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Forward-looking statements

This document contains staterments that are not historicat facts, but
forward-looking statements that involve risks and uncertainties, inciuding the
timing and results of technical trials, product development and commercialisation
risks, the risks of satisfying the regulatory approvat process in a timely manner
and the need for and the availability of additional capital. A discussion of these
and other risks and uncertainties is contained in the Direclors' Report under the
section entiled ‘Risks and Uncartainties’. These forward-looking statements
are based on knowledge and infarmation available to the Directors at the date
the Directors' Repoert was prepared, and are believad to be reagonable at the
tima of preparation of the Directors’ Repart, though are inherently unceartain
and ditficult to predict. Actual results or experience could differ materially from
the forward-lkeoking statements.
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Welcome to Zotefoams

Zotefoams is the world’s leading manufacturer of cross-linked block
foams. The global appeal of its high-performance foams ensures that
Zotefoams’ products are used in a wide range of markets including
sports and leisure, packaging, aerospace, automotive, medical and
construction as well as general industrial and consumer products.

Our strategy is to expand sales internationally and broaden our market
appeal with unique new products supported by our commitment to
quality, innovation and customer service.

We are focused on achieving this while continuing to improve our
operating margins, our return on capital employed and delivering
our prime goal of sustained profit growth.
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Strategy

Zotefoams’ strategy is to grow
our existing business in polyolefin
foams while developing a portfolio
of high-performance polymers.

Objectives

Zotefoams measures its development and
performance on four key objectives that
represent the core elements of our strategy.
We intend to:

1. Grow sales in our polyolefin business:

a. In excess of the rate of inflation
in Europe.

b. Achieve double digit percentage
growth in North America.

c. Achieve double digit percentage
growth in Asia.

2. Develop a high-performance polymers
portfolio to deliver enhanced margins.

3. Improve our operating margins.

4. Improve our return on capital employed.

Performance

1

Grow sales in our
polyolefin business

Cverall reportec sales increased 10%
reflecting the stronger US dollar and euro
in 2008. Volumes declined by 0.4% and
sales in constant currency, were at a
similar level to 2007. We experienced
volume growth of 5% for the first @ months
of 2008 compared with the same pericd in
2007 before a very sharp contraction in
our markets in the final quarter of the year.
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Develop a high-performance
polymers portfolio to
deliver enhanced margins

Sales in our high-performance poymers
segment increased 9% to £800,000

as we benefitted from the stronger

US doltar during 2008.

In the North American aerospace market
which is our currently largest segment,
sales reduced by 25% due to delays in
certain Boeing programs along with the
associated destocking. We made good,
earty stage, progress in other markets
with our ZOTEK®F foams and T-Tubes®
products. Sales of our ZOTEK N nylon
foams, which show longer term promise,
are still at very early stage of commercial
adoption.

Our investment in MuCell® technology
provides a platform for growth in foam
technology in new application areas for
the future.

4

Improve our operating Improve our return
margins on capital employed
Operating margins improved from Pre-tax return on average capital
11.0% to 11.6% of sales. employed improved, rising from 13%
{0 14%. This was driven by the growth
The stronger euro and US dollar rates in pre-tax profits which increased by
during 2008 increased our revenues while 17% in 2008, exceeding the growth in
also increasing the casts of our main raw average net assets employed by 9%.

materials which arg euro-gdenominated,
and the costs of our US operations
in Kentucky.

Underlying euro prices for our major raw
material, low density polyethylene, also
increased during the year with cur average
cost 11% higher than on 2007. Plant
utilisation levels were similar to the
previous year but with increased focus

on cost and efficiency savings.
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Production Process

Manufactured using pure nitrogen, in a unique process,

our foams have significant advantages over competitive products.
Zotefoams materials are light-weight, pure, low-odour, consistent
and have strong aesthetic appeal thanks to their deep colours and rich
textures. They are both easy and economical to process and provide
added value opportunities for foam converters around the world.

The physical properties of our foams enables us to offer a wide
range of materials with a broad spectrum of performance attributes,
suitable for a vast number of fundamentally unrelated applications
across a wide spread of industries.

Quality

A unique process

Our urique 3 step manufacturing
process with its nitrogen expansion
technology produces cross-linked,
closed cell foams of the highest guality
that are consistent, light-weight

and low-odour.

Images

Quality

A Unique Process

The 3 stages of the manufacturing process: extrusion, high pressure gassing and
final stage expansion.

Purity

Medical Packaging

Produced from dual density, high purity Plastazote® foam, BioShell, from UFP
Technologies, Inc., is a custorn designed, reusable protection system for sub-zero
termnperature transportation and storage of critical madical iterms,

Foot Orthoses

Plastazote® is used for foot orthoses and diabetic footwear insoles dua o its
hypoallergenic nature and ability to conform rapidly 10 the contours of the foot
(Photo courtesy of Aetrex Inc.)

Durability

Clean Room Insulation

Major bio-pharmaceutical companies including Lonza Biologics plc use
the T-Tubes® durable innovative insulation system on process piping In
controlled emdronments.

Personnel Protection
Highly durable Azote® foams are used in knee pads, knife-stab resistant body
protectors, helmets and lightweight, non-metaliic shields by both the pofice and miiiany.

Consistency

Sealing Stained Glass

Cannon Maclnnes used adnesive backed Plastazole® 1o reinstall the panes of the
Zodiac Dome in the ceiling of Edinburgh Council’s Banqueting Chamber, to ease
futura removal.

Eaves Fillers
Plastazote® foam has been used in eaves fillers for over 30 years, eliminating
draughts, keeping out wildlife and sealing both the eaves and ridge flashing.
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Purity

Safe, clean and hygienic

Using only pure nitrogen to expand
our foams provides a host of beneficial
features that make our foams ideal

for medical, food-safe and other

clean applications.

Skin compatible

The toams have excellent skin
compatibility, are MRI/CT/X-Ray lucent,
have very little odour and contain no
VOC or potentially corrosive chernical
blowing agents.

Durability

Long life protection

The combination of gross-linking and cell
size uniformity produces foams with
outstanding durability that are highly
suitable for long-life use in & variety of
protection applications.

Multi-trip

Ideal for multi-trip returnable packaging
applications, Azote foams represent a cost
effective and greener alternative to
expanded polystyrene foam packaging.
The individuat cells maintain their
integrity for improved resistance to
surface marking.

Consistency

Regular cell structure

Qur foams are characterized by

their consistent cell size and structure,
features that improve mechanical
properties and aesthetic appeal.

Efficient utilisation

The consistency of our foams enable
efficient material utilization and provide
mare reliable colour density.
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Case Studies

Evazote® Squeegees Clean Up

Evazote foam is used

for HEVA squeegee blades
and has proven to be
exceptionally durable.

HEVA hygienic, colour coded Evazote is non-absorbing
floor squeegees for the food and non-marking. It withstands
industry are manufactured in sanitising detergents and
Belgium by Vanzeebroeck NV, disinfectants and it's bright
colours are used 10 agsist use

Evazote toam is used for differentiation. HEVA Squeegees
the squeegee blades and has are gaining in popularity and are
proven to be exceptionally now exported to all European
durable. The foam is more countries, the Middle East,
ftexible and compliant than Africa and the USA.

solid plastic and rubber
materials and provides a
better finish.

Azote® Foam Floats Marine Hoses

Dunlop Qil & Marine Limited
has been using Plastazote
foams for more than 25 years.

Bunlop Oil & Marine Limited Dunlop Oil and Marine is

has been using Plastazote one of the teading hose
foams for more than rmanufaciurers in this field

25 years to provide integral and has been supplying hoses
floatation and insulation to throughout the world from
their range ¢f large bare their Grimsby site for over
offshore marine hoses. 50 years.

The hoses are used for the
tfransportation of crude oil

and for dredging applicaticns.
They are produced in bore
sizes from 150mm to 1200mm.
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Plastazote® has Style

Plastazote has become
an integral part of the
Gucci Envy image.

In 1997 the Gucci style Gucci continue to use
guru Tom Ford, sought the Plastazote and have ordered
assistance of the Zotefoams some 10 million Plastazote

converter Cellutec to package  pieces, in a variety of designs.
their Gucci Envy fragrance
range. Ceflutec accepted the Plastazote has become
challenge and between ar integral part of the Gucci
November 1997 and Aprl 1928 Envy image and is now
produced 600,000 Plastazote considered a mainstream
pieces for the brand. matenal for a variety of luxury
packaging applications.

“High quality foams
from Zotefoams play
vital roles in the widest
range of technical,
functional and aesthetic
applications.”




Zotefoams plc Annual Report 2008 08

Case Studies

Plastazote® Foam Protects Printer Parts

VOC-free Plastazote foam
resolves problems within
the Canon manufacturing

process.
Printer manufacturer Cangn A change to high purity,

chose reusable foam VOC-free Plastazote foam
packaging for the protection resolved these problems within
of its printer toner cartridge the Canon manufacturing
components during inter plant  process. Multi-trip Plastazote
transfer. VOCs from the packaging now protects
chemically blown foam and cushicns the delicate
previously used, proved components without any
corrosive to these sensitive fear of causing corrasion.
compenents causing severe

problems.

Plastazote® in Traffic Control

NEXCO uses Plastazote
in the construction of its
automatic raise-arm barrier.

In Japan, Plastazote is being The low mass arm helps

used as a gate bar material in reduce open/close time far

an automatic raise-arm barrler  swifter operation, aiding

for Electronic Toll Collection a reduction in toll-gate

ETC) by NEXCO. congestion, air pollution
and COz emissions.

The gate bar is a composite

construction of high density

Plastazote material in the core

tor rigidity, sandwiched

between lower density softer

outer leaves.
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ZOTEK® Insulates Aircraft

Galley Equipment

ZOTEK F’s flame retardancy
was a decisive factor in
Ipeco’s specification decision.

Ipeco the werld-leading
manufacturer of aircraft crew
seating and galley equipment
has specifiec ZOTEK F 30
PVDF foarn for insutating its
refrigerator inserts and
associated piping.

Inherently flame retardant,
ZOTEK F is thought to be the
only foam material to pass the
stringent Federal Aviation
Administration flame
propagation test requirement

FAR 25.856 (a) for thermal

& acoustic insulation installed
in the fuselage, a decisive
factor in Ipeco's specification
decision. The company utilises
the material in flat sheets for
panel insulation, as formed
tubes to insulate pipe work
and as thermo-moulded
and machined parts to
accommodate expansion
valves.

“High quality foams from
Zotefoams are used around
the world by customers
who value their unique
combination of
performance properties.”
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Chairman’s Statement
by Nigel Howard

Over recent years
Zotefoams has
developed an exciting
portfolio of growth
options outside

our core polyolefin
business.

Strategy

Zotefoams' sirategy is to grow our existing
business in polyolefin foams while developing a
pertfolio of high-performance polymers. We will
seek to grow prefitably through a combination
of arganic growth in bath our polyolefin and
high-performance polymers businesses and
through partnerships or acquisitions in related
technclogies, products or markets.

Objectives

We intend to grow sales in our core polyolefin
business in excess of the rale of inflation in
Europe and achieve double digit percentage
growth in North America and Asia. Our sales
growth in America has been supported by our
factory in Kentucky since its opening in mid-
2001. In Asia, we will consider a similar
operation, either under a licence or as a joint
venture, as sales increase 10 a level where
such an investrment becomes financially
atlractive. We are also commilied to developing
a portfolio of unique ioam products from
high-performance materials which will enjoy
significant advantages over competitive
materials. This will allow higher margins for
Zotefoams and confirm our position as a global
leader in foam technoiogy. We intend 1o
achieve this growth while continuing to improve
our operating margins and our return on
capital employed.

Employees

Our business refies on our employees and on
behalf of the Beard | would like to thank alt

of our employees whose talents, efforts and
dedication combined to make 2008 a
successful year.

Overview of results

During 2008 we grew profit before tax by 17%
to £3.83m (2007 £3.37m) and sales incraased
by 10% to £34.78m (2007: £31.61m}. Gross
margins increased 1o 29.1% (2007: 27.1%)
and Group operating margins improved from
11.0% 1o 11.6% of sales,

tn July we invested US$3 million to acquire a
30% shareholding in a joint venture to exploit
and further develop through commercial
licensing a unique microcellular foam
technology for extrusion. Zotefoams is licensed
to use this technology in our own business
and we plan 1o cormmence manufacture under
this licence in 2009.

We generated £5.77m cash from operations,
an increase of 21% over 2007 (£4,78m), and
ended the year with net debt of £1,15m.

Dividend

We are proposing to maintain a final dividend
of 3.0p per ordinary share which, if approved,
would make a total of 4.5p per ordinary
share for the year (2007: 4.5p), The dividend
is 1.8 times covered by after tax profits.
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Outlook

QOver recent years Zotefoams has developed
an exciting portfolio of growth options outside
our core polyolefin business and the recert
investment in MuCell® techneology and
successes in T-Tubes® insulation add to the
opportunities offered by our unique
fluoropolymer and rnylon foams. Qur business
has low gearing and strong cash generation
and we continue to invest to support these
future opportunities.

We are benefiting from favourable exchange
rates and prices of our major raw materials arg
currently lower than in 2008, Howsver, trading
far the first two months of 2009 is at lower
levels of volumes than anticipated and we ara
taking appropriate measures to control costs
to reflect this lower activity level. Furthermore,
the current economic conditions and lack of
forward order visibility makes the outlook more
uncertain than it has been for many years.
However, notwithstanding the iikelihood that
2009 will be a challenging year, the Board
remains positive about the lenger term
prospects for the businass.

Nigel Howard
Chairman
9 March 2009
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Business Review

by David Stirling & Clifford Hurst

Zotefoams’ strategy
is to grow our
existing business in
polyolefin foams while
developing a portfolio
of high-performance
polymers.

Zotefoamns is the world's leading manufacturer
of cross-linked block foams. Its products are
used in & wide range of markets including
sports and leisure, packaging, transport,
healthcare, construction, marine and the
military. Through a unigque production process
the Company produces foams which have
controlled properties and are of a strength,
consistency, quality and purity supericr to
foams produced by other methods.

Business Overview

Zotefoams considers its business to fall into
two distinct categories: polyolefin foams and
high-performance polymers. Both businesses
rely on our unique production process which
uses nilrogen gas at high temperature and
pressura to foam solid plastics. Polyolsfin foams
are mainly made from polyethylene which,
when fcamed, produces a versatile material
used in a wide variety of applications. Typically
our products are sold to foam converters who
process the foam by a variety of techniques
such as cutting, welding, moulding and routing
into finished or semi-finished parts based on
end-user requirernents. The benefits of
Zolatoams' products are evident at both foam
processors and end-users and include purity,
consistency of processing, good performance
to weight ratio and aesthetics, Key to growing
our business successfully is developing and
maintaining close relationships with the
converters, combined with business
development activities at end-users to highlight
the benefits of our materials and track industry
trends for future development.

Qur main business is in the manufacture and
sale of polyolefin foams and sales in this
business segment grew to £33.98m

{2007: £30.87m) due to favourable foreign
exchange rates. This business was affected
in the latter part of the year by unfavourable

economic conditions which saw a considerable
slowdown in key end market segments,
particularty in automotive and construction,
Cther segments were affected to varying
degreas although the diversity of our business
across markel segments limits the risk of a
significant segment-specific downturn. In the
face of these trading conditions, the Company
was able to maintain sales volurne levals at
similar levels to 2007, In these uncertain times,
cusiomers more than ever require shorter
lead-timas to mitigate inventory exposure,

Our ability to anticipate and react to our
custormers' needs provides us with a real
competitive advantage in this ervironment.

High-performance polymers {"HPP") use the
processing technology developed for polyolefin
foams and applies it to other materials. This is
an emerging business which offers an
improved return on capital in new business
segments. We have developed, patented and
launched world leading products made from
fluoropolymer and nylon which are branded
“ZOTEK®" - our high-performance foams’
frademark. These foams are targeted at highly
technical and demanding applications in
markets such as aerospace, pharmaceutical,
semi-conductor, chemical processing and
automotive, where market development lead
times are fong. The timing of revenue
generation is therelore difficult 1o predict.

This segmerit of our product range is relatively
immature and thus far commercial successes
are mainly in the aviation market where our
ZOTEK® F fluoropolymer foams are gaining
acceptance, particularfy in North America.
During 2008 sales 1o the aviation markst
experienced delays in adoption of specified
programs, Further delays, along with temporary
de-stocking in our supply chain, were caused
by industrial action at Boeing late in the year.
Despite this, HPP sales were £800,000, an

increase of 9% over the previous year with
growth from favourable exchange rates and

in segments outside awviation offsetting the
de-stocking in the aviation market, Progress in
penetrating the market for advanced insulation
in clean rooms with the T-Tubes® branded
product made from ZOTEK® F foams is good
with smaller, typically trial basis, installations on
biotech and pharmaceutical sites in Europs
and Asia and we have added a second direct
salesperson in response 1o the opportunities
in this sector.

In July 2008 Zotetoams invested US$3m for a
30% shareholding in MuCell Extrusion LLC
(*“ME LLC", a newly created company set up
to develop extrusion-based microceliular
foaming using supercritical nitrogen and CO2
and a licence to use the MuCell® technology.
The business model is to license this
technology, which is patent protected, across a
wide variety of industries where foaming of
polymer can reduce material content and costs
for the licensee or can provide the benefits
such as insulation, light-weight, buoyancy

etc associated with lighter density foams.

The pracess has the added benefits of being
environmentally friendly and does not use
chemical foaming agents, the rasidues of
which are unwanted in rany applications.
The Company has acquired a license to use
the MuCell® technology and is in the process
of developing products and investing in
process machinary to manufacture thin,
low-density roll foams which are widely used
in high-perdormance sealing, automotive, tape
and medical markets worldwide, ME LLC has
made good progress in developing the
technology and licensing third parties for
applications across a variety of markets and
materials in rolls, tubes and profiles.
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Zotefoams has an option {o acquire the
rernaining balance of 70% of the shares of ME
LLC from July 2010,

Strategy and Objectives

Zotefoams' strategy is to grow our existing
business in polyolefin foams while developing
a portfolio of high-performance polymers.

Our stated objectives are to:

1. Grow sales in our polyolefin business in
excess of the rate of inflation in Europe and
achieve double digit percentage growth in
North Arnerica and Asia.

2. Develop a high-performance pclymers
portfolio to deliver enhanced margins.

3. Improve our operating margins.

4. Improve our raturn on capital employed.

Performance in 2008 against these
objectives was as follows:
1. Sales:

a. Sales in the UK and Europe fell by 1%
in constant currency. Having grown by
6% in constant currency in the first half
of 2008 periormance in the second
half was adversely affected by very
difficult economic conditions, the impact
of which was magnified by significant
de-stocking in some segments of
our markets,;

b. Polyolefin sales in North America grew
by 1% in constant currency. Our North
American business is relatively mora
exposed to the automotive and
construclion segments than our
European business and these segments
were first to {eel the impact of the
economic downturn; and
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Business Review continued

MucCell

The MuCell® technology is a patent-protected
microcellular foaming system using nitrogen or carbon
dioxide as the foaming agent. It is easily fitted to
existing extrusion systems and can be used to make
sheets, profiles or tubes of foamed polymer.

MuCell Extrusion LLC (“"ME LLC") was
formed to license this foaming technology
to a wide variety of applications and
markets. Zotefoams investrment in ME
LLC keeps us at the forefront of foam
technology where we expect to benefit
from the worldwide trend towards
reducing material corntent while achieving
high-performance. Zotefoams' ficence
from ME LLC to develop this techrology
for manufacture and sale of thin sheets

c. Polyolefin sales in Asia grew by 17% in
constant currency, Cur presence in Asia
is imited io niche, higher added-value
products and this is where we are
focusing our resources.

2. Sales of high-performance polymers grew
by 9%. Delays in two major aviation
programs in North America led to
significantly reduced sales to this segment
offsetting the benefits of a more favourable
currency and the growth experienced in
other areas.

3. Group operating margins improved from
11.0% to 11.6% of sales revenue.

4. Pre-tax return on capital employed,
pra-exceptional items, incroased from
13% to 14%,

Operations

Zotefoams operates three key processes in
the manufacture of our foams: extrusion,
high-pressure nitrogen gassing and low-
pressure foarm expansion. Our site in Croydon
UK operates all processes while our “sateliite”
site in Northern Kentucky, USA, receives
intermediate materials from the UK and, using
low-prassure foam expansion, processes them
into Azote® polyolefin foams for the North
Arnerican market. There is sufficient capacity in
Kentucky for the foreseeable future and our
capital program for capacity increases and
process capability enhancement is focused on
our Croydon plant. During 2008 we spent
£1.42m on capital expenditure, which is low by
recent standards, and Is below our depreciation
charge of £2.90m. Majcr items of expenditure
included the upgrade of an extrusion system
used for our more technical products and the
commencement of the refurbishment and
upgrade of one of our large high-pressure
vessels. Historically our high-pressure capacity

or rolis of foam gives us the potential to
access additionzl areas of the market
for speciality foams with a less capital
intensive, scalable technology.

was operated using a water-cooling mechanism
and the resulting corrosion requires periodic
returbishment. The recerd refurbishment
program, begun in 2008 and anticipated to
completa in Q3: 2009, converts our final large
high-pressure vessel from this steam systemn,

Financial Results

The 10% ncrease in Group sales was due to
faveurable exchange rates. Gross margin
increased by 2% to 29.1% from 27.1% with
the benefit of these favourable exchange rates
more than offsetting the increased steding cost
of our currency denominated raw materials.
Qur majer raw malerials are commaodity
polymers and these have been subject to large
price movements during 2008. The price of low
density polyethylene, by far our largest raw
material cost, started the year at around
€1,300 per tonne and then increased in the
third guarter to a peak of nearly €1,500 per
tonne before falling to just over €700 per tonne
in the fourth quarter.

Energy costs have a significant impact cn our
business with energy costs amounting to 5%
of Group sales. In March 2007 we renewed our
UK energy contract fixing prices for two years
from t Dacember 2007 to 30 November 2009
allowing certainty of input prices on which to
base our relationship with customers.
Distribution costs (which includa selling
expenses) rose by 20% as we continued to
increase our commercial resources in both
polyolefins and high-performance polymers.
Administrative expenses include a foreign
exchange loss of £0.19in (2007: profit of £0.23in)
which represents the profit/loss on forward
exchange contracts used to hedge our
currency exposure and the foreign exchange
translation profitdoss.

We purchased a 30% share of MuCell
Extrusion LLC at the beginning of July 2008 and
the business broke even, before amortisation
costs, in the second half of 2008.

After amortisation we have recorded a loss of
£27,000 for MuCell Extrusion LLC. After this,
Group profit before iax increased by 17% to
£3.93m (2007: £3.37m).

The overall effective tax rate is 24%, below the
UK corporation tax rate of 28.5% for the year.
This is principally due 10 the lower tax charge
incurred in our US subsidiary where we have
brought forward tax losses. In 2007 our
effective lax rate was 13% cue to a £0.20m
reduction in the Group's deferred tax liakility
following a change in the rate at which the
Group's future corporation tax liabilties are
provided for and a £0.23m favourable
adjustment to the tax charge in respect of
prior periods. Excluding these two items,

our effective tax rate for 2007 was 26%.

Earnings Per Share and Dividend

Group eamings per share were 8.3p (2007: 8.0p).
In 2008 we grew profit before tax by 17% and
profit after tax by 3% due to the impact of
ong-off tax credits in 2007, The Directers are
recommending that the final dividend is
maintained at 3.0p per share, and, subject to
shareholder appraval, payable on 21 May 2009
to shareholders on the Company register at

24 April 2009. This would bring the total
dividend to 4.5p per ordinary share for the
year (2007: 4.5p).
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Cash Flow
Cash generated from operations was £5.77m

{2007: £4.78m). This paid for capital expenditure

of £1.42m which was lower than in previous

years (2007: £2.69m) reflacting the phasing cf

projects. It also paid for our acquisition of a
309 share in MuCell Extrusion LLC and the
MuCell® technology licence (£1.56m). We are
pleased to report that, after these items and
the dividend payment of £1.64m, there was a
£0.53m reduction in net debt (2007: net debt
increase of £0.26m).

At 31 December 2008 the Group's banking

facilities consisted of £0.30m cutstanding on a

£2.00m loan taken out in 2004, which is
repayable by August 2009 and a £5.00m
overdraft facility renewable in May 2009.
Based on discussions with our bankers the
Board expect the overdraft facility to be
renewed and since the year end the Group
has increased its facilities by taking out a
further £3.30m loan, This lcan is repayable
over five years, has no operaling covenants
and is secured against certain items of plant
and eqguipment.

At 31 December 2008 net debt was £1.15m
{2007: £1.68m) and gearing remained low at
4% (2007: 6%).

Powerful brands

Zotefoams has two strong brands, Azote® and
ZOTEK?, which offer significant marketing
opportunities in a diverse portfolio of applications

across many industries.

Azote®

Azote® is the group brand name for
Zotefoamns' polyolefin foams. These are
high quality foams from differing base
polymers but all manufactured using
the same unique nitrogen expansion
process route.

Azote® was used formerly as a name

for nitrogen and is still used by French
chemists to refer to the element. Azote®
foams derive many of their exceptional
properties directly from the use of this iner,
tasteless, odourless gas in the
manufacturing process.

Zotefoams' well known product brands
names; PLASTAZOTE®, EVAZOTES,
SUPAZOTE® and PROPOZOTE®
continue to stand for individual product
types within the overall Azote®

product range.

Plastazote®
Evazote®
Supazote®
Propozote®

ZOTEK®

ZOTEK® foams are a range of high-
perforrmance foams manufactured, using
Zotefoams’ unigue high-pressure nitrogen
gas solution manufacturing process, from
fluoropolymers and engineering polymers.

ZOTEK® Fis a range of lightweight, closed
cell foams based on the fluoropalymer
Kynar® PVDF (polyvinylidene fluoride).

It is a rerarkable material that offers a
unique balance of properties including
temperature, UV and chemical resistance
combined with excellent flammability
performance,

ZOTEK® N is a range of lightweight, closed
cell foams, based on the engineering
thermoplastic polyamide. The main
benefits of polyamide are its thermal and
chemical resistance. Polyamide is particularty
resistant to swelling by hydrocarbons

such as cils, which combined with its
thermoplastic nature alfow complex
shapes to be fabricated economically.

ZOTEK® F
ZOTEK® N
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Business Review continued

Risks and Uncertainties

Zotefoams™ business and share price may be
affected by a number of risks, not all of which
are in our control, Zotefoams has a process by
which such risks are identified, assessed and
managed and this is set out in the Corporate
Governance Report. Sections of the annual
report contain forward looking statements,
including statements relating to future demand
for the Group’s products, research and
development, liquidity and cash resaurces.
Thesa forward looking statements involve risks
and uncertainties, because they relate to
events that may or may not occur in the future,
Zotefoarns’ management beliave the specific
risks which are set out below are the principat
risks, as identilied under our risk management
process, which could affect our profits, assets
and reputation. However, other risks may also
adversely affect the Group. Accerdingly actual
results may ditfer materially from anticipated
results because of a variety of risk factors
including: changes in global, political,
economic, business, competitive and market
forces; changes in legislation and tax rates;
future business combinations or disposals;
retations with customers and customers credit
risk; events affecting international security,
including global health issues and terrorism;
changes in the regulatory and safety
environment and the outcome of ltigation,

Qperational Disruption

Zoteloams' business is dependent on the
ongoing operation of manufacturing facilities.
Any significant operational disruption could
impact our ability to rmanufacture and supply
products. The Directors consider the Company's
extensive Salety, Health and Environment
("SHE") policies and procedures to be the main
mitigating controls around these risks. These
are described in more detail in the Corporate
and Social Responsibility Report on page 28.

The Group also holds insurance which is
designed 1o cover capital reinstatement and
loss of profits in the event of operational
disruption caused by certain events.

We use pressure equipment which is operated
under the Pressure Systams Safety
Regulations 2000 and SAFed ("best practice”
system) which requires systematic internal and
frequent external inspections,

Supply Chain Disruption

Certain raw materials are currently only
avaitable from single sources. Inability to source
these malterials may result in an inability 10
supply products 10 our customers. Zotefoams
seeks wherever praclical to purchase materials
from more than one source but the highty
specified nature of our product lines means this
is not always possible. We therefore monitor
the situation closcly and maintain “desk-top”
studies of alternate materials which may be
offered to our customers as substitutes.

Technological Change and

Competitor Activity .
Market demand for our products depands, in
pant, on availability of suitable alternatives.

Any significant change in competitor activity or
a technological change which brings new or
enhanced products to the market may result in
a change in demand for our products.
Zotefoams maintains close contacts with
existing customers and end-users {0 understand
market activity and trends and has a constant
flow of product vananis developed for specific
projects to maintain and enhance our position
with our customers. We are developing a
portfolio of high-performance potymers which
are unique and protected by both patents and
process capability. We believe these products
will open up new markets with a significant and
lasting differential advantage for the Group.

Foreign Exchange

Zotefeams mainly selts in the local cumrencies
of the customer and in 2008 approximately
75% of our revenue was in currencies other
than starling, particularly euros and US dollars.
Our manufacturing assets and costs, including
capital expenditure, are substantially in the UK
and therefore sterling denominated, although
we do have 1S dollar costs associated with
our facility in Kentucky, USA and the majority of
our raw material purchases are denominated in
euros. The net impact of this is that we
generate surpluses in euros and US dollars
which we convert to stering. We manage this
risk firstly by converting all purchases to either
auros or US dollars wherever sensible. This
reduces our nel exposure and transaction
costs of converting from one currency to
another. The Group hedging policy to deal with
the remaining risk is set out in note 21 of the
financial staterments.

Financing

The Company finances its activities partly
through the use of bank overdraft and loan
facilities, the uiilisation of which fluctuates
during the year. The Company's existing
£5.00m overdraft facility expires in May 2009,
The Board expect the overdrait facility to be
renewed and since the year end the Group has
increased its facilities by taking cut a £3.30m
loan. This loan is repayable over five years, has
no operating covenants and is secured against
certain items of plant and equipment.

At 31 December 2008 net debt was £1.15m
(2007: £1.68m) and gearing remains low at
4% (2007: 6%).
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Pension Liabilities

Zotefoams operates a Defined Benefit Pension
Scheme {the “Scheme") with retirement
benefits being based on final salary. The value
of Scheme liabilities and assets, along with the
assumptions used in this valuation, are
disclosed in note 23 of the financial statements.
Any change in the assumptions used or where
the actual cutcome varies from these
assumptions may have a significant effect on
the liabilities or assets which, ultimately, may
be the responsibility of the Company.

We have taken steps to minimise the risk to
the Company by closing the Scheme to new
members in 2001 and closing it to future
accrual of benefils in 2005, In April 2008 the
triennial actuarial review valued the Scheme
deficit at £3.5m, an increase of £1m from the
previous triennial review in Agril 2005. As a
result of this review the Company has agreed
with the Trustees to pay £55,000 per month
into the Scheme from January 2002 until June
2016 to eliminate this deficit. Previously the
Company had agreed to pay £50,000 per
month from January 2006 to December 2030.

N

David Stirling Managing Director
Clifford Hurst  Finance Director
9 March 2009

Investing in people

2008 was easily the most resource intensive and
extensive investment we’ve made towards investing

in our people.

In 2008 Zotefoams undertook a significant
development and training initiative across
our business. In summary we completed
over 8,800 hours of training for 213
employees focused on:

¥ Leadership developrnent anc
management practices; and
¥ Continuous improvement,

Beginning in 2007, we embarked on a
renewed commitment to invest in our
peaple and drive continuous improvement
in a disciplined and structured manner.
These initiatives were a catalyst to
approach our business using lean
principles during 2008 and beyond.

85 percent of our employees completed
farmal training provided by independent,
third-parties that specialize in leadership
development, management practices and
continuous improvement.

Endorsed by the Learning Skills Council
{LSC), Business Improvement Technigues
{NVQ Level ) training was completed for
154 employees, facilitated by external
advisers, This program involved at least
20 hours of classroom instruction
covering health & safety, teamwork,
communications, problem-solving,

continuous improvement, 5S and visual
management. It included cost, delivery
and quality improvernent projects to
reinforce the application of the training.
There were 20 teams and 60 projects
completed during 2008.

Alongside the Business Improvement
Techriques training we also pioneered
Lean Simulation & Value Stream Mapping
and a Six Sigma “design of experiment”
project at Zotefoams' Croydon site.

2008 was easily the most resource
intensive and extensive investment we've
made in our people, in an effort to help
them grow, develop and drive business
excellence in a disciplined and structured
manner. These invesiments are a crilical
building block for our future.
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Directors and Advisers

Nigel Howard BSC ARCS™#
Non-executive Chairman and Chairman
of the Nominations Committee

Joined the Board in January 2006 and was
appointed Chairman in January 2007.
Previously a Director of Morgan Crucible Pl
where he worked for over 36 years in a number
of roles including Interim Chief Executive.

He is a non-executive Director of Alliance Cne
International Inc. which is listed on the New
York Slock Exchange and is a graduate of
Harvard Business School ISMP Program.

David Stirling BSC CA MBA MSC
Managing Director

Joined Zotefoams plc in Septermber 1997 as
Finance Directer. Appeinted Managing Director
in May 2000. Previously with BICC plc, Price
Waterhouse in USA and Poland and KPMG.

A graduate of Warwick and London

Business Schools,

Clifford Hurst BA FCA MCT
Finance Director
and Company Secretary

Joined Zotefoams plc in October 2000 from
Thermos Limited where he was Comimercial
Director and prior to that Finance Director.
Previously with Caradon ple, ICl plc and
Ernst & Young.

Roger Lawson FCA*T#
Senior independent non-executive Director
and Chaiman of the Audit Committee

Appointed to the Board in December 2002,
Previously a Director of 3i plc and a former
President of tha Institute of Chartered
Accountants in England and Wales.

He is a non-executive Director of a nurnber
of unlistedd companies and a Trustee of the
Thalidomide Trust.

David Campell BA FCIPD*1#
Non-executive Director and Chairman of the
Remuneration Committee

Appointed to the Board in February 2007.
Previously Chief Executive of British Vita plc
where he worked for over 30 years.

He is a non-executive Director of Fenner plc.

Richard Clowes BSC C.ENG,
M..LMECH.E *+#
Non-executive Director

Appointed to the Board in July 2007, Praviocusly
worked for GKN ple and before that T Group
plc. He has wide operations and general
management axperience at both companies
and whilst at GKN he was a Divisional
Managing Director for their Powder Metallurgy,
Ofthighway and Autocomponents Divisions.

He was a main Board Director of GKN plc from
2001 to 2005.

* Mermber of the Remuneration Comnmittee
1T Member of the Audit Committee
# Member of the Nominalions Cornemnitiee
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Directors’ Report

The Directors present their annual report and audited financial statements for the year ended 31 December 2008,

Principal activity
The Group's principal activity is the manufacture and sale of cross-linked block foams,

Business review

The Company is required by the Companies Act to set out in this report a fair review of the business of the Group during the financial year ended

31 December 2008 and of the position of the Group at the end of the year and a description of the principal risks and uncertainties facing the Group.
The information that fulfils this requirement can be found within the Business Review on pages 12 to 17,

Results and dividends

Profit attributable to sharehelders for the year amounted to £3.01m (2007: £2.92m). An interim dividend of 1,5p {2007; 1.5p) per share was paid on
29 Septamber 2008. The Directors recommend that a final dividend of 3.0p (2007: 3.0p) per shara be paid on 21 May 2009 to shareholders who are
on the Company's register at the close of business on 24 April 2008. This makes total dividend of 4.5p per share for the year (2007: 4.5p).

Directors
The appointment, replacement and powers of Directors are governed by the Company's Articles of Association, the Combined Code, the Companies
Act, prevailing legislation and reseclutions passed at the AGM or other general meeting of the Company.

Al of the current Directors named on page 18 served throughout the year. The Directors retiring by rotation at the Annual General Mesting ('AGM’) are

N G Howard and C G Hurst who, being eligible, offer themselves for re-election. N G Howard has a service contract which is terminable on six
months’ written notice and G G Hurst a service contract which is terminable on twelve months’ written notice. Biographical details of N G Howard and
C G Hurst can be fourd in the section on Directors and Advisers on page 18.

The Company has granied indemnities in favour of Directors under Deeds of Indemnity. These Deeds were in force during the year ended
31 December 2008 and remain in force as at the date of the report. The Deeds and the Company's Articles of Association are available for inspection
during normal business hours at the Carmnpany's registered office and will be available at the AGM.

Employees

To ensure employee welfare, the Group has documented and well-publicised policies on occupational health and safety, the environment and training.
It operates an equal oppertunities, single status ermployrment policy, together with an open management style. The Company operates to a number of
recognised industry standards including Quality (I5Q 8001), Ervironmental S 14001) and Occupationat Health and Safety (OHSAS 18001) approvals.

Further details of the Group's employment policies, including its policy regarding the employment of disabled people are set out in the Corporate
Social Responsibility Report on page 28.

Substantial shareholdings
As at 8 March 2009, the Company had received notice of the following material interests of 3% or mare in the issued ordinary share capital:

Percentage

Ordfnary of issued

share of 5.0p sharg cagital

Schreder Investment Management 4,417,325 11.69%
Sekisui Alveo AG 3,814,762 10.10%
Liontrust Asset Management Lid 3,607,142 9.55%
DWS Investrment GmbH 2,930,777 7.76%
Gartmore Investment Limited 2,893,433 7.66%
Aberdeen Asset Management PLC's Fund Management Subsidiaries 2,357,100 6.24%

The hotding held by Schroder Investment Management includes beneficial and non-beneficiat interests. The non-beneficial interests inciude holdings
held on behaif of the Mineworkers Pension Scheme {2,625,000 shares, 6.95%) and Briish Coal Staff Superannuation Scheme (2,041,612 shares, 5.40%).

Diractors’ shareholdings are shown in the Directers’ Remuneration Report.

Research and development

The amount spant by the Group on R&D in the year was £731,000 (2007: £803,000). This included work on PVDF and nylon as well as potentiat
longer-term products in the development pipeling. In the opinion of the Directors none of this expenditure met the requirernents for capitalisation in
IAS 38 and it was consequently expensed in the Consolidated Income Statement.

Creditor payment policy

Itis 1ot Group policy Lo follow any standard or code of payment practice. Payment terns are agreed with suppliers when negotiating contracts ar
transactions. The Group aims to ensure that subject to any necessary variations which may result from supplier-related problems, the agreed payment
terms are adhered to. At 31 December 2008, trade creditors of the Company represented 36 days of purchases (2007 17 days).
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Share capital and reserves

The Company has one class of ordinary shares which carry no right to fixed income. Each share carries the right to cne vote at generat meetings of
the Company. There are no specific restrictions on the size of a holding ner on the transter of shares, which are both governed by the general
provisions of the Articles of Association and prevalling legislation. The Directors are not aware of any agreements between holders of the Company’s
shares that may result in restrictions on the transfer of securities or en voting rights. No persen has any special rights of cantrol over the Company’s
share capital and all issued shares are fully paid.

There were 1,378,098 shares issued in respect of share options. These were all issued to the Zotefoams Employee Benefit Trust (EBT) and are held
by the Trust in order to satisfy requirements under the Company's long-term incentive plans as described in the Directors’ Remuneration Report.
Movements in reserves are shown in note 20 to the financial statemants.

At the AGM held on 8 May 2008 the Company was given autharity 1o purchase up to 3,640,260 of its ordinary shares.

This authority will expire at the 2009 AGM. During the period from 8 May 2008 until the date of this Report this authority was not used but in
accordance with normal practice for listed companies a special resolution will be proposed at this year's AGM to renew tha authority to make market
purchases up to a maximum of 10% of the issued share capital of the Company.

Treasury and financial instruments
Information in respect of the Group's pdicies on financial risk management objectives, including policies for hedging, as well as an indication of
exposure to financial risk is given on page 16 and in note 21 to the financial statements.

Pension scheme
The Company closed its Defined Benefit Pension Scheme to future accrual of benefit in December 2005, Employees are offered membership of a
Befined Contribution Pension Schame.

Charitable and political donations
The Group made no charitable contributions (2007: nil) and no political contriputions (2007: nil) in the year.

Articles of Association
A resolution will be proposed at the AGM to adopt new Articles of Asscciation in order to update the Company's current Articles of Association
primarily to take account of charges in English company law brought about by the Companies Act 2006,

Disclosure of information to auditors

The Directers who held office at the date of approval of this Directors' Report confirm that, so far as they are each aware, there is no relevant audit
information of which the Company’s auditors are unaware; and each Director has taken all the steps that he ought to have taken as a Diractor to
make himself aware of any relevant audit information and to establish that the Company's auditors are aware of that information.

Auditors
A resolution to re-appoint KPMG Audit Plc as the Company's auditor will be proposed at the forthcoming AGM.

By order qf the Bpard
C G Hurst

Company Secretary
9 March 2009
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Directors’ Remuneration Report

This report has been prepared in accordance with Schedule 7A of the Companies Act 1985, The report also meets the relevant requirements of
the Listing Rules of the Financial Services Authority and describes how the Board has applied the principles relating to Directors' remuneration.
As required by the Act, a resolution to approve this report will be proposed at the AGM of the Company at which the approval of the financial
slatementis will be proposed.

The Act requires the auditor to report 1o the Company’s members on certain parts of the Directors’ Remuneration Report and to state whather in their
opinion those parts of the report have been properly prepared in accordance with the Companies Act 1985. The report has therefore been divided
into separate sections for audited and unaudited informatian.

Information not subject to audit

Remuneration Commitiee

The Company has established a Remuneration Committee which is constituted in accordance with the recommendations of the Combined Code.
D A Campbell, R J Clowes, N G Howard and R H Lawson wera members of this Committee throughout 2008 1o the date of this report. All the
rmembers are independent non-execulive Directors apart from N G Howard, who was independent on appeintment as Chairman of the Company
on 1 January 2007. The Committee was chaired throughout 2008 to the date of this repert by D A Campbell.

None of the Committes has any personal financial inierest (other than as shareholders), conflicts of interest from cross-directorships or day-to-day
involvernent in rurning the business. The Comimittee makes recammendations to the Board, No Director plays a part in any decision about his own
remuneration.

In determining aspects of the Directors' remuneration for the year, the Committee consulted D B Stirling (Managing Director) about its proposals.
The Committee also referred to MM&K Limited, who are remunaration consultants. MM&K Limitad did not provids any other services to the Company
or Group.

Remuneration policy for the executive Directors
Executive remuneration packages are prudently designed to attract, motivate and retain Directors of the high calibre neaded to maintain the Group's
position as a market leader and to reward them for enhancing value ta shargholders,

The performance measurement of the executive Directors and key members of senior management and the determination of their annual
rernuneration package are undertaken by the Committee.

There are five main elements of the remuneration package for executive Directors and senior management:

+ basic annual salary,

+  benefits;

* annual bonus plan;

+ long-term incentive schemes; and
* pension arrangements.

The Committee's policy is that a substantial proportion of the remuneration of the executive Directors should be performance refated. As described
below, executive Diractors may earn annual incentive payments which are capped as a percentage of basic salary together with the benefits of
participation in long-term incentive arrangements.,

Basic annual salary

An execulive Director’s basic arnual salary is reviewed by the Commitiee at the beginning of each year and when an individual changes position or
responsibility. In deciding appropriate levels the Committee considers the Executive Team as a whole, individual performance and independent surveys
of Directors’ remuneration. The Committee’s policy is to set basic annual salaries at a level below what it Delieves is the average market rate for the
individual concerned while setting the incentive potential at a consequently higher rate. Basic annual salaries were last increased on 1 Aprit 2008.

The Company operales a salary sacrifice scheme under which employees can change their contract of employment with a consequent reduction in
salary in exchange for an additicnal Company contribudtion 1o the employees’ pension scheme. In these cases bonuses and other incentive
arrangements are calculated on salary prior to the reduction {bonusable salary). The reductions in salary made wera 7% for G G Hurst and 7% for D B
Stirling. Details of the contributions made by the Company inte the Defined Contribution Pension Scheme for these individuals are shown in this report
within the Information Subject to Audit.

Benefits
The executive Directors are entitled to receive certain benefits, principally a car allowance and private medical insurance.
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Annual bohus payments

The Committee establishes the objectives that must be met for gach financial year if a cash bonus is to be paid. In setting appropriate bonus levels
the Committee refers to independent surveys of Directors' remuneration. The Committee believes that any incentive compensation awarded should
be tied to the interests of the Company's shareholders and that the principal measure of those interests is profit before taxation excluding
exceptional items.

Executive Directors, other than the Managing Director, are also set personal objectives, the non-achievement of which can restrict the bonus award
made. The bonus award was capped at 100% of bonusable salary for 2008, That element of the bonus payment over 40% of bonusable salary will
be paid in restricted shares which will only be capable of release if the executive is still employed by the Company three years later. Incentive
payments under the scheme for the year ended 31 December 2008 varied between 21.3% and 22.4% of bonusabla salary for the executive
Directors. Profit before taxation, excluding exceptional items, increased by 16.6%.

The policy for 2009 and the future is for a maximum annual bonus of 100% of salary of which the Committee proposes any bonus payment over
40% of bonusable annual salary would be paid in restricted shares.

Share options and long-term incentives
The Cormpany currently does not operate any long-term incentive schemes other than the schemes described below.

The main long-term incentive scherne operated by the Company is the Long-Term incentive Plan {LTIP) award to the executive Directors and senior
management. The LTIP awards are subject to performance conditions on Toial Shareholder Return and EPS (excluding exceptional items) over a
three year period. These performance criteria, which applied 1o all executive Directors to whom options have been granted under the Scheme, were
chosen because the Committee believed it best aligned this incentive with shareholder interests. In 2008 an award of 50% of salary was made.

UK based executive Directors and senior management have also been granted share options under a Her Majesty's Revenue and Customns
Approved Share Option Schermne. These options are not exercisable unless the Group's normalised eamings per share, excluding exceptional items,
increases by at least three percentage points in excess of the increase in the Retail Price Index over the same period. The exercise price of the
options granted under the above schemes is equal o the market value of the Company's share price at the time when the options are granted. The
executive Directors are entitled to participate provided they meet the eligibility requirements of the schemes.

The Company also has an Executive Share Option Scheme. This was reptaced as the main long-term incentive scheme in 2007 by the LTIP award,
No awards have been made under the Executive Share Option Scheme in 2008,

Pension arrangements

The executive Directors are members of the Zotefoams Defined Contribution Alternative Pension Plan, Prior to 31 December 2005 the executive
Directors were active members of the Zotefoams Defined Benafit Pension Schems (the “Scheme”). However, this Scheme closed 1o future accrual
of benefit on 31 December 2005 and after this date the executive Directors became deferred members of this Scheme.

Performance Graph
The fellowing graph charts the total cumulative shareholder return (share price movements plus dividends reinvested) of the Company since January
2004. 1t is compared to the FTSE Small Cap Index which the Board believes is the maost relevant comparison for a company of Zotefoams' size,

Zotefoams and FTSE Small Cap Total Return Index (“TRI"} re-based to 100 {(January 2004 to December 2008).
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Directors’ Remuneration Report continued

Service contracts

The executive Directars have service contracts with the Company which are terminable on twelve months’ written notice from the Company or the

respective Director.

The non-executive Directors and the Chairman have three year contracts which can be terminated by the Director or the Company on six months’

written notice.

The service agreements between each of the Directors and the Company do not entitle the respective Dirscior to payment of compensation on

termination other than statutory compensation.

Non-executive Directors

All independent non-executive Directors and the Chairman have specific terms of engagement and their remuneration is determined iy the Board
within the limits set by the Articles of Association and based on indepandent surveys of fees paid to non-executive Directors of similar companies.
Independent non-executive Directors and the Chalrman cannot participate in any of the Company's share options schemes and are not eligible to join

the Company's pension schems.

Information subject to audit
Directors’ emoluments

Com;

Basic Operational Car naﬁmy Cther Total Total
Rermuneration in £ salary/lees bonus allewance contrputions® benefits™ 2008 2007
D A Campbell 24,875 —_ —_ — — 24,875 20,170
R J Clowes 22,313 — — — — 22,313 9,647
N G Howard 46,500 — — — — 46,500 45,000
C G Hurst 98,742 22,79 10.561 18,867 1,244 152,205 171,286
R H Lawson 24,875 —_ —_ —_ — 24,875 23,563
G J Ryan® — — — — — - 23,000
D B Stirling 140,143 34,496 11,640 21,872 1,973 210,124 237,870
357,448 57,287 22,2Mm 40,739 3,217 480,892 530,546

Note:

1} Other benefits are calculated in terms of taxable values in the UK,

2} The Company operatas a Defined Contribution {*"DC") Pension Plan. individuals can opt to change their contract of employment under a salary
sacrifice arrangement, under which their salary is reduced and the Company makes a corresponding contribution into their DG Pension Plan,
Both the exscutive Directors have opted for the salary sacrifice scheme and the total contributions made by the Company to each individual's
pension plan are shown above. None of the executive Directors made any employee contributions to the DC Pension Plan.

3) CJRyan was a Director untd 31 December 2007.

Directors’ shareholdings

The beneficial and non-beneficial interests of the Directors (including persons connectad with them within the meaning of Section 346 of the
Companies Act 1985) in the ordinary shares of the Company are set out below:

31 December 31 December

Nunber of ordwwry S5p chares 2008 2007
D A Campbell 5,939 5,939
A J Clowes 20,000 20,000
N G Howard 40,000 40,000
C G Hurst 78,745 78,745
R H Lawson 5,000 5,000
C J Ryan {resigned 31 December 2007) Not disclosed 20,000
D B Stirling 79,979 66,979
229,663 236,663

There have been no changes to Directors’ interests between the end of the financial year and the date of this report.
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Share options
Options over ordinary shares granted:

s &t

3 Dat:arﬁ:b:r n Dece::b:: Exercise Expiry

Scheme 2007 Granted Excreisca Lapscd Cancelled 2008 pnce Excroisable dale

C G Hurst Executive SOS 59,631 —_ — _ —_— 59,621 725p 7.04.2007 6.04.2014
G G Hurst Executive S08 173,863 —_ — (57.954) — 115,909 77.0p 22122008 21.12.2018
D B Stiriing Executive SOS 240,584 — — (80,195) — 160,389 77.0p 22.12.2008 21.12.2015
C G Hurst LTiP 80,000 — — —_ — 80,000 nil  10.05.2010 n/a
D B Stirfing LTIP 114,508 —_ — - — 114,509 nil  10.05.2010 n/a
C G Hurst LTIP — 51,777 _ — — 51,777 nil  20.03.2011 n/a
D B Stirling LTIP — 74,122 — — -— 74,112 nil  20.03.2011 n/a
C G Hurst 2007 Deferred Bonus — 7,358 — — — 7,358 nil 20.03.2011 n/a
D B Stirling 2007 Deferred Bonus — 14,201 — — — 14,201 nil  20.03.2011 n/a
C G Hurst HMRC S08 — 28,116 — - — 28,116 106.7 12,08.2011 11.08.2018
D B Stirling HMRC S0S -— 28,116 — _ _ 28,116 106.7 12.08.2011 11.08.2018

Executive Share Opticn Scheme (Executive SOS)

These options have been granteg under the Zotefoams Executive Share Option Scheme. These options are not exercisable unless the normatised
Group earnings per share before exceptional tems (EPS) increase by a percentage in excess of the increase in the Retall Price Index over a three year
period. Further conditions gontrol the amount of shares available under these options. The option awards are reduced by one-third or two-thirds if
cerlain thresholds are not reached.

The thresholds are as follows:

Percentage incraase above RPI needed for:

Tweolhirg One-third
Exgcutive share oplions first exercisable in: Fidl award award award
2008 200% 150% 100%

The Executive S0S options awarded in 2004, which were first exercisable in April 2007 vested with one-third of the options awarded. The Executive
SOS options awarded in 2005, which were first exercisable in December 2008 vested with two-thirds of the options awarded.

Thera were no options awarded under the Executive SOS in 2008 and there have been no changes in options granted between the end of the year
and the date of this report.

The middle market quoted share price at 31 December 2008 was 52.5p and the high and low prices during the year were 110.0p and 52.50 respectively.
Long-term Incentive Plans (LTIP)

The LTIP awards made are subject to performance and service conditions. 50% of the award is subject to growth in Total Shareholder Return (TSR}
and 50% subject to EPS growth. Performance is measured over a three year period and the proportion of rastricted shares will be released to the

participant, to the extent to which TSR and EPS largets over the period have been met,

These criteria are:

Threshold Maximum

Performance Target % of award vesting Performance Target % of award vesting

TSR goal 10% pa growth 12.5 25% pa growth 50
EPS goal 8.4p 12.5 13.0p 50

The total award vesting is ine sum of the Awards for TSR and EPS. If tha performance is betow the EPS threshoid then no part of the EPS award
vests. If performance is below the TSR threshold then no part of the TRS award vests. Between the threshold and the maximum, the award vests
on a sliding scale basis.

The market value of the 2008 LTIP shares granted was 98.7p on the date of the grant.
HMRC Approved Share Option Scheme (HMRC S0S}

These options have been granted under a HMRC Approved Share Option Scheme. These options are not exercisable unless EPS increases over a
three year period by at least three percentage points pa in excess of the increase in the Retall Price Index over the same period,
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Directors’ Remuneration Report continued

Directors’ pension entitlements

The Zotefoams Defined Benefit Pension Scheme was closed ta future accrual of benefits from 31 December 2005. At this time, all active mambers left
the Scheme and were granted preserved pension payable from their normal retirement age {or immediately, if the member had reached normal
retirement age).

The following serving Directors were members of the Zotefoams Defined Benefit Pension Scheme and their benefits under this Scheme are shown below:

Acenied pension Increase Vatua of acorued Vahie of accnuad

in scheme Gross n acorued peansion pansion

at year increase pension net al year at grart

endy in pension of inflation end® of yaar

£ N £ £ £

C G Hurst 8,176 303 — 72,896 58,758
D B Stirling 16,085 596 — 125,539 100,919

Notes

1)

2)

3

The pension entitlement shown is that which would be paid annually on retirament at normal retirement age {(or immediately upon late retirement
where applicable), based on service to 31 December 2005 (the date the scheme was closed to future accrual) and excluding any future increases
under the Rules of the Scheme.

Transfar values have been calculated in accordance with Section 93A of the Pension Schemes Act 1893 and have been calculated in accordance
with the QOccupational Pension Schemes (Transter Value) Regulations 1996 on the basis agreed with the Trustees of the Scheme,

The change in the transfer value over the year includes the effect of fluctuations in the transfer value due to factors beyond the control of the
Company and Directors, such as changes in financial conditions. The transfer value basis was amended from 1 October 2008 as a result of
changes o legistation.

The following is additional information relating to Directors’ pensions from the Zoteloams Defined Benefit Pension Scheme:

a)

b)
c)

d

Before the Scheme closed, members of the Scheme had the option of paying Additional Veluntary Contributions (AVCs). The value ot these AVCs
has been excluded from the above figures.

Normal retirernent age is 65.

On death before retirement, a spouse’s pension is payable of one-half of the member's preserved pension at leaving, revalued from leaving date to
the date of death, in line with statutory revaluation increases.

On death in retirement, a spouse’s pansion is payable of one-half of the member's pension at death, without reduction for any part of the
member’s pension surrendared for cash at retiremant.

Members' Guaranteed Minimum Pensions increase at statutory rates, Other pensions increase at 5% per annum or the increase in the Retail
Price Index if less.

From 1 January 2008, active employees were able to pay contributions 1o a defined contribution scheme set up by the Company in order to
receive ratirarment benefits, The Company also contributes to this arrangement. Details of this arrangement and the value of any contributions paid
to this arrangement are not included in the above disclosures.

The executive Directors are members of the Zotefoams Defined Contribution Alternative Pension Plan. Under a salary sacrifice agreement all
contributions to this pension plan are pald by the Company and the contributions made by the Company in 2008 are shown in the 1able of Directors’
Emcluments.

Approval
The report was approved by the Board of Directors on 9 March 2009 and signed on its behalf by:

D A Campbell
Noen-executive Director and Chairman of the Remuneration Committee,
9 March 2009
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Audit Committee Report

Summary of the rale of the Audit Committee
The Audit Committee is appointed by the Board from the independent non-executive Directors of the Company.

The Audit Committee’s terms of reference include all matters indicated by the Disclosure and Transparency Rule 7.1 and the Combined Code.
The terms of reference are considered annually by the Audit Committes and are then referred to the Board for approval.

The Audit Committes is responsible for:

e monitoring the integrity of the financial staterments of the Group and any formal announcements relaling 1o the Group’s financial performance and

reviewing significant financial reporting judgements contained therein;

reviewing the external auditor's management letier and management responsas;,

reviewing the Group’s internat contrals and risk management systems;

reviewing the arrangements by which staff may, in confidence, raise concerns about possible improprieties (‘the whistleblowing palicy™;

assessing the need for an internal audit function and when used monitoring and reviewing its effectiveness:

making recommendations to the Board, for a resolution to be put 1o the shareholders for their approval in general meeting, in relation 1o the

appaintment of the external auditor and the approval of the remuneration and terms of engagement of the external auditor;

* reviewing and monitoring the external auditor's indapendence and objectivity and the effectiveness of the audit process, taking into consideration
relevant UK professional and regulatory requirements; and

* developing and implementing a policy on the engagernent of the external auditor to supply ron-audit services, taking into account refevant
guidance regarding the provision of non-audit services by the external audit firm,

The Audit Commities is required to report its findings to the Board, identifying any matters in respect of which it considers that action or improvement
is needed, and make recommendations as to the steps to be taken.

* * & 0 B

Composition of the Audit Committee
The members of the Audit Committee in 2008 were the independent non-executive Directors of the Company R H Lawson, D A Campbelt and
R J Clowes. R H Lawson is Chairman of the Committee and is a Felfow of the Institute of Chartered Accountants in England and Wales.

The Committee normally comprises three members, with a minimum of two members at any time. Two members constitute a quorum,

The Audit Committes structure requires the inclusion of one financially qualified member with relevant financial experience. Currently the Audit Committee
Chairman fuffils this requirernent. All Audit Gommittee mernbers are expected tc be financially literate. The Company provides training if required.

Meetings

The Audit Committee is required to mee! al least twice per year and has an agenda linked to events in the Company's financial calendar. The agenda is
predominantly based around these events and is therefare approved by the Audit Committee Chairman on behalf of his fellow members. Each Audit
Committee member has the right to require reports on ratlers of interest in addition to standard agenda items.

The Audit Committee invites the Company Chairman, Managing Director, Finance Director, Financial Controller and senior representatives of the
external auditor to attend relevant meetings, although il reserves the right to request any of these individuals to withdraw. For part of a meeting each
year it meets with senior representatives of the external auditor without anyane else being present. Other senfor managerment may be invited to present
such reports as are required for the Committee to discharge its duties.

Overview of the actions taken by the Audit Committee to discharge its duties

Since the beginning of 2008 the Audit Committee has:

» reviewed the financial statements in the 2007 and 2008 report and accounts and the interim repont issued in August 2008. As part of this review
the Committee received reports from the externat auditor on the audit of the annual reports and accounts and the review of the interim report;
considered the output from the Group-wide process used to identify, evaluate and mitigate high level business risks;

undertaken an assessment of the need for an internal audit function; and

following this assessment appointed an internal auditor and agreed a programme of work for 2008;

received reports from the internal auditor on the work it had undertaken and management responses to proposals made in the internal audit report;
reviewed the effectiveness of the Group's internal controls {including, but not Emited to, financial controls) and disclosures made in the annual
report on this matter;

reviewad and agreed the scope of the audit work ta be undertaken by the external auditor;

considered the views of the extarnal auditor on the effectiveness of the Group’s internal financial contrals;

agreed the fees to be paid to the external auditor for their audit and work on the accounts and interim raport;

undertakan an evaluation of the independence and effectiveness of the external auditor, and

reviewead its own effectiveness.

L I B

External auditor

The Audit Committe is responsible for the development, implementation and monitoring of the Group’s policy on external audit. Although the external
auditor is allowed to provide non-audit services the Committee monitors the extent of these services to ensure that they do not compromise the auditor's
objectivily. It also assesses the effectiveness of the external auditor in relation to their fulfilment of the agreed audit plan, the robustness and perceptiveness
of the auditor in handiing key accounting and audi judgements and the thoroughness of the auditor's review of internal financial controls. As a consequence
of its satislaction with the: results of these activities the Audit Committee has recommended to the Board that the external auditor should be re-appointed.

Internal audit function

The Audit Committes reviewed the need for an internal audit function. Although it concluded that given the size of the Group the creation of a separate
internal audi function was not necessary it did appoint an external accountancy firm, Mazars, to carry out an internal audit review of some of the
Company's financial controls in 2008, Mazars carries out no other work for the Group and the Audit Committee considers them independent.

The Audit Commitiee agreed with Mazars their terms of reference, reporting lines and their planned activity. it then reviewed the outcome of this work
with Mazars and the findings and proposals made by Mazars with management. The Audit Committee also maintains an oversight over the Company's
whistleblowing palicy.

Overview

As a result of its work during the year, the Audit Committee has concluded that it has acted in accardance with its terms of reference and has ensured
the independence and objectivity of the external auditor. The Chairman of the Audit Commitiee will be available at the AGM to answer any questions
apout the work of the Committee.

Approval
This report was approved by the Audit Committee and signed on its behalf by:

R H Lawson "
Non-execulive Director and Chairman of the Audit Committee M
9 March 2002 N
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Corporate and Social Responsibility Report

Zotefoams considers that the management of safety, health, environmental, social and ethical matters forms & Key element of effective corporate
goverrance. These areas are covered by the intarnal control systems and procedures outlined in the Corporate Governance Report on page 30.

Safety, Health and Environment {SHE)
The Board has separate policies in place relaling to Safety, Health and Environment. In line with best practice, the Company is certified to accredited
stanciards OHSAS 18001 on Health and Safety and ISC 14001 the International Standard for Environmental Management Systems.

The Board has ultimate responsibility for SHE poficy and performance and receives reports on SHE issues on a quanterly basis. Annual performance
objectives are agreed by the Board and performance against these objectives is monitored as part of its quarterly reporting programme.

In 2008 the Finance Dircctor was directly responsible to the Board for Safety, Health and Environmental performance. Site committees met quarterly
to consider all SHE matters and Steering Commiltees, chaired by the Managing Director {or appropriate responsible person in subsidiary
companies), also meet quarterly to consider overall performance and the impact of current and impending legislation. A Health and Safety Adviser
and an Environmental Adviser support these groups.

Senior managers are responsible for ensuring that SHE pelicies are implemented in their departments, all employees are informed of the
departmental requirements and departmental training on environmental issues and safe warking practices is up to date. Regular audits are
conducted to ensure policy and procedure implementation is appropriate. All employees are made aware that primary responsibility for safety lies
with the employee.

Wa take reporting of all incidents very seriously, including “near misses” and plant or equipment damage not resulting in personal injury. All events are
investigated by appropriate levels of management to establish root cause and to eliminate re-occurrence wherever possible. There were no prosecutions,
fines or enforcement action taken as a result of non-cormpliance with safety, health or environmental legistation.

Health and safety perfformance

The operational erwironment at Zoteloams contains few contralled substances and our manufacturing plant involves mainly manual handling and
materials processing. The risks to our process are assessed whenever new or altered equipment or materials are introduced and at regular periods
thereafter. Tha most strictly controlled parts of our sites are where pressure is used.

Operating vessels at high-pressures, Zoteloams is subject to the Pressure Systems Safety Regulations 2000 in the UK and OSHA in the US. Tightly
defined procedures and operational controls are in place to manage the safety of our pressure systems, Fail-safe mechanisms known as Pressure
Retief Valves (PRV's) and bursting disks (which are the equivalent of fuses in an electrical systemn) are designed and installed into our pressure
systems. Failure of a PRV or bursting disk leads to depressurisation of sections of our system releasing nitrogen gas into the atmosphere and
mitigating any further risks.

In 2005 unanticipated corrosion caused by the water-cooling mechanism which Zotefoams uses for some of its high-pressure vessels was found.
This was reported in the 2005 annual report. To minimise the extent of this corrosion the Board has accelerated the refurbishment and upgrade
programme for the vessels involved. Our target, which is based on the most prudent course from a safety parspective while continuing to operate,
is for a serial refurbishment of all water-cooled vessels on the shortest practical timescale. To date we have completed the refurbishment of all our
major high pressure vessels under this programme, apart from one major vessel which is in the process of being refurbished. One minor vessel has
been refurhished and two further minor vessels rermain affected and these are being monitored prior to refurbishment or withdrawal from service.

In 2008 there were 8 reportable lost time injurias in the Group (2007: 7). Four of these were strain injuries and four were impact injuries {one tendon
injury, one burns injury and two cuts). All had different causes and have been {ully investigated with comrective actions implemented. Additional
training prograrmmes were held in 2008 for safety representatives, managers and supervisors in Zotefoams plc.

Environmental performance

The Board considers the processes used by Zotefoams to be among the most, if not the most, environmentally friendly way to manufacture palymer
foams. Our process uses pure nitrogen gas to expand the foams. The common peroxide cross-linking agent, which enhances foam properties, is
completely utilised during processing and, importantly, no other chemical additives are present in our basic foam products. The result is that cur
basic foam products have no toxic or volatile chemicals (such as solid chemical residues, CFC, HCFGC or volatile hydracarbons) remaining in the
malerial structure. Such substances are present in competitive products.

During 2008 the Group had 4 internally recorded environmental incidents {2007: 13}, Three of these were noise complaints received from neighbours
{2007: 2). All were investigated and actions taken. The other recorded incident was the release of nitrogen gas into the air from bursting disks which
ara an essential part of our statutory equipment safety regime (2007.9). While Zotefoams record this as an environmental incident principally on the
grounds of utility loss and noise, we consider that the safety of our plant is of primary importance and regard these incidents as evidence that our
safety processes are functioning as designed.

The vast majority of all waste produced by Zotefoams plc is either solid or foamed polyolefin. Neither are easily melt-processed (the major racycling
route for most plastics) due to our essential step of cross-linking our pelymers during manufacture. In 2008 8% of the total foam waste produced
was sent to landfill (2007: 7%) and the rest was successfully recycled.

Energy consumplion per unit of foam manufactured is monitored and reviewed regularly during the year. There are continuing efforts across the site
to improve energy efficiency. Zotefoams is negotiating via a third party to join a group of companies in a Climate Change Levy (CCL} agreement. This
will involve agreeing specific targets to reduce energy consumption.
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Employees

Zotefoams regards its workforca as a key part of tha businass. It oparates an equal opportunities policy and believes that a wide array of diversity {in
ethnicity, age, gender, language, sexual orientation, religion, socio-economic status or even personglity and ability) promotes innovation and business
success. Applications for employment by disabled persons are always fully considered. In the event of members of staff becoming disabled every
effort is made to ensure that their employment with the Group continues and that appropriate training is arranged. It is the policy of the Group that
the training, career development and promotion of disabled persons should, as far as possible, be identical to that of cther employees.

Zotefoams places considerabla value an the involvement of its employees and continues to keep them informed on matters affecting them as
employees and on the various factars affecting the perfermance of the Group. This is achieved through formal and informal meetings. Employes
representatives are consulted regularty on a wide range of matters affecting their current and future interests.

Business ethics

Zotefoams is committed to high standards of business conduct and seeks to maintain these standards across all of its operations throughout the
world. The Group has adopted a Code of Business Conduct, approved by the main Board, which provides practical guidance for all staff. This
quidance is included in the employee handbock and incorporated into an induction process which all employees must complete.
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Corporate Governance

The Company is committed to the principles of corporate governance contained in the Combined Code on Corporate Governance (the ‘Code') that
was issuad in 2006 by the Financial Reporting Council for which the Board is accountable to shareholders.

Statement of compliance with the Combined Code
Throughout the year ended 31 Decemnber 2008 the Company has bseen in compliance with the Code provisions set out in Section 1 of the Code.

Statement about applying the principles of the Code

The Company has applied the principles set out in Section 1 of the Code, including both the main principles and the supporting principles, by
complying with the Code as reported above. Further explanation of how the principles and supporting principles have bean applied is set out below
and in the Directors’ Remuneration Report and the Audit Committee Report.

Board effectiveness

The Board's role is to pravide the entreprensurial leadership of the Company within a framework of prudent and effective controts which enabls risk to
be assessed and managed. The Board sets the strategic aims of the Company, ensures that the necessary resources are in place to achieve the
Company’s objectives and reviews management performance. The Board's role is to act as reprasentative of the shareholders, who are the Company's
owners and focuses on the governance of the Company. Management is delegated to the executive Directors and the senior executive management
of the Group.

All Directors must take decisions objectively in the interests of the Company.

As part of their role as members of a unitary Board, non-executive Directors constructively challenge and help develop proposals on strategy. Non-
executive Directors scrutinise the performance of management in mesting agreed goals and objectives and monitor the reporting of performance.
They satisfy themselves on the integrity of financial information and that financial controls and systems of risk management are robust and defensible.
They are responsible for determining appropriate levels of remuneration of executive Directors and have a prime role in appointing, and where
necessary removing, executive Directors, and in succession planning.

The Board has three major committees which report into it and function within defined terms of reference. These are the Audit Committee, the
Remuneration Committee and the Nominations Committee. The terms of reference for these Committees are available on the Company’s website
www.zotefoams,com and in paper form, on request from the Registered Office of the Company.

Attendance details for 2008 by the Directors for meetings of the Board and these Committees are shown below:;

Formal Board Audit Committee Remuneration Nominations.

meetings meetings Cormmittee mestings Committes meetings

Attendance at meetings Eligicle Anended Eligible Attended Eiigible Attended Eligible Attended
D A Campbell 8 8 K] 3 3 3 1 1
R J Clowes 8 8 3 3 3 3 1 1
N G Howard 8 8 n/a n/a 3 3 1 i
G G Hurst 8 3 n/a n/a n/a n‘a n/a n/a
R H Lawson 8 g 3 3 3 3 1 1
D B Stirling 8 8 n/a n/a n/a n/a n/a nfa

Chairman and Managing Director

The Chairman is responsible for leadership of the Board, ensuring its effectiveness on all aspects of its role and setting its agenda. The Chairman is
also respensible for ensuring that the Directors receive accurate, timely and clear information. The Chairman faciiitates the effective contribution of
the nor-executive Directors in particular and ensures constructive relations between executive and non-executive Directors.

The Managing Director is responsible for the running of the Company’s business. He is supponied by the other cxecutive Director and senior
management team members in the Group.

Board balance and independence
The Board structure comprises, in addition to executive Directors, three independent non-executive Directors and a non-executive Chairman.

The Chairman, N G Howard, is also Chairman of the Nominations Committee and a member of the Remuneration Committee. N G Howard was
independent on his appointment as Chairman.

No ane ather than the Committee Chairman and members is entitled to be present at a meeting of the Remuneration, Audit and Nominations
Committees, but others may attend at the invitation of the Committees. During the year the Chairman met with the non-executive Directors without
the executive Directors present and the nan-axecutive Directors met without the Chairman being prasent.
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Appointments to the Board

Appointments to the Board are proposed by the Nominations Committes and approved by the Board. The Nominations Committea comprises the
Chairman N G Howard {who is Chalrman of the Nominations Committee) and the independent non-executive Directors. N G Howard was independent
on his appointment as Chairman.

The Nominations Gommittes operates within a defined set of terms of reference from the Board and is responsible for managing the recruitment of
new Board members within a specification set by the Board. Appointments to the Board are made on meril and against objectiva criteria, Care is
taken to ensure that appointees have enough time to devote to the job.

Information and professional development

Each month all Direciors receive management reports and briefing papers in relation to Board matters. New appointments to the Board receive an
induciion and, if appropriate, training. Training is available subsequently in order to fulfil the requirements of being a Director of a listed company. All the
Directors have access to the Company Secretary and independent professional advice at the Company’s expense if required for the furtherance of
their duties.

Board evaluation

A formal review of Board and Committes performance is camed out annually. The Chairman's performance is reviewed by the other non-executive
Directors in consultation with the executive Directors. The other non-executive Directors’ performance is evaluated by the Chairman in consultation
with the executive Directors. Executive Directors' performance is evaluated by the Remuneration Committee in conjunction with the Managing Directar
{except in the case of the Managing Director, when the Managing Director is not present).

Re-election
Re-election of Board members is required at the first AGM following appointment and at least every three years thereafter. At the AGM in 2009 twe
Directors will stand for re-election:

¢ NG Howard,
» GG Hurst,

Remuneration
The principles and details of remuneration policy are set out in the Directors' Remuneration Report.

Financial reporting
The Directors' responsibilities for preparing the financial statements are set out in the Statement of Directors’ Responsibifities.

Acdit Committee and auditors
A separate Audit Committee Report provides details of the role and activities of the Committee and its relationship with the external auditor.

Going concern
After making enquiries, the Directors have a reasonable expectation that the Group has adeqguate resources to continue in operational existence faor
the foreseeable future. For this reason they continue to adopt the going concern basis in preparing the financial statements.

Relations with shareholders

The Company is always ready, where practicable, to anter into a dialogue with Shareholders to promote mutual understanding of objectives, Meetings
with institutional shareholders are held twice a year following announcement of the Group's interim and final results. Other meetings may be held at
institutional shareholder request. To ensura that the Board, particularly the non-executive Directors, understand the views of major shareholders, the
Company's corporate brokers provided a surnimary of feedback from Lhe meetings following the interim and final resufls announcerments.

The Chairman is available t¢ meet institutional shareholders. The Senior Independent Director (R H Lawson) and other non-exacutiva Directors will
attend mestings with major shareholders if requested.

The Board considers the annual report and financial stataments and AGM to ba the primary vehicles for communication with private investors.
The mermbers of the Audit and Remuneration Committee will normally be present to speak at the AGM. The corporate website www.zotefoams,.com
contains information on the Cormpany,
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Corporate Governance continued

Internal control

The Board has applied principle C.2 of the Combined Code by establishing a continuous process for identifying, evaluating and managing the
significant rigks the Group faces. The Board regularly reviews the process, which has been in place from the start of the year to the date of approval
of this report and which is in accordance with the revised guidance on internal control published in October 2005 {the Turnbull Guidance). The Board
is responsible for the Group's system of internal control and for reviewing its effectiveness. Such a system is designed to manage rather than eliminate
the risk of failure to achieve business objectives, and can only provide reasonable and not absolute assurance against material misstatement or loss,

In compliance with provision C.2.1 of the Combined Code, the Board regularly reviews the effectiveness of the Group's system of internal control.

The Board’s monitoring covers all controls, including financial, operational and compliance controts and risk management. It is based principally on
reviewing reports from management to consider whether significant risks are identified, evaluated, managed and controlled and whether any significant
wealnesses are promptly remedied and indicate a need for more extensive monitoring. The Board has also performed a specific assessmant for the
purpose of this annual report. This assessment considered all the significant aspecis of intemal control arising during the period covered by the report.
The Audit Committee assists the Board in discharging its review responsibilities.

During the course of its review of the system of internal contral, the Board had not identified nor been actvised of any failings or weaknesses which it
has determined to be significant. Therefore a confirmation in respect of necessary actions has not been considered appropriate.

Key elerments of the Group's system of internal controls are as {ollows:

Control environment

The Group has an appropriate organisational structure for planning, executing, controlling and monitoring business operations in order to achieve
Group objectives. Overall business objectives are set by the Board and communicated through the organisation. Lines of responsibility and
delegations of authority are documented.

Risk identification

Group management are responsible for the identification and evaluation of key risks applicable to their areas of business. These risks are assessed on
a continual basis and may be associated with a variety of internal or external sources including control breakdowns, disruption in information systerms,
competition, natural catastrophe and regulatory requirements.

Information and communication

Annual budgets are a key part of the planning process and performance against plan is actively monitored at Board level supported by quarterly
forecasts. Statistics and commentary on actual operating performance are made available to all Directors rmonthly, and lorecasts are presented to the
Board guarterty.

Through these meachanisms, Group performance is continually monitored, risks identified in a timely manner, their financial implications assessed,
control procedures re-evaluated and corrective actions agreed and implemented.

Control procedures

The Group has implemented control procedures designed to ensure complete and accurate accounting for financial transactions and to limit the
poleniial exposure to loss of assets or fraud. Measures taken include physical conirols, segregation of duties, reviews by management, internal audit,
and external audit t0 the extent necessary to arrive at thelr audit opinion.

A process of control self-assessmant and hierarchical raporting has been established which provides for a documented and auditable trail of
accountability. These procedures are relevant across Group operalions and provide for successive assurances to be given at increasingly higher levels
of management and finally, to the Board. Planned corrective actions are independently monitored for timely completion.

Monitoring and corrective actian

There are clear and consistent procedures in place for monitoring the systemn of internal financial and non-financial controls, The Audit Commitiee
meets at least lwice a year and, wilhin its remit, reviews the effectiveness of the Group's systern of internal financial controts, The Corrmmitiee receives
reports from external auditors and management.

Non-financial conirols are reviewed regularty by executive managemeni who report any issues and corrective actions iaken directly to the Board.
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Statement of Directors’' Responsibilities

Statement of Directors’ responsibilities in respect of the annual report and the financial statements
The Directors are responsible for preparing the annual repart and the Group and Parent Company financial statements in accordance with applicable
law and regulations.

Company law requires the Directors to prepare Group and Parent Company financial staternents for cach financial year.

Under that law they are required 1o prepare the Group financial statements in accordance with IFRS as adopted by the EU and have elected to
prepare the Parent Company financial statements on the same basis.

The Group and Parent Company financial statements are required by law and IFRS as adopted by the EU to present fairly the financial position of the
Group and the Parent Company and the performance for that period; the Companies Act 1985 provides in relation 1o such financial statements thag
references in the relevant part of that Act to financial statements giving a true and fair view are references to their achieving a fair presentation.

In preparing each of the Group and Parent Company financial statements, the Directors are required to:

select suitable accounting policies and then apply tham consistently;

make judgements and estimates that are reasonable and prudent;

state whather they have been prepared in accordance with IFRS as adopted by the EU; and

prepare the financial stalements on the going concern basis unless il is inappropriate to preswme that the Group and the Parent Comparny wilk
continue in business.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial position: of the
Parent Company and enable them to ensure that its financial statements comply with the Companies Act 1985. They have general responsibility for
taking such steps as are reasonably open to them {o safeguard the assets of the Group and to prevent and detect fraud and other irregularities.
Under applicable law and regulations, the Directors are also responsible for preparing a Directors’ Report, Directors” Remuneration Report and
Corporate Governance Statement that comply with that faw and those regulations.

The Directors are responsibls 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.

Responsibility Statement of the Directors in respect of the Annual Report and Accounts
The Directors confirm that ¢ the best of their knowledge:

* The Group and Parent Company's financial statements, prepared in accordance with applicable UK law and in conformity with IFRS as adopted
by the EU, give a true and fair view of the assets, liabilities, financial position and profit or loss of the Cormpany and the undertakings included in
the consolidation taken as a whole and,

« The management report, which comprises the Directors’ Report and the Annual Business Review, includes & fair raview of the development
and performance of the business and position of the Company and the undertakings included in the consolidation as a whcle, together with a
deseriplion of the princigal risks and the uncertainties they face.

The Directers of Zotefoarmns plc are detailed on page 18.

Bf ﬁer of the goard

C G Hurst
Finance Director
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Independent Auditors’ Report

to the members of Zotefoams plc

We have audited the Group and Parent Company financial statements (the “financial statements”) of Zotefcams plc for the year ended 31 December 2008
which comprise the Consolidated Income Statement, the Consolidated and Company Balance Sheets, the Consclidated and Company Cash Flow
Staterments, the Consolidated and Company Statements of Recognised ncome and Expenses, and the refated notes. These financial statements
have been prepared under the accounting policies set out therein, We have also audited the information in the Directors’ Remuneration Report that is
described as having been audited.

This repert is made solely to the Company’s members, as a body, in accordance with Section 235 of the Companies Act 1985. Cur audit work has
been undertaken so that we might state to the Company's members those matters we are required to state to them in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not acecept or assume respensibility to anyone other than the Company and the
Company's members as a body, for our audit worl, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The Directors’ responsibilitias for preparing the annuat report, the Directors’ Remuneration Report and tha financial statements in accordance with
applicable law and Internaticnal Financial Reporting Standards (IFRS) as adopted by the EU are set out in the Statement of Directors’ Responsibilities
on page 33.

Our responsibility is to audit the financial statements and the pant of the Directors’ Remuneration Report to be audited in accordance with relevant
legal and regulatory requirements and International Standards on Auditing (UK and Irefand).

We report to you our opinion as to whether the financial statements give a true and fair view and whether the financial statements and the part of the
Directors’ Remuneration Report to be audited have been properly prepared in accordance with the Companies Act 1985 and, as regards the Group
financial staternents, Arlicle 4 of the |AS Regulation. We also report to you whether in our opinion the information given in the Directors' Report is
consistent with the financial statements. The information given in the Directors’ Report includes that specific information presented in the Business
Review that is cross referenced from the Business Review section of the Directors' Report. We also report to you if, in our opinion, the company has
nat kept proper accounting records, if we have not received all the information and explanations we require for our audit, or if information specified
by law regarding Directors’ remuneration and other transactions is not disclosed.

We review whether the Corporate Govarnance Statement reflects the company's cornpliance with the nine provisions of the 2006 FRC Combined
Code specified for our review by the Listing Rules of the Financial Services Authority, and we repert if it does not. We are not required to consider
whether the Board's statements on internal control cover all risks and controlg, or form ar opinion on the effectiveness of the Group's corporate
governance procedures or its risk and control procedures.

We read the other information contained in the annual report and consider whether it is consistent with the audited financial staterments. We consider
the implications for our report it we become aware of any apparent misstatements or material inconsistencies with the financial statements, Qur
responsibilities do not extend to any other information.

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board, An audit
includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements and the part of the Birectors’
Remuneration Report to be audited. It also includes an assessmeant of the significant estimates and judgements made by the Directors in the
preparation of the financial statements, and of whether the accounting policies are appropriate 1o the Group’s and Company's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with
sufficient evidence to give reasonable assurance Lhat the financiat slalerments and the part of the Directors” Rernuneration Repent to be audited are
frae from materia! misstatement, whether caused by fraud or other irragularity or error. In forming our opinion we aiso evaluated the overall adeguacy
of the presentation of information in the financial statements and the part of the Directors’ Remuneration Report to be audited.

Opinion

In our opinion:

+ the Group financial statements give a true and fair view, in accordance with [FRS as adopted by the EU, of the state of the Group's affairs as at
31 December 2008 and of its profit for the year then ended;

« the Parent Company financial statements give a true and fair view, in accordance with IFRS as adopted by the EU as applied in accordance with
the provisions of the Gompanies Act 19385, of the state of the Parent Company's affairs as at 31 Decemnber 2008,

» the financial statements and the part of the Directors’ Remuneration Report to be audited have been properly prepared in accordance with the
Cormpanies Acl 1985 and, as regards the Group financial statements, Article 4 of the JAS Regulation; and

¢ the information given in the Directors’ Repart is consistent with the financial statements.

Ot Aoty X

KPMG Audit Plc
Chartered Accountants
Registered Auditor
Crawley

9 March 2009
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Consolidated Income Statement
for the year ended 31 December 2008

2008 2007
Nole £000 £O00

Revenue 2 34,781 31,6086
Cost of sales {24,658) {23,035)
Gross profit 10,123 8,571
Distribution costs (2,820) (2,344)
Administrative expenses (3,273) (2,766)
Operating profit 4,030 3,461
Financial income 5 1,150 1,063
Firance costs 5 (1,222} {1,152)
Share of loss from associate {27) —_
Profit before tax 3,931 3.372
Taxation 6 (925) {454)
Profit for the year 3 3,006 2,818
Attributable to:
Equity holders of the parent 3,006 2,918
Earnings per share
Basic (p} 7 8.3 B.0

Diluted {p} 7 8.1 7.9
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Consolidated Statement of Recognised Income and Expense

for the year ended 31 December 2008

2008 2007

£000 £000
Foreign exchange translation differences on investment in foreign subsidiary/associate 3,043 (117)
Effective portion of changes in fair value of cash flow hedges net of recycling {1,079) (269)
Actuarial {losses)/gains on defined penefit schemes {1,658) 1,941
Tax on ilems taken directly to equity 766 271)
Net income recognised directly in equity 1,072 484
Profit for the year 3,006 2,918
Total recognised income and expense for the year 4,078 3,402
Attributable to equity holders of the parent 4,078 3,402
Company Statement of Recognised Income and Expense
for the year ended 31 Decernber 2008

2008 2007

£000 £000
Effective portion of changes in fair value of cash flow hedges net of recycling {1,079) (269)
Actuanal fossesygains on defined benefit schemes {1,658) 141
Tax on items taken directly to equity 766 (271)
Net (expense)/income recognised directly in equity {1,971) 601
Profit for the year 3,909 2,733
Total recognised incomne and expense for the year 2,028 3,334
Attributable to equity holders of the Company 2,028 3,334
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Consolidated Balance Sheet
as at 31 December 2008

2008 2007
Note £000 £000

Non-current assets
Property, plant and equipment 9 26,775 26,436
Intangible assets 10 121 —
Investment in associate 12 1,912 —
Deferred tax assets 18 239 138
Total non-current assets 29,047 26,574
Current assets
Inventories 13 4,335 4,280
Trade and other regeivables 14 8,408 7,351
Cash and cash equivalents 15 429 258
Total current assets 13,172 11,889
Total assets 42,219 38,463
Non-current liabilities
Interest-bearing loans and borrowings 17 —_ (300}
Employes benefits 23 (3,527) (2,465}
Deaferred tax Labilities 18 (1,969) (2,699
Total non-current liabilities {5,496) (5,464)
Current liabilities
Interest-bearing loans and borrowings 17 (300) {400}
Bank overdraft 15 {1,281) (1,242}
Tax payable {937) (561)
Trade and other payables 16 {4,984) (4,130)
Total current liabilities {7,502} (8,333)
Total liabilities {12,998) {11,797)
Total net assets 29,221 26,666
Equity
Issued share capital 19 1,889 1,820
Own shares held : 20 {69) —
Share premium 20 13,941 13,841
Capital redemption reserva 20 15 15
Translation reserve 20 2,291 (752)
Hedging reserve 20 {1,264) (185)
Retained earnings 20 12,418 11,827
Total equity attributable to the equity holders of the parent 20 29,221 26,666

These financial statements ware approved by the Board of Directors on @ March 2009 and signed on its behalf by:

N G Howard G G Hurst
Chairman Finance Director

Syt AL
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Company Balance Sheet
as at 31 December 2008

2008 2007
Note £000 £000

Non-current assets
Property, plant and equipment 9 20,722 21,676
Intangible assets 10 121 —_
Investment in subsidiaries i 8,384 5,649
Total non-current assets 29,227 27,325
Current assets
Inventories 13 3,384 3,355
Trade and other receivables 14 7,701 7,514
Cash and cash equivalents 15 31 —
Total current assets 11,116 10,869
Total assets 40,343 38,194
Non-current liabilities
Interest-bearing loans and borrowings 17 _ (300)
Employee benefits 23 {3,527) (2.465)
Deferred tax kabilties 18 (1,969) (2,699)
Total non-current liabilities (5,456} (5.464)
Current liabilities
Interest-bearing loans and borrowings 17 {1,517 (1,053
Bank overdratt 15 (1,281) {1,242)
Tax payabla (937) (561)
Trade and other payables 16 {4,681) (3,948)
Total current liabilities (8,416) (6,804)
Total liabilities {13,912) {12,268)
Total net assets 26,431 25,926
Equity
Issued share capital 19 1,889 1,820
Own shares held 20 (69} —
Share premium 20 13,941 13,941
Capital redemption reserve 20 15 15
Hedging reserve 20 {1,264) (185)
Retained eamings 20 11,919 10,335
Total equity attributable to the equity holders of the Company 20 26,431 25,926

These financial statements were approved by the Board of Directors on @ March 2009 and signed on its behalf by:

C G Hurst
Finance Director

BRL_¥
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Consolidated Cash Flow Statement
for the year ended 31 December 2008

2008 2007
Note £000 £000

Cash flows from operating activities
Profit for the year 3,006 2,918
Adjustments for:
Depreciation, amortisation and impairment 2,931 3,129
Gain on sale of plant and equipment _— 9
Financial income (1,150) (1,063)
Finance costs 1,222 1,152
Share of loss from associate 27 —
Equity-settled share-based payments 165 a1
Taxation 925 454
Operating profit before changes in working capital and provisions 7,126 6,872
Increase in trade and cther receivables (596) (1,287
Decrease/(increase) in inventories 227 (504)
{Decrease)increase in trade and other payables (387) 498
Decrease in provisions and employee benefits (600) (600)
Cash generated from the operations 5,770 4,779
Interest paid (68) {138)
Tax paid (698) (564)
Net cash from operating activities 5,004 4,077
Proceeds on disposal of property, plant and equipment — 22
Interest received 14 17
Acqguisition of property, plant and equipment {1,420) (2,692}
Acquisition of kcence {150) —
Investrment in associate {1,410} —
Distribution from associate 15 —_
Net cash used in investing activities (2,951) (2.653)
Proceeds from the issue of share capital — 202
Repurchase of own shares _ (242)
Repayment of borrowings (400) (400)
Dividends paid {1,638) (1.637)
Net cash used in financing activities (2,038) (2.077)
Net increase/(decrease) in cash and cash equivalents 15 653)
Cash and cash equivalents at 1 January {984) (329)
Effect of exchange rate fluctuations on cash held 117 @
Cash and cash equivalents at 31 December 15 (852) (G84)

Cash and cash equivalents comprise cash at bank and short-term highly liquid investments with a maturity date of less than threa months.
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Company Cash Flow Statement
for the year ended 31 December 2008

2008 2007
Meta £000 000

Cash flows from operating activities
Profit for the year 3,999 2,733
Adjustments for:
Depreciation, armortisation and impairment 2,492 2,731
Foreign exchange (gainsylosses (1,196) §6
Financial income (1,248) (1,282)
Finance costs 1,201 1,159
Equity-settled share-based payments 165 a1
Taxation 1,024 498
Operating profit before changes in working capital and provisions 6,437 5,986
Increase in frade and other receivables (195) {1.952)
Increase in inventories (29) (200)
(Decrease)/increase in trade and other payables {426) 497
Decrease in provisions and employee benefits (600) (600}
Cash generated from the operations 5,187 3.731
Interast paid a1 (145)
Tax paid {696) (581)
Net cash flow from operating activities 4,444 3,005
Interest received 110 236
Acquisition of property, plant and equipment {1,400) {2.622)
Acquisition of licence (150) —
Net cash used in investing activities {1,440) (2.386)
Proceeds from issue of share capital —_ 202
Purchase of own shares - (242)
Increase in investment in subsidiary {1,506) —
Intercornpany loar issued — (27)
Intercormpany loan received 564 B53
Repayment of borrowings (400} {400)
Dividends paid (1,638} (1.637)
Net cash used in financing activities {2,980} (1,451)
Net increase/(decrease) in cash and cash equivalents 24 (832)
Cash and cash equivalents at 1 January {1,242) (411}
Eflect of exchange fluctuations on cash held (32) 1
Cash and cash equivalents at 31 December 15 (1,250) (1,242)




41 Zotafoams plc Annual Report 2008

Overview 01-11

Business Review 12-17

Corperate Information 18-33
Fimancial Information 34-65

Notes to the Financial Statements

1. Accounting policies
Zotetoamns ple (the ‘Company’) is a Company incorporated in Great Britain.

The Group financial statements consoclidate those of the Gompany and its subsidiaries [together referred to as the '‘Group'). The Parent Company
financial statements present information about the Company as a separate entity and not about its Group.

Both Parent Company financial staterments and the Group financial statements have been prepared and approved by the Directors in accordance
with International Financial Reporting Standards as adopted by the EU {“Adopted IFRS").

On publishing the Parent Company financial statements here together with the Group financial statements the Gompany is taking advantage of the
exemption in Section 230 of the Companies Act 1985 not to present its individual Income Statement and related notes that form pan of these
approved financial statements.

These financial statements were approved by the Board on 9 March 2009,

Judgements made by the Directors, in the application of these accounting policies that have a significant effect on the financial statements and
estimates with a significant risk of material adjusiment in the next year, are discussed in nota 26.

a) Measurement convention
The financial statements are prepared on the historical cost basis except that derivative financial instruments are stated at their fair value,

b) Basis of consolidation

i) Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has tha power, directly or indirectly, to govern the financial
and operating policies of an entily so as to obtain benefits from its activities. In assessing control, potential voting rights that presently are exercisable
or convertible are taken into account. The financial statements of subsidiaries are included in the consolidated financial statements from the date that
control cormmences until the date that control ceases.

ii} Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and operating policies. Significant
influence is presumed to exist when the Group holds between 20 and 50 percent of the voting power of another entity. Associates are accounted for
using the equity method (equity accounted investees) and are initialty recognisext at cost. The Group's investment includes goodwill identified on
acquisiticn, net of any accurnulated impairment losses. The consolidated financial staternents include the Group's share of the total recognised
incoma and expense and equity moverments of equity accounted investees, from the date that significant influence commences until the date that
significant influence ceases. When the Group's share of losses exceeds its interest in an equity accounted investee, the Group’s carrying amount is
reduced to nil and recognition of further losses is discontinued except to the extent that the Group has incurred legal or constructive obligations or
made payments on behalf of an investee,

iii) Transactions eliminated on consclidation

Intra-group balances and transactions, including any unrealised gains and losses or income and expenses ansing from such transactions, are
eliminated in preparing the financial statements. Unraalised losses are eliminated in the same way as unrealised gains, but only to the extent that
there is no evidence of impairment.

¢) Foreign currency

i) Foreign currency transactions

Transactions in foreign currencies are translated at the foreign exchange rate prevailing at the time of the transaction. Manetary assets and liabilities
denominated in foreign currencies at the balance sheet date are translated to sterling at the foreign exchange rate ruling at that date. Foreign
exchange differences arising on translation are recognised in the income statament. Non-monetary assets and fiabilities that are measured in terms
of historical cost in a foreign currency are translaled using the exchange rate at the dale of the transaction.

i) Financial statements of foreign operations

The assets and fiabilities of foreign operations, including fair value adjustments arising on consolidation, are translated 1o sterling at foreign exchange
rates ruling at the balance sheet date. The revenuas and expenses of foreign oparations ars translated to sterling at the average rate of exchange
ruling during the year where this rate approximates to the foreign exchange rates ruling at the dates of the transactions.

Exchange diffierences arising from this translation of foreign operations since 1 January 2004 are taken directly to translation reserve. They are
refeased into the Income Statement upon disposal.

d) Derivative financial instruments

The Group uses derivative financial instruments to hedge its exposure to foreign exchange risks arising from operational, financing and investment
aclivities. In accordance with iis treasury policy, the Group does not hold or issue denvative financial instruments for trading purposes. Howaver,
derivatives that do not qualify for hedge accounting are accounted for as trading instruments.

Derivative financial instruments are recognised initially at fair value. Subsequent to initial recognition, derivative financial instruments are stated at fair
value. The gain or loss on re-measurement is recognised immediately in the Income Statement. Where derivatives quality for hedge accounting,
recognition of any resultant gain or loss depends on the nature of the itern being hedged (see accounting policy e},

The fair value of forward exchange coniracts is their quoted market price at the balance sheet date, being the present value of the quoted forward price.
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Notes to the Financial Statements continued

1. Accounting policies continued

e) Cash flow hedging

When a derivative financial instrument is designated as a hedge of the varability in cash flows of 2 recognised asset or liability, or of a highly probable
forecasted transaction, the effective part of any gain or loss on the derivative financial instrument is recognised directly in equity. If a hedge of a
forecasled transaction subsequently results in the recognition of a financial asset or a financial lizbifity, then the associated gains or losses that were
recognised directly in equity are reclassified into tha Income Statement in the same period or periods during which the asset acquired or liability
assumed affects the Income Statement.

The ineffective part of any gain or loss is recognised immediately in the tncome Statement.

When a hedging instrument expires or is sold, terminated or exercised, or the entity revokes designation of the hedge relationship but the hedged
forecast transaction is still expected te occur, the cumulative gain or loss at that point remains in equity and is recognised in accordance with the
above policy when the transaction occurs. if the hedged transaction is no longer expected to take place, then the cumulative unrealised gain or loss
recognised in equity is recognised immediately in the Income Staternent.

) Property, plant and equipment
i} Owned assets
Items of property, plant and equipment are stated at cost or deemed cost less accumulated depreciation and impairment losses {see accounting policy k).

When parts of an item of praperty, plant and equipment have different useful lives, those components are accounted for as separate itemns of
property, plant and equipment.

The cost of assets under construction includes the cost of materials and direct labour, and any other costs directly attributable to bringing the asset
to a working condition for its intended use.

ii} Leased assets
Leases in terms of which the Group assumes substantially all of the risks and rewards of ownership are classified as finance leases. Lease payments
are accounted for ag described in accounting policy q.

iii} Depreciation
Depreciation is charged to the Income Statement on a straight fine basis over the estimated useful lives of each part of the item of property, plant and
eguiprnenl, Land is not depreciated. The estimated useful lives are as follows:

Buildings 20 years
Plant and equipment 515 years
Fixtures and fittings 3-5 years

g) Intangible assets

i) Research and development

Expenditure on research activities undertaken with the prospect of gaining new scientific or technicat knowledge and understanding, Is recognised in
the Income Statement as an expense incurred. Expenditure on development activities, whereby research findings are applied to a plan or design for
the production of new or substantially improved products and processes, is capitalised if the product or process is technically and commercially
feasible and the Group has sufficient resources to complete development.

i} Intelfectual Property
Intellectual property is measured initially at purchase cost and is amortised on a straight-line basis over its estimated useful life.

h) Trade and other receivables
Trade and other receivables are stated at their nominal amounts less impairment losses (see accounting policy k).

i) Inventoriss
Inventaries are stated at the lower of cost and net realisable value. Net realisable value is the estimated selling price in the ordinary course of
pusiness, less the estimated costs of completing and selling expenses.

In determiring the cost of raw materials, consumables and goods purchased for resale, the weighted average purchase price is used. For work in progress
and finished goods manufactured by the Group, cost is taken as production cost, which includes an appropriate proportion of attributable overheads.

j) Cash and cash equivalents

Cash and cash equivalents comprises cash balances and call deposits with an original maturity of three months or less. Bank overdrafts that are
repayable on demand and form an integral part of the Group's cash management are included as a componenl of cash and cash equivalents for the
purposes of the statement of cash flows.




43 Zotefoamns plc Annual Repart 2008
Overview 01-11

Business Review 12-17

GCorporate Information 18-33

Financial Information 34-65

1. Accounting policies continued

k) mpairment

The carrying amounts of the Group's assets, other than inventories (see accounting policy i), employee benefits (see accounting policy n} and
deferred tax assets {see accounting policy r), are reviewed at each balance sheet date where there is an indication that tha asset may be impaired.
If any such indication exists, the asset’s recoverable amount is estimated (see below).

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable amount, Impairment
losses are recognised in the Income Statement.

i) Calculation of recoverable amount

The recoverable amount of assets is the greater of their net seling price and valus in use. In assessing value in use, the estimated future cash flows
are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

iiy Reversals of impairment

An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable amount. A impairment loss is
revarsed only 1o the extent that the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recognised.

I) Dividends
Dividends are recognised as a liability in the period in which they are approved.

m)} Interest-bearing borrowings

interest-bearing borrowings are recognised initially at fair value fess attributable transaction costs. Subsequent to initial recognition, interest-bearing
borrowings are stated at amortised cost with any differences between cost and redemption values being recognised in the Income Statement over
the pericd of the borrowings on an effective interest basis where material,

n) Employee benefits
iy Defined contribution plans
QObligations for contributions to defined contribution pensicn plans ars recognised as an expense in the Income Statement as incurred.

ii) Defined benefits plans

The Group's net obligation in respect of defined benefit post employment plans, including pension plans, is calculated separately for each plan by
estimating the amount of fulure benefit that the employees have earned in return for their service in the current and prior periods. That benefit is
discounted to determine its present value, and the fair value of any plan assets is deducted., The discount rate is the yield at the balance sheet date
on AA credit rated bonds that have maturity dates approximating the terms of the Group’s obligations. The calculation is performed by a qualified
actuary using the projected unit credit method,

The Group recognises all actuarial gains and losses that arise through the Staternent of Recognised Income and Expense. |

iiif Share-based payment transactions

The share option prograrmme allows Group employees to acquire shares of the Company. The fair value of options granted is recognised as an

employee expense with a corresponding increase in equity. The fair value is measured at grant date and spread over the period during which the

employee becomes unconditionally entitled to the options. The fair value of the options granted before 2006 were measured using 2 Monie Carlo

simulation method. Options granted since 1 January 2006 are valued using a Black-Scholes model. Fair value measurements take into account the |
terms and conditions upon which the options were granted. |

iv) Own shares held by Employee Benefit Trust (EBT)
Transactions of the Company-sponsored EBT are treated as being those of the Company and are therefore reflected in the parent company and
group financial statements. In particular, the trust’s purchases and sales of shares in the Company are debited and credited directly to equity.

o) Trade and other payables
Trade and other payables are stated at cost.

p) Revenue ‘
Revenue from the sale of goods is recognised in the Income Statement at the point of daspatch when significant risks and rewards of ownership is
deemned to have been transierred to the buyer.

q) Expenses

i} Operating lease payments

Payments made under operating leases are recognised in the Income Statement on a siraight line basis over the term of the lease. Lease incentives
received are recognised in the Income Statement as an integral part of the total lease expenses.

i} Finance lease payments
The finance charge, where material, is allocated to each period during the lease term so as to produce a constant periodic rate of interest on the
remaining balance of the liability.




Zotetoams ple Annual Report 2008 44

Notes to the Financial Statements continued

1. Accounting policies continued

r} Taxation

Tax on the Income Statement for the periods presented comprises current and deferred tax. Tax is recognised in the Income Statement except 1o the
axtent that it relates to items recognised directly in equity, in which case it is recognised in squity.

Current tax is the expected tax payable cn the taxable income for the year, using tax rates enacted or substantively enacted at the balange shest
date, and any adjustments to the tax payable in respect of pravious years.

Deferred tax is provided using the balance sheet liability method, praviding for temporary differences between the carrying amounts of assets and
labilities {or financial reparting purposes and the amounts used for taxation purposes.

The following temporary differences are not provided for: the initial recognition of assets or liabilities that affect neither accounting nor taxabie profit,
and differences relating to investrents in subsidiaries to the extent that they will probably not reverse in the foreseeable future. The armount of
deferred tax provided is based on the expected manner of realisation or settlement of the carrying amount of assets and liakilities, using tax rates
enacted or substantially enacted at the balance sheet date.

A deferred tax assel is recognised only to the extent that it is more likely than not that future taxable profits will be available against which the asset
can be ulilised. Deferred tax assets are reduced to the extent that it is no longer probable that the relatex) tax benefit will be realised.

Additional tax that arises from the distribution of dividends is recognised at the same tima as the liability to pay the related dividend.
Information as to the calculation of tax on the Income Statement is included in note 6.

s) Segmental reporting
A segment is a distinguishable component of the Group that is engaged either in providing products or services (business segment}, or in providing
products or services within a particular econamic environment! {geographical segment), which is subject to risks and rewards that are different from
those of other segments,

t) Investments in equity securities
Investments in subsidiaries are stated ai cost less impairment losses (see accounting policy k).

u) Adopted IFRS not yet applied
A number of relevant new standards, amendments to standards and interpretations are not yet effective for the year ended 31 December 2008 and
have not been applied in preparing these consolidated financial statements;

IFRS 8 Operating Segments introduces the "management approach” to segment reporting. IFRS 8, which becomes mandatory for tha Group's 2009
financial statements, will require the disclosure of segment information based on the internal reports regularly reviewed by the Managing Director, as
the Group's Chief Operating Decision Maker in order to assess each segment's performance and to allocate resources to them. Currently the Group
presents information under two operating and {our geographical segments. The Group will review the implications of IFRS 8 in preparing its 2009
financial statements.

Revised IAS 23 Borrowing Costs removes the option to expense borrowing costs and requires that an entity capitalise borrowing costs directly
attributable to the acquisition, construction or production of a qualifying asses as part of the cost of that asset. The revised 1AS 23 will become
mandatory for the Group’s 2009 financial statermants and may constitute a change in accounting policy for the Group. The Group will review the
implications of IAS 23 in preparing its 2009 financial statements,

IFRIC 13 Customer Loyalty Programmes. This will becoma mandatory for the Group's 2009 financial statements and is not expectad to have any
impact on the consolidated financial statements.
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2. Segment reporting

The Group manufectures and sells high-performance foams for specialist marksts worldwide. Thase fall into two main busingss segments best

categorised by their constituent raw materials.

* Polyolefins: these foams are made from olefinic hormapolyrmar and copotymer resin. The most common resin used is polyethylena.

* High-performance polymers (HPP): these foams exhibit high-performance on certain key properties, such as improved chemical, flammability or
temperalure performance, due {o the resins on which they are based. Turnover in tha segment is currently mainly derived from our ZOTEK® F
foams made from PVDF fluorepolymer. Other polymers either commercially launched or being assessed in development include polyamide (rvlon).

Cue to our unique manufacturing technology Zotefoams can produce polyolefin foams with superior performance to other manufacturers. Qur strategy is
to use the capebilities of our technology to produce foains from olher materials in addition to polyolefins. The development of foamns from high-performance
polymers is currently in its early stages with costs (including the technica! and marketing costs to develop these materials) exceeding revenues.

Polyoletirs HPP Consolidaled
2008 2007 2008 2007 2008 2007
£000 2000 £000 £000 £000 £000
Revenue 33,981 30,872 800 734 34,781 31,606
Operating profit/loss) 4,567 4,001 (537) (540) 4,030 3,461
Net financing costs 72) {89)
Loss from associate 27) —
Taxation (925) {454)
Profit for the year 3,006 2,918
Segment assels 39,929 36,434 2,051 1,891 41,980 38,325
Unaflocated assets — — —_ —_ 239 138
Total assets 42,219 38,463
Segment liabilities (10,088} (8,370 5 (167) {10,093) {8.537)
Unallocated liabilities — — - — {(2,905) {3,260)
Total liabilities {12,998) {11,727
Depreciation 2,850 3,093 52 36 2,902 3,129
Capital expenditure 1,394 2,600 26 92 1,420 2,692
Geographical segments
Rest of the
UK snd Eire Europa North Ammerici wotd Total
£000 £000 £000 £000 £000
For the year ended 31 December 2008
Revenue from external customers B,369 17,374 7,659 1,379 34,781
Segment assets 30,812 - 11,407 —_ 42,219
Capital expenditure 1,400 —_ 20 —_ 1,420
For the year ended 31 December 2007
Revenue from exiernal customers 8,180 i5,249 7131 1,046 31,606
Segment assets 30,881 — 7,582 — 38,463
Capital expenditure 2,622 — 70 — 2,602
3. Expenses and auditors’ remuneration
2008 2007
£000 £000
Included in profit fer the year are:
Research and development costs expensed 731 803
Net exchange losses/(gains) 185 (227}
Auditors' remuneration:
Group — audit of these financial statements 95 84
- fees receivable by the auditors and their associates in respect of other serviges:
— other services pursuant with fegislation 24 18
- other services relating to taxation 13 11
— other services relating to acquisition of associate 20 —
152 113
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4, Staff numbers and expenses

The avarage number of people employed by the Group and Company (including Directors) during the yaar, analysed by category, was as follows:

MNumber of employees
Croup Cormpary
2008 2007 2008 2007
Production 134 134 125 124
Maintenance 18 17 15 14
Distribution and marketing 41 33 3 27
Administration and technical [} 62 1.3 54
256 246 226 219

The aggregate payroll costs of these persons were as follows (£000s):
Wages and salaries 7,556 7,330 6,710 8,611
Social security costs 787 801 702 663
Share-based payments 165 N 185 91
Other pension costs 599 590 556 554
9,107 8,812 8,133 7.919

Details of individual Directors’ emoluments, pension costs and share options are dealt with on pages 22 to 26 in the Directors’

5. Finance income and costs
Financial income

Remuneration Reponl.

2008 2007
£000 £000
Interest on bank deposits 12 17
Expected return on assets of defined benefit pension fund 1,138 1,046
1,150 1,063

Finance costs
O bank loans and overdrafis BD 140
Interast on defined benefit pension obligation 1,142 1,012
1,222 1,152

6. Taxation

2008 2007
Nota £000 £000
UK corporation tax 1,135 904
Overseas taxation 2 5
Adjustment to prior year UK tax charge (66) 81
Current taxation 1,071 818
Deferred taxation 18 (148) {364)
Total tax charge 925 454

Factors affecting the tax charge

The tax charge for the period is lower (2007; lower) than the standard rate of corporation tax in the UK of 28.5% (2007: 30%). The differences are

explained betow:

2008 2007
£000 £000
Tax reconciliation
Profit before tax 3,931 3,372
Tax at 28