
THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION. PART II OF THIS
DOCUMENT COMPRISES AN EXPLANATORY STATEMENT IN COMPLIANCE WITH THE PROVISIONS OF THE
COMPANIES ACT 2006. If you are in any doubt as to the action you should take, you are recommended to seek your own
financial advice immediately from your stockbroker, bank manager, solicitor, accountant or other independent financial
adviser authorised under the Financial Services and Markets Act 2000 if you are resident in the United Kingdom or, if not,
from another appropriately authorised financial adviser.

This document should be read in conjunction with the accompanying blue and white Forms of Proxy.

If you have sold or otherwise transferred all of your Zetex Shares, please forward this document, but not the personalised Forms of
Proxy, as soon as possible to the buyer or transferee or to the stockbroker, bank or other agent through whom the sale or transfer
was made for delivery to the buyer or transferee. However, such documents should not be mailed, transmitted or distributed, in
whole or in part, in, into or from any jurisdiction in which such act would constitute a violation of the relevant laws of such
jurisdiction. If you have sold part only of your holding of Zetex Shares, you should retain these documents.

The distribution of this document in jurisdictions other than the United Kingdom may be restricted by law and therefore persons into
whose possession this document comes should inform themselves about, and observe such restrictions. Any failure to comply with
these restrictions may constitute a violation of the securities laws of any such jurisdiction.

Recommended Cash Acquisition

of

ZETEX PLC
by

DIODES INCORPORATED
(through its wholly-owned subsidiary, Diodes Holdings UK Limited)

to be effected by means of a Scheme of Arrangement 

under Part 26 of the Companies Act 2006

You should read carefully the whole of this document and the accompanying Forms of Proxy. Your attention is drawn to the
letter from the Chairman of Zetex in Part I of this document, which contains the unanimous recommendation of the Zetex
Directors that you vote in favour of the Scheme at the Court Meeting and in favour of the Special Resolutions to be proposed
at the Extraordinary General Meeting to implement the Scheme. A letter from Rothschild explaining the Scheme in detail
appears in Part II of this document.

Notices of the Court Meeting and the Extraordinary General Meeting, which will be held at Broadway House, Tothill Street,
London SW1H 9NQ on 12 May 2008 are set out in Parts VIII and IX (respectively) of this document. The Court Meeting will
start at 4.30 p.m. (London time) and the Extraordinary General Meeting at 5.00 p.m. (London time) (or as soon thereafter
as the Court Meeting is concluded or adjourned).

The action to be taken in respect of the Meetings is set out on page 3 and also in paragraph 19 of Part II of this document.
Zetex Shareholders will find enclosed with this document a blue Form of Proxy for use in connection with the Court Meeting
and a white Form of Proxy for use in connection with the Extraordinary General Meeting. Whether or not you intend to
attend the Meetings in person, please complete and sign the enclosed Forms of Proxy in accordance with the instructions
printed thereon and return them to the Registrars, Capita Registrars at Proxy Department, PO Box 25, Beckenham, Kent
BR3 4BR as soon as possible and, in any event, so as to be received by no later than 4.30 p.m. and 5.00 p.m. for the blue and
white Forms of Proxy respectively on 10 May 2008. A pre-paid envelope is provided for this purpose for use in the United
Kingdom only. If the blue Form of Proxy for the Court Meeting is not returned by the above time, it may be handed to the
Registrars, Capita Registrars, on behalf of the Chairman of the Court Meeting, at the Court Meeting before the taking of the
poll. However, in the case of the Extraordinary General Meeting, unless the white Form of Proxy is returned by the time
mentioned in the instructions printed thereon, it will be invalid. The completion and return of a Form of Proxy will not
prevent you from attending and voting in person at the Court Meeting or the Extraordinary General Meeting or any
adjournment thereof, if you so wish and are so entitled.

Rothschild is acting exclusively for Zetex and no one else in connection with the Recommended Proposal and will not be responsible
to any person other than Zetex for providing the protections afforded to clients of Rothschild or for providing advice in relation to
the Recommended Proposal or any matter referred to herein.

UBS is acting exclusively for Diodes and Bidco and no one else in connection with the Recommended Proposal and will not be
responsible to any person other than Diodes and Bidco for providing the protections afforded to clients of UBS or for providing
advice in relation to the Recommended Proposal or any matter referred to herein.



IMPORTANT NOTICE

The distribution of this document in jurisdictions other than the United Kingdom may be restricted by law and
therefore persons into whose possession this document comes should inform themselves about, and observe,
such restrictions. Any failure to comply with the restrictions may constitute a violation of the securities laws of
any such jurisdiction.

This document does not constitute an offer to sell or an invitation to purchase or subscribe for any securities or
a solicitation of an offer to buy any securities or the solicitation of any vote or approval pursuant to this
document or otherwise in any jurisdiction in which such offer or solicitation is unlawful.

The statements contained herein are made as at the date of this document, unless some other time is specified in
relation to them, and service of this document shall not give rise to any implication that there has been no change
in the facts set forth herein since such date. Nothing contained herein shall be deemed to be a forecast, projection
or estimate of the future financial performance of Zetex, Diodes or Bidco except where otherwise stated.

CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

This document, including information incorporated by reference in this document (if any), contains certain forward
looking statements with respect to the financial condition, results of operations and business of Zetex or Zetex Group
and certain plans and objectives of the Boards of Zetex and Diodes. These forward looking statements can be
identified by the fact that they do not relate to historical or current facts. Forward looking statements often use words
such as “anticipate”, “target”, “expect”, “estimate”, “intend”, “plan”, “goal”, “believe”, “will”, “may”, “should”,
“would”, “could” or other words of similar meaning. These statements are based on assumptions and assessments
made by the Boards of Zetex and Diodes in the light of their experience and their perception of historical trends,
current conditions, expected future developments and other factors they believe appropriate. By their nature, forward
looking statements involve risk and uncertainty and the factors described in the context of such forward looking
statements in this document could cause actual results and developments to differ materially from those expressed in
or implied by such forward looking statements. 

Should one or more of these risks or uncertainties materialise, or should underlying assumptions prove
incorrect, actual results may vary materially from those described in this document. None of Zetex,
Diodes or Bidco assumes any obligation to update or correct the information contained in this document.

DEALING DISCLOSURE REQUIREMENTS

Under the provisions of Rule 8.3 of the City Code, any persons who, alone or acting together with any other
person(s) pursuant to an agreement or understanding (whether formal or informal) to acquire or control “relevant
securities” of Zetex, owns or controls, or becomes the owner or controller, directly or indirectly, of 1 per cent.
or more of any class of “relevant securities” of Zetex is required to disclose, by not later than 3.30 p.m. (London
time) on the Business Day following the date of the relevant transaction, dealings in such securities of that
company (or in any option in respect of, or derivative referenced to, any such securities) during the period to the
date on which the Scheme becomes effective, lapses or is otherwise withdrawn or if made by an Offer until the
Offer becomes, or is declared, unconditional as to acceptances, lapses or is otherwise withdrawn or in any case
on which the Offer Period otherwise ends.

Under the provisions of Rule 8.1 of the Code, all “dealings” in “relevant securities” of Zetex by Diodes or Zetex,
or by any of their respective “associates”, must be disclosed by no later than 12.00 noon on the Business Day
following the date of the relevant transaction.

A disclosure table, giving details of the companies in whose “relevant securities” “dealings” should be disclosed,
and the number of such securities in issue, can be found on the Panel’s website at www.thetakeoverpanel.org.uk.

“Interests in securities” arise, in summary, when a person has long economic exposure, whether conditional or
absolute, to changes in the price of securities. In particular, a person will be treated as having an “interest” by
virtue of the ownership or control of securities, or by the virtue of any option in respect of, or derivative
referenced to, securities.

Terms in quotation marks are defined in the Code, which can be found on the Panel’s website. If you are in any
doubt as to whether or not you are required to disclose a “dealing” under Rule 8, you should consult the Panel’s
website or contact the Panel on telephone number +44(0)20 7638 0129, fax +44(0)20 7236 7013.
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ACTION TO BE TAKEN

The Court Meeting and the EGM will be held at Broadway House, Tothill Street, London SW1H 9NQ on
12 May 2008 at 4.30 p.m. and 5.00 p.m. (London time) respectively (or, in the case of the EGM, as soon
thereafter as the Court Meeting is concluded or adjourned). The Scheme requires Zetex Shareholder approval at
both of the meetings.

Please check that you have received the following with this document:

● a blue Form of Proxy for use in respect of the Court Meeting;

● a white Form of Proxy for use in respect of the EGM; and

● a pre-paid envelope for use in the United Kingdom.

If you have not received all of these documents, please contact Capita Registrars on the helpline telephone
number indicated below.

To vote on the Recommended Proposal:

Whether or not you plan to attend the Meetings, please complete and sign the blue and white Forms of
Proxy and return them to the Registrars, Capita Registrars, Proxy Department, PO Box 25, Beckenham,
Kent BR3 4BR as soon as possible, but in any event so as to be received by no later than 4.30 p.m.
(London time) on 10 May 2008, in the case of the Court Meeting (blue form) and by no later than 
5.00 p.m. (London time) on 10 May 2008, in the case of the EGM (white form) (or, in the case of an
adjournment of either Meeting, not later than 48 hours before the time fixed for the holding of the
adjourned Meeting). This will enable your votes to be counted at the Meetings in the event of your absence. If
the blue Form of Proxy for use at the Court Meeting is not returned by 4.30 p.m. (London time) on 10 May 2008,
it may be handed to the Registrars, Capita Registrars, on behalf of the Chairman of the Court Meeting, at the
Court Meeting before the taking of the poll. However, in the case of the EGM, unless the white Form of Proxy
is returned by the time mentioned in the instructions printed thereon, it will be invalid.

The completion and return of a Form of Proxy will not prevent you from attending and voting at either Meeting,
or any adjournment thereof, in person should you wish to do so and are so entitled.

IT IS IMPORTANT THAT, FOR THE COURT MEETING IN PARTICULAR, AS MANY VOTES AS
POSSIBLE ARE CAST SO THAT THE COURT MAY BE SATISFIED THAT THERE IS A FAIR AND
REASONABLE REPRESENTATION OF ZETEX SHAREHOLDER OPINION. YOU ARE
THEREFORE STRONGLY URGED TO COMPLETE, SIGN AND RETURN YOUR FORMS OF
PROXY AS SOON AS POSSIBLE.

Helpline

If you have any questions relating to this document or the completion and return of the Forms of Proxy, please
telephone Capita Registrars between 9.00 a.m. and 5.00 p.m. (London time) Monday to Friday (except UK
public holidays) on 0871 664 0321 from within the UK or +44 20 8639 3399 if calling from outside the UK.
Calls to the 0871 664 0321 number cost 10 pence per minute (including VAT) plus your service provider’s
network extras. Calls to the helpline from outside the UK will be charged at applicable international rates.
Different charges may apply to calls from mobile telephones and calls may be recorded and randomly monitored
for security and training purposes. The helpline cannot provide advice on the merits of the Recommended
Proposal or give any financial, legal or tax advice.
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EXPECTED TIMETABLE OF PRINCIPAL EVENTS

Event Time and/or date

Latest time for receipt of blue Form of Proxy for the Court Meeting 4.30 p.m. on 10 May 2008(1)

Latest time for receipt of white Form of Proxy for the 
Extraordinary General Meeting 5.00 p.m. on 10 May 2008(1)

Voting Record Time 6.00 p.m. on 10 May 2008(2)

Court Meeting 4.30 p.m. on 12 May 2008

Extraordinary General Meeting 5.00 p.m. on 12 May 2008(3)

The following dates are subject to change (please see note (4) below):

Scheme Court Hearing 4 June 2008(4)

Last day of dealings in, and for registration of transfers of, Zetex Shares 5 June 2008(4)

Scheme Record Time 6.00 p.m. on 5 June 2008(4)

Dealings in Zetex Shares suspended 8.00 a.m. on 6 June 2008(4)

Reduction Court Hearing 6 June 2008(4)

Effective Date of the Scheme 9 June 2008(4)

Cancellation of listing of Zetex Shares 9 June 2008(4)

Latest date for payment of the Cash Consideration 14 days after the Effective Date

Notes

(1) If the blue Form of Proxy for the Court Meeting is not returned by the above time, it may be handed to
the Registrars, Capita Registrars, on behalf of the Chairman of the Court Meeting, at the Court Meeting
before the taking of the poll. However, the white Form of Proxy for the EGM must be returned by 
5.00 p.m. on 10 May 2008 to be valid.

(2) If either Meeting is adjourned, the Voting Record Time for the adjourned Meeting will be 6.00 p.m. on
the date two days before the date set for the adjourned Meeting.

(3) To commence at 5.00 p.m. or, if later, immediately after the conclusion or adjournment of the Court
Meeting.

(4) These times and dates are indicative only and will depend, among other things, on the date upon which
the Court sanctions the Scheme and confirms the associated Reduction of Capital of Zetex and whether
the Conditions are satisfied or waived. If the expected date of the Court Hearing (and consequently the
Effective Date) is changed, Zetex will give notice of this change to the extent practicable by issuing an
announcement through a Regulatory Information Service.

Unless otherwise stated, all references to times in this document are to London times.

The Court Meeting and the Extraordinary General Meeting will each be held at Broadway House, Tothill
Street, London SW1H 9NQ.
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PART I

LETTER OF RECOMMENDATION FROM THE CHAIRMAN OF ZETEX

(Incorporated and registered in England and Wales with registered number 01378777)

Directors of Zetex: Registered and head office

Liz Airey, Non-Executive Chairman Zetex Technology Park
Hans Rohrer, Chief Executive Officer Chadderton
Colin Greene, Chief Operating Officer Oldham
Jim Norton, Non-Executive Director OL9 9LL 
Martin Geh, Non-Executive Director United Kingdom
Robert Venter, Non-Executive Director
Barry Waite, Non-Executive Director

18 April 2008

To Zetex Shareholders and, for information only, to participants in the Zetex Share Schemes

Dear Shareholder,

Recommended Proposal for the acquisition of the entire issued and to be issued share capital of 
Zetex for cash by Diodes (“Recommended Proposal”)

1. Introduction

It was announced on 4 April 2008 that the Boards of Diodes and Zetex had reached agreement on the
terms of a Recommended Proposal to be made by Diodes, through Diodes Holdings UK Limited
(“Bidco”) its wholly-owned subsidiary, for the entire issued and to be issued share capital of Zetex. It is
intended that the Recommended Proposal will be implemented by way of a court approved scheme of
arrangement under section 895 of the Companies Act 2006.

I am writing to you to explain the background to and terms of the Recommended Proposal and why the
Zetex Board is unanimously recommending that Zetex Shareholders vote in favour of the Recommended
Proposal at the Meetings.

2. The Recommended Proposal

Under the terms of the Recommended Proposal, which is subject to the Conditions and further terms set
out in Part III of this document, Zetex Shareholders (other than the holders of Excluded Shares) will be
entitled to receive:

for each Zetex Share 85.45 pence in cash

The Recommended Proposal values the entire issued and to be issued ordinary share capital of Zetex at
approximately £89.1 million.

The price of 85.45 pence in cash for each Zetex Share represents:

● a premium of approximately 96 per cent. to the Closing Price of a Zetex Share on 3 April 2008
(being the last Business Day prior to the commencement of the Offer Period); and

● a premium of approximately 27 per cent. to the average Closing Price of a Zetex Share for the 12
months ended 3 April 2008.
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3. Information on Zetex and current trading

Zetex is a designer and manufacturer of high performance discrete analog semiconductor solutions for a
broad range of applications, including power management, drivers for LEDs, high performance digital
audio solutions and control circuits for broadcasting over satellites. Zetex operates a global business with
manufacturing facilities in the UK, continental Europe and China, which supply added value discrete and
analogue standard products and application specific products to customers in the US, Europe and Asia.

In the year ended 31 December 2007, Zetex’s reported revenue was £64.6 million (2006: £67.2 million)
and profit before taxation after adjusted items, including relocation and rationalisation costs, severance
costs and share based payments, was £7.7 million (2006: £1.6 million). As at 31 December 2007, the
gross assets of Zetex were £87.9 million and the net assets of Zetex were £61.6 million.

The Zetex Board believes that current trading is on plan for the year to date.

Financial information on Zetex for the three years ended 31 December 2007 is set out in Part IV of this
document.

4. Information on the Diodes Group

Diodes is a global manufacturer and supplier of high-quality application specific standard products within
the broad discrete and analog semiconductor markets, serving the consumer electronics, computing,
communications, industrial and automotive markets. Diodes is listed on NASDAQ with a market
capitalisation of approximately US$1,034 million as at 16 April 2008 and is part of the S&P SmallCap
600 Index. Founded in 1959, Diodes’ product portfolio consists of over 4,000 products which it sells to
approximately 130 original equipment manufacturers (OEMs) and electronic manufacturing services
(EMS) providers. In addition, Diodes sells its products to approximately 10,000 customers served
indirectly by approximately 60 distributors. Diodes has a wafer fabrication facility in Missouri, an analog
design centre in Taiwan, two manufacturing facilities in Shanghai as well as sales and engineering offices
in Shanghai and Shenzhen. Diodes’ corporate headquarters are located in Dallas, Texas. 

For the year ended 31 December 2007, Diodes reported US GAAP revenues of US$401 million and for
the quarter ended 31 December 2007, Diodes reported (unaudited) US GAAP revenues of US$107
million. Through organic growth and acquisitions, Diodes achieved year-on-year revenue growth of 
59.9 per cent. and 16.9 per cent. in 2006 and 2007, respectively.

5. Background to and reasons for the Acquisition

The Diodes Directors believe that a combination of Zetex and Diodes will strengthen the position of the
Enlarged Group as a global provider of analog and discrete semiconductor solutions to the consumer
electronics, computing, communications, industrial and automotive markets. The Diodes Directors further
believe that the increased breadth of products, additional market focus and new cross-selling
opportunities resulting from the transaction should provide significant benefits for the customers and
employees of both groups.

Growth and integration opportunities 

Diodes has historically supplemented its organic growth through the acquisition and integration of
businesses and companies with complementary technology, customers and geographies. Diodes has a
proven track record in leveraging the strengths of its acquisitions and realising operating synergies.

Diodes’ acquisitions of FabTech Inc in December 2000, Anachip Corporation in January 2006 and the net
assets of APD Semiconductor, Inc in November 2006 demonstrate its success in integrating acquired
businesses and products to realise synergies, enhance product offerings, and roll out solutions and
services into new geographic and customer markets.

The Diodes Directors believe that the integration of Zetex with Diodes should produce similar benefits. 

Strengthening of product portfolio

Zetex’s broad range of discrete and analog semiconductor products will strongly complement Diodes’
existing product portfolio. Diodes’ strategic focus has been to target high-growth, computer and consumer
markets such as notebooks, set-top boxes, digital audio players and flat panel displays. Zetex’s high
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quality industry-leading bi-polar discrete products and application-specific products are focussed on high
growth markets such as drivers for LEDs, high performance digital audio solutions and control circuits
for broadcasting over satellites. Zetex believes these portfolios will strengthen and extend Diodes’
product offering, effectively positioning the company in these high-growth markets as well as expanding
Diodes’ position in the industrial and automotive end-markets. Zetex’s power management products (for
example current monitor and gate drivers) will increase the depth of Diodes’ discrete and analog product
portfolio and strengthen Diodes’ position in the discrete and analog semiconductor market.

Expansion of geographical footprint 

Diodes’ revenues are mostly derived from North America and Asia whereas Zetex derives significant
revenues from Europe. In 2007, 4.2 per cent. of Diodes’ revenues were derived from European
operations, while Zetex derived 36 per cent. of its revenue from Europe. The combination of Diodes and
Zetex will provide the Enlarged Group geographic balance and opportunities to cross-sell products and
services to an expanded customer base. 

Enhanced scale 

The enhanced scale of the Enlarged Group means that Zetex will benefit from lower overhead costs and
procurement advantages coupled with enlarged sales and engineering organisation and operational
efficiencies. 

Significant revenue synergies

The Diodes Directors expect that the combination of Diodes and Zetex will generate significant revenue
and certain cost synergies as a result of the enhanced scale. Revenue synergies will be derived from cross-
selling products to a broader customer base, while cost synergies will be achieved through, among other
things, reduction of procurement costs, research and development and public company costs. Procurement
costs are likely to be reduced as a result of enhanced scale. Additionally, the Diodes Directors believe that
Diodes’ low-cost wafer fabrication and packaging expertise will help improve the gross margins on
Zetex’s products. 

Financial impact on Diodes

The acquisition of Zetex is expected to be accretive to Diodes’ US GAAP earnings per share within the
first 12 months of the Effective Date. This statement should not be interpreted to mean that earnings per
share will necessarily match or be greater than those for the relevant preceding financial period.

6. Background to and reasons for the recommendation 

Zetex has built a reputation as a leading designer and manufacturer of high performance discrete and
analog semiconductor solutions for signal processing and power management applications.

The business of Zetex has been in its current form since 2004, when Telemetrix PLC disposed of its two
non-core subsidiary businesses, Trend and Trend Network Services, in order to focus its resources on the
Zetex semiconductor business. Previously, Telemetrix PLC floated on the London Stock Exchange in
October 1983, acquiring the Zetex business in 1989 and the Trend Communications business in 1990.
Following these disposals, Telemetrix PLC changed its name to Zetex plc on 23 April 2004. Zetex
disposed of its former operating site, Gem Mill, on 4 April 2007 after transferring its operations to the
Zetex Technology Park in Chadderton, UK in late 2005. Zetex acquired Mikron AG in April 2005, a
German semiconductor design services business specialising in the design and supply of Application
Specific Integrated Circuit (ASIC) semiconductor products.

The Zetex Directors have given consideration to whether or not Zetex would benefit from becoming part
of the Diodes Group, and they believe that there would be considerable commercial benefits in Zetex
becoming part of the Diodes Group, for the following reasons:

● the Zetex Directors believe that the Recommended Proposal recognises the substantial
underlying value in Zetex’s business which the Zetex Directors believe is not currently reflected
in the price at which Zetex’s shares have recently traded;
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● the Zetex business would benefit greatly from Diodes’ sales and distribution channels in Asia,
which would enable Zetex to grow its revenues more quickly than if it were to remain an
independent company;

● Zetex would benefit significantly from the consolidation of the supply chain infrastructure and
enhanced economies of scale as part of the Diodes Group;

● both Zetex and Diodes have a number of proprietary technologies which could be shared across
the Enlarged Group;

● Diodes has a broad spectrum of semiconductor products which would be enhanced by an
acquisition of Zetex due to the strength of the Zetex product portfolio, which includes a number
of differentiated, value-add products;

● that Zetex, as part of the Enlarged Group, will be better able to compete in markets in which it
currently has limited resources.

In addition to the above, the Zetex Directors also considered Zetex’s ability to continue to grow and
sustain acceptable growth rates, and deliver acceptable returns to Zetex Shareholders as an independent
company. The Zetex Directors also considered Zetex’s ability to compete as a smaller manufacturer in the
volatile global marketplace, against low cost imports from overseas and larger manufacturers employing
economies of scale to production.

Accordingly, the Zetex Directors believe that the Recommended Proposal is fair and reasonable and fully
reflects the opportunities and threats faced by Zetex. It is against this background that the Zetex Directors
recommend unanimously that the Zetex Shareholders vote in favour of the Recommended Proposal at the
Meetings. 

7. Management and employees

Diodes attaches great importance to the skills, experience and knowledge of the Zetex management and
employees. Both the Zetex Board and the Diodes Board believe that opportunities for employees of the
Enlarged Group will be enhanced through the combination of the Diodes and Zetex businesses. In
particular, both the Zetex Board and the Diodes Board believe that many Zetex employees will benefit
from a broader range of opportunities for personal and professional development as part of the Enlarged
Group. 

The Diodes Board has given assurances to the Zetex Directors that, following the Scheme becoming
effective, the existing employment rights, including pension rights, of all employees and management of
Zetex will be fully safeguarded. 

Following the Scheme becoming effective, a joint team comprising both Zetex and Diodes management
will be set up to assess how best to take advantage of the combined businesses’ strong strategic position
and growth opportunities. This will include assessing an appropriate integration strategy, evaluating the
combined property portfolio and developing the best shape and structure for the Enlarged Group for the
future. 

The Diodes Board currently expects to develop the joint businesses utilising the principal locations of
Zetex. 

The Diodes Board intends to build and expand on the Zetex Board’s existing strategy for growth. 

The Zetex Board notes that Diodes has requested that the non-executive Zetex Directors resign from the
Zetex Board upon the Scheme becoming effective. 

8. Structure of the Acquisition

It is intended that the Acquisition will be implemented by way of a court approved scheme of
arrangement between Zetex and the Scheme Shareholders under section 895 of the Companies Act 2006,
the provisions of which are set out in full in Part V of this document. The purpose of the Scheme is to
provide for Bidco to become the owner of the entire issued share capital of Zetex. The procedure involves
an application by Zetex to the Court to sanction the Scheme and to confirm the cancellation of the
Scheme Shares, in consideration for which Scheme Shareholders will receive cash as described in
paragraph 2 above.
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To become effective, the Scheme requires, among other things, the approval of a majority in number of
the Scheme Shareholders present and voting in person or by proxy at the Court Meeting, representing not
less than 75 per cent. in value of the Scheme Shares voted by such Scheme Shareholders, together with
the sanction of the Court and the passing of the resolution(s) necessary to implement the Scheme at the
Extraordinary General Meeting. Following the Meetings, the Scheme must be sanctioned and the
Reduction of Capital confirmed by the Court, and will only become effective on delivery to the Registrar
of Companies of:

● a copy of the Scheme Court Order; and

● a copy of the Reduction Court Order,

and, in the case of the Reduction Court Order, it being registered by the Registrar of Companies together
with the minute of the Reduction of Capital. Upon the Scheme becoming effective, it will be binding on
all Scheme Shareholders, irrespective of whether or not they attended or voted at the Court Meeting or
the Extraordinary General Meeting.

9. Irrevocable undertakings

Bidco has received undertakings to vote in favour of the Scheme and the resolutions to be proposed at the
Court Meeting and the Extraordinary General Meeting from:

● each of the Zetex Directors in respect of certain of their beneficial shareholdings in Zetex Shares
amounting to, in aggregate, 851,322 Zetex Shares, representing approximately 0.8 per cent. of
Zetex’s existing issued ordinary share capital; 

● Aberforth Partners LLP, in respect of the entire number of Zetex Shares to which they have been
granted voting authority over amounting to, in aggregate, 23,835,564 Zetex Shares, representing
approximately 22.9 per cent. of Zetex’s existing issued ordinary share capital; and

● Titan International Limited in respect of the entire number of Zetex Shares which they control
amounting to, in aggregate, 34,287,908 Zetex Shares, representing approximately 32.9 per cent.
of Zetex’s existing issued ordinary share capital. 

In aggregate, Bidco has received irrevocable undertakings to vote in favour of the Recommended
Proposal in respect of a total of 58,974,794 Zetex Shares representing approximately 56.5 per cent. of the
existing issued ordinary share capital of Zetex.

Further details of these undertakings are set out in paragraph 6 of Part VI of this document.

10. Zetex Share Schemes

Details in relation to the effect of the Scheme on options granted under the Zetex Share Schemes can be
found in paragraph 4 of Part VI of this document.

Appropriate proposals will be made to participants in the Zetex Share Schemes in due course and the
participants do not need to take any action at this stage.

11. Implementation Agreement

Diodes and Zetex have entered into an Implementation Agreement which sets out, among other things,
various matters in relation to the implementation of the Scheme, cooperation in relation to the
Acquisition, the conduct of Zetex’s business prior to the Effective Date or lapse of the Acquisition, an
inducement fee and an undertaking not to solicit a Competing Proposal. Further details of the
Implementation Agreement are set out in paragraph 5 of Part VI of this document.

Zetex has also agreed that, if a third party makes an Independent Competing Offer Announcement, the
Zetex Board may not withdraw the Scheme and recommend such offer until it has afforded to Diodes a
period of two Business Days to communicate to Zetex a revision to the terms of the Acquisition. If
Diodes communicates such a revised offer to Zetex within the two Business Day timeframe, then the
Zetex Board will recommend Diodes’ revised offer if the Zetex Directors, acting reasonably and having
sought independent advice, consider it more favourable than the terms offered under the Independent
Competing Offer Announcement.

Zetex has agreed to pay to Diodes an inducement fee of £891,299 if the Scheme or Offer lapses or is
withdrawn and:
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(a) a Competing Proposal (or any amendment, variation or revision of such) is announced and such
Competing Proposal subsequently becomes or is declared unconditional in all respects or is
otherwise completed or implemented; or

(b) the Zetex Directors (or any committee of the Zetex Directors) fail unanimously to recommend
the Acquisition or withdraw or adversely modify or qualify their recommendation of the
Acquisition; or

(c) Zetex enters into an agreement with any third party pursuant to which Zetex agrees to pay a fee
to such third party upon the occurrence of any events similar or substantially equivalent to any of
those upon which the inducement fee is payable under the Implementation Agreement.

The inducement fee will only become due and payable seven days after the Scheme or Offer lapses or is
withdrawn.

The Implementation Agreement shall, subject to the requirements of the Panel and save in respect of any
accrued obligation to pay the inducement fee referred to above or any other rights which have arisen
before termination, terminate upon the earliest to occur of:

(a) a Competing Proposal becoming or being declared wholly unconditional or completing;

(b) the Scheme not being sanctioned by Zetex Shareholders at the Court Meeting or the Special
Resolutions not being passed at the Extraordinary General Meeting, unless Diodes has previously
elected to implement the Acquisition by way of an Offer (in accordance with the Implementation
Agreement);

(c) the Court declining or refusing to sanction the Scheme, unless Diodes has previously elected to
implement the Acquisition by way of an Offer (in accordance with the Implementation
Agreement);

(d) Diodes electing to implement the Acquisition by way of an Offer (in accordance with the
Implementation Agreement) and such Offer lapses or is withdrawn; 

(e) either party being in material breach of the Implementation Agreement, and in such situation by
notice to the party in breach from the party not in breach;

(f) (at any time prior to satisfaction of the Conditions) the recommendation by the Zetex Directors
to vote in favour of the Scheme or to accept an Offer, is withdrawn, qualified or adversely
amended; 

(g) any Condition which has not been waived is (or becomes) incapable of satisfaction or if Diodes
notifies Zetex that, notwithstanding the fact that it has the right to waive such Condition, it will
not do so; 

(h) any Condition which is incapable of waiver becoming incapable of satisfaction; or

(i) (if the Conditions shall not have been all satisfied or waived (as the case may be)) 31 July 2008. 

Under the terms of the Implementation Agreement, Diodes has retained the right to effect the Acquisition
by way of a takeover offer for Zetex.

The Board of Zetex and its financial advisers, Rothschild, consider the inducement fee and the
circumstances in which it may be payable to be in the best interests of Zetex and the Zetex Shareholders.
Further details of this inducement fee are set out in paragraph 5 of Part VI of this document.

12. Delisting, cancellation of trading and re-registration

Prior to the Scheme becoming effective, applications will be made to the UK Listing Authority for the
listing of Zetex Shares on the Official List to be cancelled and to the London Stock Exchange for the
Zetex Shares to cease to be admitted to trading on the London Stock Exchange’s main market for listed
securities.

It is proposed that, following the Scheme becoming effective, and after the Zetex Shares have been
delisted, Zetex will be re-registered as a private limited company.

If the Scheme becomes effective, the Scheme Shares will be cancelled irrespective of whether or not you
attend or vote and, if you have voted, whether you have voted for or against the Scheme, at the Meetings.
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13. Taxation

Your attention is drawn to paragraph 15 headed “United Kingdom Taxation” in the letter from Rothschild
set out in Part II of this document. If you are in any doubt about your tax position, you should consult
an appropriately qualified independent professional adviser immediately.

14. Overseas Shareholders

Persons resident in, or citizens of, jurisdictions outside the United Kingdom should refer to paragraph 14
of Part II of this document.

15. Meetings and action to be taken

Details of the Meetings to be held and the action to be taken in respect of the Scheme are set out in
paragraph 19 of Part II of this document.

It is important that, for the Court Meeting, as many votes as possible are cast so that the Court may
be satisfied that there is a fair and reasonable representation of Zetex Shareholder opinion. You are
therefore strongly urged to sign and return your Forms of Proxy for both the Court Meeting and
the EGM as soon as possible.

Notices convening the Court Meeting and the Extraordinary General Meeting are set out in Parts VIII and
IX of this document respectively.

If you have any questions relating to this document or the completion and return of the Forms of
Proxy, please telephone Capita Registrars between 9.00 a.m. and 5.00 p.m. (London time) Monday
to Friday (except UK public holidays) on 0871 664 0321 from within the UK or +44 20 8639 3399 if
calling from outside the UK. Calls to the 0871 664 0321 number cost 10 pence per minute (including
VAT) plus your service provider’s network extras. Calls to the helpline from outside the UK will be
charged at applicable international rates. Different charges may apply to calls from mobile
telephones and calls may be recorded and randomly monitored for security and training purposes,
The helpline cannot provide advice on the merits of the Recommended Proposal nor give any
financial, legal or tax advice.

Details relating to settlement are included in paragraph 17 of Part II of this document.

You will note that by notice dated 26 March 2008, we have convened an annual general meeting
(“AGM”) of the Company for 28 April 2008. Clearly this meeting was convened prior to the
announcement of the Recommended Proposal and the business to be considered at that meeting is now
largely inappropriate. Accordingly, this meeting will be adjourned and hence you are urged not to attend
this meeting on 28 April 2008. At a meeting of the Zetex Board held on 17 April 2008, as a result of the
Recommended Proposal, the Zetex Board resolved to withdraw its recommendation of the dividend set
out in the notice of the AGM and further resolved that no dividend should be recommended or paid in
respect of Zetex’s financial year ended 31 December 2007. As a result, no resolution to declare a dividend
will be put to Zetex Shareholders at the AGM.

16. Recommendation

The Zetex Directors, who have been so advised by Rothschild, unanimously consider the terms of
the Recommended Proposal to be fair and reasonable. In providing advice to the Zetex Directors,
Rothschild has taken into account the commercial assessments of the Zetex Directors. 

Accordingly, the Zetex Board believes that the terms of the Recommended Proposal are fair and
reasonable and unanimously recommends Zetex Shareholders (to the extent they are entitled to do
so) to vote in favour of the resolutions to be proposed at the Meetings as the Zetex Directors have
irrevocably undertaken to do in respect of their holdings of Zetex Shares amounting to, in
aggregate, 851,322 Zetex Shares that they control, representing approximately 0.8 per cent. of the
issued share capital of Zetex.

Yours sincerely

Liz Airey 
Chairman



PART II

EXPLANATORY STATEMENT

(in compliance with section 897 of the Companies Act 2006)

N M Rothschild & Sons Limited
82 King Street

Manchester
M2 4WQ

United Kingdom

18 April 2008

To Zetex Shareholders and, for information only, to participants in the Zetex Share Schemes

Dear Shareholder

Recommended Proposal for the acquisition of the entire issued and to be issued share capital of Zetex for
cash by Diodes

1. Introduction

It was announced on 4 April 2008 that the Boards of Zetex and Diodes had reached agreement on the
terms of a recommended cash acquisition of the entire issued and to be issued share capital of Zetex by
Bidco, a newly incorporated company specifically formed for the purpose of making the Recommended
Proposal, for cash to be effected by means of a court-sanctioned scheme of arrangement between Zetex
and its shareholders under section 895 of the Companies Act 2006.

We have been authorised by the Zetex Board to write to you to set out the terms of the Recommended
Proposal and to provide you with other relevant information. Statements made in this letter which refer to
the background to and reasons for recommending the Recommended Proposal, information concerning
the business of Zetex and intentions and expectations regarding Zetex (other than those set out in
paragraph 5 of Part I of this document) reflect the views of the Zetex Directors. 

The terms of the Recommended Proposal are set out in full in Parts II, III and V of this document. Your
attention is also drawn to the additional information set out in Part VI of this document.

The Recommended Proposal is conditional on the Conditions set out in Part III of this document being
satisfied or waived. These Conditions include, among other things, the conditions referred to in paragraph 
12 below.

2. The Recommended Proposal

Under the terms of the Recommended Proposal, which is subject to the terms and Conditions set out in
Part III of this document, all Scheme Shares will be cancelled and Zetex Shareholders (other than holders
of Excluded Shares) will receive:

for each Zetex Share 85.45 pence in cash

The Recommended Proposal values the entire issued and to be issued share capital of Zetex at
approximately £89.1 million and represents:

● a premium of approximately 96 per cent. to the Closing Price of 43.5 pence per Zetex Share on 
3 April 2008, the last Business Day before the Announcement; and

● a premium of approximately 27 per cent. to the average Closing Price of 67.25 pence per Zetex Share
for the 12 months prior to 3 April 2008, being the last Business Day before the Announcement.
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3. Information on Zetex and current trading

Information on Zetex and current trading is set out in paragraph 3 of Part I of this document.

4. Information on Diodes

Information on Diodes is set out in paragraph 4 of Part I of this document.

5. Background to and reasons for the recommendation

The background to and reasons for recommending the Recommended Proposal are set out in paragraph 6
of Part I of this document.

6. Management and employees

Information on management and employees is set out in paragraph 7 of Part I of this document.

7. Zetex Share Schemes

Details in relation to the effect of the Scheme on options granted under the Zetex Share Schemes can be
found in paragraph 4 of Part VI of this document.

Appropriate proposals will be made to participants in the Zetex Share Schemes in due course and the
participants do not need to take any action at this stage.

8. Zetex Directors and the effect of the Recommended Proposal on their interests

Details of the interests of the Zetex Directors in the share capital of Zetex are set out in paragraph 2 of
Part VI of this document. Scheme Shares held by all of the Zetex Directors at the Scheme Record Time
will be subject to the Scheme.

The Zetex Directors who hold beneficial interests in Zetex Shares have provided voting undertakings for
the Court Meeting and the EGM in respect of certain of their Zetex Shares (details of which are set out
in paragraph 10 of this Part II). The total number of Zetex Shares to which these voting undertakings
relate is 851,322 Zetex Shares, representing approximately 0.8 per cent. of the existing issued share
capital of Zetex. These voting undertakings from the Zetex Directors in respect of such shareholdings will
remain binding on them (in their capacity as Zetex Shareholders) even if an offer is made for Zetex that
exceeds the value of the Recommended Proposal, but will fall away if the Scheme lapses or is withdrawn.

The effect of the Scheme on the interests of the Zetex Directors does not differ from its effect on the like
interest of any other person.

In common with other participants in the Zetex Share Schemes, appropriate proposals will also be made
to the Zetex Directors in respect of Zetex Share Options held by them under the Zetex Share Schemes. 

Particulars of the service contracts (including termination provisions) and letters of appointment of the
Zetex Directors are set out in paragraph 7 of Part VI of this document.

9. Disclosure of interests in Zetex

As at the Printing Date, except as disclosed in Part VI of this document neither Diodes, any of Diodes
Board, their immediate families or related trusts, nor any party acting in concert with Diodes, had any
interest in or right to subscribe in respect of any relevant securities of Zetex or had any short positions in
respect of relevant securities of Zetex, or had borrowed or lent any relevant security of Zetex. It is,
however, intended that Bidco will acquire one Zetex Share in the market prior to the Scheme Record
Time.

10. Irrevocable undertakings

Bidco has received undertakings to vote in favour of the Scheme and the resolutions at the Court Meeting
and the Extraordinary General Meeting from:

● each of the Zetex Directors in respect of certain of their beneficial shareholdings in Zetex Shares 
amounting to, in aggregate, 851,322 Zetex Shares, representing approximately 0.8 per cent. of
Zetex’s existing issued ordinary share capital; and
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● Aberforth Partners LLP, in respect of the entire number of Zetex Shares to which they have been
granted voting authority over amounting to, in aggregate, 23,835,564 Zetex Shares, representing 
approximately 22.9 per cent. of Zetex’s existing issued ordinary share capital; and

● Titan International Limited in respect of the entire number of Zetex Shares which they control
amounting to, in aggregate, 34,287,908 Zetex Shares, representing approximately 32.9 per cent.
of Zetex’s existing issued ordinary share capital. 

In aggregate therefore, Bidco has received irrevocable undertakings to vote in favour of the
Recommended Proposal in respect of a total of 58,912,606 Zetex Shares representing approximately 
56.5 per cent. of the existing issued ordinary share capital of Zetex.

Further details of these undertakings are set out in paragraph 6 of Part VI of this document.

11. Implementation Agreement

Details of the Implementation Agreement are set out in paragraph 5 of Part VI of this document.

12. Structure of the Acquisition

(a) Introduction

The Acquisition will be effected by means of a scheme of arrangement between Zetex and its
shareholders under section 895 of the Companies Act 2006. The provisions of the Scheme are set out in
full in Part V of this document. The purpose of the Scheme is to provide for Diodes to become the owner
of the entire issued share capital of Zetex. This is to be achieved by the cancellation of all the Scheme
Shares held by Zetex Shareholders and the application of the reserve arising from such cancellation in
paying up in full a number of New Zetex Shares (which is equal to the number of Scheme Shares
cancelled) and issuing them to Bidco and/or its nominees in consideration for which holders of Scheme
Shares will receive cash on the basis set out in paragraph 2 of this Part II.

The procedure involves an application by Zetex to the Court to sanction the Scheme and to confirm the
cancellation of the Scheme Shares. Before the Court Order can be sought, the Scheme will require
approval (i) by Scheme Shareholders at the Court Meeting and (ii) by Zetex Shareholders at the EGM.
Zetex Shareholders are also entitled to attend the Court Hearings in person or to be represented by
counsel to support or oppose the sanctioning of the Scheme and/or the confirmation of the related
Reduction of Capital. Further details of the Meetings and the Court Hearings are set out in sub-paragraphs
(b) and (d) of this paragraph 12.

Once the necessary approvals from the Zetex Shareholders have been obtained and the other Conditions
(as set out in Part III of this document) have been satisfied or (where applicable) waived, the Scheme and
the related Reduction of Capital will become effective upon sanction by the Court, delivery of the Court
Order to the Registrar of Companies and the registration of the Court Order confirming the Reduction of
Capital of Zetex with the Registrar of Companies. Upon the Scheme becoming effective, it will be
binding on all Zetex Shareholders, irrespective of whether or not, being entitled to do so, they attended or
voted at the Court Meeting or at the EGM.

It is expected that the Scheme will become effective on 9 June 2008, subject to the satisfaction or (where
applicable) waiver of all relevant Conditions.

(b) The Meetings

Before the Court’s approval can be sought to sanction the Scheme, the Scheme will require approval by
Scheme Shareholders at the Court Meeting and the passing of the Special Resolutions by Zetex
Shareholders at the EGM.

Notices of the Court Meeting and the EGM are set out in Parts VIII and IX of this document respectively.
Save as set out below, all holders of Zetex Shares whose names appear on the register of members of
Zetex at the Voting Record Time or, if either the Court Meeting or the EGM is adjourned, on the register
of members at 6.00 p.m. (London time) on the date two days before the date set for the adjourned
meeting, shall be entitled to attend and vote at the relevant Meeting in respect of the number of Zetex
Shares registered in their name at the relevant time.
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The Court Meeting

The Court Meeting, which has been convened for 4.30 p.m. (London time) on 12 May 2008, is being held
at the direction of the Court to seek the approval of Zetex Shareholders for the Scheme (with or without
modification).

At the Court Meeting, voting will be by way of poll and each Scheme Shareholder present in person or
by proxy will be entitled to one vote for each Scheme Share held. The approval required at the Court
Meeting is a majority in number of those Scheme Shareholders present and voting, either in person or by
proxy, representing not less than three-fourths in value of all Scheme Shares held by such Scheme
Shareholders. The result of the poll will be posted on the Company’s website. It is important that, for
the Court Meeting, as many votes as possible are cast so that the Court may be satisfied that there
is a fair and reasonable representation of Scheme Shareholder opinion.

The Extraordinary General Meeting

The EGM has been convened for 5.00 p.m. (London time) on 12 May 2008 (or as soon thereafter as the
Court Meeting has been concluded or adjourned), to consider and, if thought fit, pass the Special
Resolutions (which require votes in favour representing not less than three-fourths of the votes attached
to Zetex Shares voted at the EGM) to approve various matters necessary to implement the Scheme
including in particular, to approve:

(i) the Reduction of Capital by the cancellation and extinguishing of the Scheme Shares;

(ii) subject to the Reduction of Capital taking effect, the increase in Zetex’s share capital by the
creation of a number of New Zetex Shares equal to the number of Scheme Shares to be cancelled,
the application of the resulting reserve in the books of account of Zetex in paying up in full the
New Zetex Shares and the granting of authority to the Zetex Directors pursuant to section 80 of
the Companies Act 1985 to allot the New Zetex Shares to Bidco (or its nominee) in accordance
with the terms of the Scheme; and

(iii) certain amendments to Zetex’s Articles as described below.

Any Zetex Share issued, including under the Zetex Share Schemes, at or after the Scheme Record Time
will not be subject to the Scheme. Accordingly, it is proposed that the Zetex Articles be amended so that
(i) any Zetex Share issued to any person (other than Diodes or its nominee(s)) at or after the Scheme
Record Time will be immediately transferred to Diodes or its nominee(s) or as it may direct in
consideration of and conditional on the payment of 85.45 pence in cash for each Zetex Share so
transferred as adjusted by the Zetex Directors in the event of any reorganisation of, or alternation to, the
share capital of Zetex in such manner, if any, as they may determine to be appropriate; and (ii) any Zetex
Share transferred by the Trustee to any person (other than Diodes or its nominee(s)) at or after the
Scheme Record Time  will be immediately transferred to Diodes or its nominee(s) or as it may direct in
consideration of and conditional on the payment of 85.45 pence in cash for each Zetex Share so
transferred as adjusted by the Zetex Directors in the event of any reorganisation of, or alteration to the
share capital of Zetex in such manner, if any, as they may determine to be appropriate; and (iii) any Zetex
Share held by the Trustee six months after the Effective Date will be immediately transferred to Diodes 
or its nominee(s) or as it may direct in consideration of and conditional on the payment of 85.45 pence in
cash for each Zetex Share so transferred as adjusted by the Zetex Directors in the event of any
reorganisation of, or alteration to the share capital of Zetex in such manner, if any, as they may determine
to be appropriate. It is also proposed that the Zetex Articles be amended to ensure that any Zetex Shares
which are issued at or after the Voting Record Time but before the Scheme Record Time will be subject
to and bound by the Scheme.

The proposed amendment to Zetex’s Articles referred to above is set out in the Notice of Extraordinary
General Meeting set out in Part IX of this document.

Forms of Proxy for the Court Meeting and the EGM should be returned, in the pre-paid envelope
provided (for use in the United Kingdom only), to the Registrars, Capita Registrars at Proxy Department,
PO Box 25, Beckenham, Kent, BR3 4BR, as soon as possible and, in any event, so as to be received at
least 48 hours before the time appointed for the relevant Meeting. If a blue Form of Proxy for use at the
Court Meeting is not returned by the above time, it may be handed to the Registrars, Capita Registrars,
on behalf of the Chairman of the Court Meeting, at the Court Meeting before the taking of the poll.
However, in the case of the EGM, unless the white Form of Proxy is returned by the time mentioned in
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the instructions printed thereon, it will be invalid. The completion and return of a Form of Proxy will not
prevent you from attending and voting in person at either the Court Meeting or the EGM, or at any
adjournment thereof, if you so wish and are so entitled.

(c) Conditions to the Recommended Proposal

The Conditions to the Recommended Proposal are set out in full in Part III of this document. In summary,
the implementation of the Scheme is conditional upon:

(i) the approval by a majority in number of Scheme Shareholders representing three-fourths or more
in value of the Scheme Shares, present and voting, either in person or by proxy, at the Court
Meeting (or at any adjournment of such meeting);

(ii) the resolution or resolutions required to implement the Scheme being passed by the requisite
majority at the Extraordinary General Meeting;

(iii) the sanction of the Scheme by the Court (with or without modification, but subject to any
modification being on terms acceptable to BidCo and Zetex), and an office copy of the Scheme
Court Order being delivered for registration to the Registrar of Companies in England and Wales;
and

(iv) the confirmation of the Reduction of Capital by the Court and an office copy of the Reduction
Court Order and minute of such reduction attached thereto being delivered for registration to, and
registered by, the Registrar of Companies in England and Wales.

(d) Sanction of the Scheme by the Court

Under the Companies Act 2006, the Scheme requires the sanction of the Court. The final hearing by the
Court to sanction the Scheme and the subsequent hearing by the Court to confirm the Reduction of
Capital are expected to be held on 4 June 2008 and 6 June 2008 respectively. The Associated
Shareholders have confirmed in the Implementation Agreement that they will be represented by counsel
at the Court Hearing so as to consent to the Scheme and to undertake to the Court to be bound thereby.

The Scheme will become effective in accordance with its terms on delivery of an office copy of the Court
Order to the Registrar of Companies and (in relation to the Reduction of Capital comprised in the
Scheme) the registration by him of the Court Order confirming the Reduction of Capital.

If the Scheme becomes effective, it will be binding on all Scheme Shareholders irrespective of whether
or not, being entitled to do so, they attended or voted in favour of the Scheme at the Meetings. If the
Scheme does not become effective by 31 July 2008 (or such later date (if any) as Diodes and Zetex may
agree and the Panel and the Court may allow), the Scheme will not become effective and the
Recommended Proposal will not proceed.

13. Financing of the Recommended Proposal

The consideration payable by Bidco under the terms of the Acquisition will be funded from a
combination of new financing arrangements provided by an affiliate of UBS and Diodes’ existing cash
resources.

UBS Limited, financial adviser to Diodes and Bidco, confirms that sufficient resources are available to
Bidco to satisfy the full cash consideration of 85.45 pence for each Zetex Share payable to Zetex
Shareholders under the terms of the Acquisition.

14. Overseas Shareholders

The implications of the Scheme and the Recommended Proposal for Overseas Shareholders may be
affected by the laws of jurisdictions outside the United Kingdom. Overseas Shareholders should inform
themselves about, and observe, any applicable legal requirements. It is the responsibility of any Overseas
Shareholders to satisfy themselves as to the full observance of the laws and regulatory requirements of the
relevant jurisdiction in connection therewith, including the obtaining of any governmental, exchange
control or other consents which may be required, the compliance with other necessary formalities and the
payment of any issue, transfer or other taxes or duties or payments due in such jurisdiction.

This document has been prepared for the purposes of complying with English law, the City Code and the
information disclosed herein may not be the same as that which would have been disclosed if this
document had been prepared in accordance with the laws of any other jurisdiction.
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15. United Kingdom Taxation

The following paragraphs, which are intended as a general guide only, are based on current UK
legislation and HM Revenue & Customs practice. They summarise certain limited aspects of the
UK taxation consequences of acceptance of the Recommended Proposal, and relate only to the
position of Zetex Shareholders who hold their Zetex Shares beneficially as an investment and who
are resident and, in the case of individuals, ordinarily resident in the UK for taxation purposes at
all relevant times.

If you are in any doubt as to your taxation position, or if you are subject to taxation in any
jurisdiction other than the UK, you should consult an appropriate professional adviser without delay.

Taxation of chargeable gains

Liability to United Kingdom taxation of chargeable gains will depend on the individual circumstances of
Zetex Shareholders.

The Cash Consideration received under the terms of the Scheme will represent the proceeds of a disposal
of his Zetex Shares by a Zetex Shareholder for the purposes of United Kingdom taxation of chargeable
gains. Such a disposal or part disposal may, depending on his personal circumstances (including the
availability of exemptions, relief and/or allowable losses), give rise to a liability to UK taxation on
chargeable gains.

For individual shareholders, capital gains tax will be charged on any chargeable gain at a rate of 18 per
cent. Entrepreneurs’ Relief (which the Government has announced will be introduced when the 2008
Finance Bill is enacted, but with effect for disposals on or after 6 April 2008) may be available to reduce
the rate of tax to 10 per cent. for an individual who holds and has held for at least one year at least 5 per
cent. of the ordinary share capital of Zetex allowing him to exercise at least 5 per cent. of the voting rights
and who is and has been for at least one year an officer or employee of Zetex, and provided Zetex is at
the Effective Date a holding company of a trading group for the purpose of Entrepreneurs’ Relief. The
capital gains annual exemption (which is £9,600 for 2008/09) will also be available to offset any
chargeable gain (to the extent it has not already been utilised).

Individuals who are temporarily non-resident in the United Kingdom at the time of disposal of their Zetex
Shares may, under special rules, still be liable to United Kingdom taxation on any capital gain realised
(subject to any available exemption or relief) on return to the United Kingdom.

For Zetex Shareholders within the charge to UK corporation tax but which do not qualify for substantial
shareholdings exemption in respect of their Zetex Shares, indexation allowance will be available in
respect of the full period of ownership of the Zetex Shares to reduce any chargeable gain arising.

Other tax matters

Special tax positions may apply to Zetex Shareholders who have acquired or agreed to acquire their Zetex
Shares by exercising options under the Zetex Share Schemes including provisions imposing a charge to
income tax when such an option or award is exercised. Such shareholders are advised to seek independent
advice.

16. De-listing, cancellation and re-registration

Prior to the Scheme becoming effective, applications will be made to the UK Listing Authority for the
listing of Zetex Shares on the Official List to be cancelled and to the London Stock Exchange for the
Zetex Shares to cease to be admitted to trading on the London Stock Exchange’s main market for listed
securities.

It is proposed that, following the Scheme becoming effective, and after the Zetex Shares have been
delisted, Zetex will be re-registered as a private limited company.

If the Scheme becomes effective, the Scheme Shares will be cancelled irrespective of whether or not you
attend or vote and, if you have voted, whether you have voted for or against the Scheme, at the Meetings.

17. Settlement

Subject to the Scheme becoming effective, settlement of the Cash Consideration to which any holder of
Scheme Shares is entitled thereunder will be posted within fourteen days of the Effective Date in the
manner set out below.

18



Except with the consent of the Panel, settlement of the Cash Consideration to which any Scheme
Shareholder is entitled under the Scheme will be implemented in full in accordance with the terms of the
Scheme free of any lien, right of set-off, counterclaim or other analogous right to which Diodes may
otherwise be, or claim to be, entitled against such Shareholder.

All documents and remittances sent through the post will be sent at the risk of the person(s) entitled
thereto.

(i) Cash Consideration where Zetex Shares are held in uncertificated form (that is, in
CREST)

On the Effective Date, Scheme Shares held within CREST will be cancelled. Scheme
Shareholders who hold Scheme Shares in uncertificated form at the Scheme Record Time will
receive any Cash Consideration to which they are entitled through CREST by Diodes
procuring the creation of an assured payment obligation in favour of the appropriate CREST
account through which the relevant Scheme Shareholder holds such uncertificated shares in
respect of the Cash Consideration due to them.

Diodes reserves the right to pay all or any part of the Cash Consideration referred to above to
all or any Scheme Shareholder(s) who holds Scheme Shares in uncertificated form at the
Scheme Record Time in the manner referred to in paragraph (ii) below if for any reason it
wishes to do so.

Payment will be posted as soon as practicable after the Effective Date and in any event within
14 days after the Effective Date.

(ii) Cash Consideration where Zetex Shares are held in certificated form

On the Effective Date, Scheme Shares held in certificated form will be cancelled and share
certificates for such Scheme Shares will cease to be valid and should be destroyed.

Settlement of any Cash Consideration due under the Scheme in respect of Scheme Shares held
in certificated form will be despatched:

(a) by first class post, by cheque drawn on a branch of a UK clearing bank; or

(b) by such other method as may be approved by the Panel.

All such cash payments (whether in respect of Scheme Shares in uncertificated or certificated
form) shall be made in pounds sterling. Payments made by cheque shall be payable to the
holders of the Scheme Shares concerned. Cheques shall be despatched as soon as practicable
after the Effective Date and in any event within 14 days after the Effective Date. All deliveries
of cheques required to be made pursuant to the Scheme shall be effected by posting the same
day by first class post in pre-paid envelopes addressed to the persons entitled thereto at their
respective addresses as appearing in the register of members of Zetex at the Scheme Record
Time or, in the case of joint holders, at the address of that one of the joint holders whose name
stands first in the said register in respect of such joint holding at such time or in accordance
with any special instructions regarding communications, and neither Diodes nor Zetex shall be
responsible for any loss or delay in the transmission of cheques sent in this way and such
cheques shall be sent at the risk of the person entitled thereto.

18. General and further information

The Scheme will be governed by English law. The Scheme will be subject to the applicable requirements
of the Code, the Panel, the London Stock Exchange and the UK Listing Authority.

The terms of the Scheme are set out in full in Part V of this document. Your attention is also drawn to the
further information contained in this document and, in particular, to the Conditions set out in Part III, the
financial information on Zetex in Part IV and the additional information set out in Part VI of this
document.

19



19. Action to be taken

(a) Court Meeting and Extraordinary General Meeting

You will find enclosed with this document:

● a blue Form of Proxy for use at the Court Meeting; 

● a white Form of Proxy for use at the EGM; and 

● a pre-paid envelope for use in the United Kingdom.

Whether or not you intend to attend the Meetings, you are requested to complete and sign the enclosed
Forms of Proxy and return them in accordance with the instructions printed thereon. Completed Forms of
Proxy should be returned, in the pre-paid envelope provided for use in the United Kingdom only, to the
Registrars, Capita Registrars at Proxy Department, PO Box 25, Beckenham, Kent BR3 4BR as soon as
possible and, in any event, so as to be received no later than 4.30 p.m. (London time) 10 May 2008 for
the Court Meeting and 5.00 p.m. (London time) on 10 May 2008 for the EGM.

If the blue Form of Proxy for use at the Court Meeting is not returned by such time, it may be handed to
the Registrars, Capita Registrars, on behalf of the Chairman of the Court Meeting, at the Court Meeting
before the taking of the poll and will still be valid. However, in the case of the white Form of Proxy for
the EGM, it will be invalid unless it is returned to the Registrars, Capita Registrars at Proxy Department,
PO Box 25, Beckenham, Kent BR3 4BR, so as to be received no later than 5.00 p.m. (London time) on
10 May 2008. The completion and return of the Forms of Proxy will not prevent you from attending and
voting in person at the Meetings, or at any adjournment thereof, if you so wish and are so entitled.

It is important that, for the Court Meeting, as many votes as possible are cast so that the Court may
be satisfied that there is a fair and reasonable representation of Zetex Shareholder opinion. You are
therefore strongly urged to complete, sign and return your Forms of Proxy for both the Court
Meeting and the EGM as soon as possible.

Notices convening the Court Meeting and the EGM are set out in Parts VIII and IX of this document
respectively.

If you have any questions relating to this document or the completion and return of the Forms of
Proxy, please telephone Capita Registrars between 9.00 a.m. and 5.00 p.m. (London time) Monday
to Friday (except UK public holidays) on 0871 664 0321 from within the UK or +44 20 8639 3399 if
calling from outside the UK. Calls to the 0871 664 0321 number cost 10 pence per minute (including
VAT) plus your service provider’s network extras. Calls to the helpline from outside the UK will be
charged at applicable international rates. Different charges may apply to calls from mobile
telephones and calls may be recorded and randomly monitored for security and training purposes,
The helpline cannot provide advice on the merits of the Recommended Proposal nor give any
financial, legal or tax advice.

20. Recommendation

Your attention is drawn to the letter from the Chairman of Zetex set out in Part I of this document
which forms part of this explanatory statement. That letter explains why the Zetex Directors, who
have been so advised by Rothschild, consider the terms of the Recommended Proposal to be fair
and reasonable and why the Zetex Directors unanimously recommend that (to the extent you are
entitled to do so) you vote in favour of the resolutions to approve and implement the Scheme to be
proposed at the Meetings, as they have irrevocably undertaken to do in respect of certain of their
beneficial holdings of Zetex Shares amounting to, in aggregate, 851,322 Zetex Shares, representing
approximately 0.8 per cent. of the issued share capital of Zetex.

Yours faithfully

Andrew Thomas
for and on behalf of
N M Rothschild & Sons Limited

20



PART III

CONDITIONS TO AND CERTAIN FURTHER TERMS OF THE ACQUISITION

1. The Acquisition is conditional upon the Scheme becoming unconditional and effective, subject to the
Code, by no later than 31 July 2008 or such later date (if any) as Bidco and Zetex may agree and (if
required) the Panel and the Court may allow.

2. The Scheme is conditional upon:

(a) the approval by a majority in number of Scheme Shareholders representing three-fourths or more
in value of the Scheme Shares, present and voting, either in person or by proxy, at the Court
Meeting (or at any adjournment of such meeting);

(b) the resolution or resolutions required to implement the Scheme being passed by the requisite
majority at the Extraordinary General Meeting;

(c) the sanction of the Scheme by the Court (with or without modification, but subject to any
modification being on terms acceptable to Bidco and Zetex), and an office copy of the Scheme
Court Order being delivered for registration to the Registrar of Companies in England and Wales;
and

(d) the confirmation of the Reduction of Capital by the Court (with or without modification, but
subject to any modification being on terms acceptable to Bidco and Zetex), and an office copy of
the Reduction Court Order and minute of such reduction attached thereto being delivered for
registration to, and registered by, the Registrar of Companies in England and Wales.

3. Zetex and Bidco have agreed that the necessary action to make the Scheme effective will not be taken
unless the following conditions have been satisfied or waived by Bidco:

(a) no government or governmental, quasi-governmental, supranational, statutory or regulatory body
or association, institution or agency (including any trade agency) or any court or other body
(including any professional or environmental body) or person in any jurisdiction (each a
“Relevant Authority”) having decided to take, instituted or threatened any action, proceeding,
suit, investigation, enquiry or reference or enacted, made or proposed and there not continuing to
be outstanding any statute, regulation, order or decision that would or might be reasonably
expected to:

(i) make the Acquisition or its implementation or the acquisition of any shares in, or control
of, Zetex by any member of the Wider Diodes Group void, unenforceable or illegal or
directly or indirectly prohibit or otherwise restrict, delay or interfere with the
implementation of, or impose additional conditions or obligations with respect to, or
otherwise challenge, the Acquisition or its implementation or the acquisition of any
shares in, or control of, Zetex by any member of the Wider Diodes Group;

(ii) require, prevent or delay the divestiture (or alter the terms of any proposed divestiture)
by the Wider Diodes Group or the Wider Zetex Group of all or any part of their
respective businesses, assets or properties or impose any limitation on their ability to
conduct all or any part of their respective businesses and to own any of their respective
assets or properties;

(iii) impose any limitation on, or result in any delay in, the ability of any member of the
Wider Diodes Group to acquire or hold or to exercise effectively, directly or indirectly,
all or any rights of ownership of shares or other securities (or the equivalent) in, or to
exercise management control over, any member of the Wider Zetex Group or on the
ability of any member of the Wider Zetex Group to hold or exercise effectively, directly
or indirectly, all or any rights of ownership of shares or other securities (or the
equivalent) in, or to exercise management control over, any other member of the Wider
Zetex Group;

(iv) require any member of the Wider Diodes Group or of the Wider Zetex Group to acquire
or offer to acquire any shares or other securities (or the equivalent) in any member of the
Wider Zetex Group or any member of the Wider Diodes Group (other than pursuant to
the Scheme);
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(v) impose any limitation on the ability of any member of the Wider Diodes Group or the
Wider Zetex Group to integrate or co-ordinate its business, or any part of it, with the
businesses or any part of the businesses of any other member of the Wider Diodes Group
and/or the Wider Zetex Group; or

(vi) otherwise adversely affect the business, assets, financial or trading position or profits or
prospects of any member of the Wider Diodes Group or of the Wider Zetex Group which
in each case is material in the context of the Wider Zetex Group or the Wider Diodes
Group, in each case taken as whole,

and all applicable waiting and other time periods during which any such Relevant Authority
could decide to take, institute or threaten any such action, proceeding, suit, investigation, enquiry
or reference having expired, lapsed or been terminated;

(b) all necessary filings having been made and all appropriate waiting periods (including any
extensions thereof) under any applicable legislation or regulation of any jurisdiction having
expired, lapsed or been terminated in each case in respect of the Acquisition and the acquisition
of any shares in, or control of, Zetex by Bidco and all authorisations, orders, grants, recognitions,
confirmations, licences, consents, clearances, permissions and approvals (“authorisations”)
necessary or appropriate in any jurisdiction for or in respect of the Acquisition and the proposed
acquisition of any shares in, or control of, Zetex by Bidco being obtained in terms and in a form
reasonably satisfactory to Bidco from appropriate Relevant Authorities and such authorisations
together with all authorisations necessary or appropriate for any member of the Wider Zetex
Group to carry on its business remaining in full force and effect and no intimation of any
intention to revoke, suspend, restrict or modify or not to renew any of the same having been
made and all material and necessary statutory or regulatory obligations in any jurisdiction having
been complied with;

(c) except as Disclosed there being no provision of any agreement, arrangement, licence or other
instrument to which any member of the Wider Zetex Group is a party or by or to which any such
member or any of its assets is or may be bound, entitled or subject which, as a result of the
making or implementation of the Acquisition or the acquisition or proposed acquisition by any
member of the Wider Diodes Group of any shares in, or change in the control or management of,
Zetex or otherwise, would or might result in:

(i) any moneys borrowed by or any other indebtedness (actual or contingent) of any such
member of the Wider Zetex Group becoming repayable or capable of being declared
repayable immediately or earlier than the stated repayment date or the ability of such
member to borrow monies or incur any indebtedness being withdrawn or inhibited;

(ii) the creation or enforcement of any mortgage, charge or other security interest over the
whole or any part of the business, property or assets of any such member of the Wider
Zetex Group or any such security interest (whenever arising or having arisen) becoming
enforceable;

(iii) any assets or interest of any such member of the Wider Zetex Group being or falling to
be disposed of or charged or any right arising under which any such asset or interest
could be required to be disposed of or charged;

(iv) the interest or business of any such member of the Wider Zetex Group in or with any
other person, firm or company (or any agreements or arrangements relating to such
interest or business) being terminated or adversely affected;

(v) any such member of the Wider Zetex Group ceasing to be able to carry on business
under any name under which it presently does so;

(vi) the value of any such member of the Wider Zetex Group or its financial or trading
position being prejudiced or adversely affected;

(vii) any such agreement, arrangement, licence or other instrument being terminated or
adversely modified or any onerous obligation arising or any adverse action being taken
or arising thereunder; or
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(viii) the creation of any liabilities (actual or contingent) by any such member,

and no event having occurred which, under any provision of any agreement, arrangement, licence
or other instrument to which any member of the Wider Zetex Group is a party or by or to which
any such member or any of its assets may be bound or be subject, could result in any events or
circumstances as are referred to in subparagraphs (i) to (viii) of this paragraph (c) unless, if such
provision exists, such provision shall have been waived, modified or amended on terms
reasonably satisfactory to Bidco;

(d) except as Disclosed no member of the Wider Zetex Group having since 31 December 2007:

(i) issued or agreed to issue or authorised the issue of additional shares of any class, or
securities convertible into, or rights, warrants or options to subscribe for or acquire, any
such shares or convertible securities (except (A) issues to Zetex or wholly-owned
subsidiaries of Zetex or (B) under Zetex Share Schemes);

(ii) recommended, declared, paid or made any bonus, dividend or other distribution, whether
payable in cash or otherwise, other than a distribution by any wholly-owned subsidiary
of Zetex;

(iii) except for intra-Zetex Group transactions implemented or authorised any merger or
demerger or other than in the ordinary course of trading and provided not material
acquired or disposed of or transferred, mortgaged or charged, or created any other
security interest over, any asset or any right, title or interest in any asset;

(iv) except for intra-Zetex Group transactions or the Scheme, implemented or authorised any
reconstruction, amalgamation, scheme or other transaction or arrangement;

(v) purchased, redeemed or repaid any of its own shares or other securities or reduced or
made or authorised any other change in its share capital (other than pursuant to the Zetex
Share Schemes);

(vi) except in the ordinary and usual course of business made or authorised any change in its
loan capital or issued or authorised the issue of any debentures or incurred or increased
any indebtedness or contingent liability;

(vii) entered into, varied or terminated, or authorised the entry into, variation or termination
of, any contract, commitment or arrangement (whether in respect of capital expenditure
or otherwise) which is outside the ordinary course of trading or which is of a long term,
onerous or unusual nature or magnitude or which involves or could involve an obligation
of a nature or magnitude which is material in the context of the Wider Zetex Group taken
as a whole;

(viii) entered into any contract, commitment or arrangement which would be restrictive on the
business of any member of the Wider Zetex Group or the Wider Diodes Group, taken as
a whole;

(ix) been unable, or admitted in writing that it is unable, to pay its debts or having stopped
or suspended (or threatened to stop or suspend) payment of its debts generally or ceased
or threatened to cease carrying on all or a substantial part of its business;

(x) taken any corporate action or had any legal proceedings started or threatened against it
for its winding-up (voluntary or otherwise), dissolution or reorganisation (or for any
analogous proceedings or steps in any jurisdiction) or for the appointment of a receiver,
administrator, administrative receiver, trustee or similar officer (or for the appointment
of any analogous person in any jurisdiction) of all or any of its assets and revenues;

(xi) waived, compromised or settled any material claim;

(xii) entered into or varied the terms of any service agreement or arrangement with any
director or senior executive of the Zetex Group;

(xiii) made or consented to any change to the terms of the trust deeds constituting the pension
schemes established for its directors and/or employees and/or their dependants or to the
benefits which accrue, or to the pensions which are payable thereunder, or to the basis
on which qualification for or accrual or entitlement to such benefits or pensions are
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calculated or determined, or to the basis upon which the liabilities (including pensions)
of such pension schemes are funded or made, or agreed or consented to, any change to
the trustees; or

(xiv) entered into any contract, commitment or arrangement or passed any resolution or made
any offer (which remains open for acceptance) with respect to, or proposed or announced
any intention to effect or propose, any of the transactions, matters or events referred to
in this Condition 3(d);

(e) since 31 December 2007 (except as Disclosed):

(i) no adverse change having occurred in the business, assets, financial or trading position
or profits of the Wider Zetex Group taken as whole;

(ii) no litigation, arbitration proceedings, prosecution or other legal proceedings having been
threatened, announced, instituted or remaining outstanding by, against or in respect of
any member of the Wider Zetex Group or to which any member of the Wider Zetex
Group is a party (whether as plaintiff or defendant or otherwise) and no investigation by
any Relevant Authority or other investigative body against or in respect of any member
of the Wider Zetex Group having been threatened, announced, instituted or remaining
outstanding by, against or in respect of any member of the Wider Zetex Group which
would or might materially adversely affect the Wider Zetex Group taken as a whole; and

(iii) no contingent or other liability having arisen which would or might adversely affect the
Wider Zetex Group taken as a whole;

(f) Bidco not having discovered that:

(i) any financial, business or other information publicly disclosed at any time by any
member of the Wider Zetex Group is materially misleading, contains a material
misrepresentation of fact or omits to state a material fact necessary to make the
information contained therein not materially misleading;

(ii) save for liabilities incurred in connection with the Scheme, any member of the Wider
Zetex Group is subject to any liability, contingent or otherwise, which is not Disclosed;

(iii) any past or present member of the Wider Zetex Group has failed to comply with any
applicable legislation or regulations of any jurisdiction or any notice or requirement of
any Relevant Authority with regard to the storage, disposal, discharge, spillage, release,
leak or emission of any waste or hazardous or harmful substance or any substance likely
to impair the environment or harm human or animal health or otherwise relating to
environmental matters or that there has otherwise been any such storage, disposal,
discharge, spillage, release, leak or emission (whether or not the same constituted non-
compliance by any person with any such legislation or regulation, and whenever the
same may have taken place), any of which non compliance would be likely to give rise
to any liability (whether actual or contingent) or cost on the part of any member of the
Wider Zetex Group; or

(iv) there is or is likely to be any obligation or liability (whether actual or contingent) to
make good, repair, re-instate or clean up any property now or previously owned,
occupied, operated or made use of or controlled by any past or present member of the
Wider Zetex Group under any environmental legislation, regulation, notice, circular or
order of any Relevant Authority in any jurisdiction,

which in each case is material in the context of the Wider Zetex Group taken as a whole.

4. Bidco reserves the right to waive all or any of the Conditions in paragraph 3 above, in whole or in part. 

5. If Bidco is required by the Panel to make an offer for any Zetex Shares under Rule 9 of the Code, Bidco
may make such alterations to the above Conditions as are necessary to comply with that Rule.

6. Bidco reserves the right to elect to implement the Acquisition by way of a takeover offer. In such event,
such offer will be implemented on the same terms (subject to appropriate amendments, including (without
limitation) an acceptance condition set at 90 per cent. (or such lesser percentage (being more than 50 per
cent.) as Bidco may decide) of the shares to which such offer relates and of the voting rights carried by
those shares), so far as applicable, as those which would apply to the Scheme.
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7. The Zetex Shares will be acquired by Bidco free from all liens, charges, encumbrances, rights of pre-
emption and any other third party rights of any nature whatsoever and together with all rights attaching
thereto including the right to receive in full all dividends and other distributions declared after the date of
the Announcement.

8. The Acquisition and the Scheme are governed by English law and will be subject to the exclusive
jurisdiction of the English courts and the conditions set out above.

9. “Disclosed” means (i) disclosed in the Zetex Annual Report and Accounts, (ii) publicly announced by or
on behalf of Zetex (by delivery of an announcement to a Regulatory Information Service) prior to 3 April
2008 or (iii) otherwise fairly disclosed to Diodes or Bidco in the written materials included in the online
data room relating to the Acquisition provided by Codex from 25 February 2008 to 3 April 2008.
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PART IV

FINANCIAL INFORMATION ON ZETEX

Basis of Financial Information

The financial information contained in this Part IV does not constitute statutory accounts within the meaning of
section 434 of the Companies Act 2006. The financial information shown in this Part IV has been extracted,
without material adjustment, from the full audited consolidated accounts of Zetex for the three years ended 
31 December 2005, 2006 and 2007. Copies of the accounts for each of the three years ended 31 December 2005,
2006 and 2007 have been delivered to the Registrar of Companies in England and Wales. Ernst & Young LLP
of 100 Barbirolli Square, Manchester, M2 3EY has made a report under section 235 of the Companies Act 1985
in respect of the statutory consolidated accounts for each of the three years ended 31 December 2005, 2006 and
2007. Such reports were unqualified and did not contain a statement under section 237 (2) or (3) of the
Companies Act 1985.
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Consolidated statement of recognised income and expenditure
For the years ended 31 December

2007 2006 2005
Notes £’000 £’000 £’000

Profit for the period attributable to
equity holders of the parent 7,340 2,538 539 

1111 1111 1111

Foreign exchange (loss)/gain on translation of foreign subsidiaries (20) (1,239) 820 
Actuarial (loss)/gain on defined benefit pension scheme 9 (483) 2,373 (2,020)
Foreign exchange (loss)/gain from hedging activities (197) 1,253 (1,016)
Foreign exchange (gain)/loss transferred from equity (1,151) 1,016 (1,355)
Income tax credit/(charge) on items taken directly to equity 3 666 (1,277) 1,264 

1111 1111 1111

Net (expense)/income recognised directly in equity (1,185) 2,126 (2,307)
1111 1111 1111

Recognised income/(expense) relating to the period 6,155 4,664 (1,768)
3333 3333 3333 
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Consolidated balance sheet
As at 31 December

2007 2006 2005
Notes £’000 £’000 £’000

Assets
Non current assets
Property, plant and equipment 6 26,833 30,310 35,748
Intangible assets 7 15,093 13,055 10,827
Deferred tax 3 5,601 5,901 4,697
Investment in associate 8 69 37 16

1111 1111 1111

47,596 49,303 51,288
1111 1111 1111

Current assets
Inventories 10 14,656 14,180 19,953
Current tax 313 159 131
Trade receivables and prepayments 11 9,091 9,744 9,797
Derivative financial instruments 21 – 1,151 –
Cash and cash equivalents 12 16,252 10,730 6,095

1111 1111 1111

40,312 35,964 35,976
1111 1111 1111

Assets held for sale 6a – 947 –
1111 1111 1111

40,312 36,911 35,976
1111 1111 1111

Total assets 87,908 86,214 87,264
3333 3333 3333

Liabilities
Current liabilities
Bank loans and overdrafts 14 405 764 85
Current portion of long term liabilities 15 230 316 370
Trade and other payables 17 11,488 9,630 11,348
Current tax 855 1,031 828

1111 1111 1111

12,978 11,741 12,631
1111 1111 1111

Non current liabilities
Derivative financial instruments 21 197 – 1,118
Deferred tax  3 6,739 8,037 7,013
Provisions 16 231 231 383
Defined benefit pension scheme 9 5,196 8,240 11,100
Long term liabilities 15 961 761 1,038

1111 1111 1111

13,324 17,269 20,652
1111 1111 1111

Total liabilities 26,302 29,010 33,283
1111 1111 1111

Net assets 61,606 57,204 53,981
3333 3333 3333

Equity
Share capital 13 5,212 5,198 5,153
Share premium 13 36,255 36,093 35,586
Own equity instruments 13 (4,420) (4,731) (4,767)
Foreign exchange differences 13 (1,194) (1,174) 65
Net unrealised gains and losses 13 210 892 (679)
Retained earnings 13 25,543 20,926 18,623

1111 1111 1111

Equity shareholders’ funds 13 61,606 57,204 53,981
3333 3333 3333
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Consolidated cash flow statement
For the years ended 31 December

2007 2006 2005
Notes £’000 £’000 £’000

Operating activities
Net profit for the period before income tax 1 7,749 1,601 810 
Adjustments for:

Depreciation and impairment of property, plant and equipment 5,617 5,720 5,846 
Amortisation and impairment of intangible assets 2,512 1,886 1,891 
Finance cost 2 158 164 390 
Finance revenue 2 (721) (314) (698)
Derivatives at fair value through income statement – – 103 
(Profit)/loss on sale of property, plant and equipment 2 (1,954) (1) 74 
Share based payments 2 86 135 (179)
Change in value of associate 8 (50) (24) 77 

(Increase)/decrease in inventories (422) 5,758 (5,925)
Decrease/(increase) in receivables 508 (1,263) 1,962 
Increase/(decrease)in payables 1,772 (1,616) (6,758)
Difference between pension contributions paid and
amounts recognised in the income statement (3,978) (487) (520)

1111 1111 1111

Cash flows from operating activities 11,277 11,559 (2,927)
1111 1111 1111

Income tax paid (882) (319) (1,243)
1111 1111 1111

Net cash flows from operating activities 10,395 11,240 (4,170)
3333 3333 3333

Investing activities
Purchase of property, plant and equipment (1,800) (1,184) (5,479)
Investment in intangible assets (4,256) (4,213) (3,229)
Proceeds from sale of property 2,995 – –
Acquisition of business – – (4,535)
Finance revenue 2 721 314 698 

1111 1111 1111

Net cash flows from investing activities (2,340) (5,083) (12,545)
3333 3333 3333

Financing activities
Issue of ordinary shares 176 552 1,352 
Sale of own shares held in ESOT 152 20 350 
Repayment of long term borrowings – – (405)
Finance lease principal repayments (256) (453) (445)
Dividends paid to group shareholders 5 (2,168) (2,148) (2,837)
Finance cost 2 (158) (164) (390)

1111 1111 1111

Net cash flows from financing activities (2,254) (2,193) (2,375)
1111 1111 1111

Increase/(decrease) in cash and cash equivalents 5,801 3,964 (19,090)
1111 1111 1111

Movement in cash and cash equivalents
At start of the period 9,966 6,010 24,408 
Increase/(decrease) in the year 5,801 3,964 (19,090)
Acquired with operations – – 692 
Effect of exchange rate changes on cash balances 80 (8) – 

1111 1111 1111

At end of period 12 15,847 9,966 6,010 
3333 3333 3333
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Company balance sheet
As at 31 December

2007 2006 2005
Notes £’000 £’000 £’000

Fixed assets
Investments 22 38,000 38,000 12,373 

1111 1111 1111

38,000 38,000 12,373 
Current assets
Receivables 23 974 3,642 29,122 
Cash and cash equivalents 4,908 5,515 3,216 

1111 1111 1111

5,882 9,157 32,338 
Creditors: amounts falling due within one year 24 (932) (542) (858)

1111 1111 1111

Net current assets 4,950 8,615 31,480 
1111 1111 1111

Total assets less current liabilities 42,950 46,615 43,853 
Provisions for liabilities and charges 25 (154) (231) (383)

1111 1111 1111

Net assets 42,796 46,384 43,470 
3333 3333 3333

Equity   
Share capital 13 5,212 5,198 5,153 
Share premium 26 36,255 36,093 35,586 
Own equity instruments 13 (4,420) (4,731) (4,767)
Retained earnings 26 5,749 9,824 7,498 

1111 1111 1111

Equity shareholders’ funds 42,796 46,384 43,470 
3333 3333 3333
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Group accounting policies

Zetex plc is a company domiciled in the United Kingdom. The consolidated financial statements for the years
ended 31 December 2005 to 2007 comprise those of the company and its subsidiaries.

1. Statement of compliance

The consolidated financial statements are prepared in accordance with International Financial Reporting
Standards (IFRS) and International Financial Reporting Interpretation Committee (IFRIC) interpretations
as endorsed by the European Union and those parts of the Companies Acts 1985 and 2006 applicable to
companies reporting under IFRS.

2. Basis of preparation

The consolidated financial statements are presented in pounds sterling and all values are rounded to the
nearest thousand pounds (£’000) except when otherwise indicated. They are prepared on the historical
cost basis modified to include the fair valuation of derivative financial instruments, equity settled share
based payment transactions and defined benefit pensions scheme assets and liabilities to the extent
required or permitted under accounting standards and as set out in the relevant accounting policies.

Critical accounting estimates

The preparation of financial statements in accordance with IFRS requires management to make
judgements, estimates and assumptions that affect the application of policies and reported amounts of
assets and liabilities, income and expenses. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the circumstances,
the results of which form the basis of making the judgements about carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects only that
period or in the period of the revision and future periods if the revision affects both current and future
periods. 

Material estimates and assumptions are made in particular regarding impairment testing, commercial
viability of projects related to development expenditure, parameters for measuring pension provisions,
stock and trade receivable provisioning.

Indefinite live intangible assets

The group determines whether indefinite life intangible assets are impaired on an annual basis and this
requires an estimation of the value in use of the cash generating units to which the intangible assets are
allocated. This involves estimation of future cash flows and choosing a suitable discount rate (see note
7a).

Commercial viability of development projects

The commercial viability of development projects are assessed based on estimates of future cash flows
associated with some projects and the likelihood of reaching the market place. Such estimates are based
upon the latest market information and judgements of management.

Measurement of defined benefit pension liabilities

Measurement of defined benefit pension obligations requires estimation of future changes in salaries and
inflation, as well as mortality rates, the expected return on assets and the selection of a suitable discount
rate (see note 9).

Stock provisioning

Provisioning against stock is based on estimates of the timing of/and cash flows associated with revenues
of individual stock items. Such estimates are based upon the latest market information and judgements of
management.
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Trade receivable impairment

Provisioning against trade debt is based on estimates of the timing of/and cash flows associated with cash
receipts in relation to outstanding customer debt. This is based both upon the age of outstanding debt and
latest commercial knowledge of the customer.

3. Basis of consolidation

Subsidiaries

Subsidiaries 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 activities.

Subsidiaries are fully consolidated from the date on which control commences until the date that control
ceases. The acquisition method of accounting has been adopted. Inter-company transactions, balances and
unrealised gains on transactions between group companies are eliminated. 

All subsidiaries are directly controlled by the company.

Associates

An associate is an undertaking over which the group has significant influence and can participate in the
financial and operating decisions of the entity, but does not have control. 

The group’s share of the results of associates is included in the consolidated income statement using the
equity method of accounting. Investments in associates are carried in the consolidated balance sheet at
cost plus post acquisition changes in the group’s share of the net assets of the entity, less any impairment
in value. The carrying values of investments in associates include acquired goodwill.

If the group’s share of losses in an associate equals or exceeds its investment in the associate, the group
does not recognise further losses unless it has incurred obligations to do so or make payments on behalf
of the associate.

Unrealised gains arising from transactions with associates are eliminated to the extent of the group’s
interest in the entity.

4. Revenue recognition

The group recognises revenues from the sale of semiconductor products when the significant risks and
rewards of ownership have passed to the customer. This is generally when goods have been despatched
to the customer, except where the group sells to its distributors. In this event revenues are recognised
when there are no further obligations on the group (which is typically when the distributor has sold the
goods onto the end customer) and the revenues can be measured reliably. Revenue is measured at the fair
value of the consideration received excluding discounts, rebates, Value Added Tax and other sales taxes
or duties.

5. Segmental reporting 

The group’s primary and only reporting format is by geographical segment. The geographical segments
are organised and managed separately as strategic business units that are subject to risks and returns that
are different from those of segments operating in other economic environments.

6. Adjusted items

The group presents as adjusted items on the face of the consolidated income statement, those material
items of income and expense which, because of the nature of the events giving rise to them, merit
separate presentation to allow shareholders to better assess trends of the elements of financial
performance in the year so as to facilitate comparison with prior periods and to assess trends in
underlying financial performance. Such items include items of an unusual or non-recurring nature.
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7. Interest income

Interest income is recognised for the period to which it relates on the accruals basis. 

8. Dividends

Final dividends are recorded in the consolidated financial statements in the period in which they are
approved by the company’s shareholders. Interim dividends are recorded in the period in which they are
approved and paid.

9. Property, plant and equipment

Property, plant and equipment are stated at historical cost less depreciation and any impairment in value. 

Historical cost includes expenditure that is directly attributable to the acquisition of the items, including
costs in relation to acquisition and installation. Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the group and the cost of the item can be measured reliably. 

All other repairs and maintenance are charged to the consolidated income statement during the financial
period in which they are incurred.

Depreciation is not provided for on freehold land or assets in construction. Depreciation on other
property, plant and equipment is calculated on a straight line basis to write off the cost less estimated
residual value based on prices prevailing at the balance sheet date over its anticipated useful economic
life as follows:

Freehold buildings 50 years
Plant and machinery 3-10 years
Fixtures and fittings 2-10 years
Motor vehicles 4 years
Leasehold buildings Period of lease

Assets held under finance leases are depreciated over the shorter of the lease term or their useful
economic life.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with their carrying amount and are
included in the consolidated income statement.

10. Intangible assets

Goodwill

All business combinations are accounted for applying the purchase method.

On acquisition, the assets and liabilities and contingent liabilities of an acquired entity are measured at
their fair value. 

Goodwill arising on consolidation represents the excess of the cost of an acquisition over the fair value of
the group’s share of the net assets of the acquired subsidiary or associate at the date of acquisition. If the
cost of acquisition is less than the fair value of the group’s share of the net assets of the acquired entity
(i.e. a discount on acquisition) then the difference is credited to the consolidated income statement in the
period of acquisition.

At the acquisition date of a subsidiary, goodwill acquired is recognised as an asset and is allocated to each
of the cash generating units expected to benefit from the business combination’s synergies and to the
lowest level at which management monitors the goodwill. Goodwill arising on the acquisition of
associates is included within the carrying value of the investment.

Goodwill is not subject to amortisation. Goodwill is reviewed for impairment at least annually by
assessing the recoverable amount of each cash generating unit to which the goodwill relates. When the
recoverable amount of the cash generating unit is less than the carrying amount, an impairment loss is
recognised.
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Any impairment is recognised immediately in the consolidated income statement and is not subsequently
reversed.

On disposal of a subsidiary or associate, the amount of goodwill attributable to that entity is included in
the determination of the profit or loss on disposal.

Goodwill arising on acquisitions before 1 January 2004 (the date of transition to IFRS) has been retained
at the previous UK GAAP amounts subject to being tested for impairment at that date. Goodwill written
off to reserves under UK GAAP prior to 1998 has not been restated and will not be included in
determining any subsequent profit or loss on disposal.

Research and development (internally generated)

Expenditure on research activities undertaken with the prospect of gaining new scientific or technical
knowledge and understanding is recognised as an expense in the consolidated income statement as
incurred.

An intangible asset arising from the group’s development activity is recognised only if all the following
conditions are met:

(i) an asset is created that is separately identifiable;

(ii) it is probable that the asset created will generate future economic benefits; and

(iii) the development cost of the asset can be measured reliably.

This intangible fixed asset is then amortised on a straight-line basis over its estimated useful economic
life less any impairment in value.

Other intangible assets

An intangible asset acquired as part of a business combination is recognised outside goodwill if the asset
is separable or arises from contractual or other legal rights and its fair value can be measured reliably. 

These are stated at cost less accumulated amortisation and impairment losses. Amortisation is charged to
the consolidated income statement on a straight line basis over the estimated useful economic life of the
asset less any impairment in value.

11. Impairment of tangible and intangible assets

At each balance sheet date, the group reviews the carrying amounts of its tangible and intangible assets
to determine whether there is any indication that those assets have suffered an impairment loss. If such
indications exist, the recoverable amount of the asset is estimated in order to determine the extent of any
impairment loss. Where the asset does not generate cash flows that are independent from other assets, the
group estimates the recoverable amount of the cash-generating unit to which the asset belongs.

The recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their present value using a pre tax discount rate
that reflects current market assessments of the time value of money and the risks specific to the asset.

If the recoverable amount of an asset (or cash generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (or cash generating unit) is reduced to its recoverable amount.
An impairment loss is recognised as an expense immediately.

12. Leases

Leases are classified as finance leases whenever the terms of the lease transfer substantially all of the risks
and rewards of ownership of the asset to the lessee. All other leases are classified as operating leases.

Assets held under finance leases are recognised as assets of the group at their fair value at the inception
of the lease or, if lower, at the present value of the minimum lease payments as determined at the
inception of the lease. The corresponding liability to the lessor is included in the consolidated balance
sheet as a finance lease obligation. Lease payments are apportioned between finance charge and reduction
of the lease obligation so as to achieve a constant rate of interest on the remaining balance of the liability.
Finance charges are recognised in the consolidated income statement.
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Rentals payable under operating leases are charged to the consolidated income statement on a straight line
basis over the term of the relevant lease. Benefits received and receivable as an incentive to enter into an
operating lease are also spread on a straight line basis over the lease term.

13. Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value is the estimated
selling price in the ordinary course of business less the estimated costs to completion and selling
expenses.

The cost of inventories is based on the first-in-first-out method and includes expenditure incurred in
acquiring the inventories and bringing them to their existing location and condition. In the case of
manufactured inventories and work in progress, cost includes raw materials, other direct costs (including
labour) and related overheads based on normal operating capacity.

14. Trade receivables

Trade receivables are recognised and carried at the lower of their original invoiced value and recoverable
amount. A provision for impairment of trade receivables is established when there is objective evidence
that the group will not be able to collect all amounts due according to the original terms of receivables.
The amount of the provision is the difference between the asset’s carrying amount and the present value
of its estimated future cash flows. The amount of the provision is recognised in the consolidated income
statement.

15. Trade payables

Trade payables are not interest bearing and are stated at their nominal value.

16. Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held on call with banks or legal bodies, other
short-term highly liquid investments with original maturities of three months or less, and bank overdrafts.
Bank overdrafts are shown within borrowings in current liabilities on the consolidated balance sheet.

17. Borrowings

Borrowings are recognised initially at fair value.

Borrowings are classified as current liabilities unless the group has an unconditional right to defer
settlement of the liability for at least twelve months after the balance sheet date.

18. Share capital

Ordinary shares are classified as equity.

Shares held in the parent company, Zetex plc, by employee share ownership trusts are recorded in the
consolidated balance sheet as a deduction from shareholders’ equity at cost.

19. Pension obligations

Group companies operate both defined benefit and defined contribution pension schemes. The defined
benefit scheme is funded through payments to funds administered by trustees and these are determined by
periodic actuarial calculations.

Defined benefit schemes

The group has elected to recognise all cumulative actuarial gains and losses in relation to employee
defined benefit schemes at the date of transition. The liability recognised in the balance sheet in respect
of defined benefit pension schemes is the present value of the defined benefit obligation at the balance
sheet date less the fair value of scheme assets. The defined benefit obligation is calculated annually by
independent actuaries using the projected unit method. The present value of the defined benefit obligation
is determined by discounting the estimated future cash outflows using interest rates of high quality
corporate bonds that are denominated in the currency in which the benefits will be paid and that have
terms to maturity approximating to the terms of the related pension liability.
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Actuarial gains and losses from experience adjustments and changes in actuarial assumptions are charged
or credited directly to equity.

The cost of providing benefits under the defined benefit scheme is determined using the projected unit
credit method, which attributes entitlement to benefits to the current period (to determine current service
cost) and to the current and prior periods (to determine the present value of defined benefit obligation)
and is based on actuarial advice. Past service costs are recognised in the consolidated income statement
on a straight line basis over the vesting period or immediately if the benefits have vested. When a
settlement (eliminating all obligations for benefits already incurred) or a curtailment (reducing future
obligations as a result of a material reduction in the scheme membership or a reduction in future
entitlement) occurs, the obligation and related plan assets are re-measured using current actuarial
assumptions and the resultant gain or loss is recognised in the consolidated income statement during the
period in which the settlement or curtailment occurs.

The interest element of the defined benefit cost represents the change in present value of scheme
obligations resulting from the passage of time and is determined by applying the discount rate to the
opening present value of the benefit obligation, taking into account material changes in the obligation
during the year. The expected return on plan assets is based on an assessment made at the beginning of
the year of long term market returns on scheme assets, adjusted for the effect on the fair value of plan
assets of contributions received and benefits paid during the year. The difference between the expected
return on plan assets and the interest cost is recognised in non direct operating costs.

Defined contribution schemes

For defined contribution schemes, contributions are recognised as an employee benefit expense when
they are due. Prepaid contributions are recognised as an asset to the extent that a cash refund or a
reduction in future payments is available.

20. Share based payments

The company operates equity settled, share based compensation plans. The fair value of the employee
services received in exchange for the grant of the options is recognised as an expense. The total amount
to be expensed over the vesting period is determined by reference to the fair value of the options granted,
excluding the impact of any non-market vesting conditions. Non-market vesting conditions are included
in assumptions about the number of options that are expected to become exercisable. At each balance
sheet date, the group revises its estimates of the number of options that are expected to become
exercisable. It recognises the impact of the revision of the original estimate, if any, in the consolidated
income statement and a corresponding adjustment to equity over the remaining vesting period.

The proceeds received, net of any directly attributable transaction costs, are credited to share capital
(nominal value) and share premium (the remainder) when the options are exercised except when the
exercise of options is satisfied by shares held by the group’s Employee Share Ownership Trust.

The group has taken advantage of the transitional provisions of IFRS 2 in respect of equity settled awards
and has applied IFRS 2 only to equity settled awards granted after 7 November 2002 that have not vested
on or before 31 December 2004.

21. Termination benefits

Termination benefits are payable when employment is terminated before the normal retirement date, or
whenever an employee accepts voluntary redundancy in exchange for these benefits. The group
recognises termination benefits when it is demonstrably committed to either terminating the employment
of current employees according to a detailed formal plan without possibility of withdrawal or providing
termination benefits as a result of an offer to encourage voluntary redundancy. 

22. Provisions

Provisions are recognised when the group has a present obligation, legal or constructive, as a result of
past events, when it is more likely than not that an outflow of resources will be required to settle the
obligation and when the amount can be reliably estimated. Provisions are discounted to present value
where the effect is material.

37



23. Government grants

Government grants are recognised when there is reasonable assurance that the grants will be received and
that all related conditions will be met. Government grants in respect of capital expenditure are credited to
a deferred income account and are released as income by equal annual amounts over the expected useful
lives of the relevant assets. Grants of a revenue nature are credited to income so as to match them with
the expenditure to which they relate.

24. Taxation

Income tax expense represents the sum of the current tax payable and deferred tax. Income tax is
recognised in the consolidated income statement except to the extent that it relates to items recognised in
equity, in which case it is recognised in equity.

Current tax payable or recoverable is based on taxable profit for the year using tax rates enacted, or
substantively enacted, at the balance sheet date and any adjustment to tax payable in respect of previous
years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts
used for taxation purposes. The amount of deferred tax provided is based on the expected manner of
realisation or settlement of the carrying amount of assets and liabilities using tax rates enacted, or
substantively enacted, at the balance sheet date with the following exceptions:

(i) provision for deferred tax that would arise on remittance of the retained earnings of overseas
subsidiaries only to the extent that, at the balance sheet date, dividends have been accrued as
receivable; and

(ii) deferred tax assets are not recognised where the directors consider their recoverability unlikely.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be
available against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is no
longer probable that the related tax benefit will be realised.

25. Foreign currency translation

Functional and presentational currency

Items included in the financial statements of each of the group’s entities are measured using the currency
of the primary economic environment in which the entity operates (“the functional currency”). The
consolidated financial statements are presented in UK pounds sterling, which is the group’s functional
and presentational currency.

Foreign currency transactions and balances

Transactions in foreign currencies, other than UK pounds sterling, are translated at the foreign exchange
rate applying at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies at the balance sheet date are translated to UK pounds sterling at the foreign exchange rate
applying at that date. Exchange differences arising on translation are recognised in the income statement.
Non monetary assets and liabilities that are measured in terms of historical cost in a currency other than
UK pounds sterling are translated using the exchange rate applying at the date of the transaction.

Financial statements of foreign operations

The assets and liabilities of foreign operations are translated to UK pounds sterling at foreign exchange
rates applying at the balance sheet date. The revenues and expenses of foreign operations are translated
to UK sterling pounds at rates approximating to the foreign exchange rates applying at the date of the
transactions. Foreign exchange differences arising on retranslation are recognised directly in a separate
component of equity, the translation reserve.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and
liabilities of the foreign entity and translated at the closing rate.
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26. Financial risk factors

The group’s activities expose it to the financial risks of changes in foreign exchange rates. The use of
financial derivatives is governed by a group policy approved by the board of directors which provides
written principles on the use of financial derivatives to hedge certain risk exposures. The group does not
use derivative financial instruments for speculative purposes.

In order to hedge its exposure to certain foreign exchange risks, the group enters into forward contracts
and options.

Derivative financial instruments and hedging activities

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and
subsequently are measured at their fair value. The method of recognising the resulting gain or loss
depends on whether the derivative is designated as a hedging instrument and, if so, the nature of the item
being hedged. The group designates derivatives as either:

(i) a hedge of a highly probable forecast transaction or change in the cash flows of a recognised
asset or liability (a cash flow hedge); or

(ii) a hedge of the exposure to change in the fair value of a recognised asset or liability (a fair value
hedge).

Underlying the definition of fair value is the presumption that the group is a going concern without any
intention of materially curtailing the scale of its operation.

All of the group’s hedging activities are deemed to be cash flow hedges.

In order to qualify for hedge accounting, the group is required to document from inception the
relationship between the item being hedged and the hedging instrument. The group is also required to
document and demonstrate an assessment of the relationship between the hedged item and the hedging
instrument, which shows that the hedge will be highly effective on an ongoing basis. This effectiveness
testing is performed at each period end to ensure that the hedge remains effective.

Cash flow hedges

Changes in the fair value of derivative financial instruments that are designated and effective as hedges
of future cash flows are recognised immediately in equity and any ineffective portion is recognised
immediately in the consolidated income statement.

Hedge accounting is discontinued when the hedging instrument expires or is sold, terminated or
exercised, or no longer qualifies for hedge accounting. At that point in time, any cumulative gain or loss
on the hedging instrument recognised in equity is retained in equity until the forecasted transaction
occurs. If a hedged transaction is no longer expected to occur, the net cumulative gain or loss recognised
in equity is transferred to the consolidated income statement.

Fair value estimation

The fair value of financial instruments which are traded in active markets is based on quoted market
prices at the balance sheet date.

The fair value of financial instruments which are not traded in an active market is determined by using
valuation techniques. The group uses a variety of methods and makes assumptions that are based on
market conditions existing at each balance sheet date. 

27. New standards and interpretations applied

Zetex plc group financial statements have changed since 31st December 2006 due to new standards and
interpretations being issued since 1 January 2007. These new standard and interpretations include:

International Financial Reporting Standards (IAS/IFRSs)

● IFRS 7 (and IAS 32 and IAS 30) – ‘Financial Instruments - Disclosures’.

● IAS 1 – Amendments to ‘Capital Disclosures’.
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28. New standards and interpretations not applied

IASB and IFRIC have issued the following standards and interpretations with an effective date after the
date of these financial statements:

International Financial Reporting Standards (IAS/IFRSs) Effective date

IFRS 2 Amendment to IFRS 2 – Vesting Conditions and Cancellations 1 January 2009
IFRS 3 Business Combinations (revised January 2008) 1 July 2009
IFRS 8 Operating Segments 1 January 2009
IAS 1 Presentation of Financial Statements (revised September 2007) 1 January 2009
IAS 23 Borrowing Costs (revised March 2007) 1 January 2009
IAS 27 Consolidated and Separate Financial Statements (revised January 2008) 1 July 2009

International Financial Reporting Interpretations Committee (IFRIC)

IFRIC 12 Service Concession Arrangements 1 January 2008
IFRIC 13 Customer Loyalty Programmes 1 July 2008
IFRIC 14 IAS 19 – Limit of Defined Benefit Asset, Minimum Funding

Requirements and their Interaction 1 January 2008

The directors do not anticipate that the adoption of these standards and interpretations will have a material
impact on the group’s financial statements in the period of initial application.
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Company accounting policies

The company financial statements for the years ended 31 December 2005 to 2007 comprise those of the parent
company only.

1. Statement of compliance

The financial statements have been prepared under the historical cost convention and in accordance with
the Companies Acts 1985 and 2006, and applicable accounting standards.  

The company financial statements have been prepared in accordance with UK GAAP and with the
Companies Acts 1985 and 2006. The company has taken advantage of the exemption provided under
section 408 of the Companies Act 1985 not to publish its individual income statement and related notes.

2. Basis of preparation

The company financial statements are presented in pounds sterling and all values are rounded to the
nearest thousand pounds (£’000) except when otherwise indicated. They are prepared on the historical
cost basis.

3. Investments

Investments are valued individually at cost less any provisions required for impairment of value.

4. Cash and cash equivalents

Cash and cash equivalents include cash in hand, deposits held on call with banks, other short-term highly
liquid investments with original maturities of three months or less and bank overdrafts. Bank overdrafts
are shown within borrowings in current liabilities on the company balance sheet.

5. Borrowings

Borrowings are recognised initially at fair value.

Borrowings are classified as current liabilities unless the company has an unconditional right to defer
settlement of the liability for at least 12 months after the balance sheet date.

6. Share capital

Ordinary shares are classified as equity.

Shares held in the parent company, Zetex plc, by employee share ownership trusts are recorded in the
company balance sheet as a deduction from shareholders’ equity at cost.

7. Provisions

Provisions are recognised when the company has a present obligation, legal or constructive, as a result of
past events, when it is more likely than not that an outflow of resources will be required to settle the
obligation and when the amount can be reliably estimated. Provisions are discounted to present value
where the effect is material.

8. Pension costs

In the UK the majority of employees are members of either a defined benefit or a defined contribution
scheme. The group defined benefit pension scheme is run on a basis that does not enable individual
companies within the group to identify their share of the underlying assets and liabilities. In accordance
with FRS 17, the company has accounted for the scheme as a defined contribution scheme and will give
additional disclosures in the consolidated financial statements. This additional information is provided in
accordance with IAS 19 Employee Benefits, however the directors believe that information disclosed in
accordance with that standard is not materially different to that which would be disclosed in accordance
with FRS 17. All defined contribution costs are charged to the company income statement as they fall due.
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9. Taxation

The provision for taxation is based on the results for the period and takes into account tax deferred
because of timing differences between the treatment of certain items for tax and accounting purposes.
Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the
balance sheet date where transactions or events have occurred at that date that will result in an obligation
to pay more, or a right to pay less or to receive more, tax with the following exceptions:  

(i) provision for deferred tax that would arise on remittance of the retained earnings of overseas
subsidiaries only to the extent that, at the balance sheet date, dividends have been accrued as
receivable; and

(ii) deferred tax assets are not recognised where the directors consider their recoverability unlikely.  

Deferred tax is measured on an undiscounted basis at the tax rates that are expected to apply in the
periods in which timing differences reverse, based on tax rates and laws enacted or substantially enacted
at the balance sheet date.

10. Employee share ownership trust (ESOT)

The cost of the company’s shares held by the ESOT is deducted from shareholders’ funds in the company
and group balance sheet. Where the group purchases the company’s equity share capital, the
consideration is recognised directly in shareholders’ funds. Other assets and liabilities of the ESOT are
recognised as assets and liabilities of the company.
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Notes to the financial statements

1 Segmental analysis

The group’s geographical segments are based on the location of the group’s assets. Sales to external customers
disclosed in geographical segments are based on the geographical location of its customers.

The 2006 and 2005 full year analyses have been restated so that the United States of America is disclosed
separately from the rest of the Americas. Total revenue figures remain unchanged and there is no impact on the
consolidated income statement.

All results relate to continuing operations.

2007 2006 2005
£’000 £’000 £’000

restated restated
Revenue by destination
Net segment sales

United Kingdom 6,338 5,027 3,492
United States of America 8,779 9,786 8,777
Continental Europe 17,245 19,847 15,423
Asia Pacific 31,456 31,834 28,714
Other geographical areas 820 674 1,063

1111 1111 1111

64,638 67,168 57,469
3333 3333 3333

Revenue by origin
Segment sales

United Kingdom 61,321 60,689 52,589 
United States of America 10,515 13,131 11,766 
Continental Europe 25,798 26,800 22,974 
Asia Pacific 29,146 28,670 25,941 

Inter-segment sales
United Kingdom (54,823) (55,522) (49,068)
United States of America (7,319) (6,600) (6,733)

1111 1111 1111

64,638 67,168 57,469 
3333 3333 3333
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1 Segmental analysis (continued)
2007 2006 2005

£’000 £’000 £’000
Profit/(loss) by origin
Segment profit/(loss) before income tax

United Kingdom 3,773 (1,093) (1,403)
United States of America 272 22 (242)
Continental Europe 1,241 1,163 1,310 
Asia Pacific 1,899 1,359 914 
Other geographical areas 1 – (77)

Net finance income 563 150 308 
1111 1111 1111

Profit before income tax 7,749 1,601 810 
Income tax (409) 937 (271)

1111 1111 1111

Net profit for the year 7,340 2,538 539 
3333 3333 3333

Assets and liabilities
Segment assets

United Kingdom 70,175 55,627 64,826 
United States of America 1,334 2,199 1,417 
Continental Europe 6,505 11,949 11,053 
Asia Pacific 4,136 8,723 4,953 
Unallocated assets (including tax) 5,758 7,716 5,015 

1111 1111 1111

Total assets 87,908 86,214 87,264 
3333 3333 3333

Segment liabilities
United Kingdom 16,708 12,671 21,803 
United States of America 228 1,747 330 
Continental Europe 1,422 4,957 1,981 
Asia Pacific 152 101 210 
Unallocated liabilities (including tax) 7,792 9,534 8,959 

1111 1111 1111

Total liabilities 26,302 29,010 33,283 
3333 3333 3333

Other segment information
Capital expenditure on tangible assets

United Kingdom 1,836 1,015 6,378 
United States of America 5 4 7 
Continental Europe 196 234 183 
Asia Pacific 21 10 60 

1111 1111 1111

Depreciation of tangible assets
United Kingdom 5,176 5,296 5,240 
United States of America 6 7 9 
Continental Europe 363 396 587 
Asia Pacific 31 21 10 

1111 1111 1111

Amortisation of intangible assets
United Kingdom 1,476 1,080 801 
Continental Europe 419 338 –  

1111 1111 1111

Impairment of intangible and tangible assets
United Kingdom 307 468 1,090 
Continental Europe 369 – – 

1111 1111 1111
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2 Revenues and expenses

2007 2006 2005
£’000 £’000 £’000

Revenue
Sale of goods 64,638 67,168 57,469
Finance revenue 721 314 698

Finance revenue
Interest receivable on bank and other short term cash deposits 721 314 698 

Finance costs
Interest payable on bank loans and overdrafts (112) (101) (286)
Interest on foreign tax – – (47)
Finance charges payable under finance leases and hire purchase contracts (46) (63) (57)

1111 1111 1111

(158) (164) (390)
3333 3333 3333

Group operating profit is stated after crediting/(charging):
Foreign exchange differences from hedging
activities included in cost of sales* 1,331 310 (681)
Foreign exchange differences included in 
non-direct operating costs 476 188 450 

1111 1111 1111

1,807 498 (231)
3333 3333 3333

* recognised in revenue in 2007, recognised in cost of sales in 2006

Depreciation 5,576 5,720 5,846 
Amortisation 1,895 1,418 801 
Impairment 676 468 1,090 
Cost of inventories recognised as an expense 38,145 36,094 35,682 
Write down of inventories to net realisable value 341 112 572 
Government grants (92) (71) (133)
Impairment of trade receivables** 162 78 (19)
Minimum lease payments recognised as an operating lease 280 137 214 

** includes £310,000 adjusted bad debt

2007 2006 2005
£’000 £’000 £’000

Employee benefits 
Wages and salaries 18,866 20,130 20,453 
Social security costs 1,434 1,702 2,246 
Pension costs 1,256 1,496 1,547 
Termination payments – 861 1,694 
Cost of share based payments 86 135 (179)

1111 1111 1111

21,642 24,324 25,761 
3333 3333 3333

The average number of persons employed by the group during the year was as follows:

Number Number Number 

Production 390 428 473 
Sales and customer support 111 100 109 
Development 69 74 79 
Administration 77 77 75 

1111 1111 1111

647 679 736 
3333 3333 3333
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2 Revenues and expenses (continued)

Innovation costs (research and development)

Innovation costs consist of £2,975,000 (2006: £2,946,000; 2005: £3,808,000) charged directly to cost of sales or
non direct operating costs and £1,895,000 (2006: £1,418,000; 2005: £801,000) of amortisation of previously
capitalised development costs.

Impairment costs of £616,000 (2006: £468,000; 2005: £1,090,000) have been charged to non direct operating costs.

Auditors’ remuneration
2007 2006 2005

£’000 £’000 £’000
restated

Audit of the financial statements 120 160 204
Taxation fees to other accountancy firms 176 70 80

3333 3333 3333

Included in audit of the financial statements is £60,000 (2006: £58,195; 2005: £56,500) that relates to the
company.

The 2005 comparatives have been restated in the 2006 Annual Report.

Adjusted items

The items below have been disclosed separately on the face of the consolidated income statement as they are
deemed material items of income and expense which, because of the nature of the events giving rise to them,
merit separate presentation to allow shareholders to better assess trends of the elements of financial performance
in the year so as to facilitate comparison with prior periods and to assess trends in underlying financial
performance. Such items include items of an unusual or non-recurring nature.

2007 2006 2005
£’000 £’000 £’000

Recognised in arriving at operating profit:

Relocation and rationalisation costs 292 364 1,609 
Severance costs – 861 1,694 
Sale of Gem Mill (1,954) – –
Share based payments 86 135 (179)
Pension scheme curtailment (2,235) – –
Corporate advisor costs 325 – –
Bad debt 310 – –

1111 1111 1111

(3,176) 1,360 3,124 
3333 3333 3333

Consolidated income statement credit

The completion of the reorganisation and efficiency programme within the group meant that there were no
severance costs in the year (2006: £861,000; 2005: £1,694,000). However, the group did incur relocation and
rationalisation costs of £292,000 (2006: £364,000; 2005: £1,609,000) in the United Kingdom in connection with
consolidating its manfacturing operations in line with the efficiency programme.

On 4 April 2007, the group sold its former operating site, Gem Mill, in Chadderton to a residential property
developer for £2,995,000, achieving a profit on disposal of £1,954,000.

The group has increased the cumulative expected charge by £86,000 (2006: £135,000; 2005: credit of £179,000)
for share based payments as new share options were issued in the year which are expected to vest. Offset against
this were cancellations of existing options due to employees leaving the business.

The Pensions Committee of the Board has been working to reduce the size and volatility of the pension scheme
deficit. Following a consultation employees and the Trustees, the defined benefit section of the Pension Scheme
was closed to future accrual on 1 September 2007. This generated a £2,235,000 reduction in deficit.

Costs of £325,000 (2006: £nil; 2005: £nil) were incurred in relation to corporate advisers.

A US based distributor entered into Chapter 11 Bankruptcy proceedings in the year. A provision was made for
all remaining unprovided debt of £310,000.
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3 Income tax

Major components of income tax expense are:
2007 2006 2005

£’000 £’000 £’000
Consolidated income statement
Current income tax

Foreign tax 743 658 296
Amounts overprovided in previous years – (138) (1,067)

1111 1111 1111

743 520 (771)
Deferred income tax

Origination and reversal of timing differences 566 (1,159) 910
Impact of revised foreign tax rate (609) – –
Amounts (over)/underprovided in previous years (291) (298) 132

1111 1111 1111

(334) (1,457) 1,042 
1111 1111 1111

Income tax expense/(credit) 409 (937) 271 
3333 3333 3333

Consolidated statement of changes in equity
Deferred income tax

Net deferred tax on employee benefits (pensions) 262 (579) 521 
Net deferred income tax on cash flow hedges 59 (1,033) 335 
Net deferred income tax on cash flow hedges settled during the period 345 335 408 

1111 1111 1111

Deferred income tax credit/(expense) 666 (1,277) 1,264 
3333 3333 3333

Reconciliation of effective tax charge

A reconciliation of income tax expense applicable to accounting profit before income tax at the UK statutory
corporation tax rate to income tax expense at the group’s effective income tax rate for the periods ended is as
follows:

2007 2006 2005
£’000 £’000 £’000

Accounting profit before income tax 7,749 1,601 810 
3333 3333 3333

At the UK standard rate of corporation tax 30% (2006: 30%; 2005: 30%) 2,325 480 243 
Adjustments in respect of previous years (291) (434) (935)
Impact of revised foreign tax rate (609) – –
Deferred tax movement not recognised previously (35) (1,012) 1,138 
Permanent differences – sale of property (Gem Mill) (616) – –
Permanent differences – other 592 110 117 
Impact of pension curtailment (626) – –
Research and development tax credits (300) – – 
Lower taxes on overseas earnings (31) (81) (292)

1111 1111 1111

Income tax expense/(credit) 409 (937) 271 
3333 3333 3333

Taxation in other jurisdictions is calculated at the rates prevailing within the respective jurisdictions.
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3 Income tax (continued)

Deferred income tax relates to the following:

Consolidated statement 
Consolidated balance Consolidated income of recognised income 

sheet statement and expenditure
2007 2006 2005 2007 2006 2005 2007 2006 2005

£’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000
Deferred income tax restated
Deferred income tax assets

Deferred income – 90 90 (90) – (29) – – – 
Revaluations of foreign exchange 
contracts (cash flow hedges) to 
fair value – – 335 – – – – (335) 408 
Dilapidation provision 43 142 114 (99) 28 – – – – 
Employee benefits 1,621 2,655 3,415 (1,295) (181) (328) 262 (579) 521 
Tax losses carried forward 3,708 2,637 357 1,071 2,280 – – – – 
Finance leases 229 377 386 (148) (9) 211 – – – 

111 111 111 111 111 111 111 111 111

Gross deferred income tax assets 5,601 5,901 4,697 (561) 2,118 (146) 262 (914) 929 
333 333 333 333 333 333 333 333 333

Deferred income tax liabilities
Accelerated depreciation for 
tax purposes (2,438) (4,955) (5,031) 2,517 76 (894) – – – 
Development expenditure 
capitalised (2,972) (553) – (2,419) (553) – – – – 
Revaluations of foreign exchange 
contracts (cash flow hedges) to 
fair value 42 (394) – 31 (31) – 404 (363) 335 
Employee benefits – – (30) – 30 (2) – – – 
Finance leases (232) – – (232) – – – – –
Fair value adjustments 
on acquisition – mikron Germany (1,139) (2,135) (1,952) 998 (183) – – – – 

111 111 111 111 111 111 111 111 111

Gross deferred income tax liabilities (6,739) (8,037) (7,013) 895 (661) (896) 404 (363) 335 
333 333 333 333 333 333 333 333 333

Deferred income tax credit/(expense) 334 1,457 (1,042) 666 (1,277) 1,264 
333 333 333 333 333 333

The group has tax losses which arose in the UK of £5,971,000 (2006: £6,884,000; 2005: £11,450,000). that are
available indefinitely for offset agains future taxable profits of the companies in which the losses arose. Deferred
tax assets have not been recognised in respect of these losses.

There are no income tax consequences for the group attaching to the payment of dividends by Zetex plc to its
shareholders.

The 2005 consolidated income statement comparative has been restated due to an omission in the prior year
whereby movements within the consolidated statement of recognised income and expenditure movements had
not been separated out. This has no impact on the consolidated income statement or consolidated balance sheet.
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4 Earnings per share

Basic earnings per share amounts are calculated by dividing net profit for the period attributable to ordinary
equity holders of the parent by the weighted average number of ordinary shares outstanding during the period.

Diluted earnings per share amounts are calculated by dividing the net profit attributable to ordinary equity
holders of the parent by the weighted average number of ordinary shares outstanding during the period (adjusted
for the effects of dilutive options).

Adjusted earnings per share amounts are calculated by dividing the adjusted profit (as detailed below) by the
weighted average number of ordinary shares outstanding during the period (adjusted where appropriate for the
effects of diluted options).

The dilution effect is calculated on the full exercise of all ordinary share options granted by the group, including
performance-based options which the group considers to have been earned.

Shares held in the ESOT are excluded from the earnings per share calculation – 2007: 3,200,899 (2006:
3,222,684, 2005: 3,348,063).

The following reflects the income and share data used in the total operations basic and diluted earnings per share
computations:

2007 2007 2007 2006 2006 2006 2005 2005 2005
Basic Diluted Basic Diluted Basic Diluted
EPS EPS EPS EPS EPS EPS

£’000 (p) (p) £’000 (p) (p) £’000 (p) (p)

Net profit attributable to equity
holders of the parent 7,340 7.28 7.23 2,538 2.54 2.52 539 0.54 0.53

111 111 111 111 111 111 111 111 111

Adjusted items:
Effect of relocation and 
rationalisation costs 292 0.29 0.28 364 0.37 0.37 1,609 1.62 1.60
Effect of severance costs – – – 861 0.86 0.86 1,694 1.71 1.68
Effect of sale of Gem Mill (1,954) (1.94) (1.92) – – – – – –
Effect of share based payments 86 0.09 0.08 135 0.13 0.13 (179) (0.18) (0.18)
Effect of pension scheme 
curtailment (2,235) (2.22) (2.20) – – – – – –
Effect of corporate 
advisory costs 325 0.32 0.32 – – – – – –
Effect of bad debt 310 0.31 0.31 – – – – – –
Effect of one time tax credit due to 
recognition of deferred tax asset – – – (1,311) (1.31) (1.31) – – –

111 111 111 111 111 111 111 111 111

Adjusted profit attributable to equity 
holders of the parent 4,164 4.13 4.10 2,587 2.59 2.57 3,663 3.69 3.63

333 333 333 333 333 333 333 333 333

Weighted average number of
ordinary shares for basic
earnings per share 100,758,976 100,002,472 99,174,015
Effect of dilution from 
share options 751,044 569,836 1,647,021

11111 11111 11111

Adjusted weighted average
number of ordinary shares for
diluted earnings per share 101,510,020 100,572,308 100,821,036

33333 33333 33333

There have been no transactions involving ordinary shares or potential ordinary shares since the reporting date
and before the completion of these financial statements.

Adjusted earnings per share acknowledges that there have been material items of income and expense which,
because of the nature of the events giving rise to them, merit adjustment to allow shareholders to assess better
trends of the elements of financial performance in the year so as to facilitate comparison with prior periods and
to assess trends in underlying financial performance. Such items include items of an unusual or non-recurring
nature.

49



5 Dividends paid and proposed

2007 2006 2005
£’000 £’000 £’000

Declared and paid during the period
Equity dividends on ordinary shares:

Final dividend for the year 2004: 2.15p – –  2,117
Interim dividend for the year 2005: 0.70p – –  720
Final dividend for the year 2005: 1.45p – 1,448 –
Interim dividend for the year 2006: 0.70p – 700 –
Final dividend for the year 2006: 1.45p 1,460 – –
Interim dividend for the year 2007: 0.70p 708 – –

1111 1111 1111

2,168 2,148 2,837
3333 3333 3333

Proposed for approval at AGM (not recognised as a liability at 31 December):

Equity dividends on ordinary shares of 
5p each: 1.45p (2006: 1.45p; 2005: 2.15p) 1,512 1,459 1,446

3333 3333 3333

6 Property, plant and equipment

Year ended  Land and Assets in Plant and Fixtures and Motor
31 December 2005 buildings construction machinery fittings vehicles Total

£’000 £’000 £’000 £’000 £’000 £’000
Cost
At 1 January 2005 11,345 7 53,178 9,638 24 74,192
Additions 837 164 4,604 1,023 – 6,628
Acquisition of subsidiary – – – 34 – 34
Reclassifications – (171) 159 12 – –
Disposals (52) – (4,831) (2,325) (6) (7,214)
Translation adjustments (24) – (30) – – (54)

1111 1111 1111 1111 1111 1111

At 31 December 2005 12,106 – 53,080 8,382 18 73,586
3333 3333 3333 3333 3333 3333

Depreciation/impairment
At 1 January 2005 1,480 – 30,513 7,116 23 39,132
Depreciation 265 – 4,140 1,441 – 5,846
Disposals (8) – (4,828) (2,298) (6) (7,140)

1111 1111 1111 1111 1111 1111

At 31 December 2005 1,737 – 29,825 6,259 17 37,838
3333 3333 3333 3333 3333 3333

Net book value
At 31 December 2005 10,369 – 23,255 2,123 1 35,748

1111 1111 1111 1111 1111 1111

At 31 December 2004 9,865 7 22,665 2,522 1 35,060
3333 3333 3333 3333 3333 3333
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6 Property, plant and equipment (continued)

Year ended  Land and Assets in Plant and Fixtures and Motor
31 December 2006 buildings construction machinery fittings vehicles Total

£’000 £’000 £’000 £’000 £’000 £’000
Cost
At 1 January 2006 12,106 – 53,080 8,382 18 73,586
Additions 237 216 555 255 – 1,263
Reclassifications – (196) 171 25 – –
Transferred to assets held 
for sale (1,080) – – – – (1,080)
Disposals – – (2) (45) – (47)
Translation adjustments (12) – (272) (33) – (317)

1111 1111 1111 1111 1111 1111

At 31 December 2006 11,251 20 53,532 8,584 18 73,405
3333 3333 3333 3333 3333 3333

Depreciation/impairment
At 1 January 2006 1,737 – 29,825 6,259 17 37,838
Depreciation 245 – 4,817 658 – 5,720
Transferred to assets held 
for sale (133) – – – – (133)
Disposals – – (2) (44) – (46)
Translation adjustments (2) – (259) (23) – (284)

1111 1111 1111 1111 1111 1111

At 31 December 2006 1,847 – 34,381 6,850 17 43,095
3333 3333 3333 3333 3333 3333

Net book value
At 31 December 2006 9,404 20 19,151 1,734 1 30,310

1111 1111 1111 1111 1111 1111

At 31 December 2005 10,369 – 23,255 2,123 1 35,748
3333 3333 3333 3333 3333 3333

Year ended  Land and Assets in Plant and Fixtures and Motor
31 December 2007 buildings construction machinery fittings vehicles Total

£’000 £’000 £’000 £’000 £’000 £’000
Cost
At 1 January 2007 11,251 20 53,532 8,584 18 73,405
Additions 418 178 1,382 80 – 2,058
Reclassifications (274) (168) 7,761 (7,319) – –
Disposals (600) – (112) (1) – (713)
Translation adjustments 88 2 606 14 – 710

1111 1111 1111 1111 1111 1111

At 31 December 2007 10,883 32 63,169 1,358 18 75,460
3333 3333 3333 3333 3333 3333

Depreciation/impairment
At 1 January 2007 1,847 – 34,381 6,850 17 43,095
Depreciation 297 – 5,156 123 – 5,576
Reclassifications – – 6,043 (6,043) – –
Disposals (600) – (112) (1) – (713)
Impairment – – 60 – – 60
Translation adjustments 53 – 555 1 – 609

1111 1111 1111 1111 1111 1111

At 31 December 2007 1,597 – 46,083 930 17 48,627
3333 3333 3333 3333 3333 3333

Net book value
At 31 December 2007 9,286 32 17,086 428 1 26,833

1111 1111 1111 1111 1111 1111

At 31 December 2006 9,404 20 19,151 1,734 1 30,310
3333 3333 3333 3333 3333 3333
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6 Property, plant and equipment (continued)

During the year, computer equipment was reclassified from fixtures and fittings into plant and machinery as it
was felt that this better represented their usage within the group.

The carrying value of property, plant and equipment held under finance leases and hire purchase contracts at 31
December 2007 is £830,750 (31 December 2006: £643,750; 31 December 2005: £699,810).

Leased assets and assets under hire purchase contracts are pledged as security for the related finance lease and
hire purchase liabilities.

At 31 December 2006, Gem Mill was reclassified as an asset held for sale under IFRS 5. See note 6a below.

6a Assets held for sale

At 31 December 2006, Gem Mill, the former head office and operating site of the group, was reclassified from
a tangible fixed asset to an asset held for sale and separately disclosed on the face of the consolidated balance
sheet. This building was sold on 4 April 2007 for £2,995,000. The profit on disposal is £1,954,000. This is
reflected as an adjusted item on the face of the consolidated income statement.

7 Intangible assets

mikron mikron 
intellectual product Technology Product Software

Year ended property suite portfolio assets development licences Goodwill Total
31 December 2005 £’000 £’000 £’000 £’000 £’000 £’000 £’000
Cost
At 1 January 2005 – – 5,593 12,216 – – 17,809
Additions – 210 1,377 1,642 – – 3,229
Acquisition of subsidiary 2,899 1,902 – – – 295 5,096
Translation adjustments 49 32 – – – 5 86

1111 1111 1111 1111 1111 1111 1111

At 31 December 2005 2,948 2,144 6,970 13,858 – 300 26,220
3333 3333 3333 3333 3333 3333 3333

Amortisation/impairment
At 1 January 2005 – – 1,742 11,760 – – 13,502
Amortisation – – 706 95 – – 801
Impairment – – – 1,090 – – 1,090

1111 1111 1111 1111 1111 1111 1111

At 31 December 2005 – – 2,448 12,945 – – 15,393
3333 3333 3333 3333 3333 3333 3333

Net book value
At 31 December 2005 2,948 2,144 4,522 913 – 300 10,827

1111 1111 1111 1111 1111 1111 1111

At 31 December 2004 – – 3,851 456 – – 4,307
3333 3333 3333 3333 3333 3333 3333

Year ended
31 December 2006
Cost
At 1 January 2006 2,948 2,144 6,970 13,858 – 300 26,220
Reclassification 300 (2,144) – 2,144 – (300) –
Additions – – 1,443 2,157 613 – 4,213
Translation adjustments (63) – – (36) – – (99)

1111 1111 1111 1111 1111 1111 1111

At 31 December 2006 3,185 – 8,413 18,123 613 – 30,334
3333 3333 3333 3333 3333 3333 3333

Amortisation/impairment
At 1 January 2006 – – 2,448 12,945 – – 15,393
Amortisation – – 840 578 – – 1,418
Impairment – – – 468 – – 468

1111 1111 1111 1111 1111 1111 1111

At 31 December 2006 – – 3,288 13,991 – – 17,279
3333 3333 3333 3333 3333 3333 3333

Net book value
At 31 December 2006 3,185 – 5,125 4,132 613 – 13,055

1111 1111 1111 1111 1111 1111 1111

At 31 December 2005 2,948 2,144 4,522 913 – 300 10,827
3333 3333 3333 3333 3333 3333 3333
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7 Intangible assets (continued)

mikron mikron 
intellectual product Technology Product Software

Year ended property suite portfolio assets development licences Goodwill Total
31 December 2007 £’000 £’000 £’000 £’000 £’000 £’000 £’000
Cost
At 1 January 2007 3,185 – 8,413 18,123 613 – 30,334
Additions – – 734 3,522 – – 4,256
Translation adjustments 293 – – – – – 293

1111 1111 1111 1111 1111 1111 1111

At 31 December 2007 3,478 – 9,147 21,645 613 – 34,883
3333 3333 3333 3333 3333 3333 3333

Amortisation/impairment
At 1 January 2007 – – 3,288 13,991 – – 17,279
Amortisation – – 880 817 198 – 1,895
Impairment – – – 616 – – 616

1111 1111 1111 1111 1111 1111 1111

At 31 December 2007 – – 4,168 15,424 198 – 19,790
3333 3333 3333 3333 3333 3333 3333

Net book value
At 31 December 2007  3,478 – 4,979 6,221 415 – 15,093

1111 1111 1111 1111 1111 1111 1111

At 31 December 2006 3,185 – 5,125 4,132 613 – 13,055
3333 3333 3333 3333 3333 3333 3333

Technology assets are capitalised at cost. These intangible assets have been assessed as having a finite life and
are amortised under the straight line method up to a maximum of five years. They are tested for impairment
where an indicator of impairment arises.

Product development (including the mikron product portfolio) is capitalised at cost. This intangible asset has
been assessed as having a finite life and is amortised under the straight line method up to a maximum of three
years (or four years for the mikron product portfolio). It is tested for impairment where an indicator of
impairment arises.

During 2007, the group impaired product development costs with a value of £616,000 (2006: £468,000; 2005:
£1,090,000) stating these within non direct operating costs in the consolidated income statement.

All capitalised product development costs at the year end were reviewed for indications of impairment. Each
product line was individually assessed to ensure its continued fulfilment of the capitalisation criteria of IAS 38
and whether any indications of impairment existed per IAS 36. If it was no longer probable that the net present
value of forecast cash flows exceeded the carrying value of the asset, then the asset was impaired.

As part of the ‘one year post-acquisition window’ review of fair values conducted by the 2006 interim results in
June 2006, goodwill relating to mikron was reclassified as part of mikron intellectual property. The mikron
product portfolio was combined with the main product development class of R & D assets.

mikron intellectual property suite and goodwill are not amortised but annually tested for impairment. See note
7a.

7a Impairment testing of indefinite lived intangible assets

mikron intellectual property suite cash generating unit

The recoverable amount of the mikron intellectual property suite has been determined based on a value in use
basis. To calculate this, cash flow projections are based on financial budgets approved by senior management
covering a five year period. The discount rate applied to the cash flow projections is 13 per cent.

2007 2006 2005
£’000 £’000 £’000

Carrying amount of mikron intellectual property suite 3,478 3,185 Nil
3333 3333 3333

Key assumptions used in the value in use basis of calculation of mikron intellectual property suite for the period
reported:

● Average sales prices for the cash generating unit based on historical performance.

● Budgeted gross margins – the basis used to determine the value assigned to the budgeted gross margins
is the average gross margins achieved in the year immediately before the budgeted year, increased for
expected efficiency improvements.
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The indefinite life ascribed to this class of asset is based on the leading edge internally transferrable design
technology acquired with the mikron business.

Sensitivity to changes in assumptions – 31 December 2007

Growth rate assumptions

Management recognises that a decline in the current level of sales could cause the carrying value of the unit to
exceed its recoverable amount. In order for this to occur, then there would need to be a 20 per cent. per annum
decline on the current level of revenues, either via lower volume or price erosion.

Based on the current market and sales prospects for these products (flat sales – 0 per cent. growth), then the
management believe that such a volume impact is very unlikely.

Margins

Management recognises that a decline in the current gross margin of the product could cause the carrying value
of the unit to exceed its recoverable amount.

In order for this to occur, then there would need to be a 21 per cent. reduction in gross margin per year.

Based on the current profitability of these products (circa 51 per cent.) and the forecast manufacturing costs of
the business then management believe that this is very unlikely.

Based on flat sales at 51 per cent. margin then the recoverable amount exceeds the carrying value by £2,600,000.

Note: The above disclosure on sensitivity to changes in assumptions was not required in the 2006 or 2005
Annual Report.

7b Acquistion of mikron AG

On 11 April 2005, the Group acquired 100 per cent. of the shares of mikron AG, an unlisted company based in
Germany. The company changed its name to Zetex-Mikron AG on 7 July 2005 and was merged into Zetex
GmbH on 31 August 2005.

The fair value of the identifiable assets and liabilities of mikron AG at the date of acquisition were:

Fair value to
group at date

Book value of acquisition
£’000 £’000

Property, plant and equipment 34 34
Intangible assets – 4,801
Deferred income tax asset – 622
Cash and cash equivalents 692 692
Trade receivables 291 291
Inventories 354 354

1111 1111

1,371 6,794
1111 1111

Trade payables 633 633
Deferred income tax liabilities – 1,921

1111 1111

633 2,554
1111 1111

Net assets 738 4,240
1111 1111

Godwill arising on acquistion 295
1111

4,535
1111

Consideration:
Cash 4,391
Costs associated with acquisition 144

1111

Total consideration 4,535
3333

From the date of acquisition to 31 December 2005, mikron AG operations have contributed a profit of £144,000
to the net profit of the group. If the combination had taken place at the beginning of the year, the profit for the
group for 2005 would have been £663,000 and sales from continuing operations would have been £57,922,000.
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8 Investment in associate

The group has a 31.82 per cent. interest in Zetex (Chengdu) Electronics Limited which is involved in the
assembly of electronic components in China.

Zetex (Chengdu) Electronics Limited is a private entity that is not listed on any public exchange and therefore
there is no published quotation price for the fair value of this investment. The reporting date and reporting year
of Zetex (Chengdu) Electronics Limited is the same as that of the group.

The following table illustrates summarised information of the investment in Zetex (Chengdu) Electronics
Limited.

2007 2006 2005
£’000 £’000 £’000

Share of associate’s balance sheet:
Current assets 449 373 243
Non-current assets 341 348 428
Current liabilities (201) (170) (156)

1111 1111 1111

Net assets 589 551 515
Provision against carrying value (502) (502) (502)
Exchange (18) (12) 3

1111 1111 1111

Carrying amount of investment 69 37 16
3333 3333 3333

Share of associate’s revenue and profit:
Revenue 493 439 231
Profit/(loss) 17 24 (77)

3333 3333 3333

9 Employee benefits

Employee share incentive plans:

Share Options

The group has a number of share options plans:

ESO Schemes

The group has three Executive Share Option (ESO) plans for the granting of non-transferable options in Zetex
plc to certain executives, including executive and non executive directors and key employees.

Options granted under the plans vest on the first day that they become exercisable. Options must be held for
three years before they are exercisable and must be exercised within 10 years of grant. Options are subject to
performance conditions.

1994 scheme

Options granted under the 1994 Executive Share Option Scheme are subject to performance conditions. For
options granted to the executive directors up to 1999, the options only become exercisable if the growth in Zetex
earnings per share over a rolling period of three consecutive years exceeds the rate of inflation (as measured by
the UK Retail Prices Index (RPI)) over the same period by at least six per cent.

2003 scheme

For options granted from 2000 to 2006, the options became exercisable if growth in Zetex’ earnings per share
over a rolling period of three consecutive years exceeds the rate of inflation (as measured by the RPI) over the
same period by at least 9 per cent. For options granted under the 2003 Executive Share Option Scheme, the
performance conditions used were as follows:

(a) For options granted to a participant over shares with an aggregate market value of up to 100 per cent. of
salary (or the part of an option with a value of 100 per cent. of salary where the aggregate market value
is higher), the exercise shall be conditional on the company’s growth in earnings per share (EPS) over the
three years following grant exceeding the increase over the same period in the RPI plus an average of
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9 Employee benefits (continued)

five per cent. per annum. For the part of grants with an aggregate market value in excess of 100 per cent.
of salary the condition shall be on a sliding scale basis with full exercise only capable for EPS growth
over the three years following grant exceeding RPI plus an average of 11 per cent. per annum.

(b) To the extent that options are not exercisable after three years, the performance conditions may be
retested after years four and five (from a fixed base). To the extent the performance conditions have not
been met after five years the options will lapse. For options granted to the executive directors the
performance conditions may only be retested after year four and to the extent the performance conditions
have not been met after four years the options will lapse. From 1 September 2004, all options granted
were subject to the performance conditions set out above and are not be subject to retesting. Such options
shall either vest or lapse after three years. Where the company’s annual TSR falls between the Lower
Target and the Upper Target, the number of Shares subject to the TSR Target shall vest on a straight-line
basis between 20 per cent. and 100 per cent.

2007 scheme

For options granted under the 2007 Executive Share Option Scheme (2007 Scheme), 50 per cent. of the options
are subject to a performance target based on 3-year growth in operating profit per share (Operating Profit Target)
and the other 50 per cent. of the options are subject to a performance target based on the company’s total
shareholder return (TSR), measured over a 4-year period, outperforming a comparator group of sector peers
(TSR Target). Details of these targets are set out below:

a) In relation to the Operating Profit Target, the company’s operating profit per share is based on audited
annual operating profit before audited adjusted items (as defined under IFRS), IAS 19 adjustment for
changes to the valuation of pension fund assets and the Income Statement effect of increasing or
decreasing inventory, divided by the average number of shares in issue. On the grant of an option, the
target level of 3-year growth in operating profit per share was set by the Committee with regard to the
company’s long-term plan and other relevant benchmarks. The options subject to the Operating Profit
Target will vest according to a sliding-scale vesting schedule set by the Committee on the date of grant.

(b) In relation to the TSR Target, the company’s TSR shall be measured over a period of four years
commencing on the first day of the financial year of the company in which the Option is granted. The
company’s TSR will be compared to companies which are deemed by the Committee to be the company’s
sector peers (Comparator Group). The Comparator Group in relation to the options granted during 2007
were Advanced Micro Devices, Analog Devices, Austria Microsystems, Dialog Semiconductor, Diodes,
Fairchild Semiconductor, Freescale Semiconductor, International Rectifier, Intersil, Linear Technology,
Maxim Integrated Products, Micrel, National Semiconductor, ON Semiconductor, Sipex, ST
Microelectronics, Supertex, Cirrus Logic, Pericom Semiconductor and Texas Instruments.

If the company’s annual TSR is equal to the median of the annual TSR for the companies in the Comparator
Group (Lower Target) then 20 per cent. of the shares subject to the TSR Target will vest. If the company’s
annual TSR exceeds the median of the annual TSR for the companies in the Comparator Group by 10 per cent.
or more per annum (Upper Target) then all of the Shares subject to the TSR Target will vest. The company’s out
performance of the Comparator Group will be based on an approach whereby, for example, if Comparator Group
median TSR were 10 per cent. over the 4-year period, TSR-based awards would vest in full only if the
company’s TSR were 21 per cent. or higher (i.e. 1.10 x 1.10 = 1.21). Where the company’s annual TSR falls
between the Lower Target and the Upper Target, the number of Shares subject to the TSR Target shall vest on
a straight-line basis between 20 per cent. and 100 per cent.

PSP Scheme

Shareholders approved the establishment of the 2007 Performance Share Plan (PSP) at the AGM on 25 April
2007. Awards as nil cost options are made over shares in the company to certain employees outside the senior
management group. The awards are normally exercisable three years from the date of grant and are not currently
subject to performance conditions.
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9 Employee benefits (continued)

BCP Scheme

Shareholders approved the establishment of the 2007 Bonus Co-Investment Plan (BCP) at the AGM on 25 April
2007. Under the BCP, employees within the senior management group are obliged to buy shares in the company
using a mandatory percentage of the annual bonus (Mandatory Percentage). The Mandatory Percentage is set by
the Remuneration Committee, but is subject to a maximum of 25 per cent. Any shares acquired using the
Mandatory Percentage are known as Deferred Bonus Shares. Under the BCP, and in addition to any Deferred
Bonus Shares, the participating employees has the opportunity to buy shares using a voluntary percentage of the
Annual Bonus (Voluntary Percentage). The Voluntary Percentage is to be determined by the participating
employee, but is subject to a maximum of 25 per cent. Any Shares acquired using the Voluntary Percentage are
known as Investment Shares.

Following the acquisition of Deferred Bonus Shares and Investment Shares, the Trustee will grant, at the
recommendation of the Remuneration Committee, a Matching Award and an Investment Share Award to acquire
such number of Shares as is equal to 1.5 times the Mandatory Percentage and the Voluntary Percentage of the
gross annual bonus (before the deduction of income tax and national insurance contributions). These awards are
subject to performance conditions which are tested annually. If the performance conditions are satisfied, a
quarter of the awards will become exercisable.

For the awards made the 2007 Bonus Co-investment Plan (“the BCP”), performance will be measured over a
four year period commencing on the first day of the financial year of the company in which an award is granted
(Performance Period). Three-quarters of the shares subject to an award will be subject to a revenue target
(Revenue Target). One-quarter of the shares subject to an award will be subject to a total shareholder return
target (TSR Target).

Awards subject to the Revenue Target will be split into three equal tranches, each equal to one-quarter of the
total awards subject to an award. Each tranche will vest according to a sliding-scale vesting schedule set by the
Committee around revenue targets to be based on US$ year-end revenue, as published in the audited annual
accounts, and set for each of the first, second and third financial years of the Performance Period. Revenue
targets were set by the Committee with regard to the company’s long-term plan and other relevant benchmarks.
Awards will vest in full for a performance level assessed by the Committee to be equivalent to upper quartile
performance.

To the extent that the revenue target is met at the end of the relevant financial year, the awards subject to that
target shall vest at the next anniversary of the award grant date (a Vesting Date). To the extent that the revenue
target is not met at the end of the relevant financial year, the shares subject to that target shall not vest.

In relation to the TSR Target, the company’s TSR shall be measured over the whole of the Performance Period.
The company’s TSR will be compared to companies which are deemed by the Committee to be the company’s
sector peers (Comparator Group). For awards made in 2007, the Comparator Group in relation to the initial grant
of awards under the BCP shall be Advanced Micro Devices, Analog Devices, Austria Microsystems, Dialog
Semiconductor, Diodes, Fairchild Semiconductor, Freescale Semiconductor, International Rectifier, Intersil,
Linear Technology, Maxim Integrated Products, Micrel, National Semiconductor, ON Semiconductor, Sipex, ST
Microelectronics, Supertex, Cirrus Logic, Pericom Semiconductor and Texas Instruments.

If the company’s annual TSR is equal to the median of the annual TSR for the companies in the Comparator
Group (Lower Target) then 20 per cent. of the Shares subject to the TSR Target will vest. If the company’s
annual TSR exceeds the median of the annual TSR for the companies in the Comparator Group by 10 per cent.
or more per annum (Upper Target) then all of the Shares subject to the TSR Target will vest. The company’s out
performance of the Comparator Group will be based on an approach, whereby for example, e.g. if Comparator
Group median TSR were 10 per cent. per annum over the four-year period, TSR-based awards would vest in full
only if the company’s TSR were 21 per cent. per annum or higher (i.e. 1.10 x 1.10 = 1.21).

Where the company’s annual TSR falls between the Lower Target and the Upper Target, the number of Shares
subject to the TSR Target shall vest on a straight-line basis between 20 per cent. and 100 per cent.

To the extent that the TSR Target is met, the awards subject to that target shall vest at the next anniversary of
the award grant date. To the extent that the TSR Target is not met, the shares subject to that target shall not vest.
The closing middle market price of the company’s shares at 31 December 2007 was 47.75p and the range during
the year was 101.5p to 45.0p.
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9 Employee benefits (continued)

There has been no change in the directors’ interests in options granted by the company between the end of the
financial year and the date of this report. The Register of Directors’ Interests (which is open to shareholders’
inspection) contains full details of directors’ options to subscribe for shares in the company.

SRSO Scheme

The group operates a ‘Savings Related Share Option’ (SRSO) scheme open to UK employees. The scheme is
designed to encourage increased equity participation amongst employees through the allocation of share options
in Zetex plc at a fixed market price, which are paid for by employees by savings accumulated through monthly
salary deductions. At the end of a three year period, employees’ savings can then be used to purchase the shares
under option to them. Alternatively, the employees can opt to have the savings reimbursed to them together with
accumulated interest and the options then lapse.

Dates 2007 2006 2005
restated 2 restated 2

Subscription normally Number Number Number
Share options outstanding Type Prices exercisable 000 000 000

Options awarded 1996 ESO 1 112.5p 1999/2006 – – 30
ESO 1 112.5p* 1999/2006 – – 30

Options awarded 1997 ESO 1 55.0p 2000/2007 – 125 125
ESO 1 70.0p 2000/2007 – 60 60

Options awarded 1998 ESO 1 33.5p 2001/2008 73 139 63
Options awarded 1999 ESO 1 76.5p 2002/2009 420 604 724

ESO 1 133.5p 2002/2009 170 170 230
Options awarded 2000 ESO 1 299.5p 2003/2010 248 248 298

ESO 1 355.0p 2003/2010 509 509 619
ESO 1 470.0p 2003/2010 446 461 461

Options awarded 2001 ESO 1 306.0p 2004/2011 765 790 829
SRSO 1 110.0p 2004 – – 4

ESO 1 90.0p 2004/2011 108 118 118
Options awarded 2002 ESO 1 149.5p 2005/2012 325 333 358

SRSO 1 81.5p 2005 – 2 330
ESO 1 142.0p 2005/2012 304 318 358
ESO 1 71.5p 2005/2012 35 35 35

Options awarded 2003 ESO 56.5p 2006/2013 280 340 823
ESO 1 62.5p 2006/2013 – – 400
ESO 1 100.0p 2006/2013 100 100 100
ESO 72.5p 2006/2013 635 650 745

Options awarded 2004 ESO 150.0p 2007/2014 1,065 1,075 1,225
ESO 157.5p 2007/2014 – – 150

SRSO 131.6p 2007 245 262 318
Options awarded 2005 ESO 127.5p 2008/2015 600 600 770

ESO 96.0p 2008/2015 390 390 465
ESO 53.25p 2008/2015 1,239 1,239 1,239

Options awarded 2006 ESO 86.00p 2009/2016 384 384 –
Options awarded 2007 ESO 75.50p 2010/2017 228 – –

ESO 84.50p 2011/2017 1,155 – –
ESO 51.00p 2011/2017 1,606 – –
PSP 0.00p 2010/2017 178 – –
BCP 0.00p 2008/2011 264 – –

1111 1111 1111

11,772 8,952 10,907
3333 3333 3333

1 Included within the list are options of 3,503,005 (31 December 2006: 3,835,411; 31 December 2005:
4,672,979) that have not been recognised in accordance with IFRS 2 as the options were granted on or
before 7 November 2002 or vested before 1 January 2005. These options have not been subsequently
modified and therefore do not need to be accounted for in accordance with IFRS 2.

2 There has been a restatement of the 2005 and 2006 figures due to an omission in the prior year.

58



9 Employee benefits (continued)

In 1998, options were issued in parallel to the options marked * in the table above. The parallel options and the
original options against which the parallels were granted are mutually exclusive. This means that one option will
automatically lapse to the extent that the other one is exercised and the total number of shares that can be
acquired by an option holder on exercise of the parallel options cannot, therefore, exceed the original number of
options granted. Executive directors of the company do not hold parallel options. The parallel options are subject
to the same performance condition as the original option and are exercisable between 2001 and 2008 at prices of
33.5p and 44.0p. 915,700 parallel options were granted of which none were still outstanding at 31 December
2007 (2006: none; 2005: none).

The following table illustrates the movement in the number of shares and weighted average exercise prices
(WAEP) of share options:

2007 2007 2006 2006 2005 2005
Number WAEP Number WAEP Number WAEP

000 (p) 000 (p) 000 (p)
restated2 restated2

Outstanding at the beginning 
of the period 8,952 156.42 10,907 148.56 13,383 148.56

1111 1111 1111 1111 1111 1111

Granted ESO 2,989 65.82 384 86.00 2,474 84.73
PSP 178 – – – – –
BCP 263 – – – – –

1111 1111 1111 1111 1111 1111

3,430 65.82 384 86.00 – –
1111 1111 1111 1111 1111 1111

Exercised ESO (165) 67.94 (794) 60.80 (2,172) 47.55
ESO1 (219) 62.57 (25) 60.80 (453) 76.50

SRSO – – (6) 81.50 (233) 107.33
1111 1111 1111 1111 1111 1111

(384) 64.88 (825) 203.10 (2,858) 57.01
1111 1111 1111 1111 1111 1111

Lapsed ESO (208) 131.25 (1,132) 150.85 (1,833) 207.36
SRSO (18) 125.07 (382) 87.93 (259) 114.19

1111 1111 1111 1111 1111 1111

(226) 256.32 (1,514) 135.74 (2,092) 195.83
1111 1111 1111 1111 1111 1111

Outstanding at the end of the period 11,772 130.25 8,952 156.42 10,907 148.85
3333 3333 3333 3333 3333 3333

1 Exercised through the ESOT.
2 There has been a restatement of the 2006 and 2005 figures due to an error to timing difference on the

lapse/exercise to options.

The weighted average contractual life for the share options outstanding at 31 December 2007 is 10 years
(31 December 2006: 10 years; 31 December 2005: 10 years).

Employee Share Ownership Trust (ESOT)

The group has an Employee Share Ownership Trust (ESOT) which was established on 8 March 1999 to provide
for the future obligations of the group for shares awarded to employees on exercise of options granted to them
by the company. Under the scheme the trustee purchases the company’s ordinary shares in the open market using
interest free loans provided by the company. The shares acquired are held for distribution under the company’s
ESOT. The ESOT has made certain purchases of shares at the time certain options were granted, and hence are
allocated against these options.

2007 2007 2006 2006 2005 2005
Number Number Number

000 £’000 000 £’000 000 £’000
Shares held by the ESOT
At start of the year 3,323 4,731 3,348 4,767 3,801 5,472
Shares disposed on exercise 
of options (122) (311) (25) (36) (453) (705)

1111 1111 1111 1111 1111 1111

At end of the year 3,201 4,420 3,323 4,731 3,348 4,767
3333 3333 3333 3333 3333 3333

Dividends on the shares owned by the trust are waived.
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9 Employee benefits (continued)
2007 2006 2005

Weighted average fair value (£) 0.22 0.22 0.22
Weighted average share price (£) 0.67 0.65 0.65
Weighted average expected dividend yield (%) 3.88 2.90 2.90
Weighted average historical volatility (%) 40.20 43.83 43.83
Weighted average risk free interest rate (%) 5.01 4.17 4.17
Weighted average expected life of option (years) 3.45 4.50 4.50

Pensions

Schemes based in the United Kingdom

The group operates a number of pension schemes around the world, devised in accordance with local conditions
and practices. There are three UK schemes: two defined contribution stakeholder pension schemes and the
defined benefit (final salary) scheme. The assets of these schemes are held in separate funds. During 2002 the
company closed the defined benefit scheme to new members with all employees joining after 21 February 2002
being given the option to join the stakeholder pension scheme.

Following consultation with employees and the Trustees, the defined benefit section of the Pension Scheme was
closed to future accrual on 1 September 2007. Hence, employee contributions into the defined benefit scheme
ceased from 1 September 2007 and was replaced by contributions into a stakeholder scheme. The closure also
generated a one off £2,235,000 reduction in the pension fund deficit.

The directors have implemented changes to the assumptions used to reflect expected future events that will affect
the cost of the benefits to which the group is committed to reflect a best estimate of likely future experience.
These assumptions are disclosed below.

In accordance with the recommendations of the scheme actuary, the group has maintained the rate of regular
cash contributions to reduce the deficit.

The total contributions to the defined benefit scheme in 2008 are expected to be £1,000,000 for the group, which
relates to special employer contributions. The cost to the group of the stakeholder pension schemes was
£488,000 (2006: £167,000, 2005: £119,483).

The company and group will review its contributions next year following completion of the required full
triennial actuarial valuation and will adjust them accordingly.

The following tables summarise the components of net benefit income/(expense) recognised in the consolidated
income statement and the consolidated statement of recognised income and expenditure for the year:

2007 2006 2005
£’000 £’000 £’000

Consolidated income statement
Current service cost charged to non direct operating costs (835) (1,247) (1,170)
Pension curtailment 2,235 – –
Pension settlements – 100 200
Interest cost on benefit obligation charged to non direct operating costs (3,336) (3,169) (2,988)
Expected return on plan assets credited to non direct operating costs 3,854 3,474 3,068

1111 1111 1111

Net benefit income/(expense) 1,918 (842) (890)
1111 1111 1111

Consolidated statement of recognised income and expenditure
Actual return less expected return on pension scheme’s assets (218) 723 5,542
Experience gains and losses arising on the scheme’s liabilities (1,987) 430 –
Changes in assumptions underlying the present value of the 
scheme’s liabilities 1,271 1,220 (7,562)

1111 1111 1111

Total actuarial loss/(gain) recognised (934) 2,373 (2,020)
1111 1111 1111

Total net income/(expense) for scheme 984 1,531 (2,910)
1111 1111 1111

Actual return on plan assets 3,636 4,197 8,610
1111 1111 1111
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9 Employee benefits (continued)

The tables below detail the changes in the fair value of assets and liabilities of the scheme, the net liability shown
in the consolidated balance sheet:

2007 2006 2005
£’000 £’000 £’000

Scheme assets at fair value at 31 December 
Equities 36,534 36,610 35,950
Bonds 22,525 20,830 19,700
Cash 359 990 150

1111 1111 1111

59,418 58,430 55,800
3333 3333 3333

Changes in the fair value of scheme assets
As at 1 January 58,430 55,800 46,800
Expected return on scheme assets 3,854 3,474 3,068
Employer contributions 2,060 1,329 1,410
Member contributions 406 544 630
Benefits paid (5,114) (3,440) (1,650)
Actuarial losses/(gains) (218) 723 5,542

1111 1111 1111

At 31 December 59,418 58,430 55,800
3333 3333 3333

Scheme deficit at present value at 31 December 
Present value of scheme liabilities (64,614) (66,670) (66,900)
Fair value of scheme assets 59,418 58,430 55,800

1111 1111 1111

Defined benefit pension scheme deficit (5,196) (8,240) (11,100)
3333 3333 3333

Movement in scheme deficit during the year
As at 1 January (8,240) (11,100) (9,600)
Benefit income/(expense) 1,918 (842) (890)
Contributions 2,060 1,329 1,410
Actuarial (losses)/gains (934) 2,373 (2,020)

1111 1111 1111

At 31 December (5,196) (8,240) (11,100)
3333 3333 3333

Changes in the present value of the defined benefit pension liabilities
As at 1 January (66,670) (66,900) (56,400)
Current service costs (835) (1,247) (1,170)
Member contributions (406) (544) (630)
Interest costs (3,336) (3,169) (2,988)
Curtailment 2,235 100 200
Benefits paid 5,114 3,440 1,650
Actuarial (losses)/gains (716) 1,650 (7,562)

1111 1111 1111

At 31 December (64,614) (66,670) (66,900)
3333 3333 3333

Benefit obligation assumptions

The valuation used has been based on the most recent actuarial valuation and updated by the scheme’s
independent actuaries to take account of the requirements of IAS 19 in order to assess the liabilities of the
scheme as at 31 December 2007.
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9 Employee benefits (continued)

The principal assumptions used in determining pension benefit obligations for the group’s defined benefit
pension scheme is shown below:

2007 2006 2005
per cent. per cent. per cent.

Discount rate 5.8 5.2 4.8 
Expected rate of return on plan assets 6.7 6.7 6.3 
Rate of salary increases n/a 4.3 4.0 
Rate of Limited Price Indexation (LPI) pension in payment increases 3.4 3.0 2.7 
Rate of increase in Post Guaranteed Minimum Pensions (GMP) 
pensions in payment 2.9 2.6 2.3 
Rate of revaluation of pensions in deferment 3.5 2.3 2.8 

UK mortality assumptions

The mortality assumptions used have changed from those used last year.

In 2006, the mortality table PA92 projected to the year 2030 for non-pensioners and PA92 projected to the year
2010 for current pensioners was used.

In 2007, a based table for mortality which is based on the PA92 series, has been used. This has then been
adjusted to reflect the recent experience of the Zetex Group Pension Scheme. There is an allowance for a rate of
future improvements in mortality based on a medium cohort projection with a minimum improvement rate of 
1 per cent. per annum. For male pensioners aged 65, this represents a life expectancy at age 65 of 20.7 years
(2006: 20.6 years).

Asset performance assumptions

Scheme assets are stated at their market values at the respective dates and overall expected rates of return are
established by applying a return on equities of 7.6 per cent., a return on bonds of 5.2 per cent. and a return on
cash of 5.5 per cent. to reflect the Bank of England base rate at the year end.

The cumulative amount of actuarial gains and losses recognised since 1 January 2005 in the consolidated
statement of recognised income and expenditure is £836,000 loss (2006: £353,000 loss). The directors are unable
to determine how much of the pension scheme deficit recognised on transition to IFRS and taken directly to
equity of £14,200,000 is attributable to actuarial gains and losses since inception of the pension scheme.
Consequently, the directors are unable to determine the amount of actuarial gains and losses that would have
been recognised in the consolidated statement of recognised income and expenditure before 1 January 2004.

Deficit clearing payment plan

Following the valuation in April 2007, Zetex agreed to continue paying contributions of 12.4 per cent. of
pensionable salaries until the end of August 2007. Zetex paid a special contribution of £1,000,000 in September
2007 and has agreed to pay further contributions of £1,000,000 in March 2008 and £950,000 in each of April
2009, April 2010, April 2011 and April 2012.

2007 2006 2005 2004
£’000 £’000 £’000 £’000

History of experience gains and losses
Fair value of scheme assets 59,418 58,430 55,800 46,800
Present value of scheme liabilities (64,614) (66,670) (66,900) (56,400)

1111 1111 1111 1111

Deficit in the scheme (5,196) (8,240) (11,100) (9,600)
Experience adjustments arising on plan liabilities (716) 1,650 (362) 750
Experience adjustments arising on plan assets (218) 723 5,542 600
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9 Employee benefits (continued)

Schemes based outside of the United Kingdom

A defined benefit scheme operates within one of Zetex’ foreign entities for an ex employee. This is a money
purchase scheme with guaranteed pension benefits, and under IAS is deemed a defined benefit scheme. In prior
years, the liability only has been recognised within short term creditors. This was due to uncertainty regarding
the value of any annuity, which would become known on retirement of the employee. The employee has retired
in the year and the annuity is due to crystallise. Due to the increased level of certainty of the asset, it is now
deemed appropriate to reflect the asset and liability in relation to this scheme. The liability was disclosed within
‘trade and other payables’ in prior years.

The following tables summarise the components of net benefit expense recognised in the consolidated income
statement and the consolidated statement of recognised income and expenditure for the year:

Consolidated income statement 2007 2006 2005
£’000 £’000 £’000

Foreign exchange gains and other movements (82) (33) n/a
111 111 111

Net expense to operating profit (82) (33) n/a
333 333 333

Consolidated statement of recognised income and expenditure

Changes in assumptions underlying the present value of the scheme’s assets 451 – n/a
111 111 111

Total actuarial gain 451 – n/a
111 111 111

Total net income/(expense) for scheme 369 (33) n/a
333 333 333

The tables below detail the changes in the fair value of assets and liabilities 
of the scheme, the net liability shown in the consolidated balance sheet:

Scheme assets at fair value at 31 December 2007 2006 2005
£’000 £’000 £’000

Annuity 451 – n/a

111 111 111

451 – n/a
333 333 333

Changes in the fair value of scheme assets
As at 1 January – – n/a
Actuarial gains 451 – n/a

111 111 111

At 31 December 451 – n/a
333 333 333

Scheme deficit at present value at 31 December
Present value of scheme liabilities (451) (369) n/a
Fair value of scheme assets 451 – n/a

111 111 111

Defined benefit pension scheme deficit – (369) n/a
333 333 333

Movement in scheme deficit during the year

As at 1 January (369) (336) n/a
Actuarial gains/(losses) 451 (33) n/a
Restriction on asset to value of liability (47) – n/a
Foreign exchange (35) – n/a

111 111 111

At 31 December – (369) n/a
111 111 111
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9 Employee benefits (continued)

Changes in the present value of the defined benefit pension liabilities 2007 2006 2005
£’000 £’000 £’000

As at 1 January (369) (336) n/a
Other movements (47) (33) n/a
Foreign exchange (35) – n/a

111 111 111

At 31 December (451) (369) n/a
111 111 111

Benefit obligation assumptions

The valuation used has been based on the most recent actuarial valuation and updated by the scheme’s
independent actuaries to take account of the requirements of IAS 19 in order to assess the liabilities of the
scheme as at 31 December 2007.

The principal assumptions used in determining pension benefit obligations for the defined benefit pension
scheme is shown below:

2007 2006 2005
per cent. per cent. per cent.

Discount rate 6.0 6.0 n/a
Expected rate of return on plan assets 3.5 3.5 n/a
Rate of salary increases 0.0 0.0 n/a
Rate of Limited Price Indexation (LPI) pension in payment increases n/a n/a n/a
Rate of increase in Post Guaranteed Minimum Pensions (GMP) 
pensions in payment n/a n/a n/a
Rate of revaluation of pensions in deferment n/a n/a n/a

n/a: This information was not disclosed in the 2005 or 2006 Annual Report.

Mortality assumption

Mortality is based on a calculation based on the workings of Klaus Heubeck who published a calculation table
of the mortality assumption specifically for Germany.

Asset performance assumptions

Scheme assets are stated at their market values at the respective dates and overall expected rates of return are
established by applying a return on bonds of 6.0 per cent.

The cumulative amount of actuarial gains and losses recognised since 1 January 2005 in the consolidated
statement of recognised income and expenditure is £451,000 (2006: £nil). The directors are unable to determine
how much of the pension scheme deficit recognised on transition to IFRS and taken directly to equity of
£451,000 is attributable to actuarial gains and losses since inception of the pension scheme. Consequently, the
directors are unable to determine the amount of actuarial gains and losses that would have been recognised in the
consolidated statement of recognised income and expenditure before 1 January 2004.

There is no historical experience of gains and losses.

10 Inventories

2007 2006 2005
£’000 £’000 £’000

Raw materials 2,974 1,776 2,262
Work-in-progress 6,230 7,618 10,902
Finished goods 5,452 4,786 6,789

1111 1111 1111

14,656 14,180 19,953
3333 3333 3333
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11 Trade receivables and prepayments
2007 2006 2005

£’000 £’000 £’000

Trade receivables 7,939 8,392 n/a
Allowance for doubtful debts (108) (270) n/a

1111 1111 1111

Net trade receivables 7,831 8,122 8,191
Other receivables 619 467 976
Prepayments and accrued income 641 1,155 630

1111 1111 1111

9,091 9,744 9,797
3333 3333 3333

n/a: This information was not disclosed in the 2005 or 2006 Annual Report.

The group’s average credit period on sales of goods is 30 days. No interest is charged on the trade receivables.

The group has provided generally for 5 per cent. (net of VAT) of all overdue debts and provided specifically
against debts where there is believed to be certainty of non recovery.

Before accepting any new customer, the group uses an external credit scoring system to assess the potential
customer’s credit quality and defines credit limits by customer. Limits and scoring attributed to customers are
reviewed regularly.

Of the trade receivables balance at the end of the year, £900,000 (2006: £900,000) is due from the group’s
largest customer. There are no other customers who represents more than 5 per cent. of the total balance of trade
receivables.

Included in the group’s trade receivables balance are debtors with a carrying value of £100,000 (2006: £400,000)
which are past due at the reporting date for which the group has not provided as there has not been a significant
change in credit quality and the amounts are still deemed recoverable. The group does not hold any collateral
over these balances.

Ageing of past due but not impaired trade receivables: 2007 2006 2005
£’000 £’000 £’000

30-60 days 74 362 n/a
60-90 days 17 67 n/a

1111 1111 1111

91 429 n/a
3333 3333 3333

Movement in the allowance for doubtful debts:

Balance at beginning of the year 270 192 n/a
Amounts written off in the year (310) – n/a
Increase in allowance recognised in consolidated income statement 148 78 n/a

1111 1111 1111

Balance at end of the year 108 270 n/a
3333 3333 3333

In determining the recoverability of trade receivables, the group considers any change in the credit quality of the
trade receivable from the date credit was initially granted up to the reporting date. The concentration of credit
risk is limited due to the customer base being large and unrelated. Accordingly, the directors believe there is no
further credit provision required in excess of the allowance for doubtful debts.

The group is not aware of any liquidation proceedings with regard to any of the outstanding receivables.
However, specific provision has been made against individual customers, where the recoverability of these debts
is doubtful.
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11 Trade receivables and prepayments (continued)

Ageing of impaired trade receivables: 2007 2006 2005
£’000 £’000 £’000

60-90 days 24 2 n/a
90-120 days 8 44 n/a
over 120 days 76 224 n/a

1111 1111 1111

108 270 n/a
3333 3333 3333

n/a: The above disclosure on trade receivable impairment was not required in the 2006 or 2005 Annual
Report.

12 Cash and cash equivalents

2007 2006 2005
£’000 £’000 £’000

Cash at bank and in hand 4,572 3,888 3,095
Short term deposits 11,500 6,842 3,000

1111 1111 1111

16,252 10,730 6,095
3333 3333 3333

Cash at bank and in hand earns interest at floating rates based on daily bank deposit rates. Short-term deposits
are made for varying periods of between one day and three months depending on the immediate cash
requirements of the group, and earn interest at the respective short term-deposit rates. The fair value of cash and
cash equivalents at 31 December 2007 are disclosed in note 21.

At 31 December 2007, the group had available £2,500,000 (31 December 2006: £2,500,000; 31 December 2005:
£6,500,000) of undrawn committed borrowing facilities.

For the purposes of the consolidated cash flow statement, cash and cash equivalents comprise the following:

2007 2006 2005
£’000 £’000 £’000

Cash at bank and in hand 4,752 3,888 3,095
Short term deposits 11,500 6,842 3,000
Bank overdrafts (405) (764) (85)

1111 1111 1111

15,847 9,966 6,010
3333 3333 3333
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