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Foam is our world

Zotefoams is a world leader
in cellular materials technology.

Using a unique manufacturing process
with environmentally frendly nitrogen gas
expansion, Zotefoams produces
lightweight foams in Croydon, UK and:
Kentucky, USA which it then sells through
its global sales force to diverse markets
worldwide. Zotefoams also owns and
licenses patented MuCell® microcellular
foams technology from a base in
Massachusetts, USA to customers
worldwide and sells T-Tubes® advanced
insulation systems made from its patented
ZOTEK® fluoropolymer foams.

For more information visit
www.zotefoams.com
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Highlights

» Record sales up 7% to £47.19m (2011: £44.21m)

» High-Performance Products (‘HPP’) sales up 51% to £3.60m
(2011: £2.38m)

» Profit before tax up 8% to £5.93m
» Strong balance sheet with gearing under 2%

» 6% increase in proposed final dividend to 3.5p per ordinary
5p share (2011: 3.3p)
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Our Business Model

Our business model is designed to harmess
our unique manufacturing technologies
and intellectual property to produce added
value products that meet or anticipate
market requirements.

» People
» Products
» Processes

We ensure Zotefoams’ investment 1s
balanced across peogle, products and
busmess processes (‘PPP’) Investment,
or the lack of it, in plant and equipment is
easy to see, while our PPP investment s
less visible Profitable and sustainable
growth relies on the number and quality
of our people, the range and differential
advantage of our products and the
robustness of our processes /

Forward-looking statements
Trus documant contans stataments that are not histoncat facts but forward-locking statements
that involve nsks and uncertanties, Including ihe twming and results of techrucal trials, product

t and commercialisation risks, the nsks of satisfying the regulatory approval process n
a trnety manner and the need for and the availabiity of addibonal caprtal A discussion of principal
nsks and uncartanbes 15 contained In the section entitied *Principal Risks and Uncertainties’ These
torward-looking statements ara based on knowledge and information available to the Directors at
tha date the Directors' Report was prepared, and are delaved to be reasonable at the tme of
preparation of the Directors Repon, though they are inherently uncertain and difficult to predict
Actual results or experiance could differ matenally from the forward-looking statements

» Defensible technology
leadership

» Market position

» Unique attributes

By investing in our technology, usually as
an extension of our existing knowledge,
we can differentiate from our competitors
Our market position s based around the
uniqueness of our product attrnibutes and
the advantages that brings to cur
customers We are active in many
markets, both geographical and across
industnes, and are well positioned to
indentify and deliver these benefits for
users of Zotefoams® products and
technology This s particularly important
for MuCel! Extrusion LLC who license our

patents and know-how
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» Customer value
» Sustainable margin
» Accelerated growth

The delivery of customer value 1s at the
heart of our business Creating this value
and charging the nght price gives us
sustamnable margin Over 90% of our
business 1s with customers we were
supplying five years ago and these
customers are the bedrock of our
success Accelerated growth comes
from continuing to deliver value on core
products augmented by success in new
and innovative areas /

Red Bull®

Riding 50ft waves the
HydroZOTE™ way

lan Walsh 1s a world-renowned big-wave
surfer and Red Bull® sponsored athlete It

1s not uncommon for Walsh to be chasing
massive ocean swells around the world as

he ndes waves In excess of 50 feet Surfing
waves the size of five-storey buldings creates
its own set of challenges, and the need for a
supreme floatation vest 1s a must

Walsh has been working with a product
development company called TECNIQ on
various improvements to his surfing gear for
guite some ime now

TECNIQ approached Zotefoams about the
prospect of an improved floatation foam in
2011 After a year of testing vanous densiites

of foam, the team set upon a new grade

of foam called HydroZOTE™ LTE The foam

IS a remarkable departure frorm existing

PE and PVC floatation foams in that it s
approximately 30% lighter in wesght and

10% more buoyant Additionally,

HydroZOTE™ absorbs nearly zero

water when submerged, compared to

10-15% water absorption from the compeition

Walsh and his fellow big-wave elite have come 1o rely
on HydroZOTE™ in all of ther Iife vests and floatation
wetsuits As Walsh put it “Maximum floatabion 1s
cntical to me, it could literally save my Ife”

Rob Falken
TECNIQ

O Auedwon
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Our Strategy and Objectives

Zotefoams’ strategy is to expand through a
combination of profitable organic growth of

our Polyolefin and High-Performance Polymers
(‘HPP’) foams businesses, new customers
for our MuCell Extrusion LLC (‘MEL’) technology
licensing business, and through partnerships
or acquisitions in related technologies,
products or markets.

Key Objectives

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

Grow
Grow sales in our
polyolefin business

Cur objective I1s to grow sales in excess
of twice GDP growth and in 2012 sales
of our polyolefin products were a
record £42 30m (2011 £40 53m), a
growth rate of 4 4% In constant
curmrency the growth rate was 8% with
all major regions contributing to this
growth We seek growth through our
own product innovation and support
for our customers in new applications

as well as expanding our business
geographically /

Develop

Develop a HPP portfolio
and MEL customer base to
deliver enhanced margins

HPP sales grew by 51% to £3 60m
(2011 £2 38m) and the four mamn
products in this business accounted

for 8% of Group sales MEL sales of

£1 33m were at similar levels to 2011,
and we see 2012 as a year of transition
with good progress in commercialising
this technology n our target markets
Within this portfolio we see potential for
enhanced margns, with indnadual HPP
products and MEL contracts being
highly profitable These are high growth
opportumties that require further
investment in products, markets and
technology with the potential to be
transformational to the Zotefoams
Group over time /
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Improve

Improve our return
on capital employed

Profit
Increase our
operating margins

Overall Group operating profit margin
grew to 12 8% of sales (2011 12 6%)

In 2012 our return on average pre-tax
capital employed {'ROCE") was 20 8%
{excluding intangible assets and their
amortisation costs) Zotefoams 1s a
capital intensive business and
additional capacity I1s often added in
single large investments With long
lead times to comrmissioning and In
large increments of capacity it can take
years to “fill’ a new vessel, although the
operational benefits are usually realised
immediately We understand that, while

Margins improved in our Polyolefin
foams and HPP business while the
increased investment i MEL resulted
in a loss in this business in the year It
15 pleasing to report a third consecutive
merease in operating margin and that
this has been achieved while iIncreasing
the investment in Zotefoams’ business

for its long-term health /

benchmark for us

year-on-year a large investment may
result in a lower ROCE, in the longer
term shareholders expect a return
above therr nsk adjusted cost of capital
ROCE 1s therefore an appropnate

MuCell®

MuCell® in flexible

packaging

Mond Consumer Packaging Technologies
GmbH was the first packaging company
to successfully mplement the MuCell®
techniology in flexible packaging Mondr’s
innavative Nor®Cell 1s a ightweight film using
a patented foamung process from MEL to
significantty reduce the weight of flexible
packaging without decreasing the film
thickness These hghtweight films weigh
15-40% less than conventional films and
use less matenal

Therefore, they are a
sustainable solution especially
suitable for apphcations in the
food, pet food and hygiene
industnes The Nor®Cell film
1S a winner of the prestigious
German Packaging Award In
2012 and the Worldstar
Packaging Award in 2013

Matthias Penck
Nor®Celi Project Manager

manianQ Auedwon
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Partnering with Foam Converters

Zotefoams’ success is based on the
business model where we closely
co-operate with our partners, the
distributors and converters.

In 2012 over 90% of our business was with
customers we were supplying five years ago

The distnbutor and converter play a brg part in
the supply chan, from distnbution of semi-
fimshed matenals to creation of parts that can
then be integrated into different end products

it 1s a vibrant role that reles on close co-operation
as market requirements change constantty

ZOTEK® F PVDF Foam
Taking flight

Technifab Is a leader in converiing engineered
closed-cell foams into product solfutions that
meet and exceed our customers' design and
performance requiremenis

Having built a strong relationship with
Zotefoams, our supplier, we are able to
match the nght matenals to the application
Through our multiple conversion processes,
Technifab's innovative engineenng and
manufacturing teams transform these
matenals into performance preduct solutions

Technifab was founded 1n 1894 and 1s a
wholly owned subsidiary of Forest City
Technologles, Inc

We are proud to present three distrbutors/
converters on this page who are representative
of the many long-lasting partnerships that have
moved our business forward and will remain

a cornerstone of our strategy In the future

Technifab's quality system is approved to “Taking ﬂight with the aerospace market...
AS9100 Rev C and ISO 9001 2008, validating foams that are lightweight, flame retardant and

the company's systems and resources within

this market segment moldable, coupled with the right combination
of engineering and conversion processes have
enabled Technifab to deliver product solutions
that are unique, functional, and innovative in
aerospace applications.”

Jack DeRuyter, VP Business Development, Technifab
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Kopp
Innovation and tradition

In the years since 1968 the relabionship between Kopp and
Zotefoams has grown into a fully operational partnership

This led, amengst others, to the introduction of Zotefoams
products into the automotive industry worldwide where
users such as Mercedes, BMW, GM and Toyota are
long-lasting clients that are served throughout the globe
with the versatle Zotefoams portfolio

Reasons for this are the punty of the foam that accounts
for very low fogging figures and the 1sotropic behavtour
making it possible to have high performant matenals wath
a very low density {ow weight)

“Tradition, experience and innovation
will continue to provide the foundation
for the successful partnership between
Wilhelm Kopp Zellkautschuk GmbH and
Zotefoams plc into the 21st century.”

Oliver Képp, Managing Director, Kopp

Ramfoam

Two decades of quality and service
et i it 9Ramfoam

and laminated sheets through to complex CNC
machined packaging inserts and composite
foam structures

“Zotefoams is our partner of choice

Our leading global clientele base combined with . . - -
our world class suppliers gives us a robust and and h?S maintained its premier
exciting platform for business supplier status to us for nearly two

decades. With their range of Azote®
and HPP grades of foams it allows
us the day-to-day security of quality
and service whilst allowing us to
develop some of the world’s finest
foam solutions for the future.”

Phil Johnson, Managing Director, Ramfoam

maanQ Auedwon
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Managing Director’s
Q&A

Dawid Stirling
Managing Director

“We believe our long-standing
relationships will continue to
benefit both Zotefoams and
our customers.”

Q How would you describe Zotefoams?

A Zotefoams 1s a speciality matenal and
technology company We descnbe ourselves as a
“world leader in cellular matenal technology™, and
make foams for the most demanding applications
within the markets n which we operate Many of
our products are ighly differentiated based on
our proprietary technelogy, and some of our
newer foams are truly unique In addition, MuCell
Extrusion LLC {MEL), our technology licensing
business, has a powerful combination of patents
and know-how around the creation of
microcellular plastic foams MEL licensees
extrude plastic artrcles with microcellular (very
small) bubbles using an ervironmentally fnendty
gas, typically creating foams which reduce raw
matenal usage by approximately 15%

Q Can you descrtbe the advantages of your
Azote® (polyolefin) and HPP products?

A These foams are typically manufactured in
‘blocks' which are usually up to 50mm thick and
two metres long and have as little as 1 5% plaste
content by volume The products are ‘closed cell’
which means that there are no breaks in the
bubble walls, ideal for impact (sports and
packaging) and buoyancy applications We use a
vanety of polymers, the mast common being low
density polysthylene {ILDPE’}, which 1s a versatile
and relatively inexpensive plastic We make
ZOTEK® HPP foams from flouropolymer and
nylon, which have excellent fire resistance and
temperature stability respectively, and offer a high
energy-return foam (Pebaxfoam®) amed mainly
at the sports industry Our foams are very
consistent, ideal for high tolerance manufactunng
such as in aviabon and automotive, offer best In
class strength to weight ratio and have no
chernical residues This punty 1s valued in many
demanding applications such as semiconductor
manufactunng, pharmaceubcal clean rooms and
within the medical market

Q Who are the customers for your foams?
A Most of our sales are to long-standing
customers who are foam converters, making
parts for ndustnal, and occasionally consumer,
markets We actively seek new customers, in
geographies and apphcation markets where our
existing network does not operate, and we work
closely with end-users to educate ourselves on
therr needs and to introduce our unique matenals
We believe these long-standing relationships will
continue o benefit both Zotefoams and our
customers and we seek to be the supplier of
choice in the markets in which we operate
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Q Where do you see opportumties

for growth?

A Most of our growth is linked to key market
trends energy and matenal saving delivered by
weight reduction, regulabon and consumers
requinng higher standards of care, for example
in fire-retardant matenals or punty, and advances
in manufactunng technology benefiting from
increased consistency of matenal nputs We
anticipate higher percentage growth rates in Asia
as our market penetration 1s small, in HPP foams
which are designed to deliver specific attnbutes
to the market, and in MEL where our technology
can deliver significant matenal cost savings

Q What s Zotefoams’ next stage of growth?
A We plan to nvest n a foam expansion factory
In Asia to serve the market there, possibly with a
local partner Foam I1s bulky and transport costs
are high unless manufactunng is close to the
point of use Foam expansion in Asia, supplied by
intermediate product from UK, overcomes much
of this fransport disadvantage and we have buitt
our business In North Amenca using the same
business model Dunng 2012 we developed
some new products In our Azote® range
specriically designed for segments of the markst
in Europe and North Amenca where we are
underrepresented and these will be launched
early in 2013 In 2012 we doubled the premises
leased by MEL in anticipation of growth in this
business and our nternally measured pipeline

of farward potential 1s runining at record rates

Q What challenges do you face in
implementation of your plans?

A With MEL and HPP it 1s difficult to be precise
about the timing of revenues, as we are seling
into technically demanding applications which
take tme to validate new technologies However,
we are confident in the potential for these
businesses We are expanding our Croydon,

UK site to support future growth in Pclyolefin
and HPP foams and have secured finance to
meet these capital commiiments To build a
faciity in Asia will take about two years from
approval to commissioning and we have a
dedicated Azote® sales tearm in Asta, supported
by our expenence In Europe and North Amenca,
focused on increasing our sales n thus region o
a level which supports this investment

mainlang Auedwon
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Chairman’s Statement

Nigel Howard
Chairman

“We are continuing our investment in
new capacity in Croydon, in people
and the longer term development
of MEL, and product and market
development in our HPP business.”

Results

| am pleased to report our 2012 profit before tax
increased by 8% to £5 93m (2011 £5 47m) with
Basic Eamings per Share up to 12 1p {201

11 8p} Revenue of £47 19m was 7% ahead of
the previous vear {2011 £44 21m) and, in
constant currency, all major regions contnbuted
to this growth Particularly pleasing was the
growth from our High-Performance Products
((HPP') segment where sales increased by 51%
to £3 60m (2011 £2 38m}

Strategy

Zotefoams’ strategy 1S to expand through a
combination of profitable organic growth of our
Polyolefin and HPP businesses, new customers
for our MuCell Extrusion technclogy licensing
business, and through partnerships or
acqguisitions In refated technologies, products
or markets

Objectives

We target sales growth in our core polyolefin
business in excess of twice the average rate of
increase in GDP QOur largest markets are EU
and North Amenca, although we sell to many
countries outsice these markets and intend
further to expand our sales in these
underrepresented and growing markets Our
polyolefin business currently has its man factory
in Croydon, UK while customers in Amenca are
supplied from our factory in Kentucky, USA,
which opened in mid-2001 and has facities for
foam expansion supported by supply from the
UK In order to support our growing sales n Asia
we are In the final stages of evaluating a facility
similar to Kentucky, either directly or as a joint
venture with a local partner, as sales increase to
a level whera such an investment becomes
financially attractive We are also committed to
developing a portfolio of unique foam products
from high-performance materials with significant
competitive advantages over nval matenals This
will allow us to command higher margins and
affirm our position as a leading foam technology
company We iniend to achieve this growth while
continuing to tmprove our operating margins and
our return on capital employed

Corporate Governance

At Zotefoams, we recogruse the importance of
being a well managed business, not only for the
interests of our shareholders, but for our other
stakeholders as well The Board and | are
committed to the highest standards of corporate
governance and regularly monitor our compliance
with the UK Corporate Governance Code

People

Our business relies on the skills and dedication of
our people and on behalf of the Board | would like
to thank all of them, as 1t 1s their contnbution
which made 2012 a successful year for the
business
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Dividend

In 2010 the Board adopted a progressive
dmvidend policy subject to profit growth,
nvestment requirements and the other needs

of the business 1 am pleased to say we intend
to retain this pelicy and the Board therefore
proposes to increase its final dvdend to 3 Sp per
ordinary share (2011 3 3p} which, if approved by
the sharehclders, would make a total of 5 2p per
ordinary share for the year (2011 4 9p), an
increase of 6% At this level the dvidend would
be covered more than by two times post-tax
eamings If approved, the dividend will be paid
on 23 May 2013 to shareholders on the register
on 26 Apnl 2013

Outlook

Aganst a strong comparative sales periormance
at the start of 2012, so far in 2013 we have seen
a relatively subdued level of sales HHowever, levels
of order intake are more encouraging and we
beleve that caution in the supply chan regarding
uncertain economic conditions, coupled with our
Improved lgad-time performance, are being
reflected in part in a reduction In inventory levels
in the market after the strong demand seen in the
final quarter of 2012 Raw matenal prices have
nsen shightly compared to the second half of 2012
while exchange rates, with sterling relativety
weaker against other major currencies, have
moved favourably for us since the beginming of
January The mult-market and international
scope of Zotefoams' activities mean we are
influenced by global economic conditions while
the timing of sales from new products and
markets, where higher growth rates are
anticipated, 1s more uncertan than in the more
established businesses We are continuing our
investment in new capacity in Croydon, in people
and the longer term development of MuCell
Extrusion LLC, and product and market
development in our HPP business Zotefoams
enters 2013 with a strong balance sheet and a
wide vanety of options for future growth While
betng mindful of near-term econormic condtions,
the Board expects further progress in 2013 and
remans confident about the long-term prospects
for our business

Nigel Howard

Chairman
4 March 2013

(/
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Business Review

Clifford Hurst Dawid Stirling
Finance Director Managing Director

“Zotefoams delivered record
sales of £47.19m in 2012 and
profit before tax increased
by 8% to £5.93m.”

Zotefoams is the world leader in cellular matenals
technology Using a unigue manufactunng
process with environmentally fnendly nitrogen
gas expanston, Zotefoams produces hghtweight
foams in Croydon, UK and Kentucky, USA which
it then sells through its global sales force to
diverse markets worldwide Zotefoams also owns
and licenses patented MuCell® microcellular
foams technology from a base n Massachusetts,
USA to customers worldwide and sells T-Tubes®
advanced insulation systems made from its
patented ZOTEK® fluoropolymer foams

Business overview

Zotefoams' business 1s based around unique
cellular materals technologies We create smalll
and consistent bubbles in plastic, manfy to
produce high-quality foams for a wide vanety of
uses, and also to reduce the matenals content of
plastc parts Using inert gases such as nitrogen
(N,) and carbon dioxide (CO,) makes our foams
pure, creates an even distnbution of plastic which
enhances performance and allows us to foam
matenals which cannot normalty be foamed by
other means

We are active In markets across the globe
Zotefoams' man products are speciality matenals
and most of our customers are converting foam
for ndustnal and, to a lesser extent, consumer
markets Development and marketing at end
users, often alongside our foam converter
customers, are also important to us We produce
and sell foams to a number of diverse Industnes,
ncluding packaging, aviation, automotive,
marnne, sports, construction and medical This
gives us a unique perspective on the uses of, and
requirements for, foams Investment in sales and
marketing resource, approximately 12% of our
total workforce, and technical development
across our product range, underpins this
commitment to growth

Zotefoams 15 wel-placed to respond to the global
concerns abaut the use of plastcs Recycling 1s
cften top of the environmental agenda, however
if a product 1s produced using less plastic in the
first place then this considerably lessens the
ervironmental impact of the product Most of our
sales are from foams with less than 4% plastic
by volume Addttionally the user benefits of
hghtweight foam in many applications are
obvious Zotefoams' products make arcraft and
cars highter and hence more fuel efficient, medical
products more hygienic, sports and lessure
equipment safer and packaging longer lasting
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Our business 1s orgarised in three mamn
segments Polyolefin foams (marketed under the
Azote® brand), HPP foams and MuCell Extrusion
They share a common pnncipte of using high-
pressure inert gas to foam polymers Both Azote®
polyolefin foams and HPP foams are
manufactured at our Croydon faciity where we
operate autoclave technology to saturate polymer
sheets These 'gas-filled’ sheets can then be
expanded into foams with as little as 1 5%
polymer by volume This final expansion process
15 most economically done close to our
customers 5o, In addimon to capacity in Croydon,
Zotefoams operates a foam expansion facility

in Kentucky, USA to serve the North American
market MuCell Extrusion, based n
Massachusetts, USA, owns and licenses
technology for high-pressure foaming of extruded
plastic parts The main benefit of the MuCell®
technology 1s the reduction of polymer content

of these parts, giving cost and environmentai
benefits to the users

Overall Zotefoams delivered record sales of
€4719m in 212 (2011 £44 21m) despite a
relatively subdued economic chmate and adverse
foreign exchange rates The pnce of low density
polyethylene {{LDPE’), our main raw material, was
shightty lower than in 2011 although other matenal
costs were higher as was energy which i1s a
significant cost to our business Overall for the
year gross margins increased to 29 0% (2011

28 5%) and profit before tax increased by 8%,
from £5 47m to £5 93m

Foresgn exchange rates and pnces for LDPE can
be volatile and often impact our business in the
short term Approximately 80% of our sales are
In currencies other than sterling and we estimate
that, at constant 2011 exchange rates, sales
would have increased by 10% Qur exposure to
exchange rate movements 1s partially offset by
our operations it USA and raw matenal
purchases In euros, with the residual transaction
exposure managed by hedging a proportion of
expected net cash flows with forward foreign
currency contracts The unhedged portion
remains a nsk to our business and we estimate
that movements i exchange rates durning 2012
reduced reported profits by approximately £0 6m
In 2012 the average euro pnce of LDPE was
approximately 2% lower than in 2011, but 8%
higher than in 2010 From January 2010 to
December 2012 the peak monthly euro pnce was
approximately 44% higher than the lowest prnce
and we have expenenced monthly movements as
large as 22% Managing this short-term volatility
by constantly changing pnces to our customers
1s Incompatible with bullding a specified brand
across industnal and consumer markets
Zotefoams therefore manages iis sales prices
relative to fonger term trends in polymer pncing
as well as other input costs

In our Polyolefin foams business sales grew by

4 4% to £42 30m (2011 £40 53m) with volurnes
2 9% ahead of last year and pnce/mix favourable
by 1 5% Potyolefin foams account for 90% of

13

Group sales and profit from this segment
increased 13% to €6 43m (2011 £568m) In the
UK, sales volumes increased by 4%, while In
North Amenca and in Gontinental Europe sales
volumes were only marginally higher than in 2011
Qutside these established markets, which
account for 93% of sales volumes, our business
increased by 30% n volume and 31% in value
There were no significant changes in sales mix or
end-user markeis from the previous year,
although in the latter part of the year there was
evidence of some inventery increases in the
market As foam is bulky, inventory build usually
only happens where there 15 vanability in the
supply chain Zotefoarns' longer lead tmes dunng
the year were a factor in this inventory increase
and to improve our service we have invested In
additonal machmnery to remove the bottlenecks in
our processes as well as taking actions that have
impraved efficiency and capacity in other areas
A new foam expansion autoclave, LP42, was
operational late N 2012 and a further sheet
extruder will be commissioned mid-2013

mainaang Auedwon

In our HPP business we entered 2012 with a
record order book and added significantly to this
as the year progressed Overall sales increased
51% to £3 60m (2011 £2 38m) Dunng the year
we continued to invest in both R&D and sales
and marketing in HPP products and therefore this
segment reported a reduced loss of £0 08m
(2011 loss of £018m) Our patented fluoropcimer
ZOTEK® F foams together with T-Tubes®
advanced msuiation represent 95% of HPP sales
and are hoth profitable Pebaxfoam® and ZOTEK®
M nylon foams are al earlter stages of
commerciahisation and, atthough both showed
progress throughout the year, revenues are not
yet sufficient to carry ther marketing and
development costs The strategy for this segment
of our business 1s to develop new products with
unique attnbutes that are valued by end users
QOur range of ZOTEK® F fluoropolymer foams has
excellent fire retardancy properties as well as
being ightweight and thermofoermable Into a
vanety of shapes The mamn markets for these
foams are currently in aviation and, in T-Tubes®
branded insutation, in clean room environments
Nylon foams exhibit excellent tuigh temperature
performance, nsulation and impact resistance
These matenals are being tnalled in automotve,
construction and composites markets with
promising resuits Pebaxfoam® 1s made from a
very resibent polymer which 1s known for its
energy management properties The foam s
lghtweight and prowides excellent rebound
performance and has been used in insoles and
mudsoles for high-performance sports shoes
Commercialising some of these matenals,
particulary those like nylon foams which are
amed at hugh-end industnal applications, can
take years of testing and design However the
value of these opportunities, many in specified
applications which can have long iife tmes, 1s
potentially transformational for Zotefoams and
we are ophimisiic about the long-term future of
this portfolio of products
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Business Review continued

MuCell Extrusion LLC ('MEL), the third segment
of our business, licenses technology for
continuous foaming We acquired 100% of this
business in 2011 after having been a 30%
minonty shareholder since 2008 MEL technology
njects high-pressure inert gas such as carbon
dioxide ar nitrogen into plastic extruders The
output 1s microceflular foam, reducing the plastic
content, and the cost, of the extruded part MEL
receves rovalties, usually based on the savings
made by the licensee, and sells enabling
equipment for machinery conversion and gas
injection We have nvested in MEL and refocused
its actvities towards a more hmited number of
segments with high potential and are addressing
other markets through channe! partners As well
as developing our MuCell Extrusion technology
internally we secured exclusive nghts to patents
from The Dow Chemical Company and Styron in
plastic film and sheet in mid-2012 Our existing
icensee base 1s In a vanety of segments across
the globe although our current focus 1S N thin
films and in extrusion blow moulding bottles, both
for packaging, and in plastic sheets which have a
vanety of uses In 2012 MEL reported sales of
£1.33m (2011 £1 33m) and earnings before
interest, tax, depreciation and amortisation
(EBITDA) of £0 01m (2011 £0 45m) reflecting the
focus on development into the three key markets
and our Increased investment in pecple and
technology For MEL to be successful requires our
technology to be mplemented by plastic parts
producers and for thar end custormers to accept
and adopt the benefits of reduced material
content MEL 1s making good progress on these
external requirements and we are confident that
our technology 1s a robust offering for parts
producers and will add value to end users

In 2012 Group capital expenditure was £3 68m
(2011 £2 74mj, the majority of which was at our
Craydon site in relation to our Azote® polyolefin
foams business During the year a new foam
expansion autoclave became operational and we
purchased a new polyolefin extruder which will be
commssioned in mud-2013 We also obtained
planning permission to extend one of our factory
buidings The planning approval process for this
factory extension took longer than anhcipated,
delaying most of the expenditure on this project
t0 2013 and we therefore expect a higher level of
capital expenditure in 2013 than in 2012 This
investment will give us the bulding capacity to
meet future growth expectations, including the
abiity to support our plans for foam expansion
production capacity in Asta

Strategy and objectives

Zotefoams' strategy 1s to expand through a
combination of profitable orgaruic growth of our
Polyolefin and HPP foams businesses, new
customers for our MuGell Extrusion techrology
icensing business, and through partnerships or
acquisitions in refated technologies, products or
markets [n 2012 we had a record sales year and
grew operating profit by 8% while continuing to
invest in areas which we believe will further
mncrease the long-term future prospects of our
business Our specifically stated objectives are

» Sales growth in our polyolefin business to
exceed twice the average rate of GDP growth

+ Develop a HPP portfolio to deliver enhanced
margins

e |mprove our operating margins

* |mprove our return on capital employed

Performance against these objectves was
as follows

+ Sales of polyolefin foams grew by 8% in
constant currency

+ HPP sales grew by 51%

* Group operating margins ncreased to 12 8%
(2011 126%)

* Pre-tax retum on average capital employed,
excluding intangible assets and ther
amortisation costs, increased to 20 8%

{2011 19 5%)

In 2013 we intend to focus on the same four key
objectives 1n our business, although return on
capital employed will be impacted by the tugh
levels of capital expenditure planned

Financial results

Tumover increased by 7%, from £44 21m in 2011
to £4719m Gross margins increasead to 29 0%
{2011 28 5%} pnmanly due to the operational
geanng benefit of the ligher sales and cost
reductions, which more than offset lugher energy
prices and the effect of a weaker euro The
average euro/stering exchange rate moved from
€115 2011 to €1 23 in 2012 Not only did this
impact gross profit but within administrative
expenses we recorded a £0 36m loss (2011

£0 05m profit) on the translation of foreign
currency balances net of profits on forward
exchange hedges Excluding this distnbution
and administrative expenses increased by 3%
from £7 05m to £7 28m Profit before tax
increased by 8%, from £5 47m to £5 93m

The effective tax charge 1s 20% (2011 17%),
which s less than the UK corporation tax rate for
the penod of 24 5% This s due to a lower tax
charge incurred in our USA operations where we
have brought forward tax losses (£0 08m), lower
future UK corporation tax rates reducing future
deferred tax habiities by £0 09m and a favourable
£0 09m adjustment to the tax charge in respect
of prior penods
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Earnings per share and dividend

Group basic eamings per share were 12 1p

{2011 11 8p) The Directors are recommending
an increased final dradend of 3 5p per share,
and, subject to shareholder approval, payable

on 23 May 2013 to shareholders on the Company
register at 26 Apnl 2013 This would bring the
total dividend to 5 2p per ordinary share for the
year (2011 4 9p)

Cash flow and funding

Operating profit increased to £6 03m from

£5 59m in 2011 and EBITDA grew to £9 34m
(2011 £8 80m) Cash generated from operations
was £6 20m (2011 £6 08m) wath an ncrease in
working capital reflecting the 2012 sales growth
and a planned increase in inventory Caprtal
expenditure was £3 68m (2011 £2 74m) Tax
payments of £0 99m (2011 £105m} and dvidend
payments of £1 96m (2011 £1 84m) were simular
to last year while the £2 23m payment of the final
mstallments of the MEL deferred consideration
left a net debt of £0 62m at the end of the year
compared to net funds of £192m at the end

of 2011

In December 2012 the Group took out a £3 50m
mortgage, repayable over five years in equal
quarterly installmants This s in addition to its

£4 90m mutti-curency overdraft faciity and the
£0 82m remamming at 31 December 2012 on a
£3 30m mortgage taken out n 2009 Together
with the cash generated by the business, this
gves the Group the funding facilities to support
its currently approved capital investment plans

Pensions

There was a £2 23m increase In the gross IAS19
deficit on the Compary's Defined Benefit Pension
Scheme (the ‘Scheme’) to £717m (2011 £4 84m})
This was due to lower bond yields reducing the
discount rate used to value the Scheme's
labilties and higher expectations of inflation
INcreasing pre-retrement labilihes, which were
only partially offset by the Company contributions
to the Scheme and higher than expected
investment growth

At the Apn! 2011 tnenmial actuanal valuation the
Scheme’s deficit, calculated on a Statutory
Funding Objective basis, was £117m As a result
of this the Comparny has agreed with the Trustees
to make contnbutions 1o the Scherne of £42,000
per month untl 30 September 2013 to eiminate
the deficit calculated in Apnl 2011 and in addition
paying the ongoing Scheme expenses at £13,000
per month This will be reviewed following the next
tnennial actuanal valuation which s scheduled for
Apnl 2014

David Stirling Q.(
Managing Director %

Clifford Hurst
Finance Director

4 March 2013
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Principal Risks and Uncertainties

The Board of Directors believes that the pnncipal Significant nsks are reviewed by the Board and

nsks and uncertainties that the Company the Audt Committee It 15 not possible to identify

currently faces are as stated below Regular nsk every nsk that could affect the Company's

reviews are undertaken to ensure that the major business and the mitigating actions and controls

nsks in the business, that could affect the that have been put In place may not prowide

Company's operations and financial performance,  absolute assurance that the nsk will neither occur

have been identified and that, where possible, nor matenally affect the Company's operations

mitigating actions and centrols are put In place or financial performance

Risk and potential impact Descnption

Cperational As the Campany’s operations are manly on onae site, a significant
operational disruption could impact the ability to manufacture and
supply products

Supply chain Certan of the Company's raw matenals are seurced from single

suppliers Disruption in those supplies, either on a temporary or
more permanent basis, could affect production and supplies to the
Company’s customers

Technology The Company's processes for the manufacture of its products are
substantially urique to the Company Whilst the principles behind
the processes are not confidential, the precise know-how 1s A
compehtor could match or improve upon the properties and
econormcs of the Company’s processes and produce comparable
(or better) products at lower prices

Key to the success of the business of MuCell Extrusion LLC ('MEL)
15 the strength of its intellectual property and, en the back of that, 1ts
ability to grant commercial licences The nisks to MEL are that its
intellectual property becomes dated or its patents are successfully
challenged and hence have no commergial value for being heensed

Pension The Company has a Defined Benefit Pension Scheme (‘the
Scheme’) and any inability of the Scheme to meet its habilibes to its
members could, ulhmately, be the responsibuity of the Company

Faoreign exchange The Company has significant exposure to foreign exchange
fluctuations

The Company’s operations are substantially based in the UK and,
therefore, most of its manufactunng assets and costs are sterling
denomnated

The Company's customers are normally invoiced 1n their local
currencies In 2012, approximatetly 80% of the Company's revenue
was in currencies other than sterling The Company, therefore,
generates surpluses n US dollars and euros, which are converted
nto sterling

Macro economics Muost of our markets are exposed to general economic conditions
The Company is aperationally geared and a fall in demand for its
products could adversely impact the Company

Financing The Company needs to have sutficient cash, or be able to draw
on loan facilities, to finance its operations and growth
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Mitigation actions

The Company has extensive Safety, Health and Environment (‘SHE")
pohcies and procedures in place, which are in ine with best practice
The Company 1s certified to accredited standards OHSAS 18001 on
Health and Safaty and ISO 14001, the (nternational Standard for
Environment Management Systems

Regular training 1s provided on SHE matters to the staff

Pressure equipment used 1s operated under the Pressure Systems
Safety Regulations 2000 and 1s subject to systematic internal and
frequent external Inspections in accordance with the Safety
Agsessment Federation

The Company and Zotefoams Inc have extensive fire prevention
systems in place A programme 15 underway to improve further the
systems in ptace on the Croydon site

Reporting of ncidents, including ‘near misses’ and damage to plant
or equipment not resulting in personal Injury, 1Is mandatory in order to
track 1ssues and to prevent reoccurrences

Insurance 1s 1n place to cover caprtal restatement and loss of profits
n the event of operational disruption caused by certain events

Wherever posstble, supplies are sourced from more than ona suppler
or location However, this is not always possible, due 1o the spacial
nature of tha raw matenals used

The Company continually momitors suppliers and undertakes research
of afternative suppliers that could be used and the resulting products
that could be offered 1o the Company's customers as substitutes

There are hugh bamers of entry to replicate our processes Significant
capital nvestment 1s required for the autoclaves as well as long lead
times for their manufacture

The Company has a constant flow of product vanants to keep 1ts
product offering diversified

The development of High-Performance Products ('HPP’) and MEL,
whaere the product offenngs are unique and protected by both patents
and process capability, opens up new markets for the Company with
potental significant and lasting differential advantages

MEL actively mantains and updates its intellectual property portfolio
to ensure it 1s gurrent This 1s done by undertaking research and
development to add new patents to the portfolio and obtaning
licences of key third party patents, which are complementary to the
existing portfoko

The portfolio 15 not dependent on any particular patent or icence,
therefore if a patent 1s successfully challenged, MEL 15 still able to
Iicense 1tg technology

To minimise the nigk to the Company of mesting the oblgations under
the Scheme, the Company closed the Scheme to new members in
2001 and closed 1t to future accrual of benefits in 2005

The Company has committed to paying £42k monthly to the Scheme
10 September 2013 to eliminate the deficit based on the actuanal
valuation in Apnl 2011 This will be reviewed following the next tnenrial
actuanal valuation which 1s scheduled for Apnl 2014

The Company tnes to reduce is foreign exposure by making its
purchases either in euros or US dollars For example, therg are US
dollar costs associated with the Company's operations n Kentucky
USA and with MEL. In adchtion, the majority of the Company’s raw
maternals are purchased in euros

Tha Company hedges a proportion of its anticipated net exposure to
foreign exchange for the next nine months by using forward exchange
contracts

The Company. like most public companies, does nat hedge for
translating its foreign substdianes” assets or labilities in the
consohdation of its Group accounts

The Company's markets are spread geographically and across a
number of markets The Company’s experience is that in these
circumstances operational labour costs can be reduced (the Comparny
has implemented an annualised hours system to give some flexibility
on thig), polymer pnces tall with reduced economic demand gvng a
cost benefit and cash can be generated from reducing workang capital

and slowing capital expenditure projects to help offset the effects of a

downiurn The Company has always mamtained a low financial geanng |
to give it operational flexibility n a downturn Going forward the growth

of the Company's HPP and MEL businesses should take the Gompany

nto less cychcal markets

The Company has strong cash generation from its operations

The Company has
= a £4 9m overdraft facility (payable on demand),

* a3 3m loan facility taken out in January 2009 (£2 5m had been
repad at 31 December 2012), and

+ a3 5miloan facility taken out in December 2012

Both loan facilities are repayable over five years and have no major
financial operating covenants, but are secured against certan tems
of plant and equipment
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Board of Directors

Dawvid Stirling
Managing Director

Nigel Howard
Non-Executive Chairman
Chair of the Nominations
Committee and member
of the Remuneration
Commuttee

Chfford Hurst
Finance Dhrector

Appointed: September
1997 {Finance Director) and
May 2000 (Managing
Director)

Skiils and expenence’
Dawvid started his career with
KPMG in Scotland where he
qualfied as a Chartered
Accountant He has worked
for Pnce Waterhouse in USA
and Poland and with BICG
plc Dawvid 1s a graduate of
Glasgow University and has
an MBA from Warwick
Unrversity and an MSc in
finance from London
Business School

Appointed: January 2006
(Board) and January 2007
{Charman}

Skills and experience:
Nigel was a Director of
Morgan Crucible plc, where
he worked for over 36 years
in a number of roles
including Intenm Chuef
Executve Nigelis a
graduate of Harvard
Business School ISMP
Program

External appointment:
Naon-Executive Director of
BacZ Limited

External appomntment:
Non-Executive Director of
Alhance One International
Inc (NYSE AQI)

Appointed: October 2000

Skills and experience:
Clfford traned with Emst &
Young He then worked for
ICl plc and Caradon plc
Before joining Zotefoams
plte, Clifford was the Finance
Director and then became
the Commercial Director of
Thermos Limited Clifford 1s
a Fellow of the Institute of
Chartered Accountants in
England and Wales and a
member of the Association
of Corporate Treasurers
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Mane-Louise Clayton
Non-Executive Director
Chair of the Audit
Committee and member of
the Nomsmations and
Remuneration Committees

Richard Clowes

Semor Independent
Non-Executive Director
Chair of the Remuneration
Committee and member of
the Audit and Nominations
Committees

Alex Walker
Non-Executive Director
Member of the Audit,
Nominations and
Remuneration Committees

Appointed July 2011

Skills and expenence:
Mane-Louise was the Group
Finance Director of Venture
Production plc, a FTSE 250
company in the ol and gas
sector and has held senior
postions In Alstom and
GEC She was a Non-
Executive Director and Chair
of the Audit Cormmittee of
Forth Ports plc Mane-
Louise 1s a Fellow of the
Association of Chartered
Certified Accountants

External appommtment:
Non-Executive Director of
Geofirey Osbome Ltd and
Diploma plc

Appointed: Julty 2007

Skills and expenence:
Richard has worked for
GKN ple and Tl Group pic
He was a main Board
Director from 2001 to 2005
for GKN plc and has
extensive operational and
general management
expenence At GKN plc,
Richard was a Bmsional
Managing Director for their
Powder Metallurgy,
Offughway and
Autocomponents Dmvisions

Appointed’ July 2011

Skills and expenence*
Alex spent most of his
career at Yule Catto & Co
plc, where he was Chief
Executive for the South East
Asia operations before
becoming the Group Chuef
Executive Alex has also
been a Non-Executve
Director of Rotork plc and
chared rts Remuneration
Committee

External appointment’
Non-Executive Chairman of
Sprrent Communications plc
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Directors’ Report

The Directors present ther Annual Report and audited financial statements for the year ended 31 December 2012

Principal activity
The Group's principal activity 15 the manuiacture and sale of cross-linked block foams

Business review

The Company I1s required by the Companies Act 2006 to set out in this report a fair review of the business of the Group durning the
financial year ended 31 December 2012 and of the positton of the Group at the end of the year and a description of the principal nsks
and uncertainties facing the Group The information that fulfils these requirements can be found in the sections entitled ‘Business
Review' and 'Pnncipa! Risks and Uncertainties’

Details of subsidianes and branches are given in note 11 on page 57

Results and dividends

Profit attributable to shareholders for the year amounted to £4 73m (2011 £4 50m) An interm dividend of 1 7p (2011 1 6p) per share
was paid on 11 October 2012 The Directors recommend that a final dvidend of 3 5p {2011 3 3p) per share be paid on 23 May 2013
to sharehclders who are on the Company's register at the close of busingss on 26 Aprl 2013 This makes a total dwidend of 5 2p per
share for the year (2011 4 9p)

Directors

The appointment, replacement and powers of the Directors are governed by the Company’s Articles of Association, the UK
Corparate Governance Code, the Cormpanies Act 2006, prevalling legislation and resolutions passed at the Annual General Meeting
{AGM') or other general meeting of the Company

All of the current Directors named on pages 18 te 19 served throughout the year In addition, R H Lawson also served as a Director
until he retired from the Board on 31 March 2012 The Company’s Arlicles of Association {the ‘Articles’) give the Directors power to
appoint and replace Directors Under the terms of reference of the Nomimations Committee, any appointment must be recommended
by the Nominations Committee for approval by the Board of Directors The Articles also require Directors to retire and, i they so wish,
submit themselves for election at the first AGM following ther appointment and normally every three years thereafter As was the case
for the 2012 AGM, the Board has decided to folow best practice and all Directors will stand for annual re-election at this year's AGM,
notwithstanding that this specific requirement in the UK Corporate Governance Code 1s for FTSE350 comparies

D B Stiring and C G Hurst, the Executive Directors, have service contracts which are terminable on 12 months' wnitten notice All the
other Directors have service contracts which are terminable on six months’ wntten notice

The Company has issued Deeds of Indemnity in favour of all of the Directors These Beeds were in force throughout the year ended
31 December 2012 and reman in force as at the date of this report These Deeds, as well as the service contracts and the
Company's Articles of Association are avalable for nspection during normal business hours at the Company's registered office and
will be avalable at the AGM and 15 minutes before the meeting

Conflicts of interest

All Directars submit detalls to the Company Secretary of any new situations, or changes to existing ones, which may give nse to an
actual or potential conflict of interest with those of the Company On an annual basis, the Company Secretary seeks confirmation
from the Directors of thar interests, which are reviewed by the Norminations Committee and the Board and, where considered
appropnate, approved by the Board

Where an actual, or potential, conflict1s approved by the Board, the Board will normally authorise the situation on the condition that
the Director concerned abstains from participating in any discussion or decision affected by the conficted matter Authonsation of a
conflict 1s only given by Directors who are nat interested in the matter

Amendment to the Articles of Association
The Company’s Articles of Assooiation may only be amended by a special resolution of the shareholders passed in general mesting

Corporate Governance
The Corporate Governance Report on pages 32 to 34 should be read as forming part of the Directors’ Report

Employees

To ensure employee welfare, the Group has documented, and well publicised, policies on occupational health and safety, the
environment and raning The Group operates an equal opportunittes, single status employment policy, together wath an open
management style The Company operates to a number of recogrised industry standards including Cuality (ISO 9001),
Environmental ISO 14001} and Occupational Health and Safety (OHSAS 18001) approvals

Further details of the Group's employment policies, including its policy regarding the employment of disabled people, are sat out in
the Corporate Social Responsibility Report on page 31
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Substantial shareholdings
As at 4 March 2013, the Company had receved notice of the following matenal interests of 3% or more in the 1ssued ordinary
share capital Ordinary Percentage
share of issued
of 50p share capital
BlackRock Inc 5,365,824 13 5%
Schroder Investment Management 5,193,352 13 0%
Henderson Global Investors 3,907,575 9 8%
Sekisu Alveo AG 3,814,762 3 6%
Marc and Claire Downes 1,600,000 4 0%
Nicholas Adnan Beaumont-Dark 1,418,000 36%

The holding held by BlackRock Inc includes natified holdings on behalf of BlackRock Emerging Companies Hedge Fund
(2,740,841 shares, 6 9%) and BlackRock UK Smaller Companies Fund (1,919,285 shares, 4 8%)

Directors’ shareholdings are shown in the Directors’ Remuneration Report

Research and development

The amount spent by the Group on R&D i the year was £869,000 (2011 £897,000) This ncluded work on nylon and microZOTE® as
well as potental longer-tenm products in the development pipeline I the opinton of the Directors none of this expenditure met the
requirements for capitaisation N 1AS38 and it was consequently all expensed n the Consolidated 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 aims to ensurg that subject to any necessary vanations which may result from supplier-related
problems, the agreed payment terms are adhered to At 31 December 2012, trade creditors of the Company represented 23 days of
purchases (2011 24 days)

Share capital and reserves

The Company has one class of ordinary shares which has no nght to fixed income Each share carnes the nght, on a poll, io one vote
at general meetings of the Company There are no specific restnctions 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 prevaling legislaton The Directors are not aware of
any agreements between holders of the Company's shares that may result in restnctions on the transfer of securities or on voting
nghts No person has any special nghts of control over the Company’s share capital and all issued shares are fully paid

At 31 December 2012, the Zotefoams Employee Benefit Trust (EBT) held 719,262 shares {approximately 1 8% of the 1ssued share
capital) (2011 1,160,854 shares, approximately 2 9% of the 1ssued share capial at 31 December 2011) to sabisiy share plans as
descnbed in the Directors' Remuneration Report In accordance with best practice, the voting nghts on the shares held in the EBT
are not exercised and the nght to receve dividends has been waived Dunng the year the EBT i1ssued 441,692 shares in respect of
these share plans and no shares were bought to satisfy future share awards

At the AGM held on 10 May 2012, authority was given to the Directors to allot urissued shares in the Company up 0 a maximum
amount equivalent of approximately two thirds of the 1ssued share capital of the Company In addition, a special resolution was
passed that granted authonty to the Directors to allot equity secunties in the Company for cash, without regard to the pre-emption
provisions of the Cormparves Act 2006 Both these authonties, which at the date of this Report had not been used, expire at the AGM
to be held on 15 May 2013 and the Directors propose o renew them for a further year

At the AGM held on 10 May 2012, the Company was given authonty to purchase up 10 3,983,131 of ts ordinary shares This authority
will exprre at the 2013 AGM and, at the date of this Report, had not been used In accordance with normal practice for listed
comparies, a special resolution will be proposed at this year's AGM to renew this authonty to make market purchasesupto a
maximum of 10% of the issued share capital of the Company

Treasury and financial instruments
Information in respact of the Group's polictes on financial nsk management objectives, Including policies for hedging, as well as an
indicatton of exposure 1o finanaial nisk, 15 given on page 16 and In note 19 to the financial siatements

Pension scheme
The Company closed its Defined Benefit Penston Scheme to future accrual of benefit n December 2005 Employees are offered
membership of a Defined Contnbution Pension Scheme

Charitable and political donations
The Group made chanitable contnbutions of £1,238 (2011 £300} and no poltical contnbutions {2011 £nil) in the year
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Directors’ Report

Disclosure of information to Auditor

The Directors who held office at the date of approval of this Directors’ Report confirm that, so far as they are each aware, there 1s no
relevant audit information of which the Company’s Auditor 1s unaware, and each Director has taken all the steps that they ought to
have taken as a Diector to make themselves aware of any relevant audit information and to establish that the Company's Auditor is
aware of that nformation

Auditor

In May 2012, upon the recommendation of the Audit Commuttes, the Board decided to put the Company’s audit to competrtive
tender, as KPMG Audit plc ({KPMG') had been the Company's auditor since the Company listed in 1995 A formal tender process
was initiated 1n May 2012 and following proposals and presentations from three firms {including KPMG), PrncewaterhouseCoopers
LLP was successful in the process As a consequence, KPMG resigned as the Company's Auditor and the Board appointed
PncewaterhousaGoopers LLP to fill the casual vacancy

A resolution to appont PncewaterhouseCoopers LLP as the Company's Auditor will be proposed at the forthcoming AGM
By order of the Board
J W Kindell

Company Secretary
4 March 2013
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Directors’ Remuneration Report

This report has been prepared in accordance with the Companies Act 2006 {the ‘Act’) The report also meets the refevant
requirements of the Listing Rules of the Financial Services Authomty and descnibes how the Board has applied the prnciples relating
to Directors’ remuneration As required by the Act, a resolution to approve this report will be proposed at the AGM of the Company at
which the approval of the financial statements will be proposed

The Act requires the Audror to report to the Company’s members on certain parts of the Directors’ Remuneration Report and to
state whether in therr opinion thosa parts of the report have been properly prepared in accordance with the Act The report has
therefore been dmded into separate sections for audited and unaudrited information

Information not subject to audit

Remuneration Committee

The Company has estabished a Remuneration Gommittee which 1s constiiuted in accordance with the recommendations of the UK
Corporate Governance Code R J Clowes, M-L Clayton, N G Howard and A Walker were members of the Committee throughout
2012 to the date of this report R H Lawson served on the Committee until 31 March 2012, when he retired from the Board The
Committes would like to thank Mr Lawson for the valued contnbution that he made to the Commitiee All the members are
independent Non-Executive Directors, with the exception of N G Howard, who was independent on appointment as Charman of the
Company The Committee was chared throughout 2012 by R J Clowes

None of the Committee members has any personal financial interest (other than as shareholders) in the Company, nor do they have
any interests that may conflict with those of the Company, such as cross directorships None of the Committee members 1s involved
In the day-to-day management of the business The Committee makes recommendations t¢ the Board on remuneration matters No
Director 1s involved in any decrsion about his or her own remuneration

In 2012, the Committee met five times and considered the following matters

its evaluation and reviewed its terms of reference,

the Drectors’ Remuneration Report for 2011 and relevant matters,

the annual bonuses for the Executive Team and the employees,

the grant of HMRC Approved Share Options,

the grant of Long-Term Incentive Plans ('LTIPs') and the vesting of 2009 awards,
the salary review of the Executive Team, and

the remuneration of the Charrman

* b 9 e

In determining the remuneration policy and aspects of its work for the year, the Committee consutted D B Stiring (Managing Director)
about its proposals

Remuneration policy for the Executive Directors
The executive remuneration packages have been prudently designed to attract, motivate and retain Directors of the highest calibre to
maintain the Group as a market leader of foam technology and to reward them for enhancing value to shareholders

The Committee 1s responsible for setting the performance cntena for the Executive Directors and key members of senior
management and determining therr annual remuneration package

The remuneration package for Executive Directors and senior management compnses
¢ basic annual salary,

* benefits (such as private medrcal iInsurance and car allowance),

» annual bonus plan,

* long-term incentive schemes, and

¢ pension arrangements

In order to incentvise the Executive Directors to deliver against the Group's strategy of growing the Group and increasing value to the
shareholders, the Committee believes that a substanbal proportion of the remuneration of the Executive Directors should be
performance related As described further below, Executive Directors may receive an annual bonus incentive, which 1S capped as a
percentage of basic salary, together with long-term incentive arrangements

Basic annual salary

The Committee reviews sach Executive Director’s basic annual salary in the first quarter of each year and also when an indvidual
changes position or responsibility The Committee considers the remuneration of the Executive Team as a whole when determining
the appropnate level of remuneration, as well as an indmdual’s performance The Commuttee will also consider Independent surveys
of directors’ remuneration to ensure that the proposed level of remuneration 15 appropnate Penodically, the Committee will engage
the services of a remuneration consuftant to prowde specific advice on remuneration of its Executive Directors The Gommittee has
adopted the policy to set the basic annual salary at a level below what it belteves 1s the average market rate for the indmidual
concerned, bul to set the Incentive potential at a higher rate Basic annual salanes were last reviewed on 1 Apnl 2012 and were
ncreased by approximately 3% which was consistent with the salary increases of the other employees in the Company

The Company operates a salary sacnifice scheme under which employees are able 10 vary thewr contract of employment to have a
reduction in salary In exchange for additonal Company contnbutions to the employees’ pension schemes However, where such
sacrifices have been made bonuses and other incentive arrangements are calculated on salary before such reductions are made
{(‘bonusable salary’} Both D B Stiring and C G Hurst have elected to receive a 7% reduced salary for increased contnbutions to their
penston schemes Further detalls of the contributions made by the Company into the Defined Contnbution Pension Scheme for these
indmduals are shown in this report within the Information Subject to Audit
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Directors’ Remuneration Report continued

Benefits
The benefits that D B Stiring and C G Hurst both receved in the year were a car allowance and pnvate medical nsurance cover for
them and ther respective familes

Annual bonus

Each year, the Comimittee sets the performance cntena for the annual bonuses of the Executive Team, including the Executive
Directors In setting appropnate performance cntena, the Committee refers to ndependent surveys of directors’ remuneration The
Committee believes that any incentive compensation awarded should be tied to the interests of the Company's shareholders and that
the principal measure of those interests 1s profit before taxation excluding exceptional tems The bonus award for the Executive
Directors 15 normally capped at 100% of bonusable salary Any element of the bonus payment over 40% of bonusable salary 1s paid
In restncted shares (deferred bonus shares) which will normally only be capable of release if the executive 1s still in the employment of
the Company three years later

Long-term incentives and share options
The Company currently operates the following long-term incentive schemes

Since 2007, the LTIP has been the Gompany’s principal long-term incentive scheme for the Executive Directors and serior
management LTIP awards are made by the Committee subject to performance conditions on Total Shareholder Return and EPS
{excluding exceptional items) over a three-year penod The Committee believes that these performance critena best align this
incentrve wath the interests of the shareholders

UK-based Executive Directors and senior management have also been granted share options under a Her Majesty's Revenue and
Customs Approved Share Option Scheme These options are only exercisable after a three year vesting penod, if the Group's
earnings per share, excluding exceptional items and with a normalised tax charge, increases by at least three percentage points per
annum In excess of the Increase n the Retail Pnce Index over the same pencd The exercise pnce of the options granted under this
Scheme 1s equal to the market value of the Company's share price at the tme when the options are granted The Executive Directors
are entitled 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 man long-term incentve scheme in 2007 by
the LTIP and no awards under this Scheme have therefore been made since then, although C G Hurst still holds outstanding optrons
under this Scheme

Pension arrangements

The Executive Directors are members of the Zotefoams Defined Contribution Altermnative Pension Plan Pnor to 31 December 2005
the Executive Directors were active members of the Zotefoams Defined Benefit Pension Scheme (the *Scheme’) However, this
Scheme closed to future accrual of benefit on 31 December 2005 and afier this date the Executive Directors became deferred
members of this Scheme

Performance graph

The following graph charts the total cumulative shareholder return (share price movements plus dividends reinvested) of the Company
since January 2007 It 1s compared to the FTSE Small Cap Index which the Committee believes 1s the most relevant companson for a
company cof Zotefoams' size

Zotefoams and FTSE Small Cap Total Retum Index {'TRI") re-based to 100
{(January 2007 to December 2012)
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Service contracts

The Executive Directors have service contracts wath the Company which are terrminable on 12 months’ wniten notice from the
Company or the respective Director

The Non-Executive Directors and the Chainman have three-year contracts which can be terminated by the Director or the Company
on six months™ wniten notice

A summary of the service contacts is as follows

Director Comrmencement date Date of termination Unaxpired penod Notice penod
M-L Clayton 1 July 2011 1 July 2014 15 months 6 months
R J Clowes 23 July 2010 22 Juty 2013 4 months 6 months
N G Howard 3 Decermnber 2011 31 December 2014 21 months 6 months
C G Hurst 1 October 2000 Not Applicable Not Applicable 12 months
D B Stiring 1 September 1997 Not Applicable Not Applicable 12 months
A Walker 1 July 2011 1 July 2014 15 months 6 months

The service agreements between each of the Directors and the Company do not entitle the respective Director to payment of
compensahon on termination other than statutory compensation None of the Directors’ or employees’ service contracts contain
provisions providing for compensation for loss of office or employment that occurs because of a takeover

Non-Executive Directors

All Independent Non-Executive Directors and the Charrman have specific terms of engagement and their remuneration 1s determined
by the Board within the imits set by the Articles of Association and based on Independent surveys of fees paid to non-executive
directors of similar companies Independent Non-Executive Directors and the Chairman cannot participate in any of the Company’s
share options schemes and are not eligible to join the Company’s pension scheme

Information subject to audit
Directors’ emoluments

Basic Operational Car Other Cg:nm Tota! Total

Remuneration in £ salary/foes borus allowance benefits' contnbutions? 2012 2011
M-L Clayton 28,563 — - — - 28,563 14,000
R J Clowes 28,563 - — - - 28,563 27,815
N G Howard 54,125 - - - - 54,125 52,125
C G Hurst 123,145 82,367 10,561 1,235 27,470 244,778 200,695
R H Lawson 7,000 — — — — 7,000 27,500
D B Stirhing 176,795 118,596 11,840 1,155 38,709 346,895 283,724
A Walker 26,563 — — - - 26,563 13,000
444,754 200,963 22,201 2,380 66,179 736,487 618,659

Other benefits are calcutatad In terms of taxabla values in the UK

2 The Company operates a Defined Contribution { DC ) Pension Plan Indwduals can opt to change ther contract of employment under a salary sacnfice arrangement under
which ther salary 1s reducad and the Companty makes a corréspanding contnbution into thair OC Pension Plan Both the Executive Directors have opted for the salary sacrifice
schema and the total contnibutions rmate by the Company to each indvidual s pension plan are shown above None of the Executive Directors made any employee contributions
1o the DC Pengion Plan.

Directors’ shareholdings
The beneficial and non-beneficial interests of the Directors (including persons connected with them within the meaning of Section 252
of the Companies Act 2006} in the ordinary shares of the Company are set out below

31 December 31 December

Number of ordinary 5 Op shares 2012 2011
M-L Clayton 10,000 10,000
R J Clowes 47,250 47,250
N G Howard 63,000 63,000
C G Hurst 220,910 163,974
D B Stirting 268,431 186,935
A Walker 5,000 5,000

614,591 476,159

There have been no changes to Directors’ interasts between the end of the financial year and the date of this report
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Directors’ Remuneration Report continued

Share options and awards
Options over ordinary shares granted

Asat Date of Lapsad, As at
31 Decembar  exercisa or Exarcised forfoted or 31 December Exercise Expiry
Scheme 201 releasa Granted orreleased cancelled 2012 pnce Exercisable date
CGHurst  Executive
S0S 58,631 - - - - 59,631 725p 0704 2007 0604 2014
Executive
80 115,809 - - - - 115,909 770p 22122008 21122015
HMRC
8058 28,116 - - - - 28,116 1067p 12082011 1108 2018
LTIP (2009) 103,258 1204 2012 - (103,258) - - nl 1603 2012 r/a
2009 0B 6,408 - - - - 6,408 nl 11032013 n/a
LTIP (20310} 54,090 - - - (8.,654) 45,436 nl 1903 2013 n/a
LTIP (2011} 40,717 - - - - 40,717 nl 3103 2014 n/a
201008 4,967 - - - - 4.967 nl 3103 2014 n/a
LTIP (2012) - - 34584 - - 34,584 ni 04 04 2015 n/a
D B Stirling HMRC
508 28,118 - - - - 28,116 106 7p 12082011 1108 2018
LTIP (2009} 147,801 1204 2012 - (147,801} - - nil 16 03 2012 n/a
2008 DB 9,173 - - - - 9,173 nl 1103 2013 n/a
LTIP {2010) 77,424 - - - {12,388) 65,036 nl 1903 2013 n/a
LTIP (2011} 58,6832 - - - - 58,632 nil 3103 2014 n/a
2010DB 7,153 - - - - 7,153 nl 31032014 n/a
LTIP (2012} - - 49,866 - - 49,866 nil 04 04 2015 n/a

Executive Share Option Scheme {*Executive SOS')
These ophions were granted under the Zotefoams Executive Share Option Scheme Whilst there are still existing awards outstanding,
the scheme was replaced by LTIP awards in 2007 No awards under the scheme have been made since 2007 and there have been

no changes in options granted between the end of the year and the date of this report

The middle market quoted share price at 31 December 2012 was 201 5p and the high and low pnices during the year were 225 Op

and 109 Op respectively

Long-Term Incentive Plans ('LTIPs’}

The LTIP awards made are subject to performance and service condiions 50% of the award 1s subject to growth in Total
Shareholder Retumn (TSR) and 50% subject to EPS growth Performance 1s measured over a three-year penod and a proportion of
the restncted shares will be released to the participant, to the extent to which TSR and EPS targets over the penod have been met,
together with additional shares that represent the dividends that would have been paid dunng the performance pencd on the
restncted shares that have been released

The table below summanses the performance ¢ntena for the awards that remain outstanding The awards were made based on 50%
of the Executive Directors’ bonusable salary

Thrashold Masamurm

Performance Parformance % of award Performance % of award

Award year penod target vesting target vesting
2010 2010-2012 TSR goal 10% pa growth 125 25% pa growth 50
2012 EPS goal 92p 125 14 3p 50

2011 2011-2013 TSR goal 10% pa growth 125 20% pa growth 50
2013 EPS goal 100p 125 150p 50

2012 2012-2014 TSR goal 10% pa growth 125 20% pa growth 50
2014 EPS goal 11 0p 125 16 0p 50

The total award vesting 1s the sum of the awards for TSR and EPS If the performance 15 below the EPS threshold then no part of the
EPS award vests If performance is below the TSR threshold then no part of the TSR award vests Between the threshold and the
maximum, the award vests on a sliding scale basis

Normally, the TSR growth target 1s set from the average share pnce of the final quarter of the preceding year to the year in which the
awards are made However, in the final quarter of 2011, the Committee felt that the Company's share pnce did not reflect the true
value of the Company and decided that it would be more appropnate to set the TSR growth target for the 2012 award from the
average share pnce in the final quarter of 2010 ncreased by 10% to produce a baseline that was more meaningful

On 12 Apnl 2012, the LTIP awards made in March 2009 vested The market pnce was 170p The level of vesting of these awards was
88 7%, which was then increased to reflect the dwidends paid dunng the performance penod
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The market value of the 2012 LTIP shares granted was 186 5p on the date of the grant (4 Apnl 2012}

For the LTIP awards made in March 2010, based on the performance of the Company as at 31 December 2012 and the average
share pnce in the final quarter of 2012, 84% of the shares will vest under this award

HMRC Approved Share Option Scheme (‘(HMRC S0S’)

These options have been granted under a HMRC Approved Share Option Scheme These options are not exercisable unless EPS
ncreases over a three-year penod by at least three percentage points per annum in excess of the ncrease in the Retall Price Index
over the same penod This performance cntenon has been met for the awards held by C G Hurst and D B Stiring

Annhual Bonus Deferred Payments — Deferred Bonus Shares (‘DB’)

Bonus awards over 40% of bonusable salary are In restncted shares {deferred bonus shares) which, once awarded, are held in trust
and are not subject to any further performance condiions In normal circumstances, the deferred bonus shares are only capable of
being released If the executive 1s stll employed by the Company three years after the date of the award On release, additional shares
are also released to the executve which represent the dwidends that would have been paid on the deferred bonus shares dunng the
restncted pernod

The number of deferred bonus shares to be awarded 18 calculated by dividing the proportion of the bonus above 46% of bonusable
salary by the average of the Company's mid market share price for the five immediately preceding dealing days (but not the day of
award itself} to the award date

In 2012 the bonus award under the executive bonus scheme was 62% of bonusable salary Therefore, 40% of the bonusable salary
will be paid In cash and the remaining, 22% of the bonusable salary will be awarded in deferred bonus shares (in 2011, as the bonus
was 33% of bonusable salary, the bonus was all paid in cash) Profit before tax increased by 8% in 2012

Directors’ pension entitlements

The Zotefoams Defined Benefit Pension Scheme was closed to future accrual of benefits from 31 December 2005 At thus time, all
active members lsft the Scheme and were granted preserved pensions payable from ther normal retrement age {or immediately, if
the member had reached normal retirement age)

The following serving Directors were members of the Zotefoams Defined Benefit Pension Scheme dunng the year

Accrued pensicn Increase in Valug of Value of

in schema at accrued accrued pension  accruad pension

year  {Gross INncrease pension net at at
end' inpension  of CPlinflation year end? start of year?

£ £ £ e £

C G Hurst 9,138 193 - 96,447 123,557
D B Stiring 17,954 378 - 159,860 220,520

1 The pension gntilernent shown Is that which would be paid annually on retrement at noemal retirement age (or iImmadiatedy upon late retrerment where applicable), based on
serwca 1o 31 December 2005 (the date the scheme was closed to future accrual) and excluding any future tncreases under the Rudes of the Scheme

2 Transfer values have been calculated in accordance with Section 934 of the Pensicn Schemes Act 1993 and have been calculated n accordance with the Ocoupational Pension
Schermes (Transfer Value) Regulations 1996 on the basls agreed with the Trustees of the Scherme

3 The changa in the transfer valua over the year includas tha effect of fuctuations in tha transfer value dua to factors beyond the control of the Company and Directors, such as
changes in financial conditions  Tha transter value basis was amendag as from 1 February 2012 as a result of changes to tha statutory measure of inflation for indexatian o
pensions and as part of a general review of the suitability of the basis

The following 1s addonal information relating to Directors’ pensions from the Scheme

a) Before the Scheme closed, members of the Scheme had the option of paying Additional Voluntary Contnbutions (AVCs) The value
of these AVCs has been excluded from the above figures

b) Normal retirement age 1s 65

¢) On death before retirement, a spouse’s pension 1s payable of one half of the member’s preserved pension at leaving, revalued
from leaving date to the date of death

d) On death in retrement, a spouse's pension s payable of one half of the member's pension at death, without reduction for any part
of the member’s penston surendered for cash at retrement

€) Members' Guaranteed Minimum Pensions increase at statutory rates Other pensions increase at 5% per annum or the increase n
the Retail Price Index If less

) From 1 January 2008, active employees were able 1o pay contnbutions to a defined contnbution scheme set up by the Company
in order to receve retirement benefits The Company also contnbutes to this arrangement Detals of this arrangement and the
value of any contnbutions paid to this arrangement are not included in the above disclosures

The Executive Directors are members of the Zotefoams Defined Contnbution Altarmative Pension Plan Under a salary sacnfice
agreement all contnbutions to this pension plan are pad by the Company and the coninbutions made by the Company in 2012 are
shown in the table of Directors’ Emoluments

Approval
The report was approvegdy the Board of Directors on 4 March 2013 and signed on 115 behalf by

R J Clowes
Senior Independent Non-Executiv
Company number 2714645

irectot and Chair of the Remuneration Committee
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Audit Committee Report

Summary of the role of the Audit Committee

The Audit Committee 1s appointed by the Board from the independent Non-Executive Directors of the Company The Audit
Committee’s terms of reference, which are availlable on the Company’s website, nclude all matters indicated by the Disclosure and
Transparency Rule 71 and the UK Corporate Governance Code The terms of reference are reviewed regularly by the Audit
Committee and, if amended, are then referred to the Board for approval The terms of reference were reviewed in February 2012 and
updated to Include a responsibility to review arrangements to prevent bnbery

The Audit Committee s responsible for

* monitonng the integnity of the financial statements of the Group and any formal announcements relating to the Group's financial
performance and reviewing significant financial reporting judgements contained therem,

* reviewing the External Audiior's management letter and management responses,

* reviewing the Group's Internal controls and nsk management systems,

» reviewing the arrangements by which staff may, in confidence, raise concerns about possible improprieties (‘the whistleblowing
palicy’),

* reviswing the arrangements put in place by the Group to prevent bnbery and to receive reports of non-compliance,

* annually assessing the need for an nternal audit function and monitonng and reviewing the effectiveness of the application of
internal audtt to the Group,

* making recommendations to the Board, for a resolution to be put to the shareholders for thew approval in general meeting, In
relation to the appointment of the External Auditor and the approval of the remuneration and terms of engagement of the External
Audstor,

* reviewing and monitoring the External Audrtor’s independence and cbjectvity and the effectiveness of the audit process, taking
into consideration relevant UK professional and regulatory requirements, and

* developing and implementing a policy on the engagement of the External Auditor to supply non-audit services, taking Into account
relevant guidance regarding the prowision of non-audit seraces by the external audit firm

The Audit Committee 15 required to report its findings to the Board, (dentifying any matters in respect of which it considers that action
or improvement 1s needed, and make recommendations as to the steps to be taken

Composition of the Audit Committee

Throughout 2012, the members of the Audit Committee were the independent Non-Executive Directors of the Company (M-L
Clayton, R J Clowes and A Walker} R H Lawson, who was the Chair of the Committee until 6 December 2011, also served as a
member of the Committee until he retired from the Board on 31 March 2012 The Audit Committee wishes to thank him for his
contnbution and support over the previous ning years M-L Clayton has been the Charr of the Committee throughout 2012 She s a
Fellow of the Association of Chartered Certified Accountants and, in the opinion of the Board, has significant, recent and relevant
financial expenence to fulfil the requirements of Disclosure and Transparency Rule 71 and the UK Corperate Govemance Code All
Audit Committee members are expected to be financially Iterate and, where necessary, the Company provides further traring if
requirect

The Committee normally compnses three members, with a minimum of two members at any time Two members constitute a
quorurm

Meetings

The Audit Committee has a planned calendar linked to events in the Company’s financial calendar, where it normally meets three
times In the year Each meeting agenda s predominantly based around these events and 1s approvad by the Audit Committee Charr
on behalf of the other members, although other members have the nght to require reports on matters of interest in addition to
standard agenda items Due to the audit tender process, the Audit Committee met five times in 2012

The Company Secretary acts as secretary to the Audit Committee The Company Chairman, Managing Director, Finance Director,
Financial Controller and senior representatives of the External and Internal Auditors are invited to attend relevant meetings of the
Cormmittee, afthough the Committee reserves the nght to request any of these ndviduals to wathdraw At each meeting, the External
Auditor 1s given the opportunity to raise matters without the management being present Other senior management may be invited to
present such reports as are required for the Committee to discharge ts duties During the year, on an informal basis, the Audit
Committee Chair meets senior representatives of both the External Auditor and Internal Auditor 1o discuss matters ahead of the
formal Committee meetings
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Overview of the actions taken by the Audit Committee to discharge 1ts duties

Slnce the beginrung of 2012 the Audit Comnuttee has
reviewed the financial statements in the 2011 and 2012 report and accounts and the intenm report Issued n August 2012 As part
of this review the Committee receved reports from the External Auditor on the audit of the Annual Reports and accounts and the
review of the intenm report,

= recommended to the Board to put the external audrt to tender, oversaw the fender process and recommended to the Board to
appont PncewaterhouseCoopers LLP,

+ reviewed the Group's palicies on ethics, anti-bnbery and corruption, fraud, whistieblowing and employee share trading,

« consdered the output from the Group-wide process used to identify, evaluate and mitigate hugh-level business nsks, including
reviewing the Group's recently developed high-level busingss nsk matrix,

* agreed a programme of work for 2012 to be performed by the Internal Auditor, and receved the Internal Auditor's reports on the
work undertaken and management’s responses to the proposals made in the reports,

* reviewed the effectiveness of the Group's internal controls {including, but not imited to, financial controls) to ensure that they
remain appropnate and adequate as the Group grows,

* reviewed and agreed the scope of the audit work to be undertaken by the External Auditor,

¢ constdered the views of both the External Auditor and Internal Auditor on the effectiveness of the Group's internal
financial controls,

s agreed the {ees t0 be paid to the External Auditor for therr audit and work on the accounts and intenm report,

« undertaken an evaluahon of the Independence and effectiveness of the External Auditor, including reviewing the Group's policy
on non-audit services provided by the External Auditor, and

* reviewed its own effectivenass and terms of reference

External auditor

As part of good practice, the Audit Committee recommended to the Board that the Group’s audit be put to competittive tender, as
KPMG Audit plc {KPMG') had been the Group’s auditor since the Company listed In 1995 The tender process commenced in May
2012 and a selection panel was appomnted, which included the Audit Committee Charr The panel considered the proposals
submitted and the presentations given by the three inwited firms {including KPMG) The selection panel then submitted its proposal
to the Audit Committee, which then considerad the matter and recommended to the Board that PricewaterhouseCoopers LLP be
selected as the External Audror

At the conclusion of the extermnal audit, the Audit Committee assesses the effectiveness of the External Auditor in relation to ther
fulftment of the agreed audt plan, the robustness and perceptivenass of the Auditor in handling key accounting and audit
judgements and the thoroughness of the External Auditor’s review of internal financial controls The Audit Committee, following such
a review of these activibies, concluded that the External Auditor has performed satisfactorly and has recommended to the Board that
a resolution be put to the sharehoiders at the 2013 AGM to re-appoint the External Auditor

The Audit Committee 1s responsible for the development, implementaton and menrtonng of the Group's policy on external audit
Although the External Auditor 18 permitted to provide non-audit services, the Committee has agreed a policy that sets a cap on the
armount of non-audit work provided The Committee regularly reviews the amount of non-audrt work provided in order to ensure that
the Auditor's objectivity and independence are not compromised

Internal audit function

Each year the Audit Committee reviews the need for an internal audit function and given the size of the Group continues to be of the
opmnion that the internal audit function 1s best performed by an external audit firm Mazars LLP continues to prowide such services to
the Group, which complement the services provided by the External Auditor In 2012, the Audit Committee agreed the scope for the
internal audits, reviewed the reports received and discussed the proposals made with management Mazars LLP performs no other
work for the Group and the Audit Committee considers them to reman independent

Overview

As aresult of ts work during the year and having undertaken a review of its performance, the Audit Committee has concluded that it
has acted in accordance with its terms of reference and has ensured the independence and objectivity of the External Auditor The
Charr of the Audit Committee will be avatlable at the AGM to answer any questions about the work of the Committee

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

M-L Clayton
Non-Executive Director and Chair of the Audit Committee
4 March 2013
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Corporate Social Responsibility Report

Zotefoams considers that the management of safety, health, environmental, social and ethical matters forms a key element of
effective corporate govemance These areas are covered by the intemal control systems and procedures outlined in the Corporate
Governance Report on page 34

Safety, Health and Environment {{SHE’)

The Board has in place separate policies relating to Safety, Health and Environment The Company I1s certified to accredited
standards OHSAS 18001 on Health and Safety and ISO 14001, the Intematonal Standard for Environmental Management Systems,
and s regularly audited by those bodies to ensure that the Company complies with those standards

The Board has ultimate responsibility for SHE policy and performance and recewes quarterly reports on SHE issues Annual
performance objectives are agreed by the Board and performance aganst these objectives 1s monitored as part of its quarterly
reporting programme

The Managing Director 1s directly responsible to the Board for Safety, Health and Environmental performance Site Cornmittees on
SHE mest once a quarter or more frequently to consider all SHE matters, which are overseen by Steenng Commuiitees, chared by
the Managing Director (or appropnate responsible person in subsidiary companies) The Steenng Committees meet quarterly to
consider overall performance and the impact of current and impending legislaton The Company has both a Health and Safety
Adwviser and an Environmental Adwviser who support these groups

On joning the Group, all employees recerve training on SHE matters, including the Group's policies All employees are made aware
that every employee has a part 1o play to ensure the safety of themselves and therr colleagues at work Employees are encouraged to
report to ther managers any unsafe, or potentially unsafe, conditions Senior managers are responsible for ensuring that SHE policies
are implemented in therr areas, that their teams are informed of the departmental SHE requirements and that the employees receve
training on environmental iIssues and safe working practices Regular audits are conducted to ensure pohcy and procedure
implementation 1s approprate

The Company takes the reporting of all SHE ncidents very seriously In 2012, the Company has actively encouraged the employees
to report any 'near misses' as well as damage to plant or equipment which has not resulted in personal inury This has been
llustrated by a marked increase In the reporting of 'near miss' Incidents n 2012 compared to 2011 The Company also runs initiatives
to standardise and maintain working practices to reduce the nisk of SHE incidents occurnng

All SHE events are investigated by appropnate levels of management to ascertain the root cause of the event and, wherever possible,
working practices and procedures are improved to prevent re-occurrence In 2012, there were no prosecutions, fines or enforcement
actions taken as a result of non-compliance with safety, health or envirorimental legislation (2011 none}

Health and safety performance

Few controlled substances are used in the manufacture of our foams, but where they are, the Compary has estabhshed procedures,
which the relevant employees are trained on, to ensure the storage and handling of such substances are not only done safely butin
accordance with the regulatory requirements The manufactunng process does involve manual handing and processing of matenals
Whenever new or aliered equipment or matenals are introduced, and at regular pencds thereafter, the nsks to the processes are
assessed and, wheraver possible, mproverments are made, such as the design of the equipment, to reduce or ebminate the nsks
identrfied The Company’s most recent low pressure vessel, which was brought into operation in 2012, was specifically designed to
reduce the need for manual handling

The most stnictly controlled paris of the Group's sites are where high pressure gas 1s used The high pressure operating vessels are
subject to the Pressure Systems Safety Regulations 2000 in the UK and QSHA in the US Tightly defined procedures and operational
controls are in place to manage the safety of these pressure systems Fail-safe mechanisms known as Pressure Relief Valves (PRVs')
and bursting disks (which act ke fuses In an electncal system) are included m the design of the pressure systems, which when
tnggered allow depressunsation of sections of the system preventing any further nsks Operation of these fail-safe mechanisms
release harmless niirogen gas into the atmosphere

In 2012 there were five reportable lost time njunes in the Group, which were all manual handling related All Incidents have been fully
investigated and appropnale comrective actions have been taken

Year 2012 201 2010

Reportable lost time injunes 5 8 5

Environmental performance

The process used by Zotefoams to manufacture foam s one of the most environmentally fnendly methods to manufacture cross-
Iinked polymer foams Nitrogen gas, which is a harmless gas and compnses 78% of the earth’s atmosphere, 1s used to expand the
foams The common peroxide cross-inking agent, which strengthens the foam's propertes, 13 completely utiised dunng the
manufactunng process No other chemical additives are used in the Company’s basic foam products and, therefore, the basic foam
products have no toxic or volatite chermicals (such as sold chemical residues, CFC, HCFC or volatile hydrocarbons) Such substances
may be found in foams expanded chemically by the Company’s competitors

In 2012 the Group had 14 intemally recorded environmental ncidents (2011 13)
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Eight of these were noise or other complaints (2011 6) due to the close proximity of the Groydon site to residential areas All
complaints were investigated and actions taken

Four ncidents were minor chenical or oil spills (2011 4) which were dealt with appropriately and had no significant emvironmental
mpact Two ware releases of nitrogen gas into the ar from bursting disks (2011 3) While Zotefoams records this as an environmental
incident, prncipally on the grounds of loss of production and noise, the bursting disks are an essential part of the statutory safety
regime for the hugh pressure equipment and are evidence that the safety systems of the plant are functiorung as intended

The vast majonty of the waste produced by Zotefoams plc 1s either solid or foamed polyolefin Unfortunately, nesther of these is easity
recyclable by being melt processed {the process used to recycle most plastics) due to the essential cross-hinking step used on the
polymers to manufacture the foams

In 2012, 638 tonnes of waste was sent to landfil from the main site in Croydon This represents a significant reduction from 757
tonnes in 2011, despite higher production volumes, and demonstrates the iniatives taken to improve waste management

In 2012, water consumpton increased to 49,0003 from 38,000m3 1n 2011 A new menitenng programme has been introduced and
actions are being taken to reduce this consumption

The Group regularly monrtors its energy consumption, not only to reduce its carbon footpnng, but with increasing energy costs, to
keep the margins on its products to acceptable levels In 2012, efforts across the site continued to improve energy efficiency Energy
consumed per kg of matenal produced 1n 2012 improved by 1% compared to 2011 In October 2009 Zotefoams entered nto a
Chimate Change Levy (CCL) agreement, which involves the Comparny meeting specific largets to reduce its energy consumption
Providing Zotefoams meets the requirements of the CCL agreement it receves a rebate on its electneity bills and 15 also exempt from
the Carbon Reduction Commitment Scheme

Croydon site Year 2012 201 2010
Internally recorded environmental incidents 14 13 15
Waste sent to landfill (tonnes) 638 757 687
Water consumption (000s m?) 49 38 48
Energy consumption (Kwhr/Kg) 11.6 117 125
People

The people at Zotefoams are a key part of the success of the business Zotefoams operates an equal opportunities policy, as well as
a dignity at work policy and believes diversity (ethnicity, age, gender, language, sexual onentation, religion, socio-economic status,
personality and ability} of the employees promotes a better working environment which in turn leads to innovation and business
success Applications for employment by disabled persons are always fully considered and in the event of an employee becoming
disabled, every effort 15 made to ensure that their employment with the Group continues and that appropnate training 1s provided
where necessary It is the policy of the Group that the training, career development and promation of disabled persons should, as far
as possible, be identical to that of other employees

Zotefoams places constderable value on the involvement of is people and continues to keep them informed on matters affecting
them as employees and an the vanous factors affecting the performance of the Group This 1s achieved through formal and informal
meetings The Company operates a Joint Consultative Committee (JCC), which compnses an employee representative covenng each
department The JCC meets regularly and considers a wide range of matters affecting the employees’ current and future interests

Business ethics

Zotefoams s committed to high standards of business conduct and seeks to maintain these standards across all of its operations
throughout the world In 2012, the Company developed a formal ethics policy and updated its policies on anti-bnbery and comuption,
anti-fraud, employee share trading and whilstieblowing The ethics policy 1s available on the Company's website [t 1s also included
with the cther policies in the employee handbook Employees are made aware of the policies on joining Zotefoams and for those
employees, such as the sales staff, who work n areas that are considered to carry a greater nsk, regular traming i1s provided on
anti-bnbery and anti non-competitive trading practices
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Corporate Governance

The Company 1s committed to the pnnciples of corporate governance cortained in the UK Corporate Governance Gode {the "Code’)
for which the Board 1s accountable to shareholders The Code 1s available from the Financial Reporting Council's website
(www frc org uk)

Statement of compliance with the UK Corporate Governance Code
The Company comphed with all of the Code's provisions for the year ended 31 December 2012

Statement about applying the principles of the Code

The Company has applied the pnnciples set out In the Code, Including both the main pnnciples and the supporting principles, by
complying with the Code as reported above Further exptanation of how the pnnciples and supporting pnnciples have been appled is
set out below and in the Directors’ Remuneration Report and the Audit Committee Report

Board effectiveness

The Board's rofe 1s to provide the entrepreneunal leadership of the Company within a framework of prudent and effective controls
which enable nsk to be assessed and managed The Board sets the strategic ams of the Company, ensures that the necessary
resources are In place to achieve the Company's objectives and reviews management performance The Board's role Is to act as
representative of the shareholders, who are the Company’s owners, and focuses on the governance of the Company Management
15 delegated to the Executive Directors and the senior executive management of the Group

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

As part of therr role as members of a unitary Board, Non-Executve Directors constructively 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 themsetves on the integnty of financial nformation and that financial controls and systems
of nsk management are robust and defensible They are responsible for determining appropnate levels of remuneration of Executive
Directors and have a pnme role In apponting, and where necessary removing, Executive Directors, and in succession planning

The Board has three major committees which report into it and function within defined terms of reference These are the Audit
Committee, the Remuneration Committee and the Norminations Committee The terms of reference for these Committees are
avalable on the Company's website www zotefoams com and in paper form, on request to the Company Secretary In 2012, the
terms of reference for all the Committees were reviewed and updated, to ensure that they reflected best practice

The Board has put in place a schedule of matters that are reserved for its determination or which need to be reported to the Board
This schedule 1s rewewed regularly and was last updated in February 2013

Attendance details for 2012 by the Directors for meetings of the Board and these Committees are shown below

Formal Audnt Remuneration Norminations

Board mestings Commitiee meetings Committes mesetings Commiites meetings

Attendance at meetings Ehgible Attended Elgible Aftended Bigble Attended Elrgible Attanded
M-L Clayton 7 7 5 4 5 5 2 2
R J Clowes 7 7 5 5 5 5 2 2
N G Howard 7 7 n/a n/a 5 5 2 2
C G Hurst 7 7 n/a n/a n/a n/a n/a n/a
R H Lawson 2 2 2 2 2 2 1 1
D B Stirkng 7 7 n/a n/a n/a n/a n/a n/a
A Walker 7 7 5 5 5 5 2 2

Chairman and Managing Director

The Chamman is responsible for leadership of the Board, ensunng its effectiveness on all aspects of its role and setting its agenda
The Chatrman is also responsible for ensunng that the Directors receive accurate, timely and clear information The Charman
faciitates the effective contnbution of the Non-Executive Dhrectors in particular and ensures constructive refations between Executrve
and Non-Executive Directors

The Board considers that N G Howard has sufficient time to devote to his role as being the Chairman of the Company Mr Howard
only has one other significant commitment, which 1s being a non-executive director of Allance One International Inc {lIisted on the
New York Stock Exchange)

The Managing Oirector 1s responsible for the running of the Company’s business He 1S supported by the other Executive Director
and semior management team members n the Group

Board balance and independence

Since R H Lawson retired from office on 31 March 2012, the Board structure has comprised two Execuiive Directors, three
independent Non-Executive Directors and a Non-Executive Chairman R J Clowes replaced R H Lawson as the Senior Independent
Director on 5 March 2012

The Chairman, N G Howard, 1s also Charr of the Nommnatons Commutiee and a member of the Remuneration Committee Only the
respective Commuttee Charrs and members are entitled to be present at meetings of the Remuneration, Audit and Nomunatons
Committees, but others may attend at the inwvitation of the Commitiees Dunng the year the Charman met with the Non-Executive
Directors without the Executive Directors present and the Non-Executive Directors met without the Chairman being present
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Appointments to the Board and the Nominations Commuttee
Appointments to the Board are proposed by the Nominations Committee and approved by the Board

The Nominattons Committee compnses the Chairman, N G Howard (who 15 Charr of the Nomnations Committee), and the three
independent Non-Executive Directors N G Howard was independent on hus appomtment as Chairman The Committee operates
within a defined set of terms of reference from the Board and 1s responsible for putting in place succession plans for the Board {in
particular the Chairman and the Managing Director), reviewing the continuation i office of the Directors, managing the recruitment of
new Board members within a specification set by the Board and annually reviewing conflicts of interest authonsations granted to any
Board members The Committee met twice in 2012 to perform its duties as set out n its terms of reference

The Board acknowledges the benefits of diversity, including that of gender, but when considening appointments to the Board,
appontments are made purely on ment and against objective cntena Search consuttants are bnefed of these cntena and are
encouraged to cast ther search sufficiently wide to identify the best candidates Care Is taken to ensure that appointees, as well as
the existing Directors, have sufficient itime to devote to therr roles With two independent Non-Executive Directors anly being recently
appointed in 2011, it was not considered necessary to make any further appointments in 2012

Information and professional development

Each month all Directors receive management reports and bnefing papers in relation to Board matters New appontments to the
Board receive an induction and, if appropnate, training Traming 1s made available in order to fulfil the requirements of being a Director
of a Isted company The Directors have access to the Company Secretary and Independent professionat advisers, at the Compary's
expense, If required for the furtherance of ther duties

Board evaluation

A formal review of the performance of the Board and Commitiee performance 1s carmed out sach year The Chairman’s performance
s reviewed by the other Non-Executive Directors in consultation with the Executive Directors  The other Non-Executive Directors'
performance 1s evaluated by the Chairman in consultation with the Executive Directars The Executive Teams' performance is
evaluated by the Remuneration Commitiee in conjunction with the Managing Director (except in the case of the Managing Director,
when the Managing Director 1s not present)

The evaluation of the Board takes the form of a questionnaire, prepared by the Chairman, and the results are compiled and
discussed, with actions agreed Each Committee undertakes its own evaluation, led by the relevant Chair in consultation wath the
Company Secretary These take the form of a questionnaire and a discussion reviewing the work undertaken dunng the year and
actions agreed Due to the Company's stze, the Board feels, at this stage, it 15 not appropnate to use the services of an external
faciitator for its annual evaluation, but will keep the matter under review From the 2012 evaluation, the Board had dentified the
banefits of switching to using one of the commercially available electronic packages for the secure and prompt distrioution, access
and storage of Board information for its meetings All the evaluations were completed satisfactonty

Re-election

Re-election of Board members 1s required by the Articlas at the first AGM following appointment and normally once every three ygars
thereafter However the Code requires all directors of FTSE350 companies to stand for annual re-election Although the Company 15
not within the FTSE350, the majonty of Premium Listed companies have now adopted the practice for ali thewr directors to stand for
annual re-election The Board has decided that all of the Directors will stand for annual re-glection at the 2013 AGM, as they did at
the 2012 AGM

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

Financial reporting
The Directors’ responsibilities for preparing the financial statements are set out In the Statement of Directors' Responsibiiies

Audit Comnuttee and Auditor
A separate Audit Committee Report prowides details of the role and activibes of the Committee and its relationship with the External
Audror

Going concern

The Company’s business activities, together with the factors likely to affect /s future development, performance and position are set
out In the Business Review on pages 12 0 15 and the section entitied ‘Pnncipal Risks and Uncertanties’ on page 16 This also
describes the financial position of the Company, its cash flows and liquidity position In addition, note 19 to the financial statements
includes the Company's chjectivas, policies and processes for managing its capital, its financial nsk management objectives, details
of its financial instruments and hedging actmviies, borrowing factities, and its exposure to credit nsk and liquidity nsk As a
consequence, the Directors believe that the Company 15 well placed to manage its business nsks

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

Relations with shareholders

The Company 1s always wiling, where practicable, to discuss with its shareholders is objectves to promote a mutual understanding
Meetings with institutional shareholders are held twice a year following the announcements of the Group's ntenm and final results
Other meetings are held at institutional shareholders' request To ensure that the Board, particufarty the Non-Executive Directors,
understands the wews of the shareholders, the Company's corporate brokers provide summary feedback from the investor meetings
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Corporate Governance continued

that they arrange, in particular the meetings held following the intenm and final results anncuncements The Charman and R J Clowes
{the Senior Independent Non-Executive Director) are avallable to meet institutional shareholders, as well as the other Non-Executive
Directors, if requested

The Board considers the Annual Report and financial statements and the AGM to be the pnmary vehicles for communication
with pnvate investors The Chars of the Audit and Remuneration Committees will normally be present to speak at the AGM
The Chairman, being also the Char of the Nominations Committee, will normally be present as well The corporate website
www zotefoams com contains further information on the Company

Internal control

The Board has apphed the 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 in accordance with the revised guidance on internal control published in October 2005 (the Turmbull
Guidance) The Board Is responsible for the Group’s system of nternal control and for reviewing s effectiveness Such a system s
designed to manage rather than eliminate the risk of fallure to achieve business objectives, and can only provide reasonable and not
absolute assurance against matenal misstatement or loss

In compliance with the Code, the Board regularly reviews the effectiveness of the Group's system of internai conitrol, as well as how it
1s reported to the Board The Board's monttoring covers all controls, including financial, operational and comphiance contrals and nisk
management |t is 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 remedied and indicate a need for more
extensive monitoring 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 penod covered by the report The Audit Committee assists
the Board in discharging s review responsibiliies

Durning the course of its review of the system of internal control, the Board had not identfied nor been adwised of any failings or
weaknesses which it has determined to be sigmificant Therefore a confirmation In respect of necessary actions has not been
considered appropriate

Key elements of the Group’s system of internal controls are as follows

Control environment

The Group has an appropnate organsational structure for planning, executing, controling and monitonng business operations I
order to achieve Group objectives Qverall business objectives are set by the Board and communicated through the organisation
Lines of responsibility and delegations of authonty are documented

Risk identification

Group management 1s responsible for the identificatron and evaluation of key nsks applicable to its areas of busingss These risks are
assessed on a continual basis and may be assocated with a vanety of internal or external sources including control breakdowns,
disruption in information systems or the Company’s commercial supply chain, competiion, natural catastrophe and regulatory
requirements

Information and communication
Annual budgets are a key part of the planning process and performance against plan is actively moniored at Board lavel supported
by quarterly forecasts Statistics and commentary on actual operating performance are made avallable to all Directors manthly

Through these mechanisms, Group performance 15 continually monitored, nsks identified in a timely manner, therr financial
implications assessed, control procedures re-evaluated and corrective actions agreed and implernented

Control procedures

The Group has implemented control procedures designad to ensure complete and accurate accounting for financial transactions and

to hrmit the potential exposure to loss of assets or fraud Measures {aken include physical controls, segregation of duties, reviews by |
management, internal audit and external audit to the extent necessary to armve at their audit opinion |

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

Monmitonng and corrective action

There are clear and consistent procedures in place for monitonng the system of internal financial and non-financial controls The Audit
Committee normally meets three times a year and, within its remit, reviews the effectiveness of the Group's system of internal financial
controls The Comimittee receives reports from External Auditors, Internal Auditors and management

Naon-financial controls are reviewed regularly by executive management who report any issues and corrective actions taken directly to \
the Board :
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Statement of Directors’ Responsibilities
in Respect of the Annual Report

The Directors are responsible for prepanng the Annual Report, the Directors’ Remuneration Report and the financial statements in
accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have
prepared the Group and Parent Company financial statements in accordance with International Financtal Reporting Standards
{IFRSs) as adopted by the European Union  Under company law the Directors must not approve the financial statements unless they
are satisfied that they give a true and far view of the state of affars of the Group and the Company and of the profit or loss of the
Company and Group for that penod In prepanng these financial staternents, the Directors are requyred to
select surtable accounting policies and then apply them consistently,
+ make judgements and accounting estimates that are reasonable and prudent,
« state whether applicable IFRSs as adopted by the European Union have been followed, subject 1o any matenal departures
disclosed and explained in the financial statements, and
s prepare the financial statements on the going concern basis unless 1t 1S Inapprepriate to presume that the Company will continue
In business

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain the Company’s
transactions and disclose with reasonable accuracy at any time the financial position of the Company and the Group and enable
them to ensure that the finanoial statements and the Directors’ Remuneration Report comply wath the Companies Act 2006 and, as
regards the Group financial statements, Article 4 of the IAS Regulation They are also responsible for safeguarding the assets of the
Company and the Group and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties

The Direciors are responsible for the mantenance and integrity of the Company's website Legislation in the United Kingdom
governing the preparation and disseminatton of financial statements may differ from legislation in other junsdictons

Each of the Directors, whose names and functions are listed on pages 18 to 18 of the Annual Report confirms that, to the best of ther

knowledge

+ the Group financial statements, which have been prepared in accordance with IFRSs as adopted by the EU, give a true and fair
view of the assets, labuiies, financial position and profit of the Group, and

» the Dwrectors' Report beginning on page 20 of the Annual Repart includes a farr review of the development and performance of
the business and the position of the Group, together with a descnption of the pnncipal nsks and uncertanties that o faces

By order of the Board

C G Hurst
Finance Director

35

UOIELLIOJU| 81B40dI0D



36 Zotefoams plc Annual Report 2012

Financial Statements

Independent Auditor’s Report

to the members of Zotefoams plc

We have audited the financial statements of Zotefoams plc for the year ended 31 December 2012 which compnse the Consalidated
Income Statement, the Consolidated Statement of Comprehensive Income, the Consolidated and Parent Company Statements of
Financial Position, the Consolidated and Parent Company Cash Flow Statements, the Consolidated and Parent Comparny
Statements of Changes in Equity and the related notes The financial reporting framework that has been applied in ther preparation 1s
applicable law and International Financial Reporting Standards (FRSs) as adopled by the European bnion and, as regards the Parent
Company financial statements, as applied in accordance with the provisions of the Companies Act 2006

Respective responsibilities of Directors and Auditor

As explained more fully in the Statement of Directors’ Responaibiliies set out on page 35, the Directors are responsible for the
preparation of the financial statements and for being sabsfied that they give a true and far vew Our responsibiity 1s to audit and
express an opinion on the financial statements in accordance with applicable law and Intemational Standards on Audiing (UK and
Ireland) Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors

This report, Including the opinions, has been prepared for and only for the Company’s members as a body 1in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose Wa do not, In giving these cpinions, accept or assume
responsibiity for any other purpose or o any other person to whom this report 1s shown or into whose hands it may come save
where expressly agreed by our prior consent in wnting

Scope of the audit of the financial statements

An audit nvolves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements ars free from matenal misstatement, whether caused by fraud or error This includes an
assessment of whether the accounting pelicies are appropnate to the group's and the parent company's circumstances and have
been consistently apphed and adequately disclosed, the reasonableness of significant accounting estmates made by the directors,
and the overall presentation of the financial statements In addibon, we read all the financial and non-financial information in the
Annual Report to identify matenal inconsistencies with the audited financial statements If we become aware of any apparent matenal
misstatements or nconsistencies we consider the mphcabons for our report

Opinton on financial statements

In our opinion
the financial statements give a true and farr view of the state of the Group’s and of the Parent Company’s affarrs as at 31
December 2012 and of the Group’s profit and Group's and Parent Company’s cash flows for the year then ended,

+ the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the European Unson,

+ the Parent Company financial statements have been properly prepared in accordance with IFRSs as adopted by the European
Union and as applied in accordance with the provisions of the Companies Act 2006, and

* the financial statements have been prepared m accordance with the requirements of the Companes Act 2006 and, as regards the
Group financial statements, Article 4 of the IAS Regulation

Opiniton on other matters prescribed by the Companies Act 2006

In our opinion

* the part of the Directors’ Remuneration Report to be audited has been property prepared i accordance with the Companes
Act 20086,

+ the information given in the Directors’ Report for the financial year for which the financial statements are prepared 1s consistent
with the financial statements, and

* the mformation given in the Corporate Governance Statement set out on pages 32 to 34 with respect to internal control and nsk
management systems and about share capital structures = consistent with the financial statements

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

Under the Companies Act 2006 we are required to report to you I, in our opinion
* adequate accounting records have not been kept by the Parent Comparty, or returns adequate for our audit have not been
received from branches not wisited by us, or

* the Parent Compary financial statements and the part of the Drectors’ Remuneration Report to be audited are not in agreement
with the accounting records and retums, or

* certan disclosures of Directors’ remuneration specified by law are not made, or

* we have not received all the information and explanabons we require for our audit, or

* acorporate governance statement has not been prepared by the Parent Company

Under the Llstlng Rules we are required to review

4 March 2013
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2012 201
Note £000 £000
Revenue 2 47,188 44,208
Cost of sales (33,521) (31,624)
Gross profit 13,667 12,584
Distrbution costs (3,308) (3,114)
Administrative expenses (4,329) (3.880)
Operating profit 6,030 5,590
Financial ncome 5 1,029 1,135
Finance costs 5 (1,133) {1,260)
Profit before tax 5,926 5,465
Taxation 6 {1,198} {911)
Profit for the year 4,728 4,554
Attnbutable to
Equity holders of the Parent 4,728 4,497
Non-controlling interest - 57
4,728 4,554
Earnings per share Basic (p) 7 121 118
Diluted (p) 7 119 115

Notes on pages 46 to 70 form part of these financial statements
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Consolidated Statement of

Comprehensive Income
for the year ended 31 December 2012

2012 2011

£000 £000
Praofit for the year 4,728 4,554
Other comprehensive income
Foreign exchange translation differences on investment i foreign subsicharies {445) (10}
Effective portion of changes in far value of cash flow hedges net of recycling 13 18
Actuanal losses on defined benefit schemes (2,814) (1,709)
Effect of revaluation of defined benefit scheme under CPI - 1,140
Tax relating to effective portion of changes in farr value of cash flow hedges net of recycling 4 (4)
Tax relating to actuanal losses on defined benefit schemes 648 426
Tax relating to effect of revaluation of defined benefit scheme under CPI - {285)
Other comprehensive expenditure for the penod, net of tax {2,602) {420
Total comprehensive tncome for the year 2,126 4,134
Attnbutable to
Equity holders of the Parent 2,126 4,018
Non-controfling interest - 116

2126 4,134

Total comprehensive income for the year

Notes on pages 46 to 70 form part of these financial statements
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Consolidated Statement of

Financial Position
as at 31 December 2012

2012 201
Note £000 £000

Non-current assets
Property, plant and equipment 9 25,869 25,433
Intangible assets 10 5,248 5,729
Deferred tax assets 17 460 480
Total non-current assets 31,577 31,852
Current assets
Inventones 12 6,640 5,927
Trade and other recewvables 13 11,612 10,533
Cash and cash equivalents 14 3,608 3,403
Total current assets 21,950 19,863
Total assets 53,527 51.515
Current hiabihties
Interest-bearing loans and borrowings 16 (1,360} (660}
Tax payable (801) (787)
Trade and other payables 15 {4,921) (7,887)
Total current habilities (7,082) (9,334)
Non-current habilities
Interest-bearng loans and borrowings 16 (2,962) (820}
Employee benefits 21 (7,172) (4,944)
Deferred tax habilities 17 (621) (1,165)
Total non-current halities {10,755) (6,929)
Total habilities {17,837) {16,263)
Total net assets 35,690 35,252
Equity
Issued share capital 18 1,992 1,992
Own shares held (36) {58}
Share premium 16,090 16,090
Capital redemption reserve 15 15
Translation reserve 345 790
Hedging reserve (38} (51)
Retained earnings 17,322 16,474
Total equity attributable to the equity holders of the Parent 35,690 35,252
Non-controlling mnterest - -
Total equity 35,690 35,252

Notes on pages 46 to 70 form part of these financial statements

These financial statemeants were approved by the Board of Directors on 4 March 2013 and signed on Iis behalf by

C G Hurst
Finance Director

GCompany number 2714645
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Company Statement of Financial Position

as at 31 December 2012

2012 2011
Nota £000 £000

Non-current assets
Property, plant and equipment 9 22227 21,098
Intangible assets 10 - -
Investment In subsidiaries 11 6,352 6,352
Total non-current assets 28,579 27,450
Current assets
Inventores 12 5,447 4,713
Trade and other receivables 13 12,061 11,479
Cash and cash equivalents 14 3,178 1.611
Total current assets 20,686 17,803
Total assets 49,265 45,253
Current habtlities
Interest-beanng loans and borrowings i6 {1,360) (982}
Tax payable (801) (782}
Trade and other payables 15 (4,434) {5,141}
Total current hahilities (6,595) (6,905)
Non-current hiabilities
Interest-bearing loans and borrowings 16 (2,962) {820)
Employee benefits 21 (7,172) (4,944)
Deferred tax habilities 17 (621) {1,165)
Total non-current habilities (10,755) (6,929)
Total habifrhes (17,350) (13,834)
Total net assets 31,915 31,419
Equity
Issued share capital 18 1,992 1,992
Own shares held (36} {58)
Share premium 16,090 16,090
Caprtal redemption reserve 15 15
Hedging reserve (38) {51)
Retamed earnings 13,892 13,431
Total equity attributable to the equity holders of the Company 31,915 31,419

Notes on pages 46 to 70 form part of these financial statements

These financial statements were approved by the Board of Directors on 4 March 2013 and signed on its bebhalf by

C G Hurst W
Finance Director

Company number 2714645
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Consolidated Statement of Cash Flows

for the year ended 31 December 2012 m
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2012 2001 2

Note £000 £000 Q

Cash flows from operating activities %

Profit for the year 4,728 4,554 3

Adjustments for 2

Depreciation, amortisation and impairment 3,312 3213 &
Financial income ) (1,029) (1,135}
Finance costs 1,133 1,260
Equity-settled share-based payments 161 125
Taxation 1,198 911
Operating profit before changes in working capital and provisions 9,503 8,928
Increase n trade and other receivables (1,165) (1,040}
Increase In Inventories (746) (1,778}
(Decrease)increase in trade and other payables (644) 634
Employee bensiit contnbutions (660) (660)
Cash generated from operations 6,288 6,084
Interest pad (38) (52}
Tax pad (992) (1,053}
Net cash from operating activities 5,258 4,979
Interest received 2 5
Acquisition of MuCell (2,231) (2,179}
Acquisition of intangible assets {63) (311}
Acquisition of property, plant and equipment {3,683) {2,744}
Net cash used in investing activities (5,975) (5,229}
Proceeds from 1ssue of share capital 46 2,376
Repurchase of own shares - (114)
Repayment of borrowings (660) (660)
New loans taken out 3,500 -
Drstribution by subsidiary to non-controliing interest - (25)
Dividends paid (1,956) {1,835)
Net cash generated/{used) in financing activibies 930 (258)
Net increase/{decrease) in cash and cash equivalents 213 (508)
Cash and cash equivalents at 1 January 3,403 4,005
Effect of exchange rate fluctuations on cash held 82 (24)
Cash and cash equivalents at 31 December 14 3,698 3,403

Cash and cash equivalents compnse cash at bank and short-term highly lquid investments with a matunty date of less than
three months

Notes on pages 46 to 70 form part of these financial statements
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Company Statement of Cash Flows

for the year ended 31 December 2012

2012 2011
Nota FO00 £000

Cash flows from operating activities
Profit for the year 4,341 3,885
Adjustments for
Depreciatton, amortisation and impairment 2,425 2,482
Foreign exchange losses - 105
Loss on disposal of plant and equipment 66 -
Financial income {1,028) (1,163
Finance costs 1,133 1,285
Equity-settled share-based payments 161 125
Taxation 1,180 1,012
Operating profit before changes in working capital and provisions 8,278 7,731
Increase in trade and other recevables {575) {2,480)
Increase In Inventones {734) (1,541)
(Cecrease)/increase In trade and other payables (660) 562
Employee benefit contributions (660) (660)
Cash generated from operations 5,649 3,612
Interest paid (38} 77}
Tax pad {1,000} {1,008}
Net cash flow from operating activities 4,611 2,527
Interest receved 2 33
Investment in substdiary - (2,489
Repayment of intercompany loan - 4,058
Acquisition of property, plant and equipment (3,656) (2.524)
Net cash used in investing activities (3,654) (922}
Proceeds from 1ssue of share capital 46 2,376
Purchase of own shares - {114)
Intercompany loan pad (322) (3,291)
Intercompany loan receved - 322
Repayment of borrowings (660) (660)
New loans taken out 3,500 -
Dividends paid (1,956) (1,835}
Net cash generated/(used) in financing activities 608 (3,202)
Net increase/(decrease} in cash and cash equivalents 1,565 (1,997)
Cash and cash equivalents at 1 January 1,611 3,287
Effect of exchange fluctuations on cash held 2 {79)
Cash and cash equivalents at 31 December 14 3,178 1,611

Notes on pages 46 to 70 form part of these financial statements
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Consolidated Statement of Changes

in Equity

for the year ended 31 December 2012

Note

Own

Share shares

capital
£000

heid
£QQ0

Translaton
raserve
£000

Hedging
resenve
£000

Rataned
eamngs

Attnbutable
to owners
of the
Parent

Non-

rierest
£o00

Total
aquity
£000

Balance at
1 January 2011

1,915

69)

858

(69)

14,155

30,747

4,267

35,014

Profit for year

4,497

4,497

57

4,554

Other comprehensive
ncome

Foreign exchange
translation
differences on
mvestment in foreign
subsidiaries

Effective portion of
changes n farr value
of cash flow hedges
net of recycling

Actuanal losses on
defined benefit
scheme

Effect of revaluation
of defined benefit
scheme under CPI

Tax relating to effective
portion of changes
in far value of cash
flow hedges net of
recycling

Tax relating to actuanal
losses on defined
benefit scheme

Tax relating 1o effect of
revaluation of defined
benefit scheme
under CPI

(69}

18

{1,705)

1,140

{4

426

(285)

69)

18

(1,703}

1,140

{4)

426

{285}

59

(10}

i8

{1,705}

1,140

(4)

426

(285)

Total other
comprehensive
{expendrture)/ income

(69)

18

(428)

{479)

59

(420}

Total comprehensive
(expenditure)/income
for the year

t

(€9}

18

4,069

4,018

116

4,134

Transactions with
owners of the Parent

Shares 1ssued/options
exercised

Shares acquired

Equity-settled share-
based payment
transactions net
of tax

Acquisition of non-
controling interest

Dividends 7

77

15
@

135
(110)

60

(1,839)

2.376
(114}

60

(1,835)

{4,358)
25

2376
(114}

60

(4,358}
(1.860)

Total transactions with
owners of the Parent

77

11

2,149

(1,750)

487

(4.383)

(3.896)

Balance at
31 December 2011
and 1 January 2012

1,992

(58)

16,090

15

790

(51

16,474

35,252

35,252

Profit for year

4,728

4,728

4,728
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Consolidated Statement of Changes

in Equity continued
for the year ended 31 December 2012

Attnbutable
Owni Capital to owners Non-
Share shares Share redemption  Transiation Hedging Rataned ofthe controfiing
capital hald  premium reserve raserve reserve  gamings Parent interest
Note £000 £000 2000 £000 £000 £000 £000 £000 £000

Totzal
equity

Other comprehensive

mcome
Foreign exchange

translation

differences on

Investment in foreign

subsidianes - - -
Effective portion of

changes in far value

of cash flow hedges

net of recychng - - - - - i3 - 13 -
Actuanal losses on

defined benefit

scheme - - - - - - (2814 (2.814) -
Tax relating to effective

portion of changes

int far value of cash

flow hedges net of

recycling - - - - - - @ 4 -
Tax relating to actuanal

losses on defined

benefit scheme - - - - - - 648 648 -

(445) - - (445 -

{(445)

13

{2.814)

)

648

Total other
comprehensive
{expenditure)/ Income - — _

{448) 13 (2170)  (2,602) -

(2,602)

Total comprehensive
{expenditure)/
income for the year - - -

{445) 13 2558 2,126 -

2,126

Transactions with

owners of the

Parent:
Shares issued/options

exercised - 22 - - - - 24 46 -
Equity-setiled share-

based payment

transactions net

of tax - - - - - - 222 222 -
Dividends 7 - - - - - - (1,956} (1,956) -

46

222
(1,956}

Total transactions
with owners of the
Parent - 22 - - -

(1.710) (1,688) -

(1.688)

Balance at
31 December 2012 1,992 {36) 16,090 15 5 (38) 17,322 35,690 -

35,690

The aggregate current and deferred tax relating to items that are credited to equity 1s £705,000 (2011 a credit of £70,000)
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in Eq'lajityy 2
for the year ended 31 December 2012
Own Caputal
Share shares Share rédemnption Hedging  Retaned Total
capital held premium reserve reserve aamings equity
Nota £000 £000 £000 £000 £000 £000 £000

Balance at 1 January 2011 1,815 {69) 13,941 15 69 11,724 27,457
Profit for year - - - - - 3,885 3,885
Other comprehensive Income
Effective portion of changes in fair value of cash

flow hedges net of recycling - - - - 18 - 18
Actuanal losses on defined benefit scheme - - - - - (1,705) (1,705)
Effect of revaluation of defined benefit scheme

under CPI - - - - - 1,140 1,140
Tax relating to effective portion of changes in

fair value of cash flow hedges net of racycling - - - - - 4 {4)
Tax relating to actuarial losses on defined benefit

scheme - - - - - 426 426
Tax relating to effect of revaluation of defined

benefit scheme under CPI - - - - - (285) (285)
Total other comprehensive Income/expenditure) - - - - 18 (428) (410}
Total comprehensive iIncome/(expenditure)

for the year - - - - 18 3,457 3,475
Transactions with owners of the Parent
Shares 1ssued/options exercised 77 15 2,149 - - 135 2,376
Shares acquired - {4 - - - (110) (114)
Equity-settled share-based payment transactions

net of tax - - - - - 80 60
Dividends 7 - - - - - (1,835) (1,835
Total transactions with owners of the Parent 77 k! 2,149 - - (1,750) 487
Balance at 31 December 2011 N
and 1 January 2012 1,992 (58) 16,080 15 (51} 13,431 31,419
Profit for year - - - - - 4,34 4,341
Other comprehensive iIncome*
Effective portion of changes in fair value of cash flow

hedges net of recycling - - - - 13 - 13
Actuanal losses on defined benefit scheme - - - - - (2,814} (2,814)
Tax relating to effective portion of changes in far

value of cash flow hedges net of recycling - - - - - (4) (4)
Tax relating to actuarnal losses on defined benefit

scheme - - - - - 648 648
Total other comprehensive iIncome/(expenditure) - - - - 13 @2,470) (2,157)
Total comprehensive income/(expenditure}

for the year - - - - 13 217 2,184
Transactions with owners of the Parent:
Shares 1ssued/options exercised - 22 - - - 24 46
Equity-settied share-based payment transactions

net of tax - - - - - 222 222
Dividends 7 - - - - - {(1,958) (1,956)
Total transactions with owners of the Parent - 22 - - - {1,710} {1,688
Balance at 31 December 2012 1,992 (36) 16,090 15 (38) 13,892 31,915

The aggregate current and deferred tax relating to iterns that are credited to equity 1s £705,000 (2011 a credit of £70,000)

45

SjuaLWa)eIS [RIDUBULY



46 Zotefoams plc Annual Report 2012

Financial Statements

Notes

1. Accounting policies
Zotefoams plc {the ‘Company') 1s a Company incorporated n Great Britain

The Group financtal statements consolidate those of the Company and its subsidanes {together referred to as the ‘Group’) The
Parent Company financial statements praesent information about the Company as a separate enity and not about its Group

Both Parent Company financial statements and the Group financial statements have been prepared and approved by the Directors in
accordance with International Financial Reporting Standards as adopted by the EU {Adepted IFRS} COn publishing the Parent
Company financial 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 s indmvidual Income Statement and related notes that form part of these
approved financial staterments

These financial statements were approved by the Board on 4 March 2013

Judgements made by the Directors, in the applcation of these accounting policies that have a significant effect on the financial
statements and estimates with a significant nsk of matenal adjustment in the next year, are discussed in note 24

The Company's bustness activities, together with the factors likely to affect s fulure development, performance and position are set
out in the Business Review on pages 12 to 15 and the section entitled Prncipal Risks and Uncertainties on page 16 This also
descnbes the financial position of the Company, Its cash flows and liquidity position In addition, note 19 to the financial statements
includes the Company’s objectives, policies and processes for managing its capital, its financial nsk management objectives, detalls
of its financial Instruments and hedging activities, borrowing facilities, and Its exposure to credit nsk and hguidity nsk As a
consequence, the Directors bebeve that the Company 1s well placed to manage its business nsks

The Dwectors therefore have a reasonable expectation that the Company has adequate resources to continue in operational
exstence for the foreseeable future Thus they continue to adopt the going concem basis of accounting in prepanng the annuat
financial statements

The principal accounting policies adopted in the preparation of the Group's consolidated financial statements and the Company’s
indnadual financial statements are set out below The policies have been consistently applied to all of the statements presented

a) Measurement convention
The financial statements are prepared on the histonical cost basis with the following exceptions
s denvative financial nstruments are stated at their far value

b) Basis of consclidation

i) Subsidianes

Subsidianes are entities controlled by the Company Control exists when the Company has the power, directly or indirectly, to govern
the financial and operating policies of an entity so as to obtain benefits from its actvities In assessing control, potential voting nghits
that presently are exercisable or convertible are taken into account The financial statements of subsidianes are included in the
consolidated financral statements from the date that control commences until the date that control ceases

1} Transactions eliminated on consolidation

Intra-group balances and transactions, ncluding any unreahsed gans and losses or Income and expenses ansing from such
transactions, are ehminated in prepanng the financial statements Unrealised losses are eliminated in the same way as unrealised
gains, but only to the extent that thera 1s no evidence of Imparmeant

m) Accounting for business combinations

Business combinations are accounted for using the acquisibon method as at the acquisition date, which 1s the date on which control
1s transferred to the Group Control 1s the power to govern the financial and operating policies of an entity so as to obtain benefits
from its actvities In assessing control, the Group takes into consideration potential voting nghis that currently are exercisable

For acquistions on or after 1 January 2010, the Group measures goodwill at the acquisition date as

s the far value of the consideration transferred, plus

* the recognised amount of any non-controlling interests in the acquiree, plus

« |f the business combination 1s achieved in stages, the fair value remeasured at acquisition date of the existing equity interest in the
acquiree, less

» the nei recogmsed amount {generally fair value) of the identifiable assets acquired and labilites assumed

When ihe excess I1s negative, a bargain purchase gan s recognised immediately in profit or loss The consideration transferred does
not Include ameunts related to the settlement of pre-existing relationships Such amounts are generally recognised i profit or loss
Costs related to the acquisiion, other than those associated with the issue of debt or equity secunties, that the Group incurs in
connection with a business combination are expensed as ncurred

Any contingent consideration payable i1s recognised at far value at the acquisition date 1f the contingent consideration 1s classified as
equity, it 1s not re-measured and settlement i1s accounted for within equity Otherwise, subsequent changes to the far value of the
contingent consideration are recogmised in profit or loss
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1 Accounting policies continued

When share-based payment awards {replacement awards) are required to be exchanged for awards held by the acquiree employees
(acquiree awards) and relate to past services, then all or a portion of the amount of the acquirer replacement awards are included in
measuring the consideration transferred in the business combinaton This determination 1s based on the market-based value of the
replacerment awards compared with the market-based value of the acquires awards and the extent to which the replacement awards
relate to past and/or fulure service

Acquisttions and disposals of non-controliing mnterests

Acquisitions and disposals of non-controlling interests that do not result In a change of control are accounted for as transactions with
owners In their capacity as owners and therefore no goodwill 1s recogrised as a result of such transactions The adjustments to
non-controling interests are based on a proportionate amount of the net assets of the subsidiary Any difference between the pnce
paid or received and the amount by which non-controlling interests are adjusted 1s recogrused directly In equity and attnbuted to the
owners of the Parent

Pnor to the adoption of IAS27 (2008), goodwill was recognised on the acquisititon of non-controlling interests in a subsidiary, which
represented the excess of the cost of the additional investment over the carrying amount of the nterest In the net assets acquired at
the date of the transaction

c) Foreign currency
1) Foreign currency transactions
Transactions in foreign currencies are transiated at the foreign exchange rate prevaiing at the tme of the transaction

Monetary assets and llabilies denominated in forelgn currencies at the balance sheet date are translated to sterling at the foreign
exchange rate ruling at that date Forexgn exchange differences ansing on translatton are recognised in the Income Statement
Non-monetary assets and labilies that are measured in terms of histoncal cost 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 labilitres of foretgn operations, including fair value adjustments ansing on consolidation, are translated to sterling at
foreign exchange rates ruling at the balance sheet date The revenues and expenses of foreign operations are translated to sterling at
the average rate of exchange ruling during the year where this rate approximates to the foresgn exchange rates ruling at the dates of
the transactons

Exchange differences ansing from this translation of foreign operations since 1 January 2004 are taken directly to translation reserve
They are released into the Income Statement upon disposal

d) Denvative financial instruments

The Group uses denvative financial Instruments to hedge its exposure to foreign exchange risks arnising from operational, financing
and investment activities In accordance with its treasury policy, the Group does not hold or 1ssue denvative financial instruments for
trading purposes However, denvatives that do not qualify for hedge accounting are accounted for as trading instruments

Denvative financial nstruments are recogrised inttially at far value Subseqguent to initial recognition, denvative financial instruments
are stated at farr value The gain or loss on re-measurement IS recognised immediately in the Income Statement Where dervatives
qualify for hedge accounting, recogrition of any resultant gan or loss depends on the nature of the item being hedged (see
accounting policy () N
The farr value of forward exchange contracts 1s therr quoted market pnce at the balance sheet date, being the present value of the
guoted forward pnce

e) Cash flow hedging

When a dervative financral instrument is designated as a hedge of the vanability in cash flows of a recogrused asset or liabiity, or of
a highly probable forecasted transaction, the effective part of any gain or loss on the dernvative financial instrument 1s recognised
directly in equity If a hedge of a forecasted transaction subsequently results in the recogrition of a financial asset or a financial
hability, 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 acquired or liabiity assumed affects the Income Statement

The ineffective part of any gain or loss 1s recognised immediately in the Income Statement

When a hedging instrument expires or 1S sold, termminated or exercised, or the entity revokes designation of the hedge relationship but
the hedged forecast transaction 1s still expected to oceur, the cumulative gan or loss at that point remains 1N equity and 1s recognised
N accordance with the above policy when the transaction occcurs If the hedged transaction is no longer expected to take place, then
the cumulative unreahsed gain or loss recognised In equity s recognised immediately in the Income Statement

f) Investments in subsidianes
Irvestments in subsichanes are stated at cost less provision for impaiment
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Notes continued

1. Accounting policies continued

g) Property, plant and equipment

1) Owned assets

itemns of property, plant and equipment are stated at cost or deemed cost less accumulated depreciation and impairment losses (see
accounting policy (I

When parts of an item of property, plant and equipment have different useful lives, those components are accounted for as separate
temns of property, 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 {or its intended use

1) Leased assets
Leases i terms of which the Group assumes substantially all of the nsks and rewards of ownership are classified as finance leases
Lease payments are accounted for as descnbed in accounting pelicy {r)

) Depreciation
Depreciation 1s charged to the Income Statement on a straight ine basis over the estimated useful Ives of each part of the item of
property, plant and equipment Land 1s not depreciated The estimated useful ives are as follows

Buildings 20 years
Plant and equipment 5-15 years
Fixtures and fittings 3-5 years

Assets under construction are not depreciated untl after the end of the quarter that the asset 1s in the location and condition
necessary for its intended use

h) Intangible assets

1) Research and development

Expenditure on research actvities undertaken with the prospact of ganing new scientific or techrnical knowledge and understanding
I1s recognised In the Income Statement as an expense as incurred Expenditure on development activities, whereby research findings
are applied to a plan or design for the production of new or substantially improved products and processes, Is capitalised if the
product or process 1s technically and commercially feasible and the Group has sufficient resources to complete development No
research and development expenditure has been capitalised to date

uy Goodwill

Goodwill represents the excess of the cost of acquisition over the farr value of the Group's interest in the identifiable assets, habiliies
and contingent liabiities acquired in a business combination Goodwill 1s stated at the amount recogmised on acquistton date less
any accumulated imparment losses

) Other intangible assets

Intangible assets acquired from a business combination are capitalised at far value as at the date of acquistion and amortised over
therr estimated useful economuc Iife Their carrying value 1s the farr value at acquisition less cumulative amortisation and any
imparment An intangible asset acquired as part of a business combination 1s recognised outside goodwill if the asset 1s separable or
anses from cantractual or ather legal nghts and its fair value can be measured reliably The estimated useful ives of the intangible
assets are as follows

Marketing related 5-15 years
Customer related 210 years
Technology related 5-20 years

Amortisation methods, useful Iives and residual values are reviewed at each reporting date and adjusted if appropnate

Other intangible assets including patents that are purchased by the Group and have finite useful lives are measured at cost less
accumulated amortisation and accumulated impairment losses The cost is the purchase prnce of the asset Amortisation s charged
to the Income Statement on a straight !ine basis over the estimated useful lives of the assets Expenditure on intemally generated
goodwll and brands i1s recogmsed in the Income Statement as an expense as incurred

1) Trade and other receivables
Trade and other recenables are stated at therr nominal amounts less iImpairment losses (see accountng pohcy (1))

1} Inventones
Inventones are stated at the lower of cost and net realisable value Net realsable value Is the estimated selling pnce in the ordinary
course of business, less the estimated costs of completion and selling expenses

In determining the cost of raw matenals, consumables and goods purchased for resale, the weighted average purchase pnice Is used
For work in progress and firished goods manufactured by the Group, cost 1s taken as preduction cost, which includes an appropnate
proportion of atinbutable overheads
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1. Accounting policies continued

k) Cash and cash equivalents

Cash and cash equivalents compnse cash balances and call deposits with an onginal matunty of three months or less Bank
overdrafts that are repayable on demand and form an integral part of the Group's cash management are included as a component
of cash and cash equwvalents for the purposes of the Statement of Cash Flows

1} Impairment

The carrying amounts of the Group's assets, other than inventones (see accounting policy (j)), employee benefits {see accounting
policy (o)) and deferred tax assets (see accounting policy (), are reviewed at each balance sheet date where there 1s an mdication
that the asset may be imparred If any such indication exists, the asset's recoverable amount 1s estimated {(see below)

For goodwill, and intangible assets that have indefinte useful ives or that are not yet avalable for use, the recoverable amount 1s
estimated each year at the same time An impairment loss 1s recognised if the carrying amount of an asset or its related cash-
generating unit {(CGU) exceeds its estimated recoverable amount

1) Calculation of recoverable amount

The recoverable amount of an asset or CGU 1s the greater of its value in use and its fair value less costs to sell In assessing value n
use, the estmated future cash flows are discounted to thesr present value using a discount rate that reflects current market
assessments of the time value of money and the nsks specific to the asset or CGU For the purpose of mpairment testing, assets
that cannot be tested indmidually are grouped together into the smallest group of assets that generates cash inflows from continuing
use that are largely independent of the cash inflows of other assets or CGUs Subject to an operating segment ceiling test, for the
purposes of goodwill impairment testing, CGUs to which goodwill has been allocated are aggregated so that the level at which
impainment testing i1s performed reflects the lowest level at which goodwill is monitored for internal reporting purposes Goodwill
acquired in a business combination 1s allocated to groups of CGUs that are expected to benefit from the synergies of the
combination

The Group's corporate assets do not generate separate cash inflows and are utilised by more than one CGU Corporate assets are
allocated to CGUs on a reasonable and consistent basis and tested for impairment as part of the testing of the CGU to which the
corporate asset 1s alfocated

1) Impairment losses

Impairment losses are recognised in the Income Statement Imparment losses recognised In respect of CGUs are allocated first to
reduce the carrying amount of any goodwill allocated to the CGU {group of CGUSs), and then to reduce the carrying amounts of the
other assets in the CGU (group of CGUs) on a pro rata basis

) Reversals of impairment

An imparrment logs in respect of goodwillis not reversed In respect of other assets, imparment losses recogmsed in pror penads
are assessed at each reporting date for any indications that the loss has decreased or no longer exists An impairment loss 15
reversed If there has been a change in the estimates used to determine the recoverable amount An imparment loss 1s reversed only
to the extent that the asset's carrying amount does not exceed the carrying amount that would have been determined, net of
depreciation or amortisation, if no impairment loss had been recogrused

m) Dividends
Final dvdends are recognised as a habiity in the penod in which they are approved Intenm dmdends are recognised when they are paid

n} Interest-beanng borrowings

Interest-beanng borrowings are recognised initially at far value less attnbutable transaction costs Subsequent to intial recogniion,
interest-beanng borrowings are stated at amortised cost with any differences between cost and redemption values being recognised
i the Income Statement over the penod of the borrowings on an effective interest basis where matenal

o) Employee benefits

i) Defined contribution plans

Obhigations for contnbuticns to defined contnbution pension plans are recogrused as an expense in the Income Statement as
mncuired

u) Defined benefits plans

The Group's net obligation in respect of defined benefit post employment plans, including pension plans, 1s calculated separately for
each plan by estimating the amount of future benefit that the employees have earned in return for ther service in the current and prior
penods That benefit 1s discounted to determine its present value, and the far value of any plan assets is deducted The discount rate
15 the yield at the balance sheet date on AA credit rated bends that have matunty dates approximating the terms of the Group's
obligattons The calculation is performed by a qualfied actuary using the projected unit credit method

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

ul) Share-based payment transactions

The share option programme allows Group employees to acquire shares of the Company The farr value of options granted 1s
recognised as an employee expense with a corresponding increase in equity The farr value 1s measured at grant date and spread
over the penod dunng which the employee becomes unconditionally entitled to the options The fair value of the options granted
hefore 2006 were measured using a Monte Carlo simulation method Options granted since 1 January 2006 are valued using a
Black-Scholes model Farr value measurements take into account the terms and conditions upon which the options were granted
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Notes continued

1. Accounting polictes continued

) Own shares held by Employee Benefit Trust

Transactions of the Company-sponsored EBT are treated as being those of the Company and are therefore reflected in the Parent
Company and Group financial statements In particular, the trust's purchases and sales of shares in the Company are debited and
credited directly to equity

p) Trade and other payables
Trade and other payables are stated at cost

q) Revenue

Revenue from the sale of goods 1s recognised in the Income Statement at the point of despateh when significant nsks and rewards of
awnership are deemed to have been transferred to the buyer MuCell Extrusion LLC recognisas licence revenue upon transter of the
MuCell® technology prowided that no significant Company obligations remain, the licence amount 1s determinable, and the collection
of the related receivable Is probable Royalty income 1s based on the terms of the licence agreements and 18 recorded when amounts
are determinable and collection of the related recevable is probable Revenue from equipment sales 1s recognised upon erther
shipment or delivery as specified in the contract terms Revenue from consufting services 1s recognised either as the services are
performed or upon the achievement of a specific milestone Payments received under these arrangements prior to the completion

of the related work are recorded as deferred income

r) Expenses

1) Operating lease payments

Payments made under operating leases are recognised In the Income Staterment on a straght fine basis over the term of the lease
Lease incentives received are recognised in the Income Statement as an integral part of the total lease expenses

n) Finance lease payments
The finance charge, where matenal, 1s allocated to each penod dunng the lease term so as to produce a constant parodic rate of
interest on the remaining balance of the liability

s) Taxation
Tax on the Income Statement for the penods presented compnses current and deferred tax Tax 1s recogrised in the Income
Staterment except to the extent that it relates to tems recognised directly in equity, in which case 1t 1s recogrised in equity

Current tax 1s the expected tax payable on the taxable income for the year and any adjustments to the tax payable n respect of
previous years

Deferred tax 1s pronded using the balance sheet labiity method, providing for temporary differences between the carrying amounts
of assets and habilities for financial reporting purposes and the amounts used for taxation purposes

The following temporary differences are not prowvided for the initial recognition of assets or liabiliies that affect neither accounting nor
taxable profit, and differences relating to nvestments in subsidianes to the extent that they will probably not reverse in the foreseeable
future The amount of deferred tax provided I1s based on the expected manner of realisation or settlement of the carrying amount of
assets and lrabilities, using tax rates enacted or substantially enacted at the balance sheet date

A deferred tax asset 1s recognised only to the extent that 1t 1s more likely than net that future taxable profits will be avallable against
which the asset can be utihised Deferred tax assets are reduced to the extent that it 1s no longer probable that the related tax benefit
will be realised

Additional tax that anses from the distnbution of dvdends 1s recognised at the same time as the habilty to pay the related dvidend

t} New and amended standards adopted by the Group
There are no IFRSs or IFRIC interpretations that are effectve for the first tme for the financial year beginning on or after
1 January 2012 that would be expected to have a matenal impact on the Group

u) New standards and interpretations not yet adopted

A number of new standards and amendments to standards and interpretations are effective for annual penods beginning aiter

1 January 2013, and have not been applied in preparnng these consolidated financial statements None of these 1s expected to have a
significant effect on the consolidated financial statements of the Group, except the following

IAS 19, ‘Employee benefits’, was amended in June 2011 The impact on the Group will be as follows to recognise immediately all past
service costs, and to replace interest cost and expected return on plan assets with a net interest amount that 15 calculated by
applying the discount rate to the net defined benefit hability (asset)

The Group s yet to assess the full impact of the amendments
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2. Segment reporting

The Group manufactures and sells high-performance foams and licenses related technology for specialist markets worldwide

Zotefoams’ activities are categonsed as follows

» Polyolefins these foams are made from olefimic homopolymer and copotymer resin The most common resin used 1s polysthylene
Included n this segment are microZOTE® foams made using polyolefin resing

¢ High-Performance Polymers (‘(HPP') these foams exhibit high-perfarmance on certain key properties, such as improved chemical,

flammability or temperature performance, due to the resins on which they are based Turnover in the segment 1S currently mamty
derived from our ZOTEK® F foams and T-Tubes? insulation both made from PVDF flucropolymer Other products erther
commercially launched or being assessed in development include foams made from palyamide {nyton) and Pebax®

* MuCell Extrusion LLC {MEL) licensas microceliular foam technology and sells related machinery

There are no transactions between reportable segments apart from the sale of minor equipment and a $50,000 licence fee from MEL

to microZOTE®, within our polyolefin segment

We have reclassified microZOTE® closed-cell roll foams made from polyolefin resins from our HPP sagment to our Polyolefins
segment This reflects management reporting lines with polyolefin microZOTE® products now being managed by our Polyolefin

management team The segment results for microZOTE® are as follows

Year ended Year ended

31 December 2012 31 Decamber 2011

£000 £000

Revenue 55 33
Depreciation {148} (141)
Segment loss {477) (532)
Puolyalefing HPP MEL Ehminations Consolidatad

201 2011

2012 Restated 2012  Restated 2012 2011 2012 2011 2012 201

£000 £000 £000 £000 £000 2000 £000 £000 £000 £000

Revenue 42,295 40,531 3,595 2,380 1,330 1,329 (32) (32y 47,188 44,208
Segment profit{loss) 6,434 5,682 (82} (175) (322) 143 - - 6,030 5,650
Acquisition costs - - - - - - - - - (60}
Operating profit - - - - - - - 6,030 5,590
Net financing costs - - - - - - - (104) {125)
Taxation - - - - - - - (1,198) {911)
Profit for the year - - - - - - - 4,728 4,554
Segment assets 41,465 40,927 5,398 3,496 6,204 6,602 - - 53,067 51,025
Unallocated assets - - - - - - - - 450 490
Total assets 53,527 51,515
Segment labilities (16,017) (11,302) (194) (581) (204) {2.428) - - 16,415} (14,311)
Unallocated habilities - - - - - - - - (1,422) (1,952
Total labities (17,837) (16,263}
DCepreciation 2,833 2,796 146 115 33 26 - - 3,012 2,937
Amortisation - - - - 300 276 - - 300 276

Capital expenditure

Tangible fixed assets 3,522 2,527 158 101 3 116 - - 3,683 2,744
Intangible fixed assets - - - - 63 311 - - 63 311

Unallocated assets and hiabilities are made up of corporation tax and deferred tax assets and habxlities
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2 Segment reporting continued
Geographical segments

Polyolafins, HPP and MEL are managed on a worldwide basis but operate from UK and US locations In presenting information on
the basis of geographical segments, segmental revenue 1s based on the geographical location of customers Segment assets are

based on the geographical location of assets

United North Rast of the
Kingdom Eurcpe Amarica world Total
£000 £000 2000 £000 £000
For the year ended 31 December 2012
Revenue from external customers 9,949 21,063 12,877 3,299 47,188
Non-current assets 22,227 - 8,890 - 31,117
Capital expenditure 3,656 - 27 - 3,683
For the year ended 31 December 2011
Revenue from external customers 9,185 21,288 10,886 2,849 44,208
Non-current assets 21,098 - 10,064 - 31,162
Capital expenditure 2,492 - 252 - 2,744
Non-current assets do not includs financial nstruments, deferred tax assets or post-employment assets
Major customer
Revenues from one customer of the Group represents approximately £6,522k (2011 £5,843k) of the Group's total revenues
3 Expenses and auditors’ remuneratton 2012 20m
£000 £000
Included in profit for the year are
Operating lease charges 143 92
Amortisation 300 276
Depreciation 3,012 2,937
Research and development costs expensed 869 897
Net exchange losses/(gains) 360 {53)
Auditors’ remuneration
Group — audtt of these financral statements 70 83
- fees recevable by the auditors and their associates in respect of other services
- other services pursuant with legislation 15 40
- audit work relating to subsidianes 10 14
- other services relating to taxation - 36
— other services relating to acquisiion of associate - 7
95 180

4. Staff numbers and expenses

The average number of people employed by the Group and Company {including Directors) dunng tha year, analysed by category,

was as follows

Number of employees

Group Company

2012 20m 2012 2011

Production 142 130 134 123
Maintenance 16 18 14 15
Distnbution and marketing 48 49 38 40
Administration and technical 89 76 74 64
295 273 260 242
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4, Staff numbers and expenses continued
The aggregate payroll costs of these persons were as follows

Group Company

2012 201 2012 2011

£000 £000 £000 £000

Wages and salanes 9,909 8,574 8,382 7,215
Social secunty costs 1,084 978 899 815
Share-based payments 161 125 143 125
Other pension costs 641 602 593 555
11,795 10,279 10,017 8,710

Details of indmdual Directors’ emoluments, pension costs and share options are deaft with on pages 23 to 27 in the Directors’

Remuneration Report

5. Finance income and costs
Financial iIncome

2012 20m
£000 £000
Interest on bank deposits 3 5
Expected return on assets of defined benefit pension fund 1,026 1,130
1,029 1,135
Finance costs 2012 2om
£000 £000
On bank loans and overdrafts 33 50
Interest on defined benefit pension obligation 1,100 1,210
1,133 1,260
6 Taxation
2012 201
Note £000 £000
UK corporation tax 1,112 1,153
Overseas taxation (13) 37
Adjustment to prior year UK tax charge {92) (59)
Current taxation 1,007 1,131
Deferred taxation 17 1M {220)
Total tax charge 1,198 a1
Factors affecting the tax charge
The tax charge for the year 1s lower {2011 lower) than the standard rate of corporation tax in the UK of 24 5% (2011 26 5%)
The dfferences are explained below
2012 201
£000 £000
Tax reconcihation
Profit before tax 5,926 5,465
Tax at 24 5% (2011 26 5%) 1,452 1,448
Effects of
Research and development tax credits and other allowances less expenses
not deductible for tax purposes 13 (155}
Overseas earnngs and effect of US tax losses {81) (225}
Change in deferred tax rate to 23% {94) (98)
Adjustments to UK corporation tax charge in respect of previous penods {92} 59
Total tax charge 1,198 a1
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7 Dividends and earnings per share

2012 2011
£000 £000
Final dmvidend pnor year of 3 30p (2010 3 15p) net per 5 Op ordinary share 1,291 1,216
Intenm dividend of 17p (2011 1 6p) net per 5 Op ordinary share 665 619
Dwidends paid during the year 1,956 1,835

The proposed final davidend far the year ended 31 December 2012 of 3 50p per share (2017 3 30p) 1s subject to approval by
shareholders at the AGM and has not been recognised as a habiity in these financial statements The proposed dividend would
amount to £1,394,000 if paid to all the shares in 1ssue

Earmings per ordinary share

Earnings per ordinary share 1s calculated by dwiding profit after tax attnbutable to equity holders of the Parent Company of
£4,728,000 (2011 £4,497,000) by the weighted average number of shares in issue dunng the year excluding own shares held by
employee trusts which are administered by independent trustees The number of shares held in the trust at 31 December 2012 was
719,262 (2011 1,160,954) Distnbution of shares from the trust 1s at the discretion of the trustees Diluted eamings per ordinary share
adjusts for the potential dilutive effect of share option schemes in accordance with [AS 33

2012 2011
Average number of ordinary shares 1ssued 38,988,658 38,231,656
Deemed 1ssued for no consideration 678,911 898,078
Biluted number of ordinary shares issued 39,667,569 39,129,734

8 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 20068 The Parent Company profit after tax for the financial year 1s £4,341,000 (2011 £3,885,000)

9. Property, plant and equipment
a) Group

Land and Ptant and Fixtures Under
bulidings equipment and fittings construction Tota!
£000 £000 £000 £000 £000

Cost
Balance at 1 January 2011 15,065 44781 2,524 1,783 64,153
Additions 57 191 263 2,242 2,753
Disposals - (569} 234 16)] (338)
Reclassifications - 443 139 {582} -
Effect of movement in foreign exchange 35 50 8 - 93
Balance at 31 December 2011 15,157 44,896 3,168 3,440 66,661
Balance at 1 January 2012 15,157 44,896 3,168 3,440 66,661
Additions 177 1,121 324 2,025 3,647
Reclassifications - 2,771 - 2,771} -
Effect of movement tn foreign exchange (201} (227) (16) - {444
Balance at 31 December 2012 15,133 48,561 3,476 2,694 69,864
Depreciation and impairment
Balance at 1 January 2011 6,696 29,708 2,182 - 38,556
Depreciation charge for the year 602 2172 163 - 2,937
Disposals - {346} 1" - (335)
Effect of movernent in foreign exchange 18 47 5 - 70
Balance at 31 December 2011 7,316 31,581 2,331 - 41,228
Batance at 1 January 2012 7316 31,581 2,33 - 41,228
Depreciation charge for the year 604 2,178 230 - 3.012
Effect of movement in foreign exchange 89 (149) (11 - (245)
Balance at 31 December 2012 7,835 33,610 2,550 - 43,995
Net book value
At 1 January 2011 8,369 15,073 ar2 1,783 25,597
At 31 December 2011 and 1 January 2012 7,841 13,315 837 3,440 25,433

At 31 December 2012 7,298 14,951 926 2,694 25,869
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9. Property, plant and equipment continued
included in plant and machinery for both the Company and the Group are assets with a net book value of £7,928,000 (2011
£3,332,000) pledged as secunty for bank loans

Dunng the year both the Company and the Group commenced a number of programmes to construct and refurbish plant and
equipment and fixtures and fithings Costs incurred up to the balance sheet date totalled £2,694,000 (2011 £3,440,000) for the
Group

b) Company Land and Flant and Fixturas Under

buddings equipmeant and fittings construction Totad

£000 £000 £000 £000 £000

Cost
Balance at 1 January 2011 10,590 40,197 2,285 1,783 54,855
Additions - 104 157 2,242 2,503
Disposals - (569} 234 ) {338}
Reclassifications - 443 139 (582} -
Balance at 31 December 2011 10,590 40,175 2,815 3,440 57,020
Balance at 1 January 2012 10,590 40,175 2,815 3,440 57,020
Additions 177 1,101 318 2,024 3,620
Reclassifications - 2,771 - (2,771} -
Balance at 31 December 2012 10,767 44,047 3,133 2,693 60,640
Depreciation and impairment
Balance at 1 January 2011 5,055 26,819 1,958 - 33,832
Depreciation charge for the year 421 1,861 143 2,425
Disposals - (346) 11 - {335)
Balance at 31 December 2011 5,476 28,334 2,112 - 35,922
Balance at 1 January 2012 5,476 28,334 2112 - 35,922
Depreciation charge for the year 414 1,891 186 - 2,491
Disposals - - - - -
Balance at 31 December 2012 5,890 30,225 2,298 - 38,413
Net book value
At 1 January 2011 5,535 13,378 327 1,783 21,023
At 31 December 2011 and 1 January 2012 5114 11,841 703 3,440 21,098

At 31 December 2012 4,877 13,822 835 2,693 22,227
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10 Intangible assets

Group Marksting Customer Technology MEL Total
related refated related goadwill intangles
£000 £000 £000 £000 £000
Cost
Balance at 1 January 2011 203 161 3,471 1,874 5,709
Additions - - 311 - 311
Effect of movement in foreign exchange 1 1 38 81 121
Balance at 31 December 2011 204 162 3,820 1,955 6,141
Balance at 1 January 2012 204 162 3,820 1,855 6,141
Additions - 63 - - 63
Effect of movement in foresgn exchange (8) (71) (105} (85) (269)
Balance at 31 December 2012 196 154 3,715 1,870 5,935
Amortisation
Batance at 1 January 2011 10 13 1M - 124
Charge for the year 20 26 230 - 276
Effect of movernent in foreign exchange 1 1 10 - 12
Balance at 31 December 2011 31 40 RY - 412
Balance at 1 January 2012 3 40 341 - 412-
Charge for the year 20 37 243 - 300
Effect of movement in foreign exchange 2) 1)} {20) - {25}
Balance at 31 December 2012 49 74 564 - 687
Net book value
At 1 January 2011 193 148 3,370 1,874 5,585
At 1 January 2012 173 122 3,479 1,855 5,729
At 31 December 2012 147 80 3,151 1,870 5,248

The Group tests annually for imparment or more frequently if there are indications that goodwill may be impaired

Goodwil ansing on acquisition 1s allocated to the cash generating unit (CGU’) that 1s expected to benefit, baing MEL The recoverable
amount of the MEL CGU 1s determined using valus in use calculations which use cash flow projections based on financial budgets
and forecasts approved by management over the next seven years For penods beyond this, cash flows are extrapolated using
long-term growth rates

Other assumptions such as market growth and margins are based on past expenence and management's expectations

Key assumptions:
Long-term growth rate 2 5%
This growth rate I1s based on a prudent assessment of past expenence and future esimations of market expectations

Discount rate 14%
The pre-tax discount rates applied to the cash flow forecasts for the MEL CGU are denved from the pre-tax weighted average cost of
capital for the Group adjusted for local economic and poltical nsks

The goodwill of £1 87 million 1s measured against the discounted future cash flow projections of MEL The long-term average growth
rate used was 2 5% pa and the nsk adjusted pre-tax discount rate was 14%
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10. Intangible assets continued
Sensitivity to changes in assumpticns
There 1s sufficient headroom for the MEL CGU so that management believe that no reasonable change in any of the above
assumptions would cause the carrying value of MEL goodwill to exceed its recoverable amount
Company MuCelt
licence
£000
Cost
Balance at 1 January 2011 150
Addions 3z
Oisposal {150}
Batance at 31 December 2011 32
Balance at 1 January 2012 32
Addiions -
Disposal {32}
Balance at 31 December 2012 -
Amortisation
Balance at 1 January 2011 (125)
On disposals 150
Charge for the year (57
Balance at 31 December 2011 (32)
Balance at 1 January 2012 (32)
On disposals 32
Charge for the year -
Balance at 31 December 2012 -
Net book value
At 1 January 2011 _
At 31 December 2011 and 1 January 2012 -
At 31 December 2012 -
11 Investment in subsidiaries
Company
2012 2011
£000 £000
Shares in Group undertakings ~ at cost 9,646 7,157
Provision agamst the value of investment in subsidiary (3,204) (3.294)
Loan to Group undertakings - 2,489
6,352 6,352

The investment consists of the entire ordinary share capital of Zotefoams Intemational Limited  Investments in the pnor year included
aloan of £2,489,000 loan to Zotefoams Intermational Limited In September 2012 this loan was converted nto equity

The following 1s a complete list of the subsidiary undertakings of the Company

Ownershp Incorporated n,
Zotefoams Intemational Limited 100% Great Britain
Zotefoams Pension Trustees Limited 100% Great Britain
Zotefoams Hong Kong Limited (indirectly owned) 100% Hong Kong
Zotefoams Inc (indirectly owned) 100% USA
MuCell Extrusion LLC {indirectly owned) 100% USA

The principal activities of the subsidiary undertakings are as follows Zotefoams inc purchases, manufactures and distnbutes
cross-linked block foams and Zotefoams Intermational Lirmited 18 a holding comparny MuCell Extrusion LLC holds and develops
microceliular foam technology which i licenses to customers Zotefoams Penston Trustees Limited and Zotefcams Hong Kong
Limited are currently dormant In the opmnicn of the Directors the investments in the Company’s subsidiary undertakings are worth at
least the amount at which they are stated in the Balance Sheet

The Company has a representative office in China
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11. Investment in subsidianes continued

Business combinations

Dunng the year the remaning consideraton of $3 5m due on the acquistion of MuCell Extrusion LLC was settled Of this
consideration $2 Om was paid in January 2012 and $1 5m was pard in July 2012

12. Inventories

Group Company

2012 2011 2012 2011

£000 £000 £000 £000

Raw matenals and consumables 2,992 2,622 2,639 2,198
Work in progress 1,662 1,397 1,238 1,341
Firnshed goods 1,986 1,908 1,570 1,174
6,640 5,927 5,447 4,713

The carrying amount of inventones subject to retention of title clauses 1s £259,000 (2011 £201,000}
In 2012 the value of mventory recognised by the Group as an expense in cost of goods sald was £31,172,000 (2011 £28,122,000)

13. Trade and other receivables

Group Company
2012 20m 2012 2011
Nota £000 £000 £000 000
Amounts falling due within ane year
Trade recevables 19 10,509 9,654 7,839 7,370
Fair value denvatives 19 56 49 56 49
Amounts owed by Group undertakings 23 - - 3,231 3,273
Other receivables 245 452 245 452
Prepayments and accrued income 802 378 690 335
11,612 10,533 12,061 11,479
Trade recervables are shown net of
imparment losses 139 241 298 157
14 Cash and cash equivalents/bank overdrafts
Group Company
2012 201 2012 201
£000 £000 £000 £000
Cash and cash equivalents per balance sheet 3,698 3,403 3,178 1,611
Cash and equivalents per cash flow statements 3,698 3,403 3,178 1,611
15. Trade and other payables
Group Company
2012 201 2012 201
Nate £000 £000 £000 £000
Trade payables 1,501 1.615 1,419 1,459
Deferred consideration - 2,252 - -
Other creditors including taxation and
social secunty
Other taxation and social secunty 276 249 21 244
Fair value denvatives 19 94 100 o4 100
Amounts owed to Group undertakings 23 - - - 21
Other payables 535 577 448 437
Accruals and deferred income 2,515 3,004 2,202 2,880

4,921 7,887 4,434 5,141
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16. Interest-bearning loans and borrowings

Group Company

2012 2011 2012 2011

Nota £000 £000 £000 £000

Bank loans 1,360 660 1,360 660
Amounts due to Group undertakings 23 - - - 322
Amounts faling due within one year 1,360 660 1,360 ag2
Bank loans 2,962 820 2,962 820
Amounts faling due in more than one year 2,962 820 2,962 820
19 4,322 1,480 4,322 1,802

In December 2012 Zotefoams plc took out a £3 5m martgage, repayable over five years in equal quarterly instalments Interest on the
mortgage I1s charged at 3 5% This facility 1s secured over specific plant assets

17. Deferred tax assets and habiities
Recognised deferred tax assets and habiities - Group
Deferred tax assets and ablities are atinbutable to the following

Assets Liabilties Net
2012 2011 2012 201 2012 201
£000 £000 £000 £000 £000 £000
Property, plant and equipment - - 1,745 1,742 1,745 1,742
Rolled-over gain - - 742 806 742 806
Inventones (110} (140) - - (110) (140}
Financial instruments {9) (13} - - {9) (13}
Defined benefit scheme and share option
charges (1,857) (1,370) - - (1,857) {1,370}
Tax value of recognised losses carred
forward (350) (350) - - (350} (350
Tax (assets)/abilities (2,326) (1,873) 2,487 2,548 161 675
Set off tax 1,866 1,383 (1,866) (1,383) - -
Net tax (assets)/labilities (460) (490) 621 1,165 161 675

During the year, as a result of the changes in the UK corporation tax rate to 24%, which was substantially enacted on 26 March 2012
and was effective from 1 Apnl 2012, and to 23%, which was substantially enacted on 3 July 2012 and will be effective from 1 Aprl
2013, the relevant deferred tax balances have been remeasured

A further reduction to the UK corporation tax rate has been announced The change proposes to reduce the rate to 22% from 1 Apnl
2014 The change had not been substantively enacted at the balance sheet date and, therefore, 1s not recognised in these financial
statements

Unrecognised deferred tax assets

The Group has $4 2m (2011 $3 7m) of tax losses carned forward in the USA which expire between 2022 and 2026 under current tax
legislation Al year end exchange rates these tax losses have a value of £2 6m {2011 £2 4m) The Group has only recogrused £1 0m
2011 £10m) of these tax losses as a deferred tax asset representing what the Board consider to be a reasonable estimate of the
expected US tax utiisation in the near future Dunng the year losses of £0 1m were used and additional losses of £0 1Tm were
recognised At a 35% tax rate these tax losses are £0 9m (2011 £0 8m) of which £0 4m has been recogrused (2011 £0 4m)

Movement in deferred tax during the year

Balance Balance

1 January Recognised Recognised 31 December

2012 N NCOMma " equity 2012

£000 £000 £000 £000

Property, plant and equipment 1,742 3 - 1,745
Rolled-over gain 806 (64) - 742
Inventones (140} 30 - (110)
Financial nstruments {13) - 4 {9)
Defined benefit scheme and share option charges {1,370} 222 (709) (1,857}
Tax value of recognised losses carned forward {350} - - {350)

675 19 (705) 161
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17 Deferred tax assets and halnhties continued
Movement in deferred tax duning the prior year

Balance Balanca
1 January Recogrused Recogrsed 31 Dacember
20Mm N NCome in equity 201
£000 £000 £000 £000
Property, plant and equipment 2,050 {308) - 1,742
Rolled-over gain a02 (96) - 806
Inventories =2 )] {49) - (140)
Financial instruments (19) - 6 (13)
Defined benefit scheme and share option charges {1,6186) 322 (76} (1.370)
Tax value of recognised losses carned forward {261) 89 - {350)
965 220 {70 675
Deferred tax assets and habilities - Company
Deferred tax assets and habilities are attributable to the following
Assels Liabiliies Net
2012 2011 2012 2011 2012 201
£000 £000 £000 £000 £000 £000
Property, plant and equipment - - 1,745 1,742 1,745 1,742
Rolled-over gan - - 742 8085 742 806
Financial instruments (9) (13) - - (9) (13}
Defined benefit scheme and share option
charges (1,857) (1.370) - - (1,857) {1,370}
Tax {assets)/abilities (1,866} (1,383) 2,487 2,548 621 1,165
Set off tax 1,866 1,383 (1,866) (1,383) - -
Net tax fiabilities - - 621 1,165 621 1,165
Movement in deferred tax dunng the year Balance
Balance Recogrused Recognised 31 December
1 January 2012 in ncoma In equity 2012
£000 £000 £000 £000
Property, plant and equipment 1,742 3 - 1,745
Rolled-over gain 806 (64} - 742
Financial instruments (13) - 4 9)
Defined benefit scheme and share option charges (1,370} 222 (709) (1,857)
1,165 161 (705} 621
Movement in deferred tax during the prior year Balarce
Balance Hecogmgad Recogrised 31 December
1 January 2011 N mcome in equity 20m
£000 £000 £000 £000
Property, plant and equipment 2,050 (308) - 1,742
Rolled-over gain 902 (96) - 806
Financial instruments {19) - B {13}
Defined benefit scheme and share option charges (1,616) 322 76) (1,370}
1,317 (82) 70) 1,165
18. Share capital 2012 om
£ £
Allotted, called-up and fully paid
At 31 December
Equity 39,831,312 (2011 39,831,312} ordinary shares of 5 Op each 1,991,566 1,991,566

Details of share options are provided in note 22 to the accounts on page 67

The holders of ordinary shares are entitted to receive dvidends as declared from time to time and are entitled, on a poll, to one vote

per share at meetings of the Company
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19. Financial iInstruments and financial nsk management

Policy

The Company's and Group's pnncipal financial nstruments include bark loans, cash and short-term deposits the main purpose of
which 1s to raise financs for the Company's and Group's operations Foreign exchange denvatives ars used to help manage the
Company’s and Group’s currency exposure It 1s and has been throughout the year under review, the Company's and Group's policy
that no trading in financial instruments shall be undertaken

The main nsks ansing from the Company’s and Group’s financial instruments are credit nsk, interest rate nsk, liquidity nsk and foreign
currency nsk The Board reviews and agrees policies for managing each of these nisks and they are summansed below These
policies have remamned fundamentally unchanged throughout the year

Credit nsk

Management has a credit policy In place and the expaosure to credit nsk 1s monitored on an ongoing basis Credit evaluations are
performed on all customers requinng credit over a certan amount The Company and Group do not require collateral in respect of
financial assets

In 2012 and 2011, the Company and Group had credit nsurance to mitigate this nsk However, the uninsured exposure as at
31 December 2012 was £3,002,000 {2011 £2,461,000) so elements of sk remain

At the balance sheet date there were no significant concentrations of credit nsk The maximurm exposure to credit nskis represented
by the carrying amount of each financial asset, including denvative financial Instruments, in the Balance Sheet

Trade recevables can be analysed as follows

Group Group Company Company
2012 201 2012 2011
£000 £000 £000 £oce
Amounts neither past due or impaired 8,139 7,583 5,930 5,490
Amounts past due but not imparred
Less than 60 days 1,112 1,102 651 an
More than 60 days - - - -
Total past due but not impared 1,112 1,102 651 a1
Amounts impaired 1,397 1,210 1,356 1,126
Impairment allowance {139) (241) {98} (157)
Carrying amount of imparred receivables 1,258 969 1,258 969
Trade recevables net of allowances 10,509 9,654 7,839 7,370

The nommal terms of trade are in the range 30-90 days from the end of the month of Invoice

The Company and the Group make provisions against rade and other recevables, such prowisions being based on the previous
credit history of the debtor and if the debtor 15 1n recevership or bguidation

The credit quality of trade recewables that are nether past due nor imparred is assessed on an iIndwdual basis, based on credt
ratings and expenence Management believes adequate provision has been made for trade recervables

Interest rate nsk
The Company and Group finance ther operations through a mixture of retaned profits and bank bormrowings The Company and
Group borrow in the desired currency generally at a vanable rate of interest

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

2012 2014
Effective Fixed Variable Effoctve Fixed Vanablg
interest rates rates Total intarest rates rates Total
rate £000 E000 £000 rata £000 £000 £000
Sterling -
mortgage 20 - 822 822 20 - 1,480 1,480
Sterling -
mortgage - 35 3,500 3,500 - - - -
Total 2.0 35 4,322 4,322 20 - 1,480 1,480

The mterest rate payable on the muli-currency overdraft 1s determined by LIBOR plus a bank margin

in addition to the above the Company owes amounts to Group undertakings of £nil on which interest was charged (2011 £322,000
and interest of 2 25%)
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19. Financial instruments and financial risk management continued

Liquidity nisk

The following are the contractual matunties of financial habilities, mcluding estimated payments and excluding the effect of netting
agreements

2012 2001
Carrylng Contractual 1 year or 1t02 2to5 Caontractual
amount cash flows less years years Camyng cashflows lyearorless 1t02years 2toSyears

Group £000 £000 £000 £000 £000 amount £000 £000 £000 £000
Non-

derivative

financial

habilities
Secured bank

loans 4,322 4,322 1,360 862 2,100 1,480 1,480 660 660 160
Trade and

other

payables 2,036 2,036 2,036 - - 4,444 4,444 4,444 - -

2012 201
Carrying Contractual 1 year or 1t02 2to5 Contractual
amount cash flows less years years Carmng cashflows tyearcrless 1to2years 2tobvyears

Company £000 £000 £000 £000 £000 amount £000 £000 £000 £000
Non-

denvative

financial

habilities
Secured bank

loans 4,322 4,322 1,360 862 2,100 1,480 1,480 660 660 160
Trade and

other

payables 1,867 1,867 1,867 - - 1,917 1,917 1,917 - -

The Company’s and Group's objective 1s to maintain a balance of continuity of funding and flexibility through the use of overdrafts,
loans and finance leases as applicable The matunty profile of the Company's and Group's borrowings 1s shown above

The Company and Group have a short-term multi-currency overdraft facility of £4 9m which s freely transferable This facility 1s
repayable on dernand and 1s utiised by the Company and the Group under a cross-guarantee struciure

In January 2009 the Company took out a £3 3m mortgage, repayable over five years in equal quarterly instalments This faciity 1s
secured over specific plant assets At 31 December 2012 £0 8m of this mortgage was outstanding and £2 5m had been repaid This
loan has no mayer financial operating covenants

In December 2012 the Company took out a £3 5m mortgage, repayable over five years in equal quarterly nstalments This facility 1s
secured over specific plant assets At 31 December 2012 £3 5m of this mortgage was outstanding This loan has no majer financial
operating covenants

Cash flow forecasts are produced to monitor the expected cash flow requirements of the Company and Group against the avalable
faciliies

Foreign currency nisk
The Company and Group are exposed to foretgn currency nsk on sales, purchases, assets and habilites which are denominated in a
currency other than sterding The currencies gving nse to this nsk are pnmanly the euro and the US dollar

The euro and US dollar rates used in prepanng the accounts are as follows

2012 2011

Average Closing Avarage Closng

Euro/sterling 1.23 123 115 120
US dollar/sterling 1.59 1.63 161 155

The Company and Group hedge a propertton of their estimated cash exposure in respect of trade and other receivables, trade and
other payables and forecast sales receipts and purchase payments for the next nine months The Company and Group use forward
exchange contracts to hedge their foreign currency nsk As at 31 December 2012 these forward currency contracts covered
approximately two-thirds of the estimated net cash foreign exchange exposure for the next mine months Further details are

shown opposite
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In respect of other monetary assets and labilies held In currencies other than the euro and the US dollar, the Company and Group
ensure that the net exposure 1s kept to a manageable level by buying or selling foreign currencies at spot rates where necessary to
address short-term imbalances

Where possible the Group tnes to hold the majonty of its cash and cash equivalent balances in the local currency of the respective
entity

The table below shows financial Instruments not 1IN the domestic currency of the indmdual company they are held by

Euro US Dollar Qther Total
Group - 2012 £000 £000 £000 £000
Cash and cash equivalents 260 (404) (57) (201)
Trade recevables 3,852 650 a52 4,854
Trade payables (968) (76) - {1,044)
Euro US Dollar Other Total
Group - 2011 £000 £000 £000 £000
Cash and cash equivalents {363) 10 (20} (373)
Trade receivables 3,774 330 288 4,392
Trade payables (1,041) (11) - {(1,052)
Euro Us Dollar Other Total
Company - 2012 £000 £000 £000 £000
Cash and cash equivalents 260 {404) (57) {201)
Trade recewvables 3,852 650 352 4,854
Trade payables (968} (76} - (1,044)
Eure LS Dollar GCther Total
Company — 2011 £000 £000 £000 £000
Cash and cash equivalents (363} 10 (20) (373)
Trade receivables 3,774 330 288 4,392
Trade payables {(1,041) (11} - {1,052)

Forecast transactions

The Company and Group classify ther forward exchange contracts hedging forecast transactions as cash flow hedges and state
them at far value The net farr value of forward exchange contracts used as hedges of forecast transactons at 31 December 2012
was a net llability of £38,000 (2011 net llability of £51,000) compnsing assets of £56,000 (2011 £49,000) and labilities of £94,000
(2011 £100,000)

Recognised assets and habilities

Changes in the far value of forward exchange contracts that economically hedge monetary assets and labilities in foreign curencies
and for which ne hedge accounting 1s apphed are recognised in the Income Statement Both the changes in far value of the forward
contracts and the foreign exchange gains and losses relating to the monetary items are recogrused as part of administrative
expenses (see note 3)

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

Company and Group’

2012 201

Forelgn Contract Transaction Contract Contract Transaction Contract

currency value fair value fair value Foresgn currency valug far value fair value

000 £000 £000 £000 000 1004 £000 £000

Sell EUR €4,025 3,213 3,289 (7€) €2,130 1,837 1,793 44
Sell USD $8,200 5,110 5,072 38 $4,450 2,791 2,886 (95)

Sensitivity analysis
in managing currency nsks the Company and Group aim to reduce the mpact of short-term fluctuations on therr earnings Over the
longer-term, however, changes in foreign exchange and interest rates would have an impact on earnings

Short-term fluctuations in interest rates are not hedged as the Company and Group, at present, do not consider them matenal At
31 December 2012 1t 1s estimated that a general ncrease of one percentage pont In interest rates would decrease the Company’s
and Group'’s profit before tax by approximatety £43,000 (2011 £15,000)
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19. Financial instruments and financial nsk management continued

At 31 December 2012 1t 1s estimated that an increase of one percentage pont in the value of sterling aganst the euro and US dollar
would decrease the Company’s and Group’s profit before tax by approximately £59,000 (2011 £73,000) before forward exchange
contracts and £26,000 (2011 £55,000) after forward exchange contracts are ncluded for the euro and £85,000 (2011 £83,000) for
the US dollar before forward exchange contracts and £38,000 (2011 £60,000} after forward exchange contracts are ncluded

The Company and Group have significant undertakings in the USA whose revenue and expenses are denominated in US dollars
They alsc make a significant proportion of therr sales to European customers and these revenues are predominantty in euros It was
the Company's and Group's policy In 2012 to hedge the foreign currency cash flows of invoiced sales net of expected foreign
currency expenditure Hedging 1s achieved by the use of foreign currency contracts expiring in the month of expected cash flow

Fair values
The farr values together with the carrying amounts shown in the Balance Sheet are as follows

Group 2012 2011
Carrying Farr Carmying Far
amount value amount valus
£CO0 £000 £000 £000
Trade and other receivables 10,754 10,754 10,106 10,108
Cash and cash equivalents 3,698 3,698 3,403 3,403
Forward exchange contracts — assets 56 56 49 49
- liabilties (94) {94) (100) {100)
Secured bank loans (4,322) {4,325) {1,480 (1,485)
Trade and other payables (2,036) (2,036) (4,444) (4,444)
Company 2012 2011
Carrying Fair Camying Far
amount value amount valug
£000 £000 £000 £000
Trade and other recewvables 11,315 11,315 11,085 11,095
Cash and cash equivalents 3,178 3,178 1,611 1.611
Forward exchange contracts — assets 56 56 49 49
- liabilties (94) (34) {(100) {100)
Secured bank loans (4,322} (4,325) (1,480) (1,485)
Trade and other payables (1,867) (1,867} (1,917} (1,917}

Estimation of fair values
The following summanses the major methods and assumptions used in estmating farr values of financial Instruments reflected in the
table above They are classified according to the following fair value hierarchy

* Level 1 quoted process (unadjusted) in active markets for identical assets or liabilities

» Level 2 inputs other than quoted process included within Level 1 that are observable for the asset or ability, either directly (ie as
prices) or indirectly {derived from prices)

* Level 3 inputs for the asset or kability that are not based on observable market data (unobservable inputs}

Denvatives are valued at far value using exchange rates and market interest rates at the balance sheet date

Trade and other recevables are valued at fair value which 1s estimated as the present value of future cash flows, discountad at the
market rate of interest at the balance sheet date if the effect 1s matenal

Cash and cash equivalents are valued at fair value which 1s estimated as its carrying value where cash Is repayable on demand

Interest-beanng borrowings are valued at far value which 1s calculated based on the present value of future principal and nterest
cash flows, discounted al the market rate of interest at the balance sheet date

Capital management

The Company and Group define the capital that they manage as the Company’s and Group's total equity The Company’s and
Group's policy for managing caprtal is to maintain a strong batance sheet with the objective of mantaning customer, supplier and
investor confidence in the business and to ensure that the Company and Group have sufficient rasources to be able to invest in future
development and growth of the business The Board of Directors monitors the return on capital which the Company and Group
define as profit before tax excluding exceptional tems dwded by average net assets Goodwll, ntangble assets and any associated
amertisation are excluded from this calcutation The Board of Directors also monitors the level of divdends paid to ordinary
shareholders The Group and Company are pnmanly financed by ordinary shares and retained profits
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20 Commitments 2012 204

£000 £000

(i) Caprtal contracts at the end of the financial year for which no prowision has been made 953 1,029
(1} The Group has non-cancellable operating lease rentals, which are payable as follows

—within one year a8 41

— between two and five years 6 17

Dunng the year ended 31 December 2012 £143,000 was recogrised as an expense in the Income Statement in respect of operating

leases (2011 £92,000)
The above amounts apply to both the Company and the Group

21. Employee benefits

The Group and Company operate one defined benefit pension scheme in the UK whrch offers both pensions in retrement and death
benefits to members Pension benefits are related to the members' final salary at retirement and their length of service Since 1

Qctober 2001 the scherme has been closed to new members

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

Cantnbutions 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 trienrial review in April 2008 to apply from January 2008 untl June 2016 Dunng the year and followng the 2011 triennial
annual review the Company agreed with the Trustees to continue these contnbutions at £55,000 per month to September 2013 after

which they will fall to £13,000 per month These contrnbution rates are scheduled to be reviewed again after the results of the next

tnenmial review

The Company has opted to recognise all actuanal gans and losses immediately in Other Comprehensive Income An actuanal
valuation of the scheme was carnied out as at 5 Apnl 2011 and the results have been updated to 31 December 2012 by a qualified
iIndependent actuary The major assumphons used by the actuary were (in nominal terms) as follows

:

As at Asat Ag at

31 December 31 Dacamber 31 Decembar

2012 2011 2010

Discount rate 4 30% 4 90% 5 30%

Expected return on plan assets 5.33% 5 75% 621%

Rate of salary increase n/a n/a n‘a

Rate of increase 1o pensions in payment 3.60% 3 60% 370%

Rate of nflation 2.40% 2 00% 3 20%

Mortality assumption S1PA CMI S1PA CMI PCAQQ MC
Life expectancy from age 65 of current

male pensioners 22.0 years 219 years 217 years

75% of members take
maximum cash

Commutation assumption

75% of members take
maximum cash

75% of members take
maximum cash

The mortality tables used above are those published by the Instriute and Faculty of Actuanes, with allowance for improvements n

mermber longewity in ing with the ‘CMI model' with a long-term improvement rate of 10% per annum These rates suggest that a man

aged 65 retinng at 31 December 2012 could expect to ive, on average, untll age 87 A 5% change in this lfe expectancy would

increase the 1AS19 liability by approxamately £0 9m (£0 7m after deferred tax), all other things being equal

The overall expected return on assets assumption of 5 33% as at 31 December 2012 has been denved 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 addiional retumn of 4 50% above that available on UK government secunties

* Fixed interest secunties - current market yields
s (Cash - based on the Bank of England base rate
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21. Employee benefits continued

Present value of scheme assets:
Year ended 31 December 2012 Yaar ended 31 December 2011 Year anded 31 December 2010

Long-term Long-term Long tarm

rate of retumn Market value rate of retum Market value rate of retum Markat valus
expected £000 expecied £000 axpected £000
Equities 6 8% 12,497 7 0% 12,345 73% 13,624
Bonds 32% 5,254 36% 3,989 4 0% 3,262
Other 0 5% 1,412 05% 1,301 05% 1,198
insured pensioners 192 179 172
19,355 17.814 18,256
Present value of defined obligation,
Funded plans 26,527 22,758
Total 26,527 22,758
Deficit in the scheme (7,172) {(4,944)
Related deferred tax asset 1,650 1,236
Net penston llabdity (5,522) (3,708)

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

Benefit obligation at beginning of year 22,758 23,215
Interest cost 1,100 1,210
Actuanal losses/Agans) 3,274 (881)
Benefits and expenses paid (605) (776)
Benefit obligation at end of year 26,527 22,758

Reconcihation of opening and closing balances of the fair value of plan assets:

Fair value of plan assets at beginning of year 17,814 18,256
Expected return on plan assets 1,026 1,130
Actuanal gains/{losses) 460 {1,456)
Contrnbutions by employer 660 660
Benefits and expenses paid (605) (776}
Fair value of plan assets at end of year 19,355 17,814

The amounts recognised in the Income Statement

are:

Interest on obhgation 1,100 1,210

Expected retum on plan assets (1,026) (1,130}

Total expense 74 80

The expense/{income) 1s recognised m the following line items in the Income Statement Group and Company
2012 2011
£000 £000

Financial ncome (1,026) (1,130}

Finance costs 1,100 1,210

74 80
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21. Employee benefits continued =

Actuanal {losses)/gains shown in Other Comprehensive Income sice 1 January 2008 %

2012 2011 2010 2009 2008 B

£000 £000 £000 £000 £000 2

Balance as at 1 January (2,824) (2,259} (2,567) 131 1,789 3

Actuanal (losses)/gamns (2,814) (1,705) 308 (2,698) (1658 O
Effect of revaluation of defined benefit scheme under CPI - 1,140 - - -
Balance as at 31 December (5,638} (2,824) (2,259) (2,567) 131

History of scheme assets, obligations and expenence adjustments

As at Asat Asat As at As st

31 December 31 Dacember 31 December 31 December 31 Decamber

2012 201 2010 2009 2008

£000 £000 £000 £000 £000

Present value of defined benefit obligation 26,527 22,758 23,215 22,211 17,396

Fair value of scheme assets 19,355 17,814 18,256 16,428 13,869

Deficit In the scheme {7,172) {4,944} {4,959) (5,783) (3.527)

Expenence adjustments ansing on scheme habilities (43) 739 (30) (650 518
Experience tem as a percentage of scheme habilities 0% (3)% 0% 3% (3)%

Expenence adjustments ansing due to change

In valuation basis {3,231) 152 {499} (3,888) 2,234

Expernence adjustments ansing on scheme assets 460 (1,456) 837 1,840 {4,410)
Expenence item as a percentage of scheme assets 2% 8)% 5% 11% (32)%

Other pension schemes
On 1 January 2006 a separate stakeholder scheme was set up for those employses who were originally in the closed defined benefit
pension scheme The contnbutions paid by the Company in 2012 were £440,000 (2011 £447,000)

In addition to this scheme, the Company operates a stakeholder scheme which is open to employees who joined after 1 October
2001 The contnbutions paid by the Company in 2012 were £144,000 (2011 £108,000)

For certain non-UK based employees of the Company, the Company makes contnbutions into Individual schemes The contrbutions
paid by the Company in 2012 were £9,000

For US based employees, Zotefoams Inc operates a 401(k) plan The contnbutions paid by Zotefoams Inc in 2012 were £48,000
(2011 £48,000)

22. Share-based payments

The Company has share option schemes that entitle senior management personnel to purchase shares in the Company Options are
exercisable at a pnce equal to the average quoted closing market pnce of the Company’s shares on the day before ar on the three
dealing days before the option 1s granted The vesting penad 1s three years If the options remain unexercised after a penod of ten
years from the date of grant, the options expire Depending on the circumstances options are normally forferted f the employee
leaves the Group before the options vest

In 2007 the Company introduced a LTIP scheme for senior management personnel Shares are awarded in the Company and vest
after three years to the extent performance condittons are met Dependant on the crcumstances awards are normally forfeited 1f the
employee leaves the Group before the award vests

In 2007 the Company also introduced a Deferred Bonus Plan Executive bonuses over 40% of bonusable salary are held as deferred
sharas for three years Depending on the circumstances awards are normally forferted if the employee leaves the Group before the
award vesls

Detalls of the vesting conditions for the share, share option and LTIP awards are given n the Directors’ Remuneration Report on
page 26
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22, Share-based payments continued

Details of the options outstanding dunng the year are as follows*

2012 2011

Weighted Wasghted

Number of average Number of average

share exercise share BXBITISE

options price (p} options pnee (p)

Outstanding at begnming of the period 368,173 90.3 570,307 910
Exercised dunng the period {23,430} 106 7 {159,960} 886
Granted dunng the period 84,160 178.2 - -
Forfeited during the period - - (42,174) 1067
Outstanding at the end of the penod 428,903 106.7 368,173 903
Exercisable at the end of the penod 297,376 88.3 320,806 897

The options outstanding at 31 December 2012 have an exercise pnce of between 72 5p and 179 0p {2011 72 5p and 106 7p}and a

weighted contractual Ife of eight years (2011 eight years)

The weighted average share pnce at the date of exercise for share options exercised in 2012 was £176 (2011 £149)

The far value receved in return for share options granted are measured by reference to the far value of share options granted The
estimate of far value of the services received measured 1s based on a Black-Scholes mode! The contractual Ife of the option (ten
years) 1S used as an input into this medel No allowance 1s made for early leavers

Details of the LTIP awards outstanding duning the year are as follows-

2012 201

Weighted Wenghted

Number of average Number of average

share exerclse share axercise

options price {p} options prce {p)

Qutstanding at beginning of the penod 700,050 - 775,800 -

Exercised during the penod {363,311} - (96,352) -

Granted dunng the penod 145,723 - 167,415 -

Forfeited dunng the penod - - (100,529) -

Lapsed durning the penod {30,109) - (46,284) -

Qutstanding at the end of the penod 452,353 - 700,050 -

Exercisable at the end of the penod - - - -
Details of the Deferred Bonus Plan awards outstanding during the year are as follows:

2012 201

Weighted Weightad

Number of average Number of average

share exercise shara SXercise

options price (p) opbons pnce (p)

Qutstanding at beginning of the perod 35,826 - 57,137 -

Exercised In the period - - {31,653) -

Granted duning the penod - - 19,293 -

Forfeited dunng the penod - - (8,951) -

Quitstanding at the end of the period 35,826 - 35,826 -

Exercisable at the end of the penod
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22. Share-based payments continued
Fair value of share options and assumptions
The expected volatility 1s based on histonic volatiity for a three year penod pnor to the award
19 March 19 March 31 March 4 April 9 May 13 August
2010 2010 2014 2012 2012 2012
Share pnce (p) 890 a5 0 1535 186 5 179.0 176.2
Exercise pnce (p} nil 950 nil nil 179.0 176 2
Expected volatility 35% 35% 35% 35% 35% 35%
Option Iife Five years Five years Fwveyears Fiveyears Fiveyears Fiveyears
Expected dividends (p} (assumed to be
ncreasing at 2 5% pa) mil 45 vl ml 5.0 5.0
Risk-free interest rate (based on national
government bonds) 13% 13% 13% 13% 2.0% 2.0%
Farr value at grant date (p) 990 190 1535 1865 47.0 46.0

The share option awards are granted under a service condition and a performance condiion There are no market conditions
associated with the share options The LTIP awards are granted under a service condition and a performance condition, part of
which 1s a market condition The Deferred Bonus Plan awards are granted under a service condition

The amounts recognised in the Income Statement for equity-settied share-based payments are as follows.

Group and Company

2012 201

£000 £000

Within admirustrative expenses — share-based payment charge 161 125
- related Natonal Insurance 84 (5}

Elerment of the above relating to Directors of Zotefoams plc a7 108

23. Related parties

Directors

The Directors of the Company as at 3t December 2012 and their mmediate relatives control approximately 1 5% of the voting
shares of the Company Detalls of Directors’ pay and remuneration are given in the Directors’ Remuneration Report on page 25
The Executive Directors are considered to be the only key management personnel

Transactions with key management personnel
The compensation of key management personnel 1s as follows

Group Compary

2012 201 2012 201

£000 £000 £000 £000

Key management emoluments including social secunty costs 597 478 597 478
Company contnbutions to money purchase pension plan 66 64 66 64
Share related awards 97 108 97 108

760 650 760 650
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23 Related parties continued

Subsidiaries

The Company owns 100% of the shares of Zotefoams International Limited, which 1s incorporated n the UK Zotefoams International
Limited owns 100% of the shares in Zotefoams Inc , which1s incorporated in the USA Common control exists between the Company
and Zotefoams Employee Benefit Trust {EBT) and Zotefoams EBT has therefore been consohdated as descnbed innote 1b

Zotefoams Inc owns 100% of the ownership units of MuCell Extrusion LLG, which 1s incorporated in the USA The other subsidianes
of the Company are currently dormant

Balances between the Company and these subsidianes are as follows

Loan owed t¢ Loan owad by Payzbles owad to Recewables owed by Investment in

2012 2011 2012 2011 2012 2014 2042 201 2012 2011

£000 £000 £000 £000 £000 £000 £000 £000 £000 £000

Zotefoams Inc * - 322 - - - - 3,231 3,273 - -

MuCell Extrusion LLC - - - - - 21 - - - -
Zotefoams International

Lirmted - - - 2,489 - - - - 6,352 3,863

Loans with Zotefoams Inc ara interest beanng
Dunng the year the loan of £2,489k owed by Zotefoams International Limited to the Company was converted into equity
In addition there 1s a net payable balance of £347k owed by MuCell Extrusion LLC to Zotefoams Inc

24, Accounting estimates and judgements

In the apphcation of the Group's accounting policies, which are descnbed in note 1, the Directors are required to make judgements,
estimates and assurnptions about the carrying amounts of assets and llabilites which are not readly 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 esttmates and underlying assumptions are reviewed on an ongoing basis Revisions to accounting esimates are recognised in
the penod in which the estimate is revised if the revision only affects that penod, or in the penod of the revision and future penods if
the revision affects both current and future penods

Key sources of estimation uncertainty

The key assumptions concerning the future and other key sources of estirmation uncertanty at the balance sheet date that have a
significant nsk of causing a matenal adjustment to the carrying amounts of assets and iabilities within the next financial year are
disclosed below

I} Property, plant and equipment

In relation to the Group's property, plant and equipment, useful economic ives and residual values of assets have been established
using historical expenences and an assessment of the nature of the assets nvolved Assels are assessed on an ongoing basis to
determine whether circumstances exist that could lead to a potential mparrment of the carrying value of such assets No
circumstances have been identified to suggest that this is the case

n) Intangible assets

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

) Pensions assumptions

The valuation of pension scheme habilities is calculated n accordance with Group policy The valuation 1s prepared by an
ndependent qualified actuary but significant judgements are required n relatton to the assumptions for pension increases, inflation,
the discount rate applied, nvestment returns and member longewty which underpin the valuations Note 21 contams information
about the assumptions relating to retirement benefit obligations

Key judgements

Development costs

Under IAS 38 development costs must be capitalised when specified cntena have been met Following a review of the Comparny's
research and development expenditure, because of the uncertainties which still exist on the development of new products, it was
concluded that no matenal development costs met the IAS 38 crnitena require for capitalisation and therefore all development costs
have been expensed
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THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION
If you are in any doubt as to the achon you should take, you are recommended to seek your own personal adwice from your
stockbroker, accountant or other Independent professional adviser authonsed under the Financial Services and Markets Act 2000

If you have sold or otherwise transferred all of your ordinary shares in Zotefoams plc, you should forward thus document and other
docurnents enclosed (except the personalised form of proxy) as soon as possible to the stockbroker, bank or other agent through
whom the sale or transfer was effected for transmission to the purchaser or transferee

Nohce i1s hereby given that the Annual General Megting (the 'AGM’) of Zatefoams plc {the ‘Company’) will be held at the registered
office of the Company, 675 Mitcham Road, Croydon CR9 3AL on 15 May 2013 at 1000 am for the following purposes

Ordinary business
To consider and, If thought fit, pass resolutions numbered 1 to 11 below as ordinary resolutions

1 Torecewe the audited annual accounts of the Company for the year ended 31 December 2012, together with the Directors’
Report, the Directors' Remuneration Report and the Auditor’s Report on those annual accounts, the Directors’ Report and that
section of the Remuneration Report subject to audit

To approve the Directors’ Remuneration Report for the year ended 31 December 2012 in accordance with Section 439 of the
Companies Act 2006

To declare a final dvidend for the year ended 31 December 2012 of 3 5 pence per ordinary share, such dividend to be payable on
23 May 2013 to shareholders who are on the register of members of the Company at the clese of business on 26 Apnl 2013

To re-elect M-L Clayton as a Director who retires by rotation

To re-elect R J Clowes as a Director who retires by rotation

To re-elect N G Howard as a Director who retires by rotation

To re-elect C G Hurst as a Director who retires by rotation

To re-elect D B Stirling as a Director who retires by rotation

To re-elect A Walker as a Director who retires by rotation

That PricewaterhouseCoopers LLP be and is hereby appointed as Auditor of the Company to hold office from the conclusion of
the AGM until the conclusion of the next general meeting at which accounts are lad before the Company

11 To authonse the Directors to determine the Auditor’s remuneration

S OO~ A [FS I S

o

Special business
To consider and, «f thought fit, to pass the following resolutions of which resolution 12 will be proposed as an ordinary resclution and
resoluttons 13, 14 and 15 will be proposed as special resolutions

12 That, in substitution for any equivalent authorities and powers granted to the directors prior to the passing of this resolution, the
Directors be and they are generally and unconditionally authonsed pursuant to Section 551 of the Companies Act 2006 (the "Act’)

{a) to exercise all powers of the Company to allot shares in the Company, and grant nghts to subscribe for or to convert any
secunty into shares of the Company (such shares, and nghts to subscnbe for or to convert any securty into shares of the
Company being ‘relevant secunties’) up to an aggregate nominal amount of £663,855 (such amount to be reduced by the
nominal amount of any allotments or grants made under paragraph (b) below it excess of £663,855), and further

{b) to allot equity secunties {as defined 1n Section 560 of the Act) up to an aggregate naminal amount of £1,327,710 {such amount
to be reduced by the nominal amount of any allotments or grants made under paragraph (a) above) In connection with an offer
by way of nghts 1ssue

i) n favour of holders of ordinary shares in the capital of the Company, where the equrty secunties respectively attnbutable to
the interests of all such holders are proportionate {as nearly as practicable) to the respective number of ordinary shares in
the capital of the Company held by them, and

(i to holders of any other equity secunties as required by the nghts of those secunities or as the directors otherwise consider
necessary,

but subject to such exclusions or cther arrangements as the directors may deem necessary or expedient to deal with
treasury shares, fractional entitlements or legal, regulatory or practical problems ansing under the laws or requirements of
any overseas terntory or by virtue of shares being represented by depository receipts or the requirerments of any regulatory
body or stock exchange or any other matter whatsogver,

{c} provided that, unless previously revoked, vaned or extended, this authonty shall expire on the earbier of 30 June 2014 and the
conclusion of the next Annual General Meeting of the Company, except that the Company may at any tme belfore such expiry
miake an offer or agreement which would or rmight require relevant secunties to be allotted after such expiry and the Directors
may aflot relevant secunties in pursuance of such an offer or agreement as if this authonty had not expired
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13 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 12 above, and/or by way of a sale of treasury shares for cash (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 resclution shall be imited to

{iy the allotment of equity secunties and sale of treasury shares for cash in connection with an offer of, or invitation to apply for,
equity secunties (but in the case of the authonty granted under paragraph (b) of resolution 12, by way of a nghts issue only)

(&) n favour of holders of ordinary shares in the capital of the Cormpany, where the equity secunties respectively atinbutable
to the interests of all such holders are proportionate (as nearly as practicable) to the respective number of ordinary
shares in the capital of the Company held by them, and

(B} to holders of any other equity secunties as required by the nghts of those secunties or as the Directors otherwise
consider necessary,

but subject to such exclusions or other arrangements as the Directors may deem necessary or expedient to deal with
treasury shares, fractional entitlements or legal, regulatory or practical problems ansing under the laws or requirements of
any overseas termory or by wirtue of shares being represented by depository recelpts or the requirements of any regulatory
body or stock exchange or any other matter whatsoever, and

() in the case of the authonty granted under paragraph (a) of resolution 12 and/or in the case of any sale of treasury shares for
cash, the allotment, othenwise than pursuant to sub-paragraph (i) above, of equity secunties or sale of treasury shares up to
an aggregate norminal value equal to £99,578, and

(b} unless previously revoked, varied or extended, this power shall expire on the earier of 30 June 2014 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 {and treasury shares to be sold) after such expiry and
the Directors may allot equity securtties (and sell treasury shares) in pursuance of such an offer or agreement as If this power
had not expired

14 That the Company be and i1s hereby uncondittonally and generally authonsed for the purposes of Section 701 of the Act to make
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 authorsed to be purchased 1s 3,883,131,

(b} the mimimum price which may be paid for any such Ordinary Share 1s 5 pence,

(©) the maximum pnce which may be paid for an Crdinary Share shall be an amount equal to 105% of the average middle market
quotations for an Ordinary Share as denved from the London Stock Exchange Daily Official List for the five business days
immedtately preceding the day on which the Ordinary Share 1s contracted to be purchased, and

(d) this authonty shall, unless previcusly renewed, revoked or vanied, expire on the earlier of 30 June 2014 and the conclusion of
the next Annual General Meeting, but the Company may enter into a cantract for the purchase of Crdinary Shares before the
expiry of this authonty which would or might be completed (wholly or partly) after its expiry

15 That a general meeting other than an annual general meeting may be called on not less than 14 clear days’ notice
Dated 21 March 2013

By order of the Board

Registered Office:

675 Mitcham Road

Croydon

CR9 3AL

J W Kindell
Company Secretary

Jaws Y
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Notes

) Pursuant to Part 13 of the Companies Act 2006 and to Reguiation 41 of the Uncertuficated Secunties Regulatons 2001 {as amendad), anly those members registerad in the
register of members of the Comparty at the clase of business on 13 May 2013 {or If the AGM 15 adiournad 4B hours before the ime fixed tor the adjourned AGM) shall be entitled
to attend and vote at the AGM in respect of the number of shares registered in therr name at that tme In each casa, changes to the register of members after such time shall be
disregarded in determining the nghts of any person io attend or volg at the AGM

[} M youwish to attend the AGM in person please bnng the accompanying attendance card and presant this to the Comparny s reception desk an arnval

il A member who 15 entitled to attend speak and vote at the AGM may appoint a proxy to attend speak and vote instead of im A memiser may appoini mora than ane proxy
provided each proxy 1s appointed to exercise nghts attached to different shares (50 a member must have more than one share to be able to appoint more than ona proxy) A
proxy need not be a member of the Company but must attend the AGM in order to represant you A proxy must vote in accordance with any instructions gven by the member by
whom the proxy 15 appointed Appamnting a prosy wall not prevent a rmembser from attending in person and voting at the AGM (although voting In persen at the AGM will terminate
the proxy appontment) A proxy form s enclosed or has been sent to you separately The notes to the praxy form include instructions on how to appant the Chairman of the
AGM or another person as a praxy You can only appont a proxy using the procedures set out In these Notes and in the nates to the proxy form

(v T ba valid, a proxy form, and the onginal or duly cartfiad copy of the power of attorney or other authorty if amy) under which it 13 signed or authanticated, should reach the
Company’s registrars Computershare Investor Sarvices plc, The Pavilions Bridgwater Fload Bnstol BS99 6Z2Y by nc later than 1000 am on 13 May 2013

(v} The praxy form includes details on how o vote electronically Tha notes to the proxy form also include Instructions on how to appant a praxy by using the CREST proxy
appontment serwce You may not uge any electronwe address provided either in thes notice of AGM or 1n any related documents {including tha praxy form) to communicate with
the Company for any purposes other than those expressly stated

{w) In the case of joint holders of sharas the vota of tha first named in the ragistar of members who tenders a vote, whether in person of by proxy, shall be accapted to the axclusian
of the vates of other joint holders

{wi} The following information 1s avadable at www zotefoams com (1) the matters set out in this notuce of AGM  (2) the total numbers of shares in the Company, and shares in each
class nrespoct of which members are entitled 10 exergise voung nghts at the AGM, (3} the totals of the veting nghts that members are entitled to exarase at the AGM In respect
of tha sharas of each ¢lass, and (4) members’ statemeants, mambers resclutions and members’ matters of business received by the Company aftar the first date on which notice
of tha AGM was given

o) I you are a person who has been nominated by a member to enjoy information nghts in accordance with Section 146 of the Companies Act 2006 Motes (1) to v} above do net
apply 1o you (as the nghts descnibed in these Notes can only be exercised by members of the Company but you may havae a nght under an agreement batween you and the:
member by whom you were nominated 1o be appointed or to have someone else appointed, as a proxy for the meeting If you have no such nght or do not wish to exercise it you
may have a nght under such an agreement 1o give Instructions to the member as o the exercisé of voting nghts

<) A member that 15 a company o other orgarusation not having a physical presence cannot attend in person but can appoint somecnea to represent it This can be done in one of
two ways ether by the appointment of a proxy {descnbed i Notes i) to {v) above) or of a corporate representate. Members considenng the appointment of a corporate
rapresentatve shoutd check their own legal positon, the Company s Articles of Assoaianon and the relevant prowsion of the Companies Act 2008

(¥} Members attending the AGM have theright to ask and subigct 10 the provisions of the Companies Act 2006 the Company must cause to be answered any questions relatng
to the business beng dealt with at the AGM

[xi) As at the close of business on 21 March 2013 the Company's 1ssued share capital comprised 39,831,312 ordinary shares of § pence each. Each ordinary share carnes the nght
10 one vote at a general meetng of the Company No ordinary shares were held in ireasury and accordingly the total number of voting nghts in the Company s at the close of
business on 21 March 2013 13 39,831,312

{xu) Shareholders should note that i I1s possible that pursuant to requests made by shareholders of the Company under Section 527 of the Companies Act 2006 the Company may
be requared 10 publish on a website a statement setting out any matter refating to {i} the avait of the Company s accounts (including the auditor’s report and the conduct of the
audd) that are to be land batore the AGM, or il any creumstanca connected with an audior of the Company ceasing te hold office since the prevaus maeting at which annual
accounts and reports were lad in accordance with Section 437 of the Companies Act 2006 The Comparny may not require the shareholders requesting any such website
publication to pay its expensas in complying with Sections 527 or 528 of the Companies Act 2008 Wnere the Company 1s required to place a statement on a website under
Sacbon 527 of the Companies Act 2006 1t must forward the statement to the Comparny s auditor not later than the tme when it makes the staternent avadabte an the website
The business which may be dealt with at the AGM includes any statement that the Comparny has been required under Sectuon 527 ¢f the Compares Act 2006 to publish on
a website

{xm) Copres of the Executive Directors service contracts with the Company and any of 115 subsichary undertakings, deeds of indemnity in favour of the Directors and letters of
appointment of the Nan-Executive Diectars are avalable for inspection at the registered office of the Company duning the usual business hours on any weekday (Saturday
Sunday o public holidays excluded} from the date of ths notice until the conclusion of the AGM

Explanatory notes to the resolutions

Qrdinary Business

Resolution 1 - Raceiving the accounts and reports

All quoted companies ara required by law to lay ther anmual accounts and reports before a general meating of the Gompany, together with the Directors Report Directors
Rermuneration Report and Auditor's Report on the accounts the Directors Repart and the section of the Directors Remuneration Report subject 1o audit At the AGM, the Drectors
will prasent thase documents 10 the shareholders for the financial year ended 34 December 2012

Resalution 2 - Remuneration Report

All quoted companies are requirad by law to praduce for each firancial year a Directors’ Remuneration Report which sets out the Bemuneration Committeg s policy inrelation to
Directors’ remuneration, together with the rermunaranon and benefits paid to Directors dunng the year The Company s also required to put an ord nary resolution to shareholders
appeerving the report at the megting at which the Company s report and accounts for that year are laud Accordingly rasolution 2 secks the approval of the Directars Remuneration
Report which Is set out on pagas 23 to 27 of the report and accounts for the financial year ended 31 Dacember 2012

Tha vota 1s advisory In aatura and will have no effect on the remuneraton of indmdual Drectars for the year under review Itwill however provide shareholders with the means to
express ther opruon concem:ng remuneration matters and promote dialogue in respect of policy

Resolutlon 3 - Declaration of dividend
This resolution concerns the Comparry's final dmdend payment The Directors are recommending a fnal dvdend of 3 5 pence per ordinary share i respect of the year ended 31
December 2012 whuch, f approved, wall be payable on 23 May 2013 1o the shareholders on the regster of members on 26 April 2013

Resolutions 4 to 9 — Re-election of directors

The UK Corporate Governance Code requiras all directors of FTSE 350 comparves to stand for annual re election Whilst the Cormpany 1s not within the FTSE 350 best practice for
ksted companies 18 to follow tis requirement and therelore, the Board has deaded for ths year that all the Directors will stand for annual re dection Resolubons 4 109 concem the
re election of M-L Clayton, R J Clowes, N G Howard C G Hurst D B Strkng and A Walker

Biographees for the Directors are set out on pages 18 and 16 of the report and accounts for the year ended 31 December 2012 The Charman hawng undertaken performance
reviews of the Diractars and the Non-Exacutive Cirectors of the Cha rman the Board is satsfiad that each Dueclor continues to be elfectve and dermonstratas commstment to the
rele and recommends that each Director should be ra-elected
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Resolutions 10 and 11 - Appointment of Auditor and therr remuneration
Rasotution 10 concerns the appointment of PricewaterhouseCoopers LLP as the Company's Audior, ta hold office untd the condlusion of the Company’s next general meeting where
accountg are lad

As part of good practice the Audit Gommittee recommended to the Board that the Company s audit be put to compettive tender as KPMG Audit pic (KPMG?) had been the
Company’s Auditor since the Compary’s histing n 1985 A formal tender procass was wstiated in May 2012 and, following proposals and presentations from three frrns including
KPMG), PricewaterhouseCoopers LLP was successful in the process As a consequence KPMG resigned as the Company s Auditor and the Board appanted
PrcewaterhouseCoopers LLP 1o fit tha ¢asual vacancy

Rasolution 11 authonses the Directors to determing the Auditor s remuneration

Speacial Business

Resolution 12 - Power to allot shares

This resclution grants the Directors authority to allot shares in the capital of the Comparty and other reievant securities up to an aggregate nominal value of £663 855 repregenting
approumately one-thd {33 33%) of the nominal value of the issued ordinary share capital of the Company as at 21 March 2013, being the latest practicable date before publication
of this notice In addition i accordance with tha latest institutional guidelines 1ssuad by the Association of Brtish Insurers (ABI )} paragraph (b) of resolution 12 grants the Direciorsg
authority to allot further equety secuntes up to an aggregata nominal value of £1,327,710, representing aporaximately two thirds (66 67%) of tha nomunal valug of the ssued ordinary
share capital of the Company as at 21 Margh 2013, baing the latest practcable date before publication of this notice This additional authenty may be only applied to fully pre-emptive
nghts i5sues

Tha intention of the authanty granted pursuant to paragraph (o) of resolution 12118 10 praserva maxmum flexibility and if the Directars do exercise this authonty they intend to Tallow
best practice as regards its use {including the Dhrectors standing for re election in certan cases) as recommended by the AB|

The Comparty does not currently hotd any shares as veasury shares wathan the meaning of Section 724 of the Companies Act 2006 (Treasury Shares )

Tha Dxrectors do not have any present intantion of exercising the authonties conferrad by resolution 12 but they consider it desrabla that the speafiesd amount of authonsed but
unissued share capital 1s avalable for 1ssu 50 that they can more readly take advantage of possible opportuniies

Unless revokad vaned or axiended ths authonty will expire at the conciusion of the next AGM of the Company or 30 June 2014, whichever 15 the earber

Resolution 13 - Authority to allot shares disregarding pre-emption rights

This resolution authonses the Directors in certain creumstances to aliot equity secunities for cash other than in accordance with the statutory pre emption nghits (which require a
comparny to offer all alotments for cash first to easting shareholders i proportion to therr holdings) Tha relevant circumstances are erther whaere the llotrnent takes place in
connecLon with a nghts ssue or the allotment is limited 1o a maximum nominal amount of £69 578, representing approximately 5% of the nominal value of the 1ssued ordinary share
capital of the Company as at 21 March 2013 being the latest peacucable date before publication of this notce Untess revoked vaned or extended  this authonty will expire at the
conciusion of the next AGM of the Company or 30 June 2014, whichever 1s the earlier

The Diractors consicier that the power proposed to ba granted by resolution 1315 necessary to retan flawbdity atthough they do not have any intention at the present tme of
exercising such powear

Resolution 14 — Authority to purchase shares {market purchases}

This resolution authanses the Board 10 make market purchases of up to 3,883,131 ordinary shares (represening approximatedy 10% of the Company's sued ordinary shares as at
21 March 2013 beng the latest practicabie date before publication of this notice) Shares so purchased may be cancelled or held as Treasury Shares The authorty will expire at the
end of the next AGM of the Comparrty or 30 June 2014 whichever 15 the earlier The Directors intend to seek rengwal of this authonty at subsequant AGMs

The muremum price that can ba paid or an ordinary share s 5 perce beng the nominal value of an ordinary share The maximumm pnca that can be paid 1s 5% over the average of the
middle market prces for an ordinary shara, denved from the Daly Official List of tha London Stock Exchange, for the five business days immediately before the day on which the
gharg 15 contracted 1o be purchased

The Directors intend to exercisa this nght only when in light of the markst condibons prevailing at the tme and taking inta account all relevant factors (for example the effecton
earnings per share), they believe that such purchases are in the best nterests of the Company and shareholders generally The overall postion of the Companry will be taken nto
account befora deciding upan this course of action The dagisicn as to whether any such shares bought back will ba cancelled or hedd in treasury will be made by the Directars on
the same basig at the ume of the purchase

As a1 21 March 2013 being the Iatest practicable date before publication of this notice there were outstarking awards under the Company’s long term incentive schemes in respect
of 915,016 ordinary shares in the ¢aptal of the Company representing 2 3% of the Company s 1ssued ordinary share capital i the authonty to purchase the Company s orduinary
shargs ware exarcised in il such options would represent 2 % of the Company s 1ssued ordinary share capital

Resalution 15 = Notice period for general meetings

Under the Comparees Act 2006, a listec company must give at least 21 days' nouca of 15 general meeungs However thus Act enables general meetings {other than AGMs) to be
hetd on shorter nobice of not less than 14 days prewded the shareholders have grven their congent at the previous AGM or a general meeting held since the last AGM, Resalution 15
seeks such approval similar 1o the resolution that was passed last year The approval will be effective until the Comparny's next AGM  when 118 ntended that a similar resolution will
ba proposaed The Diractars will always endeavour 10 give as much notice as possible of general meetings, but would ke 10 have the fiexibilty to call a general meeting on the shorter
permitted notce penod for tme sensitve matters that are clearty in the sharehoiders interests I the authonty 1s usad, the Comparny will offer tha ability, as required by the
Companies Act 2008, to vota electronically

Recommendation

The Directors consider that the proposals being put to the shareholders at the AGM are in the best interests of the Company and of the shareholders as a whole
Accordingly, the Directors recommend that you vote in favour of the resolutions set out in the Notice of the AGM, as they Intend to do in respect of thelr own
beneficial holdings of ordinary sharas
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Five Year Trading Summary

2010

2012 2011 restated 2009 2008

£m £m m fm £m

Turnover 47 2 44 2 399 318 34 8
Operating profit {excluding exceptional items) 60 56 48 34 40
Profit before tax {excluding exceptional items) 5.9 55 a7 32 39
Profit before tax {including exceptional items) 5.9 55 53 27 39
Profit after tax (ncluding exceptional tems) 4.7 46 43 22 30
Capital expenditure 3.7 27 27 34 14
Cash generated from the operations 6.3 61 72 70 58
Basic earnings per share excluding exceptional tems (p} 121 118 102 68 B3
Basic earnings per share including exceptional tems (p) 121 118 118 59 83
Dividends per ordinary share {p} 5.20 490 465 450 4 50
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Financial Calendar

Financial Calendar

AGM 15 May 2013

Payment of final dwvidend 23 May 2013 to shareholders on the register at the cose of business on 26 Apnl 2013
Anncuncement of 2013 intenm results August 2013

Payment of intenm drvidend October 2013

Announcement of 2013 resutts March 2014

Registrars

Enquines conceming the holding of ordinary shares in the Company should be addressed to the registrars who should also be
notified of any changes in a holder's address

The registrars are Computershare Investor Services Plc, The Pavilons, Bnidgwater Road, Bristol B389 627
Telephone 0870 707 1424
www Investorcentre ¢o uk/contactus

Website
The Company has a website {www zotefoams com} which provides information on the business and products

ZOTEK®, Azote® and microZOTE® are registered trademarks of Zotefoams ple
T-Tubes® 1s a registered trademark of UFP Technologes Inc

MuCell® 1s a registered trademark of Trexel Inc

Pebax® and Pebaxfoam® are registered trademarks of Arkema

HydroZOTE™ Is a trademark of Zotefoams plc

Red Buil® 15 the registered trademark of Red Bull GmbH

Nor®Cell is the registered trademark of Mondr Consumer Packaging International AG
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