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ETHERSTACK LIMITED

DIRECTORS' REPORT

The directors present their annual report and the audited financial statements for the year ended 31 December 2010,

PRINCIPAL ACTIVITIES
The principal activity of the Group throughout the year was wireless software development sales.

REVIEW OF THE BUSINESS AND FUTURE PROSPECTS

During the year the Etherstack Group completed the delivery of integrated wireless products for a major US group
which contributed significantly to tumover, however the fulfilment of this contract also significantly increased the
cost base of the Group. This was a significant event for the Group as this particular product delivery was the first
of an Ethersteck integrated wireless product which the Group has further orders for fulfilment in 2011, Delivery
was achieved against a background of challenging technical specifications. Whilst this delivery has not been
without difficulties, which have been overcome, this has been a positive experience for the Group and one we
hope to build on in future years.

Principally, s a result of this product delivery and the impact it has had on the businesses the group’s operations
were restructured.  Recognising the different elements that now comprise the Group's core competencies, the
Group, whilst maintaining itz offices in London, Reading, New York, Harcelona, Sydney, Yokeohama and,
Southern California is now arranged and organised around its technical competencies in Protocols, Networks, RF
products and prototype design.

Towards the end of 2010, the Group entered into a further marquee contract with a leading intemational radio
manufacturer. This non-cxclusive contract, will be further implemented during 2011 and will provide significant
distribution opportunities for certain of the Group’s products in major international markets over the coming three
— five years, and is 2 major development in the Group®s expansion.

The primary KPI for the Group continues 1o be revenue; this is monitored closely. Current period consolidated
revenue totalled ($°000) $17,193 (2009: $7,828), representing an increase of 120% on 2009.

The rapid increase in turnover has not been without difficulties but s we leave another profitable year behind, we
are excited by the number of new opportunities for the various commercial areas of our business.

Dwuring 2010, we were zble to unlock retained earnings within the Group and paid an inlenm dividend, made
available from cash reserves, of 32 per ordinary share to those on the share register at 14 Jupe 2010. Our financial
position remains strong at 31 December 2010; the consolidated balance sheet had overall net assets of {57000)
54,425 (2009: 85,953), ner current assets totalled (87000) $2,543 (2009: $4,632) which included cash reserves at
the balanee sheet date of (57000) 51,724 (2009: $369).

Our objective for the coming year ahead is to continue to further expand our product base, therefore we have been
developing new Intellectual Property (*IP') which will be included in products in 2011. Successfully complete
ongoing projects; and further develop and expand our long term customer relationships. Where possible we will
alsa consider opportunities which arise from possible acquisitions and furthering partner product sales channels.

FINANCIAL RISK MANAGEMENT AND POLICIES
The Group’s activities expose it to a number of financial risks including exchange rate risk and credit rizk.

Exchange rate risk

The Group has a mixture of contracts for products in various currencies and reports its financial statements in USS.
Management reviews the Group's exposure to currency rate movements on a regular basis and where applicable
may us¢ financial instruments to hedge the Group’s exposure to such risks.

Credir risk

The Group's credit risk is primarily atributable to its trade receivables. The amounts presented in the balance sheet
are ret of allowances for doubtful receivables. Although the group has a small number of customers which
inherently increases eredit risk, these customers are large inlernalional business and are individually financially
credit worthy, therefore helping to reduce the exposure to credit risk.

UNDERLYING CURRENCY FOR FINANCIAL STATEMENTS

Whilst the Group is domiciled in the United Kingdom, revenue contracts are invoiced principally in USS; as such
this is the functional and presentational currency. The Group has offices in the United Kingdom, Europe, Australia,
Jzpan and the USA, cach operating different local currencies with the individual subsidiaries adopting the local
currency as their functional currency.,



ETHERSTACK LIMITED
DIRECTORS' REPORT (CONTINUED)

DISABLED EMPLOYEES

The Group gives full consideration to applications for employment from disabled persons where the requirements of
the job can be adequarely fulfilled by a handicapped or diszbled person. Where existing employess become disabled,
it is the Group's policy wherever practicable to provide continuing employment under normal terms and conditions
and to provide taining and career development and promotion to disabled employees where appropriate.

DIVIDEND
The directors do not recommend the payment of an additional final dividend for the vear ending 31 December 2010.
An interim dividend of 52 per share was paid on 14 July 2010 to sharcholders registered on 14 June 20010 {2009:

Snil).

GOING CONCERN

The Group's husiness activitics. together with the factors likely to affent its future development, performance and
position, are set out in the directors’ report above. The current economic conditions craate uncerainty over the level
of demand for the Group’s services and the availability of linance through banking facilities.

The Group has considerable financial resources with strong net assets and current assels as noled in the prineipal
activity and review of business. As a consequence, the directors believe that the Group is well placed 1o manage irs
business risks successfully despite the current uncertain economic outlook.

After making enguiries, the directors have a reasonable expectation that the Group has adequate resources to
continue in operational existence for the foreseeahle future. According'y, we continue o adept the going concem
basis in preparing the annual report and accounts.

The directars present their annual report and the audited financial statemants for the year ended 31 December 2010.

DIRECTORS
The directors who served throughout the peried and to the date of signing of this report are noted on page 1.

AUIMTOR

Each of the persons who is a director at the date of approval of this repon confirms that:

. so far as the directer is aware, there is no relevant zudit informarion of which the Group auditer is unaware:
and

. the director has taken all the steps that he ought to have taken as a director in order 10 make himself aware of
any relevant audit information and to establish that the Group auditor is aware of thar information.

This confirmation is given and should be interpreted in accordance with the provisions of 5418 of the Companies
Act 2006,

Deloitte LLP have expressed their willingness to continue in office a< auditor and a resolution to reappoint them will
be proposed at the forthcoming Annual General Meeting,

By Order of the Board

Fur=an @

Paul Bames FOCA
Director
13 May 2011

Lad



ETHERSTACK LIMITED

STATEMENT OF DIRECTORS' RESPONSIBILITIES

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

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors decided to preparc the group financial statements in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the European Union and Article 4 of the IAS Regulation and have also chosen to
prepare the parent company financial statements under IFRSs as adopted by the EU. Under company law the
directors must not approve the accounts 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 these financial
statements, International Accounting Standard 1 requires that directors:

properly select and apply accounting policies;
present information, including accounting policies, in a manner that provides relevant, reliable, comparable
and understandable information;

® provide additional disclosures when compliance with the specific requirements in IFR5s are insufficient to
enable users to understand the impact of particular transacticns, other events and conditions on the entity's
financial position and financial performance: and

. make an assessment of the company’s ability 1o continue as a going concern.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the
Group 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, They 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 irmegularities.

Responsibility statement
We confirm that to the best of our knowledge:

. the fimancial statements, prepared in accordance with International Financial Repornting Standards, give a true
and fair view of the assets, liahilities, financial position and profit or loss of the company and the
undertakings included in the consolidation taken as a whole; and

. the management report, which is incorporated into the directors' report, includes a fair review of the
development and performance of the husiness and the pasitior. of the company and the undertakings included
1; th;a, consalidation taken as a whole, together with a description of the principal risks and uncertaintics that
they face,

By order of the Board

TAlEoks
Chief Financial Officer
P'aul Martin Barnes
13 May 2011



INDEPENDENT AUDITOR REPORT TO THE MEMBERS OF
ETHERSTACK LIMITED

We have audited the financial statements of Etherstack Limited for the year ended 31 December 2010 which comprise
the Consolidated [ncome Statement, Consalidsied Stalements of Compiehensive Incame, the Consolidated and
Company Balance Sheets, the Comsalidaied and Company Cash Flow Stalements, the Consolidated and Company
Staternents of Changes in Equity and the related notes 1 10 29, The financial reporting framework that kas been
appiied in their preparation s applicable law and International Financial Reporting Slandards (IFRSs) as adopted by
the European Lmign,

This report is made solcly to the company's memhers, as g body, in accordance with Chapler 3 of Part 16 of the
Companics Act 2006, Our audit work has been uncertaken 50 that we might state to the Company™s members those
Mmatlers we are required to stetc to them in an suditors’ report and for no other purpase. To the fullest extent permitted
By law, we da not accopt o wsume responsibility to anyone other tran the company and the Company’s members 3 a
bady, for cur audit work, for this repart, or for the opinicns we have formed.

Respective responsibilities of directors and auditor

Ns explained more fully in the Direciore? Respomsibilities Statement, the direciors are responsible for the preparation
of the financzl statements and for being satisfied that they give a true and fzir view. OQur responsibility is 1o audit and
©Xpress an opinion on the financial stalsments in sccordance with applicable law and lnternetional Standards on
Auditing (UK ang Ireland). Those standards require us to comply with the Auditing Practices Board's (APB=)
Ethical Standards for Auditors,

Seope of the audit of the financial statements

An audit involves obtaining evidence ahout the amounts and discdosures in the financial staiements sufficient 1o give
reasonable sssurance that the financial statements arc free from material misstalement, whether caused by faied or
emor. This includes an assessiment of: whether the accounting policies arc eppropriate to the Growp's and the Parcnt
company's circumstances and have been consistenlly applied and adequately disclosed; the reasonableness of
significant accounting estimates made by the dircciors; and the overall presentation of the financial statements. In
addition, we reed ali the financial and non-financial information in the anoual report to identify material
Inconsistencies with the audited financial statements. If we become aware of any apparent material misstatements or
inconsistencies we consider the implications for our report

Opinion on fisnncial statements

In our opinion:
. the firancial stalements give a trus 2nd fair view of the siate of the Group™s end the Parent Company's
alfairs as a1 31 December 2010 and of the Group's profil for the year then ended;
. the financial statemants have been properly prepased in sccordance with IFRSs as adopted by the Evropean
LUnian; and
. and the financial statements have been prepared in zccordance with the requirements of the Companies Act
2006.

Opinion on ether malter prescribed by the Companies Act 20046

In our opinion the Information given in the directors” report for the financial year for which the financial statemente
are prepared is consisient with the financial Elatements,

Matiers on which we are required to report by exception

We have nothing to report in respect of the fallowing matters where the Companies Act 2005 requires us Lo repan 1o
you i in our opinion;

- adequane accounting records have net heen kept by the parent company, ar returns adeguate for our audit
have not been reccived from branches not visited by us; or
the parent company financial saremenls arc not in sgreement with the accounting records and refurne: or
cerizin disclosures of directors® remunerstian specified by law are nat made: or
we have not received ail the information ang cxplanations we require for cur sudil.

& s Gt

Gregory Culshaw {Senifor Stetutory Auditor)
for and on behalfof Delojre LLP

Chartered Accountants and Statutery Auditor
Feading, Uniled Kingdom

13 May 2011



ETHERSTACK LIMITED

CONSOLIDATED INCOME STATEMENT
Year Ended 31 December 2010

Note
REVENUE 4
Cost of sales
GROSS PROFIT
Foreign exchange (lossas)/rains
Other administrative expenses
Total administrative expenscs
OPERATING PROFIT
Investment revenues 10
Finance costs R
PROFIT BEFORE TAX i}
Tax 12
FROFIT FOR THE PERIOD 20

All results derive from continuing operations.

31 December 31 December

2010 2000
$'000 7000
17,193 7,828
(7.997) (451)
9,196 7,377
(41) 762
(7,797) (6,761)
(7,838) (5,999)
1,358 1,378
= 8
(28) -
1,332 1,386
(275) (184)
1,057 1,202




ETHERSTACK LIMITED

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Year Ended 31 December 2010

Nuole
PROFIT FOR THE PERIOI
Exchange differences on translation of fareign
operations 20

TOTAL COMPREHENSIVE INCOME FOR
THE YEAR

31 December 31 December

2010 2009
57000 57000
1.057 1.202

(296) (401)

761 201




ETHERSTACK LIMITED

CONSOLIDATED BALANCE SHEET

At 31 December 2010

Note
NON-CURRENT ASSETS
Intangible assets 13
Property, plant and equipment 15
CURRENT ASSETS
Inventories 16
Trade and other receivables 17
Cash and bank halances
TOTAL ASSETS
CURRENT LIABILITIES
Trade and other payables 13
Current tax liabililies
TOTAL LIABILTTIES
NET CURRENT ASSETS
NET ASSETS
EQUITY
Share capital 19
Share premium account 20
Own shares 21
Merger reserve 20
Share based payment reserve 24
Betained earnings 20
TOTAL EQUITY

2010 2009
$'000 5000
1,502 936
380 386
1,882 1322
735 83
2,716 6,056
1,724 369
5,175 6,508
7,057 7,830
2,421 1,697
211 179
2,632 1,876
2,543 4,632
4,425 5,953
222 222
2,799 2,799
(124) {62)
(191) (191)
49 47
1.670 3,138
4,425 5.953

The financial statements of Etherstack Limited {company registrarion number 05676080) were approved by the

Board of Directors on 13 May 2011,
Signed on behalf of the Board of Directors

TFNU2ANG=

Paul Bames FCCA
Director



ETHERSTACK LIMITED

COMPANY BALANCE SHEET
At 31 December 2010

Mote
NON-CURRENT ASSETS
Intangible assets 13
Property, plant and equipment 15
Investiments 14
CURRENT ASSETS
Inventories
Trade and other receivahles 17

Cash and bank balances

TOTAL ASSETS

CURRENT LIABILITIES

Trade and other payables 18
Current tax liahilities

TOTAL LIARBILITIES

NET CURRENT ASSETS

NET ASKETS

EQUITY

Share capital 9
Share premium account 20
O shares 31
Share-based payment 24
Ruetained carnings 20

TOTAL EQUITY

2010 2009
57000 5000
232 358
27 278
159 164
867 300
627 -
4151 3.877
B3R 113
5,636 3992
6.503 4792
2,173 647
163 256
2.344 953
3,292 3039
4.159 3838
222 222
2,799 2,799
(124) (62)
49 47
1,213 833
4,159 3.839

The financial statements of Etherstack Limited (company registration number 05676080) were approved by the

Board of Directors on 13 May 2011,
Signed on behalf of the Board of Directors

TFoE @

Paul Bames FCCA
Diirector



ETHERSTACK LIMITED

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
At 31 December 2010

Share Share Own Merger Share Retained Total
Capital Premium Shares  Reserve Based Earnings Equiry
Acecount Fayment
57000 5000 57000 5000 5000 5'000 5000
Balance at 1 Janoary 215 2,806 - {191) 30 2,337 5,197
2009
Profit for the year - - - - - 1.202 1,202
Other comprehensive
income for the peried € - - - - (401) {401)
Total comprehensive
income for the year - - - - - g01 201
Issue of ordinary shares 7 - - - - - 7
Shares acquired in the - . {62} - = . {62}
period
Decrease in share = (7} - - - = 7}
premium
Share based payment - - - - 17 - 17
charge
Balance at 31
December 2009 222 2,799 (62) (191) 47 3,138 5,953
Profit for the year - - - - - 1,057 1,057
Other comprehensive (296) (295)
income for the period - - - - -
Total comprehensive 761 76l
income for the vear - - - -
Issue of ordinary shares - 5 £ i =
Orwm shares acquired in - (62) - - - (62)
the period
Internm Dhvidend - - - - (2.,229) {2,279)
(52 per share)
Share based payment - - - - 2 - 2
charge
Balance ar 31 222 2,799 {124) {191) 49 1,670 4,425
December 2010




ETHERSTACK LIMITED

COMPANY STATEMENT OF CHANGES IN EQUITY
At 31 December 2010

Share Share Owan Share Retained Total
Capital  Premium shares Based Earnings Fquity
Account Payment
7000 5000 3000 5000 £000 ST000
Balance at 1 January 2009 215 2808 - 30 (234) 2817
Profit for the year - - - - 1,242 1.242
Other comprehensive income
for the period — exchange - - - - (175) (173)
Zains
Total comprehensive income
for the vear - - - - 1.067 1.067
Tzzue of ardinary shares 7 - - - 7
Chwn shares acquired in the - - (62) - 2] (62
period
Drecrease in share premium . (7) - - (7}
Share based payment charge - - - 17 - 17
Balance at 31 December 2009 222 2,799 (62} 47 R33 3,830
Profir for the vear - - - - 2783 2,723
Other comprehensive income
tor the perind — exchange - - = - (114) (114}
Zains
Total comprehensive income 2.609 2,609
far the vear - = - -
Etherstack Dividend - - = - (2.229) (2.229)
(52 per share)
Own shares acquired in the - - {(62) - - (62)
period
Share based payment charge - - - 2 - 2
Balance al 31 December 2010 222 2.79% (124) 44 .213 4.139




ETHERSTACK LIMITED

CONSOLIDATED AND COMPANY CASH FLOW STATEMENT
Year ended 31 December 2010

Group Group Company Company
2010 2009 2010 2009
Note 51000 5'000 §'000 5000
Net cash from / (used in) operating
activities 22 4,527 {(1,063) 1,134 (1.248)
Investing activities
Interest received - 8 -
Purchases of intangible assets (628) (52) (&4) {EE}
Purchases of property, plant and equipment (167) {324) (133) {237)
Net cash used in investing activitics (793) {368) (217) {263)
Financing activitics
Increase of directors” loans 268 - 414
Dividend receipt - : 1,800
Dividend payment (2,229) - (2,229)
Purchase of own shares (62) - (62) -
Proceads on issuc of ordinary shares - 7 - 7
Net cash (used in)/from financing activilies {2,023) 7 {71 7
Net increase/{decrease) in cash and cash
cquivalents 1,709 (1.424) 540 (1,504)
Cash and cash equivalents at beginning of
vear 369 1,933 115 1,739
I:ffect of foreign exchange rate changes (354) (140) (97) (120}
(Cash and cash equivalenis at end of year 1,724 369 B5R I1s

12



ETHERSTACK LIMITED

NOTES TO THE ACCOUNTS
For the vear ended 31 December 2010

1. GENERAL INFORMATION

Etherstack Limited is a company incorporated in the United Kingdom under the Companies Act 2006, The
address of the repistered office is given on page 1. The nature of the Group’s operations and irs principal
activities are set oul in note 3 and the directors” report.

These financial statements are presented in USS because the Group operates in international markets and the US
Dollar provides the most comparable currency for peer companies. Foreign operations are included in
accordance with the policies set out in note 2.

2. SIGNIFICANT ACCOUNTING POLICIES
Basis of accounting

The financial statemenis have been prepared in aceordance with International Financial Reporting Standards
{(IFRSs). The financial statements have also been prepared in accordance with 1FRSs adopted by the European
Union and therefore the Group financial statements comply with Aricle 4 of the EU 1AS Regulation.

The financial statements have been prepared on the historical cost basiz. Hisworical cost is generally based on
the fair value of the consideration given in exchange for the assets, The prineipal accounting policies adopted
are s21 out helow.

Basis of consolidation

The consolidated financial statcments incorporate the financial statements of the Company and emtines
controlled by the Company (its subsidiaries) made up to 31 December cach vear. Control is achieved where the
Company has the power 1o govern the financial and operating policies of an investes entity so as to obtain
benefits from its activities.

The results of Etherstack Limited (a separate subsidiary company with the same name as the parent) a private
company incorporated in Japan, have been consolidated with effect from 1 January 2009. Reserves at this date
of 564,000 have been included in the Group Income Statement in 2009,

Guoing concern

T'he directors have, at the time of approving the financial statements, a reasonahle expectation that the Company
and the Group have adequate resaurces to continue in operational existence for the foreseeable future, Thus they
continue to adopt the going concern basis of accounting in preparing the financial statements. Funher detail is
contained in the Review of the Rusiness and future prospects within the directors report on page 2.

The current economic conditions create uncertainty over the level of demand for the Group’s services and the
availability of finance through banking facilities.

The Group has considershle financial resources with strong net assets and current assets as noted in the
principal activity and review of business in the directors’ report on page 2. As 2 conseguence, the directors
believe that the Group is well placed 1o manage its business risks successfully despite the curreént uncenain
cconomic oullook.

Revenue Recognition

Revenue is recognised in the Income Statement on an accruals basis and contractual billings are accrued or
deferred as appropriate, exclusive of value added tax. Revenue is denived from operations in the UK. Europe.
Australia, the Far East and the USA. Where conrract completion is ourstanding at the balance sheet dare.
revenue is recognised, where appropriate, by using the percentage of completion method. Percentape of
campletion is based on the percentage of work that has been completed measured through time and cost
incurred and forecast to complete.

In some cases the Group provides warraniies or free maimenance pesiods. The direcrors consider that due 1o the
high degree of pre-delivery testing and the de minimis nature of any meintenance provided in the majority of
cascs there is no significant value or cost in these elements and therefore no revenues are deferred.



ETHERSTACK LIMITED

NOTES TO THE ACCOUNTS (CONTINUED)
For the year ended 31 December 2010

Leasing

Assets held under finance leases are recognised as assets of the Group at their fair value or, if lower, at the
present value of the minimum lease payments, cach determined 2t the inception of the lease. The corresponding
liability to the lessor is included in the balance sheet as a finance lease obligation,

Lease payments are apportioned between finance expenses and reduction of the lease obligation so as to achieve
a constant rate of interest on the remaining balance of the lability. Finance expenses are recognised
immediately in profit or loss, unless they are directly attributable to qualifying assets, in which casc they arc
capitalised in accordance with the Group's general policy on bormowing costs (see below). Contingent rentals
are recognised as expenses in the periods in which they are incurred.

Rentals payable under operating leases are charged to income on a straight-line basis over the term of the
relevant lease, except where another more systematic basis is more representative of the time pattern in which

coconomic benelits from the lease asset are consumed.

In the event that lease incentives are received to enter into opereling leases, such incentives are recognised as a
ligbility. The aggregate benefit of incentives is recognised as a reduction of rental expense on a stmight-line
basis, except where another systematic basis is more representative of the time pattern in which economic
benefits from the leased asset are consumed,

Foreign currencies

The individual financial statements of each group company are presented in the currency of the pnimary
economic environment in which it operates (its functional currency). The Group have subsidiaries in the United
Kingdom, Europe, Australia, Japan and the USA, each operating in its local functional currencies. For the
purpose of the consolidated financial statements, the results and financial position of each group company are
expressed in USS, which is the presentation currency of the consolidated financial statements and for the
company. The resulis of the Parent Company are also presented in USS

In preparing the financial statements of the individual companics, transactions in currencies other than the
entity’s functional currency (foreign currencies) are recognised at the rates of exchange prevailing on the dates
of the transactions. At each balance sheet date, monetary assets and liabilities that are denominated in foreign
currencics arc retranslated st the rates prevailing et that date. Non-monetary items carried at fair value that are
denominated in foreign currencies are translated at the rates prevailing at the date when the fair value was
determined. Non-monetary items that are measured in terms of historical cost in a foreign currency are not
retranslated.

Exchange differences are recognised in profit or loss in the period in which they arise. For the purpose of
presenting consolidated financial statemems, the assets and lizbilites of the Group’s foreign operations are
translated &t exchange rates prevailing on the balance sheet date. Income and expense ilems are translated at the
average exchanpe rates for the period, unless exchange rates fluctuate significantly during that period, in which
case the exchange rates at the date of transactions are used. Exchange differences arising, if any, are recognised
in other comprehensive income and accumulated in equity {anributed 1o minonty interesis as appropriate).

Retirement benefit costs

Payments to defined contribution retirement benefit schemes are charped as an expense as they fall due.
Payments made to State-managed retirement benefit schemes are dealt with as payments to defined contribution
schemes where the Group’s obligations under the schemes are cquivalent to those arising in a defined
contribution retirement benefit scheme,

Taxation

The tax currently payable is based on taxable profit for the year. Taxeble profit differs from net profit as
reported in the income statement beeause it excludes items of income or expense that are axable or deductible
in other years and it further excludes items that are never taxable or deductible. The Group™s liability for current
tax is calculated using tax rates that have been enacted or substantively enacted by the balance sheet date.

14



ETHERSTACK LIMITED

NOTES TO THE ACCOUNTS (CONTINUED)
For the vear ended 31 December 2010

Deferred tax is the tax expected to be payable or recoverable on differences berween the carrying amounts of
assets and liabilities in the finaneial statements and the comesponding tax bases used in the computation of
taxahle profit, and is accounted for using the balance sheet ligbility method. Deferred tax liabilities are
generally recognised for all taxable temporary differences and deferred 1ax assets are recognised to the extent
that it is probable that taxable profits will be available against which deductible temporary differences can be
utilised. Such assets and liahilities are not recognised il the temporary difference arises from the initial
recognition of goodwill or from the initial recognition (other than in a business combination) of other assets and
liabilities in a transaction that affects neither the taxable profit nor the accounting profit,

Mo deferred tax liabilities have been recognised for taxable temporary differences arising en investments in
subsidiaries and associates, and interests in joint ventures, as the Group is able 1o comrol the reversal of the
temporary difference and it is probable that the temporary difference will not reverse in the foreseeable future,

‘The carrving amount of deferred tax assels is reviewed at each balance sheet date and reduced 10 the extent that
it is no longer probable that sufficient taxable profits will be available 1o allow all or pant of the asset to be
recovered.

Deferred tax is caleulated at the tax rates that are expected to apply in the period when the liability is seltled or
the asset is realised. Deferred tax is charged or credited in the income statement, eacept when it relates to items
charged or credited directly o equity, in which case the deferred tax is also dealt with in equity.

Deferred tax assets and liabilities are offset when there is a legally enforceable rght o offset current tax assets
against current tax liabilities and when they relate to income taxes levied by the same taxation authority and the
Giroup intends to settle its current tax assets and liabilities on a net basis.

Property, plant and equipment

Property. plant and equipment are stated at cost less accumulated depreciation and any recognised impairment
loss. Depreciation is recognised so as to write-off the cost of assets less their residual values over their useful
lives, using the straight-line method, on the lollowing bases:

Leasehold improvements . over 5 years or the length of the lease, whichever is shorter
Compurer equipment - over 3 years
Engineering software - over 5 years
Furniture and equipment - over 3 years

The gain or loss arising on the disposal or retirement of an as<et is determined as the difference herween the
sales proceeds and the carrying amount of the asset and is recognised in income.

Internally-generated intangible assets — research and development expenditure
Expenditure on research activities is recognised as an expense in the period in which it is incurred.

An internally-generated intangible asset ansing from the Group’s soflware development is recognised only if all
of the following conditions are met:

& an asset is created that can be identified (such as software and new processes);
¢ it is probable that the asset created will generate future economic benefits; and
+  the development cost of the asset can be measured reliably.

Imemnally-penerated intangible assets are amorised on a straight-line basis over their wseful lives. Where no
internally-generated intangible asset can be recognised, development expenditure is recagnised as an expense in
the period in which it is incurred.

Impairment of tangible and intangible assets excluding goodwill

At vach balance sheet date, the Group reviews the camying amounts of its tangible and inangible assets 1o
determine whether there is any indication that those assets have suffered an impairment loss. I any such
indication exists, the recoverable amount of the asset 15 estimated in order to determine the extent of the
impairment loss. if any. Where the asset does not generate cash flows that are independent from other assets, the
Giroup estimates the recoverable amoum of the cash-generating unit to which the asser belonzs. An imangible
asset with an indefinite useful life is tested for impairment at least annuzlly and whenever there is an indication
that the as<er may be impaired,
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Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate thar reflects
current market assessments of the time value of money and the risks specific to the asset for which the estimates
of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount,
the carrying amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment
loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in
which casc the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the camying amount of the asset (or cash-generating unit) is
increased to the revised estimate of its recoverable amount, but so that the increased carmying amount does not
exceed the carrying amount that would have been determined had no impairment loss been recognised for the
asset {or cash-generating unit) in prior years. A reversal of an impaimment loss is recognised immediately in
profit or loss, unless the relevant asset is camied at a revalued amount, in which casc the reversal of the
impairment loss is treared as a revaluation increasc.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost comprises direct materials and, where
applicable, direct labour costs and those overheads that have been incurred in bringing the inventories to their
present location and condition. Cost is calculated using the weighted average method. Net realisable valuc
represents the estimated selling price less all estimated costs of completion and costs to be incumred in
marketing, selling and distribution.

Finaneial instruments

Financial assets and financial liabilities are recognised in the Group's Balance Sheet when the Group becomes a
party to the contractual provisions of the instrument.

Trade and receivables, loans and other receivables that have fixed or determinable payments that arc not quoted
in an active market are classified as ‘loans and receivables’. Loans and receivables are measured at amortised

cost using the effective interest rate methed, less any impairment.

The Group does not enter into any denvative transaclions, and does not held any derivative financial
instruments.

Share-hased payments

Equity-settled share-based payments to employees and others providing similar services are measured at the fair
vatlue of the equily instruments at the grant date. The fair value excludes the effect of non market-based vesting
conditions. Details regarding the determination of the fair value of equity-senled share-based transactions are
sct out in note 24,

The fair value determined art the grant date of the equity-senled share-based paymenis is expensed on a straighi-
line basis over the veésting period, based on the Group's estimate of equity instruments that will eventually vest.
At each balance sheet date, the Group revises its estimate of the number of equity instruments expected to vest
25 a result of the effect of non market-based vesting conditions. The impact of the revision of the onginal
estimates, il any, is recognised in profit or loss such that the cumulative expense reflects the revised estimate,
with a corresponding adjustment to the equity-seriled employee benefits reserve.

For cash-settled share-based payments, a liahility is recognised for the goods or services acquired, measured
initially at the fair of the liability. At the Balance Sheet date until the lishility is settled, and at the date of
settlement, the fair value of the liability is remeasured, with any changes in fair value recognised in profit or
lass for the year.

Investments in Subsidaries

Investments are carried at their historic cost, and are reviewed annually impairment. Any impairment losses are
booked in the year that they arise.
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L

CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION
UNCERTAINTY

In the application of the Group’s accounting policies, which are deseribed in note 2, the directors are required 1o
make judgements, estimates and assumptions about the carrying amounts of assets and liabilities that are not
readily apparent from other sources. The estimates and associzted assumptions are based on historical
experience and other factors that are considered to be relevant. Actual results may differ from these estimates.

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

The following are the critical judgements and estimations that the dircctors have made in the process of
applying the Group's accounting policics and that have the most significant effect on the amounrts recognised in
finarcial statements.

Revenue recognirion

The revenue and profit of fixed price contracts is recognised on a percentage of completion basis whea the
outcome of a contract can be estimated reliably. Management makes estimates of the time and cost incurred to
dare as a pereentage of the total cost o be incurred. This invelves forecasting future costs which requires
estimates and judgements. These astimates are continually revised based on changes in the facts relating to gach
contract. Any changes in estimates are reflected in that period.

Estimated impairment of intangible asscts, goodwill and property, plant and equipment

The Group annually tests whether the intangible assets and propeny. plant and equipment have suffered any
impzirment, in accordance with the accounting policy stated in note 2. The recoverable amounts of cash-
generating units have been determined based on value-in-use calculations. The caleulation of value in use is
based on a discounted cash flow. which requires a number of assumptions including furure growth rates,
estimated cash flows and discount rates. The cash flow projections were based on & 12-month forecast and
extrapolations using a terminal growth rate factor in line with long term market growth rates and discounted a1 a
pre-lax weighted average cost of capital of 10.0%.

Income tax and other taxes

The Group is subject to income and other tax in the USA. Japan and other countries. Significant judgement is
required in determining the provision for income and ether taxes. There are many transactions and calculations
for which the ultimate tax determination is uncertain during the ordinary course of business. The Group
recognises liabilities for anticipated tax audit issues hased on estimates of whether additional tax will be due.
Where the final tax outcome of these matiers s different from the amounts that were initially recorded, such
differences will impact the tax provisions in the peried in which such determination is made.

Deferred tax assets are recognised relating 1o tax losses to the extent that it is probable future taxable profits will
arise in that junsdiction,

REVENLE

An analysis of the Group's revenue is as follows:

2010 2009

5000 57000

Technical access & contract fees 17.081 7.700
(irant receipts 112 38
17.193 7.528
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BUSINESS AND GEOGRAPHICAL SEGMENTS

IFRS & requires operating segments to be identified on the basis of internal reporis about components of the
Group that are regularly reviewed by the Managing Director to allocate resources and to assess performance.
The Group is operational in geographical locations includirg the United Kingdom and United States. The
Group operales and reports as one  business segment and is not analysed by management in either separate
functions or geographical regions, as duc to the nature of the work and complexity of the software, there is a
large degree of collaboration across the countries for any given project.

Revenue from external customers by country

2010 2003

3000 §"000

Country of domicile (UK) 16,923 7332
United States of America 252 237
Ohther countries 18 259
17,193 THRIK

Revenues from a single customer amounting to more than 10 percent of 2010 2009
group revenue 5'000 5000
Customer A 12,965 3,214
Customer B - 1.284
12,966 4 49%

Revenues from customers which do not amount to more than 10% of Group revenue in a particular period
are not disclosed.

010 2009
Noo-current assets hy country 5000 SM 000
Country of domicile (UK) 699 636
United States of America &4 64
Other countries 1,119 622
1,882 1,322
PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION
This is shown after charging/(crediting):
AT/ (Brediting) 2010 2009
Group Group
000 5000
Depreciation of property, plant and machinery 169 150
Operating lease costs 314 212
Amortisation of internally generated intangible assets 25 2s
Staff costs (see note &) 4,581 3,791
Loss on disposal of property, plant and equipment (23) 2
Foreign exchange — third party 216 (2635)
Foreign exchange — intercompany (175) {535)
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7. AUDITORS' REMUNERATION

The analysis of auditors' remuneration is as follows:

2010 2009
000 000

Fees pavable to the Company’s auditors for the audit of
the Company's annual accounts 77 85
Total audit fees 77 ]
- Tax sgrvices ® 5
Oither services - 9
Total non-audit fees - 14

B. STAFF COSTS

2010 2010 2009 2009
Group  Company Group  Company
S000 s'000 57000 ST
Wages and salaries 4,449 1,172 3353 1.015
Social scourity costs 432 145 438 327
4881 1,317 3,791 1322
2010 2010 2009 2009
Average wonthly number of persons employed Group  Company Gronp  Company
{including directors) Number Number Number Number
Directors 2 2 4 4
Engineering 43 14 af 20
Management, sales & administrative 8 2 7 2
33 18 57 26
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0. DIRECTORS' REMUNERATION

2010 2009
5000 5000
Emoluments (including pension contributions) 435 334
2010 2009
The number of directors who are: Number Number
Members of 2 money purchase pension scheme 1 2
2010 29
Remuneration of the highest paid director: 5000 £'000
Emoluments 212 172
Company contributions to money purchase schemes - -
232 172
10.  INVESTMENT REVENUE
2010 2009
Group Group
$'000 5000
Bank deposits = 3
11. FINANCE COSTS
2010 2009
Group Group
S'000 5000
Interest on bank overdrafts and loans 26 -
12.  TAX
2010 2009
S'000 S'000
Current 1ax expense;
UK corporation tax and income tax 13 -
Foreign tax 262 184
275 184

Corporation tax is calculated at 28% (200%: 28%;) of the estimzted taxable profit for the year,

Taxation for other jurisdictions is calculated at the rates prevailing in the respective jurisdictions.
20
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The charge for the vear can be reconciled to the profit per the income s1atement as follows:

Profit before tax on continuing operations

Tax at the UK corperation tax rate of 28%%
(2009: 2895)

Tax effect of expenses that are not deductible in
determining taxable profit

Tax effect of income not taxable in determining taxable
prfit

Tax effect of urilisation of tax losses not previously
recognised

Effect of capital allowances in excess of deprecianon

Effect of diffcrence in overseas tax rales

Prier year adjustment

Tax expense and effective lax rate for the year

INTANGIBLE ASSETS

Cost

At 1 Januvary 2009
Additions

Exchange differences

At 31 December 2009

Additions
Fxchange differences

At 31 December 2010
Accumulated amaortisarion
At | January 2010

Charge for the year

Al 31 December 2010

Carrving amount
At 31 December 2010

At 31 December 2009

Year Year Year Year
ended ended ended ended
2010 2010 2009 2009
ST00n % S'000n %o
1,327 E 1.386 -
irz 28 358 28
4 2 4 i
(253) (16] (138) (10}
(33) (11} (76) (3)
10 : & =
147 - - -
275 3 184 13
Group  Company
57000 7000
1.064 374
52 26
(35} (42)
1.061 3R
H28 54
(37) (10
1.652 132
125 -
25 -
130 =
1,502 232
Y36 il
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Imtangible assets comprise internal and external costs incurred on the development of specific products that meet the
criteria under IAS 38 Intangible assets. The amortisation peried for development costs incurred on the Group's
sofltware development is 5 years or over the estimated delivery model, whichever is shorter. Amortisation does not
take place until the asset is fully completed and ready for use. Patents and trademarks are amomnised over their
estimated useful lives, which is on average 5 years. The underlying core IP is being amortised over ten years.

14. INVESTMENTS

Subsidiary undenakings

2010 2009
Grovp  Company Group  Company
5'000 5000 5000 5000
- 159 - 164

The Company’s investments at the balance sheet date in the share capital of other companies include the

following:
Subsidiary undertakings Holding Class of share | Country of incorporation
Etherstack Limited 1% Ordinary British Virgin Isles
Indian Pacific Nederland BY * 100% Ordinary HNetherlands
Etherstack Inc. 100% Ordinary UsA
Ltherstack Proprietary Limited * 100% Ordinary Australia
Etherstack Limited 10:0% Orndinary Japan

* These companies are owned via another Group entity.

All of the companies in the Group develop and sell wireless sofiware producs.
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15.  PROPERTY, PLANT AND EQUIPMENT

Furniture
Leasehold and Enpgineering Computer

Group property  equipment software  equipment Total

5000 00 57000 57000 S0
Cost
At 1 January 2010 89 132 3 464 688
Additions B 10 - 144 167
Idisposals - - - (23) (23
Exchange differences - f - 11 T
At 31 December 2010 o7 148 3 &1 549
Accumulated depreciarion
At 1 January 2010 33 &7 2 177 i
Charge for the year 22 2 1 122 164
Fxchange differences (1) (3] - 5 (1)
At 31 December 2010 56 106 3 304 464
Carrving amount
At 31 December 2010 21 42 ‘ 257 IR0
At 31 December 2000 54 45 287 386

Furniture
Leaschold and Engineering Computer

Company property equipment software  equipment Total

S 000 57000 SO0 S'000 7000
Cost
At 1 January 2010 53 12 - 276 373
Additions - 2 - 131 133
Disposals (23) (23)
Exchange differences (13) (9 - 36 12
At 31 December 2010 40 35 - 420 395
Accumulated depreciation
Ar 1 January 2010 29 22 - ] 95
Charge for the year 5 7 - 88 103
Exchange differences (7} (6) - 3 21
At 31 December 2010 30 3 = 166 919
Carrying amount
At 31 December 2010 10 12 - 254 276
At 31 December 2009 26 20 232 278

Fed
wd
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16.

17.

INVENTORIES
Group  Company Group  Company
2010 2009 2009 2009
§000 §7000 57000 5 000
Finished poods and work in progress 735 627 33 =
TRADE AND OTHER RECEIVABLES
2010 2009
GCroup Company Group  Campany
5000 $'000 5000 000
Trade debtors 739 732 1,298 1,005
Accrucd income from contracts in progress 725 373 2404 1,917
Work in Progress £09 - = =
Orther debtors (43 484 2354 1,749
Amounts owed from group undertakings - 1,562 - (794)
2716 4,151 6,056 3,877

Acecrued income represents unbilled fees and licence income derived from services in progress at the end of
the period.

Trade receivahles disclosed above are classified as loans and receivables and are therefore measured at
amortised cost.

The average credit period taken on sales of goods is 30 days (2009: 51). No interest is charged on the
receivables for the first 30 days from the date of the invoice. Thereafter, the Group reserves its right to charge
interest ar various rates on the outstanding balance. The Group recognises, where appropriate an allowance
for doubtiul debts of 100% against certain receivables over 180 days historical experience has been that
receivables that are past due beyond 180 days they tend not lo be recoverable.

Due to the nature of the Group's business, potential customers tend to be well-funded intemational companies
of high standing and high credit rating. Before sccepting a new customer, the Group asscsses, on an informal
basis, the likely credit risk of the potential customer principally by reference against the complexity and
nature of the project. There are four customers who cach represent more than 3 per cent of the total balance
of trade receivables.

Trade receivables disclosed above {see below for aged analysis) include amounts which are past due at the
reporting date, but against which the Group has not recognised an allowance for doubtful receivables because
there has not been a significant change in credit quality and the amounts are still considercd recoverable. The
Group does not hold any collateral or uther credit enhancements over these balanees nor does it have a legal
nght of offsct against any amounts owed by the Group to the counterparty. The average age of these
receivables is 61 days (2009: 36 days).

Ageing of past due but not impaired receivahles

2010 2009
$'000 $'000
30-60 days 277 154
60-90 days 2 490
Q0-120 days 40 154
Total i19 798
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19.

Mo provision is made for doubtful debt due to the nature and size of contracts and underlying high quality of
customers, The directors consider that the carrying amount of wade and other receivables is approximately

equal to their fair value.

TRADE AND OTHER PAYARLES

2010 2009
Group  Company Group  Company
ST000 000 5000 5000
Trade craditors 1.661 1,533 1,101 513
Other creditors 371 251 244 150
{(ther taxes and social secunty costs 132 (74) 242 (22
Dircctors” loan accounts 376 469 108 iR
2.421 2.179 1.687 697

Trade creditors and accruals principally comprise amounts outstanding for trade purchases and ongoing costs.
The average credit period taken for trade purchases is 32 days (2009: 53). For most suppliers no interest is
charged on the trade payables for the first 45 days from the darte of the invoice. Thereafter, interest is charged
an the ourstanding halances at various interest rates. The Group hes financial risk management policies in
place o ensure that all pavables, unless they are subject to dispute, are paid within the pre-agrecd credit

terms.

The directors consider that the carrying amount of trade pavables approximates to their fair value.

CALLED UI' SHARE CAPITAL

Group

Authorised
Ordinary shares of £0.10 each

Called up, allotted and fully paid
1,117,750 ordinary shares of £0.10 each (2009 —
1,117,750 ardinary shares of £0.10 each)

Company

Authorised
Crrdinary shares of £0.10 each (2009 -
£0.10 cach)

2010 20
Number MNumber
2.300.000 2,500,000
2,500,000 2.500,000
2011 2009
5000 5000

222 222

222 222

2010 2009
Numhber Mumhber
2,500,000 2,500, (D)
2,500, () 2, 50H) K}
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2010 2009
57000 5000
Called up, allotted and fully paid
1,117,750 ordinary shares of £0.10
each (2009; 1,117,750 ordinary
shares of £0.10 each) 222 222
222 222
The Company has one class of ordinary shares which carry no right to fixed income.
RESERYES
Merger Share 'rofit &
Group reserve  Premiom loss
50040 000 5000
At 1 January 2000 (191} 2,793 3,138
Profit for the year - 1,057
Lass arising on translation of operations to preseatational currency - - {296)
Dividend paid in the year - . (2,229}
At 31 December 2010 {191) 2,799 1,670

Share Profit and

Company premivm Laoss
57000 S'000
At 1 January 2010 2,799 K33
Profit for the year - 2,723
Loss ansing on translation of operation 10 presentational currency - (114}
Dividend payable - (2,229)
At 31 December 2010 2,799 1,213

In accordance with s131 of the Companies Act, the ordinary share capital consideration for Etherstack
Limited, a company incorporated in the British Virgin Isles, has been shown at nominal value in the
Company’s Balance Sheet.

OWN SHARES
Own
Shares
§'000
Balance ar 1 January 2010 62
Acquired in the peried 62
Balance at 31 December 2010 124

The own ﬁhar_:r.-'t reserve represents the cost of shares in Etherstack Ltd purchased by the company. The
number of ordinary shares held by the company at 31 December 2010 was 3,033 (2009: 1,400},
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22, NOTES TO THE CASH FLOW STATEMENT

Group Group  Company Company
2010 2009 2010 2009
57000 S0 000 S*00H
Operating profit 1,338 1.378 940 1,310
Adjustments for:
Depreciation of property, plant and cquipment 169 150 103 34
Amortisalion of intangible asset 25 23 .
Loss on disposal of fixed azsers 23 23 -
Forcign exchange (637) - (474)
Uperating cash flows before movements in
working capital 1,575 E96 1,066 570
Increase in invenlories (632) (54) (627) 5
Decrease{increase) in receivables 3,340 (2.817) (274 (1.508)
Increase/{decrease) in payables 436 a12 1.069 (610}
Cash (used) / generated by operations 479 (1.063) 1.234 (1.248)
Income 1axes paid (166) - (1007 -
Interest paid (26) - .
Net cash (used in) / from aperating activiries 4,527 (1.083) 1,134 {1.248)

Cash and cash equivalents comprise cash and short-term bank deposits with an ariginal matrity of three
months or less, net of outstanding bank overdrafts. The carrvicg amount of these assets is approximately

equal to their fair value.

23. OFPERATING LEASE ARRANGEMENTS

Minimum lease payments under operating leases
Hecognised as an expense in the yvear

2010 200049
l.and and l.and and
buildings  buildings

8000 8000

314 212
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At 31 December 2010 the Group had total commitments under non-cancellable operating leases as set out
below:

2010 2009
Land and Land and
buildings  buildings

57000 57000

Operating leases which expire
Within 1 year 3l4 323
In the second to fifth years inclusive E13 2,438
After five years - -
1,127 2,761

SHARE BASED PAYMENTS

The Company has an equity-seltled share option scheme for all employees of the Group. Options are
exercisable at a price equal 1o the average quoted market price of the Company’s shares on the date of grant.
The vesting period is three years. If the oplions remain unexercised after a period of five years from the date
of grant the options expire. Options are forfeited if the employee leaves the Group before the oplions vest.
Details of the share options cutstanding during the vear are as follows.

2010 2009

Weighred Weighted

average AVETARE

Number of exercise  MNumber of exercise

share price share price

aptinns {in £) Options (in £)

Outstanding at beginning of period 23,605 15 32,605 15

Granted during the period 730 - 1,000 25

Forferted duning the period {11,200) - (10,000} 6

Exercised during the period i = = =
Cutstanding at the end of the period 13,135 23,605
Exercisable at the end of the peried 13,135 23,605

No share options were excrcised during the period. The options outstanding at 31 December 2010 had a
weighted average exercise price of £15, and a weighted average remaining contractual life of 3 years. In
2010, optiens were granted on 1 and 25 August 2010 (2009: 1 August 2009). The apgregate of the estimated
fair values of the options granted on thase dates is £1,400 (2009: £85,970). The ageregate of the cstimated
fair values of the oplions granted on those dates is £87, 455, The inputs inta the Black-Scholes model are as
follows:

010
Weighted average share price 25
Weighted average exercise price 25
Expected volatility 50%
Expected life 2 years
Rizk-free rare 2.5%
Expected dividend vields %%
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Expeeted volatility was determined by caleulating the historical volatility of the Group's estimated share
price over the previous 3 years. The expected life used in the model has been adjusted, hased on
Management’s best estimate, for the effects of non-rransferability, exercise restrictions. and behavioral
considerations,

The Group recognized total expenses of $1.449 and $10,980 relating to equity-settled share-hased payment
transactions in 2010 and 2009, respectively.

FINANCIAL INSTRUMENTS

Capital risk management

The Group manages its capital to ensure that it will be able to continue as a going concern while maximizing
the return to stakeholders. The Group has no third party debt and has funded itself through share issues and
cash generation from the business. The capital structure of the Group consists of cash and cash cquivalents
and equity attributable to equity holders of the Parent. comprising issued capital. reserves and retained profits
as disclosed in note 20 and the Statement of Changes in Equity,

Externally impased capital requirement
The Group is not subject to externally imposed capital requirements,

Significaot accounting policies

Details of the significant accounting policies and methods adupted, including the criteria for recognition, the
basis of measurement end the basis on which income and expenses are recoznized, in respect of vach class of
financial asser. financial liability and equity instrument are disclosed in note 2 to the financizl statements.
Categorics of financial instruments

Carrying value

200 2009
57000 S000
Financial assets
Loans and receivables (including cash and cash
equivalenis) 3,106 1.901
Finanecial liabilities
Amortised cost 241 1.687

Financial risk management objectives

The Group’s ¢entral management monitors and manages the financial risks relating 1o the operztions of the
Group through internal risk evaluations which analyse exposurz by degree and magnitude of risks. [hese
risks include market risk, including currency risk. credit risk and liguidity risk.

The Group may use derivative financial instruments to hedge these risk exposures. The Group does not enter
into or trade financial instruments, including derivative financial instruments, for speculative purposes.

Market risk
The Group’s activities expose it primarily to the financial risks of changes in foreign currency exchange rates

and interest rates,

The Group undertakes centain rransactions denominzated in fureign currencies. hence exposures to exchange
rate fluctuations arise. Exchange mle exposures are managed witkin approved policy parameters,
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Credit risk management

Credit risk refers to the risk that a counterparty will default on ils contractual obligations resulting in
financial loss to the Group, The Group has adopted a policy of only dealing with creditworthy counterparties
and obtaining sufficient collateral, where appropriate, as a means of mitigating the risk of financial loss from
defaults. The Group's exposure is continuously monitored.

Trade receivables consist of a number of customers, spread across peopraphical areas. Ongoing credit
evaluation is performed on the financial condition of accounts receivable. The Group does not have any
significant credit risk exposure to any single counterparty or any group of counterparties having similar
characteristics. The Group defines counterparties as having similar characteristics if they are connected
entities.

The credit risk on liquid funds and derivative financial instrumnents is limited because the counterparties are
banks with high credit-ratings assigned by international credit-rating agencies,

Liquidity risk management

Ultimate responsibility for liguidity risk management rests with the board of directors, who have huile an
appropriate liquidity nsk management framework for the management of the Group’s short, medium and
long-term funding and liguidity management requirements. The Group manages liquidity risk hy maimaining
adequate reserves and banking (cash) facilities by continuously monitoring forecast and actual cash flows and
matching the maturity profiles of financial assets and lahilities

RELATED PARTY TRANSACTIONS

Balances and transactions between the Company and its subsidiarics, which are related parties, have been
eliminated on conselidation and are not disclosed in these financial statements.

Trading transactions

During the year, Group Companies entered into the following transactions with related parties who are not
members of the Group:

Purchase of goods and
Sale of goods services
2010 2009 2010 2009
£000 £000 £1000 £1000
Auria Wireless Pty Limited - - 235 lal
Brad Dolphin - - - 71

Mo amounts were outstanding at the Balance Sheet date.

Auria Wircless Pry Limited is a related party of the group because of shareholdings in this entity held by Mr.
David Deacon and Mr, Paul Barnes both directors and sharcholders of the Company.

Purchases of goods to related parties were made at the Group's usual list prices. The amounts vutstanding are
unsecured and will be settled in cash. No guarantees have been given or received. No provisions have been
made for doubtful debis in respect of the amounts owed by related parties.

Amounts repayable by Auna Wircless Pty Limited to Etherstack Piy Limited carry interest at savings deposit
rates on the outstanding loan balances (sce note 25).
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Remuneration of key management personnel

The remuneration of the directors, who are the key management personnel of the Group. is set out below in
agpregate for each of the categories specified in IAS 24 Relared Party Disclosures.

2010 2009

5000 5000

Shon-term emplovee benefits 423 334
Post-cmployment benefits 7 10
Termination benefits - 39
Share-based payments - 3
433 386

Direcrors” transactions

Dividends totalling 51,613,348 (2009: nil) were paid in the year in respect of ordinary shares held by the
Company’s directors,

27, LOANSTO RELATED PARTIES
2010 2009
sTaon ST000
Auria Wireless Pty Limited 21 19

The Group has provided its associates with short-term loans at rates comparable to the averuge commercial
rate of interest (see note 24).

Transzactions with directors during the period are as follows:

Mr. David Deacon. a director of the company, is also a director of Auria Wireless Pty. Limited, a private
company incorporated in Australia. During the year under review, goods and services amounting to $234,332
(2009: $160,791) were passed and settled through a Group subsidiary undentaking.

Mr. David Deacon and Mr. Paul Bames, directors of the Company. are beneficial shareholders in Brixlam
Trading Company, a private company incorporated in Cyprus. During the vear under review, goods and
services supplied at arm’s length totaling Snil (2009: 5310.811) were passed and settled.

Mr. Paul Bames, a director of the Company, is owed 313,586 by the Group at 31 December 2010 (31
December 2009: 58,555).

Mr. David Deacon. a director of the Company, is owed 5362051 by the Group at 31 December 2010 (31

December 2009: §99.720). During the year the debt owed by Brewhag Limited of 363,280 was transferred 1o
Mr Deacons account.
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ETHERSTACK LIMITED

NOTES TO THE ACCOUNTS (CONTINUED)
For the year ended 31 December 2010

28.

29.

CONTINGENT LIABILITIES

In common with other companies that hold intellectual property rights, from time to time, Ftherstack receive,
challenges to their rights from third parties. In the current financial year the company bas received a legal
challenge form a individual claiming partial rights over [P currently used by the Group and hence the related
rovalties and other income, The Directors believe this claim to be baseless and hence have not provided for

any lizbility in the accounts.

ULTIMATE CONTROLLING PARTY
The Ultimate Controlling party is Mr David Deacon. The Group has no immediate parent company.

32



