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Filtronic Broadband Limited

Annual report and financial statements
For the year ended 31 May 2020

Strategic report

Filtronic Broadband Limited (“the Company™) operates as a subsidiary of Filtronic plc which is a UK company trading
on AIM of the London Stock Exchange.

Business model and principal activities

The Company is a designer and manufacturer of several product offerings which are detailed below at its state-of-the-
art, highly automated UK facility in Sedgefield, County Durham.

The Company has continued to develop new designs and products and now offers the foIIoWing range of solutions:

¢ Design and manufacture of E-band transceiver modules and derivatives of the technology.

*  Design and manufacture of microwave and millimetre wave filters and diplexers.

*  Microwave assembly and design for cost/manufacture and test services for precision hybrid/surface mount
technology up to 90GHz.

*  Design and manufacture of customised Monolithic microwave integrated circuit (“MMICs”) for microwave
and millimetre wave integrated transceiver modules, multi-chip module applications and advanced packaging
solutions.

The Company supplies products into the telecoms and critical communication markets. The core offering is vertically
integrated design, manufacture and test capability for highly intégrated E-band transceivers and derivatives for mobile
XHaul and adjacent markets. E-band is particularly appropriate for these applications as it enables much higher data
rates to be achieved than legacy wireless backhaul solutions. The latest product offering, Orpheus, is spectrally
efficient and has consistently performed at data rates up to 10Gbps in a 2GHz channel. At these performance levels
the product offers a viable alternative to fibre whilst offering much lower costs and a far higher degree of flexibility
in terms of installation.

The performance is achieved through the use of proprietary MMICs, which have been designed in-house by the
Company’s highly experienced engineering team. The MMICs, which give a differentiating capability in the market,
are manufactured on the processes of leading foundries around the world. This, coupled with its system design
knowledge and capability, has enabled the Company to design the highly integrated, drop-in transmit and receive
modules that are required for “carrier grade” mobile backhaul applications at E-band frequencies.

The defence market has become a significant part of the business, through our customer, who is a major European
defence contractor suppling TRM modules. The Company manufactures these TRM modules for phased array radars
based on the proven manufacturing capabilities and process engineering know-how. These projects are based on robust
design for manufacture principles and rely on the vast experience that has been developed to achieve and support
automated, volume manufacture.

One of the key objectives of our strategy is to broaden the customer base and the number of markets we serve.
Emerging markets such as high altitude pseudo-satellites (“HAPS”) and low earth orbit networks are in the early
stages of development as a number of technology firms look to expand internet coverage to include geographic
locations that do not have adequate traditional installed network broadband service. The knowledge of high-capacity,
long-range transceivers is highly relevant and therefore the Company is seeking to play a role in these markets having
won multiple contracts to develop long-range ultra-high capacity data links for use within the HAPS market. Other
markets the Company is targeting are SG mmWave equipment, trackside-to-train communications and low latency
private networks.

The Company also provides microwave assembly services at microwave and millimetre wave frequencies, which take
advantage of the in-house expertise that has been developed over many years. Microwave assembly products often
embody some key component or design feature that creates intellectual property, protecting our sourcing position and
enabling higher yields in manufacture and test.
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Strategic report (continued)
Business review and results

FY2020 was a year of significant achievement despite dealing with a range of challenges including the Covid-19
pandemic. Turnover in the year increased 84% to £14,251,144 (2019: £7,747,219) resulting in an operating profit after
exceptional items of £2,113,558 (2019: operating profit of £4,873,027) being 15% of turnover (2019: 63%). The
business demonstrated resilience during the Covid-19 pandemic, and along with effective management, enabled the
Company to maintain 24/7 operational capability throughout the UK national lockdown period as we met all customer
commitments in achieving our growth in the year. Despite this, the measures we took to achieve this within a safe
working environment for employees affected our ability to maintain productivity and efficiency levels, and thus our
profitability was impacted.

Production of our 5G XHaul Orpheus transceiver products ramped during the year reaching capacity in the final
quarter of the year. The key driver of this was our lead customer who is a market leading Original Equipment
Manufacturer (“OEM™) who adopted this transceiver and embedded it into their new E-band XHaul radio. To facilitate
the ramp the Company made key investments in manufacturing and -engineering capability which has increased
capacity and product yields with the uplift in revenue a measure of the success of this investment. We continue to seek
other opportunities in the SG XHaul markets for these products and are actively working on developing new design
variants and configurations that meet the specification requirements and price points demanded by the telecoms
market. We were also successful in winning a contract for the supply of evaluation modules for new W-band frequency
applications which are higher frequencies than we currently supply and are expected to feature strongly in 5G phase
2 XHaul applications.

In addition to the focus on our traditional core telecoms markets, we are working to develop opportunities for our
mmWave transceiver products and derivatives of the technology in emerging applications such as high-capacity
communications links to satellites, HAPS and trackside-to-train links. During FY2020, we secured a development
contract for 5G-related mmWave equipment applications and a further contract win with a leading US technology
company for the development and delivery of evaluation and pre-commercialisation samples of high-power long-
distance high-capacity low-latency transceiver modules for airborne communication links for use in HAPS
applications.

The defence and aerospace product offering also saw growth with a revenue increase to this market of 34% as the
Company saw production ramp to capacity of its third multi-year contract to supply microwave modules for use in
aerospace radar systems. The component materials used on each of the contracts are specified and, for the most part,
procured by the customer and then “free issued” to us for manufacture, assembly and testing. Our know-how is critical
to winning this work and as we enhance our production capabilities, our capacity to win and execute additional
contracts of this type will increase.

In line with the objectives of our strategy to broaden the customer base and markets we serve it was particularly
pleasing to see good progress made in the year and an 84% uplift in revenue.

Research and development (“R&D”)

The Company operates in a fast moving, technology driven marketplace where generating our own proprietary
technology is key to maintain our competitive advantage. The Company, therefore, continues to invest in research and
development with expenditure of £1,068,561 (2019: £802,327) whilst capitalisation of development costs in the year
was £254,957 (2019: £250,310).
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Strategic report (continued)

Key performance indicators

FY2020 FY2019 FY2018

Revenue (£m)
The total amount the Company earns from the sales of 143 7.7 5.6
products and services.

.| EBITDA* (£m)

The Board recognises EBITDA as a key metric of the 2.7 1.3 0.5
underlying health of the business.

EBITDA per employee (£k)
Employees are a critical asset in our business and we monitor 272 18.5 85
the EBITDA per employee to measure productivity.

R&D before capitalisation of development costs (£m)
The Board recognises that the Company needs to invest in
new products, capabilities and technologies to participate in a 1.1 0.8 1.1
technology driven market and measures the investment made
in R&D.

*Eamings Before Interest, Tax, Depreciation, Amortisation and Exceptional items

Principal risks and uncertainties

Introduction

The Company supplies microwave and mmWave products for the wireless telecommunication infrastructure and
critical communications markets. The business is in a fast-changing sector with a small number of sophisticated
customers, demanding performance standards and intemational competition; all of which pose risks to the business.

Market

The Company supplies a niche range of products to a small number of large OEM customers. With the rapid evolution
of product technology and other corporate decisions the size of our addressable market may be affected. The loss of
any of these customers, including or any material reduction in orders from any such customers may have a material
adverse effect upon the Company’s financial condition. We may also fail to forecast market movements correctly so
missing opportunities or wrongly predicting product longevity.

Manufacturing

In most of the products, production is demand led and customers may vary their requirements from the business at
short notice, which also impacts inventory management. Customers in these businesses expect consistent high-quality
product and reducing prices, hence we depend on control of our operating environment, including management of
security of supply in our supply chain, and the provision of correctly designed technological solutions including the
achievement of target cost reduction plans. Non-performance in these areas risks a diminished market position.

All our products are provided to customers after detailed qualification testing. However, this may not test all aspects
of the product’s design and manufacturing process or may not ensure that the product is viewed as fit for purpose in
its intended use. Identification of these types of problem after release of product to customers creates the risk of being
required to rectify such product defects. Historically such work has not had a substantial impact on the financial
performance of the business, although a major defect, leading to a field recall could do so in future.

Technology

Our product competitiveness is strongly influenced by technology choices at product concept stage and throughout
execution of design to product launch. For products in the production cycle, technology innovation is often required
as a means of achieving price reductions, which underpin turnover. The market is time sensitive and opportunities
may be lost if the technology we develop is not appropriate or ready for exploitation to match market demand, so
having an adverse effect on business performance.
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Strategic report (continued)

Our ability to remain competitive in terms of technology and product design is also underpinned by-retaining key
staff, the loss of whom could seriously impact the rate of introduction of new products and technologies.

Financial management

It is expected future revenues will generate a surplus of US dollars. The nature of the business means there is limited
visibility of future revenues. Therefore, when forward exchange contracts are used to reduce currency risk on the
surplus currency expected to be generated, they are usually only for short term periods of no more than 6 months.

The directors approve budgets and other performance targets, the components of which form the financial objectives.
Performance against these targets is reported monthly and concentrates upon key performance indicators identified
and updated as part of this budgetary control process. Financial forecasts are updated and reviewed monthly and

include cash flow forecasts.

On behalf of the board

=

Michael Tyerman
Director 27 August 2020

Registered office: Filtronic House, 3 Airport West, Lancaster Way, Yeadon, West Yorkshire, LS19 7ZA
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Directors’ report
The directors present their annual report and audited financial statements for the year ended 31 May 2020.

The principal risks and uncertainties, an indication of future developments in the Company and details of the research
and development activities carried out have been discussed within the Strategic report.

Financial results and dividend

The results for the year are set out in the income statement on page 10. The position at the end of the year is shown
on the balance sheet on page 11. The directors do not recommend the payment of a dividend.

Financial risk management
The main risks associated with the Company’s financial assets and liabilities are as follows:

e Foreign currency risk: The Company has exposure on US dollars as a significant amount of sales
are denominated in this currency. Where possible the directors aim to mitigate this through natural
hedging by buying key raw materials in the same currency but where an exposure remains the
Company makes use of forward exchange contracts to create certainty.

e Liquidity risk: The Company aims to mitigate liquidity risk by managing cash generated from its
operations and accessing its invoice discounting facility with Barclays bank as well as parental
support from Filtronic plc.

e  Credit risk: The Company undertakes an assessment of all new customers prior to issuing credit
facilities. Due to the nature of the industry our main customers are large multinational OEMs which
present a minimal level of risk.

e Covid 19: The Company aims to continue to mitigate the risk posed by the Covid-19 pandemic
through its Business Continuity Team to implement safe working practices at minimal cost to
operational efficiency, as well as controlling operational and capital expenditure to minimise the
impact of further economic disruption.

Directors

The directors who held office during the year, and up to the date of signing, were as follows:
R Smith (resigned on 31 October 2019)

M Tyerman

M Weaver (resigned 1 August 2019)
M Black (appointed 8 November 2019)

Employees

The Company had 106 employees at 31 May 2020.

Political contributions

The Company made no political donations or incurred any political expenditure during the year.

Disclosure of information to auditors

The directors who held office at the date of approval of this Directors’ report confirm that, so far as they are each
aware, there is no relevant audit information of which the Company’s auditors are unaware; and each director has
taken all the steps that they ought to have taken as a director to make themselves aware of any relevant audit
information and to establish that the Company’s auditors are aware of that information.
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Going concern

At 31 May 2020 the Company’s current liabilities exceeded its current assets by £1,664,161 (2019: current liabilities
exceeded current assets by £2,457,591), with cash at bank of £1,518,218 (2019: £828,451) and access to undrawn
invoice discounting facilities of £3.0m. The cash and borrowing capacity therefore provide sufficient funds to meet
the foreseeable needs of the Company.

- As referred to in the Strategic report, the business continuity plans implemented during the Covid-19 pandemic have
limited the adverse impact to date. The directors recognise the uncertain macroeconomic environment that the world
now faces and has reviewed the business outlook to reflect this uncertainty. Cash flow forecasts have been prepared
to model various scenarios over a three-year period based on the Company’s financial and trading position, principal
risks and uncertainties and strategic plans. A downside scenario was modelled where the pandemic may adversely
affect forward-looking demand to levels significantly lower than those initially modelled in the base case scenario.

A further model was prepared with a severe downside stress-test applied to the model by assuming a more restrictive
lockdown following a second wave of the Covid-19 virus that would be more disruptive to the business than the first
wave. It was also assumed demand would not recover to base case levels after the lockdown with demand only
achieving 75% of base case demand thereafter.

The scenarios modelled above demonstrate the Company has adequate cash and borrowing capacity for the next twelve
months. The cash and borrowing capacity therefore provide sufficient funds to meet the foreseeable needs of the

Company.
Other information

An indication of likely future developments in the business and particulars of significant events which have occurred
since the end of the financial year have been included in the Strategic report on page 1-3.

Independent auditors

In accordance with Section 489 of the Companies Act 2006, a resolution for the re-appointment of
PricewaterhouseCoopers LLP as auditors of the Company is to be proposed at the forthcoming Annual General
Meeting.

On behalf of the board

-

M Tyerman 27 August 2020
Director

Registered office:

Filtronic House,

3 Airport West,

Lancaster Way,

Yeadon,

West Yorkshire,

LS197ZA



Filtronic Broadband Limited

Annual report and financial statements
For the year ended 31 May 2020

Statement of directors’ responsibilities in respect of the annual report and the
financial statements

The directors are responsible for preparing the Annual Report and the financial statements in accordance with
applicable law and regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have prepared the financial statements in accordance with United Kingdom Generally Accepted
Accounting Practice (United Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure
Framework”, and applicable law). Under company law the directors must not approve the financial statements
unless they are satisfied that they give a true and fair view of the state of affairs of the company and of the profit or
loss of the company for that period.

In preparing the financial statements, the directors are required to:

. select suitable accounting policies and then apply them consistently;

. state whether applicable United Kingdom Accounting Standards, comprising FRS 101, have been followed,
subject to any material departures disclosed and explained in the financial statements;

* - make judgements and accounting estimates that are reasonable and prudent; and

. prepare the financial statements on the going concern basis unless it is inappropriate to presume that the
company will continue in business. .

The directors are also responsible for safeguarding the assets of the company and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
company's transactions and disclose with reasonable accuracy at any time the financial position of the company and
enable them to ensure that the financial statements comply with the Companies Act 2006.
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Independent auditors’ report to the members of Filtronic Broadband Limited
Opinion
In our opinion, Filtronic Broadband Limited’s financial statements:

e give atrue and fair view of the state of the company’s affairs as at 31 May 2020 and of its profit for the
year then ended;

o have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards, comprising FRS 101 “Reduced Disclosure Framework”, and
applicable law); and

¢ have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual
Report™), which comprise: the balance sheet as at 31 May 2020, the income statement and the statement of changes
in equity for the year then ended; and the notes to the financial statements, which include a description of the
significant accounting policies.

Basgis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable
law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the
financial statements section of our report. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit
of the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other
ethical responsibilities in accordance with these requirements.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which ISAs (UK) require us to report to
you where:

. the directors’ use of the going concern basis of accounting in the preparation of the financial statements is
not appropriate; or

. the directors have not disclosed in the financial statements any identified material uncertainties that may cast
significant doubt about the company’s ability to continue to adopt the going concern basis of accounting for
a period of at least twelve months from the date when the financial statements are authorised for issue.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the
company'’s ability to continue as a going concern.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and
our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the financial
statements does not cover the other information and, accordingly, we do not express an audit opinion or, except to the
extent otherwise explicitly stated in this report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent material
inconsistency or material misstatement, we are required to perform procedures to conclude whether there is a material
misstatement of the financial statements or a material misstatement of the other information. If, based on the work we
have performed, we conclude that there is a material misstatement of this other information, we are required to report
that fact. We have nothing to report based on these responsibilities.
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Independent auditors’ report to the members of Filtronic Broadband Limited
(continued)

Reporting on other information (continued)

With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures required by
the UK Companies Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require
us also to report certain opinions and matters as described below.

Strategic report and Directors’ report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report
and Directors’ Report for the year ended 31 May 2020 is consistent with the financial statements and has been prepared
in accordance with applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtained in the course of the audit,
we did not identify any material misstatements in the Strategic Report and Directors’ Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities in Respect of the Annual Report and the
Financial Statements set out on page 6, the directors are responsible for the preparation of the financial statements in
accordance with the applicable framework and for being satisfied that they give a true and fair view. The directors are
also responsible for such internal control as they determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as
a going concem, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the company or to cease operations, or have no realistic
alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website
at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.

Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in accordance
with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these opinions,
accept or assume responsibility for any other purpose or to any other person to whom this report is shown or into
whose hands it may come save where expressly agreed by our prior consent in writing.
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Independent auditors’ report to the members of Filtronic Broadband Limited
(continued)

Other required reporting

Companies Act 2006 exception reporting

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

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

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

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

- the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

e
/M

Tom Yeates (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Newcastle upon Tyne

27 August 2020
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Income statement
Jor the year ended 31 May 2020

Note 2020 2019

£ £

Revenue 2 14,251,144 7,747,219
Cost of sales (6,771,490) (2,924,431)
Gross profit 7,479,654 4,822,788
Distribution costs _ (2,713) (5,150)
Administrative expenses (5,357,346) (3,917,860)
Other operating (costs)/income (6,037) 94,606
Operating profit before exceptional items 2,113,558 994,384
Exceptional items 3 - 3,878,643
Operating profit 4 2,113,558 4,873,027
Finance costs 8 (110,179) (18,981)
Profit before taxation 2,003,379 4,854,046
Taxation 9 474,400 1,004,578
Profit for the financial year 2,477,779 5,858,624

There were no items to be included in Other Comprehensive Income in either the current or prior year.

The above results are all as a result of continuing operations.

11
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Balance sheet

at 31 May 2020
Note 2020 2019
£ £
Non-current assets
Intangible assets 10 418,406 253,098
Right of use assets 11 2,293,062 -
Property, plant and equipment 12 953,800 888,691
Deferred tax asset 13 1,032,526 637,526
4,697,794 1,779,315
Current assets .
Inventories 14 1,991,855 1,373,198
Trade and other receivables 15 4,123,276 2,605,033
Cash and cash equivalents 16 1,518,218 828,451
7,633,349 4,806,682
Current liabilities
Trade and other payables 17 (7,767,455) (6,939,640)
Deferred income 18 (562,446) (74,836)
Provision 19 " (49,387) (49,387)
Financial liabilities ’ 20 (125,445) (200,410)
Lease liabilities 2] (792,777) -
Net current liabilities (1,664,161) (2,457,591)
Total assets less current liabilities 3,033,633 (678,276)
Non-current liabilities
Financial liabilities 20 - (117,077)
Lease liabilities 2y (1,351,207) -
Net assets/(liabilities) 1,682,426 (795,353)
Capital and reserves
Called up share capital 22 68,140 68,140
Retained eamnings/(accumulated losses) 1,614,286 (863,493)
Total shareholders’ funds/(deficit) ' 1,682,426 (795,353)

These financial statements on pages 11 to 28 were approved by the board of directors on 27 August 2020 and were
signed on its behalf by:

—

M Tyerman
Director

Registered Number: 3398105

12



Statement of changes in equity
Sor the year ended 31 May 2020

Balance at 1 June 2018

Profit for the financial year
Share based payments

Balance at 31 May 2019

Profit for the financial year

Balance at 31 May 2020

Filtronic Broadband Limited

Annual report and financial statements
For the year ended 31 May 2020

Called up share  Retained earnings/ shareho;::!
capital (accumulated losses) funds/(deficit)

£ £ £

68,140 (6,700,288) (6,632,148)

- 5,858,624 5,858,624

- (21,829) (21,829)

68,140 (863,493) (795,353)

- 2,477,779 2,477,779

68,140 1,614,286 1,682,426

13
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Notes to the financial statements

1 Accounting policies

Filtronic Broadband Limited is a company incorporated and domiciled in England, UK. This is a private company
limited by shares.

The Company’s ultimate parent undertaking, Filtronic plc includes the Company in its consolidated financial
statements. The consolidated financial statements of Filtronic plc are prepared in accordance with International
Financial Reporting Standards and are available to the public and may be obtained from Filtronic plc, Filtronic House,
Unit 3, Airport West, Yeadon, West Yorkshire, LS19 7ZA.

These financial statements were prepared in accordance with Financial Reporting Standard 101 Reduced Disclosure
Framework (“FRS 1017).

In preparing these financial statements, the Company applies the recognition, measurement and disclosure
requirements of International Financial Reporting Standards as adopted by the EU (“Adopted IFRSs”), but makes
amendments where necessary in order to comply with Companies Act 2006 as applicable to companies using FRS101
and has set out below where advantage of the FRS 101 disclosure exemptions has been taken.

In these financial statements, the Company has applied the exemptions available under FRS 101 in respect of the
following disclosures:

e A Cash Flow Statement and related notes;

o Comparative period reconciliations for share capital and tangible fixed assets;

o Disclosures in respect of transactions with wholly owned subsidiaries;

o Disclosures in respect of capital management;

o The effects of new but not yet effective IFRSs;

e An additional balance sheet for the beginning of the earliest comparative period following the retrospective
change in accounting policy;

¢ Disclosures in respect of the compensation of Key Management Personnel; and

¢ Disclosures of transactions with a management entity that provides key management personnel services to the
Company.

As the consolidated financial statements of ultimate parent undertaking include the equivalent disclosures, the
Company has also taken the exemptions under FRS 101 available in respect of the following disclosures:

e IFRS 2 Share Based Payments in respect of group settled share based payments:

e Certain disclosures required by IFRS 13 Fair Value Measurement and the disclosures required by IFRS 7
Financial Instrument Disclosures.

Measurement convention

The financial statements are prepared on the historical cost basis except for llabllmes for cash-settled share-based
payments, which are stated at fair value.

14
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Notes to the financial statements (continued)

1 Accounting policies (continued)
Going concern

At 31 May 2020 the Company’s current liabilities exceeded its current assets by £1,664,161 (2019: current liabilities
exceeded current assets by £2,457,591). At 31 May 2020, the Company had cash at bank of £1,518,218 (2019:
£828,451) and access to undrawn invoice discounting facilities of £3.0m. The cash and borrowing capacity therefore
provide sufficient funds to meet the foreseeable needs of the Company.

As referred to in the Strategic report, the business continuity plans implemented during the Covid-19 pandemic have
limited the adverse impact to date. The Board recognises the uncertain macroeconomic environment that the world
now faces and has reviewed the business outlook to reflect this uncertainty. Cash flow forecasts have been prepared
to model various scenarios over a three-year period based on the Company’s financial and trading position, principal
risks and uncertainties and strategic plans. A downside scenario was modelled where the pandemic may adversely
affect forward-looking demand to levels significantly lower than those initially modelled in the base case scenario.

A further model was prepared with a severe downside stress-test applied to the model by assuming a more restrictive
lockdown following a second wave of the Covid-19 virus that would be more disruptive to the business than the first
wave. It was also assumed demand would not recover to base case levels after the lockdown with demand only
achieving 75% of base case demand thereafter.

The scenarios modelled above demonstrate the Company has adequate cash and borrowing capacity for the next twelve
months. Therefore, the directors continue to adopt the going concern basis to prepare the accounts.

Foreign currency

Transactions in foreign currencies are translated to the Company’s functional currencies at the foreign exchange rate
ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance
sheet date are retranslated to the functional currency at the foreign exchange rate ruling at that date. Foreign exchange
differences arising on translation are recognised in the profit and loss account.

Revenue

IFRS 15 establishes principles for determining when and how revenue arising from contracts with customers should
be recognised. Filtronic recognises revenue when it transfers goods and services to a customer with an amount of
consideration to which we expect to be entitled in exchange for fulfilling our performance obligations with the
customer.

The Company reviews all income streams against the requirements of IFRS 15. Management undertakes an assessment
of all contracts and revenue streams using the five-step approach specified by IFRS 15: identify the contract(s) with
the customer; identify the performance obligations in the contract; determine the transaction price; allocate the
transaction price to the performance obligations in the contract; and recognise revenue when (or as) a performance
obligation is satisfied.

In determining the appropriate method of recognising revenue, management is required to make judgements as to
whether performance obligations are satisfied over a period of time or at a point in time. For performance obligations
that are satisfied over a period of time, judgements are made as to whether the output method or the input method is
more appropriate to measure progress towards complete satisfaction of the performance obligation. If performance
obligations are not satisfied over time, the Company recognises revenue at a point in time.

Limited revenue was recognised against development milestones in the current or prior financial year as most of the
revenue is recognised at a point in time as a finished goods product sale.

Revenue is measured at the fair value of consideration received or receivable for goods and services provided or
performed in the normal course of business net of value added tax or sales tax.
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1 Accounting policies (continued)

Revenue is measured at the fair value of consideration received or receivable for goods and services provided or
performed in the normal course of business net of value added tax or sales tax.

Capitalisation of development costs

In line with the requirements of FRS101, the Group’s policy is to capitalise development expenditure as intangible
assets when all the following criteria are met: )
+ the technical feasibility of completing the asset so that it will be available for use or sale;
« the intention to complete the asset and use or sell it;
» the ability to use or sell the asset;
+ the asset will generate probable future economic benefits and demonstrate the existence of a market or the
usefulness of the asset if it is to be used internally;
«  the availability of adequate technical, financial and other resources to complete the development and to use
or sell it; and
« the ability to measure reliably the expenditure attributable to the intangible asset.

This process is continually reviewed to ascertain whether any development costs meet the criteria for capitalisation.
This requires various judgements by management as to whether the various criteria have been met.

The period over which development costs are amortised are reviewed on a case by case basis in line with the
expected product life.

Other intangible assets

Other intangible assets that are acquired and have finite useful lives are measured at cost less accumulated
amortisation and accumulated impairment losses.
Amortisation is calculated over the cost of the asset, or another amount substituted for cost, less its residual value.

Amortisation is recognised in the income statement on a straight-line basis over the estimated useful lives of
intangible assets, other than goodwill, from the date that they are available for use, since this most closely reflects
the expected pattern of consumption of the future economic benefits embodied in the asset.

The estimated useful lives for the current and comparative periods are as follows:

« Computer software 4t0 5 Years

Amortisation methods, useful lives and residual values are reviewed at each financial year-end and adjusted if
appropriate.

Right of use assets and lease liabilities

The Company assesses whether a contract is a lease at inception of the contract. The Company recognises a right of
use asset and a corresponding lease liability with respect to all lease arrangements in which it is the lessee, except for
short term leases and leases of low value assets. For these leases, the Company recognises the lease payment as an
operating expense on a straight-line basis over the term of the lease.

The lease is initially measured at the present value of the lease payments that are not paid at the commencement date,
discounted using the interest rate implicit in the lease. The lease liability is subsequently increased by the interest cost
on the lease and decreased by payments made. In the event of a change in future lease payments, the lease liability
will be remeasured and the difference recognised in the right of use asset. Lease liabilities are presented as a separate
line in the consolidated statement of financial position.

The Company remeasures the lease liability and makes a corresponding adjustment to the right of use asset whenever
there has been a lease payment change, the lease contract is modified or any other significant event.

The right of use asset is initially measured at cost and subsequently at cost less accumulated depreciation and
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1 Accounting policies (continued)

impairment losses. The right of use asset is depreciated over the shorter of the period of the lease term and useful
life of the underlying asset. Where there is reasonable certainty the Company will purchase the asset at the end of
the lease, the asset is depreciated over the useful life. The depreciation starts at the commencement date of the lease.

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation. The carrying values are reviewed for
impairment if there are indications that the carrying values may not be recoverable.

Depreciation is provided in order to write off the cost of property, plant and equipment in equal instalments over their
estimated useful lives as follows:

Plant and equipment 3 -10 years

Employee benefits
Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which the Company pays fixed contributions
into a separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution pension plans are recognised as an expense in the profit and loss account in the
periods during which services are rendered by employees.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is based on the first-in first-out principle and
includes expenditure incurred in acquiring the stocks, production or conversion costs and other costs in bringing them
to their existing location and condition. In the case of manufactured stocks and work in progress, cost includes an
appropriate share of overheads based on normal operating capacity.

Warranty provision

A provision is recognised in the balance sheet when there is a present legal or constructive obligation as a result of a
past event, and it is probably that an outflow of economic benefits will be required to settle the obligation.

A warranty provision is recognised when products are sold. The provision is based on historical warranty data. The
level of warranty provision required is reviewed on a product by product basis and adjusted accordingly in light of
actual experience.

Current tax

Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using the rates enacted
or substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax
Deferred tax is recognised as a liability or asset if the transaction or events that give rise to an obligation to pay more
tax in the future or a right to pay less tax in the future have occurred by the balance sheet date.

Deferred tax assets are recognised only to the extent that the directors consider that it is more likely than not that there
will be suitable taxable profits from which the underlying timing differences can be deducted. 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 substantively enacted at the balance sheet date.

Accounting developments and new standards

The following new standards and amendments to standards are mandatory for the first time for the financial year
beginning 1 June 2019 and have been adopted in these financial statements:

. IFRS 16 "Leases’ (effective for accounting periods beginning on or after 1 January 2019).
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2 Revenue

An analysis of revenue by geographical market is given below: 2020 2019

£ £

United Kingdom 4,760,985 3,652,931
Europe 7,966,876 2,151,419
Americas 1,059,361 569,284
Rest of World 463,922 1,373,585
14,251,144 7,747,219

3 Exceptional items

Exceptional items are costs that are separately disclosed due to their material and/or non-recurring nature in order to reflect
management’s view of the underlying business.

2020 2019
£ £
Waiver of intercompany balance - 3,878,643
4 Operating profit
Operating profit is stated after charging/(crediting): 2020 2019
£ £
Research and development costs before (capitalisation)/amortisation of development 1,068,561 802,237
costs (of which £256,430 (2019: £250,310) has been capitaliscd)
Amortisation of development costs - 33,296
Impairment of development costs 88,735 -
Amortisation of other intangible assets 2,387 5,270
Depreciation of property, plant and equipment 230,065 272,754
Depreciation of right of use assets 234,372 -
Impairment of intercompany balance . - (3,878,643)
Operating lease rentals - 116,375
Foreign exchange gain (162,151) (57,543)
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S Auditors’ remuneration

2020 2019
B 3 £
Audit of financial statements 20,000 18,000

6 Staff numbers and costs

The average number of persons employed by the Company (including directors) during the year, analysed by category,
was as follows:

2020 2019
No. No.
Manufacturing 80 52
Research and development 14 13
Administration . 2 1
Sales : 2 4
Average number of employees 98 70

The aggregate payroll costs of these persons were as follows:
2020 2019
£ £
Wages and salaries . 3,223,049 2,360,562
Social security costs 288,831 240,815
Contributions to defined contribution plans 162,915 135,995
Expenses related to share option plans - (21,829)
3,674,795 2,715,543

7 Directors’ emoluments

2020 2019
£ £
Directors’ emoluments 20,640 123,856

The emoluments of the highest paid director, paid by Filtronic Broadband Limited, were £20,640 (2019: £123,856).
He was a member of the defined contribution pension scheme, under which the Company made contributions of
£1,104 (2019: £6,461).

The emoluments of M Tyerman and M Black are paid through other entities in the Group. It is not practical to split
remuneration across the subsidiaries of the Group and therefore no separate emoluments are disclosed in these
financial statements.
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8 Finance costs

' 2020 2019
£ £
Interest expense on loans for plant and equipment 18,657 18,981
Interest expense for lease arrangements 91,522 -
110,179 18,981
9 Taxation
2020 2019
£ £
UK corporation tax
UK current tax expense - 10,788
Adjustments in respect of prior year — R&D tax credit (79,400) (241,007)
R&D tax credit - (136,833)
Total current tax credit (79,400) (367,052)
Deferred tax
Origination and reversal of temporary differences (395,000) (637,526)
Total deferred tax credit (395,000) (637,526)
Total tax credit (474,400) (1,004,578)

Reconciliation of effective tax rate

The tax credit for the year is higher (2019: higher) than the standards rate of corporation tax in the UK. The differences are explained
below:

2020 2019
£ £
Profit before taxation 2,003,379 4,854,046
Profit before taxation multiplied by rate of corporation tax 380,642 922,269
Effects of:
Non-deductible items 121,358 67,469
No gain — no loss intercompany impairment - (736,942)
Adjustment in respect of prior year R&D tax credit (79,400) (241,007)
Enhanced R&D tax credit (333,000) (136,833)
Recognition of deferred tax asset (564,000) (637,526)
Recognition of previously unrecognised tax losses - (242,008)
Total tax credit (474,400) (1,004,578)

The main rate of UK corporation tax is unchanged from 19% effective from | April 2017. The rate of UK corporation tax applied
in determining deferred tax in the prior year was 17%, being the substantively enacted rate at the balance sheet date that was
expected to apply from 1 April 2020. However, on 11 March 2020 the Chancellor announced that the main rate of corporation tax
would be retained at 19% from that date, which was substantively enacted on 17 March 2020. Deferred tax is therefore measured
at 19% in these financial statements.
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10 Intangible assets

Cost
At 31 May 2019
Additions

At 31 May 2020

Accumulated amortisation
At 31 May 2019
Charge for the year

At 31 May 2020

Net book value

At 31 May 2020

At 31 May 2019

Filtronic Broadband Limited

Annual report and financial statements
For the year ended 31 May 2020

Computer Development Total
software costs
£ £ £
250,961 350,200 601,161
- 256,430 256,430
250,961 606,630 857,591
248,173 99,890 348,063
2,387 88,735 91,122
250,560 188,625 439,185
401 418,005 418,406
2,788 250,310 253,098
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11 Right of use assets

Cost

Opening balance recognised on adoption of IFRS 16

Additions

At 31 May 2020

Accumulated depreciation

Charge for the year
At 31 May 2020

Net book value

At 31 May 2020

At31 May 2019

Filtronic Broadband Limited

Annual report and financial statements

For the year ended 31 May 2020

Property Equipment Total
leases leases

£ £ £

839,631 - 839,631

- 1,687,803 1,687,803

839,631 1,687,803 2,527,434

86,065 148,307 234,372

86,065 148,307 234,372

753,566 1,539,496 2,293,062

The company has applied the simplified approach to the transition of IFRS 16 and has therefore not restated any prior

period information. Consequently, the opening balance is effective from 1 June 2019.

The Company’s lease commitments are made up of a property lease and plant and equipment under asset finance

agreements at its site in Sedgefield, UK.

12 Property, plant and equipment

Cost
At 31 May 2019
Additions

At 31 May 2020

P lated depr

At 3] May 2019
Charge for the year

At 31 May 2020

Net book value
At 31 May 2020

At 31 May 2019

Plant and
equipment
£

5,715,710
295,174

6,010,884

4,827,019
230,065

5,057,084

953,800

888,691

————
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13 Deferred tax

Deferred tax assets which have been recognised:

2020 2019

£ £

At 1 June 637,526 -
Tax losses recognised 564,000 637,526
Utilisation of tax losses (169,000) -
At 31 May 1,032,526 637,526

Deferred tax assets have been recognised as the directors consider that future taxable profits will be available against
which they can be used. Future taxable profits are determined based on the business plan for the Company and the
reversal of temporary differences. Deferred tax assets are reviewed at each reporting date and are reduced to the extent
that it is no longer probable that the related tax benefit will be realised; such deductions are reversed when the
probability of future taxable profits improves.

Deferred tax assets which have not been recognised:

2020 2019

£ £

Depreciation in advance of capital allowances 499,000 1,378,640
499,000 1,378,640

The deferred tax assets have not been recognised where the directors consider that it is unlikely that future taxable
profits will be available against which they can be used. There is no expiry date for these unrecognised deferred tax
assets which are reassessed at each reporting date.

14 Inventories

2020 2019-

£ £

Raw materials 1,213,436 831,021
Work in progress 776,469 517,668
Finished goods 1,950 24,509
1,991,855 1,373,198

Raw materials, consumables and changes in finished goods and work in progress recognised as cost of sales in the year
amounted to £6,609,298 (2019: £2,924,431).

The write-down of stocks to net realisable value in the year amounted to £nil (2019: £nil). The reversal of write-downs
amounted to £nil (2019: £nil). Changes in the stock provision are included in cost of sales.
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15 Trade and other receivables

Trade debtors

Amounts due from group companies
Prepayments and accrued income
VAT recoverable

Filtronic Broadband Limited

Annual report and financial statements
For the year ended 31 May 2020

The amounts due from group companies are unsecured, interest free and repayable on demand.

16 Cash and cash equivalents

Cash and cash equivalents

2020 2019

£ £
3,829,962 1,890,754
132,194 132,194
151,628 582,085
9,492 ;i
4,123276 2,605,033
2020 2019

£ £
1,518,218 828,451

The company has an invoice discounting facility provided by Barclays Bank that enables the Company to borrow up

to £3.0m against trade debtors. No amounts were drawn under that facility at 31 May 2020 (2019: £nil).

17 Trade and other payables

Trade creditors

Amounts due to group companies
Accruals

Other tax and social security

2020 2019

£ £
1,280,030 709,526
6,004,982 6,064,251
482,443 138,826
- 27,037
7,767,455 6,939,640

The amounts due to group companies are unsecured, interest free and repayable on demand.

18 Deferred income

Deferred income of £431,446 (2019: £74,836) classified as current mainly consists of advanced billings to customers

that will be recognised as income in the next year.

A capital grant was also secured in the year for £150,000 to assist with the purchase of plant and machinery to support
the production ramp of our 5G Backhaul products. The carrying value of the grant at 31 May 2020 was £131,000 with
a £19,000 credit to the income statement recognised in the year. The grant will be amortised over a period of four

years.

Total deferred income at 31 May 2020 was £562,446 (2019: £74,836).
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19 Provision

Warranty

provision

£

At 1 June 2019 19,161
Amounts released unused (12,516)
Used during the year (2,484)
Charge for the year 15,000
At 31 May 2020 19,161

The provision for warranty relates to the units sold during the last two financial years. The provision is based on
estimates made from historical warranty data.

Dilapidation
provision
£

At 31 May 2019 and 31 May 2020 30,226

The company leases a facility in Sedgefield, County Durham, UK where the business is operational. The terms of the
lease contract require the facility to be amended back to its original condition. The dilapidation provision reflects
management’s best estimates and ability to measure the likely costs that may be incurred restoring the building to its
original state.

2020 2019

£ £

Warranty provision 19,161 19,161
Dilapidation provision 30,226 30,226
49,387 49,387
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20 Financial liabilities

This note provides information about the contractual terms of the entity’s interest-bearing bank loans and borrowings
which are measured at carrying value.

2020 2019

£ £

Bank loans - current 16,667 100,000

Obligations under finance leases — current 108,778 100,410

Total current financial liabilities 125,445 200,410

Bank loans — non-current - 16,667

Obligations under finance leases — non-current - 100,410

Total non-current financial liabilities - 117,077

Total financial liabilities . 125,445 317,487
Terms and debt repayment schedule

Nominal Carrying Carrying

interest amount amount

Currency rate  Date of maturity 2020 2019

. £ £

Bank loan GBP 7.6% 31 August 2020 16,667 116,667

Finance agreements GBP 4.1% 31 May 2021 108,778 200,820
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21 Lease liabilities

2020

£

Opening lease liability recognised on adoption of IFRS 16 (1 June 2019) 839,631
New leases entered into during the year 1,528,867
Payments made during the year (224,514)
Total lease liabilities at 31 May 2020 2,143,984
Lease liabilities payable in less than a year 792,777
Lease liabilities payable in more than a year 1,351,207
Total lease liabilities at 31 May 2020 ) 2,143,984

The Company adopted IFRS 16 using the simplified approach effective from 1 June 2019 and has recognised a lease liability at |
June 2019 for leases previously classified as operating leases using IAS 17. The Company has measured lease liabilities at the
present value of the remaining lease payments, discounted using the Company’s incremental borrowing rate at the date of initial
application.

Reconciliation of TAS 17 to IFRS 16

The table below reconciles the total operating lease commitments disclosed in the prior year under IAS 17 to the opening lease
liability recorded on the balance sheet on transition to IFRS 16 on | June 2019.

£
IAS 17 operating lease commitments based on gross cash flows 1,187,500
Discounted using an incremental borrowing rate of 7% (347,869)
IFRS 16 lease liability as at 1 June 2019 839,631

22 Called up share capital

Allotted, called up and fully paid

2020 2019
£ £
6,814,012 (2019: 6,814,012) ordinary shares of 1p each 68,140 68,140
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23 Capital commitments

2020 2019
£ £
Capital.expenditure contracted but not provided for in financial statements 5,193 129,891

24 Operating leases

As explained in note 21 the company adopted IFRS 16 ‘Leases’ on | June 2019 and now recognises all applicable
lease arrangements on the balance sheet. Under IAS 17 the non-cancellable operating leases entered into by the
company at 31 May 2019 were payable as follows:

Land and
buildings
2019
} £

Operating leases which expire:
Less than one year 114,583
Within two to five years 489,583
After more than five years : 583,334
Total operating lease commitment at 31 May 2019 1,187,500

The Company leases a facility at Netpark in Sedgefield, County Durham where the business operates.

25 Ultimate parent undertaking
The Company’s ultimate parent undertaking is Filtronic pic, a company registered in England and Wales.

The largest and smallest group of undertakings for which the group financial statements are drawn up of which the
Company is a member is Filtronic plc.

Copies of the financial statements of Filtronic plc, which include the Company, can be obtained from Filtronic plc,
Filtronic House, Unit 3, Airport West, Yeadon, West Yorkshire, LS19 7ZA.
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