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REPORT ON DIRECTORS’ REMUNERATION

Introduction

The members of the Group’s remuneration Committee
are Rodney Westhead, Larry Wilson and Hans Gunnar
Folkesson.

The Remuneration Committee is responsible for
considering and making recommendations to the Board
on:

• The Company’s general policy on executive and
senior management remuneration.

• The specific remuneration packages for executive
directors of the Company, including basic salary,
performance-based incentives, pensions and other
benefits; and

• The design and operation of the Company’s share
schemes.

The remuneration of each executive director is
determined on behalf of the Board by the Remuneration
Committee. The remuneration of the non-executive
directors is determined by the executive directors.

Remuneration Policy
Remuneration packages aim to attract, retain and
motivate high calibre managers and reward individual
performance. On appointment and periodically thereafter
the Committee benchmarks the executive remuneration
packages against appropriate comparators. The reward
structure comprises the following elements:

Basic Salary and Benefits
In accordance with the remuneration policy outlined
above, the salaries of the executive directors are
reviewed annually. Consideration is also taken of an
executive director’s experience, responsibilities and
performance. Performance is assessed both from an
individual and business perspective. 

Benefits in kind comprise of private medical insurance
benefits for John Pettitt and Peter Rowse. Cash in lieu of
a benefit in kind is in respect of a car allowance for both
John Pettitt and Peter Rowse.

Pensions
The Company does not have a contributory pension
scheme. All pension payments are paid directly into the
directors’ personal pension plans.

Fees
The fees of the non-executive directors are determined
by the executive directors.

Performance Related Bonus
This is based on a fixed formula which is determined at
the beginning of each financial year by the Remuneration
Committee. The formula measures specified personal
objectives and measures the Group’s performance to
specified targets principally relating to earnings before
interest and tax. The amount of bonus is dependent on
the level of performance achieved. John Pettitt was
awarded £30,000 and Peter Rowse was awarded
£15,000.

Share Option Schemes
Clean Air Power Ltd has operated Share Option
Schemes since February 2006 under which executive
directors, managers and staff of the Company are
granted options over shares in Clean Air Power Ltd at
prevailing market prices at the date of the grant.

Under the Executive Share Option Schemes, options are
granted to executive directors and employees at the
discretion of the Remuneration Committee and on the
basis of their performance. Options are granted at the full
market value of the Company’s shares at the time of the
grant and are exercisable between one year and ten
years from the date of the grant. 

Further information on the options issued to the
Executive Directors is detailed below.

At 31 December 2007, the price of the Company’s shares
quoted on the AIM of the London Stock Exchange was
19.75p and the highest and lowest prices during the year
ended 31 December 2007 were 71.50p and 19.75p
respectively.

Service Contracts
The service contract and letters of appointment of the directors include the following terms:

Executive Directors Date of Unexpired Term Notice Period
Contract (months) or Rolling (months)

Contract

John Pettitt 01.08.05 Rolling 12

Peter Rowse 01.01.06 Rolling 6

Non-Executive Directors

Rodney Westhead 11.01.06 * -

Larry Wilson 11.01.06 * -

Hans Folkesson 15.09.06 * -

Ulrich Wöhr 14.09.06 * -

Bernard Lord 04.07.07 * -

* Contracts for service initially for three years with an annual review thereafter.

There are no special provisions for compensation in the event of loss of office.
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REPORT ON DIRECTORS’ REMUNERATION

Directors’ Remuneration
Salary/ Consultancy Annual Benefits Total Total Pension Pension

Fees Bonus 2007 2006 2007 2006
Executive Directors: £ £ £ £ £ £ £ £

John Pettitt 165,000 – 30,000 14,590 209,590 175,448 14,850 14,475

Peter Rowse 102,500 – 15,000 9.898 127,398 101,563 6,150 5,700

Non Executive Directors:

Rodney Westhead 42,000 – – – 42,000 40,923 – –

Hans Folkesson 3,395 29,702 – – 33,097 4,947 – ≠–

Dr Ulrich Wöhr 18,113 – – – 18,113 4,208 – –

Larry Wilson 12,000 – – – 12,000 12,000 – –

Bernard Lord 8,586 – – – 8,586 – – –

(appointed 4 July 2007)

Scott Ungerer – – – – – 9,000 – –

(resigned 26 September 2006)

Wally Hunter – – – – – 9,516 – –
(resigned 16 October 2006)

Total 351,594 29,702 45,000 24,488 450,784 357,605 21,000 20,175

Directors’ Interests
Set out below are the beneficial interests of the directors and their families in the share capital of the Company at the
beginning and end of the year. 

Number of ordinary shares 
Shares Options

31.12.2007 01.01.2007 31.12.2007 01.01.2007
or later or later

appointment appointment

John Pettitt 35,000 10,000 1,441,791 1,441,791

Peter Rowse 5,000 – 241,168 192,239

Rodney Westhead 25,104 5,000 – –

Hans Folkesson 20,000 – – –

Dr Ulrich Wöhr – – – –

Larry Wilson – – – –

Bernard Lord (appointed 4 July 2007) – – – –

Directors’ Interests in the Group’s Share Option Schemes
At 1 Granted At 31 Date of Exercise Date first Expiry

January during the December grant price exercisable date
2007 year 2007

John Pettitt 1,441,791 1,441,791 27 Feb 2006 $0.98 27 Feb 2007 27 Feb 2017

Peter Rowse 48,060 48,060 28 Feb 2006 100p 28 Feb 2007 28 Feb 2017

Peter Rowse 36,045 36,045 28 Feb 2006 100p 1 March 2007 28 Feb 2017

Peter Rowse 36,045 36,045 28 Feb 2006 100p 1 June 2007 28 Feb 2017

Peter Rowse 36,045 36,045 28 Feb 2006 100p 1 September 2007 28 Feb 2017

Peter Rowse 36,044 36,044 28 Feb 2006 100p 1 December 2007 28 Feb 2017

Peter Rowse – 48,929 48,929 13 Apr 2007 28.5p 13 March 2010 13 Mar 2017

Signed on behalf of the board of Directors
Rodney Westhead, April 2008
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Annual Report and the Group financial
statements in accordance with International Financial Reporting Standards (IFRSs) as
adopted by the European Union.
The Directors are required to prepare Group financial statements for each financial year which present fairly the financial
position of the Group and the financial performance and cash flows of the Group for that period. In preparing those Group
financial statements the Directors are required to:

• select suitable accounting policies in accordance with IAS 8: ‘Accounting Policies, Changes in Accounting Estimates
and Errors’ and then apply them consistently;

• 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 IFRSs is insufficient to enable users
to understand the impact of particular transactions, other events and conditions on the Group’s financial position and
financial performance; and

• state that the Group has complied with IFRSs, subject to any material departures disclosed and explained in the
financial statements.

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time
the financial position of the Group. They are also responsible for safeguarding the assets of the Group and hence for
taking reasonable steps for the prevention and detection of fraud and other irregularities.

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

The Company’s shares are listed on the Alternative
Investment Market (AIM) of the London Stock Exchange.
The Company is subject to the AIM Admission Rules of
the London Stock Exchange and is consequently not
required to comply with best practice corporate
governance provisions contained within Section 1 of the
revised Combined Code (July 2003) (“Combined Code”)
appending to the Listing Rules of the Financial Services
Authority. However, the Directors believe good corporate
governance is essential. Having considered the
provisions of the Combined Code, the Directors set out
below the principles of the Combined Code and how the
Company has applied those principles. The current size
of the Company means that full compliance with the
provisions of the Combined Code is not practical or cost
effective. However, in areas where the Board of Directors
believe that the provisions set out in the Combined Code
are paramount to corporate governance, procedures for
compliance have been established.

The Board
The Board of Directors is usually structured such that it
includes a balance of Executive and Non-Executive
Directors. As at 31 December 2007, the Board
compromised one Non–Executive Chairman, four Non-
Executive Directors and two Executive Directors
including the Chief Executive Officer. The Executive
Directors and the Non-Executive Directors bring a wide
range of business expertise to the Board’s discussions
and decision making. The Board of Directors has put in
place an organisational structure with clearly defined
responsibilities and delegation of authority. Biographical
details of all the Directors are set out on page 10 and 11. 

The Board considers that the Non-Executive Chairman
and three of the Non-Executives are independent of
management. One of the Non-Executive Directors provides
consultancy services relating to corporate development for
which he is rewarded on a time spent basis.

The full board meets formally at least four times each
year to consider all matters of significance for the
Company as they arise, as well as matters reserved
specifically for their consideration. These matters include
development of business strategy and policy, the review
and approval of operating budgets and monitoring
business performance against objectives, the approval of
significant financing and capital expenditure
programmes, the approval of interim and annual financial
statements and consideration of matters relating to
internal control. The board is supplied in a timely manner
with all relevant information to assist in the discharge of
its duties.

All the Directors have access to the advice and services of
the Company Secretary who is responsible to the Board
for ensuring that Board procedures are followed and that
applicable rules and regulations are complied with. 

Senior management meet on a regular basis and discuss
all major issues affecting the Company which do not
require Board discussion or approval by other Board
Committees. It is the Company’s policy to appoint
Non-Executive Directors for specified terms, subject to
re-election. All Directors are subject to re-election by
shareholders at the first opportunity after their initial
appointment, and to re-election thereafter in accordance
with the Company’s By-laws. 

Remuneration Committee
The Remuneration Committee seeks to ensure that its
policies on remuneration are such that the Company is
able to attract and retain high calibre executives, and
those executives are rewarded in a way consistent with
the interest of shareholders. Remuneration and incentive
packages are awarded according to the individual’s
performance, experience and responsibility.

The Remuneration Committee comprises three Non-
Executive Directors and is chaired by Mr Rodney
Westhead. The Executive Directors attend meetings of
the Committee by invitation. The Committee meets at
least annually and is responsible for making
recommendations to the Board on the remuneration
policy of the Executive Directors and senior staff, and for
determining salaries, incentive payments and longer term
incentives in the form of share options. Shareholders
would be invited to approve any new long-term incentive
schemes which might give rise to a significant dilution in
their equity. The Remuneration of the Non-Executive
Directors is set by the Executive Directors ensuring that
no Director is responsible for the determination of his
own remuneration.

In determining the level of remuneration, individual
performance and competitiveness within the sector is
considered when setting or reviewing the remuneration
package of Executive Directors. Details of the Directors
emoluments are disclosed at Note 9 to the financial
statements.

Nomination Committee
The Nomination Committee comprises three Non-
Executive Directors and is chaired by Mr Rodney
Westhead. Its role is to ensure that appropriate
procedures are in place for the nomination and selection
of candidates for appointment to the board, having
regard for the balance and the structure of the board. In
appropriate cases, recruitment consultants are used to
assist the process. The Committee also makes
recommendations to the board regarding the re-election
of Directors, succession planning and Board
composition. 

Corporate governance , in general terms, is the way in which a Company is controlled
and directed and, in particular is concerned with the role of the Board of Directors,
how the Board and committees of the Board operate, and accountability within a
Company.
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CORPORATE GOVERNANCE STATEMENTS

Accountability and Audit
All the Directors are equally accountable under the law
for the proper stewardship of the Company’s affairs. The
Board acts in a way which allows all Directors to bring
their independent judgement to bear on issues of
strategy, performance, resources, including key
appointments and standard of conduct.

Audit Committee
The Audit Committee comprises three Non-Executive
Directors and is chaired by Dr Ulrich Wöhr. The
Committee will review the Company’s interim and annual
financial statements before submission to the Board for
approval. The committee will also review regular reports
from management and the external auditors on
accounting and internal control matters. Where
appropriate, the committee will monitor the progress of
action taken in relation to such matters. The audit
committee will also recommend the appointment of and
review the fees of the external auditors.

Internal Control
The Board of Detectors is responsible for ensuring that
the Company maintains an adequate system of risk
management and internal control. Due to the relatively
small size of the Company, the processes it has
employed to identify, evaluate and manage significant
business risk have been informal, and have depended
upon close business involvement of senior management,
including the Executive Directors in all aspects of the
Company’s operations.

The Company maintains an adequate system of risk
management and internal control, and an internal control
environment which, in the opinion of the Directors, is
appropriate for the Company’s size and complexity.
These controls include a budgeting process with an
annual operating budget approved by the Board of
Directors, a comprehensive financial reporting system,
comparing actual results to budget (with variations to
budget being thoroughly investigated with corrective
action taken by the Directors as appropriate), the
provision of monthly management accounts, annual
budgets and forecasts, and operational limits on the
delegation of financial authority.

Full management accounts are normally issued within
twelve working days following the month end. Full
financial forecast updates are produced bi-annually and
the Company reports to shareholders bi-annually.

The Company does not currently have an internal audit
function. The Board believes that this is appropriate
given the current size of the Company. 

Relations with Shareholders
The Company seeks to maintain and enhance its good
relationship with its shareholders. This is achieved
through the provision of interim and annual reports;
through meeting with shareholders and presentations
to them in general meetings and after major
Company announcements; by responses to individual
enquiries; and through the Company’s website,
www.cleanairpower.com. The Annual General Meeting is
the primary opportunity to meet individual shareholders,
to make presentations to them, to encourage their
participation through questions and to talk informally to
them after the formal proceedings. Separate resolutions
are proposed at the Annual General Meeting on each
substantially separate issue. The board is always ready,
where practicable, to enter into dialogue with institutional
and individual shareholders based on mutual
understanding of objectives.

Going Concern
After making enquires, the Directors have a reasonable
expectation that the Group has adequate resources to
continue in operational existence for the foreseeable
future. For this reason, they continue to adopt the going
concern basis in preparing the accounts. 
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CLEAN AIR POWER LIMITED

This report is made solely to the company's members, as
a body. Our audit work has been undertaken so that we
might state to the company's members those matters we
are required under International Standards on Auditing to
state to them in an auditor’s report and for no other
purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the
company and the company's members as a body, for our
audit work, for this report, or for the opinions we have
formed.

Respective responsibilities of directors
and auditors
The directors’ responsibilities for preparing the Annual
Report and the financial statements in accordance with
International Financial Reporting Standards (IFRSs) as
adopted by the European Union are set out in the
Statement of Directors’ Responsibilities.

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

We report to you our opinion as to whether the financial
statements give a true and fair view in accordance with
IFRSs as adopted by the European Union. 

We read other information contained in the Annual Report
and consider whether it is consistent with the audited
financial statements. The other information comprises
only the Highlights, Group Overview, Chairman’s
Statement, Chief Executive’s Review, Business and
Financial Review, Directors’ Report and Corporate
Governance Statements. We consider the implications
for our report if we become aware of any apparent
misstatements or material inconsistencies with the
financial statements. Our responsibilities do not extend to
any other information.

Basis of audit opinion
We conducted our audit in accordance with International
Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board. An audit includes examination,
on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements. It also includes
an assessment of the significant estimates and
judgments made by the directors in the preparation of
the financial statements, and of whether the accounting
policies are appropriate to the group’s and company’s
circumstances, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all
the information and explanations which we considered
necessary in order to provide us with sufficient evidence
to give reasonable assurance that the financial
statements are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming
our opinion we also evaluated the overall adequacy of
the presentation of information in the financial
statements.

Opinion
In our opinion:

• the group financial statements give a true and fair
view, in accordance with IFRSs as adopted by the
European Union, of the state of the group’s affairs as
at 31 December 2007 and of its loss for the year then
ended; and

• the parent company financial statements give a true
and fair view, in accordance with IFRSs as adopted
by the European Union, of the state of the parent
company’s affairs as at 31 December 2007.

Ernst & Young LLP, Manchester, 8 April 2008

We have audited the group and parent company financial statements (the “financial statements”) of Clean Air Power
Limited for the year ended 31 December 2007 which comprise the Consolidated Income Statement, the Consolidated and
Company Balance Sheets, the Consolidated and Company Cash Flow Statements, the Consolidated and Company
Statement of Changes in Equity and the related notes 1 to 29. These financial statements have been prepared under the
accounting policies set out therein.
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CONSOLIDATED INCOME STATEMENT

For the year ended 31 December 2007
Year ended Year ended

Notes 31 December 31 December
2007 2006

£’000 £’000

Revenue 3 4,704 4,072

Cost of Sales (2,677) (2,314)

Gross profit 2,027 1,758

Administrative expenses (4,933) (4,689)

Share-based payments charge 25 (161) (759)

Operating loss (3,067) (3,690)

Reorganisation expenses – (196)

Loss on ordinary activities before net finance revenue and taxation (3,067) (3,886)

Finance revenue 6 171 274

Finance costs 7 (4) (117)

Loss on ordinary activities before taxation (2,900) (3,729)

Tax expense 10 – _

Loss for the financial period (2,900) (3,729)

Basic and diluted loss per share 11 10.8p 14.8p

All items dealt with in arriving at operating loss above relate to continuing operations
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CONSOLIDATED BALANCE SHEET

At 31 December 2007
Notes 31 December 31 December

2007 2006

£’000 £’000

Assets

Non-current assets

Plant and equipment 12 284 116

Intangible assets 13 715 426

999 542

Current assets

Inventories 16 1,488 1,090

Trade and other receivables 17 1,635 1,159

Cash and cash equivalents 18 1,814 5,617

4,937 7,866

TOTAL ASSETS 5.936 8,408

Equity and liabilities

Equity attributable to equity holders of the parent

Ordinary share capital share capital 15 15

Accumulated loss (39,151) (36,412)

Other reserves 33,504 33,410

Share premium 8,982 8,982

Translation reserve 391 476

Total equity 3,741 6,471

Non-current liabilities

Other payables 22 7 –

7 –

Current liabilities

Trade and other payables 20 1,750 1,130

Provisions 21 438 807

2,188 1,937

TOTAL LIABILITIES 2,195 1,937

TOTAL EQUITY AND LIABILITIES 5,936 8,408

The financial statements were approved by the Board of Directors on 8 April 2008 and were signed on its behalf by:

Director
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COMPANY BALANCE SHEET

At 31 December 2007
Notes 31 December 31 December

2007 2006

£’000 £’000

Assets

Non-current assets

Investments 14 320 320

Other financial assets 15 9,361 10,094

9,681 10,414

TOTAL ASSETS 9,681 10,414

Equity and liabilities

Equity attributable to equity holders of the parent

Ordinary share capital 15 15

Share premium 8,982 8,982

Accumulated profit 684 223

Total equity 9,681 9,220

Current liabilities

Trade and other payables 20 – 1,194

– 1,194

TOTAL LIABILITIES – 1,194

TOTAL EQUITY AND LIABILITIES 9,681 10,414

The financial statements were approved by the Board of Directors on 8 April 2008 and were signed on its behalf by:

Director
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CONSOLIDATED CASH FLOW STATEMENT

For the year ended 31 December 2007
Year ended Year ended

Consolidated cash flow statement 31 December 31 December
2007 2006

£’000 £’000

Cash flows from operating activities

Loss before taxation 2,900 (3,729)

Adjustments for:

Net finance income (167) (157)

Depreciation of plant and equipment 55 161

Amortisation of intangibles 311 140

Share-based payments 161 759

Increase in trade and other receivables (334) (496)

Increase/(decrease) in trade and other payables 503 (465)

Increase in inventories (398) (95)

Decrease in provisions (369) (45)

Other non-cash movements 12 6

Net cash outflow from operating activities (3,126) (3,921)

Investing activities

Interest received 171 274

Sale of plant and equipment – 2

Payments to acquire plant and equipment (226) (94)

Payments to acquire intangible assets (600) (535)

Net cash outflow from investing activities (655) (353)

Financing activities

Interest paid (4) (78)

Proceeds from the issue of ordinary share capital – 10,587

Share issue costs – (1,599)

Payment of loan notes – (182)

Net cash (outflow)/inflow from financing activities (4) 8,728

Net (decrease)/increase in cash and cash equivalents (3,785) 4,454

Net foreign exchange differences (18) –

Cash and cash equivalents at 1 January 5,617 1,163

Cash and cash equivalents at 31 December 1,814 5,617



25CLEAN AIR POWER

COMPANY CASH FLOW STATEMENT

For the year ended 31 December 2007
Year ended Year ended

Company cash flow statement 31 December 31 December
2007 2006

£’000 £’000

Cash flows from operating activities

Profit before taxation 461 223

Adjustments for:

Net finance income (457) (320)

Decrease/Increase) in other financial assets 1,194 (10,094)

Increase/(decrease) in payables (1,194) 1,194

Reorganisation costs – 196

Other non-cash movements (4) (187)

Net cash outflow from operating activities – (8,988)

Financing activities

Proceeds from the issue of ordinary share capital – 10,587

Share issue costs – (1,599)

Net cash/inflow from financing activities – (8,988)

Net increase in cash and cash equivalents – –

Cash and cash equivalents 1 January – –

Cash and cash equivalents at 31 December – –
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2007

Issued Share Translation Other Retained Total
capital premium reserve reserves earnings equity

£’000 £’000 £’000 £’000 £’000 £’000

Balance at 1 January 2006 7 – – 26,734 (33,442) (6,701)

Translation movements – – 476 – – 476

Total income and expense for the year recognised – – 476 – – 476
directly in equity

Loss for the year – – – - (3,729) (3,729)

Total income and expense for the year – – 476 - (3,729) (3,253)

Share-based payments – – – – 759 759

On cancellation of shares and loan notes – – – 6,997 – 6,997

On issue of new shares 8 10,581 – (321) – 10,268

Share insurance costs – (1,599) – – – (1,599)

Balance at 31 December 2006 15 8,982 476 33,410 (36,412) 6,471

Translation movements – – (85) – – (85)

Foreign Exchange movements – - – 94 – 94

Total income and expense for the year
recognised directly in equity – – (85) 94 – 9

Loss for the year – – – – (2,900) (2,900)

Total income and expense for the year – – (85) 94 (2,900) (2,891)

Share-based payments – – – – 161 161

Balance at 31 December 2007 15 8,982 391 33,504 (39,151) 3,741
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COMPANY STATEMENT OF CHANGES IN EQUITY

For the year ended 31 December 2007

Issued Share Retained Total
capital premium earnings equity

£’000 £’000 £’000 £’000

Balance at 1 January 2006 7 – – 7

Profit for the year – – 223 223

Total income and expense for the year – – 223 223

On issue of new shares 8 10,581 – 10,589

Share insurance costs – (1,599) – (1,599)

Balance at 31 December 2006 15 8,982 223 9,220

Profit for the year – – 461 461

Balance at 31 December 2007 15 8,982 684 9,681
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1. AUTHORISATION OF FINANCIAL STATEMENTS
AND STATEMENT OF COMPLIANCE WITH IFRSs

The Group and Company financial statements of Clean
Air Power Limited for the year ended 31 December 2007
were authorised for issue by the Board of Directors on 
8 April 2008 and the balance sheets were signed on the
Board’s behalf by Peter Rowse. Clean Air Power Limited
is a public limited company incorporated in Bermuda
whose shares are publicly traded.

The Group and Company’s financial statements have
been prepared in accordance with International Financial
Reporting Standards (IFRSs) as adopted by the EU as
they apply to the financial statements of the Group for
the year ended 31 December 2007. 

Information relating to the reorganisation of the Group on
27 February 2006 can be found in the 31 December 2006
financial statements.

All of the revenue and profits and operating assets relate
to the Group’s principal business activities, being vehicle
conversion sales, sales of components and an emissions
reduction business. Revenue is stated net of value added
tax. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Basis of preparation

The consolidated financial statements have been
prepared on a historical cost basis. 

This is the first year in which the Group has prepared its
financial statements under IFRS and the comparatives
have been restated from UK Generally Accepted
Accounting Practice (UK GAAP) to comply with IFRS.
The Group issued its interim consolidated financial
reports in September 2007 incorporating its interim IFRS
financial statements for 2007 along with the
reconciliations to IFRS from the previously published UK
GAAP financial statements. Reconciliations to IFRS from
the previously published UK GAAP financial statements
can be found in note 29.

The accounting policies that follow set out those policies
that apply in preparing the financial statements for the
year ended 31 December 2007. The company and the
Group have applied the same policies throughout the
year.

The Group and Company financial statements are
presented in Sterling and all values are rounded to the
nearest thousand pounds (£’000) except where
otherwise indicated.

Basis of consolidation

The Group financial statements consolidate the financial
statements of Clean Air Power Limited and its subsidiary
undertakings drawn up to 31 December each year.

Subsidiaries are fully consolidated from the date on which
control is transferred to the Group, and deconsolidated
from the date that control ceases. The financial
statements of subsidiaries used in the preparation of the
consolidated financial statements are prepared for the
same reporting period of the parent Company and are
based on consistent accounting policies. 

Inter-company transactions, balances and unrealised
gains on transactions between Group companies are
eliminated, including unrealised profits or losses.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Changes in accounting policies

The Group has early adopted the following IFRS standard. Adoption of this standard did not have any effect on the
financial performance or position of the Group. The standard did however give rise to additional disclosures including
revisions to accounting policies.

• IFRS 8 Operating Segments

The principle effect of this change is as follows:

IFRS 8 Operating Segments

This standard requires disclosure of information about the Group’s operating segments and replaced the requirement to
determine primary (business) and secondary (geographical) segments of the Group. The Group determined that the
operating segments were the same as the business segments previously identified under IAS 14 Segment Reporting.
Additional disclosures about each of these segments are shown in Note 3, including revised comparative information. 

New standards and interpretations not applied

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

The amendment to IFRS 2 restricts the definition of vesting conditions to include only service conditions (requiring a specified
period of service to be completed) and performance conditions (requiring the other party to achieve a personal goal or
contribute to achieving a corporate target). All other features are not vesting conditions, and whereas a failure to achieve such
a condition was previously regarded as a forfeiture (giving rise to a reversal of amounts previously charged to profit) it must
be reflected in the grant date fair value of the award and treated as a cancellation, which results in either an acceleration of
the expected charge, or a continuation over the remaining vesting period, depending on whether the condition is under
control of the entity or the counterparty. The amendment is mandatory for periods beginning on or after 1 January 2009 and
the Group is currently assessing its impact on the financial statements although it is not expected to be material.

The Group does not anticipate early adopting the revised IFRS 3 and so will apply it prospectively to all business
combinations on or after 1 July 2009. Whilst it is not possible to estimate the outcome of adoption, the key features of the
revised IFRS 3 include a requirement for acquisition-related costs to be expensed and not included in the purchase price;
and for contingent consideration to be recognised at fair value on the acquisition date (with subsequent changes
recognised in the income statement and not as a change to goodwill). The standard also changes the treatment of non-
controlling interests (formerly minority interests) with an option to recognise these at full fair value as at the acquisition date
and a requirement for previously held non-controlling interests to be fair valued as at the date control is obtained, with gains
and losses recognised in the income statement.

IFRS 8: Operating Segments requires disclosure based on information presented to the Board. This is not expected to
change the business segments about which information is given. We do not expect to have customers that individually
account for more than 10% of total revenues.

While the revised IAS 1 will have no impact on the measurement of the Group’s results or net assets it is likely to result in
certain changes in the presentation of the Group’s financial statements from 2009 onwards.

IAS 23 has been revised to require capitalisation of borrowing costs when such costs relate to a qualifying asset. A
qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its intended use. As the Group
already chooses to capitalise such interest there will be no impact on adoption.

International Accounting Standards (IAS/IFRS) Effective date

IFRS 2 Amendment to IFRS 2 Vesting Conditions and Cancellations 1 January 2009

IFRS 3 Business Combinations (revised January 2008) 1 July 2009

IAS 1 Presentation of Financial Statements (revised September 2007) 1 January 2009

IAS 23 Borrowing Costs (revised March 2007) 1 January 2009

IAS 27 Consolidated and Separate Financial Statements (revised January 2008) 1 July 2009

International Financial Reporting Interpretations Committee (IFRIC)

IFRIC 12 Service Concession Arrangements 1 January 2008

IFRIC 13 Customer Loyalty Plans 1 July 2008

IFRIC 14 IAS 19 –The Limit on a Defined Benefit Asset Minimum 1 January 2008
Funding Requirement and their Interaction
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The Directors do not anticipate that the adoption of these
standards and interpretations will have a material impact
on the Group’s financial statements in the period of initial
application.

Plant and Equipment

Plant and equipment is stated at cost less accumulated
depreciation and any impairment in value. Depreciation is
calculated on a straight-line basis over the expected
useful life of the asset using the following rates:

Plant and equipment – 3 - 5 years

The carrying values of plant and equipment are reviewed
for impairment either annually, or when events or
changes in circumstances indicate the carrying value
may not be recoverable (whichever is earlier).

If any such indication exists and where the carrying
values exceed the estimated recoverable amount, the
assets are written down to their recoverable amount.

An item of plant and equipment is derecognised upon
disposal or when no future economic benefits are
expected to arise from the continued use of the asset.
Any gain or loss arising on derecognition of the asset
(calculated as the difference between the net disposal
proceeds and the carrying amount of the item) is
included in the income statement in the year the item is
derecognised.

Residual values and estimated remaining lives are
reviewed annually.

Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost includes all costs incurred in
bringing each product to its present location and
condition on a moving weighted average cost basis. Net
realisable value is the estimated selling price in the
ordinary course of business, less any further costs
expected to be incurred to completion and disposal.

Work in Progress

Work in progress is the cost of direct materials and
labour.

Operating Leases

Payments made under operating leases (net of any
incentives received from the lessor) are charged to the
income statement on a straight-line basis over the period
of the lease.

Foreign Currency

Transactions in foreign currencies are initially recorded in
the functional currency by applying the spot exchange
rate at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies are
retranslated at the functional currency rate of exchange
ruling at the balance sheet date. All differences are taken
to the income statement, except for differences on
monetary assets and liabilities that form part of the
Group’s net investment in a foreign operation. These are
taken directly to equity until the disposal of the net
investment, at which time they are recognised in profit
or loss.

The assets and liabilities of foreign operations are
translated into sterling at the rate of exchange ruling at
the balance sheet date. Income and expenses are
translated at weighted average exchange rates for the
year. The resulting exchange differences are taken
directly to a separate component of equity. On disposal
of a foreign entity, the deferred cumulative amount
recognised in equity relating to that particular foreign
operation is recognised in the income statement.

Non-monetary items that are measured in terms of
historical cost in a foreign currency are translated using
the exchange rates as at the dates of the initial
transactions. Non-monetary items measured at fair value
in a foreign currency are translated using the exchange
rates at the date when the fair value was determined.

Intangible Assets

Research and Development Costs
Research costs are expensed as incurred. An intangible
asset arising from development expenditure on an
individual project is recognised only when the Group can
demonstrate the technical feasibility of completing the
intangible asset so that it will be available for use or sale,
its intention to complete and its ability to use or sell the
asset, how the asset will generate future economic
benefits, the ability of resources to complete and the
availability to measure reliably the expenditure during the
development. Following the initial recognition of the
development expenditure, the cost model is applied
requiring the asset to be carried at cost less any
accumulated amortisation and accumulated impairment
losses. Any expenditure capitalised is amortised over the
period of expected future sales from the related project.

• Development expenditure – 18 months to 5 years.

Computer Software

Computer software is carried at cost less accumulated
amortisation. Computer software has a finite life with no
residual value and is amortised on a straight line basis
over the expected useful life as follows:

• Computer software – 3 years.

The carrying value of intangible assets is reviewed for
impairment whenever events or changes in
circumstances indicate the carrying value may not be
recoverable. In addition, the carrying value of capitalised
development expenditure is reviewed for impairment
annually before being brought into use.

Cash and Cash equivalents
Cash and cash equivalents in the balance sheet comprise
cash at bank and in hand and short-term deposits with an
original maturity date of three months or less.

Investments
Investments in subsidiary undertakings are stated at cost
less any provision for any impairment that the Directors
consider necessary.

Provisions
Provisions are recognised when the Group has a present
legal or constructive obligation and it is probable that an
outflow of economic benefits will be required to settle the
obligation and a reliable estimate can be made of the
amount of the obligation.



31CLEAN AIR POWER

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Deferred Income Taxes

Deferred income tax is provided using the liability
method on temporary differences at the balance sheet
date between the tax bases of assets and liabilities and
their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognised for all
taxable temporary differences, except:

• where the deferred income tax liability arises from the
initial recognition of goodwill or of an asset or liability
in a transaction that is not a business combination
and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss; and

• in respect of taxable temporary differences associated
with investments in subsidiaries, associates and
interests in joint ventures, where the timing of the
reversal of the temporary differences can be
controlled and it is probable that the temporary
differences will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all
deductible temporary differences, carry forward of
unused tax credits and unused tax losses, to the extent
that it is probable that taxable profit will be available
against which the deductible temporary differences, and
the carry forward of unused tax credits and unused tax
losses can be utilised except:

• where the deferred income tax asset relating to the
deductible temporary difference arises from the initial
recognition of an asset or liability in a transaction that
is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor
taxable profit or loss; and

• in respect of deductible temporary differences
associated with investments in subsidiaries,
associates and interests in joint ventures, deferred
income tax assets are recognised only to the extent
that it is probable that the temporary differences will
reverse in the foreseeable future and taxable profit
will be available against which the temporary
differences can be utilised.

The carrying amount of deferred income tax assets is
reviewed at each balance sheet date and reduced to the
extent that it is no longer probable that sufficient taxable
profit will be available to allow all or part of the deferred
income tax asset to be utilised. Unrecognised deferred
income tax assets are reassessed at each balance sheet
date and are recognised to the extent that it has become
probable that future taxable profit will allow the deferred
tax asset to be recovered.

Deferred income tax assets and liabilities are measured
at the tax rates that are expected to apply to the year
when the asset is realised or the liability is settled, based
on tax rates (and tax laws) that have been enacted or
substantively enacted at the balance sheet date.

Deferred income tax relating to items recognised directly
in equity is recognised in equity and not in profit or loss.

Pensions
The Group contributes on behalf of its employees to
individual personal defined contribution plans. The
contributions made by the Group are recognised as an
expense in the period they fall due. 

Share-based Payment Transactions

The cost of equity settled transactions with employees is
measured by reference to the fair value at the date on
which they are granted. The fair value is determined by
an external valuer using an appropriate pricing model. In
valuing equity-settled transactions, no account is taken
of any performance conditions, other than conditions
linked to the price of the shares of the Company (‘market
conditions’), if applicable.

No expense is recognised for awards that do not
ultimately vest, except for awards where vesting is
conditional upon a market condition, which are treated
as vesting irrespective of whether or not the market
condition is satisfied, provided that all other performance
conditions are satisfied.

At each balance sheet date before vesting, the cumulative
expense is calculated, representing the extent to which
the vesting period has expired and management’s best
estimate of the achievement or otherwise of non-market
conditions number of equity instruments that will
ultimately vest or in the case of an instrument subject to
a market condition, be treated as vesting as described
above. The movement in cumulative expense since the
previous balance sheet date is recognised in the income
statement, with a corresponding entry in equity.

Where the terms of an equity-settled award are modified
or a new award is designated as replacing a cancelled or
settled award, the cost based on the original award
terms continues to be recognised over the original
vesting period. In addition, an expense is recognised
over the remainder of the new vesting period for the
incremental fair value of any modification, based on the
difference between the fair value of the original award
and the fair value of the modified award, both as
measured on the date of the modification. No reduction
is recognised if this difference is negative.

Where an equity-settled award is cancelled, it is treated as
if it had vested on the date of cancellation, and any cost not
yet recognised in the income statement for the award is
expensed immediately. Any compensation paid up to the
fair value of the award at the cancellation or settlement
date is deducted from equity, with any excess over fair
value being treated as an expense in the income statement.

Trade and Other Receivables
Trade receivables, which generally have 30 day terms,
are recognised and carried at original invoice amount
less an allowance for any uncollectible amounts. An
estimate for doubtful debts is made when collection of
the full amount is no longer probable, bad debts are
written off when identified.

Interest Bearing Loans and Borrowables
All loans and borrowings are initially recorded at fair
value net of issue costs associated with the borrowing.

Interest bearing bank loans and overdrafts are recorded
at the proceeds received, net of direct issue costs.
Finance charges, including premiums payable on
settlement or redemption and direct issue costs, are
accounted for on an amortised cost basis and charged to
the Income Statement using the effective interest method
and are added to the carrying amount of the instrument
to the extent that they are not settled during the period in
which they arise.
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Trade Payables

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

Financial liabilities and equity instruments

Financial liabilities and equity instruments are all
instruments that are issued by the Group as a means of
raising finance, including shares, loan notes, debentures,
debt instruments and options and warrants that give the
holder the right to subscribe for or obtain financial
liabilities and equity instruments. An equity instrument is
any contract that evidences a residual interest in the
assets of an entity after deducting all of its liabilities. All
equity instruments are included in shareholders’ funds.
The finance costs incurred in respect of an equity
instrument are charged directly to the income statement.
Other instruments are classified as financial liabilities if
they contain a contractual obligation to transfer
economic benefits. 

Borrowing Costs

Borrowing costs are recognised as an expense when
incurred.

Revenue Recognition

Revenue is recognised to the extent that it is probable
that the economic benefits will flow to the Group and the
revenue can be reliably measured. Revenue is measured
at the fair value of the consideration received, excluding
discounts, rebates, VAT and other sales taxes or duty.
The following criteria must also be met before revenue is
recognised.

Sale of Goods

Revenue from the sale of goods is recognised when the
significant risks and rewards of ownership of the goods
have passed to the buyer, usually on despatch of the
goods.

Interest Income

Revenue is recognised as interest accrues using the
effective interest method. The effective interest rate is the
rate that exactly discounts estimated future cash receipts
through the expected life of the financial instrument to its
net carrying amount.

Critical Accounting Policies, Judgements and
Estimates

The preparation of financial statements requires
management to make estimates and assumptions that
effect the amounts reported for assets and liabilities as at
the balance sheet date and the amounts reported for
revenues and expenses during the year.

The nature of estimation means that actual outcomes
could differ from those estimates. Key sources of
estimation uncertainty and critical accounting
judgements are as follows:

Deferred Taxation

In the preparation of the financial statements, the Group
estimates the income taxes in each of the taxing
jurisdictions in which the Group operates as well as any
deferred taxes based on temporary differences.

Deferred tax assets relating to tax loss carry-forwards
and temporary differences are recognised in those cases
when future taxable income is expected to permit the
recovery of those tax assets. Changes in assumptions in
the projections of future taxable income as well as
changes in tax rates could result in significant differences
in the valuation of deferred taxes.

Intangible Assets

Development costs are capitalised in accordance with
the accounting policy. Initial capitalisation of costs is
based on management’s judgement that technology and
economical feasibility is confirmed, usually when project
development has reached a defined milestone. In
determining the amounts to be capitalised management
makes assumptions regarding the expected future cash
generation of the assets, discount rates to be applied
and the expected period of benefits.

Provisions

The Group recognises a provision for liabilities
associated with vehicle and parts warranty. The Group
has made assumptions in relation to historical claims and
the expected cost of claims. In relation to future claims,
the Group has made assumptions based on the warranty
expiry dates and the history of previous claims.

Share-based payments

The estimation of share-based payment costs requires
the selection of an appropriate valuation model,
consideration as to the inputs necessary for the valuation
chosen and the estimation of the number of awards that
will ultimately vest, inputs which arise from judgements
relating to the continuing participation of employees.

3. SEGMENT INFORMATION

Revenue by business segment

For management purposes the Group is organised into
business units based on their products and services, and
has three reportable

Operating segments as follows:

The vehicle conversions segment allows a standard
diesel engine to operate on natural gas without any major
changes to the engine.

The components segment designs and delivers
innovative hydraulic valves and natural gas injector
components for natural gas engines that enable
automotive and truck manufactures to build low-
emission gasoline, natural gas and diesel vehicles that
meet worldwide emissions regulations. 

The emissions reduction segment offers emissions
reduction solutions that reduce regulated engine
emissions by post combustion after-treatment of an
engine’s exhaust gasses.



33CLEAN AIR POWER

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Year ended 31 December 2007 £’000

Vehicle Components Emissions Adjustments and Total
Conversions Reduction eliminations

£’000 £’000 £’000 £’000 £’000

Revenue

Third party 3,039 1,476 189 – 4,704

Inter-segment 986 91 – (1,077) –

Total revenue 4,025 1,567 189 (1,077) 4,704

Results

Depreciation and amortisations (321) (34) (11) – (366)

Segment (loss)/profit (3,139) 85 (260) 414 (2,900)

Assets

Capital expenditure 746 75 5 – 826

Operating assets 4,207 729 143 (142) 4,937

Provisions 421 18 40 (41) 438

Operating liabilities 1,873 280 76 (41) 2,188

1. Inter-segment revenues are eliminated on consolidation.
2. Capital expenditure consists of additions to plant and equipment and intangible assets.
3. Revenue from one customer amounted to £1,270,080 (2006: nil), arising from sales related to the vehicle conversions segment.
4. Adjustments and eliminations relate to consolidation eliminations and Holding Company items. 

Year ended 31 December 2006 £’000

Vehicle Components Emissions Adjustments and Total
Conversions Reduction eliminations

£’000 £’000 £’000 £’000 £’000

Revenue

Third party 1,744 1,427 901 – 4,072

Inter-segment – 86 – (86) –

Total revenue 1,744 1,513 901 (86) 4,072

Results

Depreciation and amortisation (175) (79) (47) – (301)

Segment (loss)/profit (3,215) (433) (472) 391 (3,729)

Assets

Capital expenditure 596 21 12 – 629

Operating assets 6,671 790 428 (23) 7,866

Provisions 739 24 44 – 807

Operating liabilities 1,432 298 207 – 1,937

1. Inter-segment revenues are eliminated on consolidation.
2. Capital expenditure consists of additions to plant and equipment and intangible assets.
3. Adjustments and eliminations relate to consolidation eliminations and Holding Company items.



34 CLEAN AIR POWER

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

3. SEGMENT INFORMATION cont.
Geographical information

Year ended Year ended
31 December 31 December

2007 2006

£’000 £’000

Revenues from external customers

UK 947 537

USA 1,195 2,323

Australia 1,705 674

Rest of Europe 658 529

Rest of World 199 9

4,704 4,072

The revenue is based on the location of the customer.

4. OPERATING LOSS
Loss on ordinary activities before taxation is stated after charging:

Year ended Year ended
31 December 31 December

2007 2006

£’000 £’000

Inventory expensed in the period 2,211 1,725

Depreciation of property, plant and equipment 55 161

Amortisation of capitalised development expenditure 311 140

Gain from disposal of fixed assets – 2

Reorganisation expenses – 196

Foreign exchange differences (18) 43

Operating lease rentals

- Other 56 45

- Land and buildings 324 229

Research and development expensed to income statement 659 668

5. AUDITORS’ REMUNERATION
2007 2006

£’000 £’000

Audit of the financial statements 52 47

Other fees to auditors – other services 41 24

93 71

The 2007 other services relate to the IFRS conversion, interim costs and other technical advice. 2006 other services relate to interim audit costs and other
technical advice.

6. FINANCE REVENUE
2007 2006

£’000 £’000

Bank interest receivable 171 274

7. FINANCE COSTS
2007 2006

£’000 £’000

Other interest payable 4 117

In 2006 other interest payable mainly related to loan notes payable.
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8. EMPLOYEE BENEFITS EXPENSE
The average monthly number of employees of the Group during the period, including executive Directors, was as follows:

Year ended Year ended
31 December 31 December

2007 2006

Number Number

Operational 37 31

Administrative 22 20

59 51

Staff costs for all employees, including executive Directors, consist of:

Year ended Year ended
31 December 31 December

2007 2006

£’000 £’000

Wages and salaries 2,363 2,118

Social security costs 238 210

Other pension costs 102 34

Expense of share-based payments 161 759

2,864 3,121

The Group operates money purchase (defined contribution) pension schemes. The assets of these schemes are held separately from those of the Group in
independently administered funds. The pension cost for the period represents contributions payable by the Group to these funds and amounted to
£100,767 (31 December 2006: £34,000). Unpaid pension costs at the year end amounted to £10,239 (2006: £16,121). 

9. DIRECTORS’ EMOLUMENTS

Year ended Year ended
31 December 31 December

2007 2006

£’000 £’000
Emoluments:

Remuneration for management/non executive services 421 354

Consultancy paid to Non-Executive Director 30 4

Defined contribution pension payments 21 20

472 378

At the year end, there were £3,226 unpaid pension contributions (2006: £12,015).

Year ended Year ended
31 December 31 December

2007 2006

£’000 £’000

Highest paid Director:

Emoluments 210 175

Defined contribution pension payments 15 14

225 189

Pension contributions were made to personal plans of two of the executive Directors (2006: two).

Disclosures of Directors’ remuneration, share options and pension contributions are on pages 15 and 16 within the Remuneration report and form part of
these audited financial statements.
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10. TAXATION

Year ended Year ended
31 December 31 December

Analysis of charge in the year 2007 2006

£’000 £’000

Corporation tax at 30% – –

Adjustment in respect of prior years – –

Deferred tax – –

– –

Reconcilliation of tax charge 2007 2007 2007 2006

£’000 % £’000 %

(Loss) on ordinary activities before tax (2,900) 100 (3,729) 100

Tax at 30% thereon (870) 30 (1,119) 30

Tax effect of expenses that are not deductible 152 (5) 499 (13)
in determining taxable profit

Losses arising in the year not recognised 729 (25) 851 (23)
in deferred tax

Movement in temporary differences not (3) – (164) 4
recognised in deferred tax

Effect of different tax rates of group companies (8) – (67) 2
operating in other jurisdictions

Current tax for the period – – – –

Deferred tax not provided

A deferred tax asset has not been recognised in relation to the following as there is insufficient evidence that the asset will be recovered.

Plant and Tax Short term Total
equipment losses temporary differences

£’000 £’000 £’000 £’000

As at 1 January 2007 57 11,395 1,160 12,612

Current year movement (38) 437 (540) (141)

Prior year movement (1) (185) (43) (229)

Balance at 31 December 2006 18 11,647 577 12,242

At the balance sheet date the Group has an unprovided deferred tax asset in relation to unused tax losses of £11.6m (2006: £11.4m) available to offset
against future profits, no deferred tax asset has been recognised in respect of these losses due to the unpredictability of future profit streams.

At the balance sheet date, the aggregate amount of temporary differences for which deferred tax assets have not been recognised is £0.6m (2006: £1.2m).
No liability has been recognised in respect of these differences because the Group is in a position to control the timing of the reversal of all temporary
differences and it is probable that such differences will not reverse in the foreseeable future. 

Prior year movements mainly relate to adjustments made to tax losses before the submission of tax returns to local tax authorities. 

Unrecognised tax losses carried forward against certain future overseas corporation tax liabilities have the following expiration dates.

2007 2006

£’000 £’000

2006 – 800

2007 900 1,000

2008 – –

2009 600 600

2010 700 800

2011 500 600

2012 and later 35,700 38,900

Available indefinitely 7,700 4,700

Unrecognised tax losses available to carry forward 46,100 47,400

Amount of tax losses recognised in the deferred tax asset – –

Total tax losses available to carry forward 46,100 47,400
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11. LOSS PER SHARE

Basic
Basic loss per share is calculated by dividing net loss for the year attributable to equity holders of the parent by the weighted average number of Common
Shares in issue during the year.

2007 2006

Loss for the period (£’000) (2,900) (3,729)

Weighted average number of shares 26,905,479 25,134,312

Basic and diluted loss per share (10.8p) (14.8p)

The loss for the period and the weighted average number of ordinary shares for calculating the diluted earnings per share for the period to 31 December
2007 are identical to those used for the basic earnings per share. This is because the outstanding share options would have the effect of reducing the loss
per ordinary share and would therefore not be dilutive.

12. PLANT AND EQUIPMENT – GROUP

Plant and Total
equipment

Cost £’000 £’000

At January 1 2006 898 898

Additions 94 94

Disposals (10) (10)

Exchange Differences (103) (103)

At 31 December 2006 879 879

Additions 226 226

Disposals (1) (1)

Exchange Differences (10) (10)

At 31 December 2007 1,094 1,094

Depreciation

At January 1 2006 693 693

Depreciation charge for the year 161 161

Disposals (9) (9)

Exchange Differences (82) (82)

At 31 December 2006 763 763

Charge for the period 55 55

Disposals (1) (1)

Exchange Differences (7) (7)

At 31 December 2007 810 810

Net book value

At 31 December 2007 284 284

At 31 December 2006 116 116

At 1 January 2006 205 205

The carrying value of plant and equipment held under finance leases and hire purchase contracts at 31 December 2007 was £9,900 (2006: nil).
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13. INTANGIBLE ASSETS – GROUP

Capitalised Software Total
development
expenditure

Cost £’000 £’000 £’000

At January 1 2006 – 373 373

Additions 516 19 535

Exchange Differences – (46) (46)

At 31 December 2006 516 346 862

Additions 594 6 600

Exchange Differences – (3) (3)

At 31 December 2007 1,110 349 1,459

Amortisation

At January 1 2006 – 337 337

Charge for the period 108 32 140

Exchange Differences – (41) (41)

At 31 December 2006 108 328 436

Charge for the period 303 8 311

Exchange Differences – (3) (3)

At 31 December 2007 411 333 744

Net book value

At 31 December 2007 699 16 715

At 31 December 2006 408 18 426

At 1 January 2006 – 36 36

Capitalised development expenditure mostly relates to the Groups Dual-Fuel™ products. 

The most important 2007 additions (£249,283) relate to the Engine Management System (EMS) project, the carrying value at the end of the year was
£384,756. The project is still ongoing and therefore related amortisation has not commenced. 

14. INVESTMENTS – COMPANY

Subsidiary
undertaking

Cost and net book value £’000

At 1 January 2007 320

Additions –

At 31 December 2007 320

The following unlisted subsidiary undertakings at the end of the period have all been included in the consolidated accounts.

Name Country of Proportion of voting rights Nature of
Registration and ordinary share capital business

Clean Air Power Limited England and Wales 100% Vehicle Conversions
and Product Support

Clean Air Power Inc USA 100% Vehicle Conversion, Emissions
Reduction and Product Support

Clean Air Power Pty Ltd Australia 100% Vehicle Conversions
and Product Support

15. OTHER FINANCIAL ASSETS (NON-CURRENT) – COMPANY

2007 2006

£’000 £’000

Amounts owed by subsidiary undertakings 9,361 10,094

2007 2006

£’000 £’000

Amounts due from 1 January 2009 with an option to extend this deadline. 9,361 10,094



39

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

CLEAN AIR POWER

16. INVENTORIES – GROUP

2007 2006

£’000 £’000

Raw materials 1,400 902

Work in progress 13 58

Finished goods 75 130

1,488 1,090

There is no significant difference between the replacement value of stock and the amount at which it is stated in the financial statements.
During 2007 the amount of inventories write down is £46,053.

17. TRADE AND OTHER RECEIVABLES (CURRENT) – GROUP

2007 2006
Group Company Group Company

£’000 £’000 £’000 £’000

Trade receivables 1,384 – 946 –

Prepayments and accrued income 232 – 104 –

VAT receivables – – 35 –

Other non-trade receivables 19 – 74 –

1,635 – 1,159 –

Trade receivables are non-interest bearing and are generally on 30 day terms, apart from vehicle conversions which are settled on collection of the vehicle
conversion. 

As at 31 December 2007, trade receivables at nominal value of £63,000 (2006: £88,000) were impaired and fully provided for. Movements in the provision
for impairment of receivables were as follows:

Total

£’000

As at 1 January 2007 88

Charges for the year 5

Unused amounts reversed (30)

As at 31 December 2007 63

As at 31 December, the ageing analysis of trade receivables is as follows:

Total <30 days 30-60 days 61-90 days 91-120 days >120 days

£’000 £’000 £’000 £’000 £’000 £’000

2007 1,384 891 423 70 – –

2006 946 388 524 34 – –

18. CASH AND CASH EQUIVALENTS – GROUP

2007 2006

£’000 £’000

Cash at bank and on hand

Sterling 429 3,281

US Dollar 890 2,336

Australian Dollar 495 –

1,814 5,617

Cash at bank and in hand earns interest at floating rates based on daily bank deposit rates.

19. EQUITY SHARE CAPITAL

2007 2006

£’000 £’000

Authorised

60,000,000 (31 December 2006: 60,000,000 Common Shares of US$0.001) Common Shares of US$0.001 each 34 34

Allotted, called up and fully paid

26,905,479 (31 December 2006: 26,905,479 Common Shares of US$0.001 each) Common Shares of US$0.001each 15 15

15 15
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20. TRADE AND OTHER PAYABLES (CURRENT) – GROUP AND COMPANY

Year ended Year ended
31 December 2007 31 December 2006

Group Company Group Company

£’000 £’000 £’000 £’000

Trade payables 535 – 460 –

Deferred income 172 – – –

Taxation and social security 115 – 40 –

Other payables – – 34 –

Accruals 926 – 596 –

Obligations under finance lease 2 – – –

Amounts owed to subsidiary undertakings – – – 1,194

1,750 – 1,130 1,194

Terms and conditions of the above financial liabilities:
“ Trade payables are non-interest bearing and normally settled on 30 day terms.
” For terms and conditions relating to related parties, refer to Note 26.

21. PROVISIONS – GROUP
Other Engine Total

provisions maintenance
provisions

£’000 £’000 £’000

At 1 January 2007 68 739 807

Additional provisions in year – 131 131

Utilisation of provisions (30) (212) (242)

Unused amounts reversed – (268) (268)

Exchange differences 1 9 10

At 31 December 2007 39 399 438

The engine maintenance provisions relate to warranties given by the Group in respect to products sold. The warranty period in most cases is 12 months or
250,000 miles, whichever comes first. In certain cases, the customer may negotiate a period longer than 12 months. This expenditure arises at different
times over the life of the product and is expected to be fully utilised within one year.

Other provisions relate to provisions for onerous leases and future obligations and are expected to be fully utilised within one year.

Utilisation of provisions mainly in Engine maintenance relate to claims within warranty period.

Unused amounts reversed relate to vehicles which are no longer in warranty.

22. OTHER PAYABLES (NON CURRENT) – GROUP

Year ended Year ended
31 December 2007 31 December 2006

Group Company Group Company

£’000 £’000 £’000 £’000

Obligations under finance lease 7 – – –

23. FINANCIAL INSTRUMENTS

In the normal course of business, the Group uses certain financial instruments including cash, equity rights and various items such as trade debtors and
trade creditors that arise directly from its operations. The main purpose of these instruments is to provide finance for the Group’s operations. The main risks
arising from the Group’s financial instruments are market price risk, liquidity risk, foreign currency risk and interest rate risk. The Group’s policies and
objectives in each of these areas are noted below.

Treasury Policies and Financial Risk
Surplus funds are intended to support the Group and Company’s short-term working capital requirements. These funds are invested through the use of
overnight deposits and the policy is to maximise fixed interest returns as well as provide the flexibility required to fund on-going operations. It is not the
Group’s policy to invest in financial derivatives.

Market Price Risk
The Group’s main exposure to market risk is currency risk due to the different countries it operates in. It constantly monitors these risks by analysing
interest rates and exchange rates in the different markets. 

Liquidity Risk
The Group seeks to manage financial risk, and in particular liquidity risk, ensuring that sufficient liquidity is available to meet foreseeable requirements and
to invest surplus cash in low risk overnight deposits with reputable institutions.

Foreign Currency Risk
Foreign currency is mitigated wherever possible by matching the currency that purchases are made with receipts from debtors denominated in that
currency. The Group hedges its foreign currency position by operating non-sterling currency bank accounts. This policy is regularly reviewed.
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23. FINANCIAL INSTRUMENTS cont.

The table below shows the Group’s currency exposures that give rise to net currency gains and losses recognised in the profit and loss account.

As at 31 December 2007, these currency exposures are as follows:

Functional currency of Group operations Net foreign currency monetary assets

AUS Dollar US Dollar Total

£’000 £’000 £’000

2007

Sterling 495 890 1,385

Total 495 890 1,385

2006

Sterling – 1,965 1,965

Total – 1,965 1,965

Interest Rate Risk
The Group finances its operations through cash reserves and issuance of shares. The interest rate policy depends on economic and market conditions.
Surplus cash deposits are held on overnight deposit with a view to maximising the return on surplus funds. 

Interest rate risk profile of financial assets
The interest rate profile of the interest bearing financial assets (only cash and cash equivalents) of the Group at 31 December 2007 is as follows:

Floating rate Total
financial assets

£’000 £’000

2007

Sterling 429 429

US Dollar 890 890

AUS Dollar 495 495

1,814 1,814

2006

Sterling 3,293 3,293

US Dollar 2,324 2,324

AUS Dollar – –

5,617 5,617

Fair Values of financial instruments
In the opinion of the Directors, the book value of the financial instruments is not materially different from their fair values. The book value of the financial
assets is considered equal to their fair value because of the short maturity period. 

Credit risk
The Group trades only with recognised, creditworthy third parties. It is the Group’s policy that all customers who wish to trade on credit terms are subject to
verification procedures. In addition, receivable balances are monitored on an ongoing basis with the result that the Group’s exposure to bad debts is not
significant. 
Of the total balance of £1,384,000 in trade debtors, 56% relates to one customer, a significant trade debtor in the Australian Company. Based on current
knowledge, the Group is not aware of any financial problems that could impact the Group.

Borrowing facilities
The Group has no borrowing facilities available to it at 31 December 2007 (2006: nil).
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24. COMMITMENTS AND CONTINGENCIES

Operating lease commitments – Group as lessee
The Group has entered into commercial leases on certain properties, motor vehicles and items of equipment. The leases have an average life of between
3 and 5 years. There are no restrictions on the Group by entering into these leases.

Operating leases
The future minimum rentals payable under non-cancellable operating leases at 31 December 2007 are as follows:

2007 2006

£’000 £’000

Land and buildings – Less than 1 year 299 128

– After 1 year but no more than 5 years 655 243

– More than 5 years 289 –

1,243 371

Plant & Machinery – Less than 1 year 29 13

– After 1 year but no more than 5 years 37 21

66 34

Vehicles – Less than 1 year 24 17

– After 1 year but no more than 5 years 30 12

54 29

No operating leases have any escalation clauses or purchase options attached to the lease.

Finance lease and hire purchase commitments
The Group has entered into a hire purchase contract for one item of equipment. Future minimum lease payments under hire purchase contracts together
with the present value of the net minimum lease payments are as follows:

2007 2006
Minimum Present value Minimum Present value
payments of payments payments of payments

£’000 £’000 £’000 £’000

Within one year 3 3 – –

After one year but no more than five years 8 6 – –

Total minimum lease payments 11 9 – –

Less amounts representing finance charges (2) – – –

Present value of minimum lease payments 9 9 – –

25. SHARE-BASED PAYMENTS

The Group operates an Incentive Plan under which employees of the Group are granted options to subscribe for new ordinary shares of the Company.
Options are exercisable at a price equal to the average quoted market price of the Company’s shares at the date of the grant. Options are forfeited if the
employee leaves the Group before the options vest. The contractual life of each option granted is ten years and the vesting conditions relate only to the
service periods of employees (non-market related). The vesting period is between one and three years. There are no market related performance conditions
attached to the options. 

The Group recognised total expenses of £161,211 (2006: £759,137) related to equity-settled share-based payments transactions during the year, of which
£150,413 (2006: £715,077) has been expensed in Clean Air Power Limited UK, £10,545 (2006: £44,060) has been expensed in Clean Air Power Inc and
£253 (2006: £nil) has been expensed in Clean Air Power Pty Ltd.

The fair value of the options is estimated at the grant date using Black-Scholes pricing model, taking into account the terms and conditions upon which the
instruments were granted.

Details of the share options granted during the year and the exercise price of these options are as follows:

Number of Exercise
options price

13 April 2007 236,809 £0.285

13 June 2007 28,900 £0.295

Movements in share options granted post 28 February 2006 and outstanding at the balance sheet date, together with weighted average exercise price were
as follows:

2007 2006
Number of Weighted average Number of Weighted average

shares exercise price (£) shares exercise price (£)

Outstanding at the beginning of the year 2,691,995 0.70 – –

Granted during the year 265,709 0.29 2,908,634 0.73

Forfeited during the year (34,081) 0.95 (216,639) 0.98

Exercised during the year – – – –

Outstanding at the end of the year 2,923,623 0.66 2,691,995 0.70

Exercisable at the end of the year 2,629,057 0.70 – –
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25. SHARE-BASED PAYMENTS cont.

The estimated fair value of the options granted is as follows:

£’000

27 February 2006 821,918

28 February 2006 89,379

23 June 2006 3,440

18 September 2006 1,390

13 April 2007 24,981

13 June 2007 3,092

944,200

The weighted average remaining contractual life for the share options outstanding as at 31 December 2007 is 9.2 years (2006: 10.2 years).

The weighted average fair value of options granted during the year was £0.11 (2006: £0.34). 

The range of exercise prices for options outstanding at the year end was £0.285 - £1.00 (2006: £0.52 - £1.00).

The following table lists inputs to the model used for the years ended 31 December 2007 and 31 December 2006.

2007 2006

Expected volatility (%) 45.00 15.71

Expected life (months) 36 13

Risk free rate (%) 5.39 4.73

Expected dividends Nil Nil

Model used Black-Scholes Black-Scholes

Expected volatility was determined by reference to the volatility of comparable listed companies on the AIM Market. The Group has a unique product and
therefore market volatility could not be considered as a reliable basis for estimating future volatility. The expected life used in the model is a weighted
average based on the vesting period of the options.

26. RELATED PARTY DISCLOSURES

The financial statements include the financial statements of Clean Air Power Limited (Bermuda) and the subsidiaries in the following table:

Name Country of % equity
incorporation interest

2007 2006

Clean Air Power Inc. United States 100 100

Clean Air Power Limited England and Wales 100 100

Clean Air Pty Ltd Australia 100 100

Clean Air Power Limited (Bermuda) is the ultimate parent of the Group. Transactions and balances with group entities are eliminated in the consolidated
financial statements.

During the year Clean Air Power Inc. sold £91,109 (2006: £86,000) of vehicle components to Clean Air Power Limited (UK).

During the year Clean Air Power Inc. sold £985,830 (2006: £nil) of vehicle components to Clean Air Power Pty Ltd.

The following table provides the total amount of transactions, which have been entered into with related parties for the relevant financial year.

Amounts owed to related parties 2007 £’000

Clean Air Power Clean Air Power Clean Air Power Clean Air Power Total
Limited (Bermuda) Limited Inc. Pty Ltd

Amounts owed by related parties

Clean Air Power Limited (Bermuda) – 9,361 – – 9,361

Clean Air Power Limited (9,361) – (2,508) 598 (11,271)

Clean Air Power Inc. – 2,508 – 1,012 3,520

Clean Air Power Pty Ltd – (598) (1,012) – (1,610)

Total (9,361) 11,271 (3,520) 1,610 –

Amounts owed to related parties 2006 £’000

Clean Air Power Clean Air Power Clean Air Power Clean Air Power Total
Limited (Bermuda) Limited Inc. Pty Ltd

Amounts owed by related parties

Clean Air Power Limited (Bermuda) – 10,094 (1,194) – 8,900

Clean Air Power Limited (10,094) – (1,970) – (12,064)

Clean Air Power Inc. 1,194 1,970 – – 3,164

Clean Air Power Pty Ltd – – – – –

Total (8,900) 12,064 (3,164) – –
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26. RELATED PARTY TRANSACTIONS cont.

Compensation of key management personnel
2007 2006

£’000 £’000

Short-term employee benefits 435 358

Pension 26 25

Share-based payments 149 698

610 1,081

Details of the directors’ interests are included in the Directors’ Remuneration Report on pages 15 & 16.

Transactions with related parties
The Group receives consultancy services from Hans Gunnar Folkesson, a Non-Executive Director of Clean Air Power (Bermuda) Limited and Gary Ireson,
the Director of Clean Air Power Pty Ltd.

The following table provides the total amount of transactions, which have been entered into with related parties for the relevant financial year. 

Hans Gunnar Folkesson 2007 2006

£’000 £’000

Services received from related parties 30 4

Amounts owed to related parties 3 –

Gary Ireson 2007 2006

£’000 £’000

Services received from related parties 28 –

Amounts owed to related parties 4 –

27. DESCRIPTION OF RESERVES

Issued Capital
The balance classified as share capital includes the total net proceeds on issue of the Company’s equity share capital, comprising of $0.001 ordinary shares.

Share Premium
The balance on the share premium reserve represents the fair value of the consideration given in excess of the nominal value of the ordinary shares issued in
an acquisition made by the issue of shares.

Translation Reserve
The translation reserve contains all foreign exchange differences arising from the translation of the Group’s net investment in overseas subsidiaries. 

Other Reserves
Other reserves mainly relates to the additional paid in capital following the reorganisation of the Group in 2006. This amount is the excess of par paid by the
original investors of Clean Air Power Inc.

28. EVENTS AFTER THE BALANCE SHEET

On 7 April 2008 the Company’s shareholders at a Special General Meeting approved a private financing package with Endeavor Capital Management LLC and
certain other investors to provide additional funds for the Company.

Financing details

The financing package will provide proceeds of up to around £5.0m for the Company between April 2008 and June 2009. Endeavor, a longstanding and major
shareholder in the Company, currently holding 18.5% of the Company’s shares, has conditionally agreed to provide up to £4.65m of the new funds. The
remaining funds will be provided by another institutional investor which has agreed to invest approximately £0.25m and the Company’s management which
is investing a further £0.10m. 

The funds will be received in six tranches. The first three tranches will be; £1m on or before 30 April 2008; £0.5m on 30 June 2008; and £0.5m on 30 September
2008.

The remainder of the financing package will be available to the Company through the exercise of call and put options to be granted to Endeavor and the
Company respectively. The second three tranches will each be for £1m and will (if exercised) be received between 1 October 2008 and 30 June 2009 under
a mutual call/put option.

Endeavor’s obligations will become absolute subject to the closing of certain investment funds. If Endeavor’s obligation under the put option does not become
absolute on or before 30 June 2008, Endeavor shall on or before 15 December 2008, subscribe for such number of Common Shares as have an aggregate
value of approximately £500,000.

For every two common shares subscribed for pursuant to the financing package, the Company will issue a warrant for the purchase of one additional common
share, exercisable within three years, with an exercise price at a 40% premium to the issue price.

Endeavor is required to participate in each of the six tranches of the financing package, with the other institutional investor and management only investing
in the first tranche. Depending on the movement in the share price prior to the closing of each tranche, and the exercise of the latter three tranches, Endeavor
may acquire a majority interest in the Company.

The Company Bye-laws incorporate by reference various provisions of the City Code, including Rule 9 of the City Code. However, this requirement may be
waived by an independent vote at a meeting of the Company shareholders and, consequently, a resolution, with regards to acquisition of Common Shares by
Endeavor or its Affiliates, was passed at a Special General Meeting.

Endeavor currently holds 18.5% of the issued share capital, and is therefore a related party under the AIM rules.
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29. TRANSITION TO IFRS

For the year ended 31 December 2006, the Group prepared its financial statements in accordance with United Kingdom generally accepted accounting
practice (UK GAAP). These financial statements, for the year ended 31 December 2007 are the first the Group is required to prepare in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union (EU).

Accordingly, the Group has prepared financial statements that comply with the standards applicable for periods beginning on or after 1 January 2006 and the
significant accounting policies meeting those requirements are described in note 2. In preparing these financial statements, the Group has started from an
opening balance sheet as at 1 January 2006, the Group’s date of transition to IFRS, and made those changes in accounting policies and other restatements
required by IFRS 1 for the first-time adoption of IFRS. This note explains the principle adjustments made by the Group in restating its UK GAAP balance sheet
as at 1 January 2006 and its previously published UK GAAP financial statements for the year ended 31 December 2006. 

First Time Adoption of IFRS

The Group’s financial statements for the year ended 31 December 2007 will be the first annual financial statements that comply with IFRS. This financial
information has been prepared as described in Note 2. The Group has applied IFRS 1 in preparing this consolidated financial information.

Clean Air Power Limited’s transition date is 1 January 2006. The Group prepared its opening IFRS balance sheet at that date. The reporting date of these
consolidated financial statements is 31 December 2007.

Exemptions from Full Retrospective Application Elected by the Group 

IFRS 3 ‘Business Combinations’

The Group has applied the business combinations exemption in IFRS 1. It has not restated business combinations that took place prior to the 1 January 2006
transition date.

IAS 21 ‘Foreign exchange differences’

The Group has elected not to calculate the cumulative translation differences on the net assets of foreign subsidiaries held in reserve at the date of transition.
The reserve is therefore reset to zero at the 1 January 2006 transition date.

Reconciliations between IFRS and UK GAAP

The following reconciliations provide a quantification of the effect of the transition to IFRS. The first three reconciliations provide an overview of the impact on
equity of the transition at 1 January 2006 and 31 December 2006. The following reconciliation provides details of the impact of the transition on net income
for the period ended 31 December 2006.

• summary of equity

• equity at 1 January 2006

• equity at 31 December 2006

• net income for the year ended 31 December 2006

The above reconciliations have been presented for the Group and Company.

The transition to IFRS has no effect on the cash flows of the Group but there are certain presentational differences in the cash flow statement under IFRS and
UK GAAP.
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29.1 GROUP SUMMARY OF EQUITY

1 January 31 December
2006 2006

£’000 £’000

Total equity under UK GAAP (6,701) 6,471

Total equity under IFRS (6,701) 6,471

29.2 GROUP RECONCILIATION OF EQUITY AT 1 JANUARY 2006

Notes UK GAAP Effect of IFRS
transition to

IFRS

£’000 £’000 £’000

Assets

Non-current assets

Property, plant and equipment 29.2(a) 241 (36) 205

Intangible assets 29.2(a) – 36 36

241 – 241

Current assets

Inventories 998 – 998

Trade and other receivables 663 – 663

Cash and cash equivalents 1,163 – 1,163

2,824 – 2,824

TOTAL ASSETS 3,065 – 3,065

Equity and liabilities
Equity attributable to equity holders of the parent

Ordinary share capital 7 – 7

Accumulated loss (33,442) – (33,442)

Other reserves 26,734 – 26,734

Total equity (6,701) (6,701)

Non-current liabilities

Preference shares 3,498 – 3,948

Notes payable 144 – 144

3,642 – 3,642

Current liabilities

Trade and other payables 1,953 – 1,953

Notes payable 3,319 – 3,319

Provisions 852 – 852

6,124 – 6,124

TOTAL LIABILITIES 9,766 – 9,766

TOTAL EQUITY AND LIABILITIES 3,065 – 3,065

Explanation of the effect of the transition to IFRS
29.2(a) Under UK GAAP, computer software was capitalised and reported within property, plant and equipment. Under IFRS computer software is reported
as an intangible asset.
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29.3 GROUP RECONCILIATION OF EQUITY AT 31 DECEMBER 2006

Notes UK GAAP Effect of IFRS
transition to

IFRS

£’000 £’000 £’000

Assets

Non-current assets

Property, plant and equipment 29.3(a) 134 (18) 116

Intangible assets 29.3(a) 408 18 426

542 – 542

Current assets

Inventories 1,090 – 1,090

Trade and other receivables 1,159 – 1,159

Cash and cash equivalents 5,617 – 5,617

7,866 – 7,866

TOTAL ASSETS 8,408 – 8,408

Equity and liabilities
Equity attributable to equity holders of the parent

Ordinary share capital 15 – 15

Accumulated loss (36,412) – (36,412)

Other reserves 29.3(b) 33,886 (476) 33,410

Share premium 8,982 – 8,982

Translation reserve 29.3(b) – 476 476

Total equity 6,471 6,471

Current liabilities

Trade and other payables 1,130 – 1,130

Provisions 807 – 807

1,937 – 1,937

TOTAL LIABILITIES 1,937 – 1,937

TOTAL EQUITY AND LIABILITIES 8,408 – 8,408

Explanation of the effect of the transition to IFRS

29.3(a) Under UK GAAP, computer software was capitalised and reported within property, plant and equipment. Under IFRS computer software is reported
as an intangible asset.

29.3(b) Under UK GAAP, translation movements were reported within other reserves. Under IFRS translation movements are reported as a separate
component of equity.
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29.4 GROUP RECONCILIATION OF NET INCOME FOR YEAR ENDED 31 DECEMBER 2006

UK GAAP Effect of IFRS
transition to

IFRS

£’000 £’000 £’000

Revenue 4,072 – 4,072

Cost of Sales (2,314) – (2,314)

Gross Profit 1,758 – 1,758

Administrative expenses (4,689) – (4,689)

Share-based payments charge (759) – (759)

Group operating loss (3,690) – (3,690)

Reorganisation expenses (196) – (196)

Loss before finance costs (3,886) – (3,886)

Finance costs (117) – (117)

Finance income 274 – 274

Loss before taxation (3,279) – (3,729)

Taxation – – –

Loss for the period (3,729) – (3,729)

29.5 COMPANY SUMMARY OF EQUITY

1 January 31 December
2006 2006

£’000 £’000

Total equity under UK GAAP 7 9,220

Total equity under IFRS 7 9,220

29.6 COMPANY RECONCILIATION OF EQUITY AT 1 JANUARY 2006

UK GAAP Effect of IFRS
transition to

IFRS

£’000 £’000 £’000

Current assets

Trade and other receivables 7 – 7

7 – 7

TOTAL ASSETS 7 – 7

Equity and liabilities

Equity attributable to equity holders of the parent

Ordinary share capital 7 – 7

Total equity 7 – 7

TOTAL EQUITY AND LIABILITIES 7 – 7
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29.7 COMPANY RECONCILIATION OF EQUITY AT 31 DECEMBER 2006

Notes UK GAAP Effect of IFRS
transition to

IFRS

£’000 £’000 £’000

Assets

Non-current assets

Investments 320 – 320

Other financial assets 10,094 10,094

10,414 – 10,414

TOTAL ASSETS 10,414 – 10,414

Equity and liabilities

Equity attributable to equity holders of the parent

Ordinary share capital 15 – 15

Accumulated profit 223 – 223

Share premium 8,982 – 8,982

Total equity 9,220 – 9,220

Current liabilities

Trade and other payables 1,194 – 1,194

1,194 – 1,194

TOTAL LIABILITIES 1,194 – 1,194

TOTAL EQUITY AND LIABILITIES 10,414 – 10,414

29.8 COMPANY RECONCILIATION OF NET INCOME FOR YEAR ENDED 31 DECEMBER 2006

UK GAAP Effect of IFRS
transition to

IFRS

£’000 £’000 £’000

Revenue – –

Cost of sales – – –

Gross profit – – –

Administrative expenses 99 – 99

Company operating profit 99 – 99

Reorganisation expenses (196) – (196)

Loss before finance costs (97) – (97)

Finance income 320 – 320

Loss before taxation 223 – 223

Taxation – – –

Profit for the period 223 – 223
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