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KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

DIRECTORS’ REPORT
FOR THE YEAR ENDED 30 JUNE 2012

The directors present their report and financial statements for the year ended 30 June 2012
Principal activities and review of the business

The principal activity of Key Technologies plc 1s that of a holding company to the following group of
companies:

STS Defence Limited, whose principal activities are the design and manufacture of electronics and
wirnng harnesses to the defence, aerospace and homeland secunty markets and the provision of
engineering services to the Ministry of Defence;

STS Motors Limited, whose principal activity 1s the design, manufacture and repair of electnical
motors,

STS Switchgear Limited, whose pnincipal actvity 1s the design, manufacture and installation of low
voltage switchboards and motor control centres.

Primetake Limited, whose principal actvity 15 the design and manufacture of ammunition and
explosive devices for specialised applications for the defence and homeland secunty markets.

STS International Limited, a dormant company

The Group experienced a challenging year as a consequence of the cuts in government budgets
around the world and, in particular, the effects of the general instability in internatonal markets,
especially the Middle East  As a result, underlying revenues declined 7% to £21 5m (2011 £23 3m)
due to a decline in our defence and homeland secunty businesses The resulting loss of £0.5m (2011
£1.51m profit) reflects both the decrease in revenues and margin pressures in these markets

The Directors have taken positive actions to address the losses by streamhning the Group structure,
strengthening the management teams within the businesses, enhancing the sales and customer
support organisations and continuing to invest in new product development.

Customer service levels and quality are key targets for the Group and are measured through a vanety
of criteria, These areas are constantly monitored to measure progress

Investment n profitable growth opportunities that improve customer service and the operational
performance of the businesses are actively encouraged The Directors consider these areas as key to
the future success of the business in the medium to long term and in order to mitigate the risk posed
by competitive pressures from around the world

The Group achieved its stated strategy to become a focused defence and homeland security Group by
completing the divestment of its non core Switchgear and Motors businesses on 12 September 2012

Since the year end, the Directors have taken positive measures to further strengthen the balance
sheet by amending its banking faciities On 12 October 2012 the bank agreed that no further loan
repayments would be payable until June 2014, Furthermore, on 12 November 2012, the Group
received £750,000 from 1ssuing New Loan Notes repayable in December 2016.




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

DIRECTORS’ REPORT (CONTINUED)
FOR THE YEAR ENDED 30 JUNE 2012

Financial Instruments and Risks

The pnincipal financial instruments of the company comprise cash and bank deposits, bank overdrafts
and loans together with trade creditors and trade debtors that anise directly from its operations The
main purpose of these instruments 1s te raise funds for the Group's operations and to finance its
continuing operations

The Company’s operations expose It to a varnety of financial nsks including the effects of currency
risk, creddt risk, iquidity nsk and interest rate nsk:

Currency Risk — the Group has foreign currency dealings with customers and suppliers based outside
the UK which are consequently subject to exchange rate fluctuations The Group actively manages
these exposures with foreign currency instruments unless there 1s a natural hedge between sales and
purchases The principal currencies involved are US Dollars and Euros.

Ligurdity Risk — the Group manages this rnisk by the use of bank balances and overdraft faciities along
with effictent monitoring and forecasting of cashflow and bank covenants to ensure there are
sufficient funds to meet liabilites

Credit Risk — trade debtors are managed in respect of credit and cashflow nisk by policies monitoning
the credit offered to customers and regular monitering of amounts outstanding for both time and
total exposure,

Interest Rate Risk — the Group has exposure to increases In interest rates on its bank loans and
overdraft facility. The risk 1s imited by an interest rate cap instrument.

Creditors payment policy
The Group’s current policy concerning the payment of trade creditors is to

- settle the terms of payment with suppliers when agreeing the terms of each transaction;

- ensure that suppliers are made aware of the terms of payment by inclusions of the relevant
terms in contracts;
and

- pay in accordance with the Group’s contractual and other legal obligations On average, trade
creditors at the penod end represented 41 {2011 58) days’ purchases.

Employee involvement

The Directors recognise the importance of employee nvolvement established by good
communications and working relationships Effective communication 1s encouraged through the
subsidiary company management at all times backed up by briefings given by the Managing Director
to all employees. These biannual brefings cover the Group’s and Company’s performance, matters
affecting employees and encourages employees o raise issues or concerns and make suggestions for
improvement

Employee policies

The Group 15 committed to the elimination of alt or any discrimination and to the promotion of
equalty of opportunibes in employment It 1s Group policy to afford equal opportunities to all
employees and job applicants. No employee or job applicant 1s less favourably treated than another
on the ground of their sex, sexual orientation, age, mantal status, religion, race, nationalty, ethnic or
national orgin, colour or disability and all appointments and promotions are determined solely by
merit. Responsibility for monitoring the effective working of these policies 1s vested with the directors
of Key Technologies plc




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

DIRECTORS’ REPORT (CONTINUED)
FOR THE YEAR ENDED 30 JUNE 2012

Results and dividends

The results for the peniod are set out on page 6.
The directors do not recommend payment of a dividend (2011 Nil)

Directors

The following directors held office dunng the year.

T Middleton

P D Miller {(Resigned 01/04/2012)

K Hilton

D L Grove (Deceased 12/11/2011)

C Rowe

L R Litwinowicz (Appointed 25/01/2012)
R Papanicolaou (Appointed 27/03/2012)

Directors’ responsibilities
The directors are responsible for prepanng the Directors’ 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 elected to prepare the financial statements in accordance with International
Financial Reporting Standards as adopted by the European Umion and applicable law. Under company
law the directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the company and the group and of the profit or loss of the
group for that period

In prepaning these financial statements, the directors are required to:

- select suitable accounting policies and then apply them consistently,
- make judgements and accounting estimates that are reasonable and prudent,

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

- prepare the financial statements on the going concern basis unless it 1s inappropriate to presume
that the group will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the group’s and company’s transactions and disclose with reasonable accuracy at any time the
financal position of the group and enable them to ensure that its financial statements comply with
the Companies Act 2006. They are also responsible for safeguarding the assets of the group and
hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties.

Statement of disclosure to auditor

In so far as the directors, individually, are aware, there I1s no relevant audit infformation of which the
group’s auditor 1s unaware. Additionally, the directors have taken all the necessary steps that they
ought to have taken to make themselves aware of all relevant audit information and to establish that
the auditor 1s aware of that information

Bﬁzzar /Eﬁ /b%ard
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KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

INDEPENDENT AUDITORS’ REPORT
TO THE SHAREHOLDERS OF KEY TECHNOLOGIES PLC

We have audited the financial statements of Key Technologies plc for the year ended 30 June 2012
which compnse the Consolidated Income Statement, the Consolidated Statement of Comprehensive
Income, the Consolidated and Parent Company Balance Sheets the Consclidated and Parent
Company Cash Flow Statements, the Consolidated and Parent Company Statements of Changes in
Equity and the related notes The financial reporting framework that has been applied in ther
preparation i1s applicable law and International Financial Reporting Standards ("IFRS") as adopted by
the European Unton and as regards the parent company financial statements as applied in accordance
with the provisions of the Companies Act 2006.

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

Respective responsibilities of the directors and auditors

As explained more fully in the Directors responsibilities statement set out on page 3 the Directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true
and fair view Qur responsibility 15 to audit and express an opinion on the financial statements in
accordance with applicable law and International Standards on Auditing (UK and Ireland) Those
standards require us to comply with the Auditing Practices Board's (APB's) Ethical Standards for
Auditors.

Scope of the audit

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficent to gwve reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the group’s and the parent company’s circumstances and have
been consistently applied and adequately disclosed, the reasonableness of significant accounting
estimates made by the directors, and the overall presentation of the financial statements In addition,
we read all the financial and non-financial information In the directors report to identfy matenal
inconsistencies with the audited financial statements If we become aware of any apparent matenal
misstatements or inconsistencies we consider the implications for our report.

Opinion
In our opmion:

- the financial statements give a true and farr view of the state of the group’s and the parent
company’s affairs as at 30 June 2012 and of the group’s loss for the year then ended,

- the group financial statements have been properly prepared in accordance with IFRSs as adopted
by the European Union;

- the parent company financial statements have been properly prepared tn 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 in accordance with the requirements of the
Companies Act 2006




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

INDEPENDENT AUDITORS' REPORT CONTINUED
TO THE SHAREHOLDERS OF KEY TECHNOLOGIES PLC

Opinion on other matters prescribed by the Companies Act 2006
In our opinion

- the information given in the Directors’ report for the financial year for which the financial !
statements are prepared i1s consistent with the financial statements

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

- adequate accounting records have not been kept by the parent company, or returns adequate for
our audit have not been received from branches not visited by us; or

the parent company financial statements are not in agreement with the accounting records and
returns; or

certain disclosures of Directors’ remuneration specified by law are not made; or

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

Ian Monk, Senior Statutory Auditor
for and on behalf of

RSM Tenon Audit Limited [}Uﬁ Ww \e

Statutory Auditor Rivermead House
7 Lewis Court
Grove Park
Enderby
Leicestershire
LE19 1SD




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

CONSOLIDATED INCOME STATEMENT
FOR THE YEAR ENDED 30 JUNE 2012

Year Year
ended ended
30 June 30 June
2012 2011
Non- Non-
Underlying Underlying Total Underlying Underlying Total
Note £000 £000 £000 £000 £000 £000
CONTINUING OPERATIONS
Revenue 21,476 - 21,476 23,255 - 23,255
Cost of sales (16,836) - (16,836) (16,302) - (16,302}
Gross profit 4,640 - 4,640 6,953 - 6,953
Administrative expenses {4,586) (2,044} (6,630) (4,918) (880) (5,798)
Other income - - - 3 - 3
Excephicnal costs 3 (72) {233) (305) - - -
Operating {toss)/profit 3 (18) (2,277) (2,295) 2,038 {880) 1,158
Finance income 4 - - - 15 - 15
Finance costs 5 (448) (94) (542) {543) (97) (640)
{Loss)/profit before income tax {466) (2,371) (2,837) 1,510 (977) 533
Taxaton 6 141 - 141 11 - 11
(Loss)/profit for the year from
conbinued operations (325) (2,371) (2,696) 1,521 (977) 544
DISCONTINUED OPERATIONS
Profit for the year from
discontinued operations 7 - - - 83 130 213
(Loss)/ profit for the year (325) {2,371} (2,696) 1,604 (847) 757
Basic earnings per share
From continued operations 8 {4 4) (36 5) 206 74
From discontinued operations B - - 11 29
{(44) (36 5) 217 103
Diluted eamings per share
From continued operations 8 31 {32 3) 76
From discontinued operations 8 - - 26
31) (323 102

The compostion of the non-underlying items are detaed in note 8 to the financial statements




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED 30 JUNE 2012

Year ended

30 June 2012

Note £000
(Loss)/profit for the year {2,696)
Actuanal (loss)/gain on post employment benefit obligations 25 (83)

Deferred tax taken to equity in relation to the above 18 22
Other comprehensive income for the year {61)
Total comprehensive income for the year (2,757)

Year ended
30 June 2011
£000

757

57
(15)

42

799




KEY TECHNOLOGIES PLC

AND SUBSIDIARY COMPANIES
CONSOLIDATED BALANCE SHEET

AS AT 30 JUNE 2012

Non-current assets

Intangible assets

Property, plant and equipment
Retirement benefit scheme asset
Defarred tax

Current assets

Inventories

Construction contract work Iin progress
Trade and other receivables

Current tax receivable

Total assets

Current liabilities

Cash and cash equivalents

Borrowings

Trade and other payables

Amounts due to customers for contract work
Current tax payable

Net current (liabilities)/assets

Non-current liabilities

Long term borrowings

Obligations under hire purchase contracts
Deferred tax

Provisions for habilities

Total liabilities

Net assets

Equity

Share capital

Share premium account
Merger reserve

Other reserves
Retained profit

Total equity

Notes

10
25
18

12
13

14
16
15
13

16
16
i8
17

19

2012
£000

13,479
1,002

10

14,491

979
754

5,381

7,182

21,673

945
1,763
4,797

9

7,514

(332)

7,295

90

7,385

14,899

6,774

74
1,777
3,410

31
1,482

6,774

2011
£000

15,490
1,110
83

14

16,697

1,232
2,428
5,597

9,257

25,954

1,021
1,537
4,476
158
52

7,244

2,013

9,009

23
147

9,179

16,423

9,531

74
1,777
3,410

31
4,239

9,531

(2
The financial statements were approved by the board of directors on l}ﬁh Md are signed on Its

Director
Company Registration No. 06515775

behalf by /
)
K Hilton / T Middleton

Director

TR




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

COMPANY BALANCE SHEET

AS AT 30 JUNE 2012
2012 2011
Notes £000 £000
Non-current assets
Investments 11 10,226 10,226
Tangible assets 10 67 53
10,293 10,279
Current assets
Trade and other recewvables 14 10,162 11,695
10,162 11,695
Total assets 20,455 21,974
Current liabilities
Cash and cash equivalents 14 2,014 1,941
Borrowings 16 1,396 1,243
Trade and other payables 15 3,568 5,833
6,978 9,017
Net current assets 3,184 2,678
Non-current liabilities
Long term borrowings 16 5,675 6,728
Provistons for habilities 17 90 90
5,765 6,818
Total habilities 12,743 15,835
Net assets 7,712 6,139
Share capital 19 74 74
Share premium account 1,777 1,777
Merger reserve 3,410 3,410
Other reserves 31 31
Retained profit 2,420 847
Total equity 7,712 6,139

The financial statements were approved by the board of directors on F‘ﬂ' Pcead - and signed on its
behalf by

Spion W U %‘% e

Company Registration No. 06515775




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED 30 JUNE 2012

Share Share Merger Retained Other

capital premium reserve earmngs reserves Total
Group £000 £000 £000 £000 0 £000
Balance as at 1 July 2010 74 1,777 3,410 3,688 31 8,980
Profit for the year - - - 757 - 757
Actuarial gain on post employment benefit obligations - - - 57 - 57
Deferred tax taken to equity In relation to the above - - - (15) - (15)
Fair value of share based payments - - - (248) - (248
Balance as at 1 July 2011 74 1,777 3,410 4,239 31 9,531
(Loss)/Profit for the year - - - (2,696) - (2,696}
Actuarial gamn on post employment benefit obligations - - - (83) - {83}
Deferred tax taken to equity In refation to the above - - - 22 - 22
Balance as 30 June 2012 79 1,777 3,410 1,482 31 6,774

Share Share Merger Retained Other

capital premium reserve earmings reserves Total
Company £000 £000 £000 £000 £000 £000
Balance as at 1 July 2010 74 1,777 3,410 565 3 5,887
Profit for the year - - - 500 - 500
Fair value of share based payments - - - (248) - (248)
Balance as at 1 July 2011 74 1,777 3,410 847 3 6,139
Profit for the year - - - 1,573 - 1,573
Balance as at 30 June 2012 74 1,777 3,410 2,420 31 7.712

The merger reserve arose when the shares of STS International Lirmited were exchanged for shares n
Key Technologies plc.

Other reserves relate to the fair value of the equity component of convertible unsecured loan stock
Issued during a previous year.

-10-




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2012

Cashflow Note
Cash inflows from operating activities 1

Investing activities

Interest received

Acquisition of business

Acquisition of property, plant and equipment
Acquisition of intangible assets

Disposal of tangible asset

Disposal of subsidiary undertakings 7
Net cash disposed with subsidiary undertakings

Net cash (used in)/from investing activities
Financing activities

Interest and similar expenses paid

Repayment of borrowings

Repayment of obligations under finance leases
New bank finance acquired

Net cash used in financing activities

Net increase/(decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at year end

Year ended
30 June 2012
£000

2,426

(zai)
(43)
8

(266)

(542)
(1,488)
(54)

(2,084)

76

(1,021)

(945)

Year ended
30 June 2011
£000

3

15
(958)
(442)

(27)

2,193
(41)

742

(543)

(2,936)

(67)
2,000

(1,546)

(773)

(248)

(1,021)

-11-




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

COMPANY CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2012

Cashflow Note

Cash flows from operating activities
Investing activities

Acquisition of property, plant and equipment
Disposal of subsidiary undertakings

Dividends received from subsidiary undertakings
Nat cash from investing activities
Financing activities

Interest and similar expenses paid

Repayment of borrowings

New bank finance acquired

Net cash used in financing activities

Net (decrease) / Iincrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at year end

1

Year ended
30 June 2012
£000

(1,611)

(28)

3,000

2,972

(534)
(900)

(1,434)

(73)

(1,941)

(2,014)

Year ended
30 June 2011
£000

(2,573)
(64)

2,420
1,892

4,248

(526)
(2,936)
2,000

(1,462)

213

(2,154)

(1,941)

-12-




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

NOTES TO THE CONSOLIDATED AND COMPANY CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2012

1. Reconciliation of operating profit to net cash inflow from operating activities
2012 2012 2011 2011
Group Company Group Company
£000 £000 £000 £000
(Loss}/profit before income tax for the year
Including discontinued operations (2,837) 1,546 746 500
Add back net financing costs/(income) 542 (2,466) 625 {1,269)
Operating (loss)/piofit for ihe year (2,295) (920) 1,371 (769)
Adjustments for
Profit on disposal of subsidiary - - (130) -
Depreciation of property, plant and equipment 335 14 412 15
Amcrtisation of intangible assets 1,143 - 1,077 -
Impairment of intangible assets 911 - - -
Loss on disposal of tangible asset - - 1 -
Profit on disposal of intangible assets (4) - - -
Share-based payment transaction - - (248) (248)
Operating cash flows before movements
in working capital S0 (906) 2,483 {1,002)
Decrease In inventones 253 - 120 -
Decrease/(Increase) in receivables 1,880 1,533 (1,547) (721)
Increase/(Decrease) in payables 226 {2,265) {440) {940)
{Decrease)/Increase in provisions (57) - - 90
Taxation 34 27 (585) -
Net cash from operating activities 2,426 (1,611) 31 (2,573)

13-




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 30 JUNE 2012

1

1.1

1.2

1.3

14

Accounting policies

Presentation of financial statements

These consolidated and company financial statements have been prepared and approved by
the directors 1n accordance with International Financial Reporting Standards as endorsed by
the International Accounting Standards Board and adopted by the EU (“adopted IFRS"). They
have been prepared in accordance with those parts of the Companies Act 2006 applicable to
companies preparing accounts under IFRS. The consolidated financial statements have been
prepared under the historical cost convention except in the case of financial instruments
required to be included 1n the financial statements at farr value

The accounting policies set out below have, unless otherwise stated, been applied consistently
to all years presented in these financial statements

Basis of consolidation

The consohdated financial statements incorporate the financial statements of the company and
enterprises controlled by the company (and its subsidianes) made up to 30 June 2012. Control
1s achieved where the company has the power to govern the financial and operating policies of
an investee enterprise so as to obtain benefits from its activities.

On acquisition, the identifiable assets, habilities and contingent liabilities of a subsidiary are
measured at their fair values at the date of acquisition

The results of subsidianies acquired or disposed of during the year are included in the
consolidated income statement from the effective date of acquisition or up to the effective date
of disposal, as appropnate

Where necessary, adjustments are made to the financial statements of subsidianes to bring
their accounting policies used into hine with those used by the group

All intra-group transactions, balances, income and expenditure are eliminated on consolidation.

In accordance with the Companies Act 2006, Section 408, a separate income statement of Key
Technalogies plc 1s not presented. The profit after tax of Key Technologies plc for the year
ended 30 June 2012 was £1,546,607.

Goodwill and other intangible assets

Goodwill ansing on consolidation represents the excess of the fair value of the consideration for
investment 1n subsidiary undertakings over the group’s interest in the farr value of identifiable
assets and labiities acquired. Goodwill 1s stated at cost less any accumulated impairment
losses. Goodwill 1s reviewed annuaily Any impairment i1s recognised immediately in the income
statement and s not subsequently reversed.

Acquired goodwill 1s stated at cost and reviewed annually for impairment.

Licences are valued at cost less accumulated amortisation.  Amortisation 15 calculated to write
off the cost 1n equal instalments over their estimated useful life of between 3 and 5 years

Products, contracts and brands are valued at cost less amortisation Amortisation is calculated
to write off the cost in equal instalments over their useful fe of 10 years.

Revenue recognition

Revenue represents amounts receivable for goods and services net of VAT and trade discounts
Revenue 1s recognised when goods are delivered and title has passed or the group has
otherwise fulfilled its performance oblgations or in Iine with accounting polcy 1.7 for
construction contracts

-14-




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

NOTES TO THE FINANCIAL STATEMENTS CONTINUED
FOR THE YEAR ENDED 30 JUNE 2012

1.5

1.6

1.7

1.8

1.9

Investments

Non-current investments are stated at cost less provision for impairment. A review I1s carried
out at the end of each financial year end to determine If any assets have suffered an
impairment loss.

Inventories and work in progress

Inventornes and work in progress {cther than construction contracts) are stated at the lower of
cost and net realisable value Cost comprises direct matenals and where applicable, direct
labour costs and those overheads that have been incurred in bringing the inventories to their
present location and condition Costs are allocated on a first in first, out basis.

Net realisable value represents the estimated selling price less estimated costs to completion
and costs to be incurred in marketing, selling and distribution

A provision 1s made for obsolete, slow moving or otherwise impaired inventory

Construction contracts

When the outcome of a construction contract can be estimated reliably, revenue and costs are
recognised by reference to the stage of completion at the balance sheet. Vanations in contract
work, claims and incentive payments are included to the extent that they have been agreed
with the customer

Where the income of a construction contract cannot be estimated reliably, contract revenue 1s
recognised to the extent of contract costs incurred that it 1s probable will be recovered
Contract costs are recognised as expenses in the year in which they are incurred.

Where it 1s probable that total contract costs will exceed total contract revenue, the expected
loss 1s recagnised as an expense immediately

Payments on account are firstly deducted from construction contract work in progress, any
excess Is Included in creditors as payments on accounts,

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation.

Depreciation 1s charged so as to write off the cost over its expected useful lives, using the
straight-ine method, as follows

Leaseheld improvements - over the length of the lease

Plant and equipment — 20% & 33% per annurm straight line
Motor vehicles — 25% per annum straight fine

Fixtures, fittings and equipment - 20% per annum straight line,

Leasing and hire purchase commitments

Where assets are financed by leasing agreements and the risks and rewards are substantally
transferred to the group (“finance leases™) the assets are treated as if they had been
purchased outright and the corresponding hability to the leasing company is included as an
obligation under finance leases Depreciation 15 charged to the income statement on the same
basis as owned assets.

Leasing payments are treated as consisting of capital and interest elements and the interest Is
charged to the income statement on the sum of digits basis

Leases where substantially all the risks and rewards of ownership of assets remain with the
lessor are accounted for as operating leases and are accounted for on a straight line basis over
the term of the lease.

-15-




KEY TECHNOLOGIES PLC
AND SUBSIDIARY COMPANIES

NOTES TO THE FINANCIAL STATEMENTS CONTINUED
FOR THE YEAR ENDED 30 JUNE 2012

1.10

1.11

1.12

1.13

1.14

1.15

Impairment of assets

A review 1s carried out at the end of each financial year to determine if any assets have
suffered an impairment loss If such indication exists, the asset’s recoverable amount 1S
estimated and compared to Its carrying value. Impairment losses are recognised in the income
statement when an asset’s carrying value exceeds its recoverable amount.

Foreign cutrency translation

Monetary assets and liabilities denorminated in foreign currencies are transtated into sterling at
the rate of exchange ruling at the balance sheet date. Transactions n foreign currencies are
recorded at the rate ruling at the date of the transaction. All differences are taken to the
income statement.

Research and development

Research expenditure 15 wntten off to the income statement in the period in which 1t 1s
incurred Development expenditure 1s written off to the income statement in the year in which
it 1s incurred unless the expenditure meets the criteria within IAS 38 for capitalisation

Retirement benefit costs
Payments to defined contnbution retirement benefit plans are charged as an expense as they
fall due.

The group operates two defined benefit retirement benefit plans, both of which require
contributions to be made to separately administered funds. For defined benefit retirement
benefit plans, the cost of prowiding benefits 15 determined using the projected unit credit
method, with interim actuarial valuations being carried out at each balance sheet date
Actuarial gains and losses immediately are recognised in full Past service cost Is recognised
immediately to the extent that the benefits are already vested, and otherwise 1s amortised on a
straight-line basis over the average period until the amended benefits become vested.

The amount recognised in the balance sheet represents the present value of the defined
benefit obligation reduced by the far value of plan assets. Any asset resulting from this
calculation 1s Imited to the present value of avallable refunds and reductions in future
contributions to the plan.

Warranty provision
Provision Is made for the estimated future cost of fulfilling the company’s warranty obligations,
based upon historical warranty experience and future expectations.

Taxation

Current tax, including UK corporation tax, 1s provided at amounts expected to be paid (or
recovered) using the tax rates and laws that have been enacted or substantively enacted by
the balance sheet date.

Deferred tax I1s provided in full using the balance sheet liability method. Deferred tax 1s the
future tax consequences of temporary differences between the carrying amounts and tax bases
of assets and liabilities shown on the balance sheet, Deferred tax assets and liabilities are not
recognised If they arise in the following situations the initial recognition of goodwill; or the
initial recognition of assets and labilities that affect neither accounting nor taxable profit. The
amount of deferred tax provided 1s based on the expected manner of recovery or settlement of
the carrying amount of assets and liabilities using tax rates enacted or substantially enacted at
the balance sheet date. Deferred tax charges and credits are recogmised in the income
statement unless they relate to items taken to the statement of comprehensive income in
which case the related deferred tax charge or credit i1s also taken to the statement of
comprehensive income

-16-
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1.15

1.16

1.17

1.18

1.19

1.20

Taxation (continued)

A deferred tax asset is recognised only to the extent that it 1s probable that future taxable
profits will be avallable against which the asset can be utilised. The carrying amount of the
deferred tax assets are reviewed at each balance sheet date and reduced to the extent that it
15 no longer probable that sufficient taxable profits will be available to allow all or part of the
asset to be recovered

Government grants

Grants are credited to deferred revenue Grants towards capital expenditure are released to the
income statement over the expected useful Iife of the assets Grants towards revenue
expenditure are released to the income statement as the related expenditure i1s incurred.

Financiai instruments
Financial assets and labilities are recognised on the group’s balance sheet when the group
becomes a party to the contractual provisions of the instrument.

- Cash and cash equivalents

Cash and cash equivalents compnse cash in hand and demand deposits and other short-term
highly hquid investments that are readily convertible to a known amount of cash and are
subject to an insignificant nsk of changes in value

- Borrowings

Interest bearing borrowings and overdrafts are recorded at the proceeds received, net of direct
1Issue costs. Finance charges, including premiums payable on settlement of redemption and
Incremental costs directly attributable to the issue, are accounted for on an accruals basis as
part of finance expenses In the income statement using the effective interest rate method and
are added to the carrying amount of the instrument to the extent that they are not settled in
the period that they anse,

- Compound Financial Instruments

The group evaluates the carrying amount of the liability component of compound financial
instruments by measuring the fair value of a similar liability that does not have an associated
equity component. The carrying amount of the equity instrument represented by the option to
convert the instrument into ordinary shares 1s then determined by deducting the fair value of
the financial hability from the fair value of the compound financial instrument as a whole

Trade receivables

Trade recewables are initially measured at fair value and subsequently measured at amortised
costs using the effective interest rate method less any impawrment losses. They are reflected
net of estimated provisions for doubtful client accounts The provision 15 based in historic
collection patterns and with reference to the ageing of certain balances and other relevant
information available to the directors

Trade payables
Trade payables are initially measured at fair value and subsequently measured at amortised
costs using the effective interest rate method.

Share based payment

The group Issues share options to certain employees The fair value of the employee services
received In exchange for the grant of the options s recognised as an expense with a
corresponding ncrease In equity. The total amount to be expensed over the vesting period 1s
determined by reference to the far value of the options granted, excluding the impact of any
non-market vesting conditions Non-market vesting conditions are included in the assumptions
about the number of options that are expected to vest At each balance sheet date, the group
revises Its estimates of the number of options that are expected to vest. It recognises the
impact of the revision to ongmnal estimated, If any, in the income statement, with a
corresponding adjustment to equity

Fair value 1s measured using the Black-Scholes model.
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1.21

1.22

New IFRS standards and interpretations adopted during the financial year
In this financial year the following standards had been endorsed by the EU, became effective
and therefore were adopted by the Group

. IFRS7 — Financial instruments Disclosure

The adoption of these standards and interpretations has not had a significant impact on the
result for the year

There are also a number of amendments to international accounting standards which have not
as yet been adopted by the EU and as a result these have not been disclosed above

Critical accounting judgements and key sources of estimation uncertainty

The preparation of accounts in conformity with IFRS requires the use of estimates and
assumptions that affect the reported amounts of assets and labilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reported
penod. Although these estimates are based on management’s best knowledge of the amount,
event or actions, actual results may ultimately differ from those estimates The key source of
estimation uncertainty at the balance sheet date derives from management assumptions in
relation to the level of completion of constructton contracts The accounting policy in relation
to this item 15 disclosed in note 1.7 above,

Segmental information

The group 1s currently exempt from the requirements of IFRS 8 but has chosen to provide the
relevant information In respect of the segments in which it operates as follows

The chief operating deasion maker (the board of directors) considers that the business
operates within three operating divisions, defence and homeland secunty, construction
products and rail products These divisions are the basis on which the group reports its primary
segment information. The directors consider that the group operates matenally within the UK
and therefore has not presented any further information in respect of geographical segments

Principal activities are as follows

t

Defence and homeland security Design and manufacture of ammunition and explosive
devices, electronic and electrical assemblies and the

provision of engineering services.

Rall products - Design, manufacture and repair of electronic and
electro-mechanical equipment for railway applications,

Construction products - Design, manufacture and nstallation of low voltage
distribution boards and motor control centres
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2, Segmental information (continued)

Segmental information about these businesses Is presented below.

Revenue
Defence and homeland security
Construction products
Rail products
Total

Segment result

Defence and homeland security
Construction products

Rail products

Unallocated corporate expenses

{Loss)/profit from operations
Exceptional costs
Finance costs

Income from investments

(Loss)/profit before tax
Income tax expense

(Loss)/profit for the year from continued operations

2012
Additions Depreciation
£000 £000
Capital additions and

depreciation/amortisation
Defence and homeland security 199 2,277
Construction products 17 65
Rail products 56 33
Unallocated 2 14
Total 274 2,389

2012
£000
14,265
5,058
2,153

21,476

2012
£000
(2,029)
65
767
(613)

(1,990)

(305)
(542)

(2,837)
107

(2,730)

2011

2011
£000
1,493

109
(542)

1,158

(546)
15

533
11

544

Additions Depreciation

£000

321
39
45
64

469

£000

1,287
80
106
16

1,489
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2. Segmental information (continued)

2012

Assets Liabilities

Assets and liabilities £000 £000
Defence and homeland security 15,424 5,862
Construction products 1,552 876
Rail products 679 163
Eliminations (6,519) (1,697)
Unallocated 10,527 9,729
Total 21,663 14,933

3. Operating profit

Operating profit is stated after charging/{crediting}
Depreciation of property, plant and equipment
Research and development
Operating lease rentals
- Plant and machinery
- other operating leases
Amortisation of intangible assets
Impairment of intangible assets
Exceptional costs
Loss of disposal of fixed assets
Loss on foreign exchange
Fees payable to company’s auditor for the audit of the
company’s annual accounts.
Fees payable to company's auditor for other services:
-The audit of the company's subsidiaries
pursuant to legislaticn
Fees payable to associates of the auditor
-Other services

And other crediting:
Government grants received
Profit on foreign exchange
Profit on disposal of fixed assets

2011

Assets
£000

20,150
2,000
576
(7,178)
10,406

25,954

2012
£000

1,

335
191

34
772
143
911
305

14

29

(4)

Liabilities
£000
6,879
1,183

326
(2,354)
10,389

16,423

2011
£000

412
47

29

792
1,077

15

26

12

(3)
(9)

Exceptional costs relate to cost relating to the renegotiation of banking facilities of £120,000,
redundancy charges of £42,000 and defict payments to the defined pension scheme of

£143,000
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4, Finance income

Bank interest

5. Finance costs

Interest on bank loans and overdrafis
Interest on other loans

Amortisation of debt i1ssue costs
Other interest

6. Taxation

Domestic current petiod tax
UK Corporation tax
Adjustment for prior period

Current tax charge

Deferred tax
Deferred tax credit current period

Taxation for the period

Factors affecting taxation for the period
(Loss)/profit on ordinary activities before taxation

(Loss)/profit on ordinary activities before taxation multiplied by standard
rate of UK corporation tax of 24% (2011. 26%)

Unprovided deferred tax
Non-deductible expenses
Non-taxable income
Losses carried forward
Other tax adjustments
Adjustments to prior year

Taxation for the period

2012 2011
£000 £000
- 15

- 15
2012 2011
£000 £000
36 437
112 124
88 88

6 11
542 640
2012 2011
£000 £000
- 11
(144) -
(144) 11
3 (22)
(141) (11)
(2,837) 533
(681) 138
- (15)

3 7

- (59)

688 (21)
(7} (61)
(144) -
(141) (11)
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7. Analysis of discontinued operations

Revenue
Expenses

Profit before tax of discontinued operations
Tax

Profit after tax of discontinued operations

Pre-tax gain on disposal
Tax

After tax gain on disposal

Profit for the year from discontinued operations

2012

2011
£

2,001
(1,868)

133
(50)

83

130

130

213

The only significant cash flow relating to the discontinued operations was the cash inflow of
£2,193,000 relating to the disposal of subsidiary undertakings as shown on the face of the

consolidated cashflow statement

8. Earnings per share

The calculation of the basic and diluted earnings per share and alsc the underlying basic and

diluted earnings per share for the year are as follows:

Earnings

Basic earnings
Effect of interest saved after tax

Diluted earnings
Underlying earnings

Basic earnings

Amortisation of Primetake Limited intangible assets
Impairment of intangible assets

Profit on disposal of STS Rail Limited
Non-underlying bank charges

Long Term Incentive Plan

Debt amortisation costs

Redundancy costs

Pension defiat contributions

Basic underlying earnings
Effect of interest saved after tax

Diluted underlying earnings

2012 2011
£000 £000
(2,696) 757
74 74
(2,622) 831
(2,696) 757
1,133 1,068
911 -

- (130)

120 60

- (248)

94 97

42 -

7 -
(325) 1,604
74 74
(251) 1,678
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8.

Earnings per share (continued)

Number of shares

Werghted average number of ordinary

shares for the purposes of basic earnings

per share

Wetghted average number of ordinary shares

for the purposes of

diluted earnings per share

Earnings per share

(expressed In pence per share)

Basic earnings per share

Diluted earnings per share
Underlying basic earnings per share

Underlying diluted earmings per share

Intangible assets

Group

Cost

At 30 June 2010
Addibons
Reclassifications
Disposals

At 30 June 2011
Additions

At 30 June 2012
Amortisation

At 30 June 2010

Provided during the perod
At 30 June 2011

Provided dunng the pernod
Impairment charge

At 30 June 2012
Net book value
At 30 June 2012

At 30 June 2011

2012 2011
Number Number
7,383,431 7,383,431

8,121,774 8,121,774

2012 2011

(36.5) 103

(32.3) 10.2

(4.4) 21.7

3.1) 20.7

Products Contracts Brands Licences Goodwill Total
£000s £000s £000Cs £000s £000s £000s
- - - 20 18,338 18,358

- - - 27 - 27
9,146 316 1,051 - (10,513) -
- - - - (1,806) (1,8006)
9,146 316 1,051 47 6,019 16,579
26 - - 17 - 43
9,172 316 1,051 64 6,019 16,622
- - - 12 - 12

929 32 107 9 - 1,077
929 32 107 21 - 1,089
985 34 114 10 - 1,143

- - - - 911 911
1,914 66 221 31 911 3,143
7,258 250 830 33 5,108 13,479
8,217 284 944 26 6,019 15,490
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9.

Intangible assets (continued)

Impairment tests on the carrying values of goodwill are performed by analysing the carrying
value allocated to each significant cash generating unit against its value in use All goodwill 1s
allocated to specific cash generating units which are in all cases no larger than operating
segments Value in use is calculated for each cash generating unit as the present value of that
unit’s discounted future cash flows. These cash flows are based on budget cash flow
information for a period of one year with an average growth rate of 1% applied subsequent to
the initial budget period based on a prudent estimate for revenue and associated growth cost
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10. Property, plant and equipment - Group

Leasehold
improvements
£000
Cost
At 30 June 2010 752
Additions 5
Disposals -
At 30 June 2011 757
Additions -
Disposals -
At 30 June 2012 757
Depreciation
At 30 June 2010 562
Disposals -
Charge for period 18
At 30 June 2011 580
Disposals -
Charge for period 21
At 30 June 2012 601
Net Book Value
At 30 June 2012 156
At 30 June 2011 177

Included above are assets held under finance leases or hire purchase contracts as follows

Net book value
2012 2011
£000 £000

Plant, office equipment and vehicles -

Ptant, office
equipment
and vehicles
£000

2,610
437
(610)

2,437
231
(38)

2,630

1,571
(461)
394

1,504

(34)
314

1,784

846

933

Total
£000

3,362
442
(610)

3,194
231
(38)

3,387

2,133
(461)
412

2,084

(34)
335

2,385

1,002

1,110

Depreciation charge

121 44

for the period
2012
£000

2011
£000

44
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10. Property, plant and equipment (continued) - Company

Leasehold Office
improvements equipment Total
£000 £000 £000

Cost
At 30 June 2010 - 4 4
Additions - 64 64
At 30 June 2011 - 68 68
Addtions - 2 2
Transfers 595 21 616
At 30 June 2012 595 91 686
Depreciation
At 30 June 2010 - - -
Charge for perod - 15 15
At 30 June 2011 - 15 15
Charge for period - 14 14
Transfers 579 11 590
At 30 June 2012 579 40 619
Net Book Value
At 30 June 2012 16 51 67
At 30 June 2011 - 53 53
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11.

12,

Fixed asset investments

Company Shares in
subsidiary

undertakings

£000

Cost at 30 June 2010 12,646
Disposal (2,420)
at 30 June 2011 10,226
at 30 June 2012 10,226

On 28 April 2011 the group disposed of the 100% shareholding in the subsidiary undertaking
STS Rail Limited following the transfer of a trading division of STS Rail Limited at Wimborne to
STS Defence Limited

Interests in group undertakings

Country of Description of Proportion of nominal value
Name of undertaking Incorporation shares held of 1ssued shares held by
the group %
STS International Ltd England and Wales Crdmary 100
STS Motors Ltd England and Wales Ordinary 100
STS Defence Ltd England and Wales Ordinary 100
STS Switchgear Ltd England and Wales Ordmary 100
Primetake Ltd England and Wales Crdmary 100

All the above subsidiary undertakings have been consolidated in the financial statements using
the acquisition method. STS Rail Limited was consolidated for the period beginning 1 July 2011
to 28 April 2011 during which penod it was a 100% subsidiary of Key Technologies plc.

Inventories 2012 2011
Group Group

£000 £000

Raw materials and consumables 979 1,232

In the opinion of the directors there 1s no significant difference between the replacement cost
and the value disclosed for inventones

The total inventory charged as an expense in the year amounted to £8,363,000 (2011
£11,276,000)
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13.

14.

Construction contracts

The breakdown of the amounts included in the balance sheet is as follows:

Construction contracts
Invoicing account te customers

Of which amounts are disclosed:

Under Assets
And under liabilities

Other financal assets

Trade and other receivables
Trade receivables
Provision for doubtful debts

Current tax recevable
Related party receivables
Other debtors

Prepayments and accrued income

Cash and cash equivalents

Cash on hand and balances with banks

2012 2011
Group Group
974 2,487
(219) (217)
755 2,270
764 2,428
(9) (158)
755 2,270

2012 2011
Group Company Group Company
£000 £000 £000 £000
4,531 3 4,653 18
(36) - (28) -
4,495 3 4,625 18
58 - - -
- 9,910 - 11,567
233 39 350 80
653 210 622 30
5,439 10,162 5,597 11,695

(945)  (2,014)

(1,021)  (1,941)

Cash, cash equivalents and bank overdrafts include the following for the purpose of the cash

flow statement:

Cash and cash eguivalents
Bank overdrafts

2012
Group Company
£000 £000

1,695 -

(2,640) (2,014)

2011
Group Company
£000 £000

2,376 -
(3,397)  (1,941)

(945) (2,014)

(1,021) (1,941)

As the group has a pooling arrangement with regard to the individual company bank balances
the net position has been shown as a lability within the group and company financal

statements.
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15.

16.

Other financial liabilities

2012 2011
Group Company Group Company
£000 £000 £000 £000
Trade and other payables
Trade payables 2,500 399 2,098 43
Other taxation and social security 767 - 813 -
Net obligations under hire purchase contracts - - 54 -
Related party payables - 2,987 - 5,446
Other creditors 806 - 472 83
Accrued expenses and deferred income 724 182 1,039 261
4,797 3,568 4,476 5,833
Current tax payable - - 52 -
Payments received on account 9 - 158 -
Bank and other loans {see note 16) 1,763 1,396 1,537 1,243
Cash and cash equivalents (see note 14) 945 2,014 1,021 1,941
7,514 6,978 7,244 9,017
For details on borrowings and security see note 16.
Non-current liabilities
2012 2011
Group Company Group Company
£000 £000 £000 £000
Bank loans 4,246 4,246 5,309 5,309
Other loans 3,049 1,429 3,700 1,419
7,295 5,675 9,009 6,728
The bank and other loans are repayable as follows:
On demand or within one year 1,850 1,483 1,624 1,330
Within one to two years 6,093 5,799 1,778 1,484
Within two to five years 883 - 6,339 5,456
After five years 443 - 1,104 -
9,269 7,282 10,845 8,270
Included in current liabilities (1,850) {1,483) {1,629) {1,330)
Less' unamortised 1ssue costs (124) (124) (212) (212)
7,295 5,675 5,009 6,728
Amounts included within current habilities in respect of the above loans are as follows
2012 2011
Group Company Group Company
£000 £000 £000 £000
Bank loans 1,483 1,483 1,330 1,330
Other loans 367 - 294 -
Unamortised 1ssue costs (87) (87) (87) (87)
1,763 1,396 1,537 1,243

The revised repayment schedule following the amendment to the facilities agreement 1s shown
in note 31.
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16.

17.

Non current liabilities (continued)

2012 2011
Group Company Group Company
£000 £000 £000 £000

Net obligations under hire purchase
contracts

Repayable within one year - - 54 -
Repayable between one and five years - - - -
- - g4 -
Included in current habilities - - (54) -

Interest on bank loans accrues at a vaniable rate of between 3 25 and S percent above LIBOR,
The costs of raising the above debt finance are being amortised over the period of the relevant
loan.

Bank loans and overdrafts totalling £8,369,000 (2011: £10,036,000) are secured by fixed and
floabing charges over assets and group companies Net obligations under hire purchase
contracts totallng £Nil (2011. £54,000) are secured on the individual assets to which they
relate

Within ‘non-current labilities other loans’ there 1s a balance ameounting to £1,446,000 (2011:
£1,446,000) which relates to convertible unsecured loan stock The equity component of this
compound financial instrument has been calculated at £31,000 and ts shown within equity. The
holder has the option to convert the stock to ordinary shares at the rate of 1 share for every £2
of stock held at any time from 1 January 2009 to 31 May 2014. The number of ordinary shares
that would be ssued If all stockholders converted their stock would be 738,340

Provisions for liabilities Group Company

£000 £000
Balance at 1 July 2010 147 -
Transfer B %0
Balance at 30 June 2011 147 90
Transfer (57) -
Balance at 30 June 2012 90 90

The provisions relate to the costs of dilapidation or contractual repairs to properties held under
current or expired leases
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18.

19.

Deferred taxation - Group

Deferred tax lability to be recovered after more than 12 months
Deferred tax hability to be recovered within 12 months

Deferred tax asset to be recovered after more than 12 months
Deferred tax asset to be recovered within 12 months

Deferred tax (assets)/abilities

Of which amounts are disclosed:
Under Assets
And under habilities

The gross movement on the deferred tax account i1s as follows:

Balance at 1 July 2011

Disposed with subsidiary undertakings

Income statement credit

- depreciation in advance of capital allowances
- other timing differences

- trade losses carried forward

Comprehensive income statement debit

- Defined benefit pension scheme movement

Balance at 30 June 2012

Group deferred tax is provided as follows:

Depreciation in excess of capital allowances
Other timing differences

Trade losses carned forward

Defined benefit penston scheme asset

Share capital

Group and Company
Authorised
20,000,000 Ordinary shares of 1p each

Allotted, called up and fully paid
7,383,431 Ordinary shares of 1p each

2012
£000

(10)

(10)

(10)

(10)

2012
£000

(8)
(3)
14

(22)

(10)

2012
£000

(7
(3

(10)

2012
£000

200

74

2011
£000

(14)
23

2011
£000

20
)

(8)
(14)

15

2011
£000

(14-)
22

2011
£000

200

74
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20.

21.

22,

Contingent liabilities

Company only

There 15 a cross company guarantee in place which ensures that each company within the
group 1s Jointly and severally liable for any amounts owed to the bank At the perod end the
contingent liability of Key Technologies plc in respect of this amounted to £698,000 (2011
£1,043,000).

Group

Within the purchase agreement relating to the acquisition in 2010 there 1s an earn out clause
which states that If the earmings before interest and tax of Pnmetake Limited exceed
£3,500,000 within anvy of the next three financta! ycars then the seller is entitied Lo a further
seventy pence for each pound by which it 1s exceeded Currently the group has not provided
for any hability in this respect as the directors do not befieve any liabilities will fall due.

Financial commitments
At 30 June 2012 the group had total commitments for future minimum lease payments under
non-cancellable operating leases as follows:

2012 2011
£000 £000
Falling due within one year 893 1,072
Falling due between two and five years 2,369 2,590
Falling due after five years - 2,666
3,262 6,328
Directors’ remuneration Group Group
2012 2011
£000 £000
Emoluments for qualifying services 188 150
Contributions to money purchase pension schemes 10 8
Benefits in kind 4 2
202 160

Highest paid director
Emoluments for qualifying services 108 109
Contrnibutions to money purchase pension schemes 10 8
Benefits in kind 2 2
120 119

The number of directors for whom retirement benefits are accruing under money purchase
pension schemes amounted to 2 (2011 1)
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23.

Staff costs

The average monthly number of employees (including directors) during the year was: |

2012 2011
Group Company Group Company
£000 £000 £000 £000
Manufacturing 205 - 234 -
Sales and administration 61 9 54 10
2G6 5 288 10

Staff costs during the year (including directors) were as follows.

2012 2011
Group Company Group Company
£000 £000 £000 £000
Wages and salaries 6,252 325 7,235 398
Social security costs 600 37 780 4
Other pension costs 82 10 91 8
Costs of share option scheme - - (248) (248)
6,934 372 7,858 162
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24.

Financial instruments and risks

The principal financial instruments of the company comprise cash and bank deposits, bank
overdrafts and loans together with trade creditors and trade debtors that anse directly from its
operations. The main purpose of these instruments 1s to raise funds for the Group's operations
and to finance its continuing operations.

The Company’s operations expose it to a varnety of financal nsks induding the effects of
currency nsk, credit nsk, hquidity sk and interest rate risk

Currency Risk — the Group has foreign currency dealings with customers and suppliers based
outside the UK which arc conseguently subject to exchange rate {luctuauons The Group
actively manages these exposures with foreign currency instruments unless there 1s a natural
hedge between sales and purchases. The principal currencies involved are US Dollars and
Euros

Liquidity Risk — the Group manages this nisk by the use of bank balances and overdraft facilities
along with effictent monitoring and forecasting of cashflow and bank covenants to ensure there
are sufficient funds to meet liabilities

Credit Risk — trade debtors are managed in respect of credit and cashflow risk by policies
monitoring the credit offered to customers and regular monitoring of amounts outstanding for
both ttme and total exposure,

The ageing profile of trade recewables s as follows:

2012 2011
Ageing profile £000 £000
Up to 3 months 4,317 4,357
3 to 6 months 74 189
6 to 12 months 123 107
Over 12 months 17 -
Gross trade receivables 4,531 4,653
Less impairment (36) (28)
Total 4,495 4,625

Balances over 3 months old have either been provided for or are considered to be recoverable.

The movement on the provision for impairment of group trade recevables 1s as follows:

£000
As at 31 July 2011 28
Provided dunng the year 8
As at 31 June 2012 36

Trade recewvables amounting to £178,000 are past due but have not been provided for as the
amounts are considered to be recevable in full

Interest Rate Risk — the group has exposure to increases i interest rates on its bank loans and
overdraft facility The nsk I1s hmited by an interest rate cap instrument
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25,

Retirement benefit plans
Defined contribution

The group operates a defined contnbution scheme The assets of the scheme are held
separately from those of the group in independently administered funds. The penston cost
charge represents contributions payable by the group to the funds
2012 2011
£000 £000

Contributions payable by the group for the period 82 80

Contnbutions accrued and payable at the period end 15 23

Defined benefit

The group provides pension arrangements through two funded defined benefit schemes Both
schemes are closed to new members

Spectar Switchgear Limited Retirement Benefits Scheme

The pension costs relating to this scheme are assessed every three years in accordance with
the advice of a qualified actuary using the projected unit methed. The most recent valuation
at 1 July 2010, indicates that, on the basis of service to date and current salaries, the schemes’
assets were sufficient to meet labilities.

At 30 June 2012 the scheme, which 1s contracted out of the state scheme, had assets of
approximately £5,881,000 (2011. £5,386,000) at market value

STS Feld Grant Limited Pension Scheme
The pension costs relating to this scheme are assessed every three years in accordance with
the advice of a qualified actuary using the project unit method The most recent valuation at
1 July 2009, indicates that, on the basis of service to date and current salaries, the schemes'
assets were sufficient to meet liabilities,

At 30 June 2012 the scheme, which 1s contracted cut of the state scheme, had assets of
approximately £1,968,000 (2011 £1,530,000) at market value.

Contributions to both schemes by employees and the group have been maintained in
accordance with the recommendations of the actuary in their previous valuations

International Accounting Standard 19 'Retirement Benefits' disclosures

The group operates two defined benefits schemes, the Spectar Switchgear Limited Retirements
Benefits Scheme and the STS Field Grant Limited Pension Scheme A full valuation was
undertaken as at 1 July 2010 and 1 July 2009 respectively and updated to 30 June 2012 by a
qualfied independent actuary The assumptions used by the actuary n their vaiuation of the
scheme at 30 June 2012 are given below, as well as a breakdown of the schemes assets and
liabimties at that date
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25.

Retirement benefit plans (continued)

The major assumptions used were as follows:

Spectar Switchgear Limited
Retirement Benefits Scheme

At

30 June

2012

Discount rate 5.6%

Retail price inflation 2.4%

Salary increase rate 2.4%

Pensions increases (at Limited 2.4%
Price Indexation)

Deferred pension revaluation 2.4%

STS Field Grant Limited
Pension Scheme

At At At

30 June 30 June 30 June
2011 2012 2011
6.2% 5.6% 6 2%
2.4% 2 4% 2 4%
2.4% 2.4% 2 4%
2.4% 2 4% 2.4%

2 4% 2 4% 2.4%

Mortality rates follow the standard table know as PA92 projected to the current calendar year
with a reduction of 0 3% to the discount rate to allow for mortality smprovements The
mortality assumptions are set out below

Assuming retirement at age 65, the life expectancies in years are as follows:

For a male aged 65 now

At 65 for a male member aged 45 now

For a female aged 65 now

At 65 for a female member aged 45 now

30 June 2012

At 30 June 2011

215 20.0
23.4 21.8
241 23.2
26.0 252

The market value of the assets held, and the expected rates of return assumed are as follows

Spectar Switchgear Limited Retirement Benefits Scheme

Expected rate of
return, period
commencing

30 June 2012

Equities 7.0%
Bonds 4,3%
Cash 3.0%
Total

Value at
30 June 2011

STS Field Grant Limited Pension Scheme

Expected rate of
return, period
commencing

30 June 2012

Equities 7 0%
Bonds 43%
Cash 30%
Total

£000's
1,935
3,730
216

5,881

Value at
30 June 2012

£000's
619
1,280
69

1,968

Expected rate of
return, period
commencing Value at
30 June 2012 30 June 2011

£000's

7 8% 2,276

4.4% 2,927

3.75% 183

5,386
Expected rate of
return, period

commencing Value at

30 June 2012 30 June 2011

£000's

7.8% 710
4.4% 763
375% 57
1,530
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25.

Retirement benefit plans (continued)

The amounts recognised in the balance sheet are as follows

Spectar Switchgear Limited
Retirement Benefits Scheme
At At

30 June 30 June
2012 2011

STS Field Grant Limited
Pension Scheme
At At At At

30June 30June 30 June 30 June
2010 2012 2011 2010

£000's £000’s £000's £000's £000's £000’s
Tota! fair value of assets 5,861 5,386 4,968 1,968 1,530 1,441
Value of Scheme liabilities (3,230) (2,616) (2,538) (1,619) (1,396) (1,391)
Surplus in the scheme 2,651 2,770 2,430 349 134 50
Unrecognised asset due to (2,651) (2,687) (2,430) (349) (134) (24)
surplus restriction
Recognised surplus in the scheme - 23 - - - 26
Total Total Total
At 30 June 2012 At 30 June 2011 At 30 June 2010
£000's £000's £000's
Total market value of assets 7,849 6,916 6,409
Value of Scheme labilities (4,849) {4,012) (3,929)
Surplus in the scheme 3,000 2,904 2,480
Unrecognised asset due to
surplus restriction (3,000) (2,821) (2,454)
Surplus in the scheme - 83 26

The relevant retirement benefit assets have been restnicted to the present value of the
scheme’s future pension costs, less the present value of the contributions for future service
committed to n the relevant schedule of contributions in line with IFRIC 14,

The amounts recognised in the income statement are as follows

Spectar Switchgear Limited  STS Field Grant Limited
Retirement Benefits Scheme Pension Scheme Total

At At At At At At

30 June 30 June 30 June 30 June 30 June 30 June

2012 2011 2012 2011 2012 2011

£000's £000's £000's £000's £000's £000's

Current service cost 5 7 - 5 5 12
Interest on obligatton 162 155 87 85 249 240
Expected return on plan assets (311) (300) (102) (88) {413) (388)
Contributions (2) (2) (357) (8) (359) (10)
Restiiction on above 146 140 372 6 518 146

Total operating income - - - - -

Actual return on assets 563 479 142 140 705 619
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25.

Retirement benefit plans (continued)

Changes In the value of the defined benefit obligation are as follows

Total

At At
30June 30 June
2012 2011
£000°s £000's
4,012 3,929
5 12
249 240

714 (47)

(131) (122)

Spectar Switchgear Limited STS Field Grant Limited

Retirement Benefits Scheme Pension Scheme

At At At At

30 June 30 June 30 June 30 June

2012 2011 2012 2011

£000's £000's £000's £000's

Opening defined benefit obhgation 2,616 2,538 1,396 1,391
Current service cost 5 7 - 5
Interect on obligation 162 i55 87 L)
Actuarial losses/{gains) on obligaton 517 {21) 197 {26)
Benefits patd (70) (63) (61) (59)
Closing defined benefit 3,230 2,616 1,619 1,3%

obligation

Changes in the market value of the plan assets are as follows

4,849 4,012

Total
At At
30 June 30 June
2012 2011
£000's £000's
6,916 6,409
413 388
292 231
359 10

(131) (122)

Spectar Switchgear Limited STS Field Grant Limited
Retirement Benefits Scheme Pension Scheme
At At At At
30 June 30 June 30 June 30 June
2012 2011 2012 2011
£000’s £000's £000's £000's
Opening fair value of plan assets 5,386 4,968 1,530 1,441
Expected return 311 300 102 88
Actuanal gains 252 179 40 52
Contributions 2 2 357 8
Benefits paid (70) (63) (61) {59)
Closing value of plan assets 5,881 5,386 1,968 1,530

7,849 6,916

The group expects to contribute £72,000 (2011 £143,000) to these defined benefit pension

plans in the year to 30 June 2012

Amounts recognised In the statement of total comprehensive income:

Spectar Switchgear Limited STS Field Grant Limited
Retirement Benefits Scheme Pension Scheme Total
At At At At At At
30 June 30 June 30 June 30 June 30 June 30 June
2012 2011 2012 2011 2012 2011
£000's £000’s £000's £000’s £000's £000's
Actual return less expected 252 179 40 52 292 231
return on assets
Experience (losses)/gains on (68) (22) (21) 9 (89) (13)
the obligabons
(Loss)/gain ansing from changes
1N assurnptions (449) 43 (176) 17 (625) 60
Effects of restricted surplus 182 (117) 157 (104) 339 (221)
Actuanal (loss)/gain recognised
in statement of comprehensive {83) 83 - (26) (83) 57

income

The cumulative actuanal loss recognised in the statement of comprehensive income 1s £41,000
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26.

27.

Retirement benefit plans (continued)

Experience adjustments are as follows

Spectar Switchgear Limited STS Field Grant Limited
Retirement Benefits Scheme Retirement Benefits Scheme
2012 2011 2010 2009 2012 2011 2010 2009
Expenence adjustments
on liabilities (517) 21 (142) 873 (197) 26 (236) 65
Armount (£0600's)
Expenence adjustments
on assets 252 i79 727 {980) 40 52 81 (188)
Amount (£000%s)

Share based payment

Key Technologies plc set up a share option scheme on 18 February 2009 for certain directors
who received 227,187 options The options could be exercised on the achievement of 40.49%
growth In the earnings per share from the end of the financial year following the option date
and within 36 months, with the directors having indicated that the options are likely to be
taken up in full. However the conditions were not met and therefore the options were not
vested The value recognised In the previous years over the vesting penod was therefore
transferred out accordingly £248,000 was recognised in the income statement in the prior year
with a corresponding decrease in equity reserves.

Related party transactions

During the penod the following transactions were mace between Key Technologies plc and its
subsidianies.

2012 2011
£000 £000
Dividends received from subsidianes 3,000 1,892
Amounts owed to subsidiaries 2,987 5,446
Amounts due from subsidiaries 9,910 11,567

Amounts owed to and by subsidiaries are interest free and have no fixed terms of repayment.

During the prior year, the assets of the Wimborne division of STS Rail Limited were transferred
to STS Defence at net book value through the intercompany loan account. The net book value
of these assets was £25,000.

GIL Investments Limited is a related party through common directors and shareholders. GIL
Investments Limited charges durning the penod In respect of finance arrangement and
management fees were £60,000 (2011: £60,000)

Miller Management Services Limited 1s a related party through common directors and
shareholders. Miller Management Services Limited charges in the period were £56,000 (2011:
£153,000).

Remuneration to key management personnel during the financial year amounted to £171,000
(2011: £152,000)
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27.

28.

29,

30.

31.

Related party transactions {continued)

STS Switchgear Limited has loans outstanding to the Spectar Switchgear Limited Retirement
Benefits Scheme and STS Field Grant Limited Penston Scheme amounting in total to £Nil (2011,
£10,000) at the year end.

Dividends
2012 2011
£000 £000

Final dividend on equity shares - -
Interim dividend on equity shares - -

Capital Management

The Board maintains a strong capital base so as to mamntain investor and creditor confidence
and to sustain future development of the business The Board monitors shareholder return on
capital, which the Group defines as total shareholders equity and the level of dividends to
ordinary shareholders

The Board seeks to maintain a balance between the higher returns that might be possible with
higher levels of borrowings and the advantages and secunty afforded by a sound capital
position

There are bank covenants associated with the Group's facilities.
There were no changes in the Group’s approach to capital management during the period.
Control

There 1s no ultimate controlling party as no shareholder individually holds more than 50% of
the 1ssued share capital.

Post halance sheet events

On 12 September 2012 the entire share capital of STS Motors Limited and STS Switchgear
Limited were acquired by Prime Endeavour Limited (formerly STS Endeavour Limited).

On 12 October, the faclities agreement was amended whereby no loan repayments are due
until June 2014 Furthermore, on the 12 November, the Group received £750,000 from the
issue of New Loan Notes due for repayment in December 2016. In order to reflect the impact
of the above financing as if it had occurred at 30 June 2012, a revised repayment schedule is
presented below:

2012 2012
Statutory Restated

Accounts
£000 £000
On demand or within one year 1,850 367
Within one to two years 6,093 7,576
Within two to five years 883 1,633
After five years 443 443
9,269 10,019
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31. Post balance sheet events (continued)

In order to reflect the impact of the above transactions as if they had occurred at 30 June
2012, a proforma Balance Sheet 1s presented below:

r PROFORMA CONSOLIDATED BALANCE SHEET AS AT 30 JUNE 2012 |
2012 ,
Divested . 2012
itatutory Businesses Refinancing Restated
ccounts
£'000 £000
Non-current assets
Intangible assets 13,479 (59) - 13,420
Property, plant and equipment 1,002 (116} - 886
Deferred tax 10 - - 10
14,491 (175} - 14,316
Current assets
Inventories 979 (325} - 654
Construction contract weork in progress 764 - - 764
Trade and other recevables 5,381 (833) - 4,548
Current tax receivable 58 (10) - 48
7,182 (1,168) - 6,014
Total assets 21,673 (1,343) - 20,330
Current liabilities
Cash and cash equivalents 945 - (759} 195
Borrowings 1,763 - (1,483} 280
Trade and other payables 4,797 (1,037) - 3,760
Amounts due to customers for contract work 9 - - 9
Current tax payable - - - -
7,514 {1,037) (2,233) 4,244
Net current (liabilities)/assets (332) (131) 2,233 1,770
Non-current liabilities
Long term borrowings 7,295 (306) 2,233 9,222
Prowvisions for habilities 90 - 90
7,385 (306) 2,233 9,312
Total liabilities 14,899 (1,343) - 13,556
Net assets 6,774 - - 6,774
Equity
Share capital 74 - - 74
Share premurn account 1,777 - - 1,777
Merger reserve 3,410 - - 3,410
Other reserves 31 - - 31
Retained Profit 1,482 - - 1,482
Total Equity 6,774 - - 6,774
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Year ended
30 June
2012
£
Administrative expenses (612,964)
Qperating loss (612,964)
Other expenses
Exceptional costs (304,833)
Other interest receivable and
similar income
Bank interest receved 54
Other interest recewved -
Dividends from subsidiary undertakings 3,000,000
Interest payable
Bank and other interest paid (534,260)
Profit before taxation 1,547,997
Taxation 25,220

Profit for the year 1,573,217

Signed on behalf of the board

K Hilton

Period ended
30 June

2011

£

(542,245)

(542,245)

(226,858)

93

1,891,937

(623,452)
499,475

499,475
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