12.07 31.05.08

**These options have lapsed under the rules of the scheme.

Gains made by directors on share options

The total gain on the share options exercised by G A Andrews and A R Goodburn in the year amounted to £7,400 and

£32,070 respectively.

The gain made by a director on the exercise of a share option is calculated by reference to the difference between the

closing mid market price on the date of exercise and the exercise price of the option, disregarding whether such shares

were sold or retained on exercise, and is stated before tax. A R Goodburn retained all of his shares on exercise.

On behalf of the Board

J M Harper

Chairman of the Remuneration Committee

19 September 2005
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Code on Corporate Governance

The Code on Corporate Governance (“the Combined Code”) is effective for reporting years beginning on or after

1 November 2003 and is derived from a review of the role and effectiveness of non-executive directors by Derek Higgs

and a review of audit committees by a group led by Sir Robert Smith. In July 2003 the Financial Services Authority issued

the Combined Code as an appendix to the Listing Rules. The Board is committed to the maintenance of high standards

of corporate governance and after due consideration it has adopted the Combined Code. During the 12 months to 30

June 2005, the Company complied with the Combined Code provisions, except for as described below.

The Board of Directors and Committees
The Board of Directors

The Board, which is headed by the Chairman who is non-executive, comprised two other non-executive and six executive

members as at 30 June 2005, which ensures compliance with the Combined Code which states that a smaller company

should have at least two independent directors. Ricardo was below the FTSE 350 throughout the year immediately prior

to the 12 months ended 30 June 2005. The Board met regularly throughout the year with ad hoc meetings being held

also. The Strategic Board, which was initiated on 1 January 2004, and conducts strategic overviews as appropriate, is

headed by the Chairman and comprises the two other non-executive and three executive members, RJ Westhead, AR

Goodburn and D J Shemmans (from the date of his appointment). It met three times in the year in months when the

Board did not meet. From I July 2005, at most only one Strategic Board meeting will be held in a year. All papers relating

to the Strategic Board are circulated to the Board members. The role of the Board and the Strategic Board (collectively

“the Board”) is to provide entrepreneurial leadership of the Company and to set strategic aims but within a framework of

prudent and effective controls which enable risk to be managed. The Board has agreed the Schedule of Matters reserved

for its decision which includes ensuring that the necessary financial and human resources are in place to meet its

obligations to its shareholders and others. It also approves acquisitions and disposals of businesses, major capital

expenditure, the annual financial budgets and recommends interim and final dividends. It receives recommendations

from the Audit Committee in relation to the appointment of auditors, their remuneration and the policy relating to non-

audit services and from the Nomination Committee it receives recommendations regarding Board appointments. The

Board agrees the framework for executive directors’ remuneration with the Remuneration Committee and determines

fees paid to non-executive directors. Board papers are circulated before Board meetings in sufficient time to be

meaningful.

The division of responsibilities between the Chairman and the Chief Executive is clearly defined and has been approved

by the Board. The Chairman’s primary responsibility is ensuring the effectiveness of the Board and setting its agenda.

The Chairman has no involvement in the day to day business of the Group. The Chief Executive has direct charge of the

Group on a day to day basis and is accountable to the Board for the financial and operational performance of the Group.

The Chief Executive also chairs the Ricardo Operating Board which deals with operational issues. It normally meets

every three months and comprises the Managing Directors of subsidiary companies and other senior executives. The

minutes of the meetings are circulated to the Board.

The performance of the Board is evaluated each year by means of a detailed questionnaire which each director

completes. The structure of the Board as to the appropriateness of its skill level and cultural mix, the way Board

meetings are conducted and administered and the content of those meetings, the effectiveness of the various

Committees, whether Corporate Governance issues are handled in a satisfactory manner and whether there is a clear

strategy and objectives, are appraised. The results help the Board improve the performance of its directors.

A new director, on appointment, is briefed on the activities of the Company. Professional induction training is also given

as appropriate. The Chairman briefs non-executive directors on issues arising at Board meetings if required and non-

executive directors have access to the Chairman at any time. Ongoing training is provided as needed including

presentations by the operating units on specific aspects of the business. This is supplemented by visits to key locations

Corporate Governance



and meetings with key senior executives. Directors are continually updated on the Group’s business and on insurance

and on issues covering pensions, social, ethical, environmental and health and safety by means of Board presentations.

In the furtherance of his duties or in relation to acts carried out by the Board or the Company, each director has been

informed that he is entitled to seek independent professional advice at the expense of the Company. The Company

maintains appropriate cover under a Directors and Officers insurance policy if legal action is taken against any director.

Each director is appraised through the normal appraisal process. The Chief Executive is appraised by the Chairman, the

executive Board members by the Chief Executive and the non-executive Board members by the Chairman. Under the

leadership of the senior independent director, the non-executive Board members held a meeting without the Chairman

being present to appraise the Chairman’s performance. Each director has access to the services of the Company

Secretary if required.

The non-executive directors are considered by the Board to be totally independent of management and are free to

exercise independence of judgement. They have never been employees of the Company nor have they participated in any

of the Company’s share schemes, pension schemes or bonus arrangements. They receive no other remuneration from

the Company other than the directors’ fees. Confirmation has been sought and received from each non-executive

director that he:

● does not have and has not had within the last three years, a material business relationship with the Company, either

directly or as a partner, shareholder, director or senior employee of a body that has such a relationship with the

Company.

● has no close family ties with any of the Company’s advisers, directors or senior employees.

● holds no cross-directorships or has significant links with other directors through involvement in other companies or

bodies.

● does not represent a significant shareholder.

Confirmation was sought and received from the Chairman, of the above, at the date of his appointment but is also

sought and received annually. It is recognised that the Combined Code does not treat the Chairman as independent

after appointment and it is considered best practice that he should not sit on the Audit or Remuneration Committees.

However the Board takes the view that as the number of non-executive directors is only three, including the Chairman,

and as the Chairman does not chair either of those Committees, his participation will continue as the Committees gain

the benefit of his external expertise and experience in areas which the Company considers important.

The Chairman met during the year with the other non-executives and without the executive directors being present. The

non-executive directors met during the year with the Chairman and Chief Executive present to review strategy.

The non-executive Deputy Chairman, J P Percy, has been recognised as being the senior independent director who is

available to shareholders if contact through normal channels is inappropriate or has failed to resolve an issue.
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The table below shows the number of Board meetings and Audit, Remuneration and Nomination Committee meetings

held during the year and the attendance of each director.

Strategic
Board Board Committee meetings

meetings meetings Audit Remuneration Nomination

Number of meetings in the year 8 3 4 7 3
M Beresford 8 3 4 7 3
P T Ward(1) 3 3 3 3 2
J P Percy 8 3 4 7 3
J M Harper 7 3 4 6 3
R J Westhead 8 3 3
A R Goodburn 8 3
J W Holt 8
S Parker 8
G A Andrews(2)
C Hickman(3) 6
D Shemmans(4) 5

(1) Resigned 31 March 2005
(2) Resigned 6 September 2004
(3) Resigned 31 August 2005
(4) Appointed 17 February 2005

G A Andrews resigned before the first Board meeting had been convened.

Apart from J W Holt and G A Andrews, all directors attended the AGM in November 2004.

The Audit Committee

The Audit Committee (“the Committee”) is established by and is responsible to the Board. It has written terms of

reference. Its main responsibilities are:

● to monitor and be satisfied with the truth and fairness of the Company’s financial statements before submission to

the Board for approval, ensuring their compliance with the appropriate accounting standards, the law and the

Listing Rules of the Financial Services Authority

● to monitor and review the Company’s system of internal control and the effectiveness of the internal audit function

and ensure that it is adequately resourced 

● to make recommendations to the Board in relation to the appointment of the external auditors and their

remuneration, following appointment by the shareholders in general meeting, and to review the scope and planning

of the audit and be satisfied with the auditors’ independence, objectivity and effectiveness on an ongoing basis

● to implement the policy relating to any non audit services performed by the external auditors

J P Percy, the Chairman of the Committee, is currently Chairman of Companies House and Chairman of the Audit

Committee of The Weir Group plc. He was formerly Chairman of the Accounts Commission for Scotland and President of

the Institute of Chartered Accountants for Scotland and therefore has relevant experience. The other members of the

Committee, M Beresford and J M Harper, both of whom are non-executive directors, have gained wide experience in

regulatory and risk issues.

Appointments to the Committee are made by the Board on the recommendation of the Nomination Committee which

takes into account the particular skills and attributes required to fulfil particular roles. The members of the Committee

are remunerated at a level which takes account of their responsibilities.
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The Committee is authorised by the Board to seek and obtain any information it requires from any officer or employee of

the Company and to obtain external legal or other independent professional advice as is deemed necessary by it.

Meetings of the Committee are held normally three times a year to coincide with the review of the scope of the external

and internal audit and observations arising from their work in relation to internal control and also in September and

February each year to review the financial statements. The external auditors are invited to all meetings and meet with the

Audit Committee without management being present at least once a year. At its meeting in September it carries out a

full review of the year end financial statements and of the audit, using as a basis the Report to the Audit Committee

prepared by the external auditors and taking into account any significant accounting policies, any changes to them and

any significant estimates or judgments. Questions are asked of management of any significant or unusual transactions

where the accounting treatment could be open to different interpretations. A similar but less detailed investigation is

carried out in February when the Interim Statement is reviewed.

The Committee receives reports from management and internal audit on the effectiveness of the system of internal

controls. It also receives from the external auditors a report of matters arising during the course of the audit which the

auditors deem to be of significance for the Committee’s attention. The statement on internal controls and the

management of risk, which is included in the annual report, is approved by the Committee.

The 1998 Public Interest Disclosure Act (“the Act”) aims to promote greater openness in the workplace and ensures

“whistle blowers” are protected. The Company maintains a policy in accordance with the Act which allows employees to

raise concerns on a confidential basis if they have reasonable grounds in believing that there is serious malpractice

within the Company. The policy is designed to deal with concerns, which must be raised without malice and in good

faith, in relation to specific issues which are in the public interest and which fall outside the scope of other Company

policies and procedures. There is a specific complaints procedure laid down and action will be taken in those cases

where the complaint is shown to be justified. The individual making the disclosure will be informed of what action is to

be taken and a formal written record will be kept of each stage of the procedure. The “whistle blowing” policy is

published internally on the Company’s website.

The external auditors are required to give the Committee information about policies and processes for maintaining their

independence and compliance regarding the rotation of audit partners and staff. The Committee considers all

relationships between the external auditors and the Company to ensure that they do not compromise the auditors’

judgement or independence particularly with the provision of non audit services where a policy relating to these has

been agreed by the Board. Essentially the external auditors would be excluded from carrying out non-audit services if

they are put in the position of auditing their own work, making management decisions for the Company, if a mutual

interest between the Company and the auditors is created or if the auditors take on the role of an advocate for the

Company. If the external auditors carry out non audit services and the cost of these services is estimated to exceed

£20,000, prior approval by the Committee is required.

During the year a review of the internal audit process was carried out. The audit plan for the year was reviewed as was

the staffing, which consists of suitably qualified staff from the Company, to carry out the audits. The resources were

considered adequate. The internal audit reports were reviewed as was management’s response to the findings and

recommendations. The Committee considers that the internal audit process is an effective tool in the overall context of

the Company’s risk management system. The Committee meets annually with the internal auditor without the

management being present.
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The Remuneration Committee

The Remuneration Committee, which is chaired by J M Harper, also comprises the non-executive directors and meets

when required, but meets at least twice a year with the Chief Executive in attendance as appropriate. It has written terms

of reference. The Committee agrees the framework for executive directors’ remuneration with the Board and determines

the remuneration and other benefits of executive directors and managing directors of subsidiary companies of the

group. The Committee is cognisant of the remuneration and other benefits of subsidiary board members.

The Nomination Committee

The Nomination Committee, having evaluated the balance of skills, knowledge and experience on the Board, makes

recommendations to the Board of executive and non-executive appointments. Before such recommendations are made,

descriptions of the roles and skills required in fulfilling these roles are prepared for particular appointments. To attract

suitable candidates, appropriate external advice is taken and interviews conducted by at least two members of the

Committee to ensure a balanced view. Prior to his appointment as CEO designate, D Shemmans along with other

potential candidates went through a rigorous interview process with an outside agency before his appointment was

verified by the Nomination Committee. When an appointment of a non-executive director is made, a formal letter is sent

setting out clearly what is expected regarding time commitment, committee membership and involvement outside Board

meetings. When a Chairman needs to be appointed, the Nomination Committee is chaired by the senior independent

director. A job specification is prepared together with an assessment of the time commitment expected. The chosen

candidate is required to disclose to the Board any other significant commitments before the appointment can be ratified.

The current Chairman is M Beresford. The Committee has written terms of reference, and comprises M Beresford,

J P Percy, J M Harper and R J Westhead and meets at least twice a year and at other times as appropriate. In the year

ended 30 June 2005, the Committee met three times. The Chairman of the Committee, who would always be a non

executive director, is decided by the Board. The leadership needs of the Company are constantly monitored as are the

size and structure of the Board with consideration being given to the training needs of the executive and non-executive

members. Non-executive directors are subject to rigorous review when they are continuing to serve on the Board for any

term beyond six years.

Boards of subsidiary companies

The Group has a policy of appointing industry experts to participate in its local operating boards, thus bringing broader

global experience to the Group. Professor Wallentowitz of Aachen University, Sivert Hiljemark, formerly Volvo Cars (UK)

and Akira Kijima, formerly Mitsubishi Motor Corporation were appointed to the German, UK and Japanese local boards

respectively.

Re-election

Directors are subject to election at the Annual General Meeting following their appointment and are subject to 

re-election at least every three years.

Shareholder communications

The Chief Executive and the Finance Director regularly meet with institutional shareholders to foster a mutual

understanding of objectives. Additionally a letter is sent annually from the Chairman to major shareholders inviting their

views on corporate governance issues.

The directors encourage the participation of all shareholders, including private investors, at the Annual General Meeting

and as a matter of policy the level of proxy votes (for, against and vote withheld) lodged on each resolution is declared at

the meeting.

The Annual Report and Accounts is published on our website www.ricardo.com and can be accessed by our

shareholders.
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Going Concern

After making enquiries, the directors have confidence that the Company and the Group have adequate resources to

continue in operational existence for the foreseeable future. For this reason they continue to adopt the going concern

basis in preparing the Report and Accounts.

Internal controls

The Board is responsible for the Group’s system of internal controls and for reviewing its effectiveness. Such a system is

designed to manage rather than eliminate the risk of failure to achieve business objectives, and can only provide

reasonable and not absolute assurance against material misstatement or loss.

Each part of the Group highlights potential financial and non-financial risks which may impact on the business as part

of the monthly management reporting procedures. The Board receives these monthly management reports and monitors

the position at Board meetings.

As part of the risk management process, directors and senior managers are required to certify on a bi-annual basis that

they have established effective controls to manage risk and to comply with legislation and Group procedures. The

procedures have been put in place to ensure that effective control and risk management is embedded in the Group and

that the Group is in a position to react as appropriate as new risks arise.

The Board confirms that there are ongoing processes for identifying, evaluating and mitigating the significant risks faced

by the Group. The processes have been in place during the year under review and up to the date of approval of the

Annual Report and Accounts, consistent with the guidance for directors on internal control issued by the Turnbull

Committee.

The Group’s internal financial control and monitoring procedures include:

(a) clear responsibility on the part of line and financial management for the maintenance of good financial controls and

the production of accurate and timely financial management information;

(b) the control of key financial risks through clearly laid down authorisation levels and appropriate segregation of

accounting duties;

(c) detailed monthly budgeting and reporting of trading results, balance sheets and cash flows, with regular review by

management of variances from budget;

(d) reporting on compliance with internal financial controls and procedures by Group internal audit;

(e) review of reports issued by the external auditors.

The Audit Committee on behalf of the Board reviews reports from both the internal and external auditors together with

management’s response regarding proposed actions. In this manner they have reviewed the effectiveness of the system

of internal controls for the period covered by the accounts.
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The following statement, which should be read in conjunction with the Independent Auditors’ Report on pages 44 and

45, is made with a view to distinguishing for shareholders the respective responsibilities of the directors and of the

auditors in relation to the financial statements.

The directors are required by the Companies Act 1985 to prepare financial statements for each financial year which give

a true and fair view of the state of affairs of the Company and the Group as at the end of the financial year and of the

profit or loss for the financial year.

The directors consider that in preparing the financial statements on pages 46 to 72 and the relevant disclosures in the

Directors’ Remuneration Report the Company has used appropriate accounting policies, consistently applied and

supported by reasonable and prudent judgements and estimates and that all accounting standards which they consider

to be applicable have been followed. The financial statements have been prepared on a going concern basis.

The directors have responsibility for ensuring that the Company keeps accounting records which disclose with

reasonable accuracy the financial position of the Company and which enable them to ensure that the financial

statements comply with the Companies Act 1985.

The directors 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 irregularities.

The directors are responsible for the maintenance and integrity of the Annual Report and Accounts on the website in

accordance with United Kingdom legislation governing the preparation and dissemination of financial statements.

Access to the website is available from outside the United Kingdom, where comparable legislation may be different.
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We have audited the financial statements which comprise the consolidated profit and loss account, the consolidated

and company balance sheets, the statement of group total recognised gains and losses, the reconciliation of movements

in shareholders’ funds, the consolidated cash flow statement and the related notes. We have also audited the

disclosures required by Part 3 of Schedule 7A to the Companies Act 1985 contained in the directors’ remuneration

report (“the auditable part”).

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report and the financial statements in accordance with applicable

United Kingdom law and accounting standards are set out in the statement of directors’ responsibilities. The directors

are also responsible for preparing the directors’ remuneration report.

Our responsibility is to audit the financial statements and the auditable part of the directors’ remuneration report in

accordance with relevant legal and regulatory requirements and United Kingdom Auditing Standards issued by the

Auditing Practices Board. This report, including the opinion, has been prepared for and only for the company’s members

as a body in accordance with Section 235 of the Companies Act 1985 and for no other purpose. We do not, in giving this

opinion, accept or assume responsibility for any other purpose or to any other person to whom this report is shown or

into whose hands it may come save where expressly agreed by our prior consent in writing.

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial

statements and the auditable part of the directors’ remuneration report have been properly prepared in accordance with

the Companies Act 1985. We also report to you if, in our opinion, the directors’ report is not consistent with the financial

statements, if the company has not kept proper accounting records, if we have not received all the information and

explanations we require for our audit, or if information specified by law regarding directors’ remuneration and

transactions is not disclosed.

We read the other information contained in the annual report and consider the implications for our report if we become

aware of any apparent misstatements or material inconsistencies with the financial statements. The other information

comprises the corporate profile, chairman’s statement, chief executive’s review, finance director’s review, directors’

report, the unaudited part of the remuneration report, corporate governance statement, statement of directors’

responsibilities and the five year summary.

We review whether the corporate governance statement reflects the company’s compliance with the seven provisions of

the 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 to form an opinion on the effectiveness of the Company’s or Group’s corporate governance procedures or its

risk and control procedures.

Basis of audit opinion

We conducted our audit in accordance with auditing standards issued by the Auditing Practices Board. An audit

includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements

and the auditable part of the directors’ remuneration report. It also includes an assessment of the significant estimates

and judgements made by the directors in the preparation of the financial statements, and of whether the accounting

policies are appropriate to the 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 to provide us with sufficient evidence to give reasonable assurance that the financial statements and

the auditable part of the directors’ remuneration report are free from material misstatement, whether caused by fraud or

other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of

information in the financial statements.
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Opinion

In our opinion:

● the financial statements give a true and fair view of the state of affairs of the company and the group at 30 June 2005

and of the profit and cash flows of the group for the year then ended;

● the financial statements have been properly prepared in accordance with the Companies Act 1985; and

● those parts of the directors’ remuneration report required by Part 3 of Schedule 7A to the Companies Act 1985 have

been properly prepared in accordance with the Companies Act 1985.

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors

Southampton

19 September 2005
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Before

goodwill Goodwill

amortisation amortisation

Before 2005 and and 2004

goodwill Goodwill £’000 exceptional exceptional £’000

Notes amortisation amortisation Total costs costs Total

Turnover 2 159,920 – 159,920 146,242 – 146,242

Operating profit/(loss) 3 9,147 (1,004) 8,143 2,600 (4,558) (1,958)

Profit/(loss) on ordinary activities before interest 9,147 (1,004) 8,143 2,600 (4,558) (1,958)

Net interest 4 (796) – (796) (800) – (800)

Profit/(loss) on ordinary activities before taxation 5 8,351 (1,004) 7,347 1,800 (4,558) (2,758)

Tax on profit/(loss) on ordinary activities 7 (186) – (186) 515 1,114 1,629

Profit/(loss) on ordinary activities after taxation 8,165 (1,004) 7,161 2,315 (3,444) (1,129)

Minority interest 26 (82) (148)

Profit/(loss) for the financial year 7,079 (1,277)

Non-equity preference dividends 8 (6) (6)

Profit/(loss) attributable to ordinary shareholders 7,073 (1,283)

Equity ordinary dividends 8 (4,505) (4,478)

Retained profit/(loss) transferred to/(from) 

reserves 19 2,568 (5,761)

Earnings per ordinary share

– basic 9 14.2p (2.6)p

– diluted 9 14.1p (2.6)p

Earnings per ordinary share before goodwill

amortisation (and exceptional redundancy costs)

– basic 9 16.2p 4.3p

– diluted 9 16.1p 4.3p

There is no material difference between the profit/(loss) on ordinary activities before taxation and the profit/(loss) for the

financial years, stated above, and their historical cost equivalents.

All of the above activities are continuing.
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Group Company
2005 2004 2005 2004

Notes £’000 £’000 £’000 £’000

Fixed assets

Intangible assets 10 14,643 16,161 – –

Tangible assets 11 47,872 50,944 10,093 10,463

Investments 12 – – 26,062 20,333

62,515 67,105 36,155 30,796

Current assets

Stocks 13 6,918 6,285 – –

Debtors 14 46,589 36,525 42,576 164,726

Cash at bank and in hand 8,807 11,119 22,354 13,227

62,314 53,929 64,930 177,953

Creditors – amounts falling due within one year 15 (45,066) (56,247) (20,372) (23,255)

Net current assets/(liabilities) 17,248 (2,318) 44,558 154,698

Total assets less current liabilities 79,763 64,787 80,713 185,494

Creditors – amounts falling due after more

than one year 16 (18,655) (4,788) (15,534) –

Provisions for liabilities and charges 17 (1,815) (3,843) (162) (392)

Net assets 59,293 56,156 65,017 185,102

Capital and reserves

Called up share capital 18 12,504 12,474 12,504 12,474

Share premium account 19 12,201 12,076 12,201 12,076

Capital redemption reserve 19 40 40 40 40

Merger reserve 19 967 967 – –

Long term incentive plan reserve 19 143 – 143 –

Profit and loss account 19 32,944 30,106 40,129 160,512

Shareholders’ funds 58,799 55,663 65,017 185,102

Equity and non-equity minority interests 26 494 493 – –

Capital employed 59,293 56,156 65,017 185,102

The financial statements on pages 46 to 72 were approved by the Board of Directors on 19 September 2005 and signed

on its behalf by:

Marcus Beresford – Chairman

Rodney Westhead – Chief Executive
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2005 2004
Notes £’000 £’000

Profit/(loss) attributable to ordinary shareholders 7,073 (1,283)

Foreign exchange adjustments 19 171 (1,259)

Total gains and (losses) relating to the year 7,244 (2,542)

Reconciliation of Movements in Shareholders’ Funds for the year ended 30 June 2005

2005 2004
£’000 £’000

Profit/(loss) attributable to ordinary shareholders 7,073 (1,283)

Dividends (4,505) (4,478)

2,568 (5,761)

Other recognised gains/(losses) 171 (1,259)

Amounts received in respect of ESOP shares 99 –

Proceeds on issue of new shares under an employee share scheme 155 27

Long term incentive plan reserve 143 (204)

Addition to/(reduction from) shareholders’ funds 3,136 (7,197)

Opening shareholders’ funds 55,663 62,860

Closing shareholders’ funds 58,799 55,663
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2005 2004
Notes £’000 £’000 £’000 £’000

Net cash inflow from operating activities 20 10,183 12,037

Returns on investments and servicing of finance

Interest received 774 919

Interest paid (1,649) (1,662)

Dividend paid to minority shareholder (85) (207)

Net cash outflow from returns on investment 

and servicing of finance (960) (950)

Taxation 271 (3,531)

Capital expenditure and financial investment

Purchase of tangible fixed assets (6,264) (11,091)

Sale of tangible fixed assets 158 75

(6,106) (11,016)

Equity and non equity dividends paid (4,499) (4,482)

Management of liquid resources

Loan note repaid – (340)

(340)

Cash flow before use of financing (1,111) (8,282)

Financing

Issue of ordinary share capital 155 27

Loans taken out/repaid 13,855 (585)

Amounts received in respect of ESOP shares 99 –

14,109 (558)

Increase/(decrease) in cash 21 12,998 (8,840)

Consolidated Cash Flow Statement for the year ended 30 June 2005
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1 Accounting policies

These financial statements are prepared under the historical cost convention. The accounting policies set out below

are in accordance with applicable United Kingdom accounting standards. A summary of the more important Group

accounting policies is set out below.

(a) Basis of consolidation

The financial statements incorporate the results of all subsidiaries from the date of acquisition or to the date of disposal.

(b) Turnover

Turnover consists of amounts chargeable to customers for products and services provided and is exclusive of value

added tax and other sales taxes.

The Group’s services turnover is derived from work undertaken for customers on long term contracts. Work is

undertaken for customers either on the basis that time and materials are billed as incurred or according to the terms

of fixed price contracts. For time and material contracts, turnover and profit is recognised when the right to

consideration has been established according to time worked and materials expended. With respect to fixed price

contracts, turnover is recognised according to the percentage of the estimated total contract value completed or the

achievement of contractual milestones; a proportion of profit is also recognised as the contract progresses. All

losses on fixed price contracts are recognised in the first period they are incurred or foreseen. Revenue and profit is

recognised from project variations when it is expected that it will be recovered from customers.

The corresponding amount for turnover is included within debtors as amounts recoverable on contracts. Advance

payments received from customers are included in creditors as payments received in advance and amounts are set

off against the value of work undertaken as the contracts progress.

The Group’s product turnover is derived from the sale of licences for its software and related services, which includes

maintenance and training services and from the sale of subscriptions for technical support services.

Income from licence arrangements is recognised when a signed contract is obtained and delivery has occurred.

Software income, with the exception of outright purchase of the licence, is recognised over the period of the lease or

maintenance agreement. Maintenance, training and support service revenues are recognised over the period of the

service provided. Related costs are charged to the profit and loss account as incurred.

(c) Research and development

Expenditure on research and development is written off in the year in which it is incurred.

(d) Leases

The costs of operating leases are dealt with by way of a charge to the profit and loss account as incurred.

Provision is made for the expected net cost to the Group of vacant leasehold property.

Assets held under finance leases and hire purchase agreements are included as tangible fixed assets at purchase

price and depreciated over their estimated lives. The obligations (net of finance charges) are included, as

appropriate, under creditors, due within or after one year.

(e) Pension costs

The expected cost of pensions in respect of the Group’s main defined benefit pension scheme is charged to the profit

and loss account so as to spread the cost of pensions over the service lives of employees in the scheme.

The pension cost is assessed in accordance with the advice of qualified actuaries. Variations from the regular cost

are spread over the expected remaining service lives of current employees in the scheme.

The pension costs for the Group’s defined contribution scheme and other money purchase schemes are charged

against profits in the year in which they are incurred.
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1 Accounting policies

(f) Goodwill

Goodwill arising on consolidation represents the excess of the fair value of the consideration given over the fair value

of the identifiable net assets acquired. From 1 July 1998 goodwill arising on the acquisition of subsidiaries,

associates and joint ventures is capitalised and amortised over a period varying between five and twenty years. These

periods are the periods over which the directors estimate the value of the underlying businesses acquired are

expected to exceed the value of their underlying assets. Goodwill arising on acquisitions prior to 

1 July 1998 was written off immediately against reserves. This goodwill had been eliminated in line with the

accounting policy in place at the time and will be charged or credited in the profit and loss account on the

subsequent disposal of the business to which it related.

(g) Foreign exchange

Assets and liabilities denominated in foreign currencies are translated into sterling at the rate of exchange ruling at

the balance sheet date. Transactions in foreign currencies are translated into sterling at the rate of exchange ruling

at the date of the transaction. Exchange gains and losses arising in the normal course of trading are dealt with in the

profit and loss account.

Trading results of overseas subsidiaries are translated into sterling at average rates and the assets and liabilities of

the subsidiaries are translated at the rate of exchange ruling at the balance sheet date. Unrealised exchange gains

and losses arising from the retranslation of equity investments in overseas subsidiaries, and the related foreign

currency borrowings used to finance those investments, together with structural Group funding, are dealt with

through reserves.

(h) Investments

Investments are stated at cost, less any impairment in value.

(i) Stocks and work in progress

Stocks are stated at the lower of cost, including attributable overheads, and net realisable value. Work in progress is

stated at cost, including attributable overheads, less any foreseeable losses and progress payments receivable.

Pre production and development costs relating to specific contracts are included in work in progress to the extent to

which they are recoverable.

(j) Government grants

Income from government grants is taken to deferred income and released to the profit and loss account in line with

related expenditure.

(k) Deferred tax

Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance

sheet date, with the following exceptions:

– deferred tax assets are only recognised if it is considered more likely than not that there will be suitable profits

from which the future reversal of the underlying timing difference can be deducted;

– provision is made for gains on disposal of fixed assets that have been rolled over into replacement assets only

where, at the balance sheet date, there is a commitment to dispose of those replacement assets; and

– provision is made for the tax that would arise on remittance of the retained earnings of overseas subsidiaries

only to the extent that, at the balance sheet date, dividends have been accrued as receivable.

Deferred tax is measured on a non-discounted basis at the tax rates that are expected to apply in the periods in which

timing differences reverse, based on tax rates and laws enacted or substantively enacted at the balance sheet date.
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1 Accounting policies
(l) Share schemes

The Group’s Employee Share Ownership Plan (ESOP), Qualifying Employee Share Ownership Trust (QUEST) and

Employee Share Ownership Trust (ESOT) are separately administered trusts which are funded by loans (the ESOP) and

gifts, (the QUEST and the ESOT), from the Company, and the assets of which, mainly comprise shares in the Company.

In accordance with UITF38 the shares held by these trusts have been treated as a deduction from shareholders’ funds.

(m) Derivative financial instruments

The Group uses derivative financial instruments to reduce exposure to foreign exchange risk and interest

movements. The Group does not hold or issue derivative financial instruments for speculative purposes.

For a forward foreign exchange contract to be treated as a hedge, the instrument must be related to actual foreign

currency assets or liabilities or to a probable commitment. It must involve the same currency or similar currencies as

the hedged items and must also reduce the risk of foreign exchange currency movements on the Group’s operations.

Gains and losses on these contracts are recognised in the profit and loss account when the hedged transaction is

recognised. The more significant financial instruments of the Group are disclosed in note 25 of the financial

statements.

(n) Tangible fixed assets

Depreciation is provided to write off the value (being cost less estimated residual value) of long leasehold property

and freehold buildings, and the cost of other tangible fixed assets over their estimated useful lives as follows:

Freehold buildings – Between 25 and 50 years

Long and short leasehold property – Over the term of the lease

Plant and machinery – Between 5 and 10 years

Fixtures, fittings and equipment including computer

aided design equipment – Between 3 and 10 years

Motor vehicles – Between 4 and 5 years

Freehold land is not depreciated.

2 Segmental reporting

The directors consider that the Group operates in two business segments, the provision of engineering and

technology services and strategic consulting to industry, commerce and other agencies.

Turnover by destination
2005 2004
£’000 £’000

Europe 91,307 94,284

North America 42,160 40,830

Pacific basin 16,266 5,529

Rest of the world 10,187 5,599

159,920 146,242
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Turnover by origin, operating profit and net operating assets

For engineering and technology services, the Group operates in 3 main geographical areas. In addition, the Group’s

strategic consulting business operates on a global basis.

Engineering and technology services Strategic

2005 North Rest of Consulting

UK America Germany the world Sub-total Total
£’000 £’000 £’000 £’000 £’000 £’000 £’000

Turnover by origin 88,629 32,441 29,660 249 150,979 8,941 159,920

Operating profit/(loss) before
goodwill amortisation 4,735 1,599 1,626 (343) 7,617 1,530 9,147
Operating profit/(loss) after
goodwill amortisation 4,431 1,589 936 (343) 6,613 1,530 8,143

Net operating assets/(liabilities) 40,904 12,503 21,178 (703) 73,882 (1,514) 72,368
Net Group borrowings (11,260)
Provisions for liabilities and charges (1,815)

Net assets 59,293

Engineering and technology services Strategic

2004 North Rest of Consulting

UK America Germany the world Sub-total Total
£’000 £’000 £’000 £’000 £’000 £’000 £’000

Turnover by origin 84,677 36,365 23,390 32 144,464 1,778 146,242

Operating profit/(loss) before
goodwill amortisation and exceptional costs 1,869 1,026 1,181 (185) 3,891 (1,291) 2,600
Operating profit/(loss) after
goodwill amortisation and before exceptional costs 1,554 1,015 522 (185) 2,906 (1,291) 1,615

Net operating assets/(liabilities) 42,775 9,564 17,557 (239) 69,657 599 70,256
Net Group borrowings (10,257)
Provisions for liabilities and charges (3,843)

Net assets 56,156

To provide a better understanding of the profit and turnover generated in the businesses, the segmental analysis for

2004 has been restated for goodwill and to reflect the turnover and profit generated by the staff of those businesses.



3 Operating profit/(loss)

Before
goodwill Goodwill

amortisation amortisation
Before 2005 and and 2004

goodwill Goodwill £’000 exceptional exceptional £’000
amortisation amortisation Total costs costs Total

Turnover 159,920 159,920 146,242 – 146,242

Cost of sales (113,241) (113,241) (106,722) – (106,722)

Gross profit 46,679 46,679 39,520 – 39,520

Administration expenses (37,532) (1,004) (38,536) (36,920) (4,558) (41,478)

Operating profit 9,147 (1,004) 8,143 2,600 (4,558) (1,958)

Goodwill amortisation of £1,004,000 comprises goodwill amortisation only (2004: goodwill amortisation £985,000 and

exceptional redundancy cost of £3,573,000).

4 Net interest
2005 2004
£’000 £’000

Interest receivable 774 887

Interest payable on bank loans and overdrafts (1,570) (1,687)

(796) (800)
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5 Profit/(loss) on ordinary activities before taxation
2005 2004
£’000 £’000

Profit/(loss) on ordinary activities before taxation is stated after charging/(crediting):
Research and development 3,862 4,421
Operating leases: hire of plant and machinery 784 878

other 2,373 2,068
Amortisation of intangible fixed assets 1,004 985
Depreciation 9,298 9,518
Loss/(gain) on sale of tangible fixed assets 5 (7)
Exceptional costs – redundancy – 3,573
LTIP 143 (204)

Total auditors’ remuneration was as follows:
Audit services

Statutory audit fees for the group 282 243

Audit fees of the Company 59 58

Fees for non audit services, paid or payable, to the auditors in the UK:
Other services (predominantly taxation services) 92 42

Fees paid or payable to the auditors, outside of the UK, were:
Audit services 99 70
Non audit services 65 –

Total fees, paid or payable, to the auditors for all services provided 374 285

6 Employees
2005 2004
£’000 £’000

Staff costs:
Wages and salaries 60,258 67,157
Social security costs 8,398 8,209
Other pension costs (note 24) 3,526 4,058

72,182 79,424

2005 2004
Number Number

Average number of employees (including executive directors) during the year:
Management, administration and sales 204 234
Production and engineering staff 1,420 1,504

1,624 1,738

The directors’ remuneration and share options are detailed within the Directors’ Remuneration Report on pages 27 to

36. The aggregate gain made by directors on the exercise of share options was £39,470 (2004: £7,789).
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7 Taxation on profit/(loss) on ordinary activities
2005 2004
£’000 £’000

Analysis of charge/(credit) in the year

United Kingdom
Corporation tax at 30% (2004: 30%) 942 (15)
Adjustments in respect of prior periods (71) (182)
Double tax relief – (8)

871 (205)
Foreign tax
Corporation taxes 1,104 242
Adjustments in respect of prior periods (8)

Total current tax 1,967 37

Deferred tax
Origination and reversal of timing differences (485) (1,097)
Adjustment in respect of prior periods (1,296) (569)

Total deferred tax (1,781) (1,666)

Representing:
United Kingdom (2,381) (1,097)
Adjustment in respect of prior periods – (569)
Foreign tax 600 –

Total deferred tax (1,781) (1,666)

Tax charge/(credit) on profit/(loss) on ordinary activities 186 (1,629)

The tax for the year is lower (2004: lower) than the standard rate of corporation tax in the UK (30%). The differences
are set out below:

2005 2005 2004 2004
£’000 % £’000 %

Profit/(loss) on ordinary activities before tax 7,347 (2,758)

Profit on ordinary activities multiplied by standard rate of
corporation tax in the UK of (30%) 30 (30)

Effects of:
Depreciation in excess of capital allowances 11 28
Other short term timing differences (3) 1
Tax losses (1) 10
Expenses not deductible for tax purposes 3 1
Government tax incentives (19) (20)
Adjustments to corporation tax in respect of prior period (1) (7)
Net irrecoverable overseas tax 6 8
Difference in foreign tax rates (3) –
Goodwill amortisation 3 9
Overseas tax losses not recognised 1 –

1,967 37

Factors that may affect future tax charges
The Group anticipates being able to maintain a lower effective rate of tax on its worldwide profits than the current UK
rate of 30% as a result of UK and US tax incentives.

Based on current capital investment plans, the Group expects the annual depreciation charge to exceed the claim for
capital allowances but at a lower level than in the current year.
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8 Dividends 2005 2004
£’000 £’000

Non-equity preference dividends 4p per share (2004 – 4p) 6 6

Equity ordinary dividends:
Interim 2.7p per share (2004 – 2.7p) 1,354 1,339
Proposed final of 6.3p per share (2004 – 6.3p) 3,151 3,139

4,505 4,478

The preference shares have been issued by two subsidiaries of the Group.

9 Earnings per share
Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted
average number of shares in issue during the year, excluding those held by the LTIP Trustee which are treated as
cancelled for the purposes of the calculation.

For diluted earnings per share, the weighted average number of ordinary shares in issue is adjusted to assume
conversion of all dilutive potential ordinary shares. The Group has two classes of dilutive potential ordinary shares: those
options granted to employees where the exercise price is less than the market price of the Company‘s ordinary shares
during the year and the contingently issuable shares under the Group’s LTIP. At 30 June 2005, the performance criteria
for the vesting of awards under the plans maturing on 30 June 2005 and 30 June 2006 had not been met and
consequently the shares in question are excluded from the diluted earnings per share computation. The contingently
issuable shares under the Group’s LTIP maturing on 30 June 2007 are included as the performance criteria for the
vesting of awards will be met based on the current status of the conditions.

Reconciliations of the earnings and the weighted average number of shares used in the calculations are set out below.
2005 2004

Number of Per share Number of Per share
Earnings shares amount Earnings shares amount

£’000 ’000 pence £’000 ’000 pence
Basic EPS
Profit/(loss) attributable to ordinary
shareholders 7,073 49,938 14.2 (1,283) 49,770 (2.6)
Effect of dilutive securities:
LTIP 203 –
Options – 61 – *

Diluted EPS 7,073 50,202 14.1 (1,283) 49,770 (2.6)

Supplementary earnings per share to exclude goodwill amortisation (2004: goodwill and exceptional redundancy
costs).

Basic EPS 7,073 49,938 14.2 (1,283) 49,770 (2.6)
Effect of goodwill 1,004 – 3,444 –

Basic EPS excluding goodwill
amortisation 8,077 49,938 16.2 2,161 49,770 4.3

Diluted EPS 7,073 49,938 14.2 (1,283) 49,770 (2.6)
Effect of goodwill 1,004 – 3,444 –
Effect of dilutive securities:
LTIP 203 –
Options – 61 – 271

Diluted EPS excluding goodwill
amortisation 8,077 50,202 16.1 2,161 50,041 4.3

* no dilution due to loss in the year.
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9 Earnings per share
The weighted average number of shares in issue may be reconciled to the number used in the earnings per share
calculation as follows:

2005 2004
Weighted average number: ’000 ’000
Ordinary shares in issue 49,943 49,889
Shares held by Employee Share Ownership Trust – (67)
Shares held by Long Term Incentive Plan Trustee (5) (52)

49,938 49,770

10 Intangible fixed assets
Goodwill

Total
£’000

Group
Cost

At 1 July 2004 17,452
Reduction in Tarragon goodwill (see below) (600)
Foreign exchange adjustment 87

At 30 June 2005 16,939

Aggregate amortisation

At 1 July 2004 1,291
Charge for year 1,004
Foreign exchange adjustment 1

At 30 June 2005 2,296

Net book amount 2005 14,643

Net book amount 2004 16,161

Reduction in the deferred consideration relating to the purchase of Tarragon Embedded Technology due to certain
performance criteria not being met (see note 15).
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11 Tangible fixed assets
Land and Buildings Fixtures,

Short Plant & Fittings &
Freehold Leasehold Machinery Equipment Total

£’000 £’000 £’000 £’000 £’000
Group
Cost:

At 1 July 2004 10,562 6,690 70,866 20,454 108,572
Reclassifications – – (22) 22 –
Additions – 138 3,621 2,555 6,314
Disposals – – (521) (628) (1,149)
Foreign exchange adjustment 24 9 191 53 277

At 30 June 2005 10,586 6,837 74,135 22,456 114,014

Depreciation:
At 1 July 2004 1,245 650 39,892 15,841 57,628
Reclassifications – 90 (351) 261 –
Depreciation for the year 187 349 6,473 2,289 9,298
Disposals – – (390) (595) (985)
Foreign exchange adjustment (1) 4 153 45 201

At 30 June 2005 1,431 1,093 45,777 17,841 66,142

Net book amount 2005 9,155 5,744 28,358 4,615 47,872

Net book amount 2004 9,317 6,040 30,974 4,613 50,944

There are no assets under the course of construction at the year end. However in 2004, there were assets under the
course of construction included in plant and machinery of £3,787,000 which had not been depreciated in that year.

Land and Buildings Fixtures,
Short Fittings &

Freehold Leasehold Equipment Total
£’000 £’000 £’000 £’000

Company

Cost:

At 1 July 2004 5,615 5,803 404 11,822

Additions – 111 – 111

Disposals – – (37) (37)

Inter group transfer – – (171) (171)

At 30 June 2005 5,615 5,914 196 11,725

Depreciation:

At 1 July 2004 948 354 57 1,359

Depreciation for the year 12 281 17 310

Disposals – – (37) (37)

At 30 June 2005 960 635 37 1,632

Net book amount 2005 4,655 5,279 159 10,093

Net book amount 2004 4,667 5,449 347 10,463

There are no assets under the course of construction at the year end or were there in 2004.
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12 Investments

Group Company

Unlisted Unlisted

Trade Shares in Trade

Investments Total Subsidiaries Investments Total

£’000 £’000 £’000 £’000 £’000

Cost at 1 July 2004 232 232 30,844 232 31,076

Additions at cost – – 6,329 – 6,329

Adjustment to the deferred consideration 

of Tarragon Embedded Technology – – (600) – (600)

Cost at 30 June 2005 232 232 36,573 232 36,805

Provisions

Provisions at 1 July 2004 and at 30 June 2005 232 232 10,511 232 10,743

Net book amount 2005 – – 26,062 – 26,062

Net book amount 2004 – – 20,333 – 20,333

The carrying value of the unlisted trade investment of the Group and the Company, which is a 24.19% interest in the

ordinary share capital of SRH Systems Limited, a company registered in England and Wales, has been reviewed by

the directors and they have considered it appropriate to maintain the impairment provision at 30 June 2005 due to

the aggregate deficit on share capital and reserves of £942,000 and the loss for that year of £160,000, both figures

based on the management accounts.

The increase in cost of the Company Shares in Subsidiaries relates to additional share capital being issued by the US

and French subsidiaries, which remained wholly owned throughout the period.

13 Stocks
Group

2005 2004
£’000 £’000

Raw materials and consumables 3,368 2,488

Work in progress 3,550 3,797

6,918 6,285
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14 Debtors – amounts falling due within one year
Group Company

2005 2004 2005 2004
£’000 £’000 £’000 £’000

Trade debtors 26,710 18,310 85 2

Amounts recoverable on contracts 13,210 11,272 – –

Amounts owed by Group undertakings – – 40,064 163,167

Prepayments 2,452 2,352 178 159

Pension asset 1,848 1,240 1,848 1,240

Corporation tax – – 215 53

Overseas taxes 1,603 2,468 – –

Other debtors 766 883 186 105

46,589 36,525 42,576 164,726

15 Creditors – amounts falling due within one year
Group Company

2005 2004 2005 2004
£’000 £’000 £’000 £’000

Bank loans and overdrafts 1,536 16,588 2,016 5,139

Payments received in advance 10,951 9,569 – –

Trade creditors 7,389 8,501 292 350

Amounts owed to Group undertakings – – 12,076 12,079

Other creditors 2,949 2,192 2,118 1,457

UK corporation tax 2,860 1,883 – –

Overseas taxes 2,006 1,597 – –

Other taxes and social security 1,798 2,176 173 131

Dividends 3,151 3,139 3,151 3,139

Accruals 12,426 10,002 546 360

Deferred consideration (see below) – 600 – 600

45,066 56,247 20,372 23,255

The deferred consideration is no longer required as certain performance criteria on which its payment depended

were not met.



16 Creditors – amounts falling due after more than one year
Group Company

2005 2004 2005 2004
£’000 £’000 £’000 £’000

Bank loans 18,531 4,788 15,534 –
Deferred compensation 124 – – –

18,655 4,788 15,534 –

Maturity of debt:
Repayable on demand or within one year 1,536 16,588 2,016 5,139
Between one and two years 5,679 2,084 5,403 –
Between two and five years 630 923 – –
In five years or more 12,222 1,781 10,131 –

20,067 21,376 17,550 5,139

The bank loans are denominated in Euros and Swiss Francs. There are both variable and fixed rate Euro and Swiss
Franc loans. The variable interest rates vary from 0.7% and 0.85% above Euribor to 0.8% above LIBOR. There are also
two Euro loans which attract interest at a variable rate but the rates of which are normally fixed monthly and are
currently 3.9% and 4.85%. There are fixed rate loans which are denominated both in Euros and Swiss Francs. Interest
rates on these loans vary from 2.05% to 5.85%.

17 Provisions for liabilities and charges
Vacant Deferred

leasehold tax Total
£’000 £’000 £’000

Group:
At 1 July 2004 282 3,561 3,843
Utilised in the year (250) – (250)
Charged to profit and loss account 3 (1,781) (1,778)

At 30 June 2005 35 1,780 1,815

Company:
At 1 July 2004 282 110 392
Utilised in the year (250) – (250)
Charged to profit and loss account 3 17 20

At 30 June 2005 35 127 162

The vacant leasehold provision reflects net rental shortfall in vacant property and is expected to be utilised over the
twelve months ending 30 June 2006.

2005 2004
Deferred taxation comprises Provided Provided

£’000 £’000
Group:
Capital allowances in excess of depreciation 3,860 5,064
Tax losses carried forward (2,080) (1,497)
Other timing differences – (6)

1,780 3,561

Company:
Depreciation in excess of capital allowances 44 39
Tax losses (4) –
Other timing differences 87 71

127 110
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18 Called up share capital
Group and Company

2005 2004
£’000 £’000

Authorised

59,760,000 ordinary shares of 25p each 14,940 14,940

2005 2004
£’000 £’000

Allotted, called up and fully paid

At 1 July 2004 – 49,898,276 shares 12,474 12,469

Allotted under share option schemes – 119,999 shares (2004: 23,079 shares) 30 5

At 30 June 2005 – 50,018,275 shares 12,504 12,474

No shares were allotted to directors under the Group’s LTIP in 2005 (2004: 25,499 with a nominal value of £6,375).

The consideration received for shares allotted under the share option schemes during the year ended 30 June 2005
was £154,812 (2004: £27,407).

Potential issues of shares

The Company has two Inland Revenue approved employee share option schemes under which options to subscribe

for shares may be granted, the 2004 Ricardo plc Executive Share Option Scheme (“2004 ESOS”) which replaced the

1994 Ricardo plc Executive Share Option Scheme (“1994 ESOS”) and was adopted by shareholders at the Annual

General Meeting held on 5 November 2004, and the Ricardo plc 2000 Savings Related Share Option Scheme. During

the year ended 30 June 2005 options over 10,000 shares were exercised, 50,000 options lapsed and options over

100,000 shares were granted under the 1994 ESOS with an exercise price of 186.5p, exercisable until 20 September

2014. Options over 140,000 shares were also granted under the 2004 ESOS with an exercise price of 267.5p and

which are exercisable until 21 February 2015. No options were granted under the Ricardo plc 2000 Savings Related

Share Option Scheme. Options over 109,999 shares were exercised and 247,333 options lapsed during the year. The

number of shares subject to options, the periods in which they were granted and the periods in which they may be

exercised are given below:

Calendar Exercise

year prices Exercise 2005 2004

of grant pence period Numbers Numbers

1996 114.0 1999-2006 169,000 179,000

1997 114.8 2001-2005 – 94,432

2000 416.0 2004-2008 15,660 78,490

2001 381.0 2004-2011 50,000 50,000

2002 233.4 2005-2010 691,032 891,102

2003 265.0 2006-2013 50,000 100,000

2004 185.0 2007-2014 110,000 110,000

2004 186.5 2007-2014 100,000 –

2005 267.5 2008-2015 140,000 –

1,325,692 1,503,024

In addition, options over 67,000 shares granted under the 1995 Executive Share Option Scheme at an exercise price

of 148.0p were exercised during the year. At 30 June 2005, the ESOP trustee held no shares (2004: 67,000).



18 Called up share capital

The Company has taken advantage of the exemptions in UITF abstract 17 (revised 2000) –  Employee Share Schemes

relating to the Savings Related Share Option Scheme.

Under the Group’s LTIP, awards may be made to beneficiaries under the scheme which may result in the issue of up

to 870,903 ordinary shares by 30 June 2007.

19 Reserves

Share Capital Profit
premium redemption Merger LTIP and loss
account reserve reserve reserve account

Group £’000 £’000 £’000 £’000 £’000

At 1 July 2004 12,076 40 967 – 30,106

Exchange rate movements – – – – 171

Arising on shares issued 125 – – – –

Long term incentive plan charge – – – 143 –

Option over own shares exercised – – – – 99

Profit for year – – – – 2,568

At 30 June 2005 12,201 40 967 143 32,944

The cumulative value of goodwill at 30 June 2005 resulting from acquisitions, which has been written off to reserves

is £12,122,000 (2004 – £12,122,000).

Share Capital Profit
premium redemption LTIP and loss
account reserve reserve account

Company £’000 £’000 £’000 £’000

At 1 July 2004 12,076 40 – 160,512

Arising on shares issued 125 – – –

Long term incentive plan credit – – 143 –

Loss for year – – – (120,383)

At 30 June 2005 12,201 40 143 40,129

Of the profit and loss account reserves at 30 June 2005 £32,340,000 is available for distribution (30 June 2004 –

£17,071,000).

The holding company profit and loss account has not been presented, as permitted by Section 230 of the Companies

Act 1985. The Company made a loss for the financial year of £120,383,000 (2004 – profit of £514,000) after an

exceptional charge of £136,506,000, which has been deducted due to forgiveness of inter company debt.
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20 Net cash inflow from operating activities

2005 2004
£’000 £’000

Operating profit/(loss) 8,143 (1,958)

Depreciation charges 9,298 9,518

Goodwill amortisation 1,004 985

Loss/(profit) on sale of tangible fixed assets 5 (7)

Long term incentive plan charge/(credit) 143 (204)

Reduction in potantial deferred consideration (600) –

Increase in stock (604) (1,632)

(Increase)/decrease in debtors (10,781) 15,642

Increase/(decrease) in creditors 3,575 (10,307)

Net cash inflow from operating activities 10,183 12,037

21 Reconciliation of net cash flow to movement in net debt
2005 2004
£’000 £’000

Increase/(decrease) in cash 12,998 (8,840)

Movement in debt (13,855) 691

Change in net debt from cash flows (857) (8,149)

Translation difference (146) (916)

Movement in net debt in year (1,003) (9,065)

Net debt at 1 July (10,257) (1,192)

Net debt at 30 June (11,260) (10,257)

22 Analysis of net debt
At 1 July Cash Exchange At 30 June

2004 flow movement 2005
£’000 £’000 £’000 £’000

Cash in hand 11,119 (2,355) 43 8,807
Overdrafts (16,588) 15,353 (301) (1,536)

Sub total (5,469) 12,998 (258) 7,271
Debt due after 1 year (4,788) (13,855) 112 (18,531)

Total (10,257) (857) (146) (11,260)



23 Commitments

(a) Capital commitments

The Group’s commitments for capital expenditure not provided for were as follows:
2005 2004
£’000 £’000

Contracted 840 1,568

The Company had no capital commitments at 30 June 2005 or 30 June 2004.

(b) Operating leases

The Group’s commitments for operating lease payments due in the next year are as follows:

2005 2004
Land and Land and
buildings Other buildings Other

£’000 £’000 £’000 £’000

In respect of leases expiring:

Within one year 137 204 389 187

Between one and five years 581 420 519 366

After five years 1,380 – 1,354 –

2,098 624 2,262 553

The Company’s commitments for operating lease payments due in the next year are as follows:

2005 2004
Land and Land and
buildings Other buildings Other

£’000 £’000 £’000 £’000

In respect of leases expiring:

Within one year – – – –

Between one and five years 3 8 36 8

After five years 429 – 429 –

432 8 465 8

24 Pensions

The Group operates pension schemes available to all of its United Kingdom employees, the assets of which are held

in separate trustee administered funds. The largest funds are the Ricardo Group Pension Fund (“RGPF”), a defined

benefit scheme, and Ricardo International Pension Scheme (“RIPS”), a defined contribution scheme. The pension

costs relating to the RGPF are assessed in accordance with the advice of Watson Wyatt LLP, qualified actuaries,

using the attained age method. The latest actuarial valuation, carried out by Barnett Waddingham, qualified

actuaries, was at 5 April 2002. At that date, the market value of the assets of the fund amounted to £43.5 million and

was sufficient to cover 83% of the benefits that had accrued to members, after allowing for expected future increases

in earnings. On the alternative minimum funding requirement valuation basis, which was required under the

Pensions Act 1995 as part of the triennial valuation of the scheme, the ratio of assets to liabilities was 91%.

The principal assumptions made by the actuaries in 2002 were that investment returns would comprise 5.2% per

annum on gilts, in the long term, and 7.7%, in the long term, on equities, pensionable salaries would rise by 4.3% per

annum and pensions would rise at a minimum of 3.25% per annum on the whole pension. It is assumed that future

price inflation would rise at a rate of 2.8% per annum.

The next triennial valuation was carried out as at 5 April 2005 and preliminary results suggest that on an ongoing

basis the deficit will have increased from £9m to around £22m. The main reasons for this increase are more prudent
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24 Pensions

assumptions being used coupled with the falling bond yield and a poor equity investment return over the three year

period. As a consequence it is expected that the Group will be required to significantly increase its additional

contribution to the fund which currently totals £1.6m per annum.

The pension charge of £3,526,000 (2004: £4,058,000) comprises £2,441,000 (2004: £2,394,000) relating to RGPF,

£734,000 (2004: £860,000) relating to RIPS, £459,000 (2004: £765,000) relating to company FURBS contributions and

£500,000 (2004: £484,000) relating to various money purchase plans. The spreading of the surplus in RGPF using the

mortgage method over 12 years, the average remaining service lives of employees, and a net increase of £608,000

(2004: £445,000) in respect of the prepayment of £1,848,000 (2004: £1,240,000) is held within the balance sheet, in

accordance with the SSAP24 – Accounting for Pension Costs, being payments into RGPF in excess of the pension

charge.

Additional disclosure required by FRS17 – retirement benefits

The triennial valuation as at 5 April 2005 has been updated to 30 June 2005 by Watson Wyatt LLP, qualified actuaries.

The major assumptions made were:

At 30 June At 30 June At 30 June

2005 2004 2003

Rate of increase in pensionable salaries 4.00% 4.30% 4.00%

Rate of increase in pensions in payment

Pre 1 July 2002 accrual 3.00% 3.00% 3.00%

Post 1 July 2002 accrual 2.70% 3.00% 2.50%

Rate of increase in pension in deferment 2.70% 3.00% 2.50%

Discount rate 5.00% 5.80% 5.35%

Inflation 2.70% 3.00% 2.50%

The assets of the scheme and the expected rate of return were:

Long term Value at Long term Value at Long term Value at

rate of return 30 June rate of return 30 June rate of return 30 June

expected at 2005 expected at 2004 expected at 2003

30 June 2005 £’000 30 June 2004 £’000 30 June 2003 £’000

Equities 8.0% 35,900 8.0% 30,898 7.5% 26,960

Bonds 4.5% 10,463 5.1% 8,478 4.6% 6,814

Cash 3.7% 307 4.0% 1,732 4.0% 3,109

Other 6.3% 2,833 6.6% 869 6.0% 1,713

49,503 41,977 38,596

The following amounts at 30 June 2005, 30 June 2004 and 30 June 2003 were measured in accordance with the

requirements of FRS17:

At 30 June At 30 June At 30 June

2005 2004 2003

£’000 £’000 £’000

Total market value of assets 49,503 41,977 38,596

Present value of scheme liabilities (84,087) (69,243) (70,351)

Deficit in the scheme (34,584) (27,266) (31,755)

Related deferred tax asset 10,375 8,180 9,527

Net pension deficit (24,209) (19,086) (22,228)
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If the above amounts had been recognised in the accounts, the Group’s net assets and profit and loss reserve at 30

June 2005 would be as follows:

At 30 June At 30 June

2005 2004

£’000 £’000

Net assets 59,293 56,156

Net pension prepayment (1,294) (868)

Net pension deficit (24,209) (19,086)

Net assets including pension deficit 33,790 36,202

Profit and loss account reserve 32,944 30,106

Net pension prepayment (1,294) (868)

Net pension deficit (24,209) (19,086)

Profit and loss reserve 7,441 10,152

The following amounts would have been recognised in the financial statements in the year to 30 June 2005 under the

requirements of FRS17:

At 30 June At 30 June

2005 2004

£’000 £’000

Analysis of amounts charged to operating profit

Current service cost (1,030) (983)

Past service cost (77) (249)

(1,107) (1,232)

Analysis of amounts charged to other finance costs

Expected return on pension scheme assets 3,041 2,545

Interest on pension scheme liabilities (3,982) (3,717)

(941) (1,172)

Statement of total recognised gains and losses (STRGL)

Actual return less expected return on pension scheme assets 4,205 1,379

Experience (losses) and gains arising on the scheme liabilities (591) 293

Changes in assumptions underlying the present value of the scheme liabilities (11,412) 2,795

Actuarial (loss)/gain recognised in the STRGL (7,798) 4,467

Movement in deficit during the year

Deficit in scheme at beginning of year (27,266) (31,755)

Movement in the year:

Current service costs (1,030) (983)

Contributions 2,528 2,426

Past service costs (77) (249)

Other finance costs (941) (1,172)

Actuarial (loss)/gain (7,798) 4,467

Deficit in scheme at end of the year (34,584) (27,266)
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Year ended Year ended Year ended Year ended

30 June 2005 30 June 2004 30 June 2003 30 June 2002

Details of experience gains and losses 

Difference between the expected and actual

return on scheme assets

Amount (£’000) 4,205 1,379 (4,243) (9,671)

Percentage of scheme assets 8.5% 3.3% 11.0% 25.0%

Experience losses and gains on scheme liabilities

Amount (£’000) (591) 293 542 (840)

Percentage of the present value of the 

scheme liabilities 0.7% 0.4% 0.8% 1.4%

Total amount recognised in the statement of 

total recognised gains and losses

Amount (£’000) (7,798) (4,467) (9,086) (10,359)

Percentage of the present value 

of the scheme liabilities 9.3% 6.5% 12.9% 16.7%

25 Derivatives and other financial instruments
Objectives, policies and strategies

The financial risks faced by the Group comprise interest rate risk, liquidity risk and currency risk. The Board reviews

and agrees policies for managing each of these risks.

As permitted by FRS13, short term debtors and creditors have been excluded from all of the numerical disclosures,

other than the currency risk disclosures.

The Group’s financial instruments comprise floating rate borrowings, the main purpose of which is to raise finance

for the Group’s operations and the use of forward foreign exchange contracts to manage currency risks.

Interest rate risk

The Group does not consider interest rate risk as significant and the current policy is to maintain 100% of its

borrowings at floating rates where possible. This policy is kept under regular review, as appropriate, by the Board.

The acquisition on 30 June 2003 of the Prototechnik – IFT group of companies, however, has resulted in some fixed

rate borrowings being acquired, 15.2% of total borrowings (2004: 88.5%).

Liquidity risk

As regards liquidity, the Group’s policy has throughout the year been to maintain a mix of short and medium term

borrowings with its bankers. Short term flexibility is provided by overdraft facilities. Details of the year-end position,

which is in accordance with this policy, are given in notes 15 and 16 to the financial statements. It is, in addition, the

Group’s policy to maintain undrawn committed borrowing facilities in order to provide flexibility in the management

of the Group’s liquidity. At the year end, the Group had committed facilities of £29.7m (2004: £31.1m) with its banks,

39.5% (2004: 68.7%) of which was drawn down. These facilities are subject to periodic review.

Currency management
The Group faces currency exposures on the translation of profits earned in overseas subsidiaries, primarily in the US
and in Germany, and on trading transactions undertaken by its subsidiaries in foreign currencies.

The Group is also subject to currency exposures on the translation of the net assets of its overseas subsidiaries,
principally in the US and Germany.
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25 Derivatives and other financial instruments
The Group hedges its profit translation exposures by taking out forward exchange contracts of up to eighteen months
forward against between 50% and 100% of the US budgeted profits. This policy which was implemented in January
2001 and updated in June 2003 has been applied consistently throughout the year. The actual movement in the
exchange rate has resulted in a charge to profit of £11,000 (2004: profit of £60,000). At the year end those forward
exchange contracts had been settled leaving £NIL outstanding (2004: £NIL) and all exchange gains or losses realised.

The Group does hedge a proportion of its transactional exposures by taking out forward foreign exchange contracts
against its anticipated and known sales and purchases. The decision to hedge is influenced by the size of exposure,
the certainty of it arising, the trading and market position of the respective company in which the exposure arises
and the current exchange rate. At the year end there were no (2004: none) forward exchange contracts outstanding
in respect of transactional exposures.

In its updated foreign exchange risk policy approved by the Board of Directors in June 2003, the Group has stated
that the hedging of the net assets or liabilities of its existing overseas subsidiaries is no longer appropriate, as any
exchange adjustment does not impact on operating profits, and therefore at the year end none (2004: none) of the
assets or liabilities were covered.

Numerical disclosures of interest rates and currency profile of financial assets and liabilities:

2005
Floating rate No interest Fixed rate Floating rate No interest

financial financial financial financial financial
Total liabilities liabilities liabilities assets assets

Currency £’000 £’000 £’000 £’000 £’000 £’000

Sterling 7,992 – (35) – 8,027 –
US Dollars 316 – (124) – 440 –
Euro (18,829) (16,579) – (2,268) – 18
Swiss Franc (1,220) (419) – (801) – –
Yen 322 – – – – 322

(11,419) (16,998) (159) (3,069) 8,467 340

2004
Floating rate No interest Fixed rate Floating rate No interest

financial financial financial financial financial
Total liabilities liabilities liabilities assets assets

Currency £’000 £’000 £’000 £’000 £’000 £’000

Sterling 5,115 – (882) – 5,997 –
US Dollars 369 (551) – – 920 –
Euro (15,447) (689) – (18,921) 4,110 53
Swiss Franc (1,215) (1,215) – – – –
Yen 39 – – – – 39

(11,139) (2,455) (882) (18,921) 11,027 92

Further details on the interest profile of the floating liabilities can be found in note 16.

Fair value of financial assets and liabilities

The following are the book values of the Group‘s financial assets and liabilities at 30 June 2005. The fair values

closely approximate to book values.
2005 2004
£’000 £’000

Cash at bank and in hand 8,807 11,119
Bank overdrafts (1,536) (16,588)
Loans repayable after more than one year (18,531) (4,788)
Vacant leasehold provisions (35) (282)
Deferred consideration – (600)
Deferred compensation (124) –

(11,419) (11,139)



25 Derivatives and other financial instruments
Summary of methods and assumptions

Short term borrowing and deposits – The fair value of short-term deposits, loans and overdrafts

approximates to the carrying amount because of the short

maturity of these instruments.

Long term borrowings – The fair value of bank loans approximates to the carrying

value in the balance sheet as they are all floating rate loans

where payments are reset to market rates at regular

intervals.

Numerical disclosures relating to currency exposures

The table below shows the extent to which group companies have monetary assets and liabilities in currencies other

than their local currency. Foreign exchange differences arising on the retranslation of the assets and liabilities are

taken to the profit and loss account of the group companies and the Group.

2005
Net foreign currency monetary assets/(liabilities)

Sterling US Dollar Euro Swiss Franc
£’000 £’000 £’000 £’000

Functional currency of group operation

Sterling – 8,147 (3,297) –

US Dollar 68 – – –

Euro (74) – – (1,220)

(6) 8,147 (3,297) (1,220)

2004
Net foreign currency monetary assets/(liabilities)

Sterling US Dollar Euro Swiss Franc
£’000 £’000 £’000 £’000

Functional currency of group operation

Sterling – 14,426 8,701 –

US Dollar 68 – – –

Euro – – – (1,215)

68 14,426 8,701 (1,215)

26 Minority interests

Non-equity

Equity minority minority

interest interest Total

£’000 £’000 £’000

At 1 July 2004 351 142 493

Minority’s interest in the profit on ordinary activities after tax 82 – 82

Dividend paid to minority shareholder (85) – (85)

Foreign exchange movement 4 – 4

At 30 June 2005 352 142 494

Ricardo plc Annual Report & Accounts 2005  71



27 Principal operating subsidiaries

Each subsidiary company operates principally in the country in which it is incorporated.

The Company owns, directly or indirectly, 100% of the issued share capital of the following principal operating

subsidiaries which are included in the consolidated accounts:

Incorporated in Great Britain

(and registered in England and Wales)

Ricardo UK Limited

Ricardo Tarragon Limited

Ricardo 2010 (Consultants) Limited

Incorporated in Germany

Ricardo GmbH (“GmbH”)

Ricardo Deutschland GmbH

Ricardo Strategic Consulting GmbH

Incorporated in Hungary

IFT Hungaria Kft

Incorporated in the USA

Ricardo Inc. (“Rinc.”)

Incorporated in Japan

Ricardo Japan K.K.

Incorporated in France

Ricardo SA

The subsidiaries owned directly by the Company are included in investments (note 12).
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