Across our business, we have been driving a real
customer focus; from consistently achieving
seven day turnaround to implementing strict
management controls to achieve technical and
operational excellence.

our horizons

This discipline and focus has resulted in the re-
certification of the quality standard ISO 9001, the award
of environmental standard ISO 14001 and the approval
by the US. Food and Drug Administration of Hardide-T
for food processing applications. Furthermore, the

coating is compliant with the EU REACH environmental
legislation for chemicals which came into force in June
2007 and which is driving many companies to look for

alternative coating technologies to replace hard chrome.



More Resource Efficient

Through our commitment to ISO 14001 we have set

targets against which we are measured for reducing our

electricity, gas, power, water usage and waste.

ENVIRONMINTAL
MAMACEMENT

oo

We will be further advancing our industry accreditation
and registrations programmes in both the UK and US
over the next twelve months, including aerospace quality
management standard AS9 100.



board of directors

James Stewart Murray-Smith (58)
Chief Executive Officer

Jim Murray-Smith was appointed
chief executive officer of Hardide

plc in February 2005, having held the
same position in Hardide Coatings
Limited since March 2003. He brings
25 years experience in international
chemicals and high-tech materials
manufacturing and operations
gained at multi-national companies
including Borg-Warner, Enichem

and Chemie Linz. He has worked
extensively across Europe, India, the
Former Soviet Union and North
America. Prior to joining Hardide,
he was group operations director of
Flintstone plc.

Peter Neil Davenport (41)

Finance Director

Peter Davenport was appointed
finance director of Hardide plc in
March 2006. He joined Hardide

in June 2005 as financial controller
bringing ten years financial
management experience. Mr
Davenport was previously financial
controller at the UK subsidiary of
NYSE-listed global coatings company
Valspar Corporation. He is an
associate of the Chartered Institute
of Management Accountants.

Dr Yuri Nikolaevich Zhuk (46)
Technical Director

Yuri Zhuk is a co-founder of Hardide
Coatings Limited and is responsible
for the company's technology,
research & development, patenting
and applications development
programmes. Previously, he
co-founded Tetra Consult Ltd,

a Moscow-based technology
consultancy company where he
specialised in international technology
commercialisation and transfer
delivering projects for companies
including ICl, GM, Johnson & Johnson
and Samsung.

Hugh Carlisle Smith (61)

Senior Non-Executive Director
Hugh Smith joined the board of
Hardide plc in March 2005 having
been on the board of Hardide
Coatings Limited since May 2003.
He was formerly a senior export
manager at British Leyland before
helping to found Allmakes Limited,
one of the UK's largest independent
suppliers of Land Rover spare parts
and where he was chairman until
October 2006. He holds a number
of non-executive directorships.

David Edward Christian Mott (34)
Non-Executive Director

David Mott was appointed to the
board of Hardide plc in March

2005. He joined the board of
Hardide Coatings Limited in April
2004. Mr Mott is the co-founder

of Oxford Capital Partners and,
since 1999, has led over 30 venture
capital transactions in science and
technology companies. His early
career was as an equities analyst with
Jardine Fleming in Asia and later with
Deloitte & Touche in London.

William Yale Zakroff (57)
Non-Executive Director

William Zakroff joined the board

of Hardide plc in June 2007. Based
in Houston, USA he has worked as

a senior level general management
consultant since founding the Zakroff
Group in 1984. He currently
provides high-level international
business development and consulting
services across a number of major
industrial sectors. Mr Zakroff
previously held various management
positions with the General Electric
Company (US). He is also the
co-founder and CEO of Marinus
Power LLC.



report of the

Principal activity

The group is principally engaged in the provision of high-performance surface coating to the oil & gas, valve, pump and

aerospace industries.

Results

The group loss for the period, after taxation, amounted to £1,795,000 (2006: £906,000 loss).

Directors

The present membership of the Board is set out on page |6. All directors served throughout the year apart from
William Zakroff who was appointed to the Board on 26 June 2007 and David Chestnutt who resigned on 31 March
2007. The beneficial interests of the directors and their families in the shares of the company as at | October 2006 and

30 September 2007 were as follows:

Appointed

Resigned

30 September 2007
Number of shares

| October 2006
Number of shares

David Chestnutt 3 February 2005

31 March 2007

David Mott 14 March 2005 - - -
Hugh Smith [4 March 2005 - 2,120,400 2,120,400
William Zakroff 26 June 2007 - - -
Jim Murray-Smith 3 February 2005 - 1,078,000 578,000
Yuri Zhuk |4 March 2005 - 4,364,465 4,364,465

Peter Davenport 21 March 2006

In the period between 30 September 2007 and 14 December 2007 there was no change in these holdings.
David Mott is a director of Oxford Capital Partners which holds 4,275,000 ordinary shares.

No director had, during or at the end of the year, a material interest in any contract which was significant in relation to the

company's business except as disclosed in Note 25 to the financial statements.

Directors’ interest in share options

The company has share option schemes under the terms of which directors are able to subscribe for ordinary shares in
the company. The directors who held office at 30 September 2007 had the following beneficial interest in the options to

subscribe for shares:

Ordinary shares

under options Date of grant Expiry date Exercise price
Jim Murray-Smith 1,425,000 31.05.2005  31.05.2015 7p
Jim Murray-Smith 600,000 [5.12.2005  12.12.2015 12p
Yuri Zhuk 427,500 31.05.2005 31.05.2015 p
Peter Davenport 166,666 [1.12.2005 11.12.2015 12p
Peter Davenport 150,000 19.02.2007  19.02.2017 10p
Peter Davenport 200,000 16.05.2007 16.05.2017 |0p




report of the

Directors’ responsibilities for the financial statements

The directors are responsible for preparing the annual report and the financial statements in accordance with applicable
law and United Kingdom accounting standards (United Kingdom Generally Accepted Accounting Practice).

United Kingdom company law requires the directors to prepare financial statements for each financial year which give a
true and fair view of the state of affairs of the group and of the company and of the profit or loss of the group for that
period. In preparing those financial statements, the directors are required to:-

select suitable accounting policies and then apply them consistently;

make judgements and estimates that are reasonable and prudent;

prepare the financial statements on the going concern basis unless it is inappropriate to presume that the group will
continue in business; and

state whether applicable UK accounting standards have been followed, subject to any material departures disclosed and
explained in the financial statements.

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time
the financial position of the Group and Company and enable them to ensure the financial statements comply with the
Companies Act 1985. They are also responsible for safeguarding the assets of the Group and hence for taking reasonable
steps for the prevention and detection of fraud and other irregularities.

In so far as the directors are aware:
there is no relevant audit information of which the company’s auditor is unaware, and

the directors have taken all steps that they ought to have taken to make themselves aware of any relevant audit
information and to establish that the auditors are aware of that information.

The directors are responsible for the maintenance and integrity of corporate and financial information included on
the Company's website. Legislation in the United Kingdom governing the preparation and dissemination of financial
statements may differ from legislation in other jurisdictions.

Financial risk management objectives and policies

The Group uses various financial instruments including finance leases, equity and loans, and cash and various items,
such as trade debtors and trade creditors that arise directly from its operations. The main purpose of these financial
instruments is to raise finance for the Group's operations. The existence of these financial instruments exposes the
Group to a number of financial risks. The main risks are currency risk and interest rate risk. The directors review and
agree policies for managing each of these risks. Further disclosure is provided in Note 5.

Substantial shareholders

At 14 December 2007 the following had notified the company of a disclosable interest in 3% or more of the nominal
value of the company’s shares:

Name Shareholding %
R Boyce & Associates 25,877,225 17.63
R&H Investments Limited 10,580,680 7.21
Allianz Combill 9,639,332 6.57
Fidelity Investments 7,990,530 5.45
Noble Fund Managers 6,400,000 4.36

Payment policy and practice

[t is the company’s policy that payments to suppliers are made in accordance with those terms and conditions agreed
between the company and its suppliers, provided that all trading terms and conditions have been complied with. At 30
September 2007 the company had an average of 77 days outstanding in trade creditors (2006: 42 days).



Corporate Governance

The board has the following committees:

Remuneration

The Remuneration Committee comprises Hugh Smith (Chairman), David Mott (from April 2007) and David Chestnutt
(until March 2007). The remit of the committee is to determine the remuneration packages of the company's executive
directors, and to approve any share option proposals for other employees, such proposals normally being put forward

by the Chief Executive Officer. The committee uses independent research to help decide a fair level of remuneration for
executive directors. Executive directors are not permitted to participate in decisions concerning their own remuneration.

In the case of the Chief Executive Officer; the package is made up of a combination of salary, bonus, share options and
other benefits. The level of bonus is determined based on a combination of sales, profits and share price.

In the case of the other executive directors, their packages are made up of a combination of salary, share options and
other benefits.

The Committee has met twice during the year
Audit

The Audit Committee comprises David Mott (Chairman), Hugh Smith (from April 2007) and David Chestnutt (until
March 2007), and reviews the annual financial statements, internal control matters and the scope and effectiveness of
external audit. The Committee has met twice during the year.

Auditor
A resolution to reappoint Grant Thornton UK LLP as auditor will be proposed at the Annual General Meeting.
Business Review

The board regularly reviews both the financial position of the Group and non-financial performance information.
Financial information includes monthly balance sheets and profit and loss accounts for the group, company and
subsidiaries, together with analysis of movements in cash, trade debtors and fixed assets. Non-financial information
reviewed by the board includes reports and key performance indicators including furnace performance, delivery
performance, research and development activity, sales activity and health and safety. During the year, the Company has
made good progress in developing a number of non-financial KPIs which are enabling us to monitor; benchmark and
improve our performance across a range of environmental, production, operations, sales and human resource measures.

International Financial Reporting Standards (IFRS)

All AIM quoted groups incorporated in an EEA member state are required to publish their consolidated accounts in
accordance with IFRS for accounting periods beginning on or after | January 2007. Hardide plc currently expects to
report under IFRS for the financial year ending 30 September 2008.

The process of evaluating the impact of the changes that will result, both in terms of the effect on the Group’s results and
its financial position, is underway.

On behalf of the Board
J Murray-Smith

Director
14 December 2007
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We have audited the Group and parent company
financial statements (the "financial statements™) of
Hardide Plc for the year ended 30 September 2007
which comprise the principal accounting policies, the
consolidated profit and loss account, the consolidated
balance sheet, the company balance sheet, the
consolidated cash flow statement, the statement of
consolidated total recognised gains and losses and notes
| to 28. These Group financial statements have been
prepared under the accounting policies set out therein.

This report is made solely to the company's members,

as a body, in accordance with Section 235 of the
Companies Act 1985. Our audit work has been
undertaken so that we might state to the company’s
members those matters we are required to state to
them in an auditors’ report and for no other purpose. To
the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the company
and the company’s members as a body, for our audit

work, for this report, or for the opinions we have formed.

Respective responsibilities of directors
and auditor

The directors’ responsibilities for preparing the Annual
Report and the Group financial statements in accordance
with United Kingdom law and Accounting Standards
(United Kingdom Generally Accepted Accounting
Practice) are set out in the Statement of Directors’
Responsibilities.

Our responsibility is to audit the financial statements
in accordance with relevant legal and regulatory
requirements and International Standards on Auditing
(UK and Ireland).

We report to you our opinion as to whether the
financial statements give a true and fair view, whether
they have been properly prepared in accordance with
the Companies Act 1985 and whether the information
given in the Directors’ Report is consistent with the
financial statements. We also report to you if, in our
opinion, the company has not kept proper accounting
records, if we have not received all the information and
explanations we require for our audit, or if information
specified by law regarding directors' remuneration and
other transactions is not disclosed.

We read other information contained in the Annual
Report and consider whether it is consistent with the
audited financial statements. This other information
comprises only the Directors' Report, the Chief
Executive’s statement, and Financial Review.
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We consider the implications for our report if we
become aware of any apparent misstatements or
material inconsistencies with the financial statements.
Our responsibilities do not extend to any other
information.

Basis of audit opinion

We conducted our audit in accordance with International
Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board. An audit includes examination,
on a test basis, of evidence relevant to the amounts

and disclosures in the financial statements. It also
includes an assessment of the significant estimates and
judgments made by the directors in the preparation of
the financial statements, and of whether the accounting
policies are appropriate to the Group's and Company's
circumstances, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all
the information and explanations which we considered
necessary in order to provide us with sufficient evidence
to give reasonable assurance that the financial statements
are free from material misstatement, whether caused

by fraud or other irregularity or error. In forming our
opinion we also evaluated the overall adequacy of the
presentation of information in the financial statements.

Opinion

In our opinion:
the financial statements give a true and fair view, in
accordance with United Kingdom Generally Accepted
Accounting Practice, of the state of the Group’s and
the parent company’s affairs as at 30 September 2007
and of its loss for the year then ended;
the financial statements have been properly prepared
in accordance with the Companies Act 1985;
the information given in the Directors' Report is
consistent with the financial statements.

Grant Thornton UK LLP
Registered Auditors
Chartered Accountants
Oxford

|4 December 2007
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The principal accounting policies are set out below. The
policies have remained unchanged from the previous
year apart from the adoption of FRS 20 ‘Share-Based
Payments'. This change is explained further below.

Basis of preparation

The consolidated financial statements have been
prepared under the historical cost convention and in
accordance with applicable United Kingdom accounting
standards.

Basis of consolidation

The group financial statements consolidate those of the
company and of its subsidiary undertakings drawn up to
30 September 2007. The results of subsidiaries acquired
during the year are included from the date of acquisition.
Profits and losses on intra-group transactions are
eliminated in full. On consolidation of a subsidiary,

all of the assets and liabilities that exist at the date of
acquisition are recorded at their fair values reflecting
their condition at that date.

Goodwill

Negative goodwill is included in the balance sheet and is
credited to the profit and loss account in the periods in
which the non-monetary assets are recovered through
depreciation or sale. Purchased goodwill is amortised
on a straight line basis over its useful economic life which
is considered to be twenty years.

Goodwill is reviewed for impairment at the end of the
first full financial year following each acquisition and
subsequently when necessary if circumstances indicate
that its carrying value may not be recoverable.

Turnover

Turnover is the total amount receivable by the group
for goods supplied and services provided excluding VAT
and trade discounts. Turnover is recognised when the
risk and rewards of ownership are transferred which is
at the point of despatch of the goods or completion of
the service or, exceptionally, upon completion where
we have been specifically instructed by the customer to
withhold despatch.

Tangible fixed assets and depreciation

Tangible fixed assets are stated at cost, net of
depreciation and any provision for impairment. There
are no finance costs on fixed asset additions capitalised
during the period of construction. No depreciation is
charged during the period of construction. Depreciation
is calculated to write down the cost less estimated
residual value of each asset over its expected useful life
in equal instalments. Depreciation is not charged on

assets under construction. The useful economic lives

applicable are:
Leasehold improvements - period of lease
Plant and machinery -2 years - 10 years

Fixtures, fittings and
computer equipment

- 4 years

Leased assets

Assets held under finance leases are capitalised in the
balance sheet and depreciated over their expected
useful economic lives. The interest element of the leasing
payments represents a constant proportion of the
balance outstanding and is charged to the profit and loss
account over the period of the lease. All other leases
are regarded as operating leases and the payments made
under them are charged to the profit and loss account
on a straight line basis over the lease term.

Stocks

Stock and work in progress are stated at the lower of
cost and net realisable value. Cost includes materials,
direct labour and an attributable part of manufacturing
overheads based on normal levels of activity.

Deferred tax

Deferred tax is recognised on all timing differences
where the transactions or events that give the group an
obligation to pay more tax in the future, or the right to
pay less tax in the future, have occurred by the balance
sheet date. Deferred tax assets are recognised when

it is more likely than not that they will be recovered.
Deferred tax is measured using rates of tax that have
been enacted or substantively enacted by the balance
sheet date.

Foreign currencies

Monetary assets and liabilities denominated in foreign
currencies are translated at the rates of exchange
ruling at the balance sheet date. Transactions in foreign
currencies are translated at the rate of exchange ruling
at the date of transaction.The financial statements

of foreign subsidiaries are translated at the rate of
exchange ruling at the balance sheet date. The exchange
differences arising from the retranslation of the net
investment in subsidiaries are taken directly to reserves.
All other exchange differences are dealt with through
the profit and loss account.

Research and development

Research and development expenditure is charged to
the profit and loss account in the period in which it is
incurred.
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Investments
Investments are stated at cost.
Financial instruments

The Group does not enter into hedging or speculative
derivative contracts.

The Group uses financial instruments primarily to
manage exposures in fluctuations in foreign currency
exchange rates and interest rates.

Income and expenditure arising on financial instruments
is recognised on the accruals basis, and credited or
charged to the profit and loss account in the financial
period to which it relates.

Financial assets are recognised in the balance sheet at
the lower of cost and net realisable value. Provision is
made for diminution in value where appropriate.

Classification as equity or financial liability

Financial liabilities and equity instruments are classified
according to the substance of the contractual
arrangements entered into.

A financial liability exists where there is a contractual
obligation to deliver cash or another financial asset to
another entity, or to exchange financial assets or financial
liabilities under potentially unfavourable conditions. In
addition, contracts which result in the entity delivering

a variable number of its own equity instruments are
financial liabilities. Shares containing such obligations are
classified as financial liabilities.

Finance costs and gains or losses relating to financial
liabilities are included in the profit and loss account.
The carrying amount of the liability is increased by the
finance cost and reduced by payments made in respect
of that liability. Finance costs are calculated so as to
produce a constant rate of charge on the outstanding
liability.

An equity instrument is any contract that evidences a
residual interest in the assets of the group / company
after deducting all of its liabilities. Dividends and
distributions relating to equity instruments are debited
directly to reserves.
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Compound instruments

Compound instruments comprise both a liability and
an equity component. The elements of a compound
instrument are classified in accordance with their
contractual provisions. At the date of issue, the liability
component is recorded at fair value, which is estimated
using the prevailing market interest rate for a similar
debt instrument without the equity feature. Thereafter,
the liability component is accounted for as a financial
liability in accordance with the accounting policy set out
above.

The residual is the equity component, which is
accounted for as an equity instrument.

Pensions

The Group operates a stakeholder pension scheme for
its employees, but does not make any contributions to it.

Share-Based Payments

In accordance with FRS 20, the fair value of equity-
settled share payments is determined at the date of
grant and is recognised on a straight line basis over the
vesting period based on the Group’s estimate of options
that will eventually vest. Further details are set out in
Note 8. The fair value of share options is measured by
the Black-Scholes pricing model.

Previously the Group accounted for awards under
employee share schemes under UITF Abstract |7,
whereby the value of the award was based on its
intrinsic value at grant date. The adoption of FRS 20 has
resulted in a charge to the profit and loss account of
£59,000. The comparative figure and reserves have not
been restated as the effect is immaterial.



consolidated
For the year ended 30 September 2007/

2007 2006
Note £000 £000

Turnover | 2,470 1,891
Cost of sales (1,180) (817)
Gross profit 1,290 1,074
Administrative expenses
Amortisation 36 36
Depreciation (475) (325)
Share option charge (59) -
Other administration (2,617) (1,871)
Total administrative expenses (3,1'15) (2,160)
Other operating income - 2
Operating loss (1,825) (1,084)
Net interest 3 6 36
Loss on ordinary activities before taxation (1,819) (1,048)
Tax on loss on ordinary activities 24 142
Loss for the financial year 19 (1,795) (906)
Loss per share basic and diluted 7 (1.2)p ©.7)p
All operations are continuing.
The accompanying accounting policies and notes form an integral part of these financial statements.
statement of consolidated
For the year ended 30 September 200/

2007 2006

£000 £'000
Loss for the financial year (1,795) (906)
Currency differences on foreign currency net investments 81 Il
Total recognised loss for the year (1,714) (895)
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consolidated
as at 30 September 2007

30 September 30 September

2007 2006
Note £000 £000
Fixed assets
Intangible assets 8
Goodwill 65 71
Negative goodwill (41) (81)
24 (10)
Tangible assets 9 1,668 1,753
1,692 1,743
Current assets
Stocks [ 99 102
Debtors 12 795 588
Cash at bank and in hand [,135 1,803
2,029 2,493
Creditors: amounts falling due within one year I3 (657) (584)
Net current assets 1,372 1,909
Total assets less current liabilities 3,064 3,652
Creditors: amounts falling due after one year [4 (892) (216)
Net assets 2,172 3436
Capital and reserves
Called up share capital |7 1,467 |,467
Share premium account 19 3,345 3,345
Other reserve 19 450 -
Profit and loss account 19 (3,090) (1,376)
Shareholders’ funds 20 2,172 3,436

The financial statements were approved by the board of directors on 14 December 2007 and are signed on behalf of the
board of directors.

J Murray-Smith
Director
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company
as at 30 September 2007

30 September

30 September

2007 2006
Note £'000 £000
Fixed assets
Investments in subsidiaries 10 [,100 [,100
Current assets
Debtors 12 2,691 1,962
Cash at bank and in hand 1,037 1,373
3,728 3,335
Creditors: amounts falling due within one year 13 (108) (32)
Net current assets 3,620 3,303
Total assets less current liabilities 4,720 4,403
Creditors: amounts falling due after one year 14 (609) -
Net assets 4,111 4,403
Capital and reserves
Called up share capital |7 1,467 1,467
Share premium account 19 3,345 3,345
Other reserve 19 420 -
Profit and loss account 19 (1,121 (409)
Shareholders’ funds 4,111 4,403

The financial statements were approved by the board of directors on 14 December 2007 and are signed on behalf of the

board of directors.

J Murray-Smith
Director
December 2007
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consolidated
for the year ended 30 September 2007/

2007 2006

Note £000 £000
Net cash outflow from operating activities 21 (1,456) (581)
Returns on investments and servicing of finance
Interest received 31 60
Finance lease interest paid (25) (24)
Net cash inflow from returns on investments and servicing of finance 6 36
Taxation 107 35
Capital expenditure and financial investment
Purchase of tangible fixed assets (439) (978)
Net cash outflow from capital expenditure and financial investment (439) (978)
Financing
Issue of shares - 2,375
Capital element of finance lease rentals (95) ©n
New finance lease agreements 209 -
Loans 1,000 -
Expenses paid in connection with share issues - (100)
Net cash inflow from financing 1,114 2,184
(Decrease) / Increase in cash 22 (668) 696
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notes to the
for the year ended 30 September 2007/

I. Turnover and Loss on Ordinary Activities Before Taxation

Turnover is attributable to sales of high-performance coatings to customers in the oil & gas, valve, pump, aerospace, and
general engineering industries.

Geographical segments:

Turnover by origin Turnover by destination

2007 2006 2007 2006

£'000 £000 £000 £000

UK 2,392 1,891 2,047 1,509
USA 78 - 413 367
Other - - 10 15
2,470 1,891 2,470 1,891

Group loss before taxation

2007 2006
£000 £'000
UK (721) (584)
USA (1,098) (464)
Group loss before taxation (1,819) (1,048)

Group net assets

2007 2006
£'000 £'000
UK 3,652 2,806
USA (1,480) 630
Group net assets 2,172 3,436
2. Operating Profit
The operating profit / loss is stated after:
2007 2006
£000 £'000
Research and development current year expenditure 279 238
Auditor's remuneration
Fees payable to the company’s auditor for the audit of the company’s annual accounts 12 10
Fees payable to the company's auditor for other services:
The audit of the company’s subsidiary pursuant to legislation 10
Other services pursuant to legislation: tax services 8
Depreciation and amortisation
Goodwill (34 (36)
Tangible fixed assets, owned 367 227
Tangible fixed assets, held under finance leases 108 98
Hire of plant and machinery 12 20
Operating lease rentals — land and buildings 189 42
Operating lease rentals — other 20 12
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3. Net Interest

2007 2006
£000 £000
Finance charges in respect of finance leases (25) (24)
Other interest receivable and similar income 31 60
6 36
4. Directors And Employees
Staff costs during the year were as follows:
2007 2006
£000 £000
Salaries 1,691 1,023
Social security costs 136 105
1,827 1,128
The average number of employees of the group during the year was made up as follows:
2007 2006
Number Number
Technical 8 5
Production I3 12
Sales and marketing 6 5
Management and administration 10 10
37 32
Remuneration in respect of directors was as follows:
2007 2006
£000 £000
Emoluments 298 266
The amounts set out above include remuneration in respect of the highest paid director as follows:
2007 2006
£000 £000
Emoluments 128 e

28



5. Taxation on Ordinary Activities

(a) Analysis of credit in the year:

2007 2006
£000 £000

Current tax:
UK Corporation tax on the loss for the year - -
Research and development tax credit 26 57
Adjustment in respect of prior years research and development tax credits 2) 85
24 142

(b) Factors affecting current tax charge:

The tax assessed on the loss on ordinary activities for the year is lower than the standard rate of corporation tax in the

UK of 19% (2006: 19%)

2007 2006

£000 £000
Loss on ordinary activities before taxation (1,819) (1,048)
Loss on ordinary activities by rate of tax (346) (199)
Expenses not deductible for tax purposes |7 4
Capital allowances in excess of depreciation (5) (6)
Permanent differences | 4
Tax losses surrendered for R&D tax credit 31 45
Current tax losses carried forward (302) (160)

Total current tax (note 5(a)) -

The Group has unutilised tax losses in the UK of approximately £4.6m (2006: £3.4m).

6. Loss for the Financial Year

The parent company has taken advantage of section 230 of the Companies Act 1985 and has not included its own
profit and loss account in these financial statements. The parent company’s loss for the year was £712,000 (2006: loss of

£319,000).

7. Loss per Share

The calculation of basic loss per share is based on the loss attributable to ordinary shareholders of £1,795,000 (2006é:
£906,000) divided by the weighted average number of ordinary shares in issue during the year which was 146,742,236

(2006: 136,376,295).

The issue of additional shares on the exercise of options would decrease the basic loss per share and there is, therefore,

no dilutive effect of share options.

29



notes to the

8. Intangible Fixed Assets

The Group
Goodwill on Purchased
consolidation goodwill
£000 £000
Cost at | October 2006 and 30 September 2007 (163) 98
Amortisation
At | October 2006 (82) 27
Provided in the year (40) 6
At 30 September 2007 (122) 33
Net book amount at 30 September 2007 (41) 65
Net book amount at 30 September 2006 81) 71
9. Tangible Fixed Assets
The Group
Plant and ~ Assets under Leasehold Fixtures  Computer
machinery  construction improvements and fittings  equipment Other Total
£000 £000 £000 £000 £000 £000 £'000
Cost at | October 2006 2,005 170 |71 94 134 Il 2,585
Additions 359 - 8 53 19 - 439
Transfers to Plant and machinery 170 (170) - - - - -
Exchange Variance 61 - 12 (12) [ (h (51
Cost at 30 September 2007 2,473 - 191 135 |64 10 2973
Depreciation at | October 2006 660 - 66 55 51 - 832
Provided in the year 394 - |7 26 35 3 475
Exchange Variance (h - I3 (12) (2) - (2)
Depreciation at 30 September 2007 1,053 - 96 69 84 3 1,305
Net book amount at 30 September 2007 1,420 - 95 66 80 7 1,668
Net book amount at | October 2006 1,345 170 105 39 83 [ 1,753

Amounts shown as assets under construction were deposit payments for the new furnace at the Bicester facility.

The figures stated above include assets held under finance leases as follows:

Plant and machinery £000 £000
Net book amount at | October 2006 333 Net book amount at | October 2005 431
Additions 306 Additions -
Depreciation provided in the year 108 Depreciation provided in the year 98
Net book amount at 30 September 2007 531 Net book amount at 30 September 2006 333

The calculation of interest for assets held under finance leases is based on the sum of digits method.
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10. Fixed Asset Investments

The Company

Investment in group undertakings

£000
Cost at | October 2006 and 30 September 2007 [,100
At 30 September 2007 the company held 100% of the share capital of the following subsidiaries:
Class of Proportion Country of Nature of
share capital held by company incorporation business
Hardide Coatings Limited Ordinary 100% United Kingdom  Surface engineering
Hardide Coatings Incorporated Ordinary 100%  United States of America  Surface engineering
I1. Stocks
The Group
2007 2006
£000 £000
Raw materials and consumable stores 88 76
Short-term work in progress Il 26
99 102
12. Debtors
The Group The Company
2007 2006 2007 2006
£'000 £000 £000 £000
Trade debtors 580 287 - -
Amounts owed by group undertakings - - 2,648 1,914
Prepayments and accrued income 13 131 34 40
Taxation recoverable 24 107 - -
Other debtors 78 63 9 8
795 588 2,691 1,962
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13. Creditors: Amounts falling due within one year

The Group The Company

2007 2006 2007 2006

£'000 £'000 £'000 £000

Trade creditors 302 414 62 20
Social security and other taxes 174 36 24 -
Accruals and deferred income 36 36 22 12
Amounts due under finance leases 145 98 - -
657 584 108 32

Amounts due under finance leases are secured on the assets to which they relate.

14. Creditors: Amounts due after one year

The Group The Company
2007 2006 2007 2006
£'000 £'000 £'000 £000
Amounts due under finance leases
After one and within two years 110 93 - -
After two and within five years 173 123 - -
283 216 - -
Amounts due under loans
After one and within two years 609 - 609 -
892 216 609 -

Amounts due under finance leases are secured on the assets to which they relate.

On 25 and 28 September 2007 two loan notes of £500,000 each and 9,333,334 share options were issued to two
existing shareholders of the company. The loans are repayable on their second anniversary and interest is payable
monthly charged at 2% above Bank of England base rate. The loans are secured by a debenture over the assets of the
company. The share options are exercisable at any time up until the third anniversary of grant, at an exercise price of 12p
per share.

The company considers that these financial instruments should be classified as compound under FRS 25 and, as such, has
assessed the financial liability element of the loan instrument by discounting the cash flows inherent in the loan at the
market rate of a similar debt instrument which would have been issued without the share options. The residual equity
component of these instruments has been posted to the other reserve.

I5. Financial Instruments

The Group uses financial instruments comprising borrowings, cash, liquid resources and various items such as trade
debtors and creditors that arise directly from its operations. Short-term debtors and creditors have been excluded,
except for currency disclosures.

Exposure to credit, interest rate and currency risks arises in the normal course of the Group's business. The Group does
not enter into derivative financial instruments.

Credit risk
The Group’s credit risk is primarily attributable to its trade debtors. The amounts shown in the balance sheet are net
of any allowances for doubtful debts estimated by the directors. The Group has significant concentration of sales to

a few key customers. However; since the ultimate customers for the Group's products are predominantly blue-chip
multinational companies, the board believes that this is not a significant risk.
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Liquidity risk
The Group seeks to manage financial risk by ensuring sufficient liquidity is available to meet foreseeable needs and to

invest cash assets safely and profitably.

The interest rate exposure of the Group as at 30 September 2007 is shown below.

2007 2007 2007 2006 2006 2006
Fixed Floating Total Fixed Floating Total
£000 £000 £000 £'000 £'000 £°000
Financial assets
Cash - [,135 1,135 - 1,803 1,803
Financial liabilities
Finance leases 391 37 428 231 83 314
Loans - 1,000 1,000 - - -
Weighted average interest rate 7.8% 7.75% 1.75% 6.5% 6.6%  6.5%

Approximately £7,000 of the finance leases are denominated in US dollars, the rest are in sterling.

The floating rate liabilities are benchmarked on the Bank of England base rate. £29,000 of the floating finance lease
liability is at base rate +1.75%, the remainder is at base rate +2%. The loan interest is base rate +2%.

The maturity profile of the carrying value of the Group’s financial liabilities, other than short-term creditors, is as follows:

2007 2006

£000 £000

Within one year 37 98
One to two years 1,000 93
Two to five years 391 123
1,428 314

Currency risk

The Group is exposed to translation and transaction foreign exchange risk. Approximately |6% of the Group’s sales are
to customers in the USA. These sales are priced and invoiced in US dollars. The Group also has significant purchases

in that currency. US dollar receipts in the UK are transferred to our US subsidiary. Purchases are also made in euros.
Holdings of euros are kept to the minimum required to satisfy the obligations in that currency.

The table below shows the extent to which the Group operations have net monetary assets in currencies other than
their local currency as at 30 September 2007. Foreign exchange differences on retranslation of these assets are taken to
the profit and loss account.

Functional currency of operation 2007 2007 2006 2006
Euro Dollar Euro Dollar
£000 £000 £000 £'000
Sterling 6 31 318 148
Fair value

The directors consider that the fair values of the financial instruments of the Group are not significantly different to their
book value.
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16. Deferred Taxation

Deferred taxation not recognised is as follows:

Amount not recognised

The Group The Company
2007 2006 2007 2006
£000 £000 £000 £000
Tax effect of timing differences
Excess of capital allowances over depreciation (66) 6l - -
Losses 777 661 207 81
711 600 207 8l
17. Share Capital
2007 2006
£000 £'000
Authorised
250,000,000 ordinary shares of |p each 2,500 2,500
Allotted, called up and fully paid
146,742,236 ordinary shares of |p each 1,467 1,467

No allotments of shares were made during the year.

18. Share Options
The company operates an Enterprise Management Incentive Scheme whereby it grants share options to key employees.

In September 2007 Hardide plc granted 9,333,334 share options as part of a loan arrangement. These options vested
immediately with an option price of |2p, expiring in September 2010.

A summary of the movement in share options during the year is as follows:

Weighted

average

Number  exercise price

Outstanding at | October 2006 4,075,831 8.8p
Exercisable at | October 2006 3,742,499 8.5p
Granted during year I'1,783,334 I'1.5p
Exercised during year Nil -
Forfeited during year 488,333 I'1.2p
Outstanding at 30 September 2007 15,370,832 10.8p
Exercisable at 30 September 2007 14,170,832 10.9p

Of the outstanding options at 30 September 2007, the exercise prices range between 7p and |2p, with a weighted
average contractual life of 4.9 years.

The fair values at the date of grant were measured by the use of Black-Scholes pricing model. The assumptions used in
the model are as follows: Volatility of 40% for those options granted before 31 March 2007 and 50% for those granted
after that date; dividend yield of nil; risk-free interest rate of 4.4%; and the expected life of options of 3.5 years.

The total expense arising from share-based payments in the period amounted to £59,000. This has been charged to the
profit and loss account in the year and reflected in other reserves (see note |9).
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19. Share Premium Account And Reserves
The Group

Share premium  Profit and loss Other

account account reserve

£000 £000 £000

At | October 2006 3,345 (1,376) -

Loss for the year - (1,795) -

Exchange differences - 81 -

Equity element of compound financial liabilities - - 391

Fair value of share-based payments - - 59

At 30 September 2007 3,345 (3,090) 450
The Company

Share premium  Profit and loss Other

account account reserve

£000 £000 £000

At | October 2006 3,345 (409) -

Loss for the year - (712) -

Equity element of compound financial liabilities - - 391

Fair value of share-based payments - - 29

At 30 September 2007 3,345 (,121) 420

The reclassification of financial liabilities to other reserves represents the aggregate residual equity component of financial

instruments classed as compound under FRS 25 (see note 14).

20. Reconciliation of Movements In Shareholders’ Funds

The Group

2007 2006

£000 £000
Loss for the financial year (1,795) (906)
Exchange differences 81 [l
Issue of shares - 2,275
Fair value of share-based payments 59 -
Reclassification of financial liabilities to other reserves (FRS 25) 391 -
Net (decrease) / increase in shareholders' funds (1,264) 1,380
Shareholders’ funds at | October 2006 3436 2,056
Shareholders' funds at 30 September 2007 2,172 3,436
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21. Net Cash Outflow from Operating Activities

2007 2006
£000 £000
Operating loss (1,825) (1,084)
Share options expense 59 -
Loss on disposal of fixed assets - -
Depreciation of tangible fixed assets 475 325
Amortisation of goodwill (36) (36)
Decrease / (Increase) in stocks 23 (39)
Increase in debtors (224) (22)
Increase in creditors 72 275
Cash outflow from operating activities (1,456) (581)
22. Reconciliation of Net Cash Flow to Movement in Net Funds
2007 2006
£000 £000
Increase / (decrease) in cash (668) 696
Cash (inflow) / outflow from finance leases (I'14) 91
Cash inflow from loans (1,000) -
(1,782) 787
Net funds at | October 2006 1,489 702
Net funds at 30 September 2007 (293) 1,489
23. Analysis of Changes in Net Debt
At At
30 September 30 September
2006 Cash flow 2007
£000 £000 £000
Cash in hand and at bank 1,803 (668) [,135
Debt
Finance lease obligations less than one year (98) (47) (145)
Finance lease obligations greater than one year (216) (67) (283)
Loan - (1,000) (1,000)
Net funds 1,489 (1,782) (293)
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24. Capital Commitments
The company has no capital commitments at 30 September 2007 (2006: £143,000).

25. Contingent Liabilities
There were no contingent liabilities at either 30 September 2007 or | October 2006.

26. Related Party Transactions

Flintstone Management Services Limited, a wholly-owned subsidiary of Proventec Plc, provided management services to
Hardide until 30 June 2007. Proventec Plc owned 31,499,725 shares in Hardide Plc until they were sold on 9 February
2007, and David Chestnutt, who was chairman of Hardide Plc until he resigned on 31 March 2007, is chief executive of
Proventec Plc. During the year, £21,150 (2006: £26,000) was charged by Flintstone Management Services Limited for
company secretarial services. The balance outstanding at 30 September 2006 was £2,350 (2006: £4,700).

At 30 September 2006 there was a balance of £25,000 on the director's current account for Jim Murray-Smith (2007:
Nil) relating to amounts paid in advance of expenses claims.

27. Post Balance Sheet Events

On 23 October 2007 the company signed a three year exclusive agreement with BOC Limited for the global supply of
tungsten hexafluoride to the company's plants, along with other gases to the Bicester site. This agreement contains a
commitment to purchase a minimum quantity of 1500 kg of tungsten hexafluoride per year globally, which would cost
between £95,000 and £1 10,000 per year

28. Leasing Commitments

Operating lease commitments amounting to £198,000 (2006: £99,000) are due within one year. The leases to which
these amounts relate expire as follows:

2007 2006
Land and 2007 2007  Land and 2006 2006
buildings Other Total buildings Other Total
£000 £000 £000 £000 £000 £000
In one year - 2 2 - - -
Between one and five years - |7 |7 - |7 |7
In five years or more |79 - 179 82 - 82
179 19 198 82 17 99
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proforma
Hardide Coatings Limited

These results, for Hardide plc's UK operating subsidiary Hardide Coatings Limited, are presented on an unaudited basis to
show year-on-year comparisons.

Year ended Year ended Year ended Year ended
30 September 30 September 30 September 30 September
2007 2006 2005 2004
£000 £000 £000 £000
Turnover 2,406 1,891 1,089 331
Cost of sales (910) (797) (459) (107)
Gross profit 1,497 1,094 630 224
Administrative expenses
Amortisation ) ) (5) (5)
Depreciation (361) (325) (231) (163)
Share option charge (30) - - -
Other administration (1,133) (1,052) (1,191 (1,113)
Total administrative expenses (1,529) (1,382) (1,427) (1,281)
Other operating income - 2 91 53
Earnings before interest, tax, depreciation and amortisation 334 44 (470) (836)
Operating loss (32) (286) (706) (1,004)
Net interest (18) (18) 5 (12)
Loss on ordinary activities before taxation (50) (304) (701) (1,016)
Tax on loss on ordinary activities 24 142 - 44
Loss for the financial year (26) (162) (701) (972)
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