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Evolving to meet changing 
customer needs
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Zirax is primarily focused on the Oilfield Process 
Chemicals and high performance De-icing 
Solutions sectors, and to an increasing extent, the 
wider industrial market. In 2008 we continued 
our strategy of growing the Oilfield Process 
Chemicals segment of our business, taking it to 
75% of our overall revenues. This has had the 
effect of further reducing the seasonality of 
our business. As a direct consequence, De-icing 
Solutions revenues now represent 16% of our 
revenue total. The remainder of Group revenue is 
derived from the Industrial Chemicals segment. 
However, 2008 was a difficult year at the margin 
and profit level with particularly significant 
increases in our distribution costs and our general 
and administrative expenses. The slower than 
anticipated product supply from Rosignano 
meant, not only reduced supply to generate 
additional revenue, but also that where we were 
developing business outside of Russia we still 
needed to source product from our Volgograd 
plant with the consequent additional distribution 
cost and reduced potential supply within Russia.

Clearly 2008 and moving in to 2009 has signalled 
a revision of global economic fortunes. There will 
undoubtedly be difficult times ahead and it is hard 
for anyone to predict the immediate economic 
future. Zirax predominantly operates and sells in 
the Russian economic environment where the 
official inflation forecast for 2009 is a minimum 
of 13%, but unofficially is probably higher. The 
Russian Rouble has come under significant 
pressure, losing almost 50% of it’s value against 
the US Dollar since 1 January 2008, although this 
has partially come back in recent months. The 
deterioration of the global economic environment 
during 2008 and its impact on the interbank 
market has resulted in restrictions on some of the 
Group’s cash deposits in Russia which has lead the 

Group to provide for them and has reduced the 
headroom between debt and cash resources as at 
the year end. 

We remain committed to growing our business 
internationally. In 2008 revenues in international 
sales grew 70%, whilst Russian sales stayed almost 
constant compared to 2007. Overall, Russian sales 
represented 71% of revenues in 2008 compared 
to 81% in 2007, and international sales were 
29% of revenues compared to 19% in 2007. In 
November 2007 we announced the opening of 
Solvay’s plant at Rosignano, Italy which should 
have provided us with an increase in annual 
capacity of approximately 55,000 MT. In May 
2009 we announced that we had suspended 
our agreements with Solvay due to inconsistent 
quantities of calcium chloride production at 
the plant and had entered into renegotiations 
with them. We are re-evaluating with Solvay the 
timeline for achieving full capacity at the plant and 
currently anticipate that substantial progress will 
have been made towards reaching this target in 
2010. This capacity will still be principally targeted 
at the growing demand from the oilfield process 
chemicals markets in nearby Africa and the Middle 
East, plus potential de-icing and industrial markets 
in Europe. Capacity out of Volgograd is 110,000 MT 
and Ebensee, Austria is 10,000 MT.

We will continue to meet our aims of growing 
market share and the changing needs of our 
customers, who demand new, more efficient and 
environmentally friendly ways of delivering their 
end requirements.

We are also actively investigating, through our 
own research and development, commercial 
collaborations and acquisitions, other potential 
applications and revenue streams.

Operating and Financial Review

In 2008 
international 
sales revenues 
grew 70%

Fenlon Dunphy
Chief Executive Officer 



Zirax plc  Annual Report & Accounts 200810

Operating and Financial Review 
continued

Our markets and strategy

Oilfield Process Chemicals
Our revenues within this sector grew 58% from 
$16.0m in 2007 to $25.3m in 2008, but our 
operating profit decreased by 80% from $2.2m 	
to $0.4m in 2008.

This revenue growth continues to come from 
the expanding Russian market along with our 
increased movement into international markets, 
particularly in the Middle East. With such a 
sizeable Russian market to target we see a 
good future for our existing products and for 
the development of new ones. When we have 
resolved the additional capacity availability from 
Italy, we will be well positioned, through existing 
and new contacts, to strengthen our international 
market share in the future.

The exploration and development of new oil and 
natural gas wells may have slowed as a result of 
the economic downturn, but the need for more 
efficient production in the existing ones still results 
in a global increase in demand for oilfield process 
chemicals. Customers in the oilfield service sector 
impose strict quality requirements on any supplier 
of speciality chemicals, particularly when used in 
the drilling and commissioning of oil wells.

We have developed our own brand of calcium 
chloride pellets, PelletOil™, with a smaller particle 
size and calcium chloride content of 94-98%, 
for use in this market. Products with such a high 
calcium chloride concentration are considered 
premium products in the oilfield service sector.

Calcium Chloride is used as a component element 
in many applications within this market, including:

Completion Fluids to flush the drilling hole •	
clean of solids prior to the casings being 
cemented in place, 

Drilling Muds to cool and lubricate the drill bit •	
allowing longer bit life and reducing drilling 
times by up to 25%, and

Enhanced Oil Recovery to improve the oil •	
extraction percentages through chemical 
flooding technologies.

We have developed strong relationships with a 
number of the leading oilfield service companies, 
providing product for use in Africa, the Middle 
East, Russia, CIS and the North Sea. 

De-icing Solutions
Despite a harder winter season just gone for 
2008/09, in Europe and particularly our primary 
market of Russia, this followed a very mild winter 
season in 2007/08. This meant that demand 
was low in 2008, as our customers entered 
the 2008/09 winter season with high levels of 
stock left over from the previous season. Overall 
revenues from De-icing Solutions were 55% 
lower, down from $12.4m in 2007 to $5.5m in 
2008. In addition, tighter margins meant that our 
operating profit decreased 89% from $3.7m in 
2007 to $0.4m in 2008.

We won the auction for a sixth consecutive year 
to provide de-icing products to Moscow City 
Council in the 2008/09 winter season. Revenues 
from this contract were lower this year due to 
the sequence of milder winters in Moscow over 
the previous two seasons which underlines our 
decision to further diversify our customer base. 
However, we still anticipate significant growth 
potential in this segment; in the short term, as the 
harder 2008/09 season has depleted stocks and, 

Moscow City 
Council selected 
Zirax de-icing 
products for the 
sixth consecutive 
year
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Operating and Financial Review
continued

in the medium to longer term, through expanding 
into new markets. In January 2008 we acquired 
Solith, a young Austrian company focused on a 
very similar market place, as it provides higher 
performance de-icing product to the highways 
agencies of Austria.

The prolonged use of salt can be harmful to 
vegetation and corrosive to metal, resulting in an 
increasing amount of environmental legislation being 
introduced worldwide to restrict the use of lower 
performance de-icing products. Naturally, this creates 
a gap in the market, which Zirax is able to fill. 

Our products are more efficient, as they penetrate 
the ice quicker than medium strength flakes, and 
better meet environmental concerns because of 
the significantly smaller quantities required to 
achieve the same result. Our de-icing products, 
IceMelt™ and calcium chloride pellets, give off 
heat as they dissolve, melting more ice faster 
at lower temperatures. IceMelt™ is our specially 
designed and patented high performance de-icing 
agent which also contains a corrosion inhibitor, 
making it particularly suited to use in municipal, 
commercial and retail applications.

Industrial Chemicals
Our revenues from other industrial opportunities 
grew 39% from $2.3m in 2007 to $3.1m in 2008, 
but our operating profit decreased by 60% from 
$0.5m to $0.2m in 2008. We are developing 
some interesting new applications for our 
products within the paper and water treatment 
areas, and we look forward to building on these.

Solith, in Austria, was purely a de-icing business 
when we acquired it. We are pleased to say that 
they have won on-going industrial contracts to 

provide them with all year round income. This 
will be a continuing strategy within this business 
as well.

Business environment 
and competition

Zirax remains the second largest supplier of 
calcium chloride pellets globally and the leading 
supplier in the Eastern Hemisphere. Although 
calcium chloride is widely supplied in medium 
strength flake and liquid format, we are one of 
very few manufacturers of high purity calcium 
chloride pellets. Our proprietary technological 
process is the result of a number of years of 
operations and an accumulation of technical 
knowledge. Without such technology and process 
knowledge, we believe it would require significant 
capital investment for a competitor to start 
similar production of calcium chloride pellets with 
comparable concentration levels.

We firmly believe, and are actively engaged, in 
developing and producing complimentary products 
to offer alongside our higher specification calcium 
chloride. Such products will be well focused and 
targeted to offer a solution package.

Key performance indicators (‘KPIs’)

The Board monitors progress on the Group’s 
strategy by reference to the following KPIs 	
which are discussed in more detail under 	
‘Results’ below:

Revenue•	

Operating profit•	

Profit before tax•	

Oil Process 
Chemicals 
revenue increased 
by 58% to 
$25.3m
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Operating and Financial Review
continued

Results

Total revenue for 2008 increased 11% from the 
previous year to $33.9m. Within our segments, 
sales of Oilfield Process Chemicals have grown to 
$25.3m, which is a 58% increase over 2007, whilst 
reducing our dependence on high performance 	
De-icing products. Sales in this segment were 
$5.5m in 2008 from $12.4m in 2007. We have 
coupled this with an increase in the Industrial 
sector to $3.1m from $2.3m, further spreading our 
segment range and exploring new applications.

Cost of sales showed a 28% increase from $14.6m 
in 2007 to $18.8m in 2008 as costs of raw 
materials and energy increased at a higher rate 
than our revenue. Distribution expenses grew 45% 
to $9.8m compared to $6.8m in 2007 reflecting 
the cost of supplying Europe and Middle East 
customers from Russia together with increased 
distribution costs within Russia. General and 
administrative expenses for 2008 include an 
exceptional impairment provision against cash 
and cash equivalents of $3.0m. Excluding this 
exceptional item, general and administrative 
expenses increased 36% to $6.1m in 2008 
compared to $4.5m in 2007 reflecting in part the 
increase in employee numbers from 211 at the 
end of 2007 to 239 at the close of 2008, as we 
acquired the staff of Solith and expanded some 
administrative functions.

Operating profit before exceptional item became 
negative at $(0.8)m in 2008 from $4.7m in 2007. 

An exceptional provision of $3.0m has been taken 
against cash deposits at a financial institution 
in Russia, where we believe there to be a greatly 
increased credit risk and access to the deposits 
has been restricted, resulting in an operating 
loss after exceptional item of $3.8m compared 
to a profit of $4.7m in 2007. Foreign exchange 
gains of $1.6m in 2008 resulted from significant 
movements in foreign currency exchange rates 
compared to a foreign exchange gain of $0.2m 
in 2007. This follows through to a loss before 
taxation of $2.3m in 2008 compared to a profit 
before taxation of $5.3m in 2007. Loss for the 
year after tax was $3.4m compared to a profit of 
$3.7m in 2007.

Basic EPS was a loss of 1.98 cents for 2008 
compared to a profit of 2.17 cents in 2007. The 
basic EPS in 2008 before the exceptional item was 
a loss of 0.27 cents. In line with the Board’s stated 
strategy no dividend will be payable for the current 
period (nil: 2007).

Capital expenditure
Investment in property, plant and equipment 
and intangible assets of $1.9m in 2008, 
primarily results from the continued expansion 
of our Volgograd plant and facility and the 
acquisition of patent rights. Additionally 
through the acquisition of Solith a further 
$0.9m of property, plant and equipment was 
brought in to the group along with $1.0m 	
of goodwill.

We are one 
of very few 
manufacturers 
of high purity 
calcium chloride 
pellets
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Cash flow
In 2008 net cash generated from operations before 
exceptional items amounted to $4.6m compared to 
net cash used in operations of $3.4m in 2007. This 
net cash flow from operations was significantly 
increased in 2008 as a result of the reversal of the 
timing of the Moscow City council contract for the 
winter season 2007/08, which was finalised late in 
the 2007 financial year resulting in a significantly 
higher closing receivable position at December 
2007. 2008 was then significantly impacted by 
an exceptional provision of $3.0m against cash 
held at a financial institution resulting in net cash 
generated from operations of $1.7m.

Cash capital expenditure was $1.9m as we 
continue the expansion of the Volgograd plant 
capacity and further secured our intellectual 
property. $0.5m was spent in cash on the 
acquisition of Solith. We were also able to reduce 
borrowings by a net $2.1m.

Liquidity and financial risk
Due to the exceptional provision against cash and 
cash equivalents it is possible some or all of the 
borrowings and facilities may become immediately 
repayable as a result of a possible material adverse 
change in the financial condition of Zirax LLC 
and the Zirax Group. In addition the possibility 
exists that the existing borrowings and facilities 
that expire during the next year will need to be 
replaced to maintain appropriate levels of working 
capital and that they may not be renewed on 
existing terms or at all by the Group’s lenders. As 

a result the management team will immediately 
begin discussions with all the Group’s lenders to 
seek their ongoing support for the business. The 
Group is trading profitably with a positive trading 
outlook underpinned by the continued strong 
demand for its products. The management are 
therefore reasonably confident of securing the 
ongoing support from the banks. Further details of 
the Group’s liquidity position and going concern 
review are provided in note 1 and note 25 of the 
financial statements on pages 30 and 54.

Future outlook

The extraordinary economic events during 2008 
made it a difficult year for Zirax. We are frustrated 
by the delay of product supply from Rosignano 
although we have recovered our initial advance 
payment of €2.2m (including interest) and we are 
confident that we can, with Solvay, resolve the 
technical issues at the plant. Our cost base was 
directly affected by the economic crisis during the 
year and as a consequence increased substantially 
in Russia and in the wider distribution market 
with freight and haulage rates particularly high 
through most of 2008 although these have eased 
in 2009. The volatility in distribution rates is a 
particular challenge for our business as they make 
up approximately 25% of our overall cost base. 
Looking ahead, we expect costs associated with 
manufacturing and distribution to remain high; as 
we cannot simply pass on these increased costs in 
our selling price, we are focused on adapting our 
business model to operate in this environment.

Operating and Financial Review
continued

We are developing 
some interesting 
new applications 
for our products 
within the 
paper and water 
treatment areas
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Operating and Financial Review
continued

We have established a good base in terms of our 
customers and increasingly our geographic reach; 
we have also gained a reputation for quality. 
Volume and value of revenues have continued to 
increase year on year. We are now seeking to build 
on these positive aspects by searching out higher 
margin products to offer our customers a wider 
solution to meet their needs. 

We have already introduced two new products 
to the market in 2009, Acid ExtrOil and Acid 
Blend, both of which are specifically targeted 
at the enhanced oil recovery market. We are 
looking to align ourselves with innovative product 
and solution providers; this harder economic 
environment also opens up opportunities to 
such providers that can display solutions that 
are genuinely cost effective and increasingly 
environmentally beneficial. We are optimistic about 
future product developments.

We continue to diversify our target markets in 
a controlled and focused fashion along with 
broadening the geography of our customer base 
that we target. In doing so, we are also mindful 

of the need to limit our distribution exposure, so 
we will seek to source product as close to our end 
target market as possible.

In May 2009 Zirax made a supplier advance of 30m 
Russian Roubles ($893,000) to one of the Group’s 
key suppliers, Kaustik, a related party, in respect of 
purchases of hydrochloric acid with repayment in 
the three months to September 2009, in return for 
a price discount (see notes 24 and 27).

Despite the difficulties of the last year, we have 
strengthened our reputation in the marketplace 
for quality and service. Not only do our customers 
demand more of our products, but they also seek 
and actively encourage us to source additional 
product for them. We are therefore confident 
that the Company will recover from this very 
challenging period, and be able to deliver 
significant shareholder value.

Fenlon Dunphy
Chief Executive Officer 

We have 
strengthened our 
reputation in the 
marketplace for 
quality and service
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Strong product demand
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Board of Directors

Sir Michael Oliver
Non-executive Chairman, aged 68

Michael began his working life in South 
Africa before returning to London in 
1970 to join stockbrokers Kitcat & Aitken. 
He became a partner in the firm and 
subsequently Managing Director of Carr 
Kitcat & Aitken. City mergers in the 1990’s 
saw Michael become director of Lloyds 
Investment Management and in 1994 
director, Investment Funds at Hill Samuel 
Asset Management (a wholly owned 
subsidiary of Lloyds TSB Group). Following 
the Scottish Widows’ merger with Lloyds 
TSB in July 2000 Michael was appointed 
director, Investment Funds, of the new 
Scottish Widows Investment Partnership, a 
position which he held until 2001 when he 
retired from the group.

Michael is currently chairman of 
Hampden Underwriting Plc, Europa Oil 
& Gas plc and the Central & Eastern 
European Fund and is a director of 
another investment company. He is also 
an international adviser to the Budapest 
Stock Exchange.

Michael was appointed as a Non-executive 
director of Zirax plc on 1 November 2005.

Mr. Fenlon Dunphy
Executive Director, 
Chief Executive Officer, aged 52

Fenlon qualified to the Association of 
Chartered Certified Accountants in 
1983. Before becoming an independent 
consultant in 1992, he amassed over 
10 years’ experience in the finance 
departments of medium sized public and 
private companies’, including three years 
as group financial controller and company 
secretary of Lightship plc, a UK listed 
financial services group and three years 
with Hoechst Celanese Plastics.  

After 4 years offering consultancy 
services, Fenlon joined BellCablemedia on 
a permanent basis responsible for their 
corporate reporting. He then went to 
Energis plc as director of group finance 
from 1998 to 2003, a role including 
responsibility for the consolidation of 
operations across Europe. When Fenlon 
left Energis he resumed his consultancy 
work for clients including Gridcom UK Ltd 
and easyJet plc. 

Fenlon served 2 years as Zirax’s Chief 
Financial Officer before becoming Chief 
Executive Officer on 29 September 2008.

Fenlon was appointed as an executive 
director of Zirax plc on 3 May 2006.

Mr. Mikhail Petrushin
Executive Director, aged 33

Mikhail graduated from Moscow State 
University of International Relations 
in 1999 with a degree in Economics & 
International Finance and went on to 
study at Tokyo International Christian 
University where he obtained a diploma 
in International Studies. He has also 
undertaken an executive MBA programme 
at the Stockholm School of Economics.

From 1998 to 2002 Mikhail worked for the 
Nissho Iwai Corporation as a head of its 
chemical machinery division, where he 
successfully implemented several direct 
investments in Russia together with other 
Japanese chemical companies and Russian 
oil and gas majors, such as Gazprom, 
SIBUR and LUKOIL.

Mikhail is head of business development 
for Zirax and is responsible for the 
implementation of the Group’s business 
development strategy. 

Mikhail was appointed as an executive 
director of Zirax plc on 1 November 2005.

We will continue 
to meet our aims 
of growing market 
share and the 
changing needs 
of our customers, 
who demand new, 
more efficient and 
environmentally 
friendly ways of 
delivering their end 
requirements.
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Board of Directors
continued

Mr. Mikhail Baranov
Non-executive Director, aged 45

Mikhail began his career as a theoretical physicist 
in the Moscow State University Nuclear Physics 
Research Institute in Moscow in 1986, after 
graduating from Moscow State University with a 
diploma in physics. Later he worked in the semi-
conductor research field and was employed by 
state-owned research and development centres.

He started his career in banking in 1993 when he 
was appointed as deputy managing director of one 
of the commercial banks in Moscow. Having gained 
extensive experience in banking and trade finance, 
in 1997 he was appointed as managing director 
of Kapital Moskva Bank. In May 2007 Mikhail was 
appointed as chairman of the board of Inkaro Bank 
in Moscow. 

His banking and finance experience has involved 
him in a number of merger and acquisition and 
investment deals within the Russian and CIS 
chemical sector.

Mikhail was appointed as a non-executive director 
of Zirax plc on 11 August 2005.

Mr. David Wood
Non-executive Director, aged 59

David holds an honours degree in chemical 
engineering and started his career with GKN in 
1970, then moving to senior management roles 
with various international engineering companies, 
such as Davy McKee Limited and Wimpey 
Engineering Limited 

In 1986 he became the vice-president of corporate 
finance at Bankers Trust Company where he was 
responsible for developing and managing the 
company’s business in the chemicals sector. Then 
he moved to MW Kellogg Limited as a commercial 
vice president in 1997, with special focus on 
developing opportunities in emerging economies, 
such as Poland, Albania, Yugoslavia and Romania.

David is currently working as an independent 
consultant advising companies in relation to 
developing projects in the energy industry across 
Russia, Central & South America, China and North-
West Europe, and is Operations Director for South 
Atlantic Refining Company, which is building an oil 
refinery in Brazil.

David was appointed as a non-executive director 
of Zirax plc on 12 December 2005.
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The directors present their report and the 
audited financial statements for the year ended 
31 December 2008.

Principal activities  
and review of business

The Group’s principal activities are the production, 
marketing and sale of calcium chloride based 
speciality chemicals in global markets for oilfield 
process chemicals, de-icing products and industrial 
chemicals. The Group’s business review is included 
in the Operating and Financial Review on pages 
9 to 14 and includes a description of the Group’s 
strategy and KPIs.

The Group comprises Zirax plc (the ‘Company’) 
and it’s wholly owned subsidiaries, Zirax LLC, Zirax 
UK Limited and Solith Anlagenbau und Service 
GmbH. Product supply is from Volgograd, Russian 
Federation; Ebensee, Austria and Rosignano, Italy. 

Future developments

An indication of future developments is contained 
in the Chairman’s Statement, and in the ‘Future 
outlook’ section of the Operating and Financial 
Review on page 13.

Principal risks and  
uncertainties and going concern

The management of the Group’s business 
and the execution of its strategy are subject 
to a number of risks. The key operating risks 
affecting the Group are described in note 24 to 
the financial statements. The key financial risks 
affecting the Group are described in note 25 to 
the financial statements. 

The financial statements have been prepared on 
a going concern basis. As set out in note 1 to the 
financial statements, as at the date of approval 
of the financial statements, it is possible some or 
all of the borrowings and facilities may become 
immediately repayable as a result of a possible 
material adverse change in the financial condition 
of Zirax LLC and the Zirax Group. In addition 
the possibility exists that the Group will need to 
renew some or all of the existing borrowings that 
expire during the next year and that they will 
not be renewed on existing terms or at all by the 
Group’s lenders. The directors believe that there is 
a reasonable prospect that the Group’s lenders will 
not seek the immediate repayment of the Group’s 
borrowings and facilities and that the Group will be 
able to agree new borrowings and banking facilities 
when the existing facilities expire. In light of this 
and the matters described in note 1 to the financial 
statements, notwithstanding these uncertainties, 

the directors consider it appropriate to adopt the 
going concern basis in preparing the financial 
statements.

Share capital

The Company’s authorised and issued share capital 
as at 31 December 2008, together with details of 
shares issued during the year, is set out in note 17 
to the financial statements.

Major shareholdings

As at 19 June 2009 the Company had been notified, 
in accordance with Rule 5 of the Disclosure Rules 
and Transparency Rules of the Financial Services 
Authority (‘DTR’) of the following voting rights held 
either as shareholders or through shareholder’s 
direct or indirect holding of shares in the issued 
share capital of the Company:

Number 
of shares

% of 
share capital 

Erith Group 
Limited 102,531,250 59.5

Valery Andosov 18,093,750 10.5

OOO Yugo-Vostok 
Promkapital 13,333,333 7.7

Pennygold 
Trading Supplies 
Limited 9,516,713 5.5

Metropol (UK) 
Limited 6,807,229 4.0

Robur Fonder AB 5,229,767 3.0

Erith Group Limited is 50% beneficially owned by 
Mr. M. Baranov who is therefore an ‘indirect holder’ 
(as defined in Rule 5.2 of the DTR) of 29.8% of the 
ordinary shares.

Pennygold Trading Supplies Limited (‘Pennygold’) 
is a company incorporated in the Republic of 
Ireland, the effective control of which is held by the 
management of IFC Metropol, an affiliate company 
of Metropol (UK) Limited (‘Metropol’), which acted 
as the Company’s brokers between December 2005 
and December 2008. Pennygold is an independent 
entity for the purposes of carrying out investment 
business and did not have access to market sensitive 
data through Metropol. For the purposes of carrying 
on designated investment business Metropol treat 
Pennygold as an intermediate customer.

OOO Yugo-Vostok Promkapital (‘Yugo-Vostok’) 
holds 13,333,333 ordinary shares. Mr. M. Baranov 
and Mr. V. Andosov are ‘indirect holders’ (as defined 
in Rule 5.2 of the DTR) of one-third each of these 
ordinary shares.

Directors’ Report
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Directors’ Report
continued

Results and dividend

The results for the year are set out in the ‘Results’ 
section of the Operating and Financial Review on 
pages 12 to 13. The directors do not recommend 
the payment of a dividend.

Directors and their interests

The current directors of the Company, together 
with brief career details, are shown in the Board 
of Directors section on pages 16 to 17. Mr. Valery 
Andosov was a director of the Company until he 
resigned on 29 September 2008.

The beneficial interests of the directors who 
held office at the end of the year in the ordinary 
shares of the Company and the interests of 
directors in share options are shown in note 6 to 
the financial statements.

Indemnities

The Company has entered into qualifying third 
party indemnities for each of the directors.

Currency

The Company’s functional currency is British Pound 
Sterling (GBP). The financial statements are presented 
in US Dollars (USD), which is the presentation 
currency of the Group and the Company.

Payments to creditors

The Group’s policy is to settle the terms of payment 
with its suppliers when agreeing the terms of each 
transaction, either by accepting the suppliers’ terms 
or by making the suppliers aware of alternative 
terms and to abide by the agreed terms. It does not 
follow a published code or standard.

Trade creditors of the Company at 31 December 2008 
represented 46 days purchases (2007: 31 days).

Related party transactions

Details of related party transactions are set out in 
note 23 to the financial statements. 

Employees

The Group had 239 employees at 31 December 
2008 (2007: 211 employees).

Post balance sheet events

Details of post balance sheet events are disclosed in 
the Operating and Financial Review and in note 27 
to the financial statements.

Auditors and disclosure of 
information to auditors

Further to discussions with management, 
PricewaterhouseCoopers LLP have informed 
the directors that they will not be seeking 
reappointment as auditors of the Company. 

Each of the directors at the time of this report was 
approved, confirm that:

so far as he is aware, there is no relevant audit •	
information (that is, information needed by 
the Company’s auditors in connection with 
preparing their report) of which the Company’s 
auditors are unaware;

he has taken all the steps that he ought to have •	
taken in his duty as a director in order to make 
himself aware of any relevant audit information 
and to establish that the Company’s auditors 
are aware of that information.

Corporate governance

The directors acknowledge the importance of 
corporate governance and comply with the 
principles of the Corporate Governance Guidelines 
of the Quoted Companies Alliance (published in 
2007) so far as is practicable and appropriate given 
the size and constitution of the Board.

Board of directors

The Board comprises two executive directors and 
three non-executive directors, including the 
Chairman. The non-executive directors, excluding 
Mr. Baranov, are considered by the Board to be 
independent of management and free from any 
business or other relationship which could 
materially interfere with the exercise of their 
independent judgement.

The Board ordinarily meets on a bi-monthly basis 
to determine strategy and to approve budgets 
and business plans, major capital expenditure, 
acquisitions and disposals. Additional meetings 
are held as appropriate to transact other business. 
Formal agendas, briefing papers and reports are 
sent to the Board in advance of its meetings. The 
Board delegates certain responsibilities to two 
board committees, the Audit Committee and the 
Remuneration Committee, which have clearly 
defined terms of reference as described below.

The directors have access to the advice and 
services of the Company Secretary, who is also a 
director. Any director may also take independent 
professional advice at the Company’s expense in 
the furtherance of his duties.
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Directors’ Report 
continued

Board of directors continued

In accordance with the Articles of Association, 
normally each year one third of the directors 
(generally those who have held office for the 
longest time since their election) will retire from 
office at the AGM. A retiring director may be re-
elected if eligible and a director appointed by the 
Board may also be elected, although in the latter 
case the director’s period of prior appointment 
by the Board will not be taken into account for 
the purposes of rotation. In addition, any director 
appointed by the Board of directors shall hold 
office only until the next annual general meeting 
(‘AGM’). Accordingly, this year, Fenlon Dunphy 
and David Wood will be offering themselves for 
re-election.

Audit Committee

The Audit Committee is chaired by David Wood 
and it’s other members are Sir Michael Oliver 
and Mikhail Baranov. The Committee meets at 
least three times a year and is responsible for 
ensuring that the appropriate financial reporting 
procedures are properly maintained and reported 
on and for meeting the auditors and reviewing 
their reports relating to the financial statements 
and internal control systems. It is also responsible 
for monitoring the independence of the auditors. 
Executive directors may attend meetings of the 
Audit Committee by invitation, however at least 
once a year the Committee meets the auditors 
without executive directors being present.

Remuneration Committee

The Remuneration Committee consists of Sir 
Michael Oliver (Chairman), Mikhail Baranov 
and David Wood. The Committee is responsible 
for determining the Company’s policy on the 
remuneration and terms and conditions of service 
of the executive directors and employees, reviewing 
the performance of the executive directors and 
other senior executives and for determining 
appropriate levels of remuneration, in consultation 
with external advisers as appropriate, with due 
regard to the interests of the shareholders. The 
Committee meets at least twice a year. The 
remuneration of the non-executive directors will 
also be set by the Remuneration Committee. The 
Committee also makes recommendations to the 
Board in respect of employee incentives, including 
the granting of share options. No director is 
permitted to participate in discussions or decisions 

concerning his own remuneration.
Zirax has adopted a code for dealing in ordinary 
shares by directors and employees which is 
appropriate for an AIM quoted company.

Internal control

The Board is responsible for ensuring that the 
Group maintains an adequate system of internal 
control and risk management. The internal controls 
are designed to safeguard the Group’s assets and 
to ensure the reliability of financial information 
for both internal use by management and 
external reporting.

The directors are aware that no system can provide 
absolute assurance against material misstatement 
or loss. They are satisfied that the current controls 
and processes to manage significant risks are 
adequate with regard to the current stage of the 
Group’s development. 

Shareholders

The Board attaches great importance to 
maintaining good relationships with all its 
shareholders and ensures that all price sensitive 
information is released to its shareholders 
simultaneously in accordance with the AIM Rules 
of the London Stock Exchange.

The Board believes that the AGM provides an 
important opportunity for dialogue with private 
shareholders. At the AGM the Chief Executive 
Officer presents a review of the Group’s activities. 
The directors and senior management of the Group 
are available to answer questions both before and 
after the meeting.

The Company’s website, www.zirax.com, is regularly 
updated and contains a wide range of information 
about the Group.

Statement of directors’ 
responsibilities

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

Company law requires the directors to prepare 
financial statements for each financial year. Under 
that law the directors have elected to prepare the 
Group and parent company financial statements in 
accordance with International Financial Reporting 
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Standards (IFRSs) as adopted by the European 
Union. The financial statements are required by law 
to give a true and fair view of the state of affairs 
of the Company and the Group and of the profit or 
loss of the Group for that period.

In preparing those financial statements the 
directors are required to:

select suitable accounting policies and then •	
apply them consistently;

make judgements and estimates that are •	
reasonable and prudent;

state that the financial statements comply with •	
IFRSs as adopted by the European Union; and

prepare the financial statements on the going •	
concern basis unless it is inappropriate to 
presume that the Company and Group will 
continue in business in which case there should 
be supporting assumptions or qualifications as 
necessary.

The directors confirm that they have complied 
with the above requirements in preparing the 
financial statements.

The directors are responsible for keeping proper 
accounting records that disclose with reasonable 
accuracy at any time the financial position of the 
Company and the Group and to enable them to 
ensure that the financial statements comply with 
the Companies Act 1985. They are also responsible 
for safeguarding the assets of the Company and 
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 Company’s website. Legislation 
in the United Kingdom governing the preparation 
and dissemination of financial statements may 
differ from legislation in other jurisdictions.

By order of the Board

Fenlon Dunphy
Company Secretary

29 June 2009

Directors’ Report 
continued
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Independent Auditors’ Report
to the members of Zirax plc on the Group financial statements

We have audited the group financial statements 
of Zirax plc for the year ended 31 December 
2008 which comprise the Consolidated 
Income Statement, the Consolidated Balance 
Sheet, the Consolidated Cash Flow Statement, 
the Consolidated Statement of Changes in 
Shareholders’ Equity and the related notes. These 
group financial statements have been prepared 
under the accounting policies set out therein. 

We have reported separately on the parent 
company financial statements of Zirax plc for 
the year ended 31 December 2008. That report is 
modified by the inclusion of an emphasis of matter.

Respective responsibilities  
of directors and auditors

The directors’ responsibilities for preparing the 
Annual Report and the group financial statements 
in accordance with applicable law and 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 group financial 
statements in accordance with relevant legal 
and regulatory requirements and International 
Standards on Auditing (UK and Ireland). This report, 
including the opinion, has been prepared for and 
only for the company’s members as a body in 
accordance with Section 235 of the Companies 
Act 1985 and for no other purpose. We do not, in 
giving this opinion, accept or assume responsibility 
for any other purpose or to any other person to 
whom this report is shown or into whose hands it 
may come save where expressly agreed by our prior 
consent in writing.

We report to you our opinion as to whether the 
group financial statements give a true and fair 
view and whether the group financial statements 
have been properly prepared in accordance with 
the Companies Act 1985. We also report to you 
whether in our opinion the information given 
in the Directors’ Report is consistent with the 
group financial statements. The information 
given in the Directors’ Report includes that 
specific information presented in the Operating 
and Financial Review that is cross referred from 
the ‘Principal activities and review of business’ 
and ‘Future developments’ sections of the 
Directors’ Report. 

In addition we report to you if, in our opinion, 
we have not received all the information and 
explanations we require for our audit, or if 

information specified by law regarding directors’ 
remuneration and other transactions is not 
disclosed.

We read other information contained in the Annual 
Report and consider whether it is consistent 
with the audited group financial statements. The 
other information comprises only the Directors’ 
Report, the Chairman’s Statement and the 
Operating and Financial Review and all of the 
other information listed on the contents page. 
We consider the implications for our report if we 
become aware of any apparent misstatements or 
material inconsistencies with the group 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 
except that the scope of our work was limited as 
explained below. An audit includes examination, 
on a test basis, of evidence relevant to the 
amounts and disclosures in the group financial 
statements. It also includes an assessment of the 
significant estimates and judgments made by the 
directors in the preparation of the group financial 
statements, and of whether the accounting policies 
are appropriate to the group’s circumstances, 
consistently applied and adequately disclosed.

We planned 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 
group financial statements are free from material 
misstatement, whether caused by fraud or other 
irregularity or error. However, the evidence 
available to us was limited in respect of the 
following matters:

As set out in note 13 to the financial •	
statements, a provision has been made 
against an amount receivable from a financial 
institution in Russia of RR87m ($2,961,000) 
held with them on demand. We have been 
unable to obtain sufficient appropriate evidence 
regarding the recoverability of this amount and 
the need for the provision.

As set out in note 23 to the financial •	
statements, an amount of RR104m ($3,540,000) 
is held with a related party bank. No provision 
has been made against this amount. We have 
been unable to obtain sufficient appropriate 
evidence as to the recoverability of this amount.
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In forming our opinion we also evaluated 
the overall adequacy of the presentation of 
information in the group financial statements.

Opinion: Disclaimer on view given by 
the financial statements

Because of the possible effects on the group 
financial statements of the limitations in evidence 
available to us referred to above, we are unable to 
form an opinion as to whether 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 
2008 and of the group’s loss and cash flows for 
the year then ended; and 

have been properly prepared in accordance with •	
the Companies Act 1985.  

In respect solely of the limitations on our work 
referred to above: 

we have not obtained all the information and •	
explanations that we considered necessary for 
the purpose of our audit; and 

we were unable to determine whether proper •	
accounting records have been maintained by 
Zirax LLC, an overseas subsidiary company. 

 
Notwithstanding our disclaimer on the view given 
by the group financial statements, in our opinion 
the information given in the Directors’ Report is 
consistent with the group financial statements.

Emphasis of matter – going concern

In disclaiming our opinion on the view given by 
the group financial statements, we have considered 
the adequacy of the disclosures made in note 1 to 
the financial statements concerning the group’s 
reliance on banking facilities, including their key 
terms and the circumstances in which they could 
be withdrawn. These conditions indicate the 
existence of a material uncertainty which may 
cast significant doubt about the group’s ability to 
continue as a going concern. The group financial 
statements do not include the adjustments that 
would result if the group was not able to continue 
as a going concern.

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
London

29 June 2009

Independent Auditors’ Report 
to the members of Zirax plc on the Group financial statements continued
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