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At a glance

Our highlights

Sales revenue {(Em)

£20.4m Steady

£20 5
£18 5m m £204m

£147m  £159m
2008 2003 2010 2011 2012

Profit from continuing operations (“PBT") (Em)

£4.2m 18%

£4 2m
£3 6m
£2 Sm
£2 3m
£17m
2008 2009 2010 2011 2012
Dividends (pence)
o
3.5p 10%
8 5p
7 0p 77p
50p
4 0p
2008 2009 2010 2011 2012
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Profit before tax increased by 18% to £4 2m (2011 £3 6m)
EPS increased by 21% to 22 2p (2011 18 3p)

Total dividends for year increased by 10% to 8 5p (2011 77p)
Touch revenue accounts for 71% of Group revenue (2011 70%)
Gross profit margin increased to 36 3% from 33 7%

Net cash generated from operations of £4 6m (2011 £4 5m)
Net cash balance less borrowings increased by £1 8m to £2 3m

Gross profit margin (%)
36.3%
. O

322%  330% 3599

2008 2009 2010

Earnings per share (pence)

22 .2p

14 9p
11 6p

73p

2008 2009 2010

8%

337%

2011

21%

18 3p

2011

Cash generated from operations (Em)

£4.6m

£38m
£31m

£2 Om

2008 2009 2010

4%

£4 Sm

2011

363%

2012

22 2p

2012

£4 6m

2012
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Our technology and applications

PCT™ touch technology

e At leisure

Over the last 12 years we have developed our patented
projected capacitive touch technology (“PCT") into a farmily
of product offerings for use in a wide range of applications

PCT 1s unique to Zytrontc and offers significant benefits to
traditional users of resistive, capacitive and surface acoustic
wave ("SAW") technologies Unlike other touch technologies,
the active component of Zytronic’s technology 1s embedded
behind the glass front for protection, providing a true

safety laminated, pure-glass fronted construction

Zytronic's touch sensor technology 1s also readity scalable in size,
allowing customers to use sensors ranging In size from 6 nches
to 82 inches and with different glass substrate thicknesses
from Imm to 12mm Additional customisation can be provided,
ncluding printed borders, logos, etc , non-rectangular shapes,
shaped polished edges, and dridled or cut-out holes

www zytronic co uk
In-depth view of cur
technaology and
applications

Touch tables

Multi-touch capability, large form factor availabiity and high levels
of impacl/scratch resistance make PCT touch sensors perfect for the latest
generation of public and social interactive devices, such as touch tables
in cafes, restaurants and bars

Video jukeboxes

Unaffected by hquids, impact resestant and with low volume customisation
possible, PCT touch sensors are used in a growtng number of interactive
entertainment displays deployed In all types of pubhic areas

Vending machines

PCT touch sensors are increasingly deployed in the latest seli-service
POS devices, such as indoor/outdoor vending machines due to therr
unparalleled vandal resistance, large size avallability and simple customisation

Gaming and lottery terminals

With high impact resistance and a vanety of customisation ophons such
as printed glass and special shapes, designers of gambling and video
lottery terminals use PCT touch sensors to maximise therr “uptime” and
revenues whilst making therr products stand out from the crowd
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e On the street
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e In the workplace

Qutdoor digital signage

Avallable in sizes up to 82 inches, sealable and impact resistant PCT
teuch sensors are an excellent choice when considering adding interactivity
to large format digital signage systems, whatever the environment

Public information displays

With the touch sensors’ ability to function through thick glass and
plastic overlays, theirr environmental resistance and avallability in ultra large
form factars (“ULFF"), PCT 15 an excellent technology for public information
displays such as way-finders, directories and interactive screens In museums
and offices

Financial kiosks/automated tellers

Custormisable (including privacy options), vandal and weather resistant,
PCT touch sensors are already widely used and a proven technology for
ATMs and the latest financial and bill payment kiosks

Through window signage

Available with optionat integrated projection film and in large sizes,
the flexible film forms of PCT touch sensors are designed for adhenng io
the inside of shop windows and enable retailers to temporanly add interactvity
to thewr store fronts for quick, 24/7 engagement with potential customers

Kiosks/point of sale terminals

Capable of operating in all environments, both tndoor and outdoor,
PCT touch sensors are a great all-round solution for self-service kiosks
of all types, such as ticket machines, fuel dispensers, bicycle rental stations
and electric vehicle charging stations

1 Industnal/marine vehicle telematics

Gloved hand operabilty, scratch resistance and touch controller
chip-set availability combines to make PCT touch sensors the night
selution for the most demanding, compact displays used In on-beard
contrals and GPS systems

1 Security/access controls

With massive levels of impact resistance possible, PCT touch
sensars can be put into the most demanding user-facing security
applications, such as door access controls in public offices, pnsens
and government buiidings

1 Factory automation displays

With the capability of sealing to [P67 levels, coupled with
unnivalled levels of resistance te dirt, abrasion and impact, PCT touch
sensors make a great choice for demanding human-machine interfaces
in factory, process industry and mining/drilling apphcations

1 Medical devices

Highly sensitive, even to surgical gloved hand operation, and with
durable, hygiemc pure-glass fronted designs possible, PCT touch sensors
are ideal in a range of static and portable healthcare applications
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Our global reach

e UK

Review of the year

9%
of total
revenue

Invoiced sales to the UK have increased In
2012 due, in the main, to additional sales
to customers in the Vending, Gaming,
ATM and Digital Signage markets

| 37

‘ countries served from
our UK base

10,000 sq ft Over 90%

of state of the art of production exported
controlled clean rooms out of the UK

80,000 sq ft

total space of our three
modern factories

¢ Americas

26%

of total
revenue

Touch revenues in the Americas improved

by 6%, as sales for The Coca-Cola Company®
Freestyle™ drinks dispenser supported its
continued deployment, which included mitial
shipments beyond North America o both Japan
and the UK Sales for telematics systems for
earth-moving vehicles also increased as did
sales to the ATM manufacturers

13

agreements In place covering three
countries including all of the USA

Mexico
being investigated as
a new area over the next
two years

24%

Increase In
sales to Canada
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46%

of total
revenue

EMEA sales were marnly affected by a

decline in the application areas of Ticketing
and Home Automation within the Eurozone
ATM touch sales performed strongly, as did
the emergence of the financial bill-pay type

kiosks in Eastern Europe

12

agreements In place
covering 24 countries

7%

Increase In
sales to Spain

D 42%

Increase In
sales to Finland

e APAC

19%

of total
revenue

Revenues in the APAC region improved by 7%,
being mainly driven from sales to Ausiralia,
India and Taiwan in the application areas

of Telematics, Digital Signage and Industrial
Automation Optical display filter sales to
ATM customers, as expected, started to

decline duning the year

7

agreements in place
covering 10 countries

Malaysia
being investigated as
a new area for a sales

agreement over the
next two years

99%

increase in
sales to Australia

57%

Increase In
sales to India
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Our strategy and Key Performance Indicators (“KPIs”)

The strategy of the Zytronic Group 1s to Increase the profitability of the business by growing revenues
from touch sensors through continual iImprovement and development of the PCT touch technology and
the continuing roll-out of sales channels around the world, while investing in the manufacturing facilities
to enable the Group to meet that sales growth

Strategic goals How do we achieve this?

Innovate » Our research and development (“R&D”) team has been expanded over the
last three years and we intend to recruit more members in 2013 We identify
development projects which will enhance our technology, increase its ease of
use and funchionality for customers and end-users, and histen te existing and
potential customers and our markets on future requirements Recent examples
of these include the development of an Application Specific Integrated Circut
{"ASIC"), leading to the avallability of chipset solutions, and our new multi-touch,
multi-user mutual capacitance touch technology {(“MPCT")

The drive for growth in sales of our touch sensors is fuelled by exports

To achieve this, we are continually reviewing the members of our existing
network of agents and Value Added Resellers (“VARs"), our sales channels,
across the world We also continue to seek opportunities to expand them,
for example with additions in the USA and China, and to establish
representation in new countries, for example 1n Mexico and Indonesia

Grow

Since 2007 we have added a third factory, expanded our clean room faciities
in 2011 and bought additional equipment each year As a consequence, we have
been able to replicate our manufactuning facilities between our two main {actones
for greater flexbility and to enhance secunty of customers’ supply We continue
to add new plant and equipment, as necessary, each year to add capacity, aid
efficiency and replace older equipment We atso review our manufactuning
methods to bring through efficiencies in produchion

Invest
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How do we measure how well our strategy is working?

07

* The KPIs for the business are pnmanly financial The Directors have not yet developed KPIs relating to environmental
matters, the employees, or social and community 1ssues

¢ The current KPls consist of setting targets for and monitoring the level and growth of sales, improving the gross profit
margin, controfling the level of overheads {(administration expenses), and managing cashflow from operating actvities The
actual performance of the Group against each of these KPls Is set out in the Chairman's statement and Business review

s |n addition, the Directors review an “activity monitor” which the sales team uses to record significant sales opportunities,
the key dates in the development of each sale’s prospect with the custorner, volumes and values of the opportunities
and expected production commencement dates

Sales revenue (Em)

£20.4m

2
£185m £205M
£14 7m £159m
2008 2009 2010 2011
Administration expenses (£m)
£3 2m
£27m £2 8m £27m
2008 2009 2010 2011

Gross profit margin (%)

36.3%

31 9%

2010

337%

2011

Cash generated from operations (Em)

£20 4m 32 2% 34 0%
2012 2008 2009
£4.om
£3 1lm
£3 1m
£2 Om
2012 2008 2009

£3 8m

2010

£4 5m

2011

36 3%

2012

£4 6m

2012



08

Chairman’s statement

Annual Report and Financial Statemenis 2012

Zytronic plc Review of the year

“The continuing MPCT technical advances and the successful public
roll-out of our PCT touch products for vending applications has
resulted in further opportunities from major global food and
drinks companies, and also for ATM and ticketing applications.”

In summary

* Profit after tax increased by
22% to £3 3m (2011 £2 7m)

e Farnings per share increased
by 21% to 22 2p (2011 18 3p)

¢ Dividends per share increased
by 10% to 8 5p (2011 77p)

* Net cash balance less borrowings
increased by £1 8m to £2 3m
(2011 £05m)

This report and financiat statements for the year
ended 30 September 2012 show continuing
progress with an improvement of 22% n profit
after tax to £3 3m (2011 £27m), a 21%
increase in earnings per share, and a 10%
increase In the dividends to 8 5p for the year

The strategy of concentrating on the sale of PCT
touch products, which now represent 71% of
revenues, continued with PCT sales to UK, USA
and Asia showing good progress and increasing
by 10%, but there was an 8% decline in sales
to Europe Whilst the slowdown in Europe, some
project deferrals, and the planned move away
from the traditional electronic display products
held back sales growth, the PCT products, and
particularly those for large applications, wera
the basis for the iImprovement (n gross margins
which drove the increase in profits

Results

Revenue for the year ended 30 September 2012
was £20 4m (2011 £20 5m) with operating profit
improving by 16% to £4 3m (2011 £3 7m}on
the back of gross margins increasing from

33 7% to 36 3% Profit after {axation improved
by 22% to £3 3m {2011 £2 7m) and earnings per
share increased by 21% ta 22 2p (2011 18 3p)

Product development

We continued to invest in the development of
new products, and in particular we successfully
showcased our new multi-touch, multi-user,
mutual projected capacitwe technology “MPCT"
touch products, and curved touch sensors, at
the Society for information Displays conference
in Boston In June, and at the Electronica
exhibition in Munich in Novernber 2012

These technical developments increase our
competitive advantage and enhance our product
range and reputation as a market leader for PCT
touch products for industnal and public access
apphcations where the rugged constructicn 1s
sutable for high use environments

The continuing MPCT technical advances and
the successful pubhc roll-out of our PCT touch
products for vending apphcations has resulted
n further opportunities from major global food
and dnnks companies, and also for ATM and
ticketing applications

Financial position/cash generation

The Group continues to generate significant cash
from cperations at £4 6min 2012 (2011 £4 bm)
and the net cash posihon has iImproved by £1 8m
during the course of the year, with cash and
short term depesits of £4 2m, net current
barrowings of £0 2m, and mortgage of £1 7m,
representing a net financial position of £2 3m
(2011 £0 5m)

Dividend

The Board proposes a final dvidend of 5 9p
which increases the divdends for the year
by 10% to 8 5p (2011 7 7p)

Qutlook

We have some very interesting and substantial
projects for major customers under development
that we expect will provide the basis for growth
later this year, and in the future We are currently
experiencing a steady level of business and
interest in the apphcation of the multi-touch
products but, as expected, current trading 1s
behind the equivalent period last year when the
first hali benefited from some one-off electronic
display orders

Tudor Davies B.S¢

Chairman
19 December 2012

-

IlNanitr
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ULFF multi-touch, multi-user PCT technology

Over the last two years, the Group's R&D team has been
working on the development of multi-touch, multi-user
mutual capacitance fouch technology (“MPCT")

In May 2012, seven patent applications were submitted to the UK
Patent Office for this new technology and 1t was introduced to the market
at the Society of Information Displays Exposition in Bosten, Mass in early
June It was very well received

As with all Zytronic's PCT touch sensors, the size of these s readily
scalable and 'standard” sizes of 22 inches, 42 inches and 64 inches
sensors are being sent out as samples to potential customers

The benefit of these ULFF sensors 1s that they can readily be operated
simultanecusly by a number of users, using a number of hands and
many fingers It1s anticipated that early adopters will be in gaming,
sooial interactivity and digital signage applhications
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“EPS increased significantly by 21% to 22.2p (2011: 18.3p).
The growth arises both from the increase of 18% in
the profit before tax of the Group and from the benefit
of a reduction in the effective rate of corporation tax
of the tax expense for the year to 21% (2011: 24%).”

In summary

Group revenue steady at
£204m (2011 £205m)

Touch product sales increased
by 2% 1o £14 5m (2011 £14 2m)
Gross profit margin improved

to 36 3% (2011 33 7%)

Profit before tax increased

by 18% to £4 2m (2011 £3 6m)
EPS increased by 21% to 22 Zp
(2011 18 3p

Total dividends for year increased
by 10% to 8 5p (2011 77p)

This business review provides information on
the sales, profitability, operational and research
and development (“R&D") activities of the business
during fiscal year 2012 and, where necessary,
draws compansons with the previous year

Overview

The year has continued to show growth in

a number of key performance metrics gross
profit margin improved to 36 3% (2011 33 7%),
profit before tax improved by 18% to £4 2m
(2011 £3 6m), and EPS improved by 21% to
22 2p {2011 18 3p) Recent capital investments
have underpinned these improvements this year,
helping to drive manufacturing efficiencies as
the size and product mixes change, 2s expected

2012 has continued to illustrate the trend in
sales of two contrasting halves, albeit contrary
to the historical norm, with a very strong first
half performance being offset this year by a
weaker second half We have seen increases
In sales for some touch sensor applications
hut decreases for others and, while the UK,
The Amencas and APAC regions have all shown
growth, cur EMEA region has shown same
effacts from Eurozone issues

The overall result 1s continuing improvements
n our gross profit margin, prefitability and EPS,
albeit from flat sales

Sales

The first half of the fiscal year followed on from
the strong fourth quarter finish to fiscal year
2311 In the first half we experienced the
unexpected benefit from continuation of ATM
ophcal display filter sales to a customer in the
APAC region, beyond the scheduled project
concluston, together with increasing volume sales
of our PCT touch products into self-service and
home autormation projects

Altheugh sales in the first half were well ahead
of the same period n 2011, they have remained
relatively neutral in full fiscal year 2012, decreasing
by 0 3% to £20 4m (2011 £20 5m) The main
contributing facter {© this in the full year was

the smaller than anticipated growth in the touch
product sales, not fully oifsetting the expected and
managed reduction 1n the non-touch products’
sales This has predomnantly been affected by

total sales to our European customer base, which
dechined by 6% to £3 4m (2011 £100m)

Exports represent 91% of sales (2011 92%),
with EMEA still our largest market area at 46%
(2011 49%), followed by The Amernicas at 26%
(2011 25%) and APAC at 19% (2011 18%)

Touch sensor sales

Sales of our touch products have shown a 2%
growth 1n 2012 to £14 5m (2011 £14 2m),
accounting for 71% of total sales {2011 70%)
Exports represent 92% of the touch product
sales (2011 94%), with the largest market area
continuing to be EMEA at 39% (2011 44%),
followed by The Amerncas at 35% (2011 33%)
and APAC at 18% (2011 17%) EMEA sales
decreased by £0 5m, but were more than offset
in all three of the other geographic regions by
an average of £0 3m Increase per region Touch
sensor volumes likewise increased 2% and
were 123,000 units in 2012 (2011 121,000}

Self-Service and Vending

The Self-Service and Vending applications
group remains our strongest applicatien group
by volume and, due to the unique features and
surtabilty of our PCT touch products, is a very
important application group upen which we
continue to focus strategically Although total
volumes in that apphcation group remained
static, we did expenience a 10% reduction i
revenues as a consequence of a shift in mix

of sizes supplied, with the increase in the lower
average seling pnce ("ASP”) sensors with a
diagonal of less than 9 9 inches, not quite
offsetting the decrease in the comparably higher
ASP sensors with a diagonat of 15 0 inches to
19 9 inches

Volume sales of the 15 1 inch sensor, for the
well-receved Coca-Cola Freestyle™ dnnks
dispensing unit, were relatively equal m H1 and
H2 Market information has indicated that
although the number of Freestyle™ deployments
1 gathening pace, the actual number of units
deployed in the market 15 currently well behind

the wvolume of units supplied by Zytronic to date As
a consequence, a period of stock reduction is
inevitable before new product needs to

be supplied Iniial urits have now been deployed
outside North Amenica in the UK and Japan
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QOur touch sensors are increasingly being adopted in self-service
and vending applications due to the ruggedness, reliability
and availability of larger sizes

Current applications include

* Coca-Cola's use of a 15 1 inch ZYBRID touch sensor in the Freestyle™
beverage dispenser

* The use of a 47 inch ZYBRID sensor by the beverage dispensing
division of JR East Group, in its next generation digital vending machine,
called “acure”, bang deployed through ts expansive netwark of lapan Rail
railway stations

* Dong Hwa Prime, Korea's most expenenced provider of advanced
self-service fuel dispensing systems, with around 80% of its domestic
market, uses a 15 1 inch ZYBRID sensor in its MERIT dispenser,
for its resilence, custom versatility and bright modern appearance

* JC Decaux gets French cities moving

JC Decaux has used a 10 4 inch ZYTOUCH® touch sensor in some of (ts
Cyclocity urban bike hire schemes JC Decaux has rolled out services across
Fran¢e and in several other European countries, Japan and Austraha

e Boris’ BIXI bikes

The illustration below shows a sight that 1s now very familiar to Londoners
and has been strongly endorsed by the mayor, Boris Johnson The Canadian
company, Public Bike System Company, has used a 12 8 inch ZYBRID
custormised touch sensor with a protective overlay of 6mm thick toughened
glass to provide the user interface for its bike rental systern The BIXlis in
use also in Australia, the USA and Canada
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Some of our milestones

2012

Development and introduction

of new mutual capacitance PCT
multi-touch, mult-user technology

2011

Announcement of ZYPOS® design
win for Bosch Siemen's Gaggenau
induction cooktop

2010
ZXY100 Senes controllers and
chipset solution to market

2009

Announcement of The Coca-Cola
Company® use of ZYPOS sensor in
Its new Freestyle beverage dispenser

2008
New ZYPOS manufacturing faciity
hecomes operational

2006

New design of ZYPOS touch
sensor launched, opening the
way to new application markets

2005

ZYTOUCH design wins in petrol
pump applications, North America
sales rep network introduced,
followed by agreements in EMEA
and APAC over next four years
2002

ZYTOUCH wins in ATMs (two of
global top three) and BT Webphone
2001

First commercial PCT-based
product to market — trade named
ZYTOUCH sensor

Sales continued
Touch sensor sales continued

ATMs

The application grouping of ATMs 1s our second
largest group by volume, where we continued to
see encouraging velume growth of 19% in the
early adopting {2003} ATM touch market, and
in which we continue to explore the potential

of further apportunities with new and existing
customers Although, as mentioned earlier,
EMEA revenue has shown an overall general
decline 1n 2012, for ATM touch products we
have experienced an 18% revenue growth in
that region

Gaming apphcations

With the adoption of Zytronic PCT touch products
In new casino-based gaming deplyments, we
centinue to see a recovery from a low 1n 2010,
having experienced a volume growth of 36%

In 2012

Ticketing and Home Automation

The application groups with the largest
percentage volume decreases, of 40%
and 38%, have been Ticketing and Home
Automation respectively, due to reduced
orders from EMEA-based customers

Transit and parking ticket 1ssuing systems

are strong application areas for the use of the
Zytronic PCT touch products due to the rcbust
and ruggedised environmental requirements

As such equipment 1s mostly refiant upon
substantial infrastructural investment programmes,
elther as new or upgrade systems, we experienced
a level of deferred projects with customers in H2
We are confident that these projects will proceed
in due course

Home Automiation, by volume, 1s still primarly
represented by sales e Bosch Siemens for its
Gaggenau branded novel induction cookiop
Volumes for 2012 are much in ine with our
expectations, whilst presently designed into
only one high-end brand, in Europe Volumes,
as expected, are behind the volume run-rate
of 2011, as the customer's distribution pipeline
was at that time being initially filled after launch
of the product

2012 Financial review

The key influences on the reported 2012
financial performance include

Gross profit margin improvement

The gross profit margin has continued to increase
from 33 7% in 2011 to 36 3% 1n 2012 Thes

15 mainly due to the focus of management
increasingly being on the touch product side

of the business, which accounts for over 70%
of sales, where we are achieving Increasing

Zytronic pic Review of the year

preduction efficiencies in the use of labour
and matenials due to our structured capital
expenditure, 2nd the increasing volume

of larger touch products

The gross profit margin has atso been helped
following the redesigns of optical display filters
for our ATM customers as we use the newer
manufactunng technologies developed in our
touch product manufactuning processes

Control of administration costs

Since 2008, administration expenses have
varied between a low of £2 7m (2008 and
2010) and a hgh of £3 2m (2011} This year
we have achieved a decrease of £0 Im to

£3 Im Qver that same period, sales revenues
have increased from £14 7m to £20 4m
Management continues to control these costs
tightly and so add to the increasing profitability
arising from sales revenue growth and gross
profit margin improvement

Profit before tax

Profit before tax has increased by 18% to

£4 2m from £3 6m This increase has been
generated by the increasing gross profit margin
and management’s ability to control administration
expenses The net interest charge has also
decreased to below £0 1m, reflecting better
cash management, lower borrowings and
savings following our move of banking

Earnings per share (“EPS"™)

EPS increased significantly by 21% to 22 2p
(2011 18 3p} The growth anses both from the
increase of 18% in the profit before tax of the
Group, as outhned above, and also from the
henefit of a reduction in the effective rate of
corporation tax of the tax expense for the year
to 21% (2011 24%)

Cashflow

Overall the increase in cash and cash equivalents,
as shown on page 33, increased to £1 6m from
£1 4m, reflecting the ability of the Group to
generate cash

The cash generated from operations was
£36m (2011 £3 6m), with profit from continuing
aperations being £0 6m larger, offset by a
significant change In working capital, which

has increased by £0 bm Stock has increased by
£0 7m, largely as a consequence of introducing
further Supplier Managed Inventory to three
overseas locations for one of our largest customers,
whereby we hold finished goods in third party
warehouses close to Its factories, for rapid call-off
Trade debtors and crediors both decreased,
the former as sales were lower (n August and
September 2012 than they were in those months
in 2011, and the latter because we were purchasing
fewer raw materials as a consequence
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A unique feature of Zytronic's PCT sensor technology 1s its
ready scalability from sensor sizes of 6 inches to 82 inches
These larger sized touch sensors are enabling designers to
look at new applications in providing interactive information
and entertainment to users In particular, large sizes over
40 inches are increasingly being used in retall situations,
in shops and shopping malls and outdoors to provide 24/7
information to users

¢ Advantech of Taiwan

Tawan's applied computing giant, Advantech, incorporates a 42 inch
ZYBRID touch sensor In 1ts Digital Signage Interactive Station, shown

in the illustration below It was chosen to enable tnteractive functionality
to a heavy duty application and because it could be customised with

a screen printed border and be flush mounted

s Infinitus of Slovenia

Infimtus chose a 65 inch ZYTOUCH touch sensor to support the
interactive capabilities of iIMotion®, its advanced, high-definition outdoor
display Crucially mportant i this application, PCT touch sensors can be
sealed to IP67/NEMA4 levels to prevent mgress of mossture or particles
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Business review continued

Gross profit margin (%)

36.3%

340% 3199, 337%
2009 2010 2011
Profit before tax
£3 6m
£2 9m
£2 3m
2009 2010 2011

8%

363%

2012

18%

£42m

2012

2012 Financial review continued

Cashflow continued

Cash spent on tangible and intangible fixed assets
totalled £1 Om {2011 £0 8m} which was the
same as the combined depreciation and
amortisation charge for the year

Other significant cutgoings were the payments of
dividends which increased 17% to £1 2m from
£1 Om, taxation which increased some £0 2m
to £1 Om, and the net repayment of borrowings
which were £0 1m (2011 £0 3m)

Re-financing and borrowings

Cunng the year, we moved our banking from
Lloyds Bank to Barclays Bank As part of that
process we took the opportunity to re-finance
our two property morigages, with Lloyds and
Santander, inta @ new mortgage for £2 Om with
Barclays It is repayable at £0 2m a year for five
years, at which time it will be re-financed or repaid

The only other borrowing which the Group has
1s through the overdraft facility with Barclays,
whereby it maintains overdrafts 1n US Dollars
and Euros as part of its hedging of its FX exposure
Details of the mertgage and overdraft facility are
set out In note 21 At 30 September 2012, the
Group had net cash balances less borrowings
of £2 3m and was therefore not geared

Foreign exchange

With our growth in exports, our exposure to
foreign exchange cantinues o increase We rely
on natural hedging to reduce our FX exposure,
particularly in Eurcs, but we also increasingly
use forward foreign exchange contracts

We successfully took out 12-manthly forward
contracts in both Euro and US Dollar currencies to
cover the financial year just ended We also took
out a further 12-monthly forward contracts in
US Doltars for the year ending 30 September 2013
As noted above, we also maintain overdrafts in
both cutrencies as part of this sk management
Details are set out in note 21

Operations

Capital investment

The major operational investment in 2012 was
the upgrade and expansion of the central clean
room within the main, and onginal, factory
buillding The clean room sute comprised two
sections separated by an adjeining corndor, the
first section being erected in 1989 and the
second section in 2001

Zytronic ple Review of the year

To facilitate the mirroning of capabilities of the
ZYPOS manufacturing clean room, an 1,800 sq ft
expansion was undertaken between October 2011
and fanuary 2012 to the newer section of the
clean room This entarged clean ropm area was
then brought up to the same qualty control
specifications as the ZYPOS facility, therefore
enabling the manufacture of the full range of
ZYPOS touch products, as well as the range

of cold laminated ATM display products across
the two factories

Other capital investment programmes in the year
added to production efficiencies through product
qualty and yield improvements Significant work
was undertaken on improving several key
processes by the addition of high accuracy,
camera-based optical aignment systems

Protecting our environment

As noted in the Business review last year, to
formalise our approach to enwrenmental matters,
we were applying for the British Standard

EN (S014001 2004 We were very pleased

to receive certification during the year

Accelerating our R&D efforts

A substantial focus of the business durning 2012
has been to accelerate the development and
market introduction of the Company’s new and
unigue multi-touch, multi-user Mutual Projected
Capacitrve Technology (“MPCT"} touch sensors,

In ground breaking ultra-large form factor (“ULFF™)
sensor sizes {> 32 inches diagenally} There has
alsc been further development and enhancement
of Zytronic’s ASIC, its family of controllers and
drivers on the R&D team’s efforts to bnng through
cost and efficiency benefits to the existing
product ine

Multi-touch, multi-user touch technology

The greatest achievement made by the Zytronic
R&D team in 2012 has been the development
of the new and novel MPCT touch solution
Building on the processing techniques and
matertats used in the manufacture of Zytroruc's
range of ZYPOS sensors, the novel use of
micro-fine metallic wire electrodes, coupled with
a new pattern array and bespoke electronics
{ZXY200 senes), has allowed the Zytronic team
to develep a level of multiple simultaneous touch
performance on factory manufactured ULFF
glass sizes not previously attained by other
competing projected capacitive companies
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www zytronic co uk
In-depih view

of our technology
and applications

Zytronic’s PCT touch sensors are able to cope with the
harshest of environments making them very at horme 1n hard
industrial applications With the ability to operate them with
a gloved or ungloved hand, the sensors can withstand very
high and low temperatures, high hum:dity and can be fully
waterprocfed These two examples give an indication

of their use in very different situations

¢ Advantech of Taiwan

Tamwan's leading embedded computing manufacturer, Advantech, uses

a ZYPOS sensor in the 17 inch ruggedised panel PC, shown below It 1s
designed for use in the harshest industnal envirenments, from 0°C through
to 50°C, in hurmidity levels of 85% and 1s capable of withstanding up to
104G of shock

e FM Scanu and BHP Billiton

FM Scanu, a leading Australian kiosk manufacturer, has chosen Zytronic's
PCT technology for the 17 inch ZYPOS touch sensor used In its kiosk for
the mining giant BHP Billiton The system will be used by BHP to supply
occupational health and safety information in a busy mine environment,
where It will be constantly exposed to coal dust, grit, moisture and heavy
use It also needs to work when touched by gloved or dirty hands, playing
to the strengths of PCT technclogy
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Business review continued

Touch product export sales

19%

46%

26%

91% 2011:92%

EMEA 46% (2011 49%)

Americas 26% (2011 25%)

———
APAC 19% (2011 18%)

Accelerating our R&D efforts continued

Multi-touch, multi-user touch technology
continued

In May 2012, a number of patent apphcations
were filed with, and are presently under review
by, the UK Patent Office This 1s the cntical first
stage to the protection process before longer
term views can be taken by management on
which are the key patents and in which
countries to facilitate wider protection

CQur MPCT development was showcased at

the Society for Information Displays conference
and exhibition in Boston, Mass in June and
subsequently at the Electronica extabition

i Murich in November 2012 The feedback
from visitors to our extibition stand was
extremely encouraging

Sampling commenced on schedule in
September 2012 on a standard 22 inch sensor
configuration, and has been followed by the
sampling of custom design sensors in diagonal
sizes up to 55 inches, although lab sizes of

72 inches have also been tested We consider
that the early applcation adoplers of this solution
and applications that we are strategically focusing
upon are gaming, digital signage and social
Interactivity systems (tables)

Developments of the ASIC, drivers
and the family of controliers

Work has continued throughout the year on
bringing inte praduction, and the supply chamn,

a second revisicn of the Company's ASIC, which
was first intreduced in 2010 The revision to the
ASIC has mostly centred upon the improvement
to the technelogy's signal-to-noise ratio, a cntical
parameter in how the Zytronic PCT touch sensors
cperate through thicker mediums, larger sizes
and all with greater environmental and mechanical
stability than the gereral competition

Work 1s now continuing on the production of a
revision o the present 7XY 100 series controller
family in which the ASIC 15 utiised This s closely
to be followed in 2013 by the release of ZXY110,
a new series of controllers, the main driver being
improved dual touch functionality

Zytromic plc Review of the year

Software developments have also featured
hughly inv the outputs of the R&D team tn 2012,
with an improved Zytronic driver released for
the latest versions of Windows CE and Linux
Operating Systems Windows 7 and the newly
released Windows 8 are now supported by

the ZXY 100 senies controliers as plug and

play Human [nterface Devices ("HID")

directly at the system operating level

Windows 8 has been develaned by Microsaft®
with multiple teuch functionality in mind, and
again the ZXY200 senies control electronics have
been developed 1o interact and function at the
system operating level as a plug and play HID

Linux, which is an open source platform with
many commercial derivatives, has been slower
to fully adopt multipte touch functionalty However,
we are also pleased to note that the R&D team has
successfully attained integratien of the ZXY200
series at Linux system level from the Linux
kernel 3 51 release it will take some time for
this particular kernel to becorne fully populated
through commercial Linux vanant releases, but
this advance will make Linux support much
easier for the future

Curved touch sensors

Other key work has been conducted this year
on the development of curvad touch sensors,
where development samples have been provided
over a range of bespoke sizes up to 40 inches
on both the concave and convex surfaces, using
both ZXY100 and ZXY20Q senes electronics
Although stillin the development stage, work

15 being undertaken on the evaluation of the
equipment requirements for volume production,
as there are now several potential suppliers of truly
curved LCD systems being introduced tothe
markets This unique capability 1s expected to be
of great interest to manufacturers of casino/gaming
equipment and public information displays

A video illustrating the scope of the performance
of both curved and MPCT sensors Is readily
viewable on Zytronic's YouTube channel at

Www youtube com

Finally, on behalf of the Group's management,
we would like to take this apportunity to thank
all employees for ther contribution to the
successful culcome of this fiscal year

4
//'
Mark Cambndge B.Sc. /Z/ &
Chief Executive Officer %?

Demis Mullan B.Sc,, FCA

Group Finance Director
19 December 2012
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Gaming, entertainment and leisure

This application area encompasses interactive screens,
whirch are increasingly multi-touch capable, and which are
being used Iin a variety of leisure activities, such as games in
bars and casinos, wagenng and lottery terminals in bookmakers
and shops, video jukeboxes in pubs and clubs, and touch
tables in cafés and restaurants

The displays and designs can vary from less than 10 inches to
more than 40 inches, meaning the selected touch technology
must be readily scalable Furthermore, such “lively” public
environments require a screen capable of operating despite
spillages, accidental knocks and malicious attacks Zytronic's
PCT provides the answer

* Through our Australan VAR, Transcity Pty, Zytronic has been able to
supply Tabcorp, Australia’s leading wagenng, gaming and Keno lottery
game operator with the perfect solution for lottery and wagering terminals
with a damage-proof custom pnnted 17 inch ZYTOUCH sensor

In the case of the Transcity/Tabcorp apphcation, the touch screen
enabled information and game terminals can be deployed in shops
and bars, with few wornies about terminal downtime and lost revenue
associated with spilled drinks or malicious damage It 1s used in clubs
and hotels across New South Wales, Queensland and Victona

A 10 4inch ZYBRID® customsed touch sensor 1S used by international
gaming machine manufacturer Shuffie Master o enhance the user
interfaces of its electronic card table offering, the 1-Table™ Utilising six
networked touch-enabled player displays, plus an additonal dealer station,
embedded in a full size gaming table, the i-Table combines a feature-tich,
highly efficient and inturtive electronic betting interface with the human
interaction of a live dealer

The custom touch sensor has a rear printed horder 1o help blend the
screens into the table top, and the edge-to-edge glass design eliminates
unsightly bezels required by many other touch technologies Therefore
the i-Table has the look and feel of the live tables that customers prefer
without the heavy operating costs or nsks of theft and cheating associated
with them It can also quickly switch between a selection of different
card games, with Blackjack, Baccarat, Three Card Poker and Ulimate
Texas Hold'em all being supported
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Risk management
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The Group faces a number of significant risks in the development and growth of its business
Shown below are the five most significant ones, together with the mitigation that management

adopts to minimise them

Risk description

Mitigation

s Advances in competing technologies

The main nisk to the Group's business (s that of advances in competing
technology, whereby a new, better touch sensor technology 1s created

Management is very conscious of this and monitors competitors’
developments and changes within the whale industry By continually
developing and evolving its own technologies, the Group expects to build
upen its competitive strengths and thereby keep its technology ahead of
1ts competitors

» Downward price pressures from compeling technologies

This 15 most prevalent in the lower valued touch sensor sector dorminated
by resistive, capacitive ard surface acoustic wave touchscreens However,
price pressure in those markets does have a knock-on effect on prices
throughout the industry

Management has successfully met these challenges to date by redesigning
and re-engineenng the ZYTOUCH touch senser in developing the ZYPCS
touch sensor This enabled the Group to reduce the cost of manufacture and
therefore the sales price for subsequent touch sensor designs and has
allowed the Group to enter markets that were previously closed to it

on pnce grounds The Group has subsequently taken the touch sensor
manufacturing precess changes and appled them tc the redesign

and manufacture of the optical display filters which it also produces

* Increasing costs of raw matenal supplies

There are continuous upward pressures on the cost of raw matenal
supplies, many arsing from increases in ol prices and energy costs

Management continually reviews the sources and costs of raw matenal
supplies, the design of the Group’s products and the operational
processes that are used In the manufacture of all of the Group’s products
Where passible, it has used increases in volume purchases to obtain price
reductions, discounts and improved specifications

* Managing increases in the overhead base

With the significant time that may occur between meeting potential
customers and receving first orders, management must ensure that
the capacity of its factortes 1s adequate for future growth in sales and
the development of the business, while managng the profitability

of the Group

This 1s not straightforward when the business 1s developing new products
and manufactunng processes and when the visibity and timing of orders
from customers s unclear Management uses a comprehensive sales
pipehine madel to monitor potential future sales levels and has built In

a degree of flexibility to its two main factories

* Risks associated with currency movements

A growing proportion of the Group's sales are denominated in US Dollars
and Euros, so the Group 15 subject to nisks associated with currency
movements It 1s the Group's policy to manage these nsks and prowide

a degree of certainty for cashflows into the UK without taking the nisks
of speculative positions

Natural hedging 15 adopted where possible to manage currency nsk,
whereby goods and services are sourced from Europe and the USA and
the habiity anses in the respective currencies This is especially relevant
with specialised glass, some electronic components and certain other raw
materials The Group also enters into forward contracts to manage its
foreign currency exposure risk
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Board of Directors

Tudor Griffith Davies B.Sc (61) »

Non-executive Chairman

Tudar has wide industry experience at
boardroom level, as Charrman, Chief Executive
and Executive and Non-executive Director of
several public companies These have included
Hicking Pentecost plc, Stratagem plc, Dowding
& Mills plc and Castle Support Services plc
He was formerly a partner in Arthur Young

(a predecessor firm of Ernst & Young LLP)
specialising in carperate finance and recovery
Tudar 1s Charrman of the audit committee

Dawid John Buffham (53) e »

Independent Non-executive Director

David worked at the Bank of England (the “Bank”)
far 32 years until mid-2010 He held several roles
in the Bank, including working in the Banking
Supervision Division for five years following the
changes to banking regulations introduced in
1987 and as a Credit Fusk Manager In addition,
he advised overseas central banks on the conduct
of monetary policy operations Most recently

he was the Bank's Agent for the North East

of England far nine years

Since leaving the Bank, David has been appointed
a Non-executive Directar of Newcastle Bullding
Saciety, where he chairs the Group nisk commitiee
and sits ¢n the norminations and remuneration
committees of the Board He s alsc a Director
of Willam Leech {Investments) Limited
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Mark Cambnidge B Sc. {48)

Chief Executive

Mark graduated with a B Sc (Hons) in Materals
Science In 1986 and has a Securities Institute
Certificate in Corporate Finance (2003) Joming
the Romag Group of companies in 1991, he held
the positions of Technicat Manager, Quality
Manager and Technical and Qualty Director,

up to the demerger and flotation of Zytronic plc
Since 2000 he has overseen the development,
market mtroduction and sales of the ZYTOUCH
touch sensor product and the market launch

of ZYPOS touch sensors Mark was Sales and
Marketing Director of Zytronic Displays Limited
from 2002 until his appointment as its Managing
Director in February 2006 Cn 1 June 2007
Mark was appainted to the Board and promoted
to Chief Executive on 21 January 2008

Sir David Robert Macgowan Chapman
Bt., DL, B Comm (71} e

Senior Independent
Non-executive Director

Sir David,a foermer Chairman of the CBI
North East, has held a vanety of non-executive
roles including Northern Rock Plc and the
London Stock Exchange He s currently a
directar of several regional venture capital
funds A former First Vice President of
Merrill Lynch International Bank and a
consultant {0 UBS Wealth Management,
Sir David was a member of the Greenbury
Committee on Directors' remuneration

He 15 currently Chairman of the
remunération cemmittee
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Denis Gerald Wilson Mullan
B.Sc., FCA (58)

Group Finance Director

Denis was formerly a partner in Ernst & Young LLP,
specialising in corporate finance He was based
successively in its offices in London, Newcastle-
upon-Tyne and finally Bristol While based n
Ernst & Young's Newcastle-upon-Tyne office,

he led its work on the demerger of Zytronic
Displays Limited from the Romag Group of
companies m June 2000 and the subsequent
admussion to AIM of Zytronic plc in July 2000
Shortly thereafter he transferred to Emnst & Young s
Bristol office, at which tme his formal advisory
role to the Group ceased He joined the Group
In August 2003

* Member of audit committee
+ Member of remuneration committee

All of the Directors served throughout i
the financial year
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Corporate governance

“The Board uses both the annual report and financial statements
and the Annual General Meeting to communicate with private
and institutional investors and welcomes their participation.”

“The Non-executive
Directors demonstrate a
range of expenence and
sufficient cahbre to bnng
ndependent judgement
on 1ssues of strategy,
performance, resources
and standards of conduct
which are vital to the
success of the Group.”

As an AIM listed company, Zytronic 1s not
obliged to comply with The UK Corporate
Governance Code published m June 2010
(the “Code ) but instead uses its provisions
as a guide, only as considered appropnate
to the circumstances of the Company

The Company 1s committed to high standards

of corporate governance The Directors consider
that, except for the matters noted below,

the Company has, throughout the year, been

in full compliance with the provisions set out

in the Code

* B2 1 - For reasons explained below,
the Company does not have a separate
nominations cocmmittee

¢ B2 3 - The Non-executive Directors have not
been appointed far a specific term but their
contracts are terminable with six months’ notice

¢ B6 - The Board has not undertaken a formal
evaluation of its own performance and that
of its committees and indvidual members

® (3 1 - The Company Chairman may sit on
the audit committee but he shouldn't chair it
Tudor Dawvis became Chairman of Zytronic plc
on 4 March 2011, at which date he was
already Chairman of the audit committee
As the only Nan-executive Directer on the
Board with an accountancy background it was
considered to be beneficial to the Company for
him ta rermain in that positien for the time being
David Buffham, who became a Non-executive
Director in September 2010, has joned the
audit committee

In view of the size and structure of the Group,
the Board does not believe that these excephtions
had any detrimental effect on the control
environment and corporate governance

The workings of the Board
and its committees

The Board

Throughout the year, Tudor Davies, the
Non-executive Chairman, Mark Cambridge,
the Chief Exacutive, Denis Mullan, the Group
Finance Director and Sir David Chapman, Bt
and David Buffham, the two Independent
Non-executive Directors, were members of
the Board

The Non-executive Directers demonstrate a range
of experience and sufficient calibre to bring
independent jJudgement on 1ssues of strategy,
performance, resources and standards of conduct
which are wital to the success of the Group

The Board normally meets at least five times
per year Its direct responsibilities include
setting annual budgets, reviewing trading
performance, approving sigruficant capital
expenditure, ensuring adequate funding,
seting and monitoning sirategy, examning
major acquisition possibilities and reporting
to shareholders Between meetings there 1s
regular informal discussion between the
Charman, Chief Executive, Group Finance
Directer and individual Non-executive Directors
The Non-executive Directors have a particular
responsibility to ensure that the strategies
proposed by the Executive Directors are

fully considered

To enable the Board to discharge its duties,
all Directors recesve appropniate and timely
information Briefing papers are distnibuted
by the Company Secretary to zll Directors in
advance of Board meetings The Chairman
ensyres that the Directors are able to take
ingdependent professional advice as required,
at the Company's expense

The standing committees established by the
Board are the remuneration committee and
audit committee, each of which operates
within defined terms of reference
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Number of meetings and the
attendance of Directors

The Board
2012 total 5 meetings

Tudor Davies {4)

Mark Cambridge (5)

Denis Mullan (5)

Dawid Buftham (5)

Sir Dawdg Chapman, Bt (5)

Remuneration committee
2012 total 3 meetings

Sir David Chapman, Bt (3)

Dawvid Buffham (3)

Audit committee
2012 total 2 meetings

Tudor Davies (2)

Sir David Chapman, Bt {2)

Dawvid Buffham (2)
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A nominations committee has not been established
as the Board 1s small The norminations process
pricr to Board appointments takes into account
the views of all existing Board members and
some advisers Any Directer appainted to the
Board since the last Annual General Meeting 1s
required 1o seek re-election at the subsequent
Annual General Meeting Alt Directors are subject
to re-election at least once every three years

The number of meetings of the Board, and the
attendance of Directors, 1S shown on the left

Remuneration committee

The remuneration committee 1s charred by

Sir Dawd Chapman, Bt , the Senmior Independent
Non-executive Director The other member 15
Dawid Buffham, an Independent Non-executive
Director The committee 15 responsible for
making recommendations to the Board, within
agreed terms of reference, on the Company’s
framework of executive remuneration and its
cost, including the remuneration of some
subsidiary Directors The committee determines
the contract terms, remuneration and other
benefits for each of the Executive Directors,
including performance related bonus schemes,
pension rights and compensation payments
Further details of the Company's policies on
remurieration, service contracts and compensation
payments are given in the Remuneration report
The Chairman's remuneration (s determined by
a sub-committee compnsing only the Independent
Non-executive Directors

The number of meetings of the committee,
and the attendance of members, 15 shown
on the left

Audit committee

The audit commuttee 1s chaired by Tudor Davies
The other members are Sir David Chapman, Bt ,
the Semior Independent Non-executive Director,
and Dawd Buffham, an Independent Non-executive
Director The Independent Non-executive Directars'
meetings are also attended, by invitation, by the
ather Directors The committee meets at least
twice a year The commitiee provides a forum
for reporting by the Group’s external auditors

The audit commttee 15 responsible for reviewing
a wide range of matters including the half year
and annual financial statements before ther
submission to the Board and monitoring the
contrals which are in force to ensure the integnty
of the information reported to the shareholders
The audit committee adwvises the Board on the
appaintment of external auditors and on their
remuneration both for audit and non-audit work
and discusses the nature, scope and results of
the audi{ with the auditars

The audit committee keeps under review the
cost effectiveness of the auditors It also reviews
the extent of the non-audit services provided

by the auditors and reviews with them their
independence and objectvity The Charrman

of the audit commuttee reports the outcome

of audit committee meetings 1o the Board and
the Board receves minutes of the meetings

The number of meetings of the committee,
and the attendance of members, 1s shown
on the left

Relations with shareholders

Communication with shareholders 1s given high
prionty There 15 regular dialogue with major and/or
institutional shareholders including presentations
after the Company's announcements of the half
year and full year resulis in May and December
respectively Presentations are also made to
analysts and fournalists at those times to present
the Group's results and repert on developments
This assists with the promotion of knowledge of
the Group In the Investment marketplace and with
shareholders The financial statements include
a review of the business and future developments
These financial statements, the presentations
and other financial information relating to the
Group are also available on the Group's website,
www zytronicpic com

Following the half year and year-end presentations
of results, the Executive Directors report (o the
Board on the feedback received from journalists,
analysts and shareholders In addition, the
Company’s financial PR adwvisers and the
Company’s Nomad also each produce a
feedback report from those meetings which i1s
made available to all Directors The Executve
Directors also report to the Board on any meetings
with shareholders or institutional investars that
may take place at other times of the year

The Board uses both the annual report and
financial staternents and the Annual General
Meeting to communicate directly with private
ard institutional investors and welcomes their
participation The Charrman aims to ensure that
the Chairmen of the audit and remuneration
committees are available at the Annual General
Meeting to answer queshons Details of resolutions
to be proposed at the Annual General Meeting
on 28 February 2013 can be found in the Notice
of Arnual General Meeting on pages 66 and 67

In additron, the Senior Independent Director
15 avallable to shareholders if they have any
concerns which contact threugh the normal
channels of the Chairman, Chief Executive

or the Group Finance Drector has failed to
resolve or for which such contact s inappropnate
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Corporate governance continued

“The Group’s business
15 well diversified,
with relationships with
customers and suppliers
across different geographic
areas and industnes
It also has considerable
financal resources.”

Internal control

The Board 1s responsible for establisting and
maintaining the Group's system of internal control
and for reviewing its effectiveness The system
15 designed to manage rather than elirminate the
nisk of faifure to achieve the Group's strategic
objectives and can only prowde reasonable

and not absclute assurance against matenal
muisstatemnent ar loss As an AIM iisted company,
the Company does not need to comply with Code
provision C2 1 regarding the Directors giving a
summary of the process applied by the Board

I reviewing the effectiveness of the system of
internal control Instead, the Directors set out
below some of the key aspects of the Group's
nternal contre! procedures

An ongoing process, In accordance with the
guidance of the Turnbull Committee on internal
control, has been established for identifying,
evaluating and managing the significant nsks
faced by the Group The process has been in
place for the full year under review and up to
the date of approval of the annual report and
financial statements The Board regularly reviews
this process as part of its review of such risks
within Board meetings Where any weaknesses
are wdentfied, an achon plan is prepared to
address the i1ssues and 1s then implemented

The Board has overall responsibility for the
Group and there 1s a formal schedule of matters
specifically reserved for decision by the Board
Authonty to operate ihe trading subsidiary,
Zytronic Bisplays Limited, 1s delegated to its
Board of Directors and through them it 1s run by
s management within hmits set by the Board
The appontment of Executives to the most
senior pasitions within the Group requires

the appraoval of the Board

Each year the Board approves the annual budget
Key risk areas are identified, reviewed and
montored Performance 1s monitored against
budget, relevant action 1s taken throughout

the year and updated forecasts are prepared
as appropriate The reports reviewed by the
Board include reports on operational as well
as financial 1ssues

Capital and development expenditure s regulated
by a budgetary process and authonsation levels
For expenditure beyond specified levels, detailed
wnitten proposals have to be submitted to the
Board for approval Reviews are carned out after
the purchase 1s complete The Board requires
management to explain any major deviations
from authonsed capital proposals and to seek
further sanction from the Board

Zytronic plc Corporate governance

Due diligence work 1s carrnied out f a business
15 to be acquired

The Board has reviewed the need for an internal
audit function and concluded that this 1s not
currently necessary in view of the small size of
the Group and the close superwvision by seriar
management of its day-to-day operations The
Board will continue to keep this under review

The Group has a whistle-blowing policy and
procedures to encourage staff to contact the
Charrman if they need to raise matters of
concerns other than via the Executive Directors
angd senior management

Going concern

The Group's business activities, together with
the factors Itkely to affect its future development,
perfarmance and position are set out In the
Business review on pages 10to 17 The financial
positien of the Group, 1ts cashflows, lguidity
positicn and borrowing facihities are described
within the Business review also In addition,
note 21 to the financial statements includes the
Group's objectives, palicies, its financial rnisk
management objectives, details of its financial
instruments and hedging actvities and its
exposure to credit nsk and hiquidity nisk

The Group's business is well diversified, with
relationships with customers and suppliers
across different geographic areas and industries !
It also has considerable financial resources

As a consequence, the Directors believe that

the Group 18 well placed to manage its business

risks successfully despite the continuing

uncertan economic outlook

After making enguines, the Directors have a
reasanable expectation that the Company and
the Group have adequate resources to coninue
in operational existence for the foreseeable
future Accordingly, they continue to adopt the
gaing concern basis in prepaning the annual
report and financial statements
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“The Group has continued with the development of its electronic
controllers, software and firmware used in the touch sensors.
Seven patent applications were filed in May 2012 relating to
Zytronic’s newly developed mutual capacitive multi-touch,
multi-user PCT touch sensor technology (“MPCT"”).”

The Directors present their annual report
and financial statements for the year ended
30 September 2012

Business review

Details of developments and the progress of the
Group are contained within this Directors’ report
as well as in the Charrman'’s statement and
Business review

The Group's business strategy together with
the Key Performance Indicators (“KPIs”) which
management uses to measure progress against
its strategy, are set out on pages 6and 7

Principal activities

Zytronic 1s the developer and manufacturer of
a unique range of internationally award-winning
touch sensor products Zytronic's products
tncorporate an embedded array of metallic
micro-sensing electrodes which offer signeficant
durability, environmental stability and optical
enhancement benefits to designers of system-
integrated interactive displays for public access
and industnal type apphcations

Competitive advantages

The Group's competitive advantages are based
upon both the patented technology relating

to the aperation of the touch sensors and the
lammnation techmques and processes, built up
over more than 40 years of operations, which
are a feature of all the Group’s products These
advantages allow the Group io produce products
which have opticat clanty and ruggedness and
can be customised o include individual features
for custorners, including privacy filters and
anti-reflective and anti-glare properties In the
case of touch sensors, these advantages also
result tn the significant ability for them to be
used by bare fingers and gloved hands and
result in them not experiencing positional dnft
and therefore not requinng periodic re-calibration

The growth of the Group and its future prospects
comes from the explostation of this relatively
new touch sensor technology Our focus

on the development, over 12 years, of this

patented technology has resulted in both the
continual impravement to the operation and
functionality of the touch sensors and the
expansion of the range of different glass-based
products avalable These range from ultra-rugged,
thicker, versions to much thinner, but still very
robust, types These touch sensors are designed
to work in front of LCDs or other electroruc
devices where optical clarity 1s paramount
Caonversely, the technology has alsc been
adlapted to produce touch sensitive keypads
and touch-swilch sensors, which are not
required tc be transparent, and to produce
plastic film versions

The Group's Intellectual Property Rights include
confidenhat operations and processes, technology
covered by patents and licensed technology,
trademarks and copynghts Over recent years
the Group has taken significant steps to register
its trademarks

The Group will continue to identify further
opporturities for the development of new product
groups and expends a cansiderable amouni an
R&0 By continually developing and adapting its
technologies the Group has been able to expand
the applications of the touch sensors into a
widening range of apphcations and new sectors
of business and to promote the Group's products
on a global basis At present 92% of all products
are directly exported from the UK, with a large
proportion of UK sales eventually being exported
as well

The Group draws strength from the diverse spread
of its worldwide selling operations, particularly
given the current uncertain economic conddions
aflecting different countries Management 15
continuing to lock for sutable appontees to
expand the Group's presence of Value Added
Resellers {“VARs"} worldwide

Business nisks and their management
The pnncipal nsks to the successful development
and growth of the Group’s business are set out
on page 18, together with a descripiion of the
mitigation of those nsks adopted by management

Capital management

Capital management 1s intended to ensure and
maintain strong credit ratings and healthy capital
ratios in order to support the Group’s business
and maximise shareholder value It includes the
monitoring of cash balances, available bank
facilities, cashflows, dividend policy and retained
reserves and geaning levels {borrowings net of
cash balances divided by shareholders’ equity}

Management ensures that the Group has sufficient
facilities to provide the Directors with comfort
on the Group’s foreseeable needs and its
hquidity posiion The Business review includes

a paragraph referrnng 1o the continuing strength

of cashflows which occurred in the year ended
September 2012 and the absence of net gearing

No changes were made {0 these objectives,
polticies or processes during the years ended
30 September 2011 and 2012

Research and development

The Group has continued with the development
of its electronic controllers, software and
firmware used in the touch sensors Seven
patent applications were filed in May 2012
relating to Zytronic’s newly developed MPCT

The R&D team 1s continuing to investigate
the use of other sensor configuratiens and
processing media in the manufacture of
Its touch sensors

Further details on the Group’s R&D activities
are included in the Business review

Results and dividends

The consolidated income statement 1s set out on
page 30 The Group profit after taxation amounted
to £3 3m (2011 £2 7m} The Directors propose
the payment of a final dvidend of 5 9p per share
{2011 56p) Following the dividend of 2 6p per
share paid n July 2012, this will bning the total
dividend for the year to 8 5p per share

(2011 77p), anincrease of 10%
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Directors’ report continued

Directors

The Directors of the Company are shown on
page 19 All of the Directors were Directors for
the whole of the year The emeluments and
interests of the Directors in the shares of the
Company are set out in the Remuneration report

Statement of Directors' responsibilities
in relation to the Group financial
statements and annual report

The Directors are responsible for preparing the
annual repart and the Group financial statements
in accordance with UK law and those Internatronal
Financial Reporting Standards (“IFRS") as adopted
by the European Union

Under company law the Directors must not
approve the Group financial statements unless
they are satisfied that they give a true and fair
view of the state of affairs of the Group and of
the profit and loss of the Group for that period
In preparing those financial statements the
Directors are required to

® present fairly the financial posttion, financial
performance and cashflows of the Group,

select suitable accounting polictes in
accordance with |AS 8 Accounting Policies,
Changes in Accounting Estimates and Errars
and then apply them conststently,

present information, including accounting
polcies, in a manner that provides relevant,
reliable, comparable and understandable
information,

make judgements that are reasonable,

provide additional disclosures when compliance
with the specific requirements in IFRS, as
adopted in the European Union, 1s insufficient
to enable users to understand the impact

of particular transactions, other events and
conditions on the Group's financial position
and financial perfermance, and

state whether the Group financial staternents
have been prepared in accordance with IFRS,
as adopted by the European Union, subject
{0 any matenal departures disclosed and
explained n the financial statements

The Drrectors are responsible for keeping adequate
accounting records that are sufficient to show
and explain the Group's transactions and disclose
with reasonable accuracy at any ime the financial
position of the Group and enable them to ensure
that the Group financial statements comply with
the Companies Act 2006 They are also responsible
for sateguarding the assets of the Group and hence
for taking reasonable steps for the prevenhion
and detection of fraud and other irregulanhes
The Directors are responsible for the maintenance
and integrity of the corporate and financial

information included ¢n the Company's website
Legistation in the UK governing the preparation
and dissemination of financial statements may
differ from legislation in other junisdictions

Disclosure of information to auditors

The Drrectars wha were members of the Board
at the time of approving the Directors’ report are
listed on page 19 Having made enquines of
fellow Directors and of the Company s audstors,
each of these Directors confirms that

* to the best of each Director's knowledge
and behef, there 1s no information (that 1s,
information needed by the Company's
auditors tn connection with preparing their
report) of which the Company's auditors are
unaware, and

* each Director has taken all the steps a Director
might reasonably be expected to have taken
to be aware of relevant audit information and
to estabhsh that the Company's auditors are
aware of that information

Creditor payment policy and practice
It 1s the Group’s pohcy that payments to supphers
are made n accordance with those terms

and conditions agreed between the Group
and (ts suppliers, provided that all trading
terms and conditions have been complied with
At 30 September 2012, the Company had an
average of 30 days' {2011 30 days’} purchases
outstanding n trade creditors

Political and charitable contributions

The Group did not make any political or charitable
contribubions during the year (2011 £Nil)

Special business

Frve special resolutions are (0 be proposed at the
AGM this year The special resolutions numbered
one 1o three provide for the granting of share
allotment and share buy-back authornbes which
are sought by the Company on an annual basis
at the AGM to permit the Company to issue or
buy back shares in accordance with terms of

the authonities granted to the Company and

its directars, should the need arise

The special resolutions numbered four and

five provide for ratification of breaches of

ceriain procedural and technical provisions of

the Comparies Acts 1985 and 2006 with regards
to the declaration of dvidends by the Company in
some pnior years The Company has been adwvised
that there should not be any financial impact to any
party as a consequence of such breaches and,
provided that the special resolutions numbered four
and five are passed at the AGM, the Company does
not anticipate that resotutions dealing with the same
1ssue will need to be put to shareholders again
in the future
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A resolution will be proposed at the forthcoming
Annua! General Meeting to renew the existing
authority of the Directors, last conferred by a
resolution passed at the Annual General Meeting
held in 2012, to allot urussued ordinary shares
of the Company The authonty (special resolutron 1
n the Notice of Annuaf General Meeting) will
extend until the Annual General Meeting held

in 2014 and 1s in respect of one-third of the
Company's issued share capital

The Owrectors consider it advisable that they
continue to have power to make allotments of
ordinary shares of the Company for cash without
reference 1o the statutory pre-emption nghts,
up to a maximum of 745 159 ordinary shares,
being 5% of the 1ssued ordinary share capital
of the Campany at 30 September 2012 The
authority (special resolution 2 1in the Notice of
Annual General Meeting) will extend until the
Annual General Meeting held in 2014 and also
would enable the Directors to mplement a
rights 1ssue

In addition, the Directors consider it advisable
that the Comparny has the authority to make
market purchases of its own shares upto a
maxmum of 1,490,319 ordinary shares of the
Company, being 10% of the 1ssued ordinary
share capital The authorty (special resolution 3
in the Notice of Annual General Meeting) will
extend unbil the Annual General Meeting hetd

In 2014 The power conferred by this authonity
would only be used after careful consideratron by
the Directors, having taken into account market
conditions prevailing at the time, the tnvestment
needs of the Company, its opportunities for
expansion and its overall financial position

The authority would only be exercised by the
Directors if they considered it to be 1n the best
interests of shareholders generally and if the
purchase(s) could be expected to result in an
increase in EPS

Special resclution 4 Ratfication of final
dividends parl in 2009 to 2011 and Interm
dividends paid in 2002 and 2006 to 2011

Atechrucal 1ssue has ansen i respect of the final
dividends of 30p 3 8p and 5 Op per ordinary share
paid by the Company to shareholders (amounting
to approximately £1 7m) on 9 March 2009,

26 February 2010 and 25 February 2011 (the
‘Final Dwidends™) and the intenm dividends of
05p, 10p, 10p, 10p, 1 2p, 20pand 2 1p per
ordinary share pard by the Company to
shareholders (amounting to approximately £1 3m)
on 21 June 2002, 30 June 2006, 29 June 2007,
27 June 2008, 26 June 2009, 25 June 2010
and 29 July 2011 (the “Intenm Divrdends”)
When the Company paid the Final Dividends
and the ntenm Dividends, although the Company
had sufficient distributabie profits to pay that
dividend at the payment date or the Company's
trading subsidiary was in a positon to pay dividends
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Significant interests in shares

On 7 December 2G12, the following had
significant interests in the ordinary shares
of the Company

34%
57%
16 3%

80%

10 0% 111%

AXA Investment Managers Ltd
2,425,991 shares 16 3%

Hargreave Hale
1,660,113 shares 11 1%

Blackrock Investment Managers
1,488,650 shares 10 0%

Investec Wealth and Investment Ltd
1,196,211 shares 80%

|

John Kennair MBE - past Chairman
{beneficial and non-beneficial)

845,140 shares 57%

L1

Cavendish Opportunities and Cavendish
AM Funds

510,000 shares 34%
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to the Company so as to support those divdends
by the Company, relevant accounts showing
the requisite level of distributable profits had
inadvertently not been filed at Companies House,
as required by the Cormpanies Act 1985 and the
Companies Act 20086, as they were in lorce at the
relevant tmes As a result, the Final Dividends and
the Intenm Dividends were paid in technical
infringement of the Companies Act 1985 or the
Companies Act 2006, as the case may be

The Company has been adwised that it

may have claims against past and present
sharehclders who were recipients of a Final
Dividend and/or an Intenim Dividend to recover
the amount pard by way of the relevant diwdend
Similarly, the Company has also been adwvised
that it may also have claims against those
Directors who partictpated in the meetings of
the Board of Directors at which the decisions
were taken to pay the Final Dividends and the
Intenm Dividends

It 15 mot the iIntention of the Company that any such
¢laim should be made by the Company against
either its shareholders or its Directors, as there 1s
not consudered to be any financial loss to any party
This matter can be remedied by the shareholders
passing a resolutton which puts shareholders and
Directers into the pesition in which they were always
intended to be Special resolution 4, which 1s
proposed as a special resolution, 1s to ratify the
apprapnation of profits to the payrent of the Final
Dividends and the Intenm Dividends, to waive any
rights of the Company against the shareholders
who receved the Final Dividends and the Intenm
Dividends, to waive any nghts of the Company
against both past and present Directors in respect
of the Fimal Dividends and the Intenm Dividends
and to approve the Company entering into deeds
of release in favour of such shareholders and
Directors Copies of the form of the deeds of release
are available for nspection in the manner described
In paragraph 4 of the Notes to the Notice of
Annual General Meeting

The Company has been advised that the tax
position of UK shareholders 1s not affected by
any irregularity in the onginal dividends  Therefore,
if sharehotders approve the resolution submitted
for the:r approval, this should have no effect on
thewr UK tax position If any non-UK resident
shareholder has any doubts about their tax
position, they should consult their own
professional adviser

As a result of their interest In its subject matter,
the Directors who are also shareholders (holding
beneficially n aggregate approximately 2 1% of
the 1ssued share capital of the Company as at

7 December 2012 (the latest practicable date
before publication of the Notice of Annual General
Meeting) will not vote on this special resolution
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Special resoluhon 5 Ratfication of the validity
of Board meetings and meetings of Board
committees i preparation for the matters
referred to in special resolution 4

All of the current Directors of the Company

were Directors at some or all of the times

at which the matters referred to in special
resolution 4 took place, and are therefore
Interested, for that reason but also in ther
respective capaciies as shareholders in the
Company, in the matters proposed to the
members of the Company as contained in
special resolution 4 In these circumstances,
although each Directer has stood aside from any
Board decisions in relation to their respective
individual deeds of release as referred toin
special resolutton 4, 1t 1s not possible for the
Board to have avoided procedural complications
In the course of their consideration of the matters
referred to 1n special resolution 4 and in the final
decision {0 propose special resglution 4 to the
rmembers of the Company at the Annual General
Meeting, iIncluding uncertarnties over therr ability
to hold valid and quorate Board or commiitee
meetings in such circumstances However,
Article 102 6 of the Company's Articles of
Association allows for the Company to pass an
ordinary resolution in general meeting suspending
those provisions of the Articles which would
otherwise have the effect of invahidating such
decisions or actions of the Board or any
committee of the Board, 50 as 1o allow such
proposals to be ratified In the crcumstances,
the Board considers that it is most likely to
promote the success of the Company for the
benefit of the Company's members as a whole
for special resolution 5 to be proposed and
passed 0 as t¢ ensure an orderly situation

in relation to the matters referred to in special
resolution 4

As aresult of ther interest in its subject matter,
the Directors who are also shareholders (holding
beneficially in aggregate approximately 2 1% of
the ssued share capital of the Company as at

7 December 2012 {the latest practicable date
before publication of the Netice of Annual General
Meeting} will not vote on this special resclutien

Auditors

A resolution to re-appoint Emst & Young LLP as the
Company's auditors will be put to the shareholders
at the forthcoming Annual General Meeting

e

By order of the Board

Demis Mullan, B.Sc , FCA

Company Secretary
19 December 2012

Registration number
3881244
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Remuneration report

As the Company 15 AlM listed, the Directors

are not required, under Section 420(1) of the
Companies Act 2006, to prepare a Directors’
Remuneration report for each financial year of
the Company and so Zytronic plc makes the
following disclosures voluntarily, which are not
intended to, and indeed do not, comply with the
requirements of the Companies Act 2006

The remuneration commttee Is responsible for
determiing the remuneration and other terms
of employment for the Executive Directors of
Zytronic ple and some of the Directors inits
frading subsidiary, Zytroric Displays Limited
The commutiee 15 composed of the Senior
Independent Non-executive Director, as its
Chairman, and the Independent Non-executive
Director and Non-executive Chairman In
determining remuneration for the year, the
commuttee has given full consideration to the
requirements of the Combined Code

Remuneration policy

The remuneration of Executive Directors 1s
determined by the committee and the remuneration
of Non-executive Directors 1s approved by the
full Board of Directors The remuneration of the
Chairman is determied by the Independent
Non-executive Directors

The key objectives of the committee in
determining the remuneration packages
of Executive Directors are

* the recruitment, retention and incentivisation of
executive menagement of the nght calibre, and

¢ the alignment of executive management and
shareholder interests

The remuneration packages of Executive
Directors comprise the foltowing elements

Basic salary and benefits

Basic salanes for Executive Directors are
reviewed annually having regard to mdividual
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performance and market practice In most
cases benefits provided to Executive Directors
compnise the provision of a company car, or
appropnate allowance, health insurance and
contributions to a Group personal pension scheme
Detalls of emaluments for the Directors of
Zytronic plc are set out on page 27

Annual bonus

A bonus may be awarded at the end of

each financial year, at the discretion of the
Remuneration Committee, currently up to a
maximum of 25 percent of basic salary to reward
for executives' contnibution to the growth in profits,
earnings per share, and cash generation

Share options and incentive schemes

The Company beleves that share ownershwp by
Executive Directors and employees strengthens
the link between thewr personal interests and
those of the Company and the shareholders

The Company has executve share option and
incentive schemes, which are designed to promote
long term improvement in the performance of
the Group, sustained increase in shareholder
value and clear inkage between executive reward
and the Group’s performance The share options
and incentive schemes of the Directors of
Zytronic plc are set out on pages 27 and 28

It will normally be the case that, on the optton
holder ceasing employment with the Group, the
options will be terminated In some circumstances,
the Board may have discretion to waive this where
the past contnbuticn to the business by the option
holder justifies it

The Company also has a sharesave option

scheme Membership is open to all eligible
employees, including Directors, who have more
than three months’ employment with the Group
at the time options are oftered under a scheme
In complance with the Combined Code the
Board has agreed that it will not grant share
options to Non-executive Directors
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Service contracts
Mark Cambndge and Denis Mullan each have

a service contract with a notice entitiement
of six months

The commuttee constders the Directors’ notice
entitlements to be appropriate as they are in line
with the market and take account of the Directars’
knowledge and experience There are nc speciat
provisions for predetermined compensation

in the event of loss of office

Non-executive Directors

The fees of the Non-executive Directors are
determined by the full Board within the limits set
out In the Memorandum and Articles of Association
The Non-executve Directors are not eligible for
bonuses, pension benefits or share options

Directors’ emoluments

Emoluments of the Directors for the year ended
30 September 2012 are shown in the table on
the nght

Pension centributions

Dunng the year, the Group made annual pension
centnbutions for Mark Cambndge and Denis Mullan,
Executrve Directors, to a persanal pension scheme
{1 e a defined contribution scheme) Neither
benefits in kind nor bonuses are pensionable

Details of contributions payable by the Company are

2012 2011
Director £'000 £ 000
Mark Cambridge 4 3
Denis Mullan 3 3
Total 7 6
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“Dunng the year to

30 September 2012,
the highest share price
was 332.5p and the
lowest share price was
184.0p. The market
price of the shares at
30 September 2012

was 327.5p.”

Zytronic plc
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Directors’ shareholdings

Beneficial interests of the Directors in the shares of the Company, including those of thelr immediate
families, are shown below

30 September 2012 3Q Septemnber 2011

Number Y Number %
Denis Mullan 127,109 085 140,109 095
Tudor Davies 90,909 06l 80,309 062
Mark Cambridge 42,958 029 36,113 025
Sir David Chapman, Bt 40,000 027 40,000 027
David Buffham 12,500 008 12,500 008

There has been no change in Directors' shareholdings since 30 September 2012

Directors’ emoluments for the year ended 30 September 2012

Total Total
emoluments*  emoluments*
Salary Fees Benefits Bonus 2012 2011
£000 £000 £000 £000 £'000 £000
Non-executive Chairman
Tudor Davies — 65 — — 65 49
David Banks** — — — — —_— 60
Executive
Mark Cambridge 111 — 15 22 148 144
Deris Mullan 96 — 11 12 119 123
Non-executive
Sir David Chapman, Bt — 28 — — 28 27
David Buffham — 26 — — 26 25
John Kenniair MBE*** — — — — — 11
207 119 26 34 386 439

*  Excluding pension contributions
**  Fees were paid to David Banks Associates a partnership in which David Banks 1s a partner

David Banks resigned from the Board on 4 March 2011 Fees include payment for contractual natice
*** John Kennair MBE withdrew from re-election at the AGM on 10 February 2611

Director's share incentive scheme

Share incentive scheme for Mark Cambridge, Chief Executive

The remuneration committee agreed, in February 2008, an meente award scheme for Mark Cambnidge,
Chief Executive, to offer him up to 200,000 shares at a pnce of 25 Op per share to vest based
on specified performance critena

These are measured by an EPS, calculated on the audited pre-tax profit and a standard 28% tax charge
The EPS cnteria are shown below

Ferformance critena

Lower {imit Upper hmit
EPS Shares EPS Shares
Pence 1o vest Pence to vest
Year to 30 September 2009 (year 1) 135 80,000 150 100,000
Year to 30 September 2010 (year 2) 183 60,000 220 80,000

Year to 30 September 2011 {year 3) 245 60,000 245 20,000
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Remuneration report continued

Director's share incentive scheme
continued

Share incentive scheme for Mark
Cambndge, Chief Executive continued
Vesting 1s

» the entitlement to bhuy, which doesn't
disappear once earned,

* pro rata between the upper and lower imits,

* timed on signature of audited accounts
with a clean audit report, and

cumulative, e g 200,000 shares can vest
in year 3 if the upper limit 1s reached, even
if the lower imits have not been achieved
In the previous years

If the 24 5p EPS cntena 1s not achieved in year 3,
there will stifl be an opporturaty for shares to
vest in year 4 {to 30 September 2012} or year 5
{to 30 September 2013) on the achievement of

Directors’ share options

24 5p EPS on the bas:s that, on achievement,
the maximum total entitterment reduces to
125,000 shares or 50,000 shares respectively,
or the number of shares already vested if that
Is greater

As at 30 September 2012, no shares had vested
under this incentive scheme

Vesting will also take place in the event of a
successful takeover and will be based on the
takeover price, with full vesting at a share price
of 500p and pro rata vesting down to a pnce of
300p as follows

* 1,000 shares for each 1p above 300p
up to 500p until 30 September 2011,
reduced for any shares which have
already vested,

625 shares for each 1p above 300p

up to 500p between 1 Ociober 2011 and
30 September 2012, reduced for any shares
which have already vested, and

Zytromic plc
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250 shares for each 1p above 300p

up to 300p hetween 1 October 2012
and 30 September 2013, reduced for
any shares which have already vested

Share price dunng the year

Dunng the year to 30 September 2012, the
highest share price was 332 5p and the lowest
share price was 184 Gp The market price of the
shares at 30 September 2012 was 327 5p

Directors' interests in matenal contracts
No Director was matenally interested either at
the year end or during the year in any contract
of significance to the Group other than thesr
employment or service contract

Granted Lapsed Exercised
Entarpnse 30 Septernbey during duning during 30
Management 2011 year year year 2012 Qption
Incentive Scheme Number Number Number Number Number Exercise dates prce
Denis Mullan 100,000 —_ — 7,000 93,000 16 March 2006 to 700p
15 March 2014
Denis Mullan 17,182 — — — 17,182 18 January 2008 to 145 5p
17 January 2015
Denis Mullan 2,300 — —_— _ 2,300 28 February 2011 to 216 5p
27 February 2018
Denis Mullan 7,500 -— — — 7,500 15 July 2013 to 177 &p
15 July 2020
Denis Multan 3,100 — — — 3,100 29 March 2014 to 172 8p
28 March 2021
Mark Cambridge 17,182 — — 17,182 — 18 January 2008 to 145 5p
17 January 2015
Mark Cambndge 27,250 — — — 27,250 6 October 2013 to 176 Op
5 October 2016
Mark Carmbridge 21,750 — — — 21,750 29 March 2014 to 172 8p
28 March 2021
Granted Lapsed Exercised
30 Segternber during durning dunng 30
2011 year year year 2012 Option
Unapproved Scheme Number Number Number Number Number Exercise dates price
Denis Mullan 12,700 _ — — 12,700 28 February 2011 to 216 5p
27 February 2018
Denis Mullan 16,000 — — — 10,000 29 March 2014 to 172 8p

28 March 2021
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Independent auditors’ report
To the members of Zytronic plc

We have audited the Group financial statements of Zytronic ple for the year ended 30 September 2012 which compnise the Consolidated Statement

of Comprehensive Income, the Consclidated Statement of Changes in Equity, the Consalidated Balance Sheet, the Consoclidated Cashflow Statement
and the refated notes I to 26 The financial reparting framework that has been applied in their preparation is applicable law and International Financial
Reporting Standards (“IFRSs") as adopted by the European Union

Thes report 1s made solely to the Company’s members, as a bedy, In accerdance with Chapter 3 of Part 16 of the Comparies Act 2006 Our audit work

has been undertaken so that we might state to the Company's members those matters we are required to state to them in an auditors’ report and for no
other purpose To the fullest extent permitted by law, we do not accept or assume responsibtlity to anyone other than the Company and the Company’s

members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ Responsibilities Statement set out on page 24, the Directors are responsible for the preparation of the Greup
financial statements and for being satisfied that they give a true and fair view Qur responsibility 15 to audit and express an opinion on the Group financial
staterments in accordance with applicable law and International Standards on Auditing (UK and Ireland) Those standards require us to comply with
the Auditing Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evtdence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are free from material mtsstatement, whether caused by fraud or error This includes an assessment of whether the accounting
policies are appropniate to the Group's circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant
accounting estimates made by the Directors, and the overall presentation of the financial statements In addition, we read all the financtal and non-financial
infermation in the Zytronic plc annual report and financial statements to identify matenal inconsistencies with the audited financial statements If we
become aware of any apparent materal misstatements or inconsistencies we consider the implications for our report

Opinion on financial statements
In our opinion the Group financial statements

* give a true and fair view of the state of the Group's affairs as at 30 September 2012 and of its profit for the year then ended,
+ have been properly prepared in accordance with IFRSs as adopted by the European Union, and

* have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opinicn the information given in the Directors' report for the financial year for which the Group financial statements are prepared
15 consistent with the Group financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report te you if, in our opinion
+ certain disclosures of Directors’ remuneration specified by law are not made, or

* we have not received all the information and explanations we require for our audit

Other matter
Me ﬁ e reported separately on the Parent Company financial statements of Zytronic plc for the year ended 3C September 2012

‘Annie Graham {Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
Newcastle-upon-Tyne
19 December 2012

Notes

1 The maintenance and integrity of the Zytrenic ple website 1s the responsibility of the Directors, the work carried out by the auditors does not involve
consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have occurred to the financial statements
since they were imitially presented on the website

2 Legsiation in the United Kingdom governing the preparation and dissemination of financial statements may ditfer from legislation in other junisdictions
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Consolidated statement of comprehensive income
For the year ended 30 September 2012

2012

Financial statements

2011

Notes £ 000 £000
Group revenue 2 20,424 20,488
Cost of sales 13,008 13,574
Gross profit 7,416 6,914
Distribution costs 243 239
Administration expenses 3,089 3,194
Group trading profit 4,084 3,481
Other operattng income 187 187
Group operating profit from continuing operations 3 4,271 3,668
Finance costs 5(a) 91 112
Finance revenue 5(b) 15 1
Profit from continuing operations 4,195 3,557
Tax expense 6 898 865
Profit for the year from continuing operations 3,297 2,692
Eamings per share

Basic 8 22 2p 18 3p
Diluted 8 219p 181p
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upcs?nl‘!:erg Share Retained

capttal premium** earnings Total

£000 £000 £000 £000
At 30 September 2010 147 6,550 4,755 11,452
Profit far the year — — 2,692 2,692
Tax recogmised directly in equity —_ — 7 7
Exercise of share options — 38 - 38
Share-based payments — — (38) (38)
Dvidends — — {1,044} (1,044)
At 30 September 2011 147 6,588 6,372 13,107
Profit for the year — — 3,297 3,297
Tax recognised directly In equity — — 43 43
Exercise of share options 2 274 _ 276
Share-based payments — — 74 74
Dwidends — — {1217) (1,217)
At 30 September 2012 149 6,862 8,569 15,580

* Share capval represents proceeds on issue of the Company's equity share capital

“* Share premium compnises the excess in proceeds on 1ssue of the Company s equity share capital above the nominal value of the shares i1ssued
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Consolidated balance sheet

Zytromic plc

Financial statements

At 30 September 2012
2012 2011
Notes £'000 £000
Assets
Non-current assets
Intangible assets 9 1,613 1,811
Property, ptant and equipment 10 8,231 8,113
Trade and other receivables 12(b} 413 296
10,257 10 220
Current assets
Inventories 11 3,441 2,754
Trade and other recevables 12(a) 3,090 4,021
Cash and shori term deposits 13 4,217 4,513
10,748 11,288
Total assets 21,005 21,508
Equity and liabilities
Current habilities
Trade and other payables 14 1,299 1,778
Financial habilities 15 200 2,266
Accruals 14 1,016 1,118
Taxation habiities 476 502
Government grants 16 97 152
3,088 5,856
Non-current liabilies
Financial habilities 17 1,735 1,722
Deferred tax liabilihes {(net) 20 602 726
Government grants 16 — 97
2,337 2,545
Total habthties 5,425 8,401
Net assets 15,580 13,107
Capital and reserves
Equity share capital 22 149 147
Share premium 22 6,862 6,588
Revenue reserve 8,569 6,372
Total equity 15,580 13,107

These financial statements have been approved by the Board of Directors on 10 December 2012 and signed on its behalf by

Mark Cambridge, B.S¢ Denis Mullan, B Sc, FCA

Chief Executive Group Finance Director
19 December 2012

WWZ/ ” \%)W//f/
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Consolidated cashflow statement
For the year ended 30 September 2012
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2012 2011
Notes £'000 £000
Operating activities
Profit from continuing operations 4,195 3,557
Net finance costs 76 m
Depreciation and impairment of praperty, plant and equipment 689 802
Amartisation and impatrment of intangible assets 350 355
Profit on sale of fixed assets (13) —
Amortisation of government grant (192) (192)
Share-based payments 74 (38)
Working caprtal adjustments
Increase In inventories {687) (166)
Decreasef/{increase) in trade and other receivables 808 {647)
(Decrease)/increase in trade and other payables (658) 697
Cash generated from operatrons 4,642 4,479
Taxation paid (998) (821)
Net cashflow from operating activities 3,644 3,658
Investing activities
Interest received 15 1
Proceeds from disposal of property, plant and equipment 24 11
Proceeds from disposal of intangible assets 84 —
Payments to acquire preperty, plant and equipment (732} (525)
Payments to acquire intangible assets (236} (297}
Net cashflow from investing activihes (845) 810»
Financing activities
Interest pard (90} (110}
Dividends paid to equity sharehclders of the parent (1,217} (1,044}
Proceeds from share 1ssues re options 276 38
New barrowings 2,000 —_
Repayment of borrowings (2,129) (323}
Repayment of capital element of bire purchase contracts — (45}
Net cashflow from financing activities (1,160} (1,484)
Increase in cash and cash equivalents 1,639 1,364
Cash and cash equivalents at the beginning of the year 13 2,578 1,214
Cash and cash eguivalents at the year end 13 4,217 2,578
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Notes to the consolidated financial statements
For the year ended 30 September 2012

1. Accounting policies

(a) Authonsation of financial statements and statement of comphance

The financial statements of Zytronic plc and it subsidiaries (the “Group”) for the year ended 30 September 2012 were authonised for 1ssue by the Board
of Directors on 10 December 2012 and the balance sheet was signed on behalf of the Board by Mark Cambridge and Derus Mullan Zytronic pleis a
public imited company incorporated, domiciled and has its registered office i England and Wales The Company's ordinary shares are {raded on AIM
The address of its registered office and principal place of cperation are disclosed in the Corporate information section of this report

The consohdated financial statements have been prepared in accordance with IFRS as adopted for use in the European Union and as applied in accordance
with the provisions of the Companies Act 2006 The Directors consider the following accounting palicies to be relevant in relatton to the Group's
financial statements

{b) New standards and interpretations not applied

The International Accounting Standards Board (“IASB”) and the International Financial Reporting Interpretations Committee (“IFRIC”) have issued
the following standards and interpretations with an effective date after the date of these financial statements

IASB Effective date
1AS 12 Amendment to IAS 12 Deferred Tax — Recovery of Underlying Assets 1 January 2012

Annual improvements to IFRSs 2009-2011 (issued May 2012} 1 January 2013
IAS 19 Amendments to IAS 19 Employee Benefits 1 January 2013
IFRS 1 Amendment to IFRS 1 Governiment Loans 1 January 2013
IFRS 7 Amendment to IFRS 7 Disclosures — Offsetting of Financial Assets and Financtal Liabilities 1 January 2013
IFRS 13 Fair Value Measurement 1 January 2013
I1AS 27R Separate Financial Statements 1 January 2014
IAS 28R Investments in Associates and Joint Ventures 1 January 2014
1AS 32 Amendment of [AS 32 Offsething of Financial Assets and Financial Liabilities 1 January 2014
IFRS 10 Consolidated Financial Statements 1 January 2014
IFRS 11 Jont Arrangements 1 January 2014
IFRS 12 Disclosures of Interests in Other Entities 1 January 2014
IFRS 9 Financial Instruments Ciassification and Measurement 1 January 2015

The Directors do not anticipate adoption of these standards and interpretations will have a material impact on the Group financial statements
{c) New standards adopted

The following new standards or interpretations are mandatory for the first time for the financial year ended 30 September 2012

IASB

1AS 1 Amendments te IAS 1 Presentation of Iterns of Other Comprehensive Income
IAS 24 Amendment to IAS 24 Related Party Disclosures
IFRS 7 Amendment to IFRS 7 Disclosures - Transfers of Financial Assets

Adoption of the remaining new standards and interpretations did not have a matenal impact on the financial performance of the Group
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1. Accounting policies continued

(d) Judgements and key sources of estimation uncertainty

The preparation of financial statements in conformity with generally accepted accounting principles requires the Directors to make judgements and
assumplions that affect the reported amounts of assets, labiliies and disclosures at the date of the financial statements and the reported incame and
expense dunng the year Although these Judgements and assumptions are based on the Directors’ best knawledge of the amount, events or actions,
actual results may differ from those estimates

In the process of applying the Group's accounting policies, the Directors have made the following judgements concerning the future and other key
sources of estimation uncertainty at the statement of financial position date which have the mast significant effect on the amounts recognised
in the financial statements

Impairment of non-financial assets

The Group assesses whether there are any Indicators of impairment for all nan-financial assets at each reporting date Goodwill 1s tested for imparment
annuglly and at cther imes when such indicators exist Other non-financial assets are tested for impairment when there are indicators that the carrying
amounts may not be recoverable

When value-in-use calculations are undertaken, management must estimate the expected future cashflows from the asset or cash-generating unit
and choose a suitable discount rate in order to calculate the present value of those cashflows

Develecpment costs

Development costs are capitalised in accordance with the accounting policy given below Initial caprtalisation of costs 1s based on management's
|udgement that technological and economical feasibility 1s confirmed, usually when a product development project has reached a defined milestone

Accounting for corporation tax

As part of the process of preparing financial statements, the Group estimates corperation tax in each of the junsdictions in which the Group operates
This process involves estimating actual current tax expense and temperary differences between carrying amounts of assets and habilites for tax
expense and financial reporting purposes Temporary differences result in deferred tax assets and labilities, which are included in the statement

of financial position Further details are conta:ned in note 6

Royalty prepayment

In accounting for the iImpairment of any prepayment that arises on the payment of royalties, management prepares forecasts of its future sales of
touch products to assess royalty prepayment recoverability Any prepayment which 1s not considered to be recoverable over the peried of the licence
1s provided aganst

(e) Basis of consolidation and goodwill

The consolidated financial statements comprise the financial statements of Zyironic plc and its subsidiartes as at 30 September each year
They are presented in Sterling and all values are rounded to the nearest thousand pounds {£'000) except where otherwise indicated

Al intra-group balances and transactions, including unrealised profits ansing from them, are eliminated

Business combinations are accounted for using the acquisiion method The cost of an acquisition 1s measured as the aggregale of the consideration
transferred, measured at acquisition date far value and the amount of any non-controlling snterest in the acquree For each business combination,
the acquirer measures the non-controlling interest In the acquires either at fair value or at the proportionate share of the acquiree’s identifiable net assets
Acquisition costs incurred are expensed and included in administrative expenses

When the Group acquires a business, It assesses the financial assets and habilities assumed for appropriate classification and designation in accordance
with the contractual terms, economic circumstances and pertinent conditions as at the acquisition date

Any contingent consideration to be transferred by the acquirer will be recognised at farr value at the acquisition date Subsequent changes to the farr
value of the contingent consideration, which 1s deemed to be an asset or lability, will be recogrised n accordance with 1AS 39 either in profit or loss or
as a change to other comprehensive Income  If the contingent consideration 1s classified as equity, 1 should not be remeasured until it 1s finally settled
withmn equity

Goodwill 1s initially measured at cost being the excess of the aggregate of the consideraiton transferred and the amount recognised for non-controliing
interest over the net identifiable assets acquired and habilities assumed If this consideration 15 lower than the fair value of the net assets of the
subsidiary acquired, the difference 1s recognised in profit or loss

After (mitial recognition, goodwill 1 measured at cost less any accumulated tmpairment tosses For the purpose of impairment testing, goodwall acquired
in a business combination 1s, from the acquisition date, allocated to each of the Group's cash-generating units that are expected 1o benefit from the
combination, irrespective of whether other assets or labilities of the acquiree are assigned 1o those units
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Notes to the consolidated financial statements continued
For the year ended 30 September 2012

1 Accounting policies continued

(f) Foreign currencies

The consclidated financial statements are presented :n Sterling, which 1s the Company's functional and presentation currency Transactions in foreign
currencies are initially recorded in the functional currency at the rate ruling at the date of fransaction Monetary assets and habilities denominated in
foreign currencies are retranslated at the functional currency rate of exchange ruling at the balance sheet date All differences are taken to the income

statement Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as at the
dates of the imbal transactions

(g) Property, plant and equipment

Property, plant and equipment 1s stated at cost less accumulated depreciation and impairment charges Such costs include those directly attnibutable
to making the asset capable of operaling as intended and the cost of replacing significant parts of such plant and equipment when that cost 1s incurred,
if the recognition cnteria are met Depreciation ts provided on all property, plant and equipment, other than freehold land, at rates calculated to write off
the cost, less estimated residual value, of each asset evenly over its expected useful life, as follows

Freeheld land - Nil

Freehold property - 50 years

Long leasehold property - 50 years

Plant and machinery - varying rates between 5% and 25% per annum

Any gain or loss ansing on disposal of an asset (calculated as the difference between the net disposal proceeds and the carrying amount of the asset}
15 Included in the income statement in the year the asset 1s derecognised

The assets' residual values, useful lives and methods of depreciation are reviewed at each financial year end and adjusted, If appropnate The Group
assesses at each reporting date whether there 1s an indication that an asset may be impaired If any such indication exists the Group makes an estimate
of the asset's recoverable amount An asset’s recoverable amount 1s the higher of the asset’s fair value, or the cash-generating unit's fair value of which
it forms part, less costs to sell and its value in use and 1s determined for an indwvidual asset, unless the asset does not generate cash mnflows that are
largely independent of those from other assets or groups of assets Where the carrying amount of an asset exceeds its recaverable amount, the asset is
considered impaired and 15 written down to its recoverable amount Impairment losses of continuing eperations are recognised in the income statement
In those expense categories consistent with the funchien of the smpaired asset

(h) Intangible assets

Intangible assets acquired separately are measured on inibial recognition at cost The cost of intangible assets acquired 1n a business combination

15 deemed to be their far value as at the date of acquisition Following initial recognition, intangible assets are carried at cost less any accumulated
amortisation and any accumulated impairment losses Other than capitalised development costs, internally generated mtangible assets are not capitalised

Intangible assets are amortised on a straight ine basis over therr useful economic ives and reviewed for impairment at each financial year end
The amortisation expense on intangible assets 1s recognised i the income statement in the expense category consistent with the function of the
intangible asset The estimated useful ives are as follows

Patents - 20 years

Licences - period of hcensing agreements (10 and 17 years}
Capitalised development expenditure - 4 or 10 years

Software - 4 years

Intangible assets with indefinite useful lives, such as goodwill, are tested for impairment annually and not amortised The useful life of an intangible
asset with an indefinite life 1s rewiewed annually to determine whether indefinite Iife assessment continues to be supportable

Fatent applications
The cost associated with the drafting and filing of patent apphications are capitabsed as incurred

Those costs are not amortised until the patent has been granted, after which they will be amortised over its useful economic e of 20 years | the
application fails, the capitalised costs will then be impaired and wntten off

(1) Research and development costs

Research expenditure i1s written off as incurred An intangible asset ansing from development expenditure on an individual project 15 recogmised only
when the Group can demonstrate the techrical feasibiity of completing the intangible asset so that it will be avatlable for use or sale, its intertion to
complete and 1its ability to use or sell the asset, how the asset will generate future aconomic benefits, the avallabulity of resources 1o complete the asset
and the ability to measure rehably the expenditure during the development

Duning the period of development the asset 15 tested annually for impairment Following the initial recognition of the development expenditure, the cost
model (as defined in IFRS) 1s applied requinng the asset to be carnied at cost less any accumulated amortisation and accumulated impairment losses
Amortisation of the asset begins when development 1s complete and the asset 15 available for use It 1s amortised over the period of expected future sales
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1. Accounting policies continued

()} Inventories

inventories are valued at the lower of cost and net realisable value Costs incurred in bringing each product to its present location and condition are
accounted for as follows

Raw matenals and consumabies - purchase cost on a first-in, first-out basis

Finished goods and work in progress - cost of direct matenials and labour and a proportion of manufacturing overheads based on normal
operating capacity but excluding borrowing costs

Net realtsable value 15 the estimated selling price in the ordinary course of business, less estimated costs of completion and the estimated costs
necessary to make the sale

(k) Trade and other receivables

Trade recevables are recognised and carned at onginal amount less an allowance for any uncollectable amounts An estimate for doubtful debts s made
when collection of the full amount 1s no longer probable Bad debts are written off when identified Trade and other recevables do not carry miterest

(1) Cash and cash equivalents

Cash and short term deposits in the balance sheet comprise cash at bank and in hand and short term deposits with an initial matunty of three months
or less or for a longer period but with the ability to break the deposit with a similar notice perniod Bank overdrafts are shown within financial habilities,
in current hatulihes, on the balance sheet For the purpose of the cashflow statement, cash and cash eguivalents comprise these balances, net of
outstanding bank overdrafts

(m) Enterest-bearing loans and borrowings

All loans and borrowings are initially recognised at the fair value of the consideration receved less directly attributable transaction costs After initial
recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost using the effective interest method

Gains and losses are recognised in the ncome statement when the habilities are derecognised, as well as through the amortisation process

Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarly takes a substantiat peniod of time to get
ready for its intended use are capitalised as part of the costs of the respective assets All other borrowing costs are expensed 1n the period they occur
Borrowing costs consist of interest and other costs that an entity incurs in connection with the borrowing of funds

{n) Derecognition of financial assets and habilities

A financial asset or financial liabilty 1s derecognised when the contract that gives nise to it 1s discharged, sold, cancelled or expires

Where an existing financial habiity 1s replaced by another fram the same lender on substantially different terms, or the terms of an existing habilily are
substantially medified such an exchange or modification 1s treated as a derecognition of the anginal hability and the recagnition of a new liability, and
the difference in the respective carrying amounts 1s recognised in the income statement

(o) Financial instruments

The Group uses derivative financial Instruments such as forward currency contracts to hedge its risks associaled with foreign currency fluctuations
Dernwvative financial instruments are inially recogrised at fair value on the date on which a denvative contract s entered into and are subsequentty
remeasured at fair value Dervatives are carned as assets when the far value 1s positive and as Labiliies when the fair value 15 negative

The farr value of forward currency contracts 1s calculated by reference to current forward exchange rates for contracts with similar matunty profiles
The Group does not apply any hedge accounting

{p) Pension scheme

The Group operates a group persenal pension scheme, which 1s a defined contnibution scheme, for its emnployees Contnibutions are recognised in the
income statement as they become payable in accordance with the rules of the scheme
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Notes to the consolidated financial statements continued
For the year ended 30 September 2012

1. Accounting policies continued
{q) Share-based payment transactions

Equnity-settled transactions

The cost of equity-settled transactions with employees 1s measured by reference to the fair vatue at the date at which they are granted and 1s recognised
as an expense over the vesting penod, which ends on the date on which the relevant employees become fully entitled to the award  Fair value is determined
using an appropriate pricing model In valuing equity-settled transactions, no account 1s taken of any service performance conditions {vesting condiions),
other than performance conditions linked to the price of the shares of the Company {market conditions) Any other conditions which are required to be
met in order for an employese to become fully entitled to an award are cons:dered to be non-vesting conditions Like market performance conditions,
non-vesting conditions are taken into account in determining the grant date fair value

No expense 1s recogmsed for awards that do not ulimately vest, except for awards where vesting 15 condibional upen a market vesting condiion, which
are treated as vesting irrespective of whether or not the market vesting condition or non-vesting condition is satisfied, provided that all other non-market
vesting conditions are satisfied

At each balance sheet date before vesting, the cumulative expense I1s calculated, representing the extent to which the vesting period has expired and
management’s best estimate of the achievement or otherwise of non-market vesting conditions and the number of equity instruments that will ulimately
vest or, in the case of an instrument subject to a market vesting condition or 2 non-vesting condition, be treated as vesting The movement in cumulative
expense since the previous balance sheet date 15 recognised in the income statement, with a corresponding eniry in equity

Where the terms of an equity-settled award are modified or a new award (s designated as replacing a cancelled or setled award, the cost based on the
onginal award terms continues to be recognised over the onginal vesting period In addition, an expense 1s recognised over the remainder of the new
vesting penod for the incremental fair value of any modification, based on the difference between the fair value of the criginal award and the fair value
of the modified award, both as measured on the date of the mod fication No reduction s recognised (f this difference 1s negative

Where an equity-settled award 15 cancelled (including when a non-vesting condition within the control of the entity or employee 1s not met}, it 1s
treated as if it had vested on the date of cancellation and any cost not yet recognised in the income statement for the award 15 expensed immediately
Any compensation patd up io the fair value of the award at the cancellation or settiement date 1s deducted from equily, with any excess over farr value
being treated as an expense in the iIncome statement

IFRS 2 Share-based Payments has only been applied to grants of equity instruments after 7 November 2002 that had not vested at 1 October 2006
For awards granted before 7 November 2002, the Group recognises only the intrinsic value or cost of these potential awards as an expense This 15
accrued over the performance period of each plan based on the intrinsic value of the equity-settled awards

{r) Revenue recognition

Revenue from the sale of goods 1s recognised when the sigmificant nisks and rewards of ownership of the goods have passed to the buyer This is when
the goods have been dispatched or made avallable to the customer, an Invoice has been raised for them and the Group's obligations to the customer
have been met There Is not usually any significant delay between the occurrence of these three events

Revenue 1s measured at the fair value of the consideration receved, excluding discounts, rebates and other sales taxes Appropriate provisions
for known returns are deducted from revenue

(s) Government grants and subsidies

Government granis are recognised where there 15 reasonable assurance that the grant will be received and all attaching conditions will be complied
with, mormally when a grant clam has been approved by the government autherity and the grant menies have been received The fair value of grants
ts credited to a deferred income account and released to the income statement over the Iife of the projects to which they relate

The interest rate subsidy receved, as a discounted up-front cash sum, by the Group under the National Loan Guarantee Subsidy Scheme has
been credited to a deferred imerest subsidy account and will be released 1o the income statement over the hife of the loan upen which it is based

(t) Royalty payments

Under the terms of its patent hicence, Zytronic Displays Limited pays royalties to the patent owner on the value of the touch sensors which it sells
An agreed annual payment 1s made by monthly instalment under the licence

In the event that the actual quarterly royalties due from Zytromic Displays Limited exceed the payments on account for that quarter,
Zytronic Displays Limited pays the balance to the patent owner

In the event that the payments on account for that quarter exceed the actual royalties due to that date, the excess payment 1s treated
by Zytronic Displays Limited as a prepayment of royalties that wilt become due in the future Similarly, should the annual agreed payment
be 1n excess of the royalues due for the year, the difference 1s rolled over and deducted from future years' royalty cakulations

Management reviews its jorecasts of future sales to determine whether any imparment has occurred which might atfect the carrying value
of the prepayment

Fram 1 January 2008, and for each subsequent calendar year, the annual payment will iIncrease either by the greater of RP1 or to the level
of the previous year's actual royalties
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1 Accounting policies continued
{u) Deferred tax

Deferred tax 15 recognised in respect of all temporary differences ansing between the tax bases of assets and liabilities and their carrying amounts
in the financial statements, with the following exceptions

« where the temporary difference arises from the initial recogrition of goodwill or of an asset or hiability in a iransaction that 15 not a business
combination that at the tme of the transaction affects neither accounting nor taxable profit or loss,

In respect of taxable temporary differences associated with investments in subsidianies, associates and joint ventures, where the timing of the reversal
of the temporary differences can be controlled and 1t 1s probable that the temporary differences will not reverse in the foreseeable future, and

deferred taxation assets are recognised only to the extent that the Directors consider that it 1s more likely than not that there will be suitable taxable
profits from which the future reversal of the underlying timing differences can be deducted

Deferred tax ts measured on an undiscounted basis at the tax rates that are expected tc apply in the periods in which the related asset or hability
1s settled, based on tax rates and laws enacted or substantively enacted at the balance sheet date

2 Group revenue and segmental analysis
Revenue represents the 1nvoiced amount of goods sold and services provided, stated net of value added tax, rebates and discounts
For management purposes, the Group considers that it has a single business unit compnsing the devetopment and manufacture of customised optical

filters to enhance electromc display performance All revenue, profits or losses before tax and net assets are attributabie to this single reportable
business segment

Management morutors the operating results of its entire business for the purposes of making decisions about resource allocation and performance
assessment Business performance 15 evaluated based on operating profits

All manufacturing takes ptace in the UK and accordingly all segment assets are located in the UK The analysis of segment revenue by geographical
area based on the location of customers 15 given helow

30 September 2012 30 September 2011
£'000 % £000 %
Sale of goods - UK 1,812 9 1,748
- Americas 5,281 26 5055 25
— EMEA (excluding UK} 9,408 46 10,030 49
- APAC 3,923 19 3,655 18
Revenue 20,424 100 20,488 100
Finance revenue 15 1
Total revenue 20,439 20489

Individual revenues from three major customers exceed 10% of total revenue for the year The total amount of revenue 1s £9 7m (2011 £8 5m)
The indsvidual revenues from each of these three customers were £4 Om (2011 £4 1m), £3 2m (2011 £3 3m), and £2 5m (2011 £2 Im)
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Zytronic plc

Notes to the consolidated financial statements continued

For the year ended 30 September 2012

3 Group operating profit
This 1s stated after charging/(crediting)

Financial statements

30 September 30 September
2012 2011
£'000 £000
R&D costs 391 308
Amortisation of development expenditure 179 164
Impairment of development expenditure — 11
570 483
Auditors' remuneration — i respect of audit services* 50 44
~n respect of taxation services 13 14
Depreciation of owned assets 662 671
Impairment of owned assets 27 131
Amcriisation of software 46 54
Amortisation of hcences 125 125
Impairment of hcences —_ 1
Cost of inventones recognised as an expense including 7,163 7,615
- wnite-down of inventories to net realisable value 48 58
— reversals of imparments in inventonies** {(72) (152)
Hire of plant and machunery 2 2
(Gain)/loss on disposal of plant and mactunery (13) 1c
Operating lease rentals — mimimurm lease payments 34 40
Amortisation of capital grants (192) (192}
Net foreign currency differences 127) 26
* E£13,500 of this relates to the Company (2011 £13 000}
**  The reversal of mparments in inventories has arrsen as a result of previously Impaired stock being utiised
4 Staff costs and Directors’ emoluments
30 September 30 September
2012 2011
£000 £000
Wages and salaries 4,806 4,663
Social security costs 431 418
Other pension costs 62 55
5,299 5,137

Included in wages and salanes 15 a otal charge for share-based payments of £74,000 (2011 £38,000 credit) a4l of whnch anses from transactions

accounted for as equity-settled share-based payment transactions

The total of Directors’ emoluments 1s £386,000 (2011 £439,000) The aggregate value of contnbutions paid to money purchase pension schemes

ncludes £7,000 (2011 £6,000) in respect of two Directors {2011 two}

Amounts pard to the highest paid Director are £148,000 (2011 £144,000) plus a conirbution paid to the money purchase pension scheme of £4,000

(2011 £3,000}

The average number of employees during the year was made up as follows

30 September 30 September

2012 2011

Number Number

Production 166 171
Administration and sales 41 40
207 211

The information required by Schedule 5 of the Large and Medium Sized Companies and Groups (Accounts and Reports) Regulations 2008 1s contained
in the Remuneration report under Directors’ emoluments, pension contributions, Directors' shareholdings and Directors’ share aptions
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5 Finance costs payable and revenue receivable
{a) Finance costs

30 September

41

30 September
2011

2012
Interest payable £ 000 £ 000
Whrite-off of unamortised arrangement fees on loans repaid 10 —
Bank loans and overdrafts 81 112
91 112
(b) Finance revenue
30 September 30 September
2012 2011
Interest recanvable £'000 £000
Bank interest recewvable 15 1
6 Taxation
30 September 30 September
2012 2011
£ 000 £ 000
Current tax
UK corporation tax 985 941
Corporation tax {over)/under provided n prior years {6) 18
Total current tax charge 979 959
Deferred tax
Effect of change in tax rates (38) (56}
Orngination and reversal of temporary differences 43) (38)
Total deferred tax credit 81 (84)
Tax charge in the income statement 8938 865
Tax relating to items credited to equity
30 September 30 Septermber
2012
£'000 £000
Deferred tax
Tax on share-based payments (43) N
Total deferred tax credt (43) N
Tax credit In the statement of changes in equity (43) (7

Reconciliation of the total tax charge

The effective tax rate of the tax expense in the income statement for the year 15 21% (2011 24%) compared with the average rate of corporation tax

in the UK of 25% (2011 27%) The differences are reconciled below

30 September 30 September
2012 2011
£ D00 £000
Accounting prafit before tax 4,195 3,557
Accounting profit multiphed by the UK average rate of corporation tax of 25% (2011 27%) 1,049 960
Effects of
Expenses not deductible/{income not chargeable) for tax purposes (5) &
“Gan’ on exercise of share options aflowable for taxation purposes but not reflected in the income statement {45) {29)
Depreciation in respect of non-qualfying items 48 49
Enhanced tax relefs {135) 93)
Difference in tax rates (8) 4
Tax aver provided in prior years (6} (18)
Total tax expense reported in the income statement 898 865
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6. Taxation continued

Factors that may affect future tax charges
Under current tax legislation, some of the amortisation of licences will continue to be non-deductible for tax purposes

Under HMRC’s R&D tax credit scheme, the Group will receive an uplift of 100% on qualifying R&D expenditure for tax purposes incurred in the six months
ended 31 March 2012 and 125% on expenditure incurred from 1 April 2012 Until the financial year 2006, where R&D expenditure has been capitalised,
the benefit of the uplift 1s only recognised as the asset 1s amortised The unrecogrised element relating to the year ended 30 Sepiember 2005 and priot,
at 30 September 2012 was £40,000 (2011 £50,000) Following changes to HMRC’s rules which tock effect for financial year 20086, the uplift on
expenditure which has been capitalised in any year 1s recognised in that year

The “gain” on the exercise of share options, being the difference between the grant/exercise price and the market value at the time of exercise, s allowable
as a tax deduchion from profits although it 1s not reflected within the income statement These gains will anse in future years but their timing and amount
1S uncertain

There are ne tax losses to carry forward at 30 September 2012 (2011 £NIl)

The UK government has announced its intention te reduce the UK corporation tax rate to 22% by 1 Apnl 2014 The reduction from 28% to 26% was
substantively enacted on 29 March 2011 and came into effect on 1 April 2011 A reduction from 26% to 25% from 1 Apnl 2012 was substantively
enacted on 5 July 2011 and was intended to come into effect on 1 April 2012 However, in the Budget Speech an 21 March 2012 the Chancellor
announced that the rate from 1 Apnl 2012 would instead be reduced to 24% rather than the enacted rate of 25% Thus 24% rate was substantively
enacted on 26 March 2012 In addition, the main rate from 1 Apnl 2013 to 31 March 2014 will be 23% and this rate was substantively enacted on
3 July 2012 This rate of 23% has been applied to the deferred tax assets/liabilities ansing at the balance sheet date

The future tax charge wili also be affected by the reduction in the man rates of capital allowances from 20% to 18% and from 10% to 8% with effect
from 1 Apnl 2012

7 Dmdends

The Directors propose the payment of a final dividend of 5 Sp per share (2011 5 6p), payable on 15 March 2013 to shareholders on the Register of
Members on 1 March 2013 This dividend has not been accrued in these financial statements The dividend payment will amount to some £880,000

30 September 30 September
2012 2011
£'000 £000

Ordinary dividends on equity shares
Final dwidend of 5 Op per ordinary share paid on 25 February 2011 — 735
Interim dividend of 2 1p per ordinary share paid on 29 July 2011 — 309
Final dividend cf 5 6p per ordinary share paid on 24 February 2012 830 —
Intenim dividend of 2 6p per ordinary share paid on 27 July 2012 387 —
1,217 1,044

8 Earnings per share

Basic EPS is calcutated by dividing the profit attributable to ordinary equity holders ¢f the Company by the weighted average number of ordinary shares
in issue during the year All activities are continuing operations and therefore there 1s no difference between EPS ansing from total operations and EPS
ansing from continuing operations

Weighted Weighted
average average
number number
Eamings of shares. EPS Earnings of shares EPS
P 30 Sep 30 Septembs 30Seplember  30September  30September
2012 2012 2012 2011 2011 2011
£ 000 Thousands Pence £ 000 Thousands Pence
Profit on ardinary actmities after taxation 3,297 14,833 222 2,692 14,718 183

Basic EPS 3,297 14,833 222 2,692 14,718 183
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8. Earnings per share continued
The weighted average number of shares for diluted EPS 1s calculated by including the weighted average number of potentially dilutive shares under ophion

Welghted Weighted
average average
number number
Eamings of shares EPS Earnings of shares EFS
30 Sep 30 Sep 30 30Selember  30September  30Septamber
2012 2012 012 2011 2011 2011
£ Q00 Thousands Pence £ 000 Thousands Pence
Profit on ordinary actvities after taxation 3,297 14,833 222 2,692 14,718 183
Weighted average number of shares under option — 209 03 — 124 (02)
Oituted EPS 3,297 15,042 219 2,692 14,842 181
9. Intangible assets
Patents and Developrment
Softwara Goodwill hicences expenditure Total
£000 £000 £000 £ 000 £000
Cost
At 30 September 2010 374 235 2,128 1,824 4,561
Additions 68 —_ 5 224 297
At 30 September 2011 442 235 2,133 2,048 4,858
Additions 30 — 60 146 236
Disposals — — (300} (136) {436)
At 30 September 2012 472 235 1,893 2,058 4,658
Amortisation and impairment
At 30 September 2010 274 — 1,219 1,199 2,692
Provided dunng the year 54 — 125 le4 343
Impairment - — 1 11 12
At 30 September 2011 328 — 1,345 1,374 3,047
Provided during the year 46 — 125 179 350
Disposals — — {216} (136) (352}
At 30 September 2012 374 — 1,254 1,417 3,045
Net book value at 30 September 2012 98 235 639 641 1,613
Net book value at 30 September 2011 114 235 788 674 1,811
Net book value at 30 September 2010 10 235 909 625 1,869

As from the date of transition to IFRS, goodwill 1s no longer amertised but 1s now subject to an annual impairment test

Impairment of goodwill

The goodwill of £235,000 relates to the operations of Intasolve Limited, which were merged into the business of Zytronic Displays Limited
on 1 September 2002

Zytronic Displays Lirmited operates in one continuing area of activity, which 15 the lowest level at which goodwll 1s monitored for internal purposes
That actvity has demonstrated underlying growth in sales revenues, gross profit margmns, profitability before tax and cash generation over recent years

The recoverable amount of goodwill has been determined based on a value-in-use calculation for the cash-generating unit using cashflow projections
based on financial budgets and forecasis approved by sentor management covering a three-year penod Growth has been extrapolated forward from
the end of the forecasts, using a growth rate of 3% which reflects the Directors’ view of the long term growth rate in the business
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9. Intangible assets continued
impairment of goodwill continued
The cashflows for the cash-generating unit have been discounted using a discount rate of 10%, based on the Greup's weighted average cost of capital

The cafculation of value In use 1s most sensitive to the forecast operating cashflows, the discount rate and the growth rate used to extrapotate cashflows
beyond the budget pertod The operating cashflows are based on assumptions of revenue, cost of sales and general overheads These assumpiions are
influenced by several factors both internally and externally

The Directors consider the assumptions used to be consistent with the histoncal performance and to be realistically achievable in hght of economic
and industry measures and forecasts It 1s believed that any reasonably possible movement on assumptions witl not lead to an impairment and we
have therefare not presented any sensitimty analysis

10 Property, plant and equipment

The amounts carried in the balance sheet comprise

Freenold 'neas::ﬁr;g Plant and
Land property property machinery Total

£000 £000 £000 £000 £ 000
Cost
At 30 September 2010 207 3,068 2,155 7858 13,288
Addihions — 2 3 534 539
Disposals — — — {148} (148)
At 30 September 2011 207 3,070 2,158 8,244 13,679
Additions — — 151 667 818
Disposals — — — (599 {599)
At 30 September 2012 207 3,070 2,309 8,312 13,898
Depreciation and impairment
At 30 September 2010 — 165 121 4,625 4,90
Imparment — — — 131 131
Provided during the year — 61 55 555 671
Disposals — — — (137} (137}
At 30 September 2011 — 216 176 5,174 5,566
Impairment — — — 27 27
Provided during the year — 62 55 545 662
Disposals — — — (588} (588)
At 30 September 2012 — 278 231 5,158 5,667
Net book value at 30 September 2012 207 2,792 2,078 3,154 8,231
Net book value at 30 September 2011 207 2,854 1,982 3,070 8,113
Net book value at 30 September 2010 207 2,913 2,034 3,233 8,387

The impairment charge of £27.000 relates to assels wntten down to NIl net book value as these assels are no fonger regularly used within production
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11 Inventories

30 September

45

30 September

2012 2011
£ 000 £000
Raw matenals and consumables 1,716 1,847
Work in progress 533 472
Fiushed goods 1,192 435
3441 2,754
The difference between purchase price or production cost of stocks and therr replacement cost 1s not matenal
The amount of wnte-down of inventories recogrised as an expense 1s £48,000 (2011 £58,000), which 1s recognised in cost of sates
12 Trade and other receivables
(a) Current assets
30 September 30 September
2012 2011
£ 000 £000
Trade recewables 2,831 3,752
VAT recoverable 94 129
Prepayments 165 140
3,090 4,021
Trade recewvables are denominated in the following currencies
30 September 30 September
2012 2011
£'000 £000
Sterling 665 1,011
US Dallar 1,154 1,521
Euro 1,012 1,220
2,831 3,752

Out of the carrying amount of trade recevables of £2 8m (2011 £3 8m), £1 7m (2011 £2 Om) 1s the amount of debts owed by three ma)jor customers
Regular reviews are undertaken on these major customers so as to ascertain that there are no going concern 1ssues with them

Trade recevahles are non-interest-bearing and are generally on 30 to 60 days’ terms They are shown net of a provision for impairment

As at 30 September 2012, trade recevables at a nominal value of £15,000 (2011 £37,000) were impaired due to poor payment history Movernents

in the provision for impairment of trade receivables were as follows

£000
At 30 September 2010 52
Charge for the year 24
Utilised (39}
At 30 September 2011 37
Charge for the year 2
Utilised (24)
At 30 September 2012 15
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12 Trade and other receivables continued

(a) Current assets continued
At 30 September, the ageing analysis of trade receivables overdue but not impaired s as follows

Past due but not mpairad

Neither past due <three months »three months Tetal

nar impaired £000 £000 £ 000

2012 1,821 963 a7 2,831
2011 2,871 890 Q) 3,752

The good credit quality of trade recewvables at 30 September 2012 is reflected in the improved ageing of the year-end recevables, in comparison to the
prior year, and the reduction of the mpairment provision Credit imits are set for each customer, using Dun & Bradstreet credit reports as appropnate,
or pro-forma mnvoices are raised, or cash up front 1s receved for a new customer where a credit imit 1s not easily established Slow payers are chased
vigorously, ncluding making use of solicitors in the collechon process The credit quality of trade receivables that are neither past due or impaired

1s assessed by reference to external credit ratings where available, otherwise histoncal information relating to counterparty default rates i1s used

{b) Non-current assets

30 September 30 September

2012 2011

£'000 £000

Royalty prepayments 413 296
13 Cash and short term deposits

30 September 30 September

2012 2011

£'000 £000

Cash at bank and 1n hand 3,156 1,302

Short term deposits 2,252 3,211

Bank overdrafts (1,191) —

4,217 4513

Cash at bank earns interest at floating rates based on dally bank deposit rates Short term depasits are made for vanable lengths being overmight,
three months or one year (with break conditicns), depending on the immediate cash requirements of the Group, and earn interest at vaniable rates

During the year the Group changed its provider of banking faciities from Lloyds TSB Bank pic to Barclays Bank pic Under this new arrangement,
the Group has a nght to a cash pooling facibty and now reports its cash and short term deposits on a net basis

At 30 September 2012, the Group had available 2 net £1m overdraft fachity from Barclays Bank pic which will fall for review in Apnt 2013

For the purpose of the consolidated cashflow statement, cash and cash equivalents comprise the following

30 September 30 September

2012 2011

£'000 £000

Cash at bank and in hand 3,156 1,302
Short term deposits 2,252 3,211
Bank overdraft (1,191) {1,935)
4,217 2,578

The fair value of cash and cash equivalents 15 £4 2m (2011 £2 6m)
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14, Trade and other payables

30 September
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30 September

2012 2011
£ 000 £000
Trade payables 1,182 1,647
Other taxes and social security costs 117 131
1,299 1,778
Accruals 1,016 1118
2,315 2,896
Terms and condshons of the above financial labikties
* {rade payables are non-Interest-bearing and are normally settled on 30-day terms
15 Financial habilities — current
30 September 30 September
2012 2011
£000 £000
Bank gverdrafts — 1,935
Bank loans {(notes 18(a}, 18(k) and 18{c)) 200 331
200 2,266

Following the transfer of banking to Barclays Bank dunng 2012, the Group operates under a pooling arrangement whereby overdrafts are offset against

credit balances Therefore there is not separate disclosure in financial habihkes of the 2012 overdraft balances

16 Government grants

30 Sepie;ahlezr 30 Septe;'lcl’)f]r

£000 £000

At 1 October 289 481
Released to the income statement (192) {192)
At 30 September 97 289
Current 97 192
Non-current — 97
97 289

Government grants have been receved following the purchase of certain tems of property, plant and equipment and the pratection of jobs in the Cempany

There are no unfulfilled conditions or contingencies attached to these grants

17. Financial habilities - non-current

30 September 30 September

2012 2011

£000 £000

Bank loans {notes 18(a), 18(b) and 18(c)) 1,735 1,722
1,735 1,722
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18 Bank loans

(a) Property mortgage

0On 13 January 2006, Zytrome ple drew down funds under a ten-year mortgage with Lloyds TSB Bank plc under which it borrowed £750,000,
repayable by monthly instalments The loan Is secured against its freehold interest in Britannia Court, the freehold factory premises which it acquired
In January 2006 Interest 1s payable at 1 25% abaove that bank’s base rate This loan was paid off on 1 July 2012

(b} Property mortgage

On 4 June 2009, Zytronic plc boirowed £2 25m under a ten-year mortgage with Allance & Leicester Commercial Bank, repayable by monthly
tnstalments The lgan is secured against its freehold interest in Haworth Court and its interest in a 999-year long leasehold on its third factory Previous
to the acquisitions of these Interests, the Group occupied these prermses on leases expining In 2019 Interest 1s payable at 2 5% above three-month
LIBCR The balance 1s shown net of 1ssue costs which are being amortised over the Iife of the lcan This loan was paid off on 1 July 2012

{c) Property mortgage

On 29 June 2012, Zytronic ple borrowed £2 Om under a ten-year moerigage {to be refinanced after five years) with Barclays Bank plc to re-mortgage
the borrowings on its three properties The funds are repayable in quarterly instalments of £50,000 Interest 1s payable at 2 35% above three-month
LIBOR, offset by a Naticnal Loan Guaraniee Scheme subsidy The balance 1s shown net of 1ssue costs which are being amortised over five years

19 Obligations under leases
Minmum lease payments under non-cancellable operating leases are as follows

30 September 30 September
2012 2011
Group as lessee £'000 £000
QOperating leases which expire
- not tater than one year 33 23
— later than one year and not later than five years 46 21
— later than five years 1 6
80 50
20 Deferred taxation hability/{asset)
The deferred tax included in the balance sheet is as follows
30 September 30 September
2012 2011
£000 £000
Deferred tax hability
Accelerated capital allowances 554 6l4
R&D tax credit 135 152
Other 9 11
698 777
Deferred tax asset
Share-based payment (95} (51
Pension asset [9))] —
{96} (51}

Disclosed on the balance sheet 602 726
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20 Deferred taxation liabiltity/{asset) continued

The deferred tax included in the Group income statement 1s as follows
30 September 30 September

2012 2011
£000 £000

Deferred tax in the iIncome staternent
Accelerated capital allowances (31 (51)
R&D tax credits (5) 25
Share-based payment (6) (Y]
Other (1) &)
(a3) (38)
Effect of change In tax rates (38) (56)
Deferred income tax expense (81) (94)

21. Financial nsk management policy and financial instruments

The Group’s principal financial instruments comprise one secured bank loan, an overdraft facility and cash The main purpose of these financtal
instruments 1s to raise finance for the Group's operations The Group has various other financial instruments such as trade receivables and trade
payables, that anse directly from s operations

The main nsks associated with the Group’s financial assets and flabilities are set out below

Credit nsk

The nisk of financial loss due to a counterparty’s failure to honour its obligations anises principally in relation 1o transactions where the Group provides
goods on deferred terms

Group policies are aimed at minimising such losses and require that deferred terms are granted only to customers who demonstrate an appropreate
payment history andfor satisfy creditworthiness procedures Individual exposures are monitored with customers sutsject to credit imits to ensure that
the Group's exposure to bad debts 1s not significant Goods may be sold on a cash-with-order basis to mitigate credit risk

Management's assessment of the maximum credit nsk exposure relating to financial assels Is represented by the carrying value as at the balance
sheet date

Liquidity nisk

The Company aims to mitigate liquidity sk by managing cash generated by its operations Capital expenditure s approved at Group level

Flexibihity 1s maintained by retaining surplus cash in readily accessible bank accounts

The Group has an unsecured net overdraft facility of £1 Om arranged with its principal banker, Barclays Bank plc  This facility extends until 30 Apnl 2013
and 15 to provide funding for working capital

In January 2006, the Company acquired a freehold property and in May and June 2009 the Company acquired the freehold of, and a 999-year lease
on, its existing two leased factories To manage liquidity risk, the Company part-funded these acquisittons using two secured property loans, each
repayable over ten years In June 2012 these two loans were repaid and were replaced by a new secured property foan of £2 Om repayable in 20 quarterly
instaiments of £50,000, with the balance aof £1 Om to be refinanced in 2017

The Group entered into a US Dollar forward extra contract in June 2012 to protect itself against adverse movements in the exchange rate A series
of 12 one-monthly contracts may be triggered depending on the movement of the USD rate within each manth A protection rate of $1 555 offers the
worst case scenario for exchange with the tngger rate being granted at $1 450 Movements between these 1wo rates offer the best possible outcome

The table overleal demonstrates the possible outcomes based on the worst case scenanio rate of $1 555
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21. Financial sk management policy and financial instruments continued

Liquidity risk continued
Year ended 30 September 2012

Financial statements

o

deman: <3 months 3-12 montha 1-5 years >5 years Total
Detlvative tinancial Ilabllitles £ 000 £ 000 £'000 £'000 £000 £000
Gross settled
Foreign exchange forward contracts — outflow — (1,543) 4,631) — - (6,174)
Foreign exchange forward contracts — inflow — 1,543 4631 - — 6,174
Total — — — - — —
Year ended 30 September 2011 o

n

demand <3 months 3-12 menths 1-5 years >D years Total
Denvative financial habiliies £ 000 £000 £ 000 £000 £ 000 £ 000
Gross settled
Foreign exchange forward contracts — outflow - {1,500} 4,500} — — (6,000}
Foreign exchange forward contracts - inflow — 1,500 4,500 — - 6,000
Total — — — — —_ o
The matunty preofile in the above tables reflects only one side of the Group's iguidity posstion
Maturity profile of financial habilities
Year ended 30 September 2012 o

n

demand <3 months 3-12 months 1-5 years =5 yearsy Total
Non derfivative financial habilities £ 000 £ 000 £'000 £'000 £'000 £'000
Interest-bearing loans and borrowings — 48 195 2,006 — 2,249
Trade and other payables 1,848 350 — — — 2,198
Total 1,848 398 195 2,006 — 4,447

Interest-beaning Yoans and borrowings comprise principal repayments due of £1 9m and contractual interest payments of £0 3m Interest 15 calculated

based on interest rates prevailing at the balance sheet date

Year ended 30 September 2011

an
“Tooo < Eoos o 'fooo tooo Zow £ 000
Interest-bearing loans and borrowings 1,935 7a 293 1,809 66 4,177
Trade and other payables 2,33¢ 426 — — —_ 2,765
Total 4,274 500 293 1,809 66 6,943
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21. Financial nsk management policy and financial instruments continued
Fareign exchange nsk

The Group's policy 1s that no tradig in financial instruments should be undertaken Spot contracts and forward currency contracts are used to sell
surplus US Dollars and Euras, generated from sales less purchases in those currencies The Group looks to use natural hedging as the main basis
of mimimising its exposure to these currencies, and this s particularly the case with Euros

Foreign currency nisk i1s the nisk that the fair value of future cashflows of a financial instrument will fluctuate because of changes In foreign exchange rates
The Group’s exposure to the nsk of changes In foreign exchange rates relates primarily to the Group's operating activities {when revenue or expense
are denominated in a different currency from the Group’s functional currency)

The following table demonstrates the sensitivity to a reasonably possible change in the US Dollar and Euro exchange rate, with all other vanables held
constant, of the Group's profit before tax (due to changes in the fair value of monetary assets and liabilities and fair value movements on forward
currency contracts)

Effect on profit Effect on profit
Change in before tax Change in before tax
US Dollar rate £000 Euro rate £000
2012
Sterling +5% 9 +5% {15)
~5% 9 -5% 16
201
Sterhing +5% (1) +5% (1}
-5% 2 -5% 1

Interest rate nisk

The Group has not sought to tie itself into fixed rate debt but has nstead accepted a degree of interest rate nsk frem having only floating rate debt
This 1s because the Group bas positive net cash balances, a relatively low level of borrowings and estinates that an increase of 1% In interest rates
would not have a maternial effect an the Group's pre-tax profits

The main risks arising from the Group's financial instruments are as follows
+ foreign currency nsk — the magnitude of this nsk that has ansen over the pencd 1s detalled overleaf, and

* Interest rate nsk on floating rate financial hablities to the extent not covered by interest rate benefit on floating rate financial assets — details of floating
rate financial labilities and assets are overleaf

The following table demonsirates the sensibwity to a reasonably possible change in interest rates, with all other vanables held constant, of the Group's
profit before tax (through the mpact on floating rate borrowings) There 1s no impact on the Group's equity
Effect

Increass! on profit
decrease in belare tax
basis poinis £000

2012

Sterling +100 (21}
~100 21

2011

Sterling +100 (19)
-100 19

The floating rate financial assets comprise cash The benchmarks for floating rates on both llabilities and assets 1s LIBOR and Bank of England hase rate
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21. Financial nsk management policy and financial instruments continued
Fair values of financial assets and financial liabilities
The fair value of all financial assets and habilities 1s not significantly different to their carrying amount

Capital management
The Group's policies an capital management are included in the Directors’ report on page 23

22. Share capital and share-based payments
{a) Share capital

2012 2011
Nurnber Number 2012 2011
Thousands Thousands £'000 E000
Authorised
Ordinary shares ¢f 1p each 25,000 25,000 250 250
Allotted, called up and fully pad
Ordinary shares 1p each — 14,734 149 147
{b} Share premium
£000
At 1 October 2011 6,588
Increase for cash on exercise of share options 274
At 30 September 2012 6,862

(c) Share-based payments
Senior Executive Plans and EMI Scheme

Share gptions are granted o semar executives al the discretion of the remuneration committee The exercise price of the options 1s based on the market
price of the shares af the date of grant The ophons vest three years from the date of grant The contractual hiie of each option granted 1s ten years

There are no cash settlement alternatives

All Employee Share-option Plan, the Sharesave Scheme

Pericdically the Board of Directors will agree te the setting up of a new Sharesave Scheme for all employees under the SAYE regulations Ali employees
are entitled to apply for a grant of options once they have been in service for three months The oplions will vest if the employee remains in service for
a pencd of three or five years from the date of grant The exercise price of the options i1s equal to the market price of the shares less a discount decided
by the Board of Directors on the date of grant The contractual life of the options is three or five years with a six-month exercise period
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22. Share capital and share-based payments continued

(c) Share-based payments continued

All Employee Share-optton Plan, the Sharesave Scheme continued
During the year the Group had three share option schemes in place an Unapproved Executive Option Scheme, an Enterpnise Management Incentive

{“EMI”) Scheme and a Sharesave Scheme Under the EMI scheme, options to subscribe for the Company's shares have been granted as follows
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Granted Exercised Lapsed
30 September dunng dunng dunng 30 September
201t year year year 2012 Exercize Option
Number Nurnber Nurnber Number Number dates price
28 February 2011 to
Unapproved Executive Scheme 12,700 — — — 12,700 27 February 2018 216 5p
29 March 2014 1o
30,000 — — — 30,000 28 March 2021 172 8p
1 April 2013 to
Sharesave Scheme (2009) — five-year term 19,546 — — — 19,546 30 September 2013 2200p
16 March 2006 to
EM! Scheme 100,000 - 7,000 — 93,000 15 March 2014 700p
18 January 2008 1o
75 350 — 58,168 — 17,182 17 tanuary 2015 145 5p
11 January 2009 to
40,000 — — —_ 40,000 10 January 2016 274 5p
28 February 2011 to
85,300 — 68,000 — 17,300 27 February 2018 216 5p
19 February 2012 to
36,500 — 36,500 —_ —_ 18 February 2019 106 0p
15 July 2013 to
82,500 — - —_ 82,500 15 July 2020 177 5p
6 October 2013 to
77,250m — — — 77,250 5 October 2016 176 0p
29 March 2014 to
64,850 — — — 64,850 28 March 2021 172 8p
29 March 2014 to
46,000 — — —_ 46,000 28 March 2021 216 Op
25 January 2015 to
— 95,523 — — 95,523 24 January 2022 243 5p
25 danuary 2015 to
— 20,000 — — 20,000 24 January 2022 194 8p
25 January 2016 to
— 20,000 — — 20,000 24 January 2022 194 8p
25 January 2017 to
— 20,000 — — 20,000 24 January 2022 194 Bp

1 Of the 77 250 shares issued on 5 October 2010, 40 000 shares are “parallel” shares ssued to recipients of simiar sized grants in 2006 (exercisable between 11 January 2009
and 10 January 2016 at 274 5p} Each indwdual 15 allowed to exercise the apprapriate number of shares under either the 2006 grant or the 2010 grant (hence the term
“parallel™} but not under both The exercise of one grant autornatically termunates the other grant

Performance condittons have not been attached to the share options awarded under the EMI Scheme
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22. Share capital and share-based payments continued
(c) Share-based payments continued

Income statement expense for year ended 30 September 2012

The expense recognised for share-based payments in respect of employee services received durning the year to 30 September 2012 1s £74,000
(2011 credit of £38,000)

The following table lustrates the number and weighted average exercise prices (“WAEP™) of, and movements in, share options during the year

2012 2011

2012 WAEP 2011 WAEP

Number Pence Number Pence

Qutstanding at 30 September* 869,996** 167 6 761,215 1552
Granted during the year 155,523 2247 218,100 1207
Lapsed during the year —_ — (86,281} 1281
Exercised during the year (169,668} 162 3 {23,038) 1681
Qutstanding at 30 September 855,851+ 1639 869,996 1676
Exercisable at 30 September 180,182 1106 313,350 166 8

*  Included within this balance are options aver 93,000 (2011 100,000) shares that have not been recognised in accordance with IFRS 2 as the opbons had vested
before | October 2006 These optrons have not been subsequently modified and therefore do not need to be accounted for in accordance with IFRS 2
** Included within this balance are 200,000 shares belonging to the Director's share incentive scheme

For the share options outstanding as at 30 September 2012, the weighted average remaining contractual life i1s six years {2011 five years}

There were four grants of options during the year The weighted average fair value of options granted dunng the year was 67 6p (2011 64 4p)
The range of exercise prices for options outstanding at the end of the year was 70 Op to 274 5p {2011 70 0p to 274 5p)

The far value of equity-settled share options granted 1s estimated as at the date of grant using a model designed by the Quoted Company Allance
{based on a Black-Scholes-Merton model}, taking inte account the terms and conditions upon which the options were granted The following table hsts
the inputs to the model used for the years ended 30 September 2012 and 30 September 2011

2012 2011
Dmdend yield 34% 33%
Expected share prnice volatility 350% 350%
Risk-free interest rate 5 8% 4 8%
Expected Iife of option {years) 30to 70 30t050

The expected life of the options 1s based on historical data and 1s not necessarily indicative of exercise patterns that may accur The expected volatility
reflects the assumption that the historical volatility 1s indicative of future trends, which may alse not necessarily be the actual autcome

No other features of options grant were incorporated into the measurement of fair value

{d) Director's share incentive scheme

Share incentive scheme for Mark Cambridge, Chief Executive

The remuneration committee agreed an incentive award scheme for Mark Cambridge Chief Executive, to offer im up to 200,000 shares at a price
of 25 Op per share to vest based on specified performance criteria

These are measured by an EPS calculated on the audited pre-tax profit and a standard 28% tax charge The EPS cnitena are shown below

Perforrmance cnteria

Lawer imit Upper hirmit
EPS Shares EPS Shares
Pence to vest Pence 1o vest
Year to 30 September 2009 (year 1) 135 80,000 150 100,000
Year to 30 September 2010 (year 2) 183 60,000 220 80,000

Year to 30 September 2011 (year 3) 245 60,000 245 20,000
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22 Share capital and share-based payments continued
(d) Director's share incentive scheme continued

Share incentive scheme for Mark Cambridge, Chief Executive continued
Vesting 1s

¢ the entitlement to buy, which doesn’t disappear once earned,

* pro rata between the upper and lower hmis,

* timed on signature of audited accounts with a clean audit report, and

* cumulative, e g 200,000 shares can vest in year 3 1f the upper mit 1s reached, even If the lower mits have not been achieved in the previous years

If the 24 5p EPS cnitena 1s not achieved in year 3, there will still be an opportunity for shares to vest In year 4 (io 30 September 2012) or year 5
(to 30 September 2013) on the achievernent of 24 5p EPS on the basis that, on achievement, the maximum total entittement reduces to 125,000 shares
or 50,000 shares respectively, or the number of shares already vested if that i1s greater

Vesting will also take place in the event of a successful takeover and will be based on the takeover price, with full vesting at a share prnice of 500p
and pro rata vesting down to a price of 300p as follows

* 1,000 shares for each 1p above 300p up to 500p until 30 September 2011, reduced for any shares which have already vested,
* 625 shares for each 1p above 300p up to 500p between 1 October 2011 and 30 September 2012, reduced for any shares which have already vested, and
* 250 shares for each 1p above 300p up to 500p between 1 Qctober 2012 and 30 September 2013, reduced for any shares which have already vested

23, Capital commitments
Amounts contracted for at 30 September 2012 but not provided n the financizl statements amounted to £94,000 (2011 £267,000) for the Group

24 Pension scheme commitments

Contributions for the year ended 30 Septernber 2012 amounted to £62,000 (2011 £56,000) and the outstanding contributions at the baltance sheet
date were £5,000 (2011 £5,000) The Group 1s a member of a group personal pension scheme which 1s a defined contribution scheme Contributicns
are charged to the iIncome statement as they become payable in accordance with the rules of the scheme

25. Related party transactions

There are no related party transactions required to be disclosed in the financial statements

The key management personnel are considered to be the Directors of the Group The following table highhghts the remuneration payable to the Directors

2012 2011

£000 £000

Salares/fees 352 393
Bonuses 34 46
Pension contributions 6 6
Share-based payments 2 2
394 447

26. Guarantees
Zytronic plc has given a guarantee to Barclays Bank plc in connection with the overdraft facility detailed in nole 21
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Five-year summaries
Consclidated income statement
For the five years ended 30 September 2008 to 2012

2012 2011 2010 2009 2008

£'000 £000 £000 £000 £000
Group revenue 20424 20,488 18,483 15,921 14,717
Cost of sales 13,008 13,574 12,589 10,514 9,978
Gross profit 7416 6914 5,854 5,407 4,739
Distribution costs 243 239 231 183 217
Adrmirustration expenses 3,089 3,194 2,738 2,850 2,675
Group trading profrt 4,084 3481 2,925 2,374 1,847
Other cperating income 187 187 112 20 27
Group operating profit from continuing activities 4,271 3,668 3,037 2,394 1,874
Finance costs 91 112 126 98 146
Finance revenue 15 1 13 4 12
Profit from continuing operations 4,195 3,657 2,824 2,300 1,740
Tax expense 898 865 736 593 677
Profit for the period from continuing operations 3,297 2,692 2,188 1,707 1,063
Eamings per share
Basic 22 2p 18 3p 14 9p 11 6p 73p
Diluted 219p 18 1p 14 8p 11 5p 72p
Dividends per share 82p 71p 58p 42p 30p

The results for all the above years derive from continuing operations

Dividends are shown in the accounts n the year in which they are paid
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2012 2011 2010 2009 2008
£'000 £000 £000 £000 £000
Assets
Non-current assets
Intangible assets 1,613 1,811 1,869 1,974 2,058
Property, plant and equipment 8,231 8113 8,387 8,375 5,315
Trade and other receivables 413 296 198 210 210
10,257 1C,220 18,454 10,559 7583
Current assets
Inventories 3,441 2,754 2,588 2,503 2,496
Trade and other receivables 3,090 4,021 3,466 3,110 3.039
Cash and short term deposits 4,217 4,513 1,505 739 1,260
10,748 11,288 7,559 6 352 6,795
Total assets 21,005 21,508 18,013 16,911 14,378
Equity and habilites
Current liabilities
Trade and other payables 1,299 1,778 1,582 1,306 1,480
Financial iabilities 200 2,266 669 1,442 1,182
Accruals 1,016 1,118 600 574 533
Taxation habibties 476 502 357 300 341
Government grants a7 192 192 — —
3,088 5,856 3,400 3,622 3,536
Non-current hiabilhes
Financial hiabibties 1,735 1,722 2,045 2,428 1,088
Deterred tax hiabilites {net} 602 726 827 820 817
Government grants — g7 289 43 a5
2,337 2,545 3,161 3,291 1,960
Total habilitres 5,425 8,401 6,561 6,913 5,496
Net assets 15,580 13,107 11,452 9,998 8,882
Caprtal and reserves
Equity share capital 149 147 147 147 147
Share premium 6,862 6,588 6,550 6,479 6,479
Revenue reserve 8,569 6,372 4,755 3,372 2,256
Total equity 15,580 13,107 11,482 2,998 8,882
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Statement of Directors’ responsibilities
In relation to the Parent Company financial statements

The Directars are responsible for preparing the annual report and financial statements in accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have elected to prepare
the financial statements in accordance with United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards and
applicable law) These financial statements are required by law te give a frue and fair view of the state of affairs of the Company and of the profit
ar loss of the Company for that period In preparing those financial statements, the Directors are required to

* select sutable accounting policies and then apply them consistently,
¢ make judgements and estimates that are reasonable and prudent,

* state whether applicable UK Accounting Standards have been followed, subject to any matenal departures disclosed and explained in the financial
statements, and

* prepare the financial statements on the going concern basis unless It 1s Inappropriate to presume that the Company will continue in business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company's transactions and disclose
with reasonable accuracy at any time the financial pesition of the Cempany and to enable them to ensure that the financial statements comply with the
Companies Act 2006 They are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention
and detection of fraud and cther irregularities

The Directors are responsible for the maintenance and integrity of the corporate and financial information included on the Company's website
Legislation in the UK governing the preparation and dissemination of financial statements may differ from legislation in other jurisdictions

The Directors confirm that the financial statements comply with the above requirements
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Parent Company auditors’ report
To the members of Zytronic plc

Independent auditors' report to the members of Zytronic ple

We have audited the Parent Company financial statements of Zytromie: plc for the year ended 30 September 2012 which compnse the balance sheet
and the related notes 1 to 13 The financial reporting framework that has been apphed in ther preparation 15 applicable law and United Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

This report 1s made solefy to the Company's members, as a body, In accordance with Chapter 3 of Part 16 of the Companies Act 2006 Our audit work

has been undertaken so that we might state {o the Company’s members those matters we are required to state to them in an auditors’ report and for no
aother purpose To the fullest extent permitted by law, we do not accept or assume respensibility to anyone other than the Company and the Company's
members as a body, for our audit work, for this report, ar for the opinions we have formed

Respective responsibilities of Directors and auditors

As explained more fully in the Directors’ responsibilities statement set out on page 58, the Direclors are responsible for the preparation of the Parent
Company financial statements and for being satisfied that they give a true and fair view Our responsibility 1s to audit and express an opinion on the
Parent Company financial statements in accordance with applicabie law and International Standards on Auditing (UK and Ireland) Those standards
require us to comply with the Auditing Practices Board s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are free from matenal misstatement, whether caused by fraud or error This includes an assessment of whether the accounting
policies are appropriate to the Parent Company's circumstances and have been consistently applied and adequately disclosed, the reasonableness of
significant accounting estimates made by the Directors, and the overall presentation of the financial staterments In addition, we read all the financial
and non-financial information in the Zytronic plc annual report and financial statements to identify material inconsistencies with the audited financial
statements If we become aware of any apparent matenal misstatements or inconsistencies we consider the imphcations for our report

Opinion on financial statements
In our opirion the Parent Company financial statements

* give a true and fair view of the state of the Company's affairs as at 30 September 2012,
* have been praperly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and

* have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matters prescribed by the Companies Act 2006

In our opison

« the information given in the Directors’ report for the financial year for which the financial statements are prepared 1s consistent with the Parent
Company financial statements

Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to you If, In our opinien

* adequate accounting records have not been kept by the Parent Company, or returns adequate for our audit have not been receved from branches
not visited by us, or

# the Parent Company financial statements are not in agreement with the accounting records and returns, or
* certain disclosures of Directors’ remuneration specified by law are not made, or

* we have not received all the information and explanabions we require for our audit

Other matter

: We @ reported separately on the Group financial statements of Zytroruc ple for the year ended 30 September 2012

Annie Graham (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
Newcastle-upon-Tyne

19 December 2012




60

Parent Company balance sheet

At 30 September 2012

Annual Report and Financial Statements 2012

2012

Financial statements

2011

Notes £'000 £000
Fixed assets
Tangible assets 3 4,965 4,926
Investments 4 9,690 9,625
14,655 14,551
Current assets
Debtors
- amounts falling due within one year 5 403 1,323
— amounts falling due after one year 5 2,000 2,000
Cash at bank and in hand 4,033 1,183
6,436 4,506
Creditors amounts faling due within one year 3] 445 498
Net current assets 5,991 4,008
Total assets less current habilities 20,646 18,55%
Creditors amounts falling due after more than one year 7 1,735 1,722
Provisions for liabilties and charges
Deferred tax 9 114 119
18,797 16,718
Capital and reserves
Called up share capital 10 149 147
Share premium 11 6,862 6,588
Profit and loss account 11 11,786 9 583
Shareholders' funds 18,797 16,718

These financial statements have been approved by the Board of Directors on 10 December 2012 and signed on its behalf by

Mark Cambrnidge, B.S¢ Denis Mullan, B Sc , FCA

Gr Finance Director

Chief Executive
19 December 2012

sy Bl
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Notes to the Parent Company financial statements
For the year ended 30 September 2012

1. Accounting policies

(a) Basis of preparation

The financial statements of Zytronic plc were approved for 1ssue by the Board of Directors on 10 December 2012 The financial statements are prepared
under the historical cost convention and in accerdance with applicable accounting standards

A profit and less account 1s not presented for the Company as permutted by Section 408 of the Companies Act 2006 and the Company has taken
the exemptions under FRS 1 not to present a cashflow statement

The Company has taken advantage of the exemption available to parent companies under FRS 29 Financial instruments Disclosures so as not
to provide the information otherwise required by the standard, as the Group's consolidated financial statements, in which the Cempany 1s included,
provide equivalent disclosures under IFRS 7 Financial Instruments and Disclosure

(b) Share-based payments

Equity-settled transactions

The cost of equity-settled transactions with employees s measured by reference to the fair value at the date at which they are granted and s recogmsed
as an expense over the vesting penod, which ends ¢n the date on which the relevant employees become fully entitled to the award Far value 1s
determined using an appropriate pricing model In valuing equity-settled transactions, account 1s not taken of any service performance conditions
(vesting conditrons), other than performance conditions linked to the price of the shares of the Company (market conditions} Any other condittons
which are required to be met in order for an employee to become fully entitfed to an award are considered to be non-vesting conditions Like market
perfarmance conditions, non-vesting conditions are taken into account in determining the grant date fair value

An expense 1s not recognised for awards that do not ultimately vest, except for awards where vesting 1s condtional upon a market vesting condition,
which are treated as vesting wrespective of whether or not the market vesting condition or non-vesting condition 15 satisfied, prowided that all other
non-market vesting conditions are satisfied

At each balance sheet date before vesting the cumulative expense 1s calculated, representing the extent to which the vesting penod has expired
and management's best estimate of the achievement or otherwise of non-market vesting conditions and the number of equity instruments that will
ultimately vest or, In the case of an instrument subject to a market vesting condition er a non-vesting conditton, be treated as vesting as described
abave The movement in cumulative expense since the previous balance sheet date 1s recognised in the income statement, with a corresponding
entry in equity

Where the terms of an equity-setlled award are modified or a new award 15 designated as replacing a cancelled or settled award, the cost based on
the oniginal award terms continues io be recognised over the onginal vesting period In addition, an expense 15 recognised over the remainder of the
new vesting period for the incremental fair value of any modification, based on the difference between the fair value of the original award and the fair
value of the modified award, both as measured on the date of the modiication A reduction 1s not recognised if this difference 1s negative

Where an equity-settled award I1s cancelled {including when a non-vesting condiion within the control of the entity or employee 15 not met), it Is treated
as if it had vested on the date of cancellaton and any cost not yet recognised in the prefit and loss account for the award 15 expensed immedrately
Any compensation pard up to the farr value of the award at the cancellation or settlerment date 1s deducted from equity, with any excess over fair value
being treated as an expense in the profit and less account

The Company records an increase n its investment in subsidianes with a credit to equity equivalent to the FRS 20 costs in the subsidiary undertakings
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Notes to the Parent Company financial statements continued
For the year ended 30 September 2012

1 Accounting policies continued

(c) Tangible fixed assets
Property Is statec at cost less accumulated deprectation and accumulated impairment losses Such cost includes costs directly attnbutabfe to making
the asset capable of operating as intended Borrowing costs attributable to assets under construction are recognised as an expense when incurred

Depreciation i1s provided on all tangible fixed assets, at rates calculated to wnite off the casts, less estimated residual value, of each asset evenly
over its expected useful Iife, as follows

Freehold land - MNil
Freehold property - 50 years
Long leasehold property - 50 years

The carrying values of tangible fixed assets are reviewed for impairment when events or changes in circumstances indicate the carrying value
may not be recoverable The expected useful ives of assets are reviewed annually

(d) investments
Fixed asset investments in subsidianies are shown at cost less provision for impairment

(e) Deferred taxation
The charge for taxation 15 based on the profit for the year and takes inte account taxation deferred because of iming differences between the treatment
of certain items for taxation and accounting purposes

Deferred tax 1s recognised in respect of all timing differences that have onginated but not reversed at the balance sheet date where transactions or
events that result in an obfigation to pay more, or a right to pay less, tax in the future have occurred at the balance sheet date, with the exception of
deferred tax assets which are recognised only to the extent that the Directors consider that it 1s more likely than not that there will be surtable taxable
profits from which the future reversal of the underlytng timing differences can be deducted

Deferred tax 1s measured on a non-discounted basis at the tax rates that are expected to apply in the penods in which tirming differences reverse,
based on tax rates and laws enacted or substantively enacted at the batance sheet date

{f) Interest-bearing loans and borrowings

All Interest-bearing loans and berrowings are imihially recognised at net proceeds, being fair value of the consideration received net of 1ssue costs
associated with the borrowings Finance costs {including 1ssue costs} are taken to the profit and loss account over the term of the debt at a constant
rate on the balance sheet carrying amount The carrying amount 1s increased by the finance charges amortised and reduced by payments made

in respect of the accounting period

2 Auditors’ remuneration
Auditors' remuneration for the year ended 30 September 2012 was £13,500 (2011 £13,000)

3 Tangible fixed assets

Freehold laseron
Land preperty property Total
£000 £000 £000 £000
Cost
At 30 September 2011 207 3,070 1,958 5,235
Additions — — 139 139
At 30 September 2012 207 3,070 2,097 5,374
Depreciation
Al 30 September 2011 — 216 92 308
Provided duning the year — 62 39 101
At 30 September 2012 — 278 131 409
Net book value at 30 September 2012 207 2,792 1,966 4,965
Net book value at 30 September 2011 207 2,853 1,866 4926
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2012 2011
£'000 £000
Shares in subsidiary companies
At begtnning of year 9,625 8,650
Share options granted to subsidiary employees 65 {25}
At end of year 9,690 9,625
Detatls of the investments in which the Company holds 20% or more of the nomimnal value of any class of share capital are as follows
Proportion of
voling rights and Nature of
MName of company Holding shares held business
Zytronic Displays Limited Orcinary shares 100% Manufacture of transparent composites,
including touch sensors
Intasolve Limited Ordinary shares 100% Dormant
Zytronic Glass Products Limited Ordinary shares 100% Dormant
The trading subsidiary 1s incorporated in England
5. Debtors
2012 2011
£ 000 £000
Trade debtors 2 2
Amaounts owed by Group undertakings 394 3,304
Prepayments and accrued income 7 17
403 3,323
Amounts falling due after more than one year included above ate
2012 2011
£600 £000
Amounts owed by Group undertakings 2,000 2,000
6 Creditors amounts falling due within one year 212 w01
£'000 £000
Bank loans (note 8} 200 331
Trade creditors 16 7
Other creditors and accruals 135 79
Other amounts owed to subsidiary undertakings 81 81
Corporation tax 13 _
445 498
7 Creditors amounts falling due after more than one year so12 sl
£'000 £000
Bank loans (note 8) 1,735 1,722
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Notes to the Parent Company financial statements continued
For the year ended 30 September 2012

8. Bank Joans

0On 13 January 2006, Zytronic ple drew down funds under a ten-year mortgage with Lloyds TSB Bank plc under which 1t borrowed £750,000,
repayable by monthly instalments The loan 1s secured against its freehold interest in Britanra Court, the freehold factory premises which it acquired
in January 2006 Interest 1s payable at 1 25% above that bank's base rate This loan was paid off on 1 July 2012

On 4 June 2009, Zytronic plc borrowed £2 25m under a ten-year mortgage with Allance & Leicester Commercial Bank, repayable by manthly
instalments The loan Is secured against its freehold interest in Haworth Court and 1ts interest in a 999-year long leasehold on its main factory Previous
to the acquisitions of these interests, the Group occupied these premises on leases expining In 2019 Interest 1s payable at 2 5% above three-month
LIBOR The balance ts shown net of ssue costs which are being amortised over the life of the lean This loan was paid off on 1 July 2012

On 29 June 2012, Zytronic plc borrowed £2 Om under a ten-year mortgage (to be refinanced after five years) with Barclays Bank plc to re-maortgage
the borrowings on its three properties The funds are repayable in quarterly instalments of £50,000 Interest is payable at 2 35% above three-month
LIBOR, offset by a Mational Loan Guarantee Scheme Subsidy The balance 1s shown net of 1ssue costs which are being amortised over five years

9 Deferred taxation liability
The deferred tax included n the balance sheet s as follows

Financial statements

2012 2011
£000 £'000
Accelerated capital allowances 114 116
At 1 October 119 76
(Credit¥/charge wn the profit and loss account ® 46
Other 1 (3}
At 30 September 114 11%
10 Share capital and share-based payments
(a) Share capital
2012 2011
Number Number 2012 2011
Thousards Thousands £000 £ 000
Authonsed
Ordinary shares of 1p each 25,000 25,000 250 250
Allotted, called up and fully paid
Ordinary shares 1p each 14,903 14,734 149 147

Note 22(c) in the Group financial statements sets out the details of the share ¢ption schemes of the Group and the numbers of shares in the Parent Company

which are centingently exercisable under them

{b) Share-based payments

MNote 22(c) in the Group financial statements identifies the basis of the Senior Executive Plans and the Sharesave Scheme i also contains a table which

illustrates the number and weighted average exercise prices of, and movements in, share options durning the year

(c) Director’s share incentive scheme

Note 22(d} in the Group financial statements sets out the details of the Share Incentive Award Scheme for Mark Cambridge, Chief Executive, in shares

of the Parent Company
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11. Reconciliation of movements in shareholders' funds

Called Proti |
up share Share and loss |
capital premium account Total
£000 £000 £000 £000
At 30 September 2010 147 6,550 8,820 15,517
Exercise of share options — 38 — 38
Profit on ordinary activities after taxation — — 2,245 2,245
Share-based payments — — (38) (38}
Dividends — - (1,044) (1,044}
At 30 September 2011 147 6,588 9,983 16,718
Exercise of share options 2 274 — 276
Profit on ordinary activities after taxation — — 2,946 2,946
Share-based payments — —_ 74 74
Dividends — — (1,217} (1,217)
At 30 September 2012 149 6,862 11,786 18,797

A profit of £2,946,000 (2011 £2,245,000), before payments of dividends of £1,217,000 (2011 £1,044,000), has been dealt with in the financial statements
of the Company which, under the exemption contained in Section 408 of the Companies Act 2006, has not presented 1ts own profit and loss account

Included in the Company’s opening and closing profit and loss account reserves is an amount of £8,919,000 which was a dividend receved from
a subsidiary company in a prior year This 1s not included i Group reserves and does not form part of the Company's disinbutable reserves

12. Pension scheme commitments

Contributions for the year ended 30 September 2012 amounted to £2,900 (2011 £2,800) and the outstanding contnbutions at the balance sheet date
were ENIl (2011 £Nil)

13 Guarantees

Zytronic plc has given guarantees regarding funding advanced to Zytronic Displays Limited by Barclays Bank plc in connection with an overdraft facility
detailed in note (a) below

(a) Borrowing facilities

The Group has an unsecured overdraft facility of £1 Om arranged with its principal banker, Barclays Bank ple This facility extends until 30 Apnil 2013
This facility 15 io provide funding for working capital
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Notice of Annual General Meeting

Notice s hereby given that the Annual General Meeting of the Company will be held at Whiteley Road, Blaydon-on-Tyne, Tyne and Wear NE21 5N
on 28 February 2013 at 2 00pm for the following purposes

Ordinary business
To consider and, if thought fit, to pass the following resolutions as ordinary resolutions of the Company

1 To recewe the financial statements for the year ended 30 September 2012 and the reports of the Directors and auditors thereon

2 To pay a final dwidend of 5 9p per ordinary share of 1 Op for the year ended 30 September 2012 on Friday 15 March 2013 to members on the
Register at the close of business on Frniday 1 March 2013

3 To re-elect Mark Cambridge as a Director
4 To re-elect Sir David Chapman Bt as a Director

5 Tore-appoint Ernst & Young LLP as auditors and to authanise the Directors to fix thewr remuneration

Special business
To consider and, if thought fit, to pass the following resolutions as special resolutions of the Company

1 The Directors of the Company be and are hereby generally and uncondstionally authorised (in substitution for any previous authority) for the
purposes of Section 551 of the Companies Act 2006 (as amended) {the *Act") to exercise all the powers of the Company to allot shares in the
Company, or to grant rights to subscnibe for or to convert any secunty into shares in the Company (such shares and such nghts to subscribe for
or to convert any secunty into shares in the Company being ‘relevant securites™) on such terms and in such manner as they shall think fit, up to a
maximum aggregate nominal ameunt of £49 677 30 at any time {unless and to the extent previously revoked, varied or renewed by the Company in
general meeting) during the penod from the date hereof until the conclusion of the Company’s Annual General Meeting held in 2014 provided that
the Directors of the Company may make an ofter or enter into an agreement which would or might require relevant securities to be allotted, offered
or otherwise dealt with or disposed of after the expiry of such authonty and the Directors may allot any relevant secunties after the expiry of such
authornty in pursuance of any such offer or agreement as If this authenty had not expired

2 Subject to and conditional upon the passing of special resolution 1 above, the Directars of the Company be given power pursuant to Sections 570
and 573 of the Act to allot equity secunties (as defined in Section 560 of the Act) of the Company for cash pursuant to the authanty conferred by
special resolution 1 above, as if Section 561 of the Act did not apply 1o any such allotment, such power to expire at the conclusion of the Company's
Annual General Meeting held in 2014 provided that before such expiry the Cirectors of the Company may make an offer or enter into an agreement
which would or might require equity secunties to be allotted after the expiry of such power and the Directors may allot equity secunties after such
exprry under this power In pursuance of any such offer or agreement as if this power had not expired This power is [Imited to

21 the allotment of equity secuntes for cash in connection with a nights issue or other pre-emptive offer to holders of ordinary shares of 1 Op
each in the capital of the Company where the equity securities respectively attributable 1o the interests of such holders are proportionate
(as nearly as may be practicable) to the respective numbers of crdinary shares of 1 Op each in the capital of the Company held by them but
subject to such exclusions or other arrangements as the Directors may deem necessary or expedient to deal with any fractionat entitlements
or any legal or practical problems under the laws of, or the requirements of any regulatory body or any recognised stock exchange in, any
terntory, and

22 the alloiment (other than pursuant to 2 1 of this special resclution} of equity secunties up to a maximum aggregate norinal amount of £7.451 59

This power applies in relation to any sale of shares which 1s an allotment of equity securities by virtue of Section 560(3) of the Act as 1f in the first
paragraph of this resolution the words “pursuant to the authonty conferred by special resolution 1 above,” were ormitted

3 That the Company be and I1s hereby generally and unconditionally authonsed pursuant to Section 701 of the Act to make market purchases
{within the meaning of Section 693(4) of the Act) of ordinary shares of 1 Op each in the capital of the Company (for the purposes of this special
resolution 3, “Shares”) provided that

31 the maxmum number of Shares hereby authonsed {0 be purchased shall be 1,490,319,
32 the mmimum price which may be paid for a Share shall be 1 Op,

33  the maximum pnce which may be paid for a Share shall be not more than 5% above the average of the middle market quotations for
Shares as derived from the London Stock Exchange daily list for secunties admitted to the AIM market of the London Stock Exchange for
the five business days immedtately preceding the date of the purchase of the Share, and
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34

unless previously renewed, revoked or varied, the authority hereby conferred shall expire at the conclusion of the Company's Annual General
Meeting held tin 2014 save that the Company may, prior to such expiry, enter into a contract to purchase Shares which will or may be executed
wholly or partly after the expiry of such authority and may purchase Shares pursuant to such contract as If such authority has not expired,

and that all Shares so purchased in pursuance of this authonty shall be held as Treasury Shares (as defined by Section 724 of the Act) for future
resale for cash, franster for the purposes of an employees' share scheme or for cancellation

4  That
41

42

43

44

the payment of the amounts shown as paid in pence per ordinary share by way of intenm or final dwvidends respectively (herein referred to
as either “Int" or “Fin", as the case may be, and referred to collectively as the “Internm and Final Dwidends”™) on 21 June 2002 (Int, O 5p),
30 June 2006 (Int, 1 Op), 28 June 2007 {Int, 1 Op), 27 June 2008 (Int, 1 Op), @ March 2009 (Fin, 3 Op), 26 June 2009 (int, 1 2p),
26 February 2010 (Fin, 3 8p), 25 June 2010 (Int, 2 Op), 25 February 2011 {Fin, 5 Op) and 29 July 2011 (Int, 2 1p) and the entries in the
audited accounts of the Company {or the years ended 30 September 2002, 2006, 2007, 2008, 2009, 2010 and 2011 respectively,
whereby distributable profits of the Company were appropnated to the payments of the Intenm and Final Dvidends, be and are hereby
ratified and confirmed,

any and all claims which the Company may have in respect of the payments of the Intenim and Final Bividends against its shareholders
who appeared on the register of shareholders on the relevant recerd dates be released with effect from 21 June 2002, 30 June 2006,

29 June 2007, 27 June 2008, 9 March 2008, 26 June 2009, 26 February 2010, 25 June 2010, 25 February 2011 and 29 July 2011 and
a deed of release in favour of such shareholders be entered into by the Company in the form of the deed produced to the meeting and
signed by the Charman for the purposes of identification and thereafter be delivered to the Company Secretary for retention by him on
behalf of the said shareholders,

any distribution involved in the giving of any such release in relatron to the Interim and Final Dividends be made out of the profits appropriated
to the Interim and Final Dividends as aforesaid by reference to a record date identical to the relevant record dates for the Interim and
Final Daedends, and

any and all ctaims which the Company has or may have against its Directors {whether past, present and future) ansing in connection with
the payment of the Intenim and Final Dividends be released and that a deed of release in favour of the Directers of the Company be entered
into by the Company In the form of the deed preduced to the meeting and signed by the Chatrman for the purposes of identification and
thereafter be delivered to the Company Secretary for retention by him on behalf of the said Directors

5 That, pursuant to Article 102 6 of the Company's Articles of Association ("the Articles™, any and all restrictions contained in Arbicle 102 1 of the
Articles in relation to the ability of any Director of the Company to vote and be counted in the quorum in respect of meetings of the Directors (or any
committee of the Directors) of to be ehigible to sign any written resolution of the Directers (or any committee of the Directors) be suspended for the
purposes of special resolution 4, such that any and all of the arrangements contemplated by special resclution 4, and the decisions of the Directors
(or of any committee of the Directors) resutting in the proposals contained ¢r referred to 1n special resolution 4 being put te the Company In general
meeting, be and are hereby ratified

By order of the Board

Denis Mullan, B Sc., FCA
Company Secretary

Zytronic plc

Whiteley Road
Blaydon-on-Tyne

Tyne and Wear NE21 5N)

19 December 2012




68 Annual Report and Financial Statements 2012

Zytronic ple Financial statements

Notice of Annual General Meeting continued

Notes

1

Every member entitled to attend and vote at the meeting may appoint a proxy or proxies to attend, speak and vote {whether on a show of hands
ar on a poll) at the meeting on thetr behalf A proxy need not be a member of the Company A prepaid form of proxy 1s enclosed

Completed forms of praxy must be returned to the Company's Registrars at the address shown on the form of proxy not later than 4 00pm
on Tuesday 26 February 2013 or two working days prior to any adjourned meeting or, in the case of a poll taken more than 48 haurs after it
15 demanded, one working day before the time appointed for the taking of the poll The sending of a completed form of proxy to the Company’s
Regstrars will not preclude members from attending and voting at the meeting, or any adjournment thereof 1n person, should they so wish

The Company, pursuant to Regulation 41 of the Uncertificated Securities Regutations 2001 (as amended), specifies that only those holders
of ordinary shares of 1 Op each cof the Company registered in the Register of Members of the Company as at

31 400pm on 26 February 2013, or
32 i this meeting 1s adjourned, at 4 00pm two working days prior 1o the adjourned meeting,

shall be entitled to attend and vote at the meeting in respect of the number of ordinary shares of 1 Op each in the capital of the Company registered
in ther name at that ime Changes to entries on the Register of Members after 4 00pm on Tuesday 26 February 2013 shall be disregarded in determining
the rights of any person to attend or vote at the meeting

Copies of the following documents will be available for nspection duning normal business hours by members at the registered office of the Company
on each business day from the date of this notice until the date of the Annual General Meeting, and at the place of the Annual General Meeting for
at least 15 minutes prior to, and durning, that meeting

41 contracts of service between Directors and the Company or any of its subsidiary undertakings, and
42 the deeds of release referred to in paragraphs 4 2 and 4 4 of special resolution 4
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