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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
capiiai empioyed and deiivering our prime goai of
sustained profit growth.

We have paid down debt while investing in our
plant and in the development of new products.
Zotefoams has a strong balance sheet and is
well invested in productive capacity.

With a significant proportion of our business
outside the UK we are well placed to benefit
from any economic recovery in continental
Europe, North America and Asia.

Our unique foaming technology is capital
intensive and continued investment in process
enhancement, additional capacity and new
production methads underpins our commitment
to our existing Azote® polyolefin foams business
as well as our growing HPP foams segment.
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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:

Forward-locking statements

This document contains statements that are not hstancal facts but lorward
locking statements that nvolve nsks and uncertainies, including the timing and
results of techrical thals, product develocoment and commere alisation nsks,
the nsks of sausfying the regulatory approval process in a timely manner and
the reed for and the availablity of addibonal capital A discussion of these
and cther nsks and uncertanties i1s contaned in the Diroctors’ Report urder
the section entited 'Risks and Uncertaintes’ These forwarc-looking
staternents are based on knowledge and inforrnat on avalzble to the
Diractors at the date the Dirsctors' Report was preparad and are helieved to
be reasonable at the tme of preparation of the Direc.ors’ Report, though are
inherently uncertain and officult 1o predict Actual results or expenence could
diifer matenally from the forward-looking statements

Grow

Grow sales in our
peolyolefin business

Action:

We have consistently invested in capacity, sales
resource and product development in aur
polyolefins busness The five-year program of
refurbsshrnent and upgrade of all high-pressure
vessels N Croydon was completed in 2009 and
we have begun the two-year project of instaling
further expansion capacity In Asia our polyolefin
sales force has increased to three full time local
staff and in North Amenca we have

ntroduced new, thicker products in response

to customers’ requests




Develop

Develop a High-
Performance Polymers
portfolio to deliver
enhanced margins

Action:

Zotefoarns now has three commercally
launched product ranges within this segment
Sales increased by over 100% compared to
2008 and in 2009 accounted for 5% of group
revenues Qur ZOTEK® F flucropelymer foams
ame gainng fraction in many aerospace
applications and T-Tubes™ advanced insulation
products are now receming repeat orders after
early stage tnal installations in clean rooms In
Europe and Asia Late in 2008 we
commussioned our micraZOTE™ roll foam
production ine and early st@ge samples from
this exciting development lock promising

Improve

improve our operating
margins

Action*

In 2009 and into 2010 our focus was to becorme
more efficient n our manufactunng operations
Reduced demand from most segments caused
us to restructure our business and reduce staff
numbers However, we have invested heavily in
training and improvernent techmiques for our
employees and our manutactunng process 1S
being assessed to dentfy and reduce waste in
all operations  This investment will, in the longer
term, drve efficiencies that are a key element of
our objective to Improve our operating margins

03 Zotefoams plc Annual Report 2009
Overview 01-13
Business Review 14-19

Corporate information 20-36

Financial Statements 37-72

Revenue by Market Sector
1 Packaging 7%

2 Industnal 17%

3 Transportation 14%

4 Sport and leisure 12%

5 Construction T%

6 Mecicl 6%

7 Other 7%

Revenue by Regfon

1 Europe 49%

2 UK and BEwra 20%

3 North Amenca 26%
4 Rest of the World 6%

Profit

Improve our return
on capital employed

Action

Much of our capital base 1s relatively fixed,
compnsing bulldings, plant and machinery
Due to the specialst nature of our operations,
decsions to acquire addibonal plant often need
o be made years in advance of equipment
commissioning Investing sensibly in plant over
the medium term, ensunng that capacity 1s
optimused and attention to detal on managing
working capital are all key components of our
capital base We understand thal cur capiahis
invested to generate returns and these decisions
are ail made considering the impact on our
abilty to grow current and future profits
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Production Process

The physical properties of our foams enable 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,
throughout North America, Europe and Asia.

Characteristics

Gonslstancy

Qualrty Zotefoams’ materials are manufactured using pure
nitrogen in a unique process, giving our foams
Purity Durability significant advantages over competitive products.
They are both easy and economical to process and
provide added value opportunities for foam
converters around the world.

Quahty

A Unique Process

Our unique 3 step manufactunng process with its
ritrogen expansion technology produces cross-
Inked, closed cell foams of the lighest quality that
are consistent, kght-weaight and low-odour

The 3 stages of the manufacturng process are
extrusion, high-pressure gassing and final stage
EXPansIon
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Purity

Purity
Safe, clean and hygiemc
Using only pure nitrogen to expand our foams

provides & host of beneficial features that make our

foams ideal for medical, food-safe and other clean
applications

Skin compatible

The foams have excelient skin compatitility, are
MRI/CT/X-Ray lucent, have very little odour and
contan no VOC or potentially corrosve chermical
biowing agents

Consistency

Zotefoams

light-weight, pure,
low-odour, consistent,
with strong aesthetic
appeal thanks to their
deep colours and rich
textures.

Durability

Durability

Long-lfe protection

The combination of cross-inking and cell size
uniformity produces foams with outstanding
durability that are highly surtable for long-life use
n a vanety of protection apphications

Multi-tnp

Ideal for rulbi-tnp retumable packaging applications,
Azote® foamns represent a cost effective and greener
alternative to expandec foam packaging
The ndwdual cells mantan ther integnty for
improved resistance to surface marking

Consistency

Regular cell structure

Qur foams are charactensed by ther consistent
cell size and structure, features that improve
mechanical properties and aesthetic appeal

Efficient utiisation

The consistancy of our foams enables efficient
matenal utitsation and provides more reliable
colour density




Zotefoams ple Annual Repert 2002 06

Chief Executive’s Discussion on Strategy
David Stirling

Q. Can you explain the basis of
Zotefoams’ business?

A’ Zotefoams operates a unique manufactunng
technology using high-pressure nitrogen gas to
create blocks of speciality foam from a variety
of polymers These foams are sold to specialist
companes who convert the blocks into
products Qur foams are used in diverse
applications across a range of markets, with the
packaging, sperts and leisure, and
UrdNspOTAlON SECLOTS LUK [0
approximately 63% of our business

Q. What's so special about

the technology?

A. Basic understanding of the technology to
create foam by dissolvng nitrogen gas into
sohds dates back to the early 20th Century
However, the ability to control the technology on
the scale necessary for commercial production,
and ihe capital nvestment required have, over
the years, left Zotefoams n the unique position
o use this system By using nitrogen gas we
have mstalfed capacity which 1s flexible enough
to expand a wide range of polymers into foam
using an ermaronmentally frendly systern This
know-how combined with the capital Intensity
15 a tremendous barner to eniry (n a competitive
worldwide market

The foundation for our future success is to develop a
portfolio of businesses where we enjoy a competitive
advantage in serving current and future customers.

We now have a strong portfolio of products for the future
and a strong balance sheet. Our Azote® business is well
invested, profitable and highly cash generative.




Q If the technology is that old, what

has changed?

A. Markets are changing and we have the abiity
to respond Applications are becoring more
demanding and the future of Zotefoams' busmness
will fallow these trends In medical markets our
foams combine high-performance with purity
and for ndustnal applications we offer unnvalied
consistency Our Azote® brand polyolefin foams
{manly made from low density polyolefin "LOPE")
wnl ot It dWdy ab Jdpdil di 1 Alesildig e 10
ther unique properties Chmna is a growing
market for the same reason

Q Surely Asia 1s a long way to ship
product which 1s mainty air?

A. True Our Iightest products are only about

1 5% plastic (98 5% ar) and these are some of
the more popular products, particularty in Japan
where the punty is especially valued Our
approach in North Amenca, where we send
“sohd plastic slabs™ wath nitrogen gas already
dissoived in the plastic before the final foanung at
our facility in Kentucky, 1s designed o overcome
the logistics barner asseciated with long-distance
shipping of very hght products  As our market
grows N Asta a similar local presence may be
the nght strategy to minmise the logistics costs
and maximise market opportunity

Q Technology seems to be important

to you Why?

A The foundation for our future success 15 to
develop a portioho of businesses whera we
enjoy a competitve advantage in serving current
and future customers With cur nitrogen gas
technology we can create foams which are not
possible using other systems of foaming

Qur ZOTEK® High-Performance Polymer foams
are manufaciured using the same fundamental
technology but applying it to polymers with
enhanced technical properties such as
flouropolymers with nherent fire-retardance,

or polyarmide {nylon) offering high-temperature
performance Application of our technology
combined with investrment in marketing and
sales resources over a penod of years 15
required to realise the potential of these high
returm opportunibes

Q: Do you see any other advances in
technology in the near future?

A: Our invesiment n MuCell Extrusion LEC, a
jont venture with Trexel Inc 0 Massachusetis
USA, has potent:al to apply a complementary
foam technology in many markets At the heart
of therr process 1s applying pressunsed gas
(typically COz) to polymer extrusion systemns
Many products which can be extruded as solid
polymers can also be extruded as foam — exther
YN Qenstly IdiET ki Cledled will ingh
expanston ratios such as those cunvently
produced by Zotefoams, or with low expansion
ratios which use less polymer but can be virtually
indistinguishable from the sohd plastic part

Q:; How 1s this apphed commercially?

A: The MuCell business model Is to license ther
technelogy to makers of foam parts

Most of these applications are specialised

and using the MuCel® technology, through

an application specific icence, licencees can
improve product performance and/or their

cost base using an environmentally fnendly
technology MuCell supports the technology
and I1s remunerated by royally and licence fees

Q Do MuCell® icencees compete

with Zotefoams?

A. The Mucell® process works with thin section
parls or extruded profiles Typically there 1s very
minimal cormpetiion between these types of
foams and Zotefoams' current products
However, there 1s sufficient overlap at some end
users or foam converters that Zotefoarns has
licensed the MuCell® technology to use in the
manufacture of thin roll foams We are at the
forefront of this development and in 2009
invested significantty in the machinery necessary
o scale this up to commercial production
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Q: So, how do you feel the business is
currently positioned?

Az We now have a strong portioho of products
for the future and a strong balance sheet Our
Azote® business ts well invested, profitable and
highly cash generatve Within our ZOTEK® HPP
business flouropolymer foams are profitable and
we continue to add market-facing resources to
drive nto new areas of opportunity Our T-Tubes™
high-performance msulation 1s growing strongly,
WILTT PHOTITY DEINY WGved ) 10 ITdf kel pel el alon
Commercial quantities of nylon foams are
expected 10 be avalable early in 2010, later than
anticipated but with good potential if certain
market requirements can be met Development
of fcams using our MuCell licence, under the
brand name *microZOTE™ |, began in Croydon
early in 2010 foliowing the commissioning of our
dedicated production ine Bulding this business
segment nihally will be resource intensve,
afthough we anticrpate a successfiul cutcome
opening up sigificant new markets for
Zotefoams | am delghted to have continued our
development strategy through difficult economic
cond+tions i 2009 and we are well positioned
for future growth
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Case studies

Kaspersky Commonwealth

Antarctic Expedition

The Kaspersky Commonwealth Antarctic Expadition which
saw 8 women from the Commenwealth countnes of
Cyprus Ghana, India Singapore, Bruner New Zealand
Jamaica and the United Kingdom brave blizzards,
crevasses and temperatures below -30°C as they skisd
over 900 kilocmetres across Antarctica to the

{aographic South Pole

The team selected Summut XL mats from the Multmat
Expediion range to keep them comiortable and wel rested
dunng therr joumey These mats combing the ightwaight
nsutating propertiss of Plastazote® with the enhanced
durabiity of Evazote® for ultmate performance

Plastazote®

Summit XI. mats combine
the lightweight insulating
properties of Plastazote®
with the enhanced
durability of Evazote® for
ultimate performance.




High quality foams from Zotefoams play
vital roles in a wide range of technical,
functional and aesthetic applications.

T-Tubes™

Crucell, a global
biopharmaceutical
company and the largest
independent vaccine
company in the world,
chose T-Tubes™ for clean
reom insulation.

T-Tubes™ in Yaccine Manufacturing

Crucell a giobal tropharmaceutcal company and the kargest
ndependent vacang company n the world chosa T-Tubes™
for dean room nsulaton when relocating its Barma Biotech
production faciity n Korea. Speed of instatation efficiency n
perfomance curatxlity and ease of repar were ¢ntical factors
1n the procurement dacision
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Case studies

Plastazote®

Renthal Fatbar handlebar
yoke protection pads,
manufactured from impact
absorbing Plastazote® LD45.

Plastazote* Leads the World

Rentha Fatbar hanclebar yoke protection pads,
manufactured from impact absorbing Plastazote® LD45
have helped safeguard many championship and ciut
Motocross nders Inciuding Manan Musquin wanner of the
World MX2 Championship 2009

Kawasaly ATV KTM and Suzuka offer therm as onginal
equipment where this design of bar 1s preferred within
thesr ranges
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High quality foams from Zotefoams are used
around the world by customers who value their
unique combination of performance properties.

Fishing Vest Buoyancy
Shimane, the Japanese sports goods company has
daveloped buoyancy jackets for fishing ncorporating its
30 Floating Systemn based on Plastazote® foam supplied
by Zotefoams distnbutor Inoac

Beng closed oell matena all Azote® polyolefin fcams have

natural buoyancy This buoyancy I1s retainedt even if the
matenal 1s prerced and punctured

Plastazote®

Shimane’s buoyancy
jackets incorporating its
“3D Floating System” are
based on Plastazote® foam.
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Chairman’s Statement
Nigel Howard

Strategy

Zotefoams' strategy 15 to grow its existing
business in polyolefin foams while developing a
portiolio of high-performance polymers We will
seek to expand through a combination of
profitable organic growth of both our Polyolefin
and High-Performance Polymers ("HPP")
businesses and through partnerships or
acquisitions in related technologies, products
or markets

Objectives

We intend to grow sales in our core polyolefin
business n excess of the rate of inflation in
Europe and achieve double digit percentage
growth in North Amenca and Asia Qur sales
growth In Amenca s supported by our factory

in Kentucky which opened in mid-2081 while in
Aszia we continue to consider a similar cperation,
either under a licence or as a joint venture, as
sales increase to a level where such an
nvastment becomes financially attractive

We are also committed to developing a porticlio
of umque foam products from high-perormance
matenals with significant competitive
advantages over nval matenals This wall allow
us to command higher marging and affirm our
position as a leading foam technology company
We intend to acheve this growth while
continuing to Improve our operating margins
and our return on capital employed

We intend to grow sales in our core polyolefin business
and develop a portfolio of unique foam products from
high-performance materials with significant competitive

advantages over rival materials.
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Board

Qur Board compostticn prowides a balance of
expenence and independence, all aigned to our
business needs and objectves Dunng 2009
there have been no changes to our Board

Employees

Qur business relies on our employees and the
restructunng of the busmness, a consequence
of difficutt economic conditions made 2009 a
dithcult year tor everyone at Zotetoams Un
behalt of the Board { would tike to thark all of
our employees, past and present, whose
talents efforts and dedication sustained us
through 2009

Resuits

In 2n extremely adverse economic environment,
our 2009 profit before tax and exceptional tems
was £3 16m (2008 £3 93m) Cash generated
from operations was £7 04m (2008 £5 77m)
and we finished the year with a net debt of
£043m (2008 £1 15m) our lowest levet of net

Dividend

The Board proposes to pay a mantained final
dmdend of 3 Op per ardinary share which
wolld make a total of 4 5p per crdinary share
for the year (2008 4 5p} At this level the
drdend waould be covered 1 5 tmes by
post-tax earmings excluding exceptional tems
If approved, the dnvidend will be pad on

20 May 2010 to shareholders on the register
on 23 Apnl 2010

Outlook

We have expenenced an encouragng start to
2010 with improved sales volumes across alt
major terntones within our Azote® business
We also contnue to make good progress in
the development and sales of ZOTEK® HPP
block foams and mitial product development
on our microZOTE™ roll foam tine
commissioned late in 2008, looks promising
at this very early stage Exchange rates for the
first two months of the year have been at
sumnlar levels to our 2009 average Raw

Financial Staterments 37-72

We enter 2010 with the
helief that our robust

operational cash

generaiion in 20609 and
investment in product
development position
us well for the future.

Profit before tax
fexcluding exceptional items)
{Em)

debt for many years Exceptional costs of matenal costs are currently significantly higher 39
£0 41m were incurred relating to the restructunng  than last year but are more than offset by the 34 3.2
programme undertaken in the first half of the benefits of the increased sales volumes being 27
vear Sales were £31 82m (2008 €34 78mj) as expenenced n the year to date
sales volumes deckned approxmately 21% 18
compared to 2008, aithough this was to some Zotefoams operates in global markets across
extent affset by the beneficial mpact of a wide vanety of ndustnes and 1s influenced by
exchange rates and an improved sales mix with  the global econormic situabion which rermans 2008 20086 2007 2008 2009
our higher-margin HPP segment sales now uncertairs We enter 2010 with the belief that
accounting for 5% of sales (2008 2% of sales) our robust operatignal cash generahan in 2009
Profit before tax after exceptional tems totalled  and investment in product development
£2 75m (2008 £3 93m, which incluced no positions us well for the future We have a
excephonal terns) Before exceptional tems, strong balange sheget and low level of debt and
gross margins increased 1o 31% (2008 29%) are well placed tgfbenafi as and when world
and operating mrargins dechned from 12% to markets recover
11% of sales Dunng the year we invested
£1 44m it equepment to make thin roll foam 7.0
based on technology from MuCell, our associat 58
cormpany in the USA Although this 1s at an 47 48
early-stage of development, we expect to MNigel Howard 41
generate our first sales in 2010 under the new Charman
brand of microZOTE™ technical foams 8 March 2010
2005 2006 2007 2008 2009




Zotefoams ple Annual Report 2009 14

Business Review
David Stirling and Clifford Hurst

Dawid Stirhng Clifford Hurst
Managing Director Finance Director

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.




Zotefoams is the world s leading manufacturer of
cross-inked block foams Its products are used
in a wide range of markets including sports and
leisure, packaging, transport, healthcare,
construction, manne and the rmilitary Through

a unique production process, the Company
produces foams which have controlled properties
and are of a sirength, consistency, qualty

and punty superior to foams produced by

other methods

Business Overview

Zotefoams' business falls into two distinct
product categones polyolefin foams and
high-performance polymers Both businesses
rety on our urnigue production process which
uses nitrogen gas at high temperature and
pressure (o foam sohd plastics Azote® polyolefin
foams are manly made from polyethylene
which, when foamed, produces a versatie
matenal used in a wide vanety of applcations
Typically our products are sold to foam
converters who process the foam by a vanety of
techmiques such as cutting welding moulding
and routing into fimshed or sermi-finished parts
based on end-user requirements HPP polymers
use the processing technology developed for
polyolefin foams and apphes it to other
matenals This s an emerging business which
offers an mproved 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
hgh-performance foams’ trademark These
foams are targeted at highly technical and
demanding appkcations in markets such as
aerospace, pharmaceutical, semi-conductor,
chemical processing and automotive where
market development lead trmes are long

The timing of revenue generation 1s therefore
inherently difficult to predict

Qur Azote® polyolefin foams are used In many
segments both geographically and by
applcation This diversification helps insulate the
business from the nsks associated with a
concentration of business However, dunng
2009 the poor economic conditions affected all
markets to varying extents but particutarly in
automotive and construchion Sales volumes
declined in all regions cther than Asia which 1s
an emerging market for Zotefoams We began
to see a weakenung of sales volumes from
November 2008 and respended appropnately
through reductions in temporary manpower and
avertime Dunng 2008 sales volumes dechned
by 21% and n March we took the decision to
resiructure the business, reducing the number
of permanent employees and controling costs
to match lower activity levels The costs

associated with this exercise are shown as
an exceptional tem and described more
fully on page 16

Duning the econemic downturn we have
continued to invest In areas we believe will
benefit our future performance in particular we
continued with significant levels of employee
training {with an average of 1 4 days per
emplovee comoleted dunna the veart put
more resource INto sales and marketing
(increasing staff numbers in Asia to match the
levels of opportunity there) and increased our
maintenance spend by 9%

Despite the global recession, HPF sales grew
by 105% dunng 2009 1o £1 64 milkon
ZOTEK® F tluoropolymer foarmns currently
represent approximately 80% of this business,
T-Tubes™ high-performance insulation sales
grew i excess of 150% over last year and
small amounts of nylon foams were sold late in
the year Our HPP business contributed 5% of
Group revenues (2008 2%} while the
operating loss on this segment was at sirnlar
levels to last year due toincreased mvestrnent
n sales, marketing and product development
In particular development of consistent nylon
foams has been a prionty and dunng 2009 we
also began to develop our microZOTE™ hine of
thin roll foams ustng technology censed from
our associate company MuCell Extrusion LLC
["MEL ) Capital expenditure in this business
segment of £1 51m (2008 £0 03} and
depreciation and amortisation costs of

£151 000 (2008 £81,000) pnmanly relates to
investment In extrusion systems and
amortisation of assccated licence fees for
microZOTE™ We niow have a strong
cormmmertial and development pipeline In our
HPP business and are already explonng
opportunities in other areas for future growth

MEL 15 invoived in the development and
Icensing of technotogy for microcelllar foam
exirusion sheet and profies This technology 1s
widely applicable for many users of polymer
extrusion systems and s currently n commercal
use on three continents and future expectations
are backed by a strong development pipeline
MEL ts seasonally more profitable in the first
six months of the year and, as the number and
matunty of icences increased, so dd Zotefoams
share of these profits, which was £99,000
(2008 a loss of £27,000 in the six ronths from
date of acquisition) Zotefoams owns 30% of
MEL and holds an option which can be
exercised, subject to certain conditons, between
July 2010 and June 2011 to acquire the
remaining balance of 70% of the shares in MEL
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Zotefoams’ powerful
brands offer significant
marketing opportunities
in a glohal portfolio of
diverse applications
across many industries.

Azote®

Azote® 15 the group brand name tor
Zotefoams' polyolefin foams These are
high quahty foams from diffenng base
polymers but all manufactured using
the same ungue nitrogen expanston
process route

Azote® was used formerly as a name
for nitrogen and 1s still used by French
chemists to refer to the element.
Azote® foams derive many of therr
exceptional properties directly from
the use of thts inert, tasteless,
odourless gas in the manutactuning
process. Zotefoams’ well known
product brands names

Plastazote®, Evazote®, Supazote® and
Propozote® continue to stand for
ndividual product types within the
overall Azote® product range.
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Business Review
continued

MucCell®

MuCell Extrusion LLC (“MEL”)

was formed to license this foaming
technology to a wide vanety of
applications and markets Zotefoams
mnvestment in MEL keeps us at the
forefront of foam technology where we
expect to benefit from the worldwide
trend towards reducing material content
while achieving high-performance
Zotefoams' hecence from MEL to develop
this technology for manufacture and
sale of than sheets or rolls of foam

gwes us the potential to access
additional areas of the market for
speciality foams with a less capital
intenssve, scalable technology

Strategy and Ohbjectives

Zotefoams' strategy 15 to grow its existing
business in polyolefin foams while developing
a portfolio of hgh-performance polymers

In 2009 the business environment was much
worse than 1l has been for many years
causing high volatiity and poor wvisibiity in
many markets With the benefit of a strong
balance sheet and good operating cash
aeneration we were able to maintain our
commitment to the long-term strategy of

the business while sinwltaneously managing
the shorter term issues caused by weakening
sales volumeas In our Azote® polyolefin

foams business

Our stated objectives are to

Grow sales in our polyolefin business w

excess of the rate of inflation in Europe and

achieve double digit percentage growth n

North Amenca and Asia

? Develop a HPP portfolio to deliver
enhanced margins

3 Improve our operating marging

4 Improve our return on capital employed

-

2009 was significantly impacted by

the economic chmate and our

performance against these objectives

was as follows

1 Sales

a Polyolefin sales volumes m the UK and

Ewrope declined by 24% Revenues
declined by 15% due 1o a more
favourable exchange rate against the
eura and an improvement in sales rmix
and seling prices,

b In North Amenca polyolefin sales
volurnes declined by 13% Our North
Amencan business expenenced a
downturn in actmly late n 2008
and compared to UK and Eurcpe began
te recover earier in 2002 Revenues
declined 2% in value mainly as a result of
more favourable cumency rates,

In constant currency polycledin revenuss
n Asia grew by 6% with sales volumes
increasing by 3% This was a promising
performance relative te global economic
conditions

(7]

2 HPP sales grew by 105% The majonty of
sales are from our ZOTEK® F fluorapolymer
foams where aviahon and high-performance
nsulation are currentty the two largest
markets The operating loss on this segment
was similar to 2008 due to increased sales
and marketing costs and development costs
for nylon foams and our MuCel® technology

3 Group operating margins, before exceptiona
iterns declined by 0 9% to 10 7% as relatively
fixed costs were absorbed over lower sales
volurmes

4 Pre-tax return on average capital empioyed,
excluding exceptional itemns, deciined from
14% to 11% reflecting lower profitabiity with
capital employed at simdlar levels to last year

Financial Results

Group turnover fell by 8% in absolute terms and
17% in constant currency Gross margin
excluding exceptional tems increased by 2%,
from 29% 1o 31%, mainly due to favourabie
exchange rates atsing from a weaker pound
Althougit we hedge part of our foreign currency
exposure forward we recorded a £0 76m
exchange loss within our administrative
expenses (2008 £0 19m loss)

Our major raw matenals are commodity
polymars Tha price of low density polyethylene
by far our largest raw matenal cost, averagec
£840 per tonne In 2009 compared to £1,000
per tonne in 2008

Distribution costs (which mclude seling
expenses) were similar to 2008 as were
administration expenses excluding the £6 76m
foreign exchange loss {2008 £0 18m) referred
to above Net financing costs increased to

£0 36m {2008 £0 07} due to a £0 27m
notionat net charge on the Company's Defined
Benefit Pension Scheme (“the Scheme”)

Due to the lower level of safes volumes
expenenced in the first half of the year staff
numbers were reduced by 33 permanent
employees in an exercise which commenced In
March 2009 The costs of this exercise, net of a
small VAT adiustment, have been recorded as
an exceptional charge of £0 41m in the Incorme
Staterment There were no exceptional iterns

n 2008

We purchased a 30% share of MuCell Extrusion
LLC at the beginning of July 2008 and our share
of its losses was £27,000, after amortisation
costs, in the second half of 2008 Qur share of
its profit after amortisation in 20089 was £99,000
The business is seasonal and £94,000 of this
profit relates to the first half of the year Durnng
2009 we recenved cash distnbutions of £104,000
(2008 £15,000) from MuCell




Profit before tax and exceptional items was

£3 16m (2008 £3 93m) and after exceptional
tems was £2 75m {2008 E3 93m)

The overall effective tax rate 1s 21% (2008 24%)
which 1s lower than the UK corporation tax rate
of 28% This 1s principally due to the lower tax
charge incurred in our US subsidiary where we
have brought forward tax losses and UK
research and development tax credits The cash
impact of the tax charge 1s higher at 27%

(2008 279%) because of a deferred tax credit of
£0 15m {2008 £0 15m) reflecting the difference
Ik timing between tax allowances and
accounting charges

Earnings Per Share and Dividend

Group earnings per share were 6 8p (2008 8 3p)
before and 5 9p (2008 8 3p) after exceptional
tems The Directors are recommending that the
final dwvidend s mantained at 3 Op per share,
and subject to shareholder approval, payable on
20 May 2010 to shareholders on the Company
register at 23 Apnl 2010 This would bnng the
total dividend 1o 4 5p per ordinary share for the
year (2008 4 5p)

Cash Fiow

Despite lower revenues i 2009, EBITDA
remained strong at £6 60m after exceptional
tems {2008 £8 96m) Cash generated from
operations totalled £7 04m (2008 £577m)

with a reduction in working capital of £0 86m
offsetting payments to the pension fund

of £0 72m This funded capital expenditure of
£3 43m (2008 £1 42m) which included finishing
the refurtnshment of a major high-pressure
vessel and instaling an extrusion kne n Croydon
to develop our micraZOTE™ business After the
payment of dividends of £ 64m and tax of

£1 12m, net debt was reduced by £0 72m
(2008 £0 53m) to £0 43m (2008 £1 15m) and
gearng remained low at 2% (2008 4%)

Pensions

The gross IAS19 deficit on the Company's
Defined Benefit Pension Scheme (“the Scheme”)
increased from £3 53m to £5 78m at 31
December 2009 The fall in corporate bond
rates and nsing expectations of inflation
outweighed the benefits of an increase in the
market value of nvestments and the contnbutions
made by the Company to the Scheme Company
contnbutions to the Scheme in 2009 were

£0 66m as agreed by the Company and the
Trusiees following the 2008 tnenmal review to
reduce the deficit and 1il-health early retrement/
redundancy contnbutions of £0 08m The
Company closed the Scheme to future accrual
of benefit in 2005

17 Zotefoams ple Annual Report 2009
Overview 01-13

Business Review 14-19

Corporate Information 20-36

Financal Statements 37-72

-

ZOTEK?® in Space

Equipment destined
for space is invariably
processed under clean
room conditions, an
environment where
ZOTEK?® F excels.

ZQTEK®

Equipment destined for space is invanably processed under
clean room conditions an emaronment where ZOTEK® F
excels Thanks to its excelient cushioning properties,
flarmmaboility performanca high purtty and low out-gassing
potential ZOTEK® F 1s highly effectva for packaging
because it resists abragion and has no tendency to
generate partcles that could cause contamination
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Business Review
continued

MlcroZOTE"

Development of feams using our MuCell licence under

the brand nama “microZCTE™" began in Craydon earty

in 2010 followang the commissioning of our dedicated
prodiuction bne Bulding this business segment intially wril
be resource ntensve although wa anticipate a successiut
outcome opening up significant new markets for Zotefoams

Enhanced
products

MuCell® technology is

a patent-protected
microceiiutar foaming
system used to make
sheets, profiles or tubes
of foamed polymer.

Risks and Uncertainties

Zotefoams® business and share pnce may be
affected by a number of nsks, not all of which
are n our control Zotefoams has a process by
which such risks are entified, assessed and
managed and this 1s set out in the Corporate
Governance Report Sections of the annual
repont contan forward-looking statements,
including statements relating to future demand
for the Group's products research and
developrment, lquidity and cash resources
These forward-lockang statements involve nsks
and uncertanties because they relate 10 events
that may or may not occur in the future
Zotefoams' management believe the specific
nsks which are set out below are the pnncipal
nsks, as identified under our nsk management
process which could affect our profits, assets
and reputation However, other nsks may also
adversely affect the Group Accordingly actual
results may differ matenally from antcipated
results because of a vanety of nsk faclors
including changes in global, poliical economic,
business, competitive and market forces,
changes in legisiation and tax rates future
business combinations or disposals, relations
with customers and customers’ credit nsk,
events atffecting internationat secunty, mcluding
global health issues and terronsm changes in
the regutatery and safety environment and the
outcome of itigation

Operational Disruptton

Zotefoarns' business 15 depencient on the
ongong operaten of manufaciunng facilities
Any signricant operational disruption could
impact our abity 10 manufacture and supply
praducts The Directors consider the Company s
extensve Safely, Health and Environment
{"SHE"} policies and procedures to be the man
mitigating controls around these nsks These are
descnbed in mere detail in the Comporate and
Social Responsibiity Repeort on page 31 The
Group also holds insurance which 1s designed to
cover capital renstaterment and loss of profits m
the event of operational disruption caused by
certain events

We use pressure equipment which 1s operated
under the Pressure Systems 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 available
from single sources Inability to source these
matenals may result in an nabihity to supply
products 1o our customers Zotefoams seeks
wherever practical to purchase matenals from
more than one source but the mighly specified
nature of our product ines means this 1s not




always possible We therefore monitor the
situation closely and maintain “desk-top” studies
of alternative matenals which may be offered to
our customers as substitutes

Technological Change and

Competitor Activity

Market demand for our products depends in
part, on avalability of sutable alternatives

Anv sianificant chanae in competitor actnity or
a technological change which bnngs new or
enhanced prodducts to the market may resutt ina
change in demand for our products Zotsfoams
mantains close contacts with existing
customers and end-users to understand market
actraty and trendls and has a constant flow of
product vanants developed for specific projects
to maintain and enhance our position with our
customers We are developing a portfolio of
high-performance polymers which are unigue
and protected by both patents and process
capability We beleve these products wilt open
up new markets with a significant and kasting
differential advantage for the Group

Pension Liabihities

Zotefoams operates a Defined Benefit Pension
Scherne with retirement benefits being based on
final salary The value of scheme labilities and
assets, along with the assumptions used in this
valuation, are disclosed in note 23 of the financal
staternents Any change in ihe assumptons used
or where the actual outcome vares from these
assumptions may have a significant eflect on the
habilities ar assets which, ultimately may be the
responsibiity of the Company

We have taken steps to mimmise the nsk to the
Company by closing the Scheme to new
members N 2001 and closing it to future accruat
of benefits in 2005 In Apnl 2008 the tnennial
actuanal review valued the Scheme defict al

£3 33m, an increase of £0 78m from the
previcus tnennial review i Apnl 20056 As a result
of this review the Company agreed with the
Trustees to pay £55,000 per month into the
Scheme from January 2009 untit June 2016 to
elminate this deficit based on the actuanal
assumptions made in Apnl 2008

Foreign Exchange

Zotefoams mawnly sells in the local currencies

of the customer and in 2009 approximately

80% of our revenue was in cumencies other than
stering, partcutary euros and US dollars

Our manufactunng assets and costs, including
capital expenditure, are substantally in the UK
and therefore stering denominated, although we
do have US dollar costs associated with our
faciity in Kentucky, USA and the maponty of

our raw matenal purchases are denominated in
euros The net impact of this is that we generate
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surpluses in euros and US dollars which we
convert fo sterhng We manage this nsk firstly by
converting all purchases to either eurcs or US
dollars wherever sensible This reduces our net
exposure and transaction costs of converting
frorm one curency to ancther The Group
hedging potcy to deal with the remaining nsk 1s
set out In note 21 of the financial statements

Financing

The Company finances its actmties partly
through the use of bank overdraft and loan
faciities, the utiksation of which fluctuates dunng
the year The Company has a £4 80m overdraft
faciity which 15 repayable on demand and a

£3 30m loan This loan is repayable over five
years, has no operating covenants and i1s
secured aganst certan tems of plant and
equipment At 31 December 2009 £0 50

of this loan had been repaid Net debt at

31 December 2009 was £0 43m (2008 £1 15m)
and geanng remains low at 2% (2008 4%)

G A

Dawvid Stirling
Managing Director

(AN

Chifford Hurst
Finance Director
8 March 2010
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Directors’ Report

The Direclors present therr annual report and audited financial statements for the year ended 31 December 2009

Pnncipal activity
The Group's pnncipal actmity 1s the manufacture and sale of cross-linked block foams

Business review

The Company 1s required by the Companies Act to set out in this repart a farr review of the business of the Group durning the financial year ended

3t December 2009 and of the position of the Group at the end of the year and a descnption of the principal nsks and uncertanties facing the Group
The information that fulfils this requirement can be found within the Business Review on pages 14 to 19

Results and divdends
Profit attnbutable to shareholders for the year amounted to £2 16m (2008 £301m) Anintenm dvidend of 1 5p {2008 1 5p} per share was pad on
15 October 2009 The Directors recommend that a final dwdend of 3 Op (2008 3 Op) per share be paid on 20 May 2010 to shareholdars who are an

i e T rem mbar md e o mlams Af bl A ams im0 Al AN Th oA Al As a bl A AramA AF 4 Do mar Alvaem fme blm  ame fAANO 2 £
the Compan, s regolorattre Coo 2P Sua~oao o 22 Npni 2000 TR mMalCo alg™al o WJLonG oF 1 5P por Shars for int ,car (@CC8 1 &)

Directors
The appointment, replacement and powers of Direclors are governed by the Company s Articles of Assoctation, the Combrrted Code, the Comparues
Act prevalling fegislation and resolulions passed at the Annual General Meeting { AGM’) or other general meeting of the Gompany

All ot the current Directors named on page 20 served throughout the year The Directors retinng by rotation at the AGM are D A Carmpbeil and

D B String who, being eligible, offer themselves for re-election D A Campbe# has a service contract which 1s terminable on six months' wntten notice
and D B Stiring a service contract which is terminable on twelve months' wntten notice Biographical details of D A Campbell and D B Strling can be
found in the section on Direclors and Adwisers on pages 20 and 21

The Company has granted mdemnes in favour of Directors under Deeds of Indernnity These Deeds were in force dunng the year ended
31 December 2009 and reman in force as at the date of this report The Deeds and the Company s Articles of Association are avalable for
inspection during normai business hours at the Company s registered office and wili be available at the AGM

Employees

To ensure employee wettare, the Group has docurmented and well-publicised polcies on occupational health and safety, the environment and trainmg
It pperates an equal gpportunities, single status employment policy, together with an open management style The Company cperates to a number of
recognised industry standards including Quatity (1SC 8001), Erwironmental (IS0 14001) and Oceupational Health and Safety (OHSAS 18001) appravals

Further details of the Group's ermployment polictes, ncluding its policy regarding the employment of disabled people are set out in the Corporate and
Social Responsibility Report on page 31

Substanttal shareholdings
As at 8 March 2010, the Company had receved notice of the following matenal interests of 3% or mome in the 1ssued ordinary share capial

Porcontage

Ordmary of issued

share of 5 0p sharo capila

Gartmore Investiment Limited 5,749,633 1501%
Schroder Investment Management 4,417,325 11 53%
Sekisul Alveo AG 3,814,762 9 86%
Aherdeen Asset Management PLC s Fund Management Subsidiaries 2,357,100 615%
Nichotas Adnan Beaumnont-Dark 1,185,000 3 09%

Dwrectors shareholdings are shown in the Directors” Remuneration Report

Research and development

The amount spent by the Group on R&D In the year was £776,000 (2008 £731 000) This inctuded work on PVYDF, nylon and microZOTE™ as well
as potential longer-term products in the development pipeine [n the opinion of the Directors none of this expenditure met the requirements for
capitaisation In IAS 38 and it was consequently expensed n the Consclidated Income Statement

Creditor payment policy

It 15 not Group policy to follow any standard or code of payment practice Payment terms are agreed with suppliers when negotiating contracts or
transactions The Group ams to ensure that subject to any necessary vanations which may result from suppher-related problems, the agreed payment
terms are adhered to At 31 December 2009, trade creditors of the Company represented 30 days of purchases {2008 36 days)
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Share caprtal and reserves

The Company has one class of ordinary shares which carry no nght to fixed income Each share cames the nght to one vole at general meetings of
the Company There are no speciiic restrictions on the size of a holding nor on the transfer of shares, which are both governed by the general
provisions of the Articles of Association and prevailing 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 secunties or on voting nghts No person has any special nghts of control over
the Company's share capital and alfissued shares are fully pad

There were 516,387 shares issued dunng 2009 in respect of share options  Thesa were allissued to the Zotefoarns Employee Benefit Trust (EBT) and
are held by the Trust in order to satisfy requirements under the Company's long-term incentive plans as descnbed n the Directors’ Remuneration
Report Movements in reserves are shown in the Statement of Changes in Equity Dunng 2009 3,338 shares were 1ssued by the EBT 1o satisfy
options exercised

Af the AGM held on 7 May 2009 the Company was grven authonty to purchase up to 3,778,070 of its ordinary shares This authonty will exprre at
the 2010 AGM Pirinng the nennd fam 7 Mav 2000 infl the Aate nf thie oot this anthonty was nnt 1ked bt ine acroriance wath noemal nrachies for
Iisted companies a special resolubon will be proposed at this years AGM to renew the authonty to make market purchases up to a maximum of
10% of the 1ssued share capdal of the Company

Treasury and financial instruments
Information In respect of the Group's policies on financial nsk management objectives, including policies for hedging, as well as an indication of
exposure to financial nsk 1s given on page 189 and 0 note 21 to the financial statements

Pension scheme
The Company closed its Defined Benefit Pension Scherne 1o future accrual of benefit In December 2005 Employees are offered membership of a
Defined Contnbution Pension Scheme

Chantable and pohitical donations
The Group made no chantable contnbutions over £100 (2008 nil) and no poltical contnbutions (2008 il in the year

Disclosure of information to auditors

The Directors who held office at the date of approval of this Directors Report confinm that, so far as they are each aware, there 1s no relevani audit
information of which the Company s auditors are unaware, and each Director has taken all the steps that he cught to have taken as a Drrector to make
hmself aware of any relevant audit nformation and to estabksh that the Company s auditors are aware of that information

Auditors
A resolution to re-appoint KPMG Audit Plc as the Cornpany s audior will be proposed at the forthcoming AGM

By order of the Board

(A X

C G Hurst
Company Secretary
8 March 2010
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Directors’ Remuneration Report

This report has been prepared in accordance with the Companies Act 2006 The report also meets the relevant requirements of

the Listing Rutes of the Financial Services Authonty and descnbes how the Board has applied the pnnciples relating to Directors' remmuneration
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
stalements will be proposed

The Act requires {he auditor to report to the Company’s members on certain parts of the Directors’ Remuneration Report and to state whether in
ther opinion those parts of the report have been properly prepared in accordance with the Companies Act 2006 The report has therefore been
dwided into separate sections for audited and unaudited information

Infarmation not subject to audit )

Remuneration Committee

The Company has established a Rernuneration Committee which s constituted n accordance with the recommendations of the Combined Code
D A Campbell, R J Clowes, N G Howard and R H Lawson were members of this Committee throughout 2009 to the date of this report All the

I el sialaldolin ol ole i ore e rars HEote bt I s T e ol T oD R estals - -~ -~
mombers are ndependent non eactutne Siocion spart fom N G s, Who Losndepondent on appcn

The Committee was chaired throughout 2008 to the date of this report by D A Camphbell
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ato tment as Chaaman of the Corpan,

None of the Commuttee has any personal financial interest (other than as shareholders), conflicts of interast from cross-directorships or day-to-day
involvernent in running ihe busness The Cormmittee makes recormmendahons to the Board No Director plays a part in any decision apout his own
rernuneration

In determining aspects of the Directors  remuneration far the year, the Committee consulted D B Stifing (Managing Director) about its proposals
The Commitiee also referred tc MME&K Limited, who are remuneration consultants MMEK Limited did not provide any other services to the
Company or Group

Remuneration policy for the executive Directors
Executwve remuneration packages are prudently designed to atiract, motivate and retain Directors of the high calibre needed to maintam the Group's
position as a market leader and to reward them for enhancing value to shareholders

The performance measurement of the executive Directors and key members of senior management and the deterrmination of their annual
remuneration package are undertaken by the Committee

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

basic annual satary,

benefits,

annual bonus plan,

long-term tincentive schemes, and
penson arrangements

* * & &

The Committee's policy 1s that a substantial proportion of the remuneration of the executive Directors should be performance related As described
below, executive Directors may earn annual incentive payments which are capped as a percentage ot basic salary together with the benefits of
participation n long-term incentive arangements

Basic annual salary

An executve Director s basic annual salary 1s reviewed by the Committee at the begmning of each year and when an indwdual changes position or
responsibility In deciding appropriate levels the Comrmittee considers the Executrve Team as a whole, individual performance and independent
surveys of Directors’ remuneraticn The Committes's policy 1s to set bastc annual salares at a level below what #t believes 1s the average market rate
for the ingwidual concerned whilg setting the incentive potential at a censequently higher rate  Basic annual salanes were fast ncreased on 1 Apnl
2008

The Company operates a salary sacnfice scheme under which employees can change ther contract of employment with a conseguent reduction in
salary in exchange for an additonal Gompany contnbution to the employees’ pension scheme In these ¢ases benuses and other incentve
arrangements are calculated on salary pror to the reduction (bonusable salary) The reductions in salary made were 7% for C G Hurst and 7% for

D B Stirling  Details of the contributions made by the Company into the Defined Contnbution Pension Scheme for these indviduals are shown in this
report within the Information subject jo audit section

Benefits
The executve Directors are entitled to recerve certain benefits, pnncipally a car allowance and private medical insurance

Annual bonus payments

The Gommitiee's nommal policy on bonuses is that it establishes the objectives that must be met for each financial year if a cash bonus s 1o be paid
In setiing appropnate bonus levels the Comrmittee refers 1o ndependent surveys of Directors’ remuneration The Committee believes that any
incentve compensation awarded should be tied {o the interests of the Company’s shareholders and that the pnncipal measure of those interests s
profit before taxation excluding exceptional items  The bonus award 1s normally capped at 100% of bonusable salary That element of the bonus
payment over 40% of bonusable salary 1s paid in restncted shares which will only be capable of refease if the execuive is stil employed by the
Company three years later
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Annual bonus payments continued

In 2009 because of the economic uncertainty the Remuneration Committee changed the application of this bonus policy on an excepteonal basis

In feu of the cash bonus plan the Remuneration Commirttee put in place a share bonus plan (the 2008 Share Bonus Plan”™} Under this plan members
of the Executive Team could earn up to 100% of salary in shares and/or cash of which 50% of the award was based on a profit target, 40% on HPP
sales growth and 10% on corporate objectives relating to cash management and other entena Any share award over 40% of bonusable salary
{calkculated using the average share pnce in December 2009) 1s restncted for three years under the rules of the Zotefoams Deferred Bonus Plan

Share options and long-term incentives
The Company currently does not operate any long-term incentive schemes other than the schemes descrbed below

The man long-term incentive scheme operated by the Company 1s the Long-Term Incentive Plan (£T1P) award to the executrve Directors and senior
management The LTIP awards are subject {0 performance condihons on Total Shareholder Return and EPS {exduding exceptional items) over a three
year penod These performance cntena, which appled to all executve Directors o whom options have been granted under the Scheme, were chosen

bnmmm  mm M D bbmm sl s s b ant sl mmmst bhon At Lalal s e salelanate aiatialrat i s il ale] ana el mf BN mE aslae J e Py
wAGLLULU WD DT 4 Lol e D0 1k DTS Laigniet Gind sOG G Il vl DNQiea 1B s iGiGond i cudo W QeedG G0 Dusu o GGGy kQS haad

UK based executive Directors and semor management have also been granted share options under a Her Majesty's Revenue and Customs Approved
Share Opton Scheme These options are not exercisable unless the Group's normalised earmings per share, excluding exceptional tems, increases
by at least three percentage points per annum in excess of the Increase i the Retat Pnce Index over the same penod The exercise prce of the
options granted under the above schemes 15 equal to the market value of the Company's share pnce at the tme when the ophons are granted

The executive Directors are entitied to participate provided they meet the eligibility requirements of the scheme

The Company also has an Executive Share Option Scheme This was replaced as the main long-term incentive scheme in 2007 by the LTP award
No awards have been made under the Executive Share Option Scheme n 2009

Pension arrangements

The executive Directors are members of the Zolefpams Defined Contnbution Alternative Pension Plan Prior 1o 31 December 2005 the executive
Dwectors were active members of the Zotefoams Defined Benefit Pension Scheme (the "Scheme™ However, this Scheme closed to future accrual o
benefit on 31 December 2005 and after this date the executive Directors became deferred members of this Scheme

Performance Graph
The following graph charts the fotal cumulative shareholder return {share prnce movements plus dividends reinvested) of the Company since January
2005 It1s compared to the FTSE Small Cap Index which the Board believes 1s the most relevant companson for a comparny of Zotefoams size

Zotefoams and FTSE Small Cap Total Return Index (*TRI ) re-based to 100 {January 2005 to December 2009)
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Service contracts

The executve Directors have service contracts with the Company which are terminable on twelve months’ wntten 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’

whniten notice

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

termination other than statutory compensation

Non executive Directors

All ndependent non-executrve Directors and the Chairman have speciiic terms of engagement and ther remuneration 1s determined by the Board
within the liruts set by the Articles of Association and based on independent surveys of fees paid 1o non-executve Directors of similar companies
InAdenandent nnn-eeectitae Nirectnre and the Charman cannnt particinate in any of the Comnamg's cshare nphnns arhomaa anrd are not ohglhln try prun

the Company’s pension scheme

Information subject to audit
Darectors’ emoluments

Cor:

Basic Operational GCar p:fm Other Total Totat

Ramuneration in £ salary/fees bonus allowanco contnbutions™ berehts 2009 2008
D A Campbell 24,500 - . - - - 24,500 24,875
R J Clowes 22,500 - - - - 22,500 22,333
N G Howard 47 000 had - - - 47,000 46,500
C G Hurst 99,944 - 10,561 19,061 1,272 130,838 152,205
R H Lawson 24,500 — - - — 24,500 24,875
D B Strling 142,584 — 11 640 22 107 1,23t 177,562 210,124
361,028 — 22,201 41,168 2,503 426,900 480,892

Note
1) Other benefits arae calculated in terms of 1axable values in the UK

2) The Company operates a Defined Contnbution (‘DC") Pension Pian Indmduals can opt 1o change therr contract of empleyment under a salary
sacnfice arrangemnent, under which ther salery s reduced and the Company makes a corresponding contribution into thewr DC Pension Plan
Both the executve Directors have opted for the salary sacnfice scheme and the total contnbutions made by the Company to each indwidual's

pension plan are shown above None of the executive Directors made any employee contnbutions to the DC Pension Plan

Directors’ shareholdings

The beneficiat and non-benelicial interests of the Directors (including persons connected with them wathin the meaning of Section 252 of the

Companies Act 2006) in the crdinary shares of the Company are set out below

31 Decemnber 31 Decembar

hunmiker of ordnary Sp shares 2009 2008
3 A Campbell 5,939 5939
R 1 Clowes 35,000 20,000
N G Howard 60,000 40,000
C G Hurst 78,745 78745
R H Lawson 5,000 5,000
D B Stiring 102,711 79,979
287,395 229 663

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
Opticns over ordinary shares granted

As gt As at

31 December 31 December  Exemcise Exprry

Scheme 2008 Granted Exerdsad Lapsed Cancellad 2009 price Exercisable date

C G Hurst Executive SOS 59,631 - - - — 59,631 725p 7042007 6042014
C G Hurst Executive SOS 115,809 - - - — 115909 770p 22122008 21122015
D B Stiiing Executve SOS 160,389 - — - — 160,389 770p 22122008 21122015
C G Hurst LTIP 80,000 - - (80,000) - —_ ml 1005 2010 n/a
D B Stirfing LTIP 114 509 - — (114 509) - — nl 1005 2010 nfa
C G Hurst LTIP 51,777 - - - - 51,777 ml 2003 2011 n/a
D B String Lme 74,112 - - — - 74,112 il 2003 2011 n/a
C G Hurst 2007 Deferred Bonus 7.358 - — — - 7,358 ml 2003 2011 nfa
D B Stding 2007 Dafarad Ronue 14,201 - - - — 14 201 nd o B0 201 nia
C G Hurst HMRC SOS 28,116 - - — - 28,116 106 7p 12082011 11082018
D B Stiriing HMRC $S0S 28,116 - - - - 28,116 1067p 12082011 11082018
C G Hurst TP - 116413 - — -— 116,413 nl 1603 2012 n/a
D B Stiring Lne — 166,630 — — — 166,630 nl 1603 2012 n/a
C GHurst 2009 Share Bonus Plan — 46,263 - — - 46,263 il 11032010 n/a
0 B Surlng 2003 Share Bonus Plan - 66,220 - - - 66,220 nl 1103 2610 n/a
C G Hurst 2009 Deferred Sonus - 6,408 - — - 5,408 nl 1003 2013 n/a
D B Stirling 2009 Delferred Bonus — 9,173 — — —_ 9,173 ml 1003 2013 nfa

2009 Share Bonus Plan

This Scheme which was introduced on an exceptional basis in 2009, as descnbed in the earlier paragraph on Annual bonus payments For the year
ended 31 December 2008 an award was made of 29 75% of salary converied inta shares at 60 5p per share, the mid-market share pnce when the
scheme was put in place For December 2009 the average share pace was 92 6p and under the rules of the Scheme the award of shares was
apportioned between those avaitable on 11 March 2010 and those to be deferred for three years i the Deferred Bonus Plan as shown below

Shares 10 be awarded on Shares to be defermad for thee years

11 March 2000 under the Deferred Bonus Plan

C G Hurst 45,263 6,408
D B Stiring 66 220 9,173

Executive Share Option Scheme (Executive SOS)
These options were granted under the Zotefoams Executive Share Cption Scheme This scheme was replaced by LTIP awards in 2007

There were no options awarded under the Executve SOS in 2009 and there have been no changes in options granted between the end of the year
and the dale of this report

‘The rruddle market quoted share pnee at 31 Decernber 2009 was 92 Op and the high and low pnces dunng the year were 101 Op and 42 5p respectively
Long-term Incentive Plans (LTIP)

The LTIP awards made are subject to performance and service condittons  50% of the award s subject to growth in Total Shareholder Return {TSR)
and 50% subject to EPS growth Pertormance s measured over a three year penod and the progortion of restncted shares will be released to the
participant, to the extent to which TSR and EPS targets over the penod have been met

Far the 2009 award these cntena are

Threshold Maximum

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

TSRH goal 10% pa growth 125 25% pa growth 50
EPS goal 84p 125 13 0p 50

The total award vesting s the sum of the Awards for TSR and EPS I the performance s below the EPS threshoki then no part of the EPS award
vests If performance 1s below the TSR threshold then no part of the TRS award vests Between the threshold and the maxirnum, the award vests
on & shding scale basis

The market value of the 2009 LTIP shares granted was 46p on the date of the grant

The LTIP awards made in May 2007 are subject to TSR and EPS thresholds for the year ended 31 December 2009 Based on the performance of
the Company as at 31 December 2009, no shares vested under this award
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HMRC Approved Share Option Scheme (HMRC SOS)
These ophions have been granted under a HMRC Approved Share Option Scheme These options are not exercisable unless EPS increases over a
three year penod by at least three percentage points pa in excess of the increase i the Retart Pnce Index over the same penod

Directors’ pension entitlements

The Zotetoams Defined Benefit Pension Scheme was closed to future accrual of benefits from 31 December 2005 At this tme, all active members
left the Scheme and were granted preserved pensions payable from thetr nomal 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

Accrued penson Increase Value of accrued Value of accrued

n schema Gross 0N aocruad pengion pension

Bt yenr nNCroase PONSION net at year at start

anck! n pension of inttation e of vear

£ 1N T £ £

C G Hurst 8,218 40 - 81,040 72,896
D B Striing 16,195 130 — 140,307 125,539

Notes

1) The pension entittement shown is that wiich would be paid annually on retirement at normal retirement age {or immediately upon late retirement
where applcable), based on service to 31 December 2005 (1he date the scheme was closed to future accrual) and excluding any future increases
under the Rutes ot the Scheme

2) Transfer values have been calculated in accordance with Section 93A of the Pension Schemes Act 1993 and have been calculated wn accordance
with the Occupational Pension Schemes (Transfer Value} Regulations 1996 on the basis agreed with the Trustees of the Scheme

3) The change n the transfer value over ihe year mcludes the effect of fluctuations in the transfer vatue due to factors beyond the control of the
Company and Directors, such as changes in financial conditions

The following 1s additional nformation relating to Directors pensions from the Zotefoams Defined Benefit Pension Scherme

a) Before the Scheme closed, members of the Scheme had the option of paying Addionat Vokuntary Contnbutions (AVCs) The value of these AVCs
has been exciuded from the above figures

b) Normal retirement age 1s 65

¢} On death before retrement, a spouse s pension 1$ payable of one-half of the member's preserved pension at leaving, revalued from leaving date
to the date of death in ine with statutory revaluation Increases
On death in retrement, a spouse s pansion 1$ payable of one-half of the member’s pension at death, without reduction for any part of the member's
pension surmrendered {or cash at retirement

d) Members Guaranteed Minimum Penstons increase at statutory rates Other pensions increase at 5% per annum or the increase In the Retail Prce
Index if less

e} From 1 January 2006, active employees were able to pay contnbutions to a defined contnbution scheme set up by the Company in order to
recewve retirement benefits The Company also contnbutes to this arrangement Details of this arrangement and the value of any contnbutions pad
1o lhis arrangement are not ncluded in the above disclosures

The executive Directars are members of the Zotefoams Defined Contnbution Alternatve Pension Plan Under a salary sacrice agreement all
contnbutions to this pension plan are paid by the Company and the contnbutions made by the Company in 2009 are shown in tha table of Drectors’
emoluments

Approval
The report was approved by the Board of Direciors on 8 March 2010 and signed on its behalf by

S

D A Campbell
Non-executive Director and Chairrnan of the Remuneration Comimittee
8 March 2010

Company number 2714645
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Audit Committee Report

Summary of the role of the Audit Committee

The Audit Commuittee 1s appointed by the Board from the independent non-executive Directors of the Company The Audit Commitiee'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 Cormmittee and are then referred to the Board for approval

The Audit Comimities 15 responsible for

= monitonng the integnty of the financial statements of the Group and any formal announcements relating to the Group’s financial performance

and reviewing significant financial reporing judgements contained therein,

rewiewing the external auditor s management letter and managernent responses,

reviewing the Group's internal controls and nsk management systems,

reviewing the arrangements by which staff may, in confidence, raise concerns about possible impropneties {'the wiustlieblowing policy ),

assessing the need for an internal audit function and when used monitonng and reviewing its effectiveness,

making recommendaticns to the Board, for a resclution to be put to the shareholders for ther approval m general meeting, in relation to the

anpnintment nf tha avternal anditor and the annmval of the rerriineration and farme nf ennacement Af tha evtarnal anditor

* reviewing and monitonng the external auditor's independence and objectmty and the effectiveness of the audit process, taking nto
consderation relevant UK professional and regulatory requirements, and

* developing and implementing a policy on the engagement of the external audtor to supply non-audit services taking into account relevant
guidance regarding the provision of non-audi services by the external audit firm

The Audt Committee 1s required to report its findings to the Board, wWentifying any matters in respect of which it considers that action or
improvermnent 1s needed and make recommendations as to the steps to be taken

Compoaosition of the Audit Commitiee
The members of the Audit Committee in 2009 were the independent non-executive Directors of the Company R H Lawson, D A Campbell and
RJ Clowes R H Lawson is Charrnan of the Commuttee and 1s a Fellow of the Institute of Chartered Accountanis n England and Wales

The Committee nonmally compnses three members, with a minimum of two members at any tme  Two members constitute a quorum

The Audit Cornmittee structure requires the inclusion of one financially quatiied member with refevant financial expenence Curmrently the Aucht
Committee Chatman fulfils this requirement  All Audst Committee members are expected to be financially lterate The Company provides training if
required

Meetings

The Audit Committee is required to meet at least twice per year and has an agenda linked 10 events in the Company's financial calendar

The agenda 18 predominantly based around these events and is therefore approved by the Audit Committee Chairman on behalf of his fellow
members £ach Audit Committee member has the night to require reperts on matters of interest i addition Lo standard agenda ttems

The Audit Commiitee inwites the Company Chaimman, Managing Director, Finance Director, Financial Controfler and senior representatives of the
external auditor to attend relevant meetngs although it reserves the nght to request any of these indniduals to withdraw For part of a meeting
each year 1 meets with senior representatives of he external auditor without anyone else being present Gther serior managernent may be invited
to present such reports as are required for the Commuttee to discharge s 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 2008 and 2009 report and accounts and the intenm repaort 1ssued In August 2009 As part of this
review the Committee receved reports trom the external auditor on the audd of the annual reports and accounts and the review of the intenm
repon,

* considered the cutput from the Group-wide process used to idenify evaluate and mibigate high level business nsks,

* undertaken an assessment of the need for an internal audit function, and

* following this assessment appomted an intemal auditor and agreed a programme of work for 2009

* recened reports from the internal auditor on the work it had undertaken and management responses to proposals made in the internal aucht
report,

* reviewed the effectiveness of the Group's internal coatrols (including, but net imited to, financial controls) and disclosures made in the annual
report on this matter,

* reviewed and agreed the scope of the audit work to be undertaken by the external audror,

* considered the views of the extemnal auditor on the effectveness of the Group's internal financial controls,

* agreed the fees to be pad to the external auditor for thewr audit and work on the accounts and intenm report,

* undertaken an evaluation of the Independence and effectiveness of the external auditor, and

* reviewed its own effecteveness

External auditor

The Audit Committes 15 responsible tor the development, implementation and monitonng of the Group’s pokcy on extemal audit Athough the external
auditor 1s allowed to provide non-audit senices the Committee monitors the extent of these services 1o ensure that they do not compromise the audttor's
objectmty It also assesses the effectveness of the external auditor in relation to therr fulfiiment of the agreed audit plan, the robustness and
perceptiveness of the auditor In handiing key accounting and audit judgerments and the thoroughness of the auditor's review of internatl financial controls
As a conseqguence of its sabisfaction with the results of these actmities the Audit Gormmittes has recommended to the Board that the external auditor
should be re-appoiniad
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Audit Committee Report continued

Internal audrt function

The Audit Committes reviewed the need for an internal audit funchion Although it concluded that given the size of the Group the creation of a
separate internal audit function was not necessary it did appoint an external accountancy firm, Mazars, to camy out an internal audit review of
some of the Company's financial controls in 2009 Mazars cames out no other work tor the Group and the Audit Committee considers them
independent

The Audit Commitiee agreed with Mazars ther terms of reference, reporting lines and therr planned activity It then reviewed the outcoma of this
waork with Mazars and the findings and proposals made by Mazars with management

Overview

As a result of its work dunng the year, the Audit Committee has concluded that it has acted in accordance with its terms of reference and has
ensured the ncdependence and objectivity of the external auditor The Chairman of the Audit Committee will be available at the AGM to answer any
questions about the work of the Commiitee

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

KL

’
RHlLa n /
Non-executn® Director and Chairman of the Audit Committee

8 March 2010
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Corporate and Social Responsibility Report

Zotefoams considers that the management of safety, health, environmental, social and ethical matters forms a key elernent of effective corporate
governance These areas are covered by the internal contral systems and procedures outhned In the Corporate Governance Report on page 33

Safety, Heatth and Environment {SHE}
The Board has separate policies in place relating tc Safety, Health and Environment  In line with best practice, the Company 1s certified to accredited
standards CHSAS 18001 on Health and Safety and ISO 14001 the International Standard for Environmental Management Systems

The Board has ultmats responstbility for SHE policy and performance and recewes reports on SHE 1ssues on a quarterly basis Annual performance
objectives are agreed by the Board and performance against these objectves 1s monitored as part of its quarterly reporting programme

In 2009 the Finance Director was directly responsible to the Board for Safety, Health and Environmental performance Site committees meet
quarterly to consider ali SHE matters and Steenng Committees, chared by the Managing Directar {or appropnate responsible person in subsdiary
companies), and also meet quarterly to consider overall performance and the impact of current and impending legislation A Health and Safety
Ad.corard on Envronmerial A 5or suppon thest Groueps

Senior managers are responsible for ensunng that SHE policies are implemented in ther departments, all employees are informed of the deparimental
requirements and traming on environmental issues and safe working practices takes place Regular audits are conducted to ensure policy and
procedure implementation 1s approprate All employees are made aware thal pnmary responsibility for safety lies with the employee

We take reporting of all incidents very senously, including “near misses” and plant or equipment camage not resuling in personal inury All events
are mvestigated by appropnate levels of management 1o establish roct cause and to eliminate re-cccurrence wherever possible There were no
prosecutions, fines or enforcement action taken as a result of non-comphance with safety, heaith or environmental legisiation

Health and safety performance

The operational environment at Zotefoams contans few controlled substances and our manufactunng plant nvolves manly manual handling and
matenals processing The nsks to our process are assessed whenever new or altered equipment or matenals are introduced and at regular periods
thereafter The most sinctly controlled parts of our sites are where pressure 15 used

Operating vessels at high-pressures, Zotefoams 1s subject to the Pressure Systens 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 mecharisms known as
Pressure Relief Valves (PRV's) and bursting disks (which are the equivalent of fuses in an electncat system) are designed and installed nto our
pressure systems Fadure of a PRV or bursting disk leads to depressunsation of sections of our system releasing nitrogen gas nto the atmosphere
and mtigating any further nsks

I 2005 unanticipated corroston caused by the water-cocling mechanism which Zotefoams used for some of its fugh-pressure vessels was found
This was reparted in the 2005 annual report To minmise the exdent of this corrosion the Board accelerated the refurbishment and upgrade
pragramme for the vessels involved This programmea was completed m 2009 All our high-pressare vessels in senice now have been refurbished
and upgraded 50 they no longer use the water-coolng mechanism

In 2009 there were 2 reportable lost tme accidents in the Group (2008 8) Both were impact injunes with different causes They have both been fully
nvestigated and corrective actions implemented

2009 2008 2007
Reportable logt hime acccdents 2 8 7

Environmental performance

The Board considers the processes used by Zotefoams to be among the maost, if not the most, envronmentally inendly way to manufacture polymer
foams Qur process uses pure nitragen gas ta expand the foams The common peroxide cress-linking agent, which enhances foam properties, 1s
completely utiised dunng processing and, importantly, ne other chemical additves are present in our basic foam products The result 1s that our
basic foam products have no toxic or volatile chemicals (such as solid chenucal residues, CFC HCFC or volatile hydrocarbons) remaining in the
matenal structure Such substances are present in competitive products

During 2008 the Group had 13 internally recorded environmental incidents (2008 4) Seven of these were naise or other complaints (2008 3)

All were investigated and actions taken Two were minor chemical spills {2008 none) which were dealt with appropnately and had ng significant
envircnmental impact Four were releases of niirogen gas into the arr from bursting disks which are an essential part of our statutory equiprment
safety regime {2008 1) While Zotefoams record this as an envircnmental incident pnncipally on the grounds of utility loss and noise, we consider that
the safety of our plant 1s of pnmary mportance and regard these incidents as ewidence that our safety processes are functioning as designed

The vast majonty of all waste produced by Zotefoams plc 1s erther solid or foamed polyolefin Nerther are easity melt-processed {the major recycling
route for most plastics) due ta our essential step of cross-inking our palymers dunng manufacture

In 2009 the waste sent to landfil for our main site in Croydon was 432 tonnes, higher than 2008 (337 tonnes) reflecting our efforts to clean up this
site under our lean manufacturng initiatve
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Environmental performance continued

Energy cansumption 1s monitored and reviewed regularty dunng the year There are continuing efforts across the site to improve energy efficiency
although n 2009 energy consumption per kg rose due to lower sales volumes and therefore a higher proportionate base load per kg produced

in October 2009 Zotefoams entered into a Clmate Change Levy (CCL) agreement This involves the Company meeting specific targets to reduce
energy consumption Providing Zotefoams meets the requirements of the CCL. agreement it recenes a rebate on ds electncity bifls and 1s also
exempt from the forthcoming Carbon Reduction Comrmitment Scheme

Croydon site 2009 2008 2007
Internally recorded environmental incidents 13 4 13
Waste sent to landfill (tonnes) 432 337 375
Water consumption {000's m® 57 92 67
Energy consumption Kwhr/Kg) 138 132 132
Employees

Zotefoarmns regards its workforce as a key part of the business It operates an equal opportunities polcy and believes that a wide array of diversity (in
ethnicity, age, gender, language, sexual cnentatton, religion, socio-economic status or even personality and abifity) promotes innovation and business
success Apphcatons for employment by disabled persons are always fully considered In the event of members of staff becoming disabled every effort
1s made 1o engure that ther employment with the Group continues and that appropnate training 1s arranged 1t 1s the policy of the Group that the
tramng career development and promotion of disabled persons should as far as possible, be entical 10 that of other employees

Zotefoamns places considerable value on the involvernent of its employees and continues to keep them informed on matters affecting them as
employees and on the vanous factors affecting the performance of the Group This 1s achieved through farmal and informal meetings Employee
representatives are consulted regularly on a widle range of matters affecting therr current and future interests

Business ethics
Zotefoams s committed to high standards of business conduct and seeks to mantain these standards across aff of its operations throughout the worid
Guidance on business ethies 15 included in the ernployee handbook and incorporated into an induchon process which all employees complete
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Corporate Governance

The Company 1s committed to the pnnaiples of corporate governance contaned in the Combined Code on Corporate Governance (the ‘Code') that
was 1ssued in 2006 by the Financial Reparting Council for which the Board is accountable to shareholders

Statement of compliance with the Combined Code
Throughout the year ended 31 December 2009 the Company has been in compliance with the Code provisions set out in Section 1 of the Code

Statement about applying the pninciples of the Code ' ¢

The Cornpany has appled the pnnciples set out In Section 1 of the Code, mcluding both the main pnnciples and the supporting pnnciples, by
complying with the Code as reported abave Further explanation of how the prnciples and supporting prnciples have been applied 1s set out below
and in the Directors’ Remuneraticn Report and the Audit Committee Report

Board effectiveness

The Board's role 1s to provide the entrepreneunal leadership of the Company within a framework of prudent and effective controls which enable
T I Yooy U A Thoa Diameed mmbe dem mdemdme s n e ~F b (s e e e mam bt Ham s e nmn rmme e mrem oy mlnme b ek s A
noh to 5o aosoooed and managed The Beard sots the stratoge ams of the Company, ©rowtes that thie noceosany 1oocwrses o i place o acha g
the Company's objectives and reviews management performance The Board's role 1s to act as representative of the shareholders, who are the
Company's owners and focuses on the governance of the Company Managemenl 1s delegated to the executive Directors and the senior executive

management of the Group
All Drectors must take decisions objectively in the interests of the Company

As part of their role as members of a unitary Board, non-executive Directors constructivety challenge and help develop proposals on strategy
Non-executive Directors scrutinise the performance of management in meeting agreed goals and objectives and monitor the reporting of
performance They satisfy themselves on the integnty of financial information and that financial controls and systems of nsk management are robust
and defensible They are responsible for deterrnining approprate levels of remuneration of executive Directors and have a pnme role in appointing,
and where necessary removing, executive Directors, and In succession planning

The Beoard has three major committees which report into it and function within defined terms of reference These are the Audit Commitiee, the
Remuneration Committee and the Nominations Commitiee The terms of reference for these Committees are avartable on the Company s website
www zotefoarns com and in paper form on request from the registered office of the Company

Attendance details for 2009 by the Directors for meetings of the Board and these Cormmittees are shown below

Forrmal Board Auciit Committee Remunaraticn Nonunations

meetings meetngs Cornmittes mestings Committee mestings
Attarntance at mesings Elgble Atlended Ehgible Attended Elgitle Attencled Elgphila Atlended
D A Campbell 8 8 4 4 2 2 1 '
R J Clowes 8 8 4 4 2 2 1 1
N G Howard 8 8 n/a n/a 2 2 1 1
C G Hurst 8 8 na n/a n/a nfa n/a n/a
R H Lawsonr 3 8 4 4 2 2 1 1
D 8 Striing 8 8 nfa n/a na n/a nfa n/a

Chairman and Managing Director

The Chairman is responsible for leadership of the Board ensunng its effectiveness on all aspects of its role and setting its agenda The Chairman s
also responsible for ensunng that the Drrectors receve accurate, tmely and ciear information The Chairman faciitates the effective contnbution of
the non-executive Directors in particular and ensures constructive relations between executve and non-executive Directors

The Managing Director 1s responsible for the running of the Company's business He Is supported by the other executive Director and senior
management tearn members in the Group

Board balance and idependence
The Board structure compnses, in additicn 1o executive Directors, three independent non-executive Directors and a non-executive Chairman

The Chairman, N G Howard, 1s also Chairman of the Nominations Coemmittee and a member of the Remuneration Committee N G Howard was
indepeandent on his appomntrent as Chairman  No one other than the Committee Chairrnan and members 15 entitled to be present at a meeting of
the Remuneration, Audit and Nominatons Commitiees, but others may attend at the invitation of the Committees Dunng the year the Charrnan met
with the non-executive Directors without the executive Directors present and the non-executive Directors met withaut the Chairman being present




Zotefoams ple Annual Report 2008 34

Corporate Governance continued

Appointments to the Board

Appaintments to the Board are proposed by the Nominations Committee and appraved by the Board The Nominations Commitiee compnses the
Charrman N G Howard (who 15 Chaiman of the Nommations Committee) and the independent non-executive Girectors N G Howard was
independent on his appointment as Chairman

The Nominations Cormmittee operates within a defined set of terms of reference from the Board and 1s responsible for managing the recrutment of
new Board members within a specification set by the Board Appointments to the Board are made on ment and against objective cntera Care is
taken to ensure that appointees have enough time to devote to the b

Information and professional development

Each monsh all Directors receve managament reports and brefing papers in refation to Board matters New appaintments to the Board recewe an
incluction and, if appropnate, traming Traning s avalable subsequently in order to fulfil the requirements of being a Cirector of a Isted company
All the Directors have access to the Company Secretary and independent professional advice at the Cornpany’s expense If required for the
fiirtharance Af thesr Anties

Board evaluation

A formal review of Board and Committee performance i1s camed out annually The Chawrman's performance 1s reviewed by the other nen-executve
Drectars in consultation with the executive Directors The other non-executive Drectors perfonmance 1s evaluated by the Chairman i gonsuttation
with the executive Directors Executive Direclors” performance 15 evaluated by the Remuneration Committee in conunction with the Managing
Dwector (except v the case of the Managing Director when the Managing Director 15 not prasent)

Re-election
Re-election of Board members 1s required at the first AGM following appointment and at least every three years thereafter At the AGM in 2010 two
Directors will stand for re-election

+ DA Campbell,
« DB String

Remuneration
The pnnciples and details of remuneration policy are set out in the Directars’ Remuneration Report

Financial reporting
The Directors’ responsibilities for prepanng the financial staternents are set out in the Staternent of Directors’ Responsibities

Audit Committee and auditors
A separate Audit Commuittee Report prowdes details of the role and actvities of the Commuitiee and its relationship with the externat auditor

Goimng concern

The Company s business activiies, together with the factors likely to affect its future development, performance and position are set out In the
Business Review on pages 14 to 18 This also descnbes the financial position of the Company, its cash fiows and iquidity position In addition, note
21 to the financial statements nciudes the Company s objectives, policies and processes for managing s capital, iis fnancial nsk management
objectives, details of its financial instruments and hedging activilies, borrowng faciimes and s exposure to credit nsk and iquidity nsk As a
consequence, the Directors believe that the Company s well placed to manage 1S business rnsks

The Dwrectors therefore have a reasonable expectation that the Company has adequate resources to continue n operational existence for the
foreseeable future Thus they continue to adopt the going concern basis of accounting in prepanng the annual financial staterments

Relations with shareholders

The Company s always readly, where practicable to enter into a dialogue with shareholders to promoie mutual undersianding of objectives
Meetings with nstiiutional shareholdlers are held twice a year folowing announcerment of the Group s mtenm and final results Other meetings rmay
be held at instrtutional shareholder request To ensure that the Board, parhicularly the non-executive Directors, understand the views of major
shareholders the Company's corporate brokers provided a summary of feedback from the meetings following the intenm and final results
announcements The Charman 1s avalable to meet institutional shareholders The Senior Independent Director (R H Lawson) and other non-
executive Directors wilf attend meetings with major shareholders if requested

The Board considers the annual report and financial statements and AGM to be the pnmary vehicles for communication with private investors
The members 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 Company

Internal control

The Board has applied pnnciple C 2 of the Comixned Code by establishing a continuous process for identifying, evaluating and managing the
significant nsks 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 1s 1n accordance with the revised guidance on internal control published in October 2005 {the Turnbull Guidance)
The Board 15 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 nsk of fadure to achieve business objectives, and can only provide reascnable and not absolute assurance aganst matenial
rmusstaterment or loss
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Internal control continued

In compliance with provision C 2 1 of the Cornbined Code, the Board regulary reviews the effectvaness of the Group’s system of internal control

The Board's monitornng covers all controls, including financial, operational and comphiance controls and nsk management It 1s based principally on

reviewing reports from management to consider whether significant nsks are identified, evaluated, managed and controlled and whether any

significant weaknesses are promptly remed:ed and indicate a need for more extensive monitonng The Board has also performed a specific

assessment for the purpose of this annual report This assessment considered all the significant aspects of internal control ansing dunng the period

covered by the report The Audit Cormmittee assists the Board in discharging its review responsibilities .

Durng the course of its review of the system of internal control, the Board had not identified nor been advised of any failings or weaknesses which
it has determined 1o be significant Therefore a confirmation in respect of necessary acticns has not been considered appropnate

Key elements of the Group s system of internal contrels are as follows

rarbeml Ay s o
LONUWS ShvaShiNONT

The Group has an appropnate orgarisational structure for planning, execut:ing, controliing and monitonng business operations in order to achieve
Group objectives Overall business objectives are set by the Board and communicated through the organisation Lines of respensibiity and
delegations of authonty are documented

Risk identefication

Group management are responsible for the entification and evaluation of key nsks applicable to ther areas of business These nsks are assessed
on a continual basis and may be associated with a vanety of internal or external sources including control breakdowns, disruption in informaticn
systems, competition, natural catastrophe and regulatory requirements

Intormatton and communication

Annual budgets are a key part of the planning process and performance aganst plan 1s actively monitored at Beard ievel supported by quarterty
forecasts Statistics and commentary on aciual operating performance are made avadable to all Directors moenthly and forecasts are presented to
the Board quarterty

Through these mechanisms, Group performance 15 contnually monitored, nsks dentified in a timely manner, ther financial imphcations assessed,
control procedures re-evaluated and corrective actions agreed and implermented

GControl procedures

The Group has implemented conirol procedures designed to ensure complete and accurate accounting for financial transactions and to hmit the
potential exposure to loss of assets or fraud Measures taken include physical conirols, segregation of dutes, reviews by management, and
external audi to the extent necessary to amve at their audit opinion

A process of control self-assessment and hierarchical reporting has been estabiished which provides for a documented and auditable traif of
accountability These procedures are relevant across Group operations and provide for successive assurances te be given at increasingly higher
levels of management and finally, to the Board Planned corrective actions are independently montared for timely completion

Momtoring and comrective action

There are clear and consistent procedures in place for monitonng the systemn of internal financial and non-financial controls The Audit Committee
meets af igast twice a year and, within its remit, reviews the effectiveness of the Group s system of internal financial controls The Commitice
recenves repors from external auditors and managernent

Non-financial controls are reviewed regularly by executive management who report any issues and corrective actions taken dwectly to the Board
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Statement of Directors’ Responsibilities

The Directors are responsible for prepanng the Annual Report and the Group and Parent Company financia statements in accordance with
apphcable law and regulations

Company law requires the directors to prepare Group and Parent Company financial staterments for each financial year Under that law they are
required to prepare the Group financial statements in accordance with IFRSs as adopted by the EU and apphicable law and have elected to
prepare the Parent Company financial statements on the same basis

Under company law the Directors must not approve the financial staterments unfess they are satisfied that they give a true and far view of the state
of affarrs of the Group and Parent Company and of therr profit or loss for that pencd In prepanng each of the Group and Parent Company financial
staternents, the Directors are required to

select suitable accounting policies and then apply them consistently,

make judgments and estimates that are reascnable and prudent,

b b F Y e e Ta N o T ] [ et ety o e md s oy oy Ho IO A mm AddamtsA b dbs ET )~
statc hethicr they hawo boon propated i ascordonce w0 THS0 25 aaopted by the EU, and

prepare the financial statements o the gong concern bass unless it 1s INappropnate to presume that the Group and the Parent Company wall
continue In business

* 4 &0

The Directors are responsible for keeping adequale accounting records that are sutficient to show and explain the Parent Company's transactons
and 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 2006 They have general responsibility for taking such steps as are reasonably open to them to
safeguard the assets of the Group and to prevent and detect fraud and other rregulanties

Under appiicable law and regulations, the Directors are also responsible for prepanng a Directors' Report, Directors’ Remuneration Report and
Carporate Governance Statement that complies with that law and those regulations

The Directors are responsitle for the mantenance and integnty of the corporate and financial information included on the Company's website
Legislation in the UX goverring the preparation and cissemination of financial statements may differ from legislation i other junsdictiors

The Directors of Zotefcams pic are detaded on page 20

By order of the Beard

cro v

G G Hurst
Fmance Director
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Independent Auditors’ Report

to the members of Zotefoams plc |

We have audited the financial statements of Zotefoams plc for the year ended 31 December 2009 set cut on pages 38 10 65 The financial reporting
framework that has been applied in ther preparation 15 apphcable law and International Financial Reporting Standands (IFRSs) as adopted by the EU
and, as regands the Parent Company financial statements, as applied in accordance with the provisions of the Companies Act 2006

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

Respective responsibilities of directors and auditors .

As explained more fully in the Directors' Responsibiliies Statement set out on page 36, the Directors are responsible for the preparation of the

financial statements and for being sabisfied that they give a true and far view Our responsioilty 18 to audit the financial staternents in accordance

with apphcable law and International Standards on Auditing (UK and Ireland) Those standards require us to comply with the Auditing Practices

Seord's (APS's) Eth cal Standands for Audiors

Scope of the audit of the financial statements ‘
A descnption of the scope of an audit of financial statements 1s provided on the APB's web-site at www frc org uk/apb/scope/UKP

Opinion on financial statements |
I our opInion * |
* the financial statements give a tnue and fair view of the state of the Group's and of the Parent Company's affars as at 31 December 2009 and ‘
of the Group's profit for the year then ended, |
* the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the EU,
= the Parent Company financial statements have been properly prepared in accordance with IFRSs as adopted by the EU and as appled in
accordance with the provisions of the Companies Act 2006, and
« the financral staternents have been prepared in accordance with the requirernents of the Comparies Act 2006 and, as regards the Group
financial statements, Article 4 of the IAS Regulation

Opinen on other matters prescnbed by the Companies Act 2006

In cur opinon

= the part of the Directors' Remuneraton Report to be audited has been property prepared in accordance with the Companies Act 2006, and

+ the information gven in the Directors’ Report for the financsat year for which the financial staternents are prepared 1s consistent with the
financial statements

)

Matters on which we are required to report by exception
We have nothing to repart in respect of the following

Under the Companies Act 2006 we are required to report to you if, in our opinion

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

* the Parent Company financial statements and the part of the Directors’ Remuneration Report to be audited are not in agreemerdt with the
accounting records and returns, or

* cerian disclosures of directors’ rermuneration specified by law are not made, or

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

tUnder the Listing Rules we are reguired to review

» the direclors' statement, set out on page 34, n relation 1o going concern, and

» the part of the Corporate Governance Statement relating to the Company's compliance with the nine provisions of the June 2008 Combined
Code specified for our review

M Sheppard (Senior Statutory Auditor)
for and on behalf of KPMG Audit Plc, Statutory Aud:tor
Chartered Accountants

Crawley
8 March 2010
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Consolidated Income Statement
for the year ended 31 December 2009

Pre-exceptonal Exceptiona tems.

items (sae note 4) Total
2009 2000 2008 2008

Note £000 £o0o0 £000 £000
Revenue 2 31,816 - 31,816 34,781
Cost of sales (21,941) (312) (22,253) (24,558)
Gross profit 9,875 (312) 9,563 10,123
Distnbution cosis ! 2,745) {38) (2,783) (2,820)
Administrative expenses 3,714) (59} {3,773) (3,273}
Operating profit 3,416 {409} 3,007 4,030
Financial ncome 6 810 _ 810 1,150
Firance costs 6 (1,168) -_ {1,168} (1,222
Share of profit/{loss} from asscciate 29 _ 99 27
AP N ] N R ey L Lt T A e Eadin .12 ] AN
TG 0SS DOWOIT wEa P REY et Lyl T Sy i
Taxation 7 (630) 106 (584) {925}
Profit/{loss) for the year 2,467 {303) 2,164 3,006
Attnbutable to
Equity halders of
the parent 2,467 {303} 2,164 3,006
Earnings per share
Basic [p) 8 59 83
Duluted (p) 8 58 a1
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Consolidated Statement of Comprehensive Income
for the year ended 31 December 2009

2009 2008
£000 £000
Profit for the year 2,164 3,006
Other comprehensive income
Foreign exchange translation differences on investment in foreign subsidiary/associate {1,251) 3,043
Effective portion of changes in farr value of cash flow hedges net of recycling 1,228 (1,079
Actuanal losses on defined benefit schemes {2,698) {1,658)
Tax relating to components of other comprehensive Income 411 766
Other comprehensive {expenditure)inceme for the penod, net of tax {2,310) 1,072
Total comprehensive (expenditure)/income for the year (146) 4,078
Altnbutable to equity holders of the parent (146) 4,078
Company Statement of Comprehensive Income
for the year ended 31 December 2009
2009 2008
£000 £000
Profit Tor the year 1,310 3,998
Other comprehensive income
Effective poriion of changes in far vatue ol cash flow hedges net of recycling 1,228 (1,079)
Actuanal losses on defined benefit schemes {2,698) 11,658)
Tax relating to components of other comprehensive INcome 411 766
Other comprehensive expenditure for the period, net of tax (1,059) (1,971)
Total comprehensive income for the year 251 2,028
Attnbutable to equity holders of the Company 251 2,028
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Consolidated Statement of Financial Position
as at 31 December 2009

2009 2008

Note £000 £000
Non-current assets
Property, plant and equpment [} 25,829 26,775
Intangible assels i1 75 121
Investment in associate 13 1,687 1,912
Deferred tax assets 19 249 239
Total non-current assets 27,840 29,047
Current assets
Inventones 14 4,382 4,335
Trade and other recevables 15 7,729 8,408
Cash and cash equivalents 16 2,975 429
Total current assets 15,086 13,172
Total assets 42,026 42 219
Non-current habitiies
Interest-beanng loans and borrowings 18 (2,134) -
Employee benefits 23 {5,783) 3,527
Deferred tax habiities 19 1,377 (1,969)
Total non-current habiities (9,294} (5,496)
Current habihties
Interest-beanng loans and borrowings 18 {660) (300
Bank overdraft 16 (611) {1281)
Tax payable (547) (937)
Trade and other payables 17 14,132) {4,984)
Total current habihties {5,950) {7,502
Total habilihies {15,244) {12,998)
Total net assets 27,682 29,221
Equrty
Issued share capital 20 1,915 1 889
Qwn shares held (95) (69)
Share premium 13,941 13 941
Capita! redemption reserve 15 15
Translation reserve 1,040 2,291
Hedging reserve (36) (1,264)
Retamed earrmings 10,902 12,418
Total equsty attnbutable to the equity holders of the parent 27,682 2a.221

Thegt financial statements were approved by the Board of Directors on 8 March 2010 and signed on its behalf by

W

N G Howard C G Hurst
Charman Finance Director

Company number 2714645
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Company Statement of Financial Position
as at 31 December 2009

2009 2008

Note £000 £000
Non-current assets
Property, plant and equipment 10 21,000 20,722
Intangible assets 1 75 121
Investment in subsidianes 12 7,888 8,384
Total non-current assets ' 28,963 29,227
Current assets
Inventones 14 3,555 3,384
Trade and cther recevables 15 7,969 7,701
Cash and cash equivalents 16 2,718 3
Total current assets 14,242 11,116
Total assets 43,205 40 343
Non-current habilities
Interest-beanng loans and borrowings 18 {2,134} -
Employee benefits 23 (5.783) {3.527)
Deferved tax habilities 19 (1,377 {1,969
Total non-current habihties (9,204) (5,496)
Current abubties
Interest-bearng loans and borrowngs 18 {3,508) {1.517)
Bank cverdraft ' 16 {611) (1 281
Tax payable {547) {937)
Tracle and other payables 17 {3,956) {4,681}
Total current izbilities {8,622) 8 416)
Total habihties {17,916} (13,812)
Total net assets 25,289 26 431
Equsty
Issued share capital 20 1,915 1,889
Own shares held (95) 69)
Share premium 13,941 13,941
Capttal redemption reserve 15 15
Hedqing reserve (36) (1 264)
Retained earrings 9,549 11,919
Total equity atinbutable to the equity holders of the Company 25,289 26,431

Thesghnancial statements were approved by the Board of Directors on 8 March 2010 and signed on its behalf by

A (T2 e

N G Howard C G Hurst
Chairman Finance Director

GCompany number 2714645
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Consolidated Statement of Cash Flows
for the year ended 31 December 2009

2000 2008
Note £000 £000

Cash flows from operating activities
Profit for the year 2,164 3,006
Adjustments for
Depreciation, amortisation and imparment 3,588 2,931
Loss on sale of plant and equipment 90 -
Financial income (810) (1,150
Finance costs 1,168 1,222
Share of (ncome)loss from associate (99) 27
Equity-settied share-based payments 211 165
Taxation 584 925
Operating profit before changes in waorking capital and provisions 6,896 7.126
Datieades (N 283S; wi dads aid Od &l iocsvalnes 5T \OB0)
{increaseldecrease in inventones {152) 227
Increase/{decrease} in trade and other payables 435 (287}
Decrease n provisions and employee benefits (715) (600)
Cash generated from operations 7,041 5,770
Interest pad (110) (68)
Tax paid {1,123 (698)
Net cash from operating activities 5,808 5,004
Interest received 18 14
Acquisition of property, plant and equpment B (3,431) (1,420)
Acquisition of icence _ {150
Investment in associate — {1410}
Dstnbution from associate 104 15
Net cash used in mvesting actwities {3,309} (2,951}
New borrowings 3,289 -
Repayrmeni of borrowmgs (799) {400
Dividends paid (1,638) (1,638}
Net cash used in financing activities 856 (2,038}
Net increase n cash and cash equivalents 3,355 15
Cash and cash equivalents at  January 852) (984)
Effect of exchange rate fluctuations on cash heid {139) 117
Gash and cash eguwvalents at 31 December 15 2,364 (852)

Cash and cash equivalents cornpnse cash at bank and short-term highly hquid mvestments with a matunty date of less than three months
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Company Statement of Cash Flows
for the year ended 31 December 2009

2000 2008
Note £000 £000

Cash flows from operating activities
Profit for the year 1,310 3,999
Adustments for
Depreciahon, amortisation and imparrent 2,939 2,492
Foreign exchange losses/igains) 496 {1,196)
Loss on sale of plant and equipment 22 -
Financial ncome (891) {1,248)
Financiat costs 1,200 1,201
Equity-setited share-based payments 21n 165
Taxaton 581 1,024
Operating profit before changes in working capital and prowvisions 5,938 6,437
WICTCESS v Tadd and O T TeCuvaiies 11535 1335}
Increase n inventones am 29
Increase/{decrease) in trade and other payables 530 (426)
Decrease in provisions and employee benefits {715) (600)
Cash generated from operations 5,389 5,187
Interest paid (142) {47
Tax paid {1,110) {696)
Net cash from operating actiities 4,137 4,444
Interest received a9 110
Acquisiion of property, ptant and equipment {3,358) {1,4Q0)
Acauisition of icence —_— 150}
Net cash used in Investing activities {3,259) (1,440)
Increase in nvestment in subsidary - {1 .506)
Intercompany loan recerved 1,631 564
New borrowings 3,289 —
Repayment of borrowings (795) {400
Dwdends paid {1,638) {1,636}
Net cash used in financing activities 2,487 {2,980)
Net increase in cash and cash equivalents 3,365 24
Cash and cash equivalents at 1 January {1,250) {1,242)
Effect of exchange fluctuations on cash heid {8) (32)

Cash and cash equivalents at 31 December 16 2,107 {1 250)
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Consolidated Statement of Changes

for the year ended 31 December 2009

in Equity

Capital
Share  redermmplon

Share  Own shares Transtation Hadging Ratained Total
capital heict premium resanve rasarve reserve amngs equity
Nots £000 £000 £000 £000 £000 £000 £000 £000
Balance at 1 January 2008 1,820 — 13,841 15 {752) (185) 11,827 26,666
Shares issued 69 {69) - - - - - —
Total recognised income and expense — - — — 3,043 (1,079) 2,114 4,078
Equity-settied share-based payment
transactions net of tax -_— - - - - - 115 115
Dnadends [:] - - — - - - (1,638) {1,638)
Balance at 31 December 2008 1,882 (68) 13,941 15 2 291 (1,264) 12,418 29,221
Balance at 1 January 2009 1,889 69} 13641 15 2,261 (1.264) 12,418 29,221
Shares issued 26 (26) - - -, — — -
Total esenameert income and exoenses — — — — {1 26%) 1,928 123 {14R
Equity-settled share-based payment
transactions net of tax - - - - - - 245 245
Dnidends 8 — — - - = - (1.638) {1,638)
Balance at 31 December 2009 1,915 (o5) 13,941 15 1,040 (36) 10,902 27,682
The aggregate current and deferred tax relating to iems that are credited to equity 1s £452,000 (2008 a credit of £685,000)
Company Statement of Changes in Equity
for the year ended 31 Decermnber 2009
Capital
Share  Own sharas Shara rodempion Hadging Ratanad Total
captal held promium esane resetve HaMNgs aqLrty
Note £000 £000 £000 000 £O00 £000 £0D0
Balance at 1 January 2008 1,820 - 13 941 15 (185) 10,335 25 926
Shares 1ssued 69 (69) - - - — -
Tolal recognised income and expense - — - - {1,079) 3,107 2028
Equity-settled share-based payment transactions net of tax - - - - - 115 115
Dndends 8 - — — — — {1,638) {1,638)
Balance »t 31 December 2008 1,889 (69) 13,941 15 (1,264} 11,918 26 431
Balance at 1 January 2009 1,889 69) 13,941 15 {1,264} 11,919 26,431
Shares issued 26 {26} - - - - -
Total recognised ncome and expense - — - - 1,228 977) 251
Equrty-settled share-based payment transactions net of 1ax - - - - - 245 245
Dmidends 8 - — — - = {1 638) (1 638}
Balance at 31 December 2009 1,915 {95} 13,941 15 (36) 9,549 25,289

The aggregate current and deferred tax relating to dems that are credited o equuty 15 £452,000 (2008 a cred:t of £685,000)
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Notes to the Financial Statements

1 Accounting policies
Zotefoams plc (the '‘Company'} 1s a Company incorporated in Great Bntain

The Group financial statements consoldate those of the Company and its subskhianes {together referred to as the 'Group’} The Parent Company
financal statements present information about the Company as a separate entity and not about its Group

Both Parent Company financial statements and the Group financial staterments have been prepared and approved by the Directors n aggordance
with Internattonal Financial Reporting Standards as adopted by the EU (*Adopted IFRS")

On publishing the Parent Company tinancial statements here together with the Group financial statements the Company 1s taking advantage of the
exemption in Section 408 of the Companies Act 2006 not to present its indmdual Incorme Statement and related notes that form part of these
approved financial statements

These financial statements were approved by the Board on 8 March 2010

Judgements made by the Directors, in the application of these accounting policies that have a sigreficant effect on the financal statements and
estimates with a significant risk of matenal adjustment in the next year, are discussed 1 note 26

a) Measurement convention
The financiat statements are prepared on the histoncal cost bas:s except that denvative financial iInstruments are stated at ther fayr value

b) Bas:s of consolidation

i) Subsidianes

Subsidianes are entites controlled by the Company Control exists when the Company has the power, directly or ndirectly, to govern the financial
and operating pohicies of an entity so as to obtan benefits from its actmties In assessing control, potential voting nghts that presently are exercisable
or convertible are taken into account The financial statements of subsidianes are included in the consokdated financial staternents from the date that
control commences untt the date that control ceases

n) Associates

Associates are those entiies in which the Group bas significant influence, but not conirol, over the financial and operating pokcies  Sgnificant influence
18 presumed 1o exist when the Group holds between 20 and 50 percent of the voting power of ancther entity Associates are accounted for using the
equity method (eguity accounted investees) and are initially recognised at cost The Group s investment includes goodwill identified on acouisition, net
of any accumulated mpairment losses The consolidated financial statements include the Group’s share of the total recogrised income and expense
and equity movermnents of equity accounted investees, from the date that significant wifluence commences until the date that signficant influence
ceases When the Group s share of losses exceeds its interest in an equity accounted investee the Group's carmying amount 1s reduced to nil and
recogniton of further losses 1s discontinued except to the extent that the Group has incurred legal or constructive obligations or made payments on
behalf of an investes

m} Transacticns eliminated on consohdation

Intra-group balances and transactions, ncluding any unrealised gaing and losses or income and expenses ansing from such transactions, are
elminated in prepanng the financial statemenis Unrealtsed losses are eliminated in the same way as unrealised gamns, but only to the extent that
there 1s no eviclence of mparment

c) Foreign currency
1) Foreign currency transactions
Transactions n foregn currencies are translaied at the foreign exchange rate prevaiing at the time of the transaction

Monetary assets and habilities denominated in foreign currencies at the balance sheet date are translated to stering at the foregn exchange rate
ruling at that date Foreign exchange differences ansing on transiation are recogrused in the income statement Non-monetary assets and habilities
that are measured n termns of histoncal cast In a foreign currency are translated using the exchange rate at the date of the transaction

n} Financial statements of foreign operations

The assets and kabities of foreign operations, iIncluding fair value adjustments ansing on consolidation, are translated to stefing at foreign exchange
rates nuling at the balance sheet date The revenues and expenses of foreign operations are translated to stering at the average rate of exchange
ruling dunng the year where this rate approximates to the foreign exchange rates ruling at the dates of the transactions

Exchange differences ansing from this translation of foregn operations since 1 January 2004 are taken dwectly to translation reserve They are
released into the Income Staternent upon disposal

d) Denvative financial nstruments

The Group uses denvative financial instruments to hedge its exposure to foreign exchange nsks ansing from operational, financing and nvestment
actviies In accordance with ts treasury policy the Group does not hold or 1ssue denvatwve financial Instrumenis for trading purposes However,
denvatives that do not qualfy for hedge accounting are accounted for as trading wstruments

Denvative financial instruments are recognised inetially at farr value Subsequent to imibial recogrition, denvative financial Instruments are stated at far
value The gan or loss on re-measurement 1s recognised immediately in the Income Statement Where denvatves qualify for hedge accounting,
recognition of any resultant gain or 10535 depends on the nature of the item being hedged (see accounting policy &)

The farr value of forward exchange contracts 1s ther quoted market pnce at the balance sheet date, being the present value of the quoted forward price




Zotefoams ploc Arnual Report 2009 48

Notes to the Financial Statements continued

1. Accounting policies continued

e) Cash flow hedging

When a denvative financial instrument 1s designated as a hedge of the vanabilty v cash flows of a recogrised asset or kability or of a highly probable
forecasted transaction, the effective part of any gamn or loss on the denvatve financial nstrument is recognised drectly in equity tf a hedge of a
forecasted {ransaction subsequently resulis n the recognition of a financiat asset or a financial liabiity, then the associated gans or losses that were
recognised directly in equity are reclassified into the Income Statement in the same penod or penods dunng which the asset acguired or habilty
assumed affects the Income Statement

The neffective part of any gain or loss 1s recognised immediately in the Income Staternent

When a hedging insirument expires or 1S sold, terminated or exercised, or the entity revokes designation of the hedge relationship but the hedged
forecast transaction 1s still expected to occur the cumulatve gain or loss at that point remains in equity and 1s recognised in accordance with the
above pelicy when the transaction occurs |If the bedged transaction s no longer expecied to take place, then the cumulative unrealised ga:n or loss
recognised In equity Is recognised immediately 1n the Income Statement

f) Property, plant and equipment

1} Owned assets

ltems of property, ptant and equipment are stated at cost or deemed cost less accumutated depreciation and impairment losses (see accounting
pohcy k)

When parts of an stem of property, plant and equipment have different useful lives, those components are accounted for as separate items of
prepeny plant and equipment

The cost of assets under construction Includes the cost of matenals and direct labour and any other costs directly attnbutable to bnnging the asset
to a working condition for its intended use

) Leased assets
Leases in terms of which the Group assumes substantially alt of the nsks and rewards of ownership are classified as finance leases |Lease paymants
are accounted for as descnbed in accounting policy Q

i} Depreciation
Depreciation 1s charged to the Income Staternent on a straght Ine basis over the estimated usefut ives of each part of the dem of property, plant
and equipment Land 1s not depreciated The estimated useful lives are as follows

Buldings 20 years
Plant and equipment 5-15 years
Fixtures and fittngs 3-5 years

g) Intanguble assets

1) Research and development

Expenditure on research actmvities undertaken with the prospect of gaining new scentific or techmical knowledge and understanding 1s recogrnised in
the Incorne Statement as an expense incurred Expenditure on development actvibes, whereby research finchings are appbed to a ptan or design for
the production of new or substantizlly wnproved products and processes, s capitaksed if the product or process s technically and commercially
feasible and the Group has sufficient resources to complete development

1} Intellectual Property
Intellectual property 1s measured instially at purchase cost and s amortised cn a straight-line basis over its estimated useful lfe

h) Trade and other recevables
Trade and other recevables are stated at ther nominal amounts less mpairment losses {see accounting polcy k)

1) Inventones
Inventones are stated at the lower of cost and net realisable value Net realisable value 1s the estmated selling pnce in the oréinary course of
business, less the estimated costs of completing and seling expenses

In determining the cost of raw matenials, consumables and goods purchased for resale, the weighted average purchase pnce 1s used For work in
progress and finished goods manufactured by the Group, cost is taken as production cost, which includes an appropnate proportion of attnbutable
overheads

1) Gash and cash equivalents

Cash and cash equivalents compnses cash balances and call deposits wath an ongmal matunty of three menths or less Bank overdraits that are
repayable on demand and form an integral part of the Greup's cash management are included as a compenent of cash and cash eguwalents for the
purposes of the statement of cash flows
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1 Accounting policies continued

k) Impaimment

The carmying amounts of the Group’s assets, other than inventones (see accounting policy i), employee benefits (see accounting policy n) and
deferred tax assets (see accounting pelicy 1), are reviewed at each balance sheet date where there s an indication that the asset may be inpawred
If any such indication exisis, the asset’s recaverable amount s estimated (see below)

An impairment loss 1s recognised whenever the camying amount of an asset or its cash-generating urut exceeds s recoverable amount Imparment
losses are recognised In the Income Staterment

1) Calculation of recoverable amaunt

The recoverable amount of assets 1s the greater of their net seling pnce and value n use In assessing value N use, the estimated future cash flows
are discounted to ther present value using a pre-tax discount rate that reflects current market assessments of the trme value of money and the nsks
specific 1o the asset For an asset that does not generats largely independent cash inflows, the recoverable amount ts deterrmined for the cash-
generating urit to which the asset belongs

n) Reversals of impairmant
An imparment loss s reversed If there has been a change in the estimates used to determine the recoverable amount

Anmpairment loss s reversed only to the extent that the asset s camying amount does not exceed the camying amount that would have been
deterrmined net of depreciahon or amortisation, if no imparment loss had been recognised

1) Drvidends
Dmadends are recognised as a lability in the penod in which they are approved

m) [nterest-beanng borrowings

Interest-bearing barrowings are recogrised ntially at fair value less attnbutable transaction costs Subseguent to mitial recognition, interest-beanng
bomowings are staled at amortised cost with any differences between cost and redemption: values being recogrused n the Income Statement over
the penad of the borrowings on an effective interest basis where matenal

n) Employee benehts
1) Defined contribution plans
Obhgations for contnbutions to defined contribution pension plans are recognised as an expense 12 the Income Statement as incurred

1) Defined benelits plans

The Group's net obligatian in respect of defined benefit post employment plans, sncluding pension plans, 1s calculated separately for each plan by
estimating the amount of future benefit that the employees have earned in return for their service in the current and pnor penods That benefit 1s
discounted to determine its present vaiue, and the farr value of any plan assets 1s deducted The discount rate 1s the yield at the balance sheet date
on AA credit rated bonds that have matunty dates approxmating the terms of the Group’s obligatons  The calcutation 15 performed by a qualified
actuary using the projecied vnit credit method

The Group recognises all actuanal gans and losses that anse through the Statement of Comprehensive Income

m) Share based payment transactions

The share option programme allows Group employees 1o acquire shares of the Company The far value of oplions granted 1s recognised as an
employee expense with a coresponding increase in equity The far value 1s measured at grant date and spread over the pencd dunng which the
employee becomes unconditionally entitled to the options The far value of the options granted before 2006 were measured using 2 Monte Carto
simulaton method Options granted smee 1 January 2006 are valued using a Black-Scholes model Fair value measurements take into account the
terms and condiions upon which the options were granted

v) Own shares held by Employee Benefit Trust
Transactions of the Company-sponsored EBT are treated as being thoss of the Company and are therelore reflected it the Parent Cormpany and
Group financial statements In partcular, 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 al cost

p) Revenue
Revenue from the sale of goods 1s recognised In the Income Statement at the point of despatch when significant nsks and rewards of ownership 13
deemed to have been transferred to the buyer

q) Expenses

1) Operating lease payments

Payments made under operating leases are recognised in the Income Statement on a straight ine basis over the term of the lease Lease incentives
receved are recognised in the lncome Statement as an integral part of the total lease expenses

1) Finance lease payments
The finance charge, where matenal, 15 allocated to each penod dunng the lease term so as to produce a constant penodic rate of interest on the
remaining balance of the liabity
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1 Accounting policies continued

r) Taxatton

Tax on the Income Staternent for the penods presented compnses currend and deferred tax Tax 1s recognised n the Income Statement except to
the extent that it relates to terns recogmsed directly in equity, in which case i 1s recognised In equity

Current tax 1s the expected tax payable on the taxable income for the year, using iax rates enacted or substantively enacted at the balance sheet
date, and any adjustments to the tax payable in respect of previous years

Deferred tax 1s provided using the balance sheet hability method, prowiding for temporary differences between the camying amounts of assets and
liabiities for financ:al reporting purposes and the amounts used for taxation purposes

The followang temporary differences are not provided for the initial recognition of assets or habiliies that affect nether accounting nor taxable profit,
and differences relating to investments in subsidianes to the extent that they will probably not reverse in the loreseeable future The amount of
deferred tax provided 1s based on the expected manner of realisation or settlement of the carrying amount of assets and habiities, using tax rates
Sl It ot buualal |i.|auy (-1} »a\..u::d Gl e Udidllw oleTl Uaie

A deferred tax asset s recegnised only to the extent that it is more tikely than not that future taxable profits wall be avalable aganst which the asset
can be uthised Deferred tax assets are reduced to the extent that it 1s no longer probable that the related tax benefit will be realised

Addtional tax that anses from the distnbution of dvidends 1s recogmised at the same ime as the habhity to pay the related drvdend
information as to the calculation of tax on the tncome Statement 1s included in note 7

s} Changes in accounting pohcies

1) Determination and presentation of gperating segments

As of 1 January 2008 the Group determines and presents operating segments based on the information that internally 1s prowded to the ME, who
1s the Group s chief cperating decision maker This change n accounting policy 1s due 10 the adoption of IFRS 8 Operating Segments  Previously
operating segments were determined and presented in accordance with 1AS 14 Segment Reporting The new accounting policy in respect of
segment operating disclosures 18 presented as follows

Comparative segrment information has been re-presented m conformmity wath the transitional requirements of such standard Since the change n
accounting policy onfy iImpacts presentation and disclosure aspects, there s no impact on earnings per share

An operating segment 1s a componen! of the Group that engages in business actwibses from which it may earn revenues and incur expenses
ncluding revenues and expenses that relate to transactions with any of the Group’s other components An operating segment’s operating results
are reviewed regularly to make decisions about resources to be allocated to the segrment and assess its performance, and for which discrete
financial information 1s avallable Segment results that are reported to the MD include items directly atirbutable to a segment as well as those thai
can be allocated on a reasonable basis Unallocated items compnse tax assels and habiliies Segment capital expenditure 1s the total cost incurred
dunng the penod to acguire property, plant and equipment

1) Presentation of financial statements

The Group apples revised IAS 1 Presentation of Financial Statements {2007), which became effective as of 1 January 2009 As a result, the Group
presents In the Consolidated Statement of Changes in Equity all owner changes in equity whereas all non-owner changes in equity are presented
n the Cansoldated Statement of Comprehensive income Comparative information has been re-presented so that it also is in conformity with the
revised standard  Since the change in accounting policy only impacts presentation aspects, there 1s no impact on earrings per share

1) investments in equity secunties
Investments in subsidianes are stated at cost less prowision for impaiment

u) Adopted IFRS not yet apphed
A number of new standards, amendments to existing standards and nterpretabions are not yet effective for the year ended 31 December 2009, and
have not been apphied in prepanng these consolidated financial statermnents

IFRS 3 (2008) Business combinations will become mandatory for the Group's 2010 financial staternents and willimpact any future acquisitions
There are no other standards not yet adopted which are expected to have a significant impact on the Group's 2010 financial statements
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2. Segment reporting

The Group manufactures and sells high-performance foams for specialist markets worldwide These fall into two main business segments best
categonsed by ther constituent raw matenals There are no transactions between reportable segments

*  Polyolefins these foams are made from olefimc homopolymer and copolymer resin The most common resin used 15 polyethylene

* High-performance polymers (HPP) these foams exhibit high-performance on certain key properties, such as improved chemical, flammability
or temperature performance due 1o the resins on which they are based Turnover in the segment 1s currently mainly derved from our ZOTEK® F
foams made from PVDF fluoropolymer Other polymers exther commercially launched or being assessed in development include potyarmide (nylon)

and microZCTE™

Due to our unique manufactunng techrology Zotefoams can produce polyolefin foams with supenor performance to other manufacturers Qur
strategy 1s to use the capabilities of our technelegy to produce foams from other matenals in addition to polyolefins The development of a portioho
of foams from high-periormance polymers 1s currently In its early stages with portfolio costs (ncluding the technical and marketing costs to develop

these matenals) exceeding revenues

Polyoletins HpP Consalidated

2009 2008 2000 2008 2000 2008

£000 £000 £000 £000 £000 £006

Revenue from external customers 30,174 33,981 1,642 800 31,816 34,781
Pre-exceptional operating profit/loss) 3,333 4,567 {517) (537} 3,416 4,030
Exceptional dems (409) -
Net financing costs (358) 72)
Profit/{loss) from associale 99 27)
Taxation (584) (925)
Profit for the year 2,164 3,006
Segment assets 37,740 39,929 4,937 2,051 42,677 41,980
Unallocated assets — — — - 249 239
Total assets 42,926 42 219
Segmen! labilites (12,884) (10,088) (436) (5} {13,320) (10 083)
Unaltocated habilites — - — - {1,924) (2,905)
Total hatikties (15,244) (12,908)
Depreciation 3,437 2,850 105 52 3,542 2,902
Caprtal expenditure 1,922 1,394 1,509 26 3,43 1,420

Geographical segments

Polyolefins and HPP are managed on a worldwide basis but operate from UK and US locations In presenting information on basis of gecgraptical
segments, segmental revenue 15 based on the geographical location of custorners Segment assets are based on the gecgraphicat location of assets

Rest of the
UK and Eve Ewrcpo North Amenca woekd Totat
000 000 £000 £000 £000
For the year ended 31 December 2009
Revenue from external customers 6,503 15,428 8,218 1,667 31,816
Segment assets 33,793 _ 9,133 —_ 42,926
Captal expenditure 3,359 - 72 —_ 3,431
For the year ended 3% December 2008
Revenue frorm external customers 8,369 17,374 7,659 1,379 34,781
Segment assets 30812 — 11,407 — 42,219
Capital expenditure 1,400 - 20 — 1,420

Major customer

Revenues from one customer of the Group's polyolefins segment represents approximately £4,186k (2008 £5,154K) of the Group's total revenues

3 Expenses and auditors’ remuneration

2009 2008
£000 £000
Included n profit for the year are
Research and development costs expensed 776 731
Net exchange losses 759 185
Auditors remuneration
Group - audit of these financial statements 90 95
- fees recevable by the auditors and their associates in respect of other services
- other services pursuant with legisiabon 19 24
- other senvices relating to taxation 40 13
- other services relating to acquisition of associate — 20

149 152
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4, Exceptional rtems
In 2008 the Company classified the following as exceptional

Restructunng costs
Relating to termination payments, advisory and other associated costs for the termination of 33 employees in the first half of 2009

VAT
Adjustment to exceptional term in pror year
2000 2008
£000 £000
Restructunng costs {439} -
VAT adjustment 30 -
Excephanal items before taxation {409) —_
Tax on above 106 -
Exceptional items after taxation (303) —
5. Statt numbers and expenses
The average nurmber of people emplayed by the Group and Company {including Directors) dunng the year, analysed by category, was as foliows
Number of employees
Group Cornpany
2009 2008 2009 2008
Production 111 134 105 125
Maintenance 17 18 15 15
Distnbution and marketing 43 41 34 31
Adrministration and technical 63 63 56 55
234 256 210 226
The aggregate payroll costs of these persons were as follows
Group Compary
2009 2008 2008 2008
£000 £000 foco £000
Wages and salangs 6,793 7 556 5,789 6,710
Social secunty costs 6591 787 628 702
Share-based payments 260 165 260 165
Qther pension cosis 540 599 494 556
8,284 9,107 7172 8,133

The costs shown above exclude items classified as exceptional tems

Details of individual Directors' ermoluments, pension costs and share options are dealt with on pages 24 to 28 in the Directors” Remuneration Report

6. Finance income and costs

Financial income

2009 2008
£000 £000
Interest on bank deposits 18 12
Expected return on assets of defined benefit pension fund 792 1,138
810 1,150

Finance costs
2009 2008
£000 £000
On bank loans and overdrafts 103 80
Interest on defined benefit pension obligation 1,065 1,142
1,168 1,222
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7. Taxation

2009 2008

Nota £000 £000

UK carmporaton tax M 1,135
Overseas taxation 13 2
Adjustment to prior year UK tax charge (20) (606)
Current taxation 734 1,071
Deterred taxation 19 {150) {146)
Total tax charge 584 925

Factors affecting the tax charge
The tax charge for the year is lower {2008 lower) than the standard rate of corporahon tax in the UK of 28 0% {2008
explained below

28 5%) Thae differences ara

200!

]

pawr)

£000 £000
Tax reconciliation
Profit before tax 2,748 3,931
Tax at 28 0% {2008 28 5%) 769 1,120
Effects of
Research and development tax credits and other allowances less expenses not deductible for tax purposes {69} {n
Partial recognition of US tax losses (10 (60)
Lower tax rates on overseas eamings {861 62)
Adjustments te UK corporation tax charge in respect of previous periods (20) (65)
Total tax charge 584 928
8. Dividends and earnings per share "

2009 2008

) £000 £000

Final dmdend prior year of 3 Op (2007 3 Op) net per 5 Cp ordinary share 1,091 1,091
Intenm dvidend of 1 5p (2008 1 5p) net per 5 Op ordinary share 547 547
Dwidends paid during the year 1,638 1,638

The proposed final desdend for the year ended 31 December 2009 of 3 Op per share (2008 3 0p) 18 subject to approval by shareholders at the AGM

and has not been included as a lability in these financal statements

Earnings per ordinary share

Farnings per orchinary share 1s caiculated by dviding profit after tax of £2,164,000 (2008 £3,006 000) by the weghted average number of shares in
issue during the year excluding own shares held by employee trusts which are administered by mdependent trustees The number of shares held in
the trest at 31 December 2009 was 1,881 147 (2008 1,378,098) Distnbution of shares from the trust 15 at the discretion of the trustees Diluted

earnings per ordinary share adjusts for the potental dilutive efiect of share option schemes n accordance with IAS 33

2009 2008
Average number of ordinary shares issued 36,402,886 36,402,608
Deemed saued {or no consderation 1,001,188 559,71
Diluted number of orchnary shares issued 37,404,074 36,962,399

Shares deemed 1ssued for no consideration have been calculated based on the potential dilutve effect of the Executive Share Option Scheme, options
granted under the HMRC Approved Share Option Scheme, Long-term Incentive Plans, the 20089 Share Bonus Plan and the Deferred Bonus Plan

Number of shavas under oplion

Dale from whch exercisabla Exercise price 2009 2008
7 Apnl 2007 72 5p 152,834 152,834
22 December 2008 77 Op 684,213 684,213
11 March 2010 il 217,775 -
10 May 2010 rul — 306,959
20 March 2011 il 230,304 233,283
12 August 2011 106 7p 253,044 267,911
16 March 2012 il 516,387 —
11 March 2013 nil 30,165 -~
2,084,722 1,645,200

The average farr value of one ordinary share dunng the year was considered to be 67 9p {2008 89 9p)
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9, Profit for the financial year

The Group accounts do not include a separate Income Statement for Zotefoams plc {the parent undertaking) as permitted by Section 408 of the
Companies Act 2008 The Parent Company profit after tax for the financial vear 1s £1,310,000 (2008 £3,999,000)

10 Property, plant and equipment
a) Group

Land and Plart and Fixturas Under
buildings aquipment and fittrygs gonstruction Total
£000 £000 £000 £000 £000

Cost
Balance at 1 January 2008 14,133 40,796 1,882 2,174 58,085
Acgusitions - 318 176 1,035 1,529
Disposals - (2,746) - - (2,748
Reclassifications — 2,200 50 {2,250} -
et Of Miuve &7 i e F eact @ilige 1,301 331 o — 2,022
Batance at 31 December 2008 15,464 41 499 2,268 259 60,190
Balance at 1 January 2009 15,464 41,499 2,268 959 80,190
Acquisitions - 292 143 2900 3335
Disposals - (1,211} 4) - {1,215)
Reclassifications - 2,129 - (2,129) -
Effact of movernent in foresgn exchange {535) (536) {24) — {1 095)
Balance at 31 December 2009 14,929 42,173 2,383 1,730 61,215
Depreciation and impairment
Balance at 1 January 2008 4,681 26,164 1,804 - 32,649
Depreciation charge for the year 574 2,082 74 172 2,902
Disposals - (2,746) - - {2,746)
Reclassifications — 162 10 172) -
Elfect of movesment n foregn exchange 353 243 44 - 610
Balance at 31 December 2008 5,608 25 875 1,932 - 33415
Batance at 1 January 2009 5608 25,875 1,932 — 33,415
Depreciation charge for the year 601 2,795 108 38 3,542
Disposals - (1,122 3 - (1,129)
Reclassifications - 38 - (38) -
Effect of movement in foreign exchange (159) (268) {19 — {448)
Baltance at 31 December 2009 6,050 27,318 2,018 —_ 35,386
Net book value
Al 1 January 2008 9 452 14 632 178 2,174 26 436
Al 31 December 2008 and 1 January 2009 9,856 15,624 336 959 26,775
At 31 December 2009 8,879 14,855 365 1,730 25,829

Included in plant and machinery for both the Company and the Group are assets of £2 805 000 (2008 £300,000) pledged as securty for a bank loan

Dunng the year both the Company and the Group commenced a number of programmes to construct and refurbish plant and equipment and

fixiures and fittings Costs incurred up to the balance sheet date totalled £1,730,000 (2008 £959,000} for the Group
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10 Property, plant and equiprment continued

b) Company
Lert and Plant andt Fatures and Under
buldings acpment fittings construction Total
£000 £000 £000 £000 £000
Cost
Balance at 1 January 2008 10,580 36,884 1,838 2,174 51,486
Acquisitions - 310 164 1,035 1,509
Disposals - (2,746) - - (2,746}
Reclassifications — 2,200 50 (2,250) —_
Balance at 31 December 2008 10,580 36,648 2,052 959 50,249
Balance at 1 January 2009 10,580 36,648 2,052 959 50,249
Acquisitions — 246 17 2,900 3,263
Piepneals - 1211 (i)l - 1,214
Reclassifications - 2,129 - {2,129) -
Balance at 31 December 2009 10,590 37,812 2,166 1,730 52,208
Depreciation and impairment
Balance at 1 January 2008 3793 24 319 1,698 — 29 810
Deprecation charge for the year 420 1,814 57 172 2,463
Disposals - {2,746) - - {2,746)
Reclassifications — 162 10 (172) -
Balance at 31 December 2008 4213 23 549 1,765 — 29,527
Balance at 1 January 2008 4,213 23 549 1,765 - 29 527
Depreciation charge for the year 421 2,346 88 38 2,883
Disposals - {1,120) 2) - (1,122)
Reclassificatiors - 38 — {38} -
Balance at 31 December 2009 4,634 24,813 1,851 —_ 31,298
Net book value
At 1 January 2008 6,797 12,565 140 2,174 21,676
At 31 December 2008 and 1 January 2009 6,377 13 099 287 959 20,722
At 31 December 2009 5,956 12,999 315 1,730 21,000
11. Intangible assets
Group and Company
MuCelF
Licence
£000
Cost
Balance at 1 Januvary 2009 150
Balance at 31 December 2009 150
Amortisation
Balance at 1 January 2009 (29}
Charge for the vear (46)
Balance at 31 December 2009 (75)
Net book value
At 1 January 2009 121

At 31 December 2609 75
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12, Investments in subsidianes

Company

2008 2008

£000 £000

Shares in Group undertakings ~ at cost 7,157 7,157
Provision against the value of iInvestment in subsidiary to reflect the velue of the undertying net assets {3,294} {3,294)
Loan 1o Group undertakings 4,025 4,521
7,888 8,384

The investments consist of the entire ordinary share capitat of Zotefoams Intemational Limited and a $6,500,000 loan {2008 $6,500,000) to
Zotefoams Inc

The movements in Investments during the year were due to foreign exchange differences
The following 1s a complete kst of the subsidary undertakings of the Company, i all of which the Company owns etther directly or indrectly 1009 of

the ordinary shave capital

»  Zotefoams International Limited and
»  Zotefoams Inc

Zotetoamns International Limited 1s incorporated in Great Bntamn, and Zotetgams Inc s incorporated in the USA,
The principal activities of the substdiary undertakings are as follows Zotefoamns Inc purchases, manutactures and distnbutes cross-linked biock

foams and Zotefoams International Limited 15 a holding company In the opinion of the Directars the investments in the Company s subsihary
undertakings are worth at least the amount at which they are stated in the Balance Sheet

13. Investment in associates

Zoteloams Inc owns 30% of the units n MuCeli Extrusion LLC, whose principal place of business js Massachusetis, USA, with an option tc mcrease
its unit holding to 100% The eariest this ophion can be exercised 1s July 2010 but, depending on cerlan conditions it may be exercised as late as
June 2011

All the share capital of MuCek Extrusion LLC s denominated in units of the same class

Summary aggregated tinancial mformation on associates - 100 per cent

2009 2008
At 3t December 2000 £000
Goodwill 2,798 3,159
Intangible assets 2,129 2,642
Tangible assets 31 27
Current assets 288 243
Cash 268 173
Total assets 5,514 6,244
Total habilities {121) {127)
Net assets 5,393 6117

2009 2008
For the penod ended 31 Decemnber £000 £000
Revenue 1,651 315
Amortisation (217) 00)
Gan/(loss) after amortisation 330 {90}

MuCell Extrusion LLC was created on 1 July 2008 and thersfone the above 2008 results refiect sx months traciing from 1 July 2008 to 31 December 2008

The reporting cate for MuCell Extrusion LLC s 30 June The financial information ncluded within these financial statements 1s based on
management information as at 31 December

Reconcihation of movement in MuCell valuation

2009 2008

£000 £000
Initzal cost of nvestment including expenses 1,410
Cost brought forward as at 3 January 1,912 —
Share of resutt for perod 99 2
Distnbution recewved {104) {15)
Effect of movement in foreign exchange {220) 544

Investment in associate as at 31 December 1,687 1,912
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14, Inventones

Growp Cornpany

2009 2008 2009 2008

£000 2000 £000 £000

Raw matenals and consumables 1,775 1,754 1,612 1,695
Work in progress 1,021 994 098 788
Finished goods 1,586 1,587 945 a01
4,382 4,335 3,555 3,384

The carrying amount of Inventones subject to retenton of title clauses 1s £293,000 (2008 £122,000)

in 2009 the vatue of mventory recogrised by the Group as an expense in cost of goods sold was £17,499,000 (2008 £20 735,000)

Group Compaity
2009 2008 2009 2008
Nole £000 000 £000 £000
Amounts faling due within one year
Trade recewvables 7,196 8,084 5,699 6,506
Far value dervatves 21 75 - 75 -
Amounts owed by Group undertakings 25 —_ - 1,752 284
Other recevables 200 134 200 134
Prepayments and accrued income 258 190 243 177
7,729 8,408 7,969 7T
Trade recewvables are shown net of
impairment losses 155 124 116 94
16. Cash and cash equivalents/bank overdrafis N
Group Company
2009 2008 2000 2008
£000 £000 £000 £O00
Cash and cash equivalents per balance sheet 2,975 429 2,718 31
Bank overdrafts [611) (1,281) {611) {1,281)
Cash and equivalents per cash flow statements 2,364 {852) 2107 {1250)
17. Trade and other payables
Group Compary
2009 2008 2009 2008
Note £000 000 £000 £000
Trade payables 1,204 1,537 1,147 1,500
Other creditors including taxation and social secunty
Other taxation and social securty 19 289 190 208
Farr value denvatives 21 111 1,264 111 1,264
Amounts owed to Group undertakings 25 — - 4 -
Cther payables 432 504 367 471
Accruals and deferred income 2,194 1,330 2,137 1,240
4,132 4,984 3,956 4 681
18 Interest-beanng loans and borrowings
Group Compary
2009 2008 2009 2008
Note £000 £000 £000 £000
Bank Loans 660 300 660 300
Amounts due to Group undertakings 25 — — 2,848 1,217
Amounts faling due within one year 660 300 3,508 1,517
Bank loans 2,134 - 2,134 —
Amounts faling due n more than one year 2424 - 2,134 —
21 2,794 300 5,642 1,517
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19 Deferred tax assets and liabihties
Recognised deferred tax assets and habiites - Group
Deferred tax assets and labilities are attnbutable to the following

Assats Liabiities Net
2009 2008 2009 2008 2009 2008
€000 £000 £000 £000 £000 £000

Property, plant and equipment —_ - 2,285 2,432 2,285 2,432

Rolled-over gain . _ - 902 902 202 902

Inventones {92) (92) —_ - 92) {92)

Financial mstruments {10} [354) —_ - 10) (354)

Employee benefits {1,800) (1,011) —_ - {1,800) (1.011)

Tax value of recogrused losses camed forward {157) (147) —_ — (157) {147)

Tax (assets)iabilities {2,059) 1,804) 3,187 3,334 1,128 1,730

Set off tax 1,810 1,365 {1,810) (1,385) — —

Net tax (assets)labiliies {249) (239) 1,377 1,969 1,128 1,730

At 31 December 2009 a deductible ternporary difference of £1,635,000 (2008 £1,578,000) refating to undistributed reserves n a subsidiary has not
been recognised because the Group controls whether the hability will be incurred and is satisfied that it will not be incurred n the foreseeabie future

Unrecognised deferred tax assets

The Group has $5 3m of tax losses carned forward in the LISA These tax losses at a 35% tax rate and year end exchange rates have a value of
£1 1m The Group has only recognised £157.000 of these tax losses as a deferred tax asset representing what the Board believe 1s a reasonable

estmate of the expected US tax utilsation i the near future

Movement in deferred tax dunng the year

Balance Balance

1 .January Recognised in Recognsed m 31 December

2009 NCome oty 2009

£000 £000 2000 £000

Property, plant and equipment 2,432 {147) - 2,285
Ralled-over gain 902 - - 902
Inventones {92) - - (92)
Financial instrurments (354) — 344 (10)
Employee benefits (1,011) 7 (V90) {1,800)
Tax value of recognised losses camed forward (147) {10) - (157)
1,730 (150) (452) 1,128

Movement in deferred tax dunng the prior year

Balnce Balanco

1 Jaremany Recogrused 31 Decermber

2008 N Come H ety 2008

£000 £000 £000 £000

Property, plant and equipment 2,603 (171 - 2,432
Rolled-over gain 902 - - 902
Inventones (1) {41) - 82)
Financial mstruments (52) - {302) (354}
Employee banefits (754) 126 {383) (1,011)
Tax value of recognised losses camed forward (87) (60) - {147
2,561 (146} (685) 1,730
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19 Deferred tax assets and liabilities continued
Deferred tax assets and habilities - Company

Deferred tax assets and liabilities are attributabile to the following

Assats Liabilties Net
2008 2009 2008 2009 2008
£000 £000 £000 £000 £000 £000
Property, plant and equipment -_ - 2,285 2,432 2,285 2,432
Rolled-over gain — - 902 aq2 202 902
Financial nstruments {10) {354) -— - [R14] {354)
Employee benefits {1,800) {1,011) — = {1,800 {1,011)
Tax (assetsyliabiites {1,810) {1 365) 3,187 3,334 1,377 1,969
Set off tax 1,810 1,365 {1,810} (1,365) — -
Net tax hahilities —_ —_ 13717 1969 1377 1GR9
Movement in deferred tax dunng the year
Balance Balance
1 January Recognsed Recognised 31 December
2009 17 INCOmE in equity 2008
£000 £000 £000
Property, plant and equipment 2,432 (147) - 2,285
Rolled-over gain 802 - — 902
Financal mstruments (354) - 344 (10)
Employee benefits {1,0t11) 7 (796) {1,800)
1,969 (140) (452) 1,377
Movement in deferred tax dunng the pnor year
Batance Basanca
{ January Recognsed Recognised 31 Decambior
2008 W IncomTe ¥l Gty 2008
£o0o 000 £000 £000
Property, ptant and equipment 2,603 v - 2 437
Rolled-over gain 902 - - 902
Financial instr:ments 52) - (302) (354)
Employee benefits (754) 126 (383) {1,011
2,699 {45} (685) 1969
20 Share capital
2009 2008
£ £
Authansed
At 31 December
Equity 56,000,000 ordinary shares of 5 Op each 2,800,000 2 BDO,000
Allotted, called up and fully pard
At 31 December
Equity 38,297,093 (2008 37,780,706} ordinary shares of 5 Op each 1,914,855 1,689,035

Detaills of share options are provided in note 24 1o the accounts on page 63
Dunng the year the Company 1ssued 516,387 ordinary shares 10 the Employee Benefit Trust

The helders of ordinary shares are entitlied to receve dividends as declared from time to tme and are entitled to one vote per share at meetings of
the Company
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21, Financial instruments

Policy

The Group’s pnncipal financial instrurments include bank loans, cash and short-term deposits the main purpose of which 1s to raise finance for the
Group's operations Foreign exchange denvatves are used to help manage the Group's currency exposure It 1s and has been throughout the year
under review, the Group's policy that no trading in financial instruments shal be undertaken

The main nsks ansing from the Group's finanesal Instruments are credit nsk, interest rate nsk, iquidity nsk and foreign currency nsk The Board
reviews and agrees policies for managing each of these nsks and they are summansed below These policies have remaned fundamentally
unchanged throughout the year

Credit nsk
Management has a credit potcy in place and the exposure to credit nsk 15 monitored on an angoing basis Credit evaluations are performed on all
customers requinng credit over a certamn amount The Group does net require collateral in respect of financial assets

In 2009 and 2008, the Group had credit insurance to mitigate this nsk However, the uninsured exposure as at 31 December 2009 was £1,285 000
{2008 £1,377,000) so elements of nsk reman

At the balance sheet date there were no signiicant concenirations of credit nsk The maximum exposure to credit nsk 1s represented by the carrying
amount of each financial asset, ncluding denvatve financial nstruments in the Batance Sheet

Trade recevables can be analysed as follows

Group

2009 2008

£000 £000
Amounts nether past due or ympaired 5,672 6,625
Amounts past due but not impaired
Less than 60 days 1,200 1,459
More than 60 days —_ -
Total past due but not impaired 1,200 1,459
Amounts impaired 479 126
Imparment allowance {155) (126}
Carrying amount of impaired recenables 324 — ‘
Trade recewables net of allowances 7,196 8,084

Interest rate nsk
The Group finances its operations through a mixture of retained profits and bank borrowings The Group borrows in the desired currency generally at
a vanable rate of interest

The interest rate profile of the Group’s borrowings at 31 December was

2000 2008
Effective Fixed Variable Eftectve Fixad Varable
nterest rates rates Total uilerost ates ratas Total
rats E£D0D £000 £000 rate £000 £000 £000
Stering 2% —_ 3,405 3,405 4% — 1,581 1,581
3,405 3,405 - 1,581 1,581

The interest rate payable on the sterling overdraft is determined by LIBOR {or similar) plus a bank margin

Liguidity nsk

The Group s objectrve 1s to mamntain a balance of continuty of funding and flexibility through the use of overdrafts, loans and finance leases as
appicable The maturity profile of the Group's bormowings 1s shown in note 18 on page 55 The Group has a short-term faciity of £4 9m which s
freely transferable and convertible into stering This facility 18 repayable on demand and 1s utiised by Zotefoams ple and its subsidiary undertakings
under a cross-guarantae structure

In January 2009 Zotefoams pic borrowed £3 3m under a five year mortgage, repayable in equal quarterly instalments  This facility 1s secured over
specific plant assels At 31 Decernber 2009 £2 8m of this mortgage was outstanding and £0 5m had been repaid

Cash flow forecasts are produced to monitar the expected cashflow requirements of the Group aganst the avalable facilives
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21 Financial instruments continued

Foreign currency nsk

The Group 15 exposed to foreign currency nsk on sales, purchases, assets and kabilities which are denominated in a currency other than sterling
The currencies gmng nse to this nsk are pnmanly the euro and the US dollar

The eurc and US dollar rates used in prepanng the accounts ara as follows

2008 2008

Average Closing Avoragea Closing

Euro/stering 112 113 125 103
US dollar/stering 157 161 184 144

The Group hetiges a proportion of its estimated cash exposure in respect of trade and other recewvables trade and other payables and forecast
sales eeints and nrirchase pavments for the next nine monthe The Gronn nises fnrward exchanoe contracts to hedoe its foreian corrency nek Ag
at 31 December 2009 these forward currency contracts covered approximately two-thirds of the esbimated net cash foreign exchange exposure for
the next nine months Further detalls are shown below in the paragraph on Sensitmty analysis

In respect of other monetary assets and labities held in currencies other than the euro and the US dollar, the Group ensures that the net exposure 1s
kept to a manageabie level by buyng or seling foreign currencies at spot rates whera necessary to address short-term imbalances

Forecasted transactions

The Group classiies its forward exchange contracts hedging forecasted transactions as cash flow hedges and states ihern at far value The net far
value of forward exchange contracts used as hedges of forecasted transactions at 31 December 2009 was a net lability of £36,000 (2008 net
lability of £1,264,000) compnsing assets of £75,000 (2008 n and hkabilities of £111,000 (2008 £1,264,000) that were recogrised in far value
denvatives in 2009

Recognised assets and liabilities

Changes w1 the farr value of forward exchange contracts that economically hedge monetary assets and iabiities in foreign currencies and for which
no hedge accounting 15 apphed are recognised in the Income Staternent Both the changes in fair value of the forward contracts and the foregn
exchange gains and losses relating to the monetary tems are recogrised as part of administrative expenses (see note 3)

The matunty profile of the forward contracts as at 31 December 1s as follows

Qroup 2009 Cicup 2008

Foreign currency Contract vatue Fair value Feregn curency Contract valua Fay value

000 £000 £000 000 £000 £000

Sell EUR €5,000 4,411 4,454 €4,700 3,835 4,492
Sell USD $4,700 2,911 2,905 $5,100 2833 3 500

Sensitivity analysis
In managng curency nsks the Group ams to reduce impact of shori-term fluctuations on the Group's earnings Cver the longer-term, however
permanent changes in foreign exchange and nterest rates woukl have an impact on conschidated earnings

Short-term fluctuations in interest rates are not hedged as the Group, at present does not consider them matenat At 31 December 2009 st 1s
estimated that a general increase of one percentage point in interest rates would decrease the Group s profit before tax by approxmately £28,000
{2008 £.16,000}

At 31 Decermber 2009 it 1s estimated that an increase of one percentage point in the value of stering against the euro and US dollar would decrease
the Group's profit before tax by approximately £85,000 (2008 £106,000) before forward exchange contracts and £39,000 (2008 £60,000) after
forward exchange contracts are included for the euro and £58 000 (2008 £69,000) for the US dollar before forward exchange contracts and
£28,000 (2008 £33,000) after forward exchange contracts are included

The Group has significant undertakings in the USA whose revenue and expenses are denominated in US dollars It also makes a significant
proportion of its sales to European customers and these revenues are predominantly in euros It was the Group's policy 1n 2009 to hedge the foreign
currency cash flows of invoiced sales net of expected foreign currency expenciture Hedging 15 achiaved by the use of foreign currency contracts
expinng In the month of expected cash flow
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21, Financial instruments continued

Fair values
The fair values together with the carrying amounts shown in the Balance Sheet ara as follows
2009 2008
Carrying Fair Campng Far
amount value amount vaiue
£000 £000 £060 £000
Trade and other recesvables 7,654 7,654 8,408 8,408
Cash and cash equivalents 2,364 2,364 (852) (852)
Forward exchange contracts
- assets 75 75 - —
- labdities (111) (111) {1,284} {1,264)
Secured bank loans 2,794) (2,805) {300} {300}
Trade and Giher payabies 4,020 2,004 frednpaler fefinian

Estimation of fair values

The following summanses the major methods and assumptions used in estimating fair values of financial instruments seflected in the table

a) Denvatives
Forward exchange contracts are marked to market using listed market pnces

b) Interest-bearng loans and borrowings and trade and cther receivables/payables
Carrying amounts equals the far value less loan arangement fee of £11k (2008 nil)

Capntal management

The Board's policy 1s to maintain a strong capdal base so as 1o mantan investor, creditor and market confidence and to sustan future development
of the business The Board of Directors monitors the return on capital which the Group defines as profit before tax dvded by average net assets
The Board of Directors also monitors the level of dvidends pad to ordinary shareholders

22. Commitments

2009 2008

£000 £000

Capital contracts at the end of the financial year for which no provision has been made 396 927
The Group has non-cancellable operating iease rentals, which are payable as follows

- within one year 72 70

-~ between two and five years 108 174

Dunng the year ended 31 Decernber 2009 £87,000 was recogrised as an expense in the Income Statement in respect of operating leases (2008

£67,000)
The above amounts apply to both the Company and the Group

23. Employee benefits

The Group and Company operate one defined benefit scheme in the UK which offers both pensions in retirement and death benefits to members
Pension benefits are related 10 the members’ final salary at retirernent and therr length of senace Since 1 October 2001 the scheme has been closed

to new members

From 31 December 2005 future accrual of benefits for existing members of the scheme ceased

Contnbutions to the plan for the year from the Company were £55,000 per month, a rate agreed with the Company and the Trustees following the

tnennial review In Apnl 2008 to apply from January 2009 until June 2016

The Company has opted to recognise all actuanal gans and losses rmmediately in Other Gomprehensive Income An actuanal valuation of the
scheme was camed out as at 5 Apnl 2008 and the results have been updated to 31 December 2009 by a qualfied independent actuary The major

assumptions used by the actuary were {in norminal terms) as follows

As at As at As at

31 December 31 Dacember 31 Decermber

2008 2008 2007

Disgount rate 570% B 30% 5 00%
Expected return on plan assets 6.72% 576% 6 62%
Rate of safary increase n/a na n/a
Rate of ncrease to pensions in payment 3.90% 3 00% 3 30%
Rate of inflation 3.70% 310% 3 40%
Mortality assumption PCAOO MC PCAQQ MC PA92 MC
Life expectancy from age 65 of current male pensioners 217 years 21 6 years 22 5 years
Commutahon assumption 75% of members 75% ot members No allowance
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23 Employee benefits continued

The mortality tables used above are those published by the Institute and Faculty of Actuanes, with aliowance for improvernents It member longevity
in ine wih *Medium Cohort” projections, based on members' year of birth These adjusted rates suggest that a man aged 65 retring at 31 December
2009 could expect to lve, on average, until age 87 A 5% change in Iife expectancy from the age of 65 would increase/decrease the pension
scheme's 1AS 19 lability by approximately £C 8m (£0 4m after deferred tax), all other things being equal

The overall expected return on assets assumption of 6 72% as at 31 December 2009 has been dernved by calculating the weighted average of the
expected rate of return for each asset class The following approach has been used to determine the expected rate of return for each asset class

= Equities — allowance for an additional return of 3 25% above that avalable on UK government secunties,
* Fixed Interest securities — current market yelds
= Cash - based on the Bank of England base rate

Present value of scheme assets

Year endod 31 December 2009 Year ended 31 Decamber 2008 Year endod 31 Decamber 2007
Long-term Long-term Long lerm
rate of return Market valuc rata of -etumn Market vaua ra'e of rafurn Markat value
expected £000 axpacted 000 expacted £000
Equities 7 8% 12,069 7T0% 9,298 7 1% 13,458
Bonds 45% 3,443 2 8% 3,154 4 6% 243
QOther 05% 750 2 0% 1417 55% 1,353
Insured penswoners 166 - —
16,428 13,869 17,242
Present value of defined obligation
Funded plans 22,211 17,386
Totat 22,211 17,396
Deficit in the scheme (5,783) {3 527)
Related deferrad tax asset 1,619 988
Net pension hability (4,164) (2,539)

Reconciation of opening and closing balances of the present value of the defined benefit obligation

Benefit cbligation at beginning of year 17,396 19707
Interest cost 1,065 1,142
Actuarial losses/(gans) 4,538 {2,752)
Benefils pad {983) (701}
Past service costs 29 —
Inclusion of reserve for insured pensioners as at 31 December 166 -
Benefit cbligation at end of year 22,211 17,396

Reconcihation of opening and closing balances of the far value of plan assets

Faw value of plan assets at beginning of year 13,869 17,242
Expected return on plan assets 792 1,138
Actuartal gan/fioss) 1,840 4,410)
Contnbutions by employer 744 600
Benefits paid {983) (701)
Inclusicn of reserve for insured pensioners as at 31 December 166 -
Fair value of plan assets at end of year 16,428 13,869

The amounts recogrused in the Income Statement are

Interest on obligation 1,065 1,142
Expected return on plan asseis {792) {1,138)
Past service cost 29 —

Total expense ao02 4
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23. Employee benefits continued

The expense/{income) s recogmised In the following line items in the Income Statement

Group and Cornpany
2009 2008
£000 £000
Cost of sales 29 -
Financial income (792) 1,138}
Finance costs 1,065 1,142
‘ 302 4
Actuanal losses)/gains shown in Other Comprehensive Income since 1 January 2005
2008 2008 2007 2006 2005
Balance as at 1 January 131 1,789 648 222 264
Actuanal (losses)/gains {2,698) {1,658) 1,141 426 42)
Balance as at 31 December (2,567) 131 1,789 648 222
History of scheme assets, obhgations and expenence adjustments
As at Asat As at As at Ag at
31 Dacember 31 Decamber 31 Decomber 31 Decamber 31 Dacermber
2009 2008 2007 2006 2005
£000 £000 000 1000 5.000
Present value of defined benefit obligation 22211 17,396 19,707 20,1 19,479
Far value of scheme assets 16,428 13,869 17,242 15,861 14 259
Deficit in the scheme {5,783) (3.527) {2,465) (4,240) {5,220
Expenence adjustments arising on scheme habilities 4,538 (2,752} {875) 233 1,621
Expenence item as a percentage of scheme labiities 20% (16)% {4}% 1% B%
Expenence adjustments ansing on scheme assets 1,840 (4.410) 266 659 1,579
Expenence item as a percentage of scheme assets 11% (32)% 2% 4% 11%

Gther pension schemes

On 1 January 2006 a separate staksholder scheme was set up for those employees who were onginally in the closed defined berefit scheme

The contnbutions patd by the Company In 2009 were £450,000 (2008 £505 000)

In addition to this scheme Zatefoams plc operates a stakeholder scheme which 1s apen to employees who joined after 1 October 2001

The contrnbutions paid by the Company in 2009 were £80,000 (2008 £51,000}

For US based employees Zotefoams Inc operates a 401(k) plan  The contnbutions pad by Zotetoams Inc i 2009 were $73,000 (2008 $80 050)
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24. Share-based payments

The Company has share oplion schemes that entitle semor management personnel to purchase shares in the Company Oplions are exercisable at a
pnce equal to the average quoted closing market pnce of the Company's shares on the day before or on the three dealing days before the option 1s
granted The vesting penod 1s three years If the options remain unexercised after a penod of ten years from the date of grant, the options expire

Options are forfeited f the employee leaves the Group before the options vest

n 2007 the Company introduced a LTIP scheme for senior managament personnel Shares were awarded in the Company and vest after three years
to the extent performance conditions are met Awards are forferied If the employee leaves the Group before the award vests

ln 2007 the Company also introduced a deferred bonus plan Executive bonuses gver 40% of salary are held as deterved shares for three years

Awards are forfeted if the employee leaves the Group before the award vests

In 2009 the Company replaced the Executve Bonus Scheme with a share-based bonus plan Shares will be awarded n March 2010 based on

nerfrrmanre agamnst set nhierinmes

Detalls of the vesting conditions for the share, share option and LTIP awards are gven in the Directors' Remuneration Report on page 27

Details of the options outstanding dunng the year are as follows

2009 2008

Weighted Wetghted

Numbaer of average Number ot avernge

share exercise share oxencise

options pnce (p) ophons pnco [pj

Qutstanding at beginning of the perod 1,104,958 836 1,179,154 764
Forferted duning the penod {7,639) 106 7 (355 356} 781
Cancelled dunng the penod {7,228) 106.7 NIl —
Exercised dunng the penod nil —_ Nl -
Granted dunng the penod il — 281,160 1067
Outstanding at the end of the penod 1,090,091 a3.2 1,104,958 836
Exercisable at the end of the pencd 837,047 76.2 837,856 762

The options outstanding at 31 December 2009 have an exercise price of between 72 5p and 106 7p and a weighted contractual Iife of six years

The far value recewed in return for share options granted are measured by reference to the fair value of share options granted The estmate of far
value of the senaces receved measured is based on a Black-Scholes modet The contractual life of the option {ten years) 1s used as an input into this

model Mo allowance is made for early leavers

Details of the LTIP awards outstanding dunng the year are as follows

2009 2008

Werghtad Waighied

Number of average Number gt Hverago

share exerCise share CXEMTT0

optons pnce (p) options prico {p)

Qutstanding at begnning of the penod 505,610 —_ 306,959 —

Granted dunng the pernod 516,387 e 198,651 -

Lapsed during the penod (306,959) - - -

Quistanding at the end of the penod 715,038 —_ 505,610 -

Exercisable at the end of the penod — —_ = —
Details of the Deferred Bonus Plan awards outstanding dunng the year are as follows

2009 2008

Weighted Waeighted

Number of average Number of average

shara exercise share oxercisa

options price (p) options price {p)

Quistanding at beginning of the penod 34,632 — - -

Exercised dunng the penod {2,979) - - —

Granted dunng the penod 30,165 —_ 34,632 —

Outstanding at the end of the penod 61,818 _ 34,632 -

Exercisable at the end of the penod _—
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24. Share-based payments continued
Details of the 2009 Share Bonus Plan awards outstanding at the end of the year are as follows

2000 2068

Waighted Wenghtod

Number of average Number of averaga

share axerclso share BXarCISe

oplions price {p} oplions price (o)

Qutstanding at beginning of the pencd —_ - — -

Granted dunng the period 217,775 — — -

Qutstanding at the end of the penod 217,775 — — —

Exercisable at the end of the perod —_ — — —

Fair value of share options and assumptions

The evnooted valnblds o baced on higtong vplabl v emne 1008

10 May 20 March 12 August 16 March 7 May

2007 2008 2008 2008 2008

Share pnce (p) 127 5 987 1067 460 60.5

Exercise price (p} il nil 1067 ml nil

Expected volatiity 30% 30% 30% 30% 30%

QOption hfe Five years Frve years Five years Five years Five years

Expected dvidends (p) {assumed to be ncreasing at2 5% pa) n nil 45 il nl

Resk-free interest rate (based on natonal government bonds) 48% 47% 4 6% 4 8% 4.8%

Fair value at grant date (o) 1275 087 233 46 0 605

The share option awards are granted under a service condition and a performance condition There are no market condiions associatea with the
share options The LTIP awards are granted under a service conditon and a performance conditien, part of which is a market condition

The amounts recagmised in the Income Statement for equity-settled share-based payments are as follows

Group and Cormparty

2000 2008

o £000 £000
Within adminustrative expenses 260 165
Eiement of the above refating to Directors of Zotetoams pic 128 B7

25, Related parties

Directors

The Directors of the Company as at 31 December 2009 and therr immediate relatives control O 8% of the voling shares of the Company Detais of
Directors’ pay and remuneration are given in the Directers Remuneration Report on page 26 The Directors are considered to be the only key
management personnel

Subsidignes

Zotefoarns plc owns 100% of the shares of Zotefoarns International Ltd, which 1s incarporated i the UK and Zotefoams Inc , which 1s incorporated
in the USA Cornmen contsol exists between Zotefoams plc and Zotefoams Employee Benefit Trust (EBT) and Zotefoams EBT has therefore bean
consoldated as descnbed in note 1b Transactions between Zotefoams plc and these subsidianes are as follows overleaf
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25, Related parties continued
Income Statement

Sales to Servico teas to Interest charged to Interest charged from

2000 2008 2009 2008 2009 2008 2009 2008

£000 £000 £000 £000 £000 £001 £000 £000

Zotefoams Inc 4,601 3,405 T2 72 94 1386 44 21
Balance Sheet »

Leoan owed to toan owed by Payables owed to Racehables owed by Investment In

2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

£D00 £000 £000 £000 £000 £000 £000 £000 E000 £000

Zoatefoams Inc 2,848 1,217 4,025 4,521 4 - 1,752 884 — —

Zotefoams Internaticnal —_ - -— — —_ — _ - 3,863 3,863

Loans with Zotefoams Inc are interest beanng

Associates
Zoteloams Inc owns 30% of the shares of MuCell Extrusion LLC Transactions between Zotefoams plc and its subsidianes and thes associate are as follows

Recharges ol cosis nauned by Distnbution received by
Zoteloams pic Zotefoams Inc
2009 2008 2009 2008
Nota £000 £000 £000 £O00
Incorne Staterment 40 20 — -
Balance Sheet 13 - = (104) (15}

26 Accounting estimates and judgements !

In the apphcation of the Group s accounting polcies, whuch are descnbed in note 1, the Directors are required to make Judgements, estimates and
assumptions about the camying amounts of assets and liabilites which are not readily apparent from other sources The estimates and associated
assumptions are based on histoncal expenence and other facts that are considered relevant Actual amounts may differ from these estimates

The eshimates and underlying assumptions are reviewed on an ongoing basis Rewisions to accounting esttmates are recognised in the peniod in
winch the estimate s revised if the rewision only affects that penod or in the pencd of the revision and future penods if the revision atfects both
curent and future penods

Key sources of estimation uncertainty
The key assumptions concerning the future, and other key sources of estimaten uncertamty at the balance sheet date that have a significant nsk of
causing a matenal adjustment to the carmying amounts of assets and habilies within the next financial year are disclosed below

Foreign exchange

Group hedging policy 1s to defer pan of the impact of currency movements by hedging a proportion of projected fransaction exposure Forward
exchange contracts are used to manage the exposure to fluctuations in forelgn exchange rates These forward contracts are enlered nto on the
basts of forecasts of future trading and the valuation of these contracts s calculated using forward exchange rates

Share-based payment transactions

The charge for share-based payment transactions 1s calculated in accordance with Group policy The opbon valuation models used require subjecive
assumptions to be made including the future volatiity of the Company's share price, expected dividend yields, nsk-free interest rates and expected
staff turnover Note 24 contains information about assumptions relating to share-based payments

Property, plant and equipment

In relation to the Group's property, plant and equipment, useful economic Ives and residual values of assets have been estabiished using tistoncal
expenences and an assessment of the nature of the assets involved  Assets are assessed on an ongoing basis to determine whether crcumstances
exist that could lead to a potential impatrment of the canying value of such assets No circumstances have been wentified to suggest that this s the case

Intangible assets

The determination of goodwill and intangible assets requires jJudgements made by the Directors Goodwill 1s reviewed annually to assess the
requrement for mpaiment Other intangble assets are assessed on an ongoing basis to determine whether circumstances exist that could lead to
the conciuston that the carmying value of such assets 1s not supportable Such calculations require judgement relating to the appropnate discount
factors and long-term growth prevalent in particular markets as well as short-term business performance The Drectors also draw upon expenence
in making these judgements

Development costs

Under [AS 38 development costs must be capitalised when specified critena have been met Following a review of the Company’s research and
development expenditure, because of the uncertainties which still exist on the developrment of new products, it was concluded that no matenal
developrment costs met the |AS 38 cntena require for capitalisabon and therefore all development costs have been expensed

Pensions assumptions

The valuation of pension scheme katxities s calculated in accordance with Group policy The valuation 1s prepared by an independent qualified actuary
but signficant judgements are required m relation to the assumptions for pension increases, iInflatron, the discount rate applied, Investment returns and
member longemty which underpin the valuations Note 23 contains information about the assumphions relabing 1o retirement benefit obligations
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Notice of 2010 Annual General Meeting

Notice ts hereby gnven that the Annual General Meeting ({the "AGM") of Zotefoams pic {the "Company®) will be held at the registered office of the
Company, 675 Mitcham Road, Croydon CR9 3AL on 11 May 2010 at 1000 a m for the following purposes

Ordinary business
To consider and, If thought fit, pass resclutions numbered 1 1o 6 below as ordinary resolutions

1

To receve the audited annual accounts of the Company for the year ended 31 December 2009, together with the Directors’ Repont, the Directors'
Remuneration Report and the Auditors’ Report on those annual accounts, the Directors' Report and that section of the Remuneration Report subject
ta audit

To approve the Directors’ Remunerahion Report for the year ended 31 December 2009 in accordance with section 439 of the Companies Act 2006

To declare a final divdend for the year ended 31 December 2009 of 3 0 pence per ordinary share, such dvidend to be payable on 20 May 2010

L el a et ralalalintarssl R N e bie lla il sl e lcs nlalse e il el et s latele] b b Alams Af R A mAaRs A T Ass] AN
o choreholders « B w2 o $he Gaien o merbers ot Sompan, &6 ihe Slost oF Busmess on 02 Apni 2010

To re-elect D A Campbell as a Director who retwes by rotation in accordance wath the Company's articles of association
To re-elect D B Surling as a Dwector who retires by rotation in accordance with the Company's articles of association
That KPMG Audit Pic be and 1s hereby re-appointed as auditors of the Company to holg office from the conclusion of this AGM untit the

conclusion of the next general meeting at which accounts are laid before the Company and that the Drectors be and are hereby authonsed 1o fix
ther remuneration

Special business
To consider and, if thought fil, to pass the following resolutions of which resolutions 7 and 8 will be proposed as ordinary resolutions and resolutions
g, 10, 11 and 12 will be propesed as special resolutions

7

That the Company may send or supply any document or nformation that 1s required or authonsed to be sent or supplied by the Comparny to a
member or any other person

(a) under the Companies Acts {as defined in section 2 of the Companies Act 2006),
b} pursuant to the Company’s articles of association, or
(c) pursuant to any other laws, rules or regulations to which the Company rmay be subject,

by electronic means or by any other means while In an electronic form (as defined in section 1168 of the Companies Act 2006) ncluding by
making it avalable on a website

That in substitution for any equivalent authonlies and powers granted o the Directors prior o the passing oi this resolution, the Directers be and
they are generally and uncondtionally authorsed pursuant to sechion 551 of the Companies Act 2006 (the "Act™)

{a} to exercise all powers of the Company to allot shares in the Cormpany and grant nghts to subscnbe for or to convert any secunty into
shares of the Company (such shares, and nghts to subscribe for or to convert any secunty into shares of the Company beng “relevant
secunties”) :p to an aggregate nominal amaunt of £638,221 (such amount to be reduced by the nomnal amount of any allotments or
grants made under paragraph (b) below in excess of £638 221), and further, subject to and conditional upon the resolution numbered
12 set out below being approved,

{b) 1o allot equity secunties (as defined in section 560 () of the Act) n connection with a nghts 1ssue in favour of the holders of ordinary shares in
the capital of the Company, where the equity secunties respectively attnbutable to the interests of all such holders are proportionate (as
nearly may be) to the respective number of ordinary shares in the capital of the Company held by them, up to an aggregate nominal amount
of £1,276,633 (such amount to be reduced by the nommal amount of any allotrments or grants made under paragraph (a) above),

provided that, unless previously revoked, vaned or extended, this authonty shall expire on the earlier of the date falling 18 months after the date of
the passing of this resciution and the conclusion of the next annual general meeting of the Company except that the Company may at any time
before such expiry make an offer or agreement which would or might require relevant secunties to be allotted after such expiry and the Directors
may allot relevant secunties in pursuance of such an offer or agreement as if this authonty had not expired
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9 That the Directors be and they are empowered pursuant to section 570(1) of the Act to allot equity secunties {as defined in section 560(1) of the Act)
of the Company wholly for cash pursuant to the authonty of the Directors under section 551 of the Act conferred by resolution 8 above, and/or by
way of a sale of treasury shares (by virtue of section 573 of the Act), In each case as if section 561(1) of the Act did not apply to such allotment
provided that

{a} the power conferred by this resolution shall be imited to
() the allotrment of equity secunties i connection with an offer of equity secunties to the holders of ordinary shares in the capital of the
Company in proportion as nearly as prachcable 1o ther respective holdings of such shares, but subject o such exclusions or other
arrangerments as the Directors may deem necessary or expedient to dea! with frachional entitternents or legal or practical problems ansing
under the laws or requirernents of any overseas temtory or by virlue of shares being represented by deposiory receipts or the requirements of
any regulatory body or stock exchange or any other matter whatsoever and

(i) the allotrment, ctherwise than pursuant to sub-paragraph §) above, of equity secunties up to an aggregate nomeinal value equal to £85,742, and

{b) unless previously revoked, vared or extended, this power shall expire on the earlier of the date faling 18 months after the date of the passing
of this resalution and the conclusion of the next annual general meeting of the Company except that the Company may before the expiry of
this power make an offer or agreement which would or might require equity secunties to be allotted afier such expiry and the Directors may
allot equity secunties n pursuance of such an offer or agreement as if this power had not expired

10 That the Gompary be and 18 hereby unconditionally and generally authonsed for the purposes of section 701 of the Act to mahke market
purchases (within the meaning of section 693{4} of the Act) of its ordinary shares of 5 pence each (“Ordinary Shares®) provided that

{a) the maximum number of Ordinary Shares authonsed to be purchased 1s 3,829,709,
(b} the minimum price which may be paid for any such Ordinary Share 15 5 pence,

{c) the maximum price which may be pad for an Ordinary Share shall be an amount equal to 105 per cent of the average middle market
quotations for an Ordinary Share as denved from the London Stock Exchange Dally Official List dor the 5 business days mmedaately preceding
the day on which the Ordinary Share s contracted to be purchased and

{ch) this authonty shall unless previously renewed, revoked or vaned, expire on the eartier of the date faling 18 months after the date of the
passing of this resok:hion and the conclusion of the next annual general meeting  but the Company may enter nto a contract for the
purchase of Ordinary Shares before the expiry of this authonty which would or might be completed fwholly or partly) after its expiry

11 That a general meeting other than an annual general meeting may be called on not fess than 14 clear days' notice

12 That
{a) the articles of association of the Company be amended by deleting to the fullest extent penmitted by law all the provisions of the Company's
memorandum of association which, by wiriue of section 28 of the Comparues Act 2006, are to be treated as provisions of the Compary’s articles
of association and
{b) the articies of assocration produced to the meeting and initialled by the charman of the meeting for the purposes of dentdication be adopted
as the articles of association of the Company in substitution for, and te the exclusion of the existng articles of assocation

By order of the Board

CG Hurst
Company Secretary
Zotefoams plc

Registered office
675 Mitcham Hoad
Croydon CRI 3AL

31 March 2010

Notes

@ Pursuant to Part 13 of the Companies Act 2006 and to Reguiation 41 of the Uncertificated Sacunties Regulations 2001 (as amengod) only those members registered nt the
register of members of the Company at 6 00 pm on ¥ May 2010 {or if the AGM s adjourned, 48 hours bsfore the tma fixed for the adjourned AGM) shall be entutied 10 attend and
vote at the AGM in respect of tha number of sharas registered in their name at that tme In each case changes 0 the register of members after such time shall be disregardad In
determining the nghts of arry person to attend or vote at tha AGM

i) If you wish to attend the AGM n person, please brng the accompanying attendance card and present this 16 the Company's recepton desk upon armval

() Armember who is entitled to attend speak and vote at the AGM may sppoint a proxy to attend, speak and vota instead of im A member may appoint more than one proxy

provided each proxy 1§ appontad to exercise nghts attached to different shares (so a member must have more than one share to be abla to appont more than ono proxy) A pioxy

need not be a member of the Compary but must attend the AGM in order 1o represent you A proxy must vote in accordance waith any nistructions given by the member by whom

the proxy 1s appointad Appointing a proxy will not prevent a member from attending in person and voting at the AGM (although vating in persen at the AGM will terminate the

proxy appomntment) A proxy form is enclosed The notes to the proxy form inciude nstructions on how 1o appant the Chairman of the AGM or another person as a proxy You can

onty appont 8 proxy using the procedures et out in these Notes and in the notes to the proxy form

To be valid, a proxy form, and the onginal or duly certified copy of the power of attormey or other authonty (If any) under which it 15 signed or authenticated, should reach the

Company s registrars Computershiare Investor Services Pic of PO Box B2 The Pavibons Brdgwater Rloac Bnstol BS99 7NH by no later than 10 00a m on 7 May 2010

()
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Notes continued

) The notes to the praxy form include mstructons on how 10 appant a proxy by using the CREST proxy appontment senace You may not use any electronc address prowvded
ather In thig nobice of AGM or n any related documents inclucing the proxy form) to communicate with the Company for any purposes other than those expressly stated

{vi) in the case of joint holders of shares, the vole of the first named in tha register of members who tenders a vote whether in person or by proxy shall be accepted to the exclusion
of the votes of other joint holders

{wii) The followang tnformation 1s avallable at www zotafoams com (1) The matters sat out in this notica of AGM, (2) the total numbers of shares in the Company and shares iIn each
class, i respect of which members are entitied to exercise voling nghts at the AGM (3} the totals of the votng nghts that members ara entitied to exencise at the AGM, in raspect
of the shares of each class and {4) members staterments, members® resolutions and members’ matters of businass recaved by the Company after the first date on which notice
of the AGM was gven

{wii) If you amg @ person who has been nominated by a member to enjoy information nghts in accordance with section 1456 of the Companies Act 2006 Notes (i) to (v) above do not
apply to you (as the nghts descnbed in these Notas can only be axarcised by members of the Company) but you may hava a nght under an agreement batween you and the
member by whom you were nominated 10 be appointed or to have someone alse apponted as a proxy for the meeting If you have no such nghit or do ot wish to exercisat you
may have a nght under such an agreement 1o grve Instructions to the member as tc the exerosa of voung nghts

(ix} A member that 1s a company or othar crganisation not having a physical presenca cannct attend in person but can appoint someona 10 represant it This can ba done ¢ one of
two ways either by the appontment of a proxy (descnbed in Notes (in} to (v} above) or of a corperate representatve Members considenng the appointment of a corporate
represantaing shoukd check thesr own legal position the Company's articles of associat:on and the relevant provision of the Companies Act 2006

ix) Meambers attencing the AGM have tha naht to ask and sulsect 1o the provisons of the Comparses Act 2006 the Company must cause to ba answered anv ouestions relating 1o
the business beng dealt with at the AGM

() Asat tO00am on31 March 2010 the Company s 1ssued share capital compnsed 38,207,083 ordinary shares of 5 penca each Each ordinary sham cames the nght to one vote
at a general moeting of the Company No ordinary shares wera heid in treasury and accordingly the total number of voting nghts in the Company as at t000am on
31 March 201015 38 287 093

(xi) Shareholders shoukd note that it 1s possible that pursuant to requests made by shersholders of the Comparny under secton 527 of the Companses Act 2006 the Company may
be required to putlsh on a s/ebsite o statement setting out any matler relating ta (i) the audit of the Company's accounts fincluding the auditor s report and the conduct of the
auct) that are to be levd before tha AGM  or ) any crcumstance cennected with an auditor of the Company ceasing to hold office since the previous meeting at which annual
accounts and reports were laid in accordance with section 437 of the Comparias Act 2006 The Company may not require tha shareholders requesting any such website
publication 1o pay its expenses In compliying with sections 527 or 528 of the Comparies Act 2008 Whers the Cornpany 18 reguired to place a statement on a websita Lnder
section 527 of the Comparves Act 2006, it must forward the statement to the Company s auditor not lates than the tuna whan it makes tha statement avalable on the website
Tha business wiuch may be deall with at the AGM inchudes any statement that the Comparny has been requred under section 527 of the Cormpanes Act 2006 1o publish on
a website

Dai) The ollowang documents are availabla for Inspaction at the registered office of the Company during the usual busimess hours on any weekday {Saturday Sunday or public holidays
excluded) from the date of this notice untll the conclusion of the AGM
(a) copes of the executve Directors” service contracts wih the Compary and any of its subssdiany undertakengs and letters of appontment of the non-executive Diractors and
o) a copy of the proposed new ariicies of assoaation of the Compary and a copy of the existing arbdles of assoaation marked to show the changes baing proposed n resoddicn 12

Explanatory notes to tha resolutions

Ordinary Business

Resolutlon 1 ~ Receiving the accounts and reports

All guoted campanies are required by kaw 1o Lay thar annual accounts and reports belore a general meeling of the Compaty together wath e Dreclors Report Drectors' Remuneraton
Report and Auditors Report on the accounts the Directors' Report and the section of the Dvectors' Remuneration Report subject to audt At the AGM  tha Directors will present
thase documents to tha shamholders for the financial year enced 31 December 2009

Resolution 2 ~ Remuneration Report

All quc.ad companes ars “equired by law to produce for each financial year a Drectors' Remuneration Report which sets out the Remuneraton Cemmitteg's pobcy 11 refation 1o
Durectors Remuneration together with the remuneration and benefits paid to Dwactors dunng the year The Comparty 1s also recquired 10 put an ordinary résolution 1o sharehoiders
approving the report at the mesting at which the Company s report and accounts for that year are lad Accordingly resolution 2 seeks the approval of the Directors' Remunerat on
Report which 1s set out on pages 24 to 28 of the report and accounts for the financial year ended 31 December 2009

Tha vote 15 atvsory i1 nature and will have no effect on the remuneration of ndvidual directors for the year under review It wil however provide shareholders with the means to
express ther OpHON CoNCanung remunaraton matters and promote dakogue In respect of policy

Resolution 3 - Declaration of dvidend
This resclution concerns the Company s final ddend payment The Drectors are recommending a final dwvidend of 3 0 pence per orainary shara n respect of the yea ended
31 December 2009 wiuch, if approved will be payable on 20 May 2010 te the sharsholders on the register of members on 23 Apnt 20,0

Resolutions 4 and 5 - Re-election of Directors

Thesa resolutions concem tha re-glection of D A Campball and O 8 Stiring who are retinng at the meeting by rotation I accordance with articla B9 of tha Comparny s aricles of assocation
D A Campbell 1s a non-executive Director and D B Stiding 1s Managing Director Bkographies for these Directors are set out on page 20 of the report andt accounts for the year ended
3t December 2000

Special Buginass

Resoclution 7 - Electronic Communications

The Companies Act 2006 makes provision for the use of electronic communicaiens  The Company does not have any curvent intenbion of communicating electronically with
sharsholdars but this would enable it to do so in the futum # it so desired In tha event that it wantad to do so sharsholders woutd be contacled in witing Lo request thesr consent for
the use of dectrore commurscatons by means of a wetisite for conveysng information

Resalution B - Directors' power to zllot shares

This resofution grants the directors authonty to allot shares in the capitel of the Company and other refevant sacunties up to an aggregate rominal value of £638 221 reprasenting
spproxumataly one-thurd {33 33 per cent ) of the nomunat value of the 1ssued ondinary share capital of the Company as at 31 March 2010, beng the latest practcable date bafora
pubkcaton of ts notca In addibion, N accordance with the latest institutional gudelines issued by the Association of Brtish Insurers ("ABI") paragraph (b} of resolution 8 grants the
directors authenty io allot further equity secunties up to an aggregate nom:nal valus of £1 276 633 representing approxamately two-theds (68 67 per cent ) of the nominal value of the
1ssued ortinary share capital of the Company as at 3t March 2018, beng the latest practicable date befors publication of this notica This additional authonty may be only applisd te
fully pre-emptiva nghts 1ssues
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Notes continued

Resolution § - Directors' powaer to aliot shares continuzed

Thae intention of the authonty granted pursuant to paragraph (b) of resolubon 618 to preserve maximum Rexibiity and 1o keep the Company in ine with what 1s expected to become
standard practce for listed companies and if the Drrectors do exerdise this authonty they intend to follow emerging best prachice as regards its use (inchuding the Dectors standing for
ra-glection in cartan cases), as rocommended by the ABI

Tha Comparty does not curmently hold any shargs a5 treasury shares wathin the meaning of section 724 of the Companies Act 2006

Save in respect of the issue of new crdinary shares pursuant 1o the share Ncentive schemes the Directors da not have any present iINtention of exercising the authonties conferred by
resoluton 8§ but thay consider it desiratle that the specified amount of authonsed but unissued share capital 1s available for 1ssua so that they can moems readlly take advantage of
possibla opporurites

Unless revoked vaned or extended this authonty will expre at the conclusion of the next AGM of the Company or the date faling 18 months from the passing of the resciution,
whichever 1s the earfer

Resolution 9 — Authority to allot shares disregarding pre-emption rights

This resolution authonsas tha Directors o certam aincumstances (o allot eouty secunties for cash other 1han n acoo(dance wath the statutory ore-amption nahts fvtwch reowtre a
company to offer afl atotments for cash first to axsting shareholders 1n proportian to ther hokdings) The refevant arcumstances are aither where the aflotment takes place in
connecton wilh a nghis issueg or the allciment 18 imited to @ maxmum nomimnal amecunt of £85 742 representing approximately 5 per cent of the nominal value of the issued ordinary
share capital of the Company as at 31 March 2010 beng the fatest practicable date before publication of this notice Uinless revoked vaned or extended 1his authonty will expire at
the conclusion of the naxt AGM of the Comparty or 18 months aiter tha passing of tha resolbon, whichever 1S the earier

Treasury shares regutabions

The Companies (Acousstion of Own Shares) (Treasury Shares) Regulations 2003 (as amended) (Treasury Shares Regulabons ) give flaxibibty concerming what the Company can do
wath any of s orginary shares that it may buy back The Company may now hold such shares "in treasury” and thert sefl them at a latér date for cash rather than simply canceling
thern The Treasury Shares Regulatiens requira such sales to be on a pre-emptive pro-rata basis te existng shareholders unlsss shareholders agree by specal resolution 1o disapply
such pre-emption rights Accordngly in addition to gving the Directors power to allot unissued ordinary shares on a non pre-ampive basis resolution 9 will also gve the Diretlors
Power 10 selt ordinary shares halg in Teasury on a non Pre-emptive basis sutyect always 1o the lmutatons noted above

The Dwrectors consiger that the power proposed (o be granted by resclution 8 is necessary to retain flexibiity although they do not have any intention &t the present me of exarcising
such power

Rosolution 10 — Authonty to purchase shares {market purchases)

This resolut:on authonses the board to make market purchases of up to 3 829 709 ordinary shares (representing approxmatety 10 per ¢ent of the Company s ssued ordinary shares
&5 at 31 March 2010 beng tha latest pracixabla date before publication of this notice) Shares 50 purchased may be cancellad o hekd as teasury shares The authonty will expire at

the end of tha naxt AGM of tha Gompany or 18 months from the passing of the resciution whichever 1s the earier The Directars intend 10 seok renawal of this authorty at subsequant
AGMs

The rrsmum pnca 1hat can be pad for an ordinary shara 15 5 pence bang the nominal value of an ordinary share The maamum pncé that can be paxd 1s 5 per cent over the average
of the rmiddle market pnees for an orainary shara denved from the Daily Official List of the London Stock Exchange for the five business days mmediately before the aay on which the
skare 1s confraciod 10 be purchased

The Directors irtend to exercise this nght only when in lght of the market condimions prénailing at the tme and taking into accourt all refevant factors (for examole the effect on
earnngs per share), they balieva that such purchases aré irt the: best interests of the Company and shareholders generally The overall positon of the Company will be taken inio
account before dacding upon this course of achon The decision as to whather any such shares bought back will ba canceiled or held n treasury will be made by the directers on the
same bass at the tma of the purchase

As at 31 March 2010 bang the latest practcable date before publicaton of this notice there were outstanding awards under the Company’s kang-term incentiva Schemes in raspect
of 1 866 947 ordinary shares in the capital of the Company representing 4 9 per cent of the Company's ssued ordinary shara capital i the authonty 1o purchase the Compary's
ordinary shares wers exercisad in fu'l such options would reprasent 5 4 per cent of the Company 8 issued ordinary share capital

Resolution 11 ~ Notice penod for general meetings

This resciution 1s required (o reflect the implementation o0 3 August 2009 of tha EU Sharehoider Righits Directive Tha regulations wmplemenung this Directve have ncreased tha
delfault notice peniod for general meetings of the Company to 21 clear days The Company would ike to have the ability {as it did before 3 August 2009) to call general meetings {other
than an AGM) cn 14 clear days notice In order 10 be able 10 do so after 3 August 2009 shareholders must have approved the callitg of meatngs on 14 days notice Resolution 11
seeks such approval end a similar resolution was passed at the Company’s last AGM The approval will be effective untd the Company’s next AGM when itis ntencied that a ssmilar
rasolution will be proposed The Gompany will alse need to meet the requirements for electroree voting under the Directive bafore it can call a genaral mesting on 14 days notice The
Comparty Intends 10 follow emerging nstitutonal guidance as regands caling general megtngs on 14 days nolice wherely such nolice would only ba given when tha proposals are
time-sensinve and the short notice would clearly be 1n sharehotders’ interasts

Resolution 12 - Adoption of new articles of association

It 5 proposed in resolution 12 1o adopt new arlicies of association {the New Articles™) in order to updats the Comparty s curent articles of assotation {the  Current Articles ) pnmanly
to take account of the coming nto force of the Companies (Shareholders Rights) Regulations 2009 [the Shareholders Rights Regulations?) the implementation of the last parts of the
Companies Act 2006 and amendments 10 the Unceartiicated Securities Regulations 2001

The pancipal changes ntroduced n tha New Articles are summansed below Other changes, which ara of a sminor, technical or clankying natune and alse $0rme more minor changes
which merety reflect changes made by the Companies Act 2006 the Sharsholders’ Rights Regulations or the Uncenificated Secuntigs Regulations 2001, or conform the language of
tha New Articles with that usad in the model articles for public companies produced by tha Department for Businass innovation and Sklls have not been noted in the summary below
Tha New Articles showing & the changes to the Currant Arides are avalable for mspecton as noted on page 68 of this document

{a) The Company's cbjects
Tha provisons seguiatng tha operations of the Company ame currently set out In the Company's memorandum and articles of association. The Company's menorandum containg
among other things the objects clause which sets cut the scope of the actmties the Company I authonsed to undertake Thisis drafted to gve a wide scope

The Comparues Act 2006 significantly reduces the consttubonal signficance of a company s mamorancum The Companies Act 2006 provides that a memorandum will record only
the namaes of subscnbers and the number of shares eath subscnber has agread to take i the companty Under she Companies Act 2006 the obyects clause and all other provisions
which are gurrently contained in a company s memorandum for existing companies at 1 October 2009, will be deemed to ba contaned in a company's articles of association but the
company can remove these provisions by special resolution

Further the Companigs Act 2006 states that unless a company’s articles provide otherwise a ¢company s obyects are unrestncted This abofishes the need for comparves to have
objects clauses For this reason the Company 1s prepesing 1o remove its objects dausa together with all other provisions of its memerandum which by vinue of the Companles Act
2006 are o be teated as forming pant of the Company’s articles of associaton as of 1 October 2009 Resolution 12 confirms the removal of these provisions for the Company As the
effect of this resohuton will be to remove the statement currently in the Company s memorandum of association regarding brmted kabxity, the New Articies also contain an express
statement regarding the imitad labiity of the sharaholders




Zotefoams plc Annual Repert 2009 70

Notice of 2010 Annual General Meeting continued

Notes continued
{b) Articles which duplicate statutory provisions
Provisions in the Current Arbcles which replicate prowisions contaned in the Companies Act 2006 are in the main amanded to bang them into bne with the Companies Act 2006

{c) Change of name
Linder the Companies Act 1885, a company coukd only change iis name by speclal resohution Under the Companies Act 2008 a company will be abls to change its name by other
means provided for by its articles  To take advantage of this provision the New Articles enakbls the Dsrectors to pass a rasoiution to change the Company s name

{d) Authorised share capita) and uni d sh -
The Companies Act 2006 ebohishes the raquirernent for & company 10 have an authonsed share capital and tha New Amdes reflect ths Dwrectors wall stk be imited as to the number
of shares thay can at any time allot because allotment authenty continues to ba required under the Compartes Act 2006 save in respact ol employee share schemes

{e) Authonty to consolidate and sub-dwide shares, and reduce share capital

Under the Companes Act 1985 a company required speciiic enabling provisions in its articles 1o consolidate or sub-dnade its shares and to reduce its share capital or ather
undisinbutable reserves as well as shareholder authonty to undertake the relevant action The Curment Arbicles include these enabkng prowissons Under the Comparies Act 2006 a
company will only require sharehelder authonty to do any of these things and it will no longer be necessary for articles to contain enabling provisions  Accordingly the relevant enabling
provisions have been rameved in the New Articles

{f} Provision for employ on tion of b

The Comparves Act 2006 prowdes that the powers of the directors of a company 1o make provision for @ person ernployed or formerly employed by the company or any of its
subsidianes 10 connection with the cessaton or transfer 10 any person of the whole or part of the undartalung of the comparny or that subsitkary may only be exarcised by the drectors
if they ave so authonsed by the company's articles or by the company n general meeting The New Arlicles prowide that the Directors may exercisa this power

(g) Use: of seals
Undar the Companies Act 1985 a company required authonty in its arbicles to have an official seal for use abroad Under the Comparnes Act 2006 such authonty will no longer ba
requred Accordingly the relevant authonsation has been removed in the New Articles

{h} Suspenslon ot registration of share transfers
The Current Articles permit the dwectors to susperxd the registration of transfers Under the Comparyes Act 2008 share transters must be registerad as soon as practicabia Tha power
i the Current Articles to suspend tha registration of transfers 18 inconsistent wnth this requirement Accordingly this power has heen removed iy the New Articles

(i) vacation of office by directors
The Current Aricles specify the circumstances i which a director must vaca‘e office The New Articias update these provisions ia reflact the approach taken on mental and physical
ncapacity 1 the modal articles for publc companies prochiced by the Department for Business, innovation and Sklls

i) Voting by proxies on a show of hands

The Shareholders Rights Regutations have amended the Companias Act 2006 5o that it now prowides that sach proxy sppounled tw & mamber has one vote an a show of hands
unless the proxy 1s appointad Dy more than one member in which case the proxy has cne vote jor and one vote aganst if the proxy has been instructed by one or more members to
vote for the resolution and by ona or more members 1o vote aganst the resolubon The New Articles remove provisrons i the Current Articles dealing with proxy voung on the bases
that these are daalt wath in tha Gompanies Act 2006 and contan a provision clanfying how the provision of the Companias Act 2006 giving a proxy & second vote on a show of hands
shoutd apoly to discretionary authonties

{X} Voting by corporate representatives

The Sharcholders  Rights Ragulatons have amended the Comparwes Act 2008 m order to enabie muliple representatives appontad by tha same corporate member to vole in cefferent
ways on a show of hands and a poll The New Articles remove provisions it the Cument Articles deahng with votng by corporata representabves on the basis that here are dezalt vath
n the Comparias Act 2006

{) Chalrman's casting vote
The New Articles remova the provision gving the charman a casting vote in the event of an equalty of votes as 1hs 18 ne longer perrmitted under the Companies Act 2006

{m) Notice of general meetings

The Sharenolders' Rights Regulations amend the Companies Act 2006 10 requiré the compary to giva 21 clear days notice of general meetngs unless tha company offers mambxors
a0 glectronc voling faclity and 3 special resolubon reduaing the penod of notice to not less *than 14 days has been passed Annual general meetngs must be held on 21 dear days'
notice The New Articles amend the provisions of the Current Articles to be consistent with the new requirements

{n) Adjournments for lack of quorum
Under the Comparuas Act 2006 as amendad by the Shareholders' Rights Regulations, general meetings adjourned for lack of quorum must be helc at least 10 ciear days after the
omgna mesting Tha Current Articles have been changed to reflect this requirement

{0) General
CGeneraly the opportunty has been taken to brng clearer languaga nto the New Articies and In some areas to conform the language of the New Articles wath that used in the moodal
articles for public companies preguced by the Department for Business, Innovation and Skills
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Five Year Trading Summary

2009 2008 2007 2006 2005

£m £m £m £m

Turnover Ns 348 316 301 280

Operating profit (excluding exceptional items) 3.4 40 35 28 20

Profit before tax {excluding exceptional tems) 3.2 39 34 27 18

Profit before tax {inciuding exceptional items) 2.7 39 34 16 33

Profit after tax 22 30 29 12 24
Capital expanditure 3.4 14 27 26 11 -

Cash generated from the operations 70 58 48 47 41
Dnadends per ordinary share (p) 45 45 45 45 45

Basic earmings per share excluding exceptional tems {p) 6.8 83 80 54 35

Basic earnings per share including excepticnal tems {p) 59 83 50 34 67




