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Turnover

+12.3%

2012 marked a
strong recovery in the
results of our Group.

We have achieved further growth in our Motor Group and Aerospace
businesses. From 1st January 2013, Aerospace combined with our Land
Systems business to create Marshall Aerospace and Defence Group (Marshall
ADG) so that we can continue to offer unified solutions to our customers.

| am pleased to confirm that the Board is recommending an increase in the
final dividend to 1.75p payable on both our Ordinary and NVPO shares in
June, which will take our totals for the year to 2.25p and 4.25p respectively.
This represents an overall increase of 11.4% in total dividends paid to
shareholders.

The Group is committed to investing in our people and this has been
strengthened through increasing our long established training programmes and
embracing new management development programmes. Recognition of our
people’s achievements was made at our successful Marshall Achievement,
Values and Teamwork Awards (MAVTAS) and at our Apprentice and Training
Awards events. The latter presentations were combined for the first time, to
encompass the whole Group and we were grateful that Sir Ralph Robins was
able to make the individual presentations, and to give inspiration and
encouragement to all who attended the Ceremony.

Marshall Motor Group has continued its process of rationalisation and growth
through the purchase in January 2012 of F Cross & Son, which brought
Volkswagen and Volkswagen Commercial Vehicles into our Group for the first
time, as well as another Kia franchise. Jaguar Lincoln was acquired in April
2012. In February this year, we completed the acquisition of Silver Street
Automotive, which has added Audi, Skoda and more Volkswagen and
Volkswagen Commercial Vehicles outlets to the company’s franchises.
Marshall ADG acquired Flairjet at the beginning of 2013 to complement its
Business Aviation activities.

In response to the growing housing needs of Cambridge, we are working with
the local authorities with a view to establishing the potential for a commercial
and high quality new housing development, to be called Wing, on 150 acres of
our land to the north of Newmarket Road.

We are also continuing to update our Airport Terminal facilities in the
anticipation of major growth in Airport passenger traffic in the Cambridge area.
The increased level of business should help to defray some of the costs which
are associated with the maintenance of a fully equipped and licensed Airport
for our aerospace activities.

Marshall ADG has received a Queen's Award for Enterprise in the Innovation
category for 2013, recognising Land Systems’ work on shelter-based CT
Scanners, and its pioneering work designing deployable forensic laboratories to
conduct DNA and clean-room forensic analysis. This is a conspicuous honour
for our Group and a tribute to the work of our Land Systems team.

We were delighted last year that the Royal Aeronautical Society named their
main reception room the Marshall of Cambridge Room, which was officially
inaugurated by HRH Prince Philip in October. To celebrate this, we will hold this
year's AGM at the Royal Aeronautical Society, to enable shareholders
attending the meeting to see the room.

| am grateful to those many people who during the last year have helped to
achieve the Group’s result and to all our customers for whom we strive
continually to provide unsurpassed service and value. | am particularly
indebted to the Board for their invaluable support and guidance and would like
to thank Peter Callaghan, who has retired, for his contribution during his time
with us.

Sir Michael Marshall
Chairman



Marshall Aerospace
and Defence Group

Marshall Aerospace and Defence
Group has brought our former
Aerospace and Land Systems
businesses together with annual
revenues of over £300m and 1,900
employees. It has a reputation around
the globe for providing engineering
solutions for air and land special
mission systems, sustainment of the
C-130 and other transport aircraft and
Business Aviation turnkey solutions.

Cambridge Airport

Cambridge Airport continues to
develop its position as a successful
hub for Business Aviation and charter
traffic. The next part of the business
plan is to attract operators to provide
services to European destinations.
Cambridge Airport employs 70 people
and has annual revenues of £4m.

Group Chief Executive’s Review

Change the Gear, Hold the Values

It has been a year of marked
progress, building on our recent
initiatives and our established
values. The Group turnover
rose by 12% whilst profit before
tax improved by 42%.

HIGHLIGHTS
| am delighted that we have achieved another year of recovery in our pre-tax profit for
2012 to £12.1m, continuing the upward trend of last year.

The restructuring of Marshall Aerospace and Marshall Land Systems into one
business, Marshall Aerospace and Defence Group, further simplified our portfolio. The
combined business has greater scale and ability to speak with one voice, especially in the
increasing number of overseas markets in which we are actively developing business
opportunities. The relentless focus on service and delivery to our customers resulted in
record profits in our Aerospace operations. Marshall Fleet Solutions, our transport
refrigeration business, was not part of the restructure of Marshall ADG, and remains a
stand-alone business within our portfolio. It continues to strive to offer the best quality
service to its customers through its 250 employees.

Marshall Motor Group has continued its strategy to grow nationally and balance its
portfolio of businesses through strategic acquisitions while at the same time exiting
some marginally viable businesses. We have increased the depth of our representation
with our key partners with the addition of Volkswagen and Volkswagen Commercial
Vehicles as well as further Kia and Jaguar franchises. More recently we have extended the
Volkswagen and Volkswagen Commercial Vehicles coverage as well as adding Audi and
Skoda through the purchase of Silver Street Automotive in the South West of England.

Our property team has geared up to submit a planning application for the 1,200
home “Wing” development in 2013. If we are successful in gaining planning permission,
this will be a major development on our land to the north of Newmarket Road and would
allow us to invest in relocating some of our businesses to more modern premises while
providing a sustainable profit stream.

Progress has been made in developing Cambridge Airport as a Business Aviation
hub. The Olympics did not yield the increase in traffic that we and other regional airports
had expected, but we have made, and continue to make, progress in upgrading our
passenger terminal facilities.

People are at the core of our Group strategy and we have seen a further improvement
in our annual Great Place to Work™ employee survey. Our apprentice programme has
received national recognition and we have been delighted with the response to our
Group-wide Leadership Development Programme to develop the leadership and
management skills of our top 250 managers.

Our commitment to Health & Safety was rewarded and recognised by RoSPA, who
awarded us with 2 President's Awards (gold for at least ten consecutive years) for our
outstanding and prolonged record in safeguarding the Health and Safety of our
employees.

Strengthening the balance sheet remains a priority for us as a private company and
we finished the year with record cash balances. Financial functions across our Group of
companies have been proven to be strong and robust.

Our Group strategy has been further defined and aligned to our key risks with
measurable KPIs. The resulting Group strategy map is set out in further detail on page 27.
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Market Analysis

* The traditionally strong defence, civil and military markets in the UK, Europe and the USA have not been isolated from the adverse
worldwide economic conditions which have led to a decline in Government defence spending of up to 10% in certain areas, and
prolonged procurement processes.

« Certain countries, however, particularly in the Middle East, Asia and Australasia, are continuing to invest and increase their defence
infrastructure which provides a good opportunity for long term growth.

« Following on from the success of the UK Government's Aerospace Growth Partnership, the Defence & Cyber Growth Partnership has
been set up to promote a co-ordinated approach to export capability and Marshall will be a key participant.

* The Special Mission market is set to grow at a compound annual growth rate (CAGR) of 4%, which has influenced our decision to seek to
win business in this important domain.

« The civil aerospace business is predicted to grow at 4-6% CAGR for the next 15 years and, with Marshall's broad expertise, this could
yield a number of opportunities.

« Following the announcement of the phased withdrawal of troops from Afghanistan, the market for ground equipment and vehicles has
been challenging. Our Land Systems division has continued to explore opportunities in Australia and the Middle East.

» The automotive market in 2012 has continued to see further consolidation and a fall in the absolute number of franchised dealerships
operating in the market place.

« Overall new car registrations rose 5.3%. Within this, the retail sector rose 12.9% but the fleet sector was static.

» The UK market recovery is being impacted by economic conditions in the Eurozone, with favourable exchange rates causing
manufacturers to take advantage of the more stable conditions in the UK. As a result, the UK used car market was also flat and after
sales volumes are under pressure due to a falling parc size.

» The Motor Group is a broad spectrum retailer, and we have continued to build depth in our representation for major brand partners, whilst
streamlining the number of key relationships overall. During the year, we added Volkswagen and Volkswagen Commercial Vehicles to the
portfolio for the first time, whilst increasing Jaguar and Kia representation, and, early in 2013, we also added Audi and Skoda as well as
further Volkswagen and Volkswagen Commercial Vehicles outlets.

« The focus on delivering excellence in customer service and operating robust processes saw like-for-like sales in both new retail and used
retail grow by 10.9%.

» Marshall Leasing’s success is built on providing innovative solutions and high levels of service, which resulted in a fleet growth of 10% in
2012 and another set of record results.

» The Cambridge sub-region is outperforming the UK economy and is one of the few areas in the UK which is a net contributor to the
UK exchequer.

* The business and industrial property markets in Cambridge remain vibrant with 2012 experiencing a sharp upturn in demand for
business premises and a shortage of available industrial space.

* The housing market in Cambridge saw prices increase by 9% in 2012, against a decline of 0.1% in East Anglia as a whole.

» We have established an experienced team to manage our property interests in Cambridge and focus on the long term needs of our
internal customers while seeking to increase our portfolio of external customers.

» We have launched plans to redevelop our existing business/industrial space on the North Works as well as to develop our adjacent
unused land to the north of Newmarket Road. This should provide modern facilities for our businesses, as well as additional
residential, business and community space to support the growth in the Cambridge economy.

» Cambridge Airport seeks to become an important regional facility for Business Aviation, scheduled and charter services, whilst also
continuing to provide essential services to Marshall Aerospace.

* Business Aviation was stable in the UK in 2012, though the expected boost offered by the Olympics did not materialise. Our
partnership with Zurich based ExecuJet continues to prosper and we marginally increased market share in a sector which has fallen by
12% since 2009.

» Our aim is to develop scheduled passenger services to key European business destinations.

» Cambridge is one of the fastest growing cities in the UK with a global brand and an increasing high tech industrial base. There could
be an opportunity to differentiate Cambridge, as a business airport, from other local airports such as Stansted or Luton.

* In 2012, Cambridge Airport attracted three charter carriers serving Jersey, Verona and Dole in France. Each route was successful and
we anticipate an increase in charter passengers from 3,000 to 5,000 in 2013 as Naples and ski destinations are added. This is set to
be a growth market for Cambridge Airport.
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Our Strategic Imperatives

Marshall is a privately-owned Group with sales of £1.1bn and nearly
4,200 employees. Each of our companies shares a definable brand,
ethos and values which have been developed over 100 years.

Our long term strategic outlook:

« As a privately-owned and family-managed Group, Marshall
AVi ati on and combines the advantages of operational flexibility with the ability

g A to take a long term strategic view.
Engineering

» Each of the companies within the Group shares a common zeal
for delivering outstanding customer service and focus on people,
training and management.

« Property will remain a core part of our ongoing revenue and
profit stream, particularly with the prospect of the exciting Wing
project.

Airport

Marshall MBIor

« We will build on our status as an independent aviation and
one company Retail engineering company and seek to develop a world renowned
one ethos position and capability in each of our chosen markets.

* Our Motor Group provides scale, cash flow, and retail customer
focus. We strive to be the UK’s premier automotive retailer
setting the benchmark in customer satisfaction and service to
our brand partners.

» Marshall operates internationally but we are based in
Cambridge, one of Europe’s most dynamic growth cities.
Marshall is an active part of this success story and contributes
through involvement with the community, the Cambridge Network
of high tech companies, our property development, and the
employment and training we provide to many local people.

Cambridge

Our 2012 Imperatives were to:

Simplify and strengthen our portfolio of companies

Build on our strategy ‘Change The Gear, Hold the Values’
across all parts of our Group

Strengthen the People Agenda across our Group

Strengthen the balance sheet through cash and financial
facility management
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Progress Against Strategic Imperatives

Develop new streams of business in anticipation of the
TriStar going out of service in 2013/14 and, in so doing,
balance our civil / military and domestic / international
portfolio.

Maintaining momentum on reshaping the business to deliver
on time, to cost and 100% quality every time.

Build on our success in the growing Special Mission market
in Air and Land.

Increase our Great Place to Work™ (GPTW) score through
great employee engagement.

Optimise performance through our four levers of people,
customer service, manufacturer relationships and retailing
excellence.

Enhance and balance our portfolio of franchised retail outlets
to keep pace with a consolidating market, through strategically
aligned acquisitions.

Build on the reputation and success of our Leasing business.

To transition from providing a property service aimost
exclusively to the Marshall Group to being an independently
run business unit.

Constitute an in-house infrastructure project management
capability to manage the upgrade requirements of our airport
infrastructure over the coming years.

To continue to revise the masterplan for Cambridge Airport

and the surrounding land owned by the Group to optimise
value over the long term.

Establish a scheduled services capability.

Invest in the development of our people and be seen as a
Great Place To Work™.

Enhance our General and Leisure Aviation offering.

Benefit from a great Olympic legacy.

New orders from existing and new customers have been won and progress is
being made in securing more business in markets new to the company.
Approvals for new aircraft continue to be added to the company’s extensive
portfolio, for example, the Global Express.

Our workforce has been re-energised through a structured programme of
training, engagement and briefing at every level. The effects of improved
leadership, greater engagement and empowerment are beginning to have
positive results throughout the business due to the Group Leadership and
Development Programme.

While Marshall Aerospace won an important contract for integration of special
mission equipment on a Global Express platform, Land Systems also won
numerous shelter integration contracts in what is a burgeoning market.

The change programme continues to reach out to every corner of the
business to improve efficiency. There was a notable improvement to the
GPTW™ results; in line with some of the challenges arising out of the survey,
facilities across the site have been upgraded and we also introduced an all
employee bonus scheme which paid out in its first year of operation.

The business remains fully committed to the GPTW™ survey and enjoyed
staff turnover levels below industry averages. The business is regularly
recognised by our brand partners for customer satisfaction and operational
performance.

Our relationship with the Volkswagen Group has grown significantly, with the
acquisition of Volkswagen businesses in Scunthorpe and Grimsby early in
2012 and the acquisition of 3 Audi, 3 Volkswagen, 2 Volkswagen Commercial
Vehicles and 1 Skoda site in the South West early in 2013. We also
enhanced our representation with Jaguar at Lincoln and Kia in Scunthorpe.
We exited a number of non-core franchises and sub-scale businesses.

Opening a number of new accounts with major corporate clients, Marshall
Leasing achieved a 10% growth in the funded fleet and yet another year of
record profitability.

We have appointed Jonathan Barker as Managing Director to run this company
and recruited a very capable Property Director with the relevant experience to
oversee the preparation of a planning application for the redevelopment of the
Marshall Group’s premises north of Newmarket Road in Cambridge and
adjacent farmland, totalling some 150 acres.

A team has been assembled led by our Infrastructure Director, who is a qualified
civil engineer with extensive airport experience, to prepare a programme to
upgrade the infrastructure of Cambridge Airport.

We have appointed and assembled an experienced team of consultants and
staff to prepare a masterplan for the Wing development. In January 2013 there
was a successful three day public consultation exercise on the project, under the
direction of the Prince’s Foundation, to consult with the local community and
promulgate an innovative masterplanning initiative quickly and effectively.

The initial refurbishment of the passenger terminal was successfully completed
allowing new and extended charter services through the summer of 2012. Work
has begun on the next phase of enhancing the terminal and increasing capacity,
scheduled to be completed in the spring of 2013.

We are making considerable ongoing investment in training. Positive
communication of our key objectives is inspiring our people. Additionally, our
staff benefited from the Group’s Leadership Development Programme (LDP).

Cambridge Aeroclub has increased membership through focusing on customer
service and value, reducing in real terms the cost of using Cambridge Airport as
a base whilst still providing great facilities.

During the Olympic period, new customers experienced all of the positive
aspects of flying into Cambridge Airport such as: first class executive jet
passenger facilities; customer friendly service and unbeatable ease of access,
although activity levels were not as high as had been hoped.
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Marshall Aerospace and Defence Group

2012 was another year of success
and progress for Marshall Aerospace
and Defence. Turnover rose to £301m
an increase of 4% on 2011, whilst
profit before tax increased to £14.6m,
an increase of 16% over 2011.

PERFORMANCE HIGHLIGHTS

* Creation of Marshall ADG from Marshall Aerospace and Marshall
Land Systems;

» Ongoing demand for C130 support from UK and European
operators as a result of the conflicts in Afghanistan and elsewhere in
the world;

* Extension of the service life of the RAF C130K and TriStar fleets;

* Excellent improvement in delivering auxiliary fuel tanks to Boeing for
the P8;

« Significant business won in new market and product areas;

« Strong performances from Aeropeople and Advanced Composites;

« Launch of JETability to enhance our offering to business aviation
customers;

» Completion of mobile CT Scanner, DNA Forensics and Geographical
Intelligence systems further demonstrating our enhanced system
integration capability;

 Improved employee and customer satisfaction ratings;

* New programme of employee communication and engagement.

Revenue by Activity

Profit before tax £m

— et
2m :
| are at the
| . our success.







Marshall Aerospace and Defence Group

SUCCESSES

We were delighted that 2012 produced the best return for many years for
Marshall Aerospace providing a good base for the new Marshall Aerospace and
Defence Group. Considerable work has gone into developing our business
management skills, ensuring we have the right people in place to perform
effectively for our customers. Our 2012 results demonstrate that this is paying off.

We have delivered the final upgraded C130K to the Royal Netherlands Air Force
on time, won our first contract to deliver a design study for the French Air Force,
continued to improve our vendor rating with Boeing and delivered to this
important customer our 100th P8 auxiliary fuel tank. We have also progressed
an upgrade for the Austrian Air Force C130K aircraft that is running to schedule.
In addition, we established a framework agreement with NSPA, the NATO
procurement agency for the mobile CT Scanner system.

BUSINESS DEVELOPMENT

We have continued to focus on our relationships with Original Equipment
Manufacturers and in key geographical areas. For example, we have re-
energised our relationship with Bombardier, which has helped in the capture of a
significant new contract, and we are now working with Bombardier on some
more exciting and promising new projects. We aim to develop relationships
further so as to secure additional business in this market sector. Our business in
Australia has been challenged by the decision of the Australian Government to
withdraw its C130H aircraft from service, but we are working hard to identify and
capture replacement business in this market. We are also making good progress
in developing new business in the growing markets of the Middle East and India.

AEROPEOPLE

During 2012 Aeropeople continued to recover from the effects of the global
economic downturn. Improved profitability has been derived from our traditional
markets in aerospace and motorsport with the company benefiting from recent
acquisitions. The business has also positioned itself in new higher value-adding
areas of the market such as line maintenance and permanent recruitment, and
is now starting to deliver an improved return on sales.

ADVANCED COMPOSITES

Slingsby continues to perform well and, during the year, we approved and
initiated a 5 year programme of investment in new plant, equipment and skills to
grow this business further. The company specialises in providing bespoke
composite structures to customers in the Land, Sea and Air markets. The ability
to provide complex and specialised structures and solutions gives a market-
leading edge. We are focused in the area of advanced composites on providing
lightweight high tech solutions to replace expensive and heavy metallic or low
tech composite products. A number of exciting new opportunities are now being
developed and we are confident that further growth in this area will be achieved
in 2013.

BUSINESS AVIATION

We have launched the ‘JETability’ brand into the business aviation market place.
This concept brings together our activities in the operation, buying, selling,
maintenance and upgrade of aircraft into one complete business aviation
solution for customers. The small acquisition of Flairjet in early 2013 should give
added impetus.

LAND SYSTEMS

At the end of 2012, Marshall Land Systems became one of five business units
of Marshall Aerospace and Defence Group with the focus on shelter systems,
deployable systems, vehicle integration and customer support. Throughout 2012
operational performance was strong and eight major projects were delivered on
time or early, two of which were world firsts in the medical and forensic
marketplaces. Potential orders which we expected to receive in the second half
of the year, to replace expiring long term contracts, were delayed, and coupled
with £1.7m of restructuring costs, this led to an overall loss for the year.

OUTLOOK

Stronger growth in the commercial and business aviation sectors, the expansion
of our activity in export markets, and an increased focus on providing competitive
solutions to our customers should counteract the forecast decline in UK Military
activity as a result of older aircraft being taken out of service.
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Marshall ADG is one of the
largest privately owned and
independent aerospace and
defence companies that
delivers innovation and
excellence in engineering and
support solutions in the air, on
land and at sea.
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Marshall Motor Holdings
Marshall Motor Holdings delivered a I 16.2%

profit before tax of £3.7m, a significant
increase in difficult market conditions.
Marshall Leasing had another record
year and significant progress was
made in building depth into the Motor
Group portfolio.

PERFORMANCE HIGHLIGHTS

» Record turnover of £794m (2011 - £684m);

» Record number of vehicle sales of 44,210 (2011 - 36,822);

« Profit before tax of £3.7m (2011 - £1.1m);

» The addition of Volkswagen and Volkswagen Commercial Vehicles to our portfolio;

» The addition of another Kia and another Jaguar outlet;

» Audi and Skoda acquired early in 2013 with further Volkswagen and Volkswagen
Commercial Vehicles sites;

» Record profits at Marshall Leasing;

» Marshall Leasing grew its funded fleet to over 5,000 units;

« Continued recognition by brand partners for high levels of customer service and
performance;

« Improved working capital management and cash generation.

OPERATING ENVIRONMENT

In 2012, the UK new car market was influenced, if not dictated, by the economic
conditions prevailing in the main European markets, whereby reduced demand in
these markets and a more favourable exchange rate had diverted vehicle supply into
the UK. New cars are being sold with attractive finance packages, which helped private
retail market registrations to grow by 12.9% in 2012, although the fleet market
remained static. In total, the new car market grew by 5.3% to 2.04m units (2011 —
1.94m) but remains 14.9% below 2008 levels.

The increased activity in the new car market had a negative effect on the used car
market, which, as a result, remained flat during 2012. This highly competitive market
put pressure on transaction prices and the finance offers available on new cars had an
impact on the attractiveness of used cars under one year old. This, inevitably, led to
reduced margins.

With falling numbers of new car registrations in recent years the service parc size has
reduced considerably, making the after sales market increasingly challenging and

competitive. This is unlikely to reverse for the foreseeable future thereby putting
pressure on running an efficient and competitive aftersales service offering.
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Marshall Motor Holdings

SUCCESSES

Motor Holdings more than doubled its operating profit in 2012 over 2011,
although the results continue to be depressed by the costs of the actions taken
to balance the portfolio, and losses were incurred in exiting from some
underperforming or sub-critical businesses.

On a like-for-like basis the Motor Group achieved a 10.9% increase in new car
volumes, and 16.4% overall, while used car sales were up 10.9% and 14.1%
respectively.

70% of the businesses operated today by the Motor Group were not part of the
portfolio at the beginning of 2009 when it embarked on its new strategy. We are
now positioned to start to deliver revenue at margins which should justify the
investment we have made over the last four years.

The business continues to be highly ranked for customer service with many of
its brand partners. For those businesses which have been acquired more
recently we remain focused on bringing customer service up to Marshall levels
and good progress is being made in this area. Motor Holdings continues to score
highly in the GPTW™ survey and will be acting on the valuable feedback
received. We are committed to developing and improving our reputation as an
employer so as to ensure we become a destination employer within the industry.

BUSINESS DEVELOPMENT

The business is now established as a national motor retailer and is continuing
with its strategy of operating in scalable markets with the right brands in the right
places.

The Motor Group now operates with 70 franchised operations (61 at 31st
December 2012), having completed the following acquisitions since the start
of 2012:

January 2012  F Cross & Son: Volkswagen Grimsby, Volkswagen Scunthorpe,
Volkswagen Commercial Vehicles Scunthorpe, Kia Scunthorpe

April 2012 Jaguar Lincoln

February 2013  Silver Street Automotive: Audi Exeter, Audi Plymouth, Audi Taunton,
Volkswagen Taunton,Volkswagen Barnstaple, Volkswagen Bridgwater,
Volkswagen Commercial Vehicles Barnstaple, Volkswagen Commercial
Vehicles Bridgwater and Skoda Barnstaple

We continue to focus on strenthening our representation with our core partners.
As a result, the number of brands represented by the Group is now 25 following
the purchase of the Silver Street businesses in early 2013.

Brands where we currently hold 3 or more franchises are:

Honda 7 Peugeot 4
Volvo 6 Audi 3
Land Rover 5 Ford 3
Mercedes 5 Kia 3
Vauxhall 5

Volkswagen
Volkswagen 5 Commercial
Jaguar 4 Vehicles 3

The depth of representation with Volvo and Honda makes Motor Holdings one of
the larger brand partners with them in the UK.

MARSHALL LEASING

The business achieved record profits for the fourth successive year. With an
operational imperative to offer full service with excellent customer service the
business opened a number of new accounts with key clients, whilst also
continuing to focus on customer retention. The business achieved an organic
fleet growth of 10% in the year, ending with a funded fleet of over 5,000 units for
the first time. The business operates with careful management of residual
values, maintenance and interest rate risks and continues to benefit from the low
interest rates prevailing in the market.

OUTLOOK

The Motor Group has grown rapidly during the recession to become a national
motor retailer with significant status within the industry and a well respected
reputation with brand and supplying partners. With the optimum level of
dealerships now close to realisation, the focus for phase two of the strategic plan
is to optimise the performance of the portfolio. We anticipate Marshall Leasing
can continue its drive towards further improvement in profitability through a
growing funded fleet.
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With considerable strategic
achievements having been
made in recent years, Motor
Holdings is now set to enter the
next phase of development by
consolidating and leveraging
operational performance.

Employees
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The property division, which owns
around 900 acres of land on the
eastern edge of Cambridge, is
planning and consulting on a
development to provide an integrated
community with commercial and
residential aspects.

MASTERPLAN FOR AIRPORT PROPERTIES

The company has undertaken a strategic review of its Cambridge land holdings
and, as a result, is working with the local authorities to develop some 150 acres
of its farmland and industrial premises north of Newmarket Road in Cambridge.
A masterplan is being prepared for this development, which will be known as
Wing, and it is expected that a planning application will be available for
submission to the planning authorities during 2013.

The Wing project is intended to deliver a new community for the east of
Cambridge. It is being designed to be a flagship, innovative scheme that is a
credit to Cambridge and upholds the standards and ethos of the Marshall Group,
delivering a positive legacy of which the Company, the local communities and
other stakeholders can be justly proud.

The design of the project is being evolved through a collaborative process with
the aim of delivering a high quality, sustainable, distinctive, attractive and vibrant
new mixed-use neighbourhood. In early 2013, a three day ‘Enquiry by Design’
process, led by the Prince’s Foundation, sought to draw together a broad
consensus about the vision of the project to begin to map out guiding principles
for the masterplan.

The company intends to continue to provide premises for the Marshall operating
companies and, as a consequence of the Wing project, it will work with them to
find and invest in suitable relocation premises for those businesses which need
to move from their existing, somewhat out-of-date premises within the Wing
development site.

BUSINESS DEVELOPMENT AND INFRASTRUCTURE

The continuing development of Cambridge Airport has already attracted new
activity and business to the site such that the number of external tenants has
increased and there is now an opportunity to lease additional premises to new
customers.

As noted in last year's report, much of the airport infrastructure is being
modernised both to meet new regulations and to address the implications of the
approach of the end of its original design life. In particular, there is a need to re-
life vital apron infrastructure and the runway, as well as ensuring that our fuel and
other facilities comply with future requirements. An experienced infrastructure
team has been assembled to manage this upgrading. These projects will take a
number of years to complete and are expected to include a strengthening of the
runway, major repairs to some aprons, a new taxiway, as well as improvements
to the airport terminal.

INVESTMENT PROPERTIES

The Group’s principal investment property, the Quorum office complex, continues
to be difficult to let to external tenants which has resulted in a reduced Directors’
valuation this year. We continue to evaluate whether occupation by external or
internal tenants remains the best long term objective.

OUTLOOK

The Group is entering a new and exciting phase of planning and development of
its property assets in the best interests of the Group. This will no doubt involve
vision, investment and purpose in order to maximise the value of this very
important part of the Group’s business.
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Group Chief Executive's Review
Cambridge Airport

2012 was a challenging year for the
Airport. A difficult economic climate
meant airlines and new customers
were reluctant to expand operations.

PERFORMANCE HIGHLIGHTS

 The successful launch of summer services to Jersey, Verona and Dole
from Cambridge Airport;

« Attracting a number of new businesses to be based at the Airport;

* An independent customer survey giving us an upper quartile score;

« A first employee survey under GPTW™,

« A successful Business and General Aviation day which attracted over 500
industry visitors and 50 exhibitors.

BUSINESS DEVELOPMENT

Cambridge Airport is an important asset and facility for the Group, but, as it
is loss making, remains a cost that has to be supported. At the beginning
of 2013, the decision was taken to merge its operational management with
that of the Business Aviation division of Marshall ADG, to achieve
commercial and operational efficiencies, as well as save cost.

The aim remains to develop Cambridge Airport as a vibrant and successful
regional business and general aviation centre. The imperative is to attract
scheduled passenger services to a number of UK and European
destinations with leading airlines, providing a trouble-free approach to flying
with minimal time between parking and embarkation. Current business
initiatives include:

« Providing an improved terminal building and facilities with a capacity for
handling over 100 departing passengers at any one time;

« Developing the general and leisure aviation offering through Cambridge
Aero Club and improving facilities;

« Offering a flying community to our General Aviation customers providing a
range of products and services at a reasonable cost;

» Renewing our focus on operational costs whilst continuing to improve
efficiency;

» Securing new commercial agreements with regional airlines;

« Increasing hangar/office capacity for new business aviation customers.

OUTLOOK
2013 will see the continuation of our strategy of growing Cambridge

Airport revenue activities, so as to serve better both the community, and
our aerospace and aviation customers.

Loss before tax £m
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Financial Review
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The improvement in profit before tax to £12.1m marked a
continued recovery in Group fortunes, although not all of

our businesses excelled.

£1.1bn

2011 - £1.0bn

£12.1m

2011 - £8.5m

RESULTS

Marshall Aerospace had another strong year of performance
and, together with Marshall Leasing, provided the foundation for
the Group’s profit. Marshall Land Systems slipped into loss,
although Marshall Motor Group improved its profit over 2011.

Marshall Motor Holdings, with a sales increase of over 16% to
just under £800m ensured a further rise in overall Group turnover
to £1.1bn. Franchise acquisitions such as FE Cross & Son and
Jaguar Lincoln, as well as an improving motor retail market were
the drivers for this growth although the engineering companies
still mustered a 4% improvement in sales.

Gross profits rose by £21.0m, some 11.5% ahead of 2011 and
derived primarily from the Aerospace and Leasing activities.
Despite improving sales, margins remained under pressure in
Motor Group’s retail and service markets and Marshall Land
Systems’ lower order intake, and thus activity, impacted on its
margins. As noted elsewhere, Marshall Aerospace and Marshall
Land Systems activities were merged from 1st January 2013 to
form Marshall ADG. To reflect this new structure, the segmental
analysis on page 40 has been prepared on our new internal
reporting basis.

EARNINGS PER SHARE

Basic earnings per share increased 21% to 12.2p as against
10.1p in 2011 whilst the underlying earnings per share rose to
19.9p, an increase of nearly 70%. The underlying earnings
figure has been calculated using profits excluding exceptional
items, goodwill amortisation and impairment losses on fixed
assets and investments, so as to give a better understanding of
the recurring level of earnings per share. Note 9 on page 42
provides an analysis of this calculation.

DIVIDENDS

Preference dividends amounting to £744,000 were paid to
preference shareholders during the year in two equal amounts in
April and October.

A priority dividend of 2p per share on the NVPO shares was
paid together with an interim dividend of 0.5p per share paid
to both Ordinary and NVPO shareholders on 21st December
2012.

The Board is recommending an improved final dividend of
1.75p per Ordinary and NVPO share for approval by the
shareholders at the AGM and it is the intention to pay this on
28th June 2013. Total dividends paid to shareholders in
respect of the year will then have amounted to £2.94m (2011 -
£2.64m), an overall increase of 11.4%.

£58.8m £16.7/m

2011 - £24.9m

2011 - Net Debt £(17.4)m

As a private company, the Group has limited access to external
funds, other than by way of borrowing or loans. Accordingly, it
needs to generate and then retain sufficient post-tax profits to
fund future investments and growth. It remains the Board's policy
to provide some stability in terms of return for shareholders,
whilst trying to ensure that dividends are well covered by post tax
earnings. Dividends for 2012 are more than 3 times covered.

RESTRUCTURING COSTS

With the support vehicle contract, at the Mildenhall facility,
coming to an end in 2013, and with little follow on work secured
for 2014, provision has been made for irrecoverable property
lease costs, dilapidations, redundancies and the write down of
plant and machinery.

BALANCE SHEET RESTATEMENT

In previous years, funding for vehicle stock was set against the
vehicle values to produce a net stock figure. We have changed
this to show vehicles gross of funding in stocks (Note 15) and
the related funding in creditors (Note 17).

GROUP ACCOUNTING POLICIES

The Group'’s financial statements have been drawn up on a basis
consistent with previous years and in accordance with the latest
requirements applicable to the Group. The Group is not currently
required to comply with International Financial Reporting
Standards (IFRS) which are mandatory for all listed companies.
In March 2013, the Financial Reporting Council (FRC) issued
FRS 102, which is effectively a revised UK GAAP and is more in
line with International Standards. This will be mandatory for the
Group accounts for 2015 unless full IFRS is adopted, and a
decision will be made within the next 12 months as to which
option the Group will take.

TAXATION

The Group current tax charge of £3.8m or 31.1% (2011 - 23.5%)
is very much in line with 2011 when excluding prior year credits.
This rate is above the effective statutory rate of 24.5%,
principally because of expenditure disallowable for tax relief. In
recent years, the Group has been able to benefit from some prior
year tax recovery for research and development expenditure,
which has led to the prior year credits and whilst none have yet
been agreed for 2012 there is the prospect of further credits in
the future, which will be recognised in the financial statements
once agreed.

The Government continues to signal further reductions in
headline corporation tax rates in future years but lower capital
allowance rates and the incidence of other disallowable
expenditure probably means that the normal rate paid by the
Group may still be above 30%. A full analysis and reconciliation
of the tax charges is given in Note 8 on pages 41 to 42.



We continue to recognise deferred tax in the financial statements
which can be simply explained as taxation charges, reliefs or
benefits which will be included in future years’ financial statements.
Where recovery is not assured an asset is not recognised.

GOODWILL

Motor Group acquisitions in 2012 resulted in additional goodwill of
£1.4m but, after amortisation in the year of £2.3m and other
adjustments, the net goodwill being carried fell to £10.7m from
£11.2min 2011.

The Group’s policy is to capitalise and then amortise goodwill over
those future years expected to benefit from each acquisition. In
2012, we took the opportunity to revise our amortisation period to
a maximum of 10 years (previously 20 years).

CASH FLOW

The Group’s strong commitment to managing cash positively
resulted in an impressive increase of £33.9m in the closing gross
cash position so that the Group ended 2012 with gross cash
balances of £58.8m.

Improved profitability, tight control on capital expenditure, attention
to working capital and increased customer contract advances and
deposits resulted in the Group generating £69.8m from operating

activities. As a result, we entered 2013 in a strong position which

has continued for the first quarter of the year.

Cash inflow
from operating activities £m

TREASURY MANAGEMENT

The monitoring, controlling and management of the Group’s loans,
cash, currency and interest risk is managed centrally by the Group
Finance function. The function is not operated as a profit centre
but exists to mitigate cost and risk for the benefit of the trading
subsidiaries in the Group.

The Group’s banking relationships are also managed centrally.
The Group engages with Barclays, its principal banker, but also
with HSBC, Lloyds, Santander and Coutts in the UK. In addition,
overseas the Group also uses ANZ and Royal Bank of Canada.

The Group trades not only in Sterling but in a number of other
currencies, principally US Dollars, Canadian Dollars, Australian
Dollars and the Euro.

Management endeavours to identify, monitor, measure and control
likely currency risks or exposures within the Group’s trading
operations. Where it is possible to protect overall Group trading
margins against the adverse impact of currency movements,
forward exchange cover is considered.

GROUP BORROWINGS

The Group continued to use its agreed facilities to fund around
75% to 80% of the acquisition cost of the Leasing fleet but despite
an increasing Leasing fleet, good working capital management
and the impact of timing meant gross borrowings remained flat at
£42m. The banking facilities available to the Group for working

capital facilities were renewed and include a flex arrangement for
the peak cash demands of the Motor Group in March/April and
September/October each year.

The four year revolving credit facility of £10m was renewed and is
available to facilitate future acquisitions. Future drawdown will
arise as and when required to fund major capital programmes or
acquisitions so as to ensure that the Group has a stable
availability of cash balances for working capital purposes.

The Group’s commitment on operating leases for properties
reduced during the year and, at the end of 2012, the annual
recurring commitment on property leases had risen slightly from
£4.6m to £4.9m.

INVESTMENT

The Group continues to try to ensure its resources are invested
wisely. Rigorous reviews of the return and pay back are carried
out for all capital projects, other than those deemed essential in
order to comply with operating regulations or legislative
requirements.

The main investment in the year was a spend of £25.0m gross
(£19.0m net) on the Leasing fleet which ended the year with 5,212
vehicles (2011: 4,752 vehicles). A further £8.2m, up from £7.9m in
2011, was spent on property, equipment and technological
improvements. Gross investment on acquisitions made in the year
was £2.3m.

PENSIONS

The FRS17 deficit on the Group’s defined benefit scheme, the
‘Plan’, reduced to £8.2m from £8.5m or £6.3m after allowing for
related deferred tax. The expected liabilities continue to rise on the
back of reducing bond yields (which determine the discount rate),
rather than any change to mortality rates, whist there was some
mitigation from asset values and stock market improvements.
Further improvements in the stock market would help mitigate this
deficit, as would increasing long term bond yields, if and when
interest rates start to increase. The bond yields used to value the
liabilities are currently at an unusually low level which serves to
exacerbate this deficit.

Both the Trustees of the Plan and the Board continue to work
together to reduce the inherent risk and ensure the Plan remains
viable, effective and cost efficient. A funding valuation used both
by the Trustees and the Group, as at 5th April 2011, indicated a
deficit of only £0.75m and the Group agreed to eliminate this over
the period 2012 to 2014 in three equal instalments, two of which
have already been satisfied. The next funding valuation is due at
5th April 2014.

KEY PERFORMANCE INDICATORS

The individual companies use a number of Key Performance
Indicators (KPIs) both financial and non-financial to gauge
performance. The diversity of the nature of the Group’s
businesses means that few are universal or applicable for every
company. A number of specific KPIs against which individual or
Group performance can be monitored, with order intake and
profitability being particularly important, are measured and
reported to the Board each month. During 2013 further monitoring
against the Group strategy map (see page 27) is to be included in
our regular reporting.

There are two primary cash measures. The first is for the Group
to be cash generative in any three year period after allowing for
normal capital expenditure (excluding acquisitions or major
developments). The second target is to ensure that cash and
available borrowing facilities are at least 5% of turnover. In 2012,
the Group comfortably achieved both. All subsidiary companies
are monitored on their cash generative performance and use of
Group facilities.
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OUR GROUP VALUES

As a family business with a proud heritage, our longstanding values are an
instinctive part of our day-to-day operations. They govern the way we think
and the way we behave. In 2012, we launched our values booklet which
succinctly summarises our core values of:

» Upholding the highest standards of integrity and fairness;

« Putting our customers above all else;

» Recognising that people are at the heart of our success; and
» Maintaining competitive edge through innovation and creativity.

All of our employees have been issued with a copy of the values booklet and
every new employee, via the induction process, is briefed on our core values.

INTEGRITY & FAIRNESS
We believe that:

“Corporately we are a Group. Culturally we are a family. As a privately-
owned company, we owe it to the future generations to grow the business
and to do so with integrity.”

Acting responsibly is embedded within the culture of the Group and has
been codified in our ethics booklet which is regularly updated so as to
remain current in the ever changing and complex regulatory environment in
which we operate.

OUR CUSTOMERS

Customers are the lifeblood of the Group and we strive to provide exemplary
customer service at every opportunity. Over the last couple of years we
have gone to considerable time and expense to validate independently what
our customers think of their Marshall experience. The results of the 2012
customer satisfaction survey were extremely encouraging with ten of the
thirteen business units across Marshall ADG and the Airport recording a
higher satisfaction score than the previous year. The Motor Group continues
to track the customer experience based on the results of manufacturer CSI
schemes and is focused on constantly achieving an upper quartile
performance in each of its businesses.

PEOPLE AS A PRIORITY

Recognising that people are at the heart of our success is one of the four
core values of the Group. We continue to prioritise our actions in this area to
help us to achieve our goal, which is:

“To engage and motivate every Marshall team member to fulfil their

personal potential and make their maximum contribution to the success
of the business”
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In parallel with our overall simplification of the Group’s portfolio of

businesses, we have made good progress during the year in investing in our
people so that we have the best possible resource focused on simplicity and
accountability. Equally, recognition and reward are important elements to us.

Employee Recognition

The Marshall Achievement, Values and Teamwork Awards (MAVTAs), which
were launched in 2011 are now an integral part of our One Company, One
Team ethos. In 2012, we received just over 200 nominations (up from 100 in
2011) for MAVTASs in the eight categories of:

« Customer Service

« Innovation

« Best Environmental Initiative
« Services in the Community

« Leadership

« Business Excellence
e Team

« Business of the Year

We saw a significant increase in the number of individuals and teams being
nominated for MAVTAS, such that over 1,000 Marshall employees were
nominated either individually or as part of a team. The awards were
presented at a special awards dinner in King’'s College in January 2013.

Long service is recognised formally after five years and then every five years
up to thirty years of continuous service. Those who have completed 30, 40,

50 or 60 years are recognised at a special ceremony in the presence of their
families and their line managers and directors. In 2012, we presented 13 of

these awards, bringing the grand total presented since 1977 up to 976.

We were proud in 2012 to present our fourth 60-year long service award to
Len Sapsford, who has worked in three of our businesses in that time and is
currently working as a part time warranty administrator in the Motor Group.
Up to 60% of our workforce has less than 10 years service with Marshalll
businesses but 450 of our people have been with us for 20 years or more —
a healthy combination of youth and experience.

Employee Engagement

The Group again took part in the national independent employee survey run
by the Great Place to Work Institute. The results showed we made positive
progress in both of our engineering businesses (now Marshall ADG)
although our motor businesses (5th year in the survey) slipped back a little
from their very high score in 2011. The overall result was very encouraging
in a year when so many other UK companies saw their scores decrease. An
encouraging 70% of our employees participated in the survey and each of
the operating companies is working on implementing detailed action plans to
address key areas highlighted by the survey.



Employee Development

The training and development of our employees reached new heights in
2012, involving more than 150 courses and programmes comprising well
over 50,000 training days. We continued to invest in our Leadership
Development Programme (LDP) with 250 of our senior leaders now
having completed the programme and the next stage is currently being
designed to engage increasing numbers of our people in the
achievement of business success. Building on this, creating our leaders
of tomorrow will be a priority for us in the coming year, along with
development programmes providing opportunity for every Marshall team
member to improve their skills and fulfil their personal potential.

At Marshall we are proud to have been running apprentice programmes
continuously for over 90 years. In 2012, we increased the number of
apprentices in both Marshall ADG and Marshall Motor Group and at the
beginning of 2013 we have a total of 58 apprentices enrolled on the
programmes. One of our aerospace apprentices, David Firth, was the
regional winner in the EEF Outstanding Achievement by a First Year
Apprentice Award.

Marshall Network

The Marshall Network continues to build a pool of younger employees
who engage actively with the Group, working both on business-related
projects and on social/community events and activities. Network
members have devised and led the LEAF (Lowering Energy to Aid the
Future) energy reduction trial programme in the Motor Group and they
are now working with other members in Marshall ADG to roll out the
programme to the whole Group. The Marshall LEAF team were the
winners of the Best Environmental Initiative MAVTA, having focused
employee awareness on unnecessary energy usage, through a
combination of energy wardens and publicity material. The Marshall
Network has an active committee who are working with the HR
departments in each of the operating companies to involve more new
members during 2013.

EXTERNAL ACTIVITIES AND THE WIDER COMMUNITY

In addition to our many internally-focused activities and projects, we
continue to support a wide range of external organisations and events,
both locally and nationally which are associated with our business sectors
or the communities in which our businesses operate. We also encourage
employees at all levels in the business to get involved with organisations
and initiatives which will, directly or indirectly, help with their own
development and broaden the reach of the Group in the process.

Industry Bodies

Marshall employees are actively involved in a number of industry bodies,
including: the Engineering Employers’ Federation; ADS; Semta; the
Institute of the Motor Industry; the National Franchised Dealer Association;
the British Vehicle Rental and Leasing Association and the Air League.

Education

A number of employees serve as School Governors in their local
communities. We continue to support the promotion of engineering in
schools, including through the Arkwright Scholarships. In particular, we
seek to encourage young people to take up careers in aviation and
aerospace through our long and active involvement with the Air Cadet
Organisation, the provision of flying scholarships through the Air League,
and the annual Sir Arthur Marshall Lecture at the Royal Aeronautical
Society in Cambridge.

Charity

The Group is a member of the Percent Club through our donations and
contribution to charity. Additionally, we encourage employees at all levels in
the organisation to work with and support charities, including those with
direct relevance to our business sectors, such as BEN, the motor industry
benevolent charity, and Help for Heroes and a number of senior employees
act as trustees for local and national charities. With support from the
Group, employees also organise major fundraising efforts annually for a
range of charities, including: Macmillan; Breakthrough Breast Cancer and
Movember.

The Local Community

We continue to support a wide range of activities and programmes in and
around Cambridge, and elsewhere where we have employees based
around the world. This include our ongoing support for major events in
Cambridge, such as the main City Fireworks display on 5th November and
the Mayor's Day Out coach trip to the seaside for local pensioners. We
also maintain close links with the University of Cambridge, including the Sir
Arthur Marshall Professor of Sustainable Urbanism.

We are also conscious of the impact our business and activities may have
on adjacent communities. The recent announcement of the Wing
development is a recent example, and our commitment to the community
was highlighted by the three day design workshop which we facilitated in
January 2013. By inviting representatives of the various community
groups, council representatives, employees and the public along to provide
input in to the design process, we have again demonstrated our
collaborative approach to working with the wider stakeholders of the Group.
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OVERVIEW

The Group continues to endeavour to apply the highest
standards of corporate governance and has considered the
guidance set out in the UK Corporate Governance Code, which
applies only to companies listed on the London Stock Exchange,
together with the Corporate Governance Guidance and Principles
for Unlisted Companies which was issued by the Institute of
Directors in November 2010. The Group has implemented the
recommendations set out in these guidelines where it is
considered both practical and appropriate for the Group.

BOARD MEMBERSHIP
Information about the Board members is given on pages 30 to 31.

ROLE OF THE BOARD

The Board is responsible for creating the framework within which the
Group operates. It challenges and supports the strategic direction of
the Group, ensures the necessary resources are available and sets
controls and standards. It also monitors performance and approves
budgets, material investments and commitments. The Board
endeavours to ensure that there is effective corporate governance
throughout the Group.

ILLUSTRATIVE MATTERS WHICH REQUIRE BOARD APPROVAL
* Strategy
« Business planning and budgeting
« Financial reporting, accounts and dividends
 Group-wide financial and operating policies
« Effective internal control systems
» Major acquisitions and disposals
* Major new projects and material contracts
» Compliance with laws and regulations, including Anti-Bribery
and Health & Safety

The Board delegates responsibility to the executive management for
the Group’s performance in order to ensure that the business is
managed in a fit and proper manner in keeping with its values and
principles. The Board has put in place an organisational structure
with formally defined lines of responsibility and there are clear limits
on the authority devolved to the Group’s businesses and individuals
to make financial commitments appropriate to the size of the
subsidiary or relevant business.

INDEPENDENCE

The non-executive directors bring a wide range of experience to the
Board and participate fully in key decisions facing the Group. They
are all considered by the Board to be free from any business, or
other, relationship which could materially impede their independent
judgement.

SENIOR INDEPENDENT DIRECTOR

A.E. Cook fulfils the roles of Deputy Chairman and Senior
Independent Director, providing an additional contact point for
shareholders if the normal contact channels are considered
inappropriate.

INDUCTION AND TRAINING

The Board has established procedures to allow individual directors
to seek independent professional advice at the Company’s
expense for the furtherance of their duties. All directors have
access to the services of the Company Secretary who is
responsible for ensuring compliance with relevant procedures,
rules and regulations. There are also procedures in place for the
induction and training of new directors.

BOARD MEETINGS

The Board and its principal committees met regularly during the year.
The timetable is set at the beginning of the year so as to ensure that
sufficient regular meetings are scheduled and other meetings held,
as required, in order for the Board and the committees to discharge
their respective duties sufficiently.
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For each Board meeting, directors receive detailed briefing papers,
including monthly management accounts and reports on the
performance of the operating companies, prior to each meeting to
enable them to carry out their role. A detailed agenda is prepared
for, and formal minutes are taken of, each meeting.

THE BOARD
Attendance Attendance

Sir Michael Marshall (Chairman) 10 R.D. Marshall 10
A.E. Cook 9 W.C.M. Dastur 10
RJ. Harvey 10 S. Fitz-Gerald 10
Sir Ralph Robins 9 D. Gupta 10
C.J. Sawyer 10 J.D. Barker 10*
S.J. Sillars 9 PW. Callaghan 9

10 meetings were held in the year
* attended 2 meetings as Company Secretary

The Chairman holds meetings with the non-executive directors
without the executive directors present when he deems it necessary.
The Board also met informally in 2012 to discuss strategic issues
and other business developments.

BOARD EFFECTIVENESS REVIEW

In compliance with both the UK Corporate Governance Code and
best practice guidance for unlisted companies, the Board has
commissioned a Board Effectiveness Review. This is to assess,
evaluate and critique the Board and each of its directors so as to
improve overall effectiveness and performance.

BOARD COMMITTEES

In accordance with the principles of good corporate governance, the
following committees, all of which operate under written terms of
reference, have been established by the Board.

NOMINATIONS COMMITTEE

Committee membership Attendance
Sir Michael Marshall (Chairman) 2
A.E. Cook 2
PJ. Harvey 2

2 meetings were held in the year

The committee ensures that appropriate procedures are in place for
nomination, selection, training and maintaining the balance between
executive and non-executive directors with a blend of skills.

The committee considers the skills required to fill a vacancy in the
Board and determines whether any individuals known to the Board
would be suitable for the role, or if the committee believes the
involvement of other candidates would benefit the process, then an
external search consultancy may be engaged.

REMUNERATION COMMITTEE

Committee membership Attendance
S.J. Sillars (Chairman) 3
Sir Michael Marshall 3
Sir Ralph Robins 2
C.J. Sawyer 3

3 meetings were held in the year

The Chairman has a Remuneration Committee to advise him in the
process of setting and reviewing executive remuneration. This
committee met on three occasions during 2012 and then again in
early 2013. Operating subsidiary Chief Executives, the Group Chief
Executive and the Group Financial Director have service contracts,
which are terminable by no longer than twelve months’ notice given
by either party thereto.



AUDIT COMMITTEE

Committee membership Attendance
C. J. Sawyer (Chairman) 4
P J. Harvey 4
Sir Ralph Robins &

4 meetings were held in the year

Whilst there is not an individual member of the Audit Committee
with both the recent and relevant financial experience envisaged
by the UK Corporate Governance Code, the Board considers that
the members have the requisite skills and attributes to enable the
Audit Committee to discharge its responsibilities.

The Group Chief Executive, the Group Financial Director, the
Company Secretary, the external audit partner and the Group
internal audit manager also attend each meeting at the invitation
of the committee chairman.

EXAMPLES OF AUDIT COMMITTEE ACTIVITIES
« Financial statement approval

« Group internal audit updates

» Group risk management review

« Post acquisition/major capital expenditure reviews
» Reviews of major contracts

* Review of external audit plan

* Review of internal audit plan

EXTERNAL AUDIT

During the year the committee received reports from the external
auditor on three occasions. It also met with the external auditor
without the executive management being present.

The Group uses a number of reputable professional service firms
or providers including the external auditor. This includes the
provision of auditing and accounting services, taxation
compliance and advice, corporate finance assistance, strategic
advice, due diligence on major contracts and acquisitions as well
as support on technical and human resource issues. For each
discrete project, consideration is given as to which professional
service provider is most suitable. This ensures that the Group
continues to receive good quality, independent advice at
competitive rates from a wide range of suppliers.

The committee monitored the balance of audit and non-audit
services provided by the external auditor so as to form a view on
whether independence and objectivity was being maintained. The
committee, having also evaluated the performance of the external
auditor remains satisfied with the effectiveness of the external
auditor and, after review, has recommended to the Board that a
resolution for the reappointment of the external auditor should be
put to the shareholders at the Annual General Meeting to be held
on 29th May 2013.

INTERNAL AUDIT

The Board maintains its ongoing commitment to operating an
Internal Audit function to provide the Board with relevant, timely
and independent assurance on the Group’s activities.

The Group internal audit manager has direct access and
responsibility to the Audit Committee. Her work is risk focused,
and the areas of audit focus are determined by a combination of
risk registers and assessments, discussions held with senior
management and requests received from the Audit Committee,
the Chairman or other senior executive directors.

The committee approved the annual internal audit plan to be
undertaken during the year and received internal audit progress
reports. The progress reports summarised audit findings,
management responses and ongoing internal audit activity within
the Group. The progress reports were reviewed in detail and

contributed to the Audit Committee’s view on the effectiveness of
the Group’s internal control framework.

RISK MANAGEMENT AND INTERNAL CONTROL

The UK Corporate Governance Code is in place to help company
boards become more effective and more accountable to their
shareholders. Among its recommendations is a requirement for
the Board to undertake a formal annual review of a company’s
risk management system. Under its delegated authority the Audit
Committee has responsibility for undertaking this review on behalf
of the Board. The Group’s risk management process, principal
risks and internal control system are set out in more detail on
pages 26 to 29.

During the year, the Audit Committee received and reviewed
reports from the Company Secretary, as well as the internal and
external auditors. In the Board’s view, the information it received
was sufficient to enable it to review the effectiveness of the risk
management and internal control systems.

HEALTH, SAFETY AND THE ENVIRONMENT

Providing a safe working environment for employees, customers,
suppliers and visitors is of paramount importance to the Group,
as is ensuring the Group operates in a sustainable manner, in
minimising its impact on the environment and its neighbours.

The operating companies continue to maintain an appropriate
governance structure for managing the complex regulatory
landscape surrounding Health, Safety and the Environment.
Whilst the responsibility clearly sits with the operating companies
to manage the risks, the Group recognises the importance of
these areas and provides support, guidance and oversight, where
appropriate.

The promotion of energy efficiency through Marshall LEAF
assists with safeguarding the future of Marshall by helping to
lower energy consumption and ensuring energy security and the
sustainable growth of the organisation.

The Group’s continued focus on its health and safety culture has
again been recognised by RoSPA with two gold awards for
Marshall Aerospace and Marshall Specialist Vehicles translating
into the third and second President’'s Awards respectively for this
achievement. Marshall Vehicle Engineering has also achieved its
5th Silver Award, reflecting the progress and continuous
improvement in the safety culture at the Mildenhall site.

WHISTLE BLOWING

Commensurate with best practice and to ensure that the Group
works to the highest ethical standards, the Group operates an
independent whistle-blowing procedure to allow staff to raise
confidentially any concerns about business conduct to the Group
internal audit manager in the first instance, or the chairman of the
Audit Committee. The whistle blowing policy is set out in the Code
of Business Ethics distributed to all staff.

DIALOGUE WITH SHAREHOLDERS

The Board recognises that the Annual General Meeting provides
shareholders with an important opportunity to receive information
on the Group’s business performance and to meet with the Board.
The Chairman, the executive directors and Board committee
chairmen were present at the 2012 AGM.

Jackie Ferguson continued to hold the role of Family Shareholder
Representative providing an important communication channel
between family shareholders and the Board throughout the course
of the year. RJ. Harvey acts as the Board liaison for family
shareholders.
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Risk Management

Managing our risks sensibly and effectively should ensure that we are taking an appropriate mix of risk and exploiting opportunities
without exposing the Group’s reputation and financial stability.

Taking risks is an inevitable aspect of the businesses in which we operate and, therefore, risk management is a fundamental part of
achieving our strategy. The Group aims to provide a mix of guidance appropriate to the needs of our diverse operating companies. This
ensures that a robust process is in place to manage risks across the Group.

A structured method for risk identification, prioritisation and control has been established in order to:

« ensure Group-wide consistency and alignment « detail the risk management process to be followed

» manage our risks effectively within the operating companies and at Group level

« communicate the risk management process « communicate the requirements for risk management
« provide guidance to those applying the risk within the Group

management process

During the year, a Risk Advisory Group was established under the chairmanship of the Company Secretary. A director from each
operating company attends at least three times a year to share best practice across the Group and to review and monitor new risks and
procedures. The Risk Advisory Group serves to both embed risk management procedures and advise the Audit Committee on current
risk exposures and potential changes to future risk strategy.

Risk Management Process

Board of Marshall of Cambridge (Holdings) Limited

Audit Committee

Overall Risk Advisory

responsibility e Internal Audit

reports on risk

for risk regularly during e
management the year
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Holdings Airport

Formal annual
review of Group
risk management
processes

Report Identify

Risk

_ management
Holdings Board approved strategy
Monthly Board meetings pg?]t;]?rr:g proceSS Assess
Quarterly business reviews
Quarterly review of risk registers Review
validate
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Internal Control

The Board has established what it believes is an appropriate control environment. The internal control system is designed to facilitate
the identification, assessment and management of risk and the protection of shareholders’ investments and the Group’s assets. The
system is designed to manage rather than eliminate the risk of assets being unprotected and the failure to achieve business objectives.
Internal controls can only provide reasonable and not absolute assurance against material misstatement or loss.

Key features of the Group’s internal control systems:

A Strategic Approach To Risk Management

The Group Strategy Map
Change the Gear, Hold the Values

Our Strategy Strategic Actions




The Group’s principal risks have been identified below in relation to the Group’s strategy, together with their potential impact and
the actions and controls put in place by the Group to mitigate those risks.

“Change the margin”
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Significant fluctuations in exchange rates to which the Group
is exposed could have a material impact on the financial
performance of the Group.

Fluctuations in interest rates could have a material
impact on the financial performance of the Group.

Liquidity and financing risks relate to the ability to pay for goods
and services required by the Group to trade on a day-to-day basis.
A withdrawal of financing facilities or a failure to renew them as
they expire could lead to a significant reduction in the trading
ability of the Group.

“Change the way we go to market”

The global markets in which the Group operates are intensely
competitive. Innovative competition for corporate and retail
clients and customers comes both from incumbent organisations
and new market entrants, particularly in the aerospace and
vehicle engineering businesses. The landscape is expected to
remain highly competitive in all areas, which could adversely
affect the Group’s profitability if the Group fails to continue to
retain and attract clients and customers.

Factors such as unemployment, interest rates, exchange rates,
and inflation or deflation could all impact the markets in which the
Group operates and reduce demand, whilst positive or negative
action taken by the UK Government relating to the taxation of
private cars and the availability and cost of credit has and could
continue to affect significantly the market for the sale of new and
used motor cars. Equally, a continued reduction in defence
spending by a Government, a change in procurement policy and
the imminent change to EU Bloc Exemption rules in 2013 could
have a marked impact on ability of the businesses to perform.

The Group operates motor car franchises as well as refrigeration
and tail lift franchises and aircraft servicing agreements.
Franchises are awarded to Group companies, and the loss of
franchises could result in a significant reduction in the profits of
the Group due to the inability then to source new product or
vehicles to sell, perform warranty repairs or carry out
maintenance activity.

The individual businesses are dependent on the secure,
efficient and uninterrupted operation of their information
technology and computer systems, which are vulnerable to
damage or interruption from power loss, telecommunications
failures, sabotage, vandalism or infiltration.

There is some dependence on the vehicle manufacturers’
financial condition, marketing, vehicle design, production
capabilities, reputation, management and industrial relations.
Although the Group is not unduly dependent on any single
vehicle manufacturer, a continuing drop in demand could lead to
a number of manufacturers facing severe financial difficulties.

The Group operates a central treasury
function, whose policy for mitigating foreign
exchange risk is explained in more detail in
the Financial Review on pages 20 and 21.

The Group’s policy is to maximise interest
receivable commensurate with risk, usually with
highly rated UK banks, whilst monitoring and
managing the potential interest rate on borrowings,
if appropriate by fixing forward.

Cash forecasts identifying the liquidity
requirements for the Group are produced
regularly. They are reviewed regularly by the
Group finance function and the Board to ensure
that the Group has sufficient cash resources or
facilities for the forseeable future and
particularly the next 12 month period.

The Group’s balanced portfolio of
businesses, specialist capabilities and
outstanding customer service continue to
address this risk, to try to ensure the
Group is not unduly dependent on any
one customer, business or sector.

The Group’s diverse nature of businesses,
markets and products continues to mitigate
this risk, so that the impact of a change in
one particular area is capable of being
offset by improvement in other sectors or
markets.

The Group is committed to fostering long term
relationships with all its business partners. It
seeks to participate only in franchises and
agreements in which its interests are aligned
to those of its partners, and has formal
procedures of review to monitor the
performance of these relationships.

The Group has a broad range of measures in
place, including appropriate contingency plans
and tools, to monitor and mitigate this risk.

The Group’s diversified portfolio of businesses,
and, specifically, the diversified range of
marques represented by the Motor Group,
continues to mitigate this risk, as
demonstrated, in recent years, through the
minimal impact of the insolvency of at least
three key trading partners.



“Change our efficiency and productivity”

The UK aerospace skills base is under pressure with falling
numbers available in the engineering resource pool. Increasing
global competition requires the Group to recruit both within the
UK and elsewhere in the world. Governmental changes to
employment regulations, requirements and reporting could
hamper the Group’s ability always to recruit and retain the very
best skilled technicians and employees.

Incorrect estimation of the technical content and requirements
of these complex projects may lead to a failure to meet
contractual commitments and reduce the profitability of such a
contract.

Marshall Leasing enters into contract hire agreements for
vehicles whereby it estimates the residual value of the asset at
the end of the agreement. When the agreements terminate the
vehicles are sold with profits or losses being recognised against
the book value at the point of disposal.

The diversion of management attention to integrate new
businesses and the underperformance of new acquisitions
against expectations could adversely affect the Group.

“Change the culture”

The Group is subject to a regulatory compliance risk which can
arise from a failure to comply fully with the laws, regulations or
codes applicable - for example those set out by the Civil
Aviation Authority, the Ministry of Defence, the Health and
Safety Executive and Financial Services Authority as well as
local authorities. Non-compliance can lead to fines, enforced
suspension from trade, public reprimand or, in the extreme,
closure of parts of the business.

The Group faces both health and safety and engineering and
product safety risks due to the scale and nature of its
operations. A significant failure could have a detrimental impact
on relationships with customers and also the Group’s
reputation with a concomitant negative influence on future
orders and sales.

The Group is dependent on members of its senior
management team and skilled personnel and the loss of the
service of a number of such individuals could have a material
adverse effect on the business.

“Underpinned by our values”

A failure to protect the Group’s reputation and brands in any
one of its principal businesses could lead to a loss of trust and
confidence which could reverberate across the Group and, in
turn, result in a decline in the customer base. This could also
ultimately affect the ability of the Group to recruit and retain
good people as well as having an adverse impact on financial
performance.

The Group continues to invest strongly in
training at all levels, from apprenticeship
schemes through to the Leadership
Development Programme. The Group’s
commitment to its people is further outlined
on pages 22 and 23.

To manage contract related risk and uncertainty,
Marshall ADG operate a lifecycle management
(LCM) process at operational level. A separate
bid LCM programme provides approval processes
for bids and tenders. Project performance is
monitored using standardised KPIs and metrics.

The company operates a robust independent
analysis tool to monitor this area and does and
will continue to manage any exposure should
the trend analysis predict significant falls in
used car values.

The Group has established policies in place to
manage the acquisition process, and considers
each integration in its own context. Investments
are also monitored for impairment and subject to
Audit Committee review as outlined on page 25.

The Group dedicates resource to regulatory
compliance in order to maintain its capability
to identify and manage the risk of
compliance failure, and this is monitored at
all board levels.

The Group has detailed and established
procedures for ensuring the delivery of products
and services to the highest standards and to
maintaining high standards of health and safety.
The Group takes particular care to ensure
com