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Welcome to
Filtronic

Filtronic plc is a designer and
manufacturer of advanced RF
communications products supplying
a number of market sectors, including
telecommunications infrastructure,
aerospace and defence and critical
communications.

Our objective is to grow profitably by being a trusted
supplier to our customers of technically advanced
products that deliver value to them. We focus on
markets where we have a deep understanding of the
sector and customer requirements and where we can
leverage our know-how and IP portfolio.

Our strategy to achieve this objective is:

¢ To nurture close working relationships with
our customers to understand their needs and
requirements;

¢ To develop class leading products in our core
technology areas of mm\Wave transceivers, filters,
and tower top amplifiers;

¢ To develop sub-systems and solutions that meet
customer specific and general market requirements;

¢ To expand our customer base within the markets we
serve; and

e Towiden the number of markets we serve.

The rapid deployment of 5G mobile
telecommunications networks is leading to significant
investment in high speed / high capacity backhaul
infrastructure. Filtronic 5G backhaul transceivers are
being deployed in leading 5G networks.

Investment in better connected emergency services
around the world continues. The need for high

quality voice and data networks that are secure and
independent from commercial telecommunications
systems has never been greater. The critical
communications market demands high reliability
equipment for its mission critical networks and Filtronic
has become a trusted supplier to this sector.

@ filtronic

Advanced RF technologies are essential in
communication and radar systems utilised by
today's defence forces. Filtronic offers design and
manufacturing services at our UK facilities that are
valued by leading defence contractors.

In addition to providing products and services to our
established markets, Filtronic is at the vanguard of
designing and supplying RF technology to emerging
markets ranging from 5G test equipment; ultra-low
latency RF connections for the financial services
industry, gigabit internet connections to high-speed rail
networks and long-range data links to high-altitude
pseudo satellites ("HAPS”).

Forward-looking statements

Certain statements in this Annual Report are forward-
looking. Where the Annual Report includes forward-
looking statements, these are made by the directors

in good faith based on the information available to
them at the time of their approval of this report. Such
statements are based on current expectations and
are subject to a number of risks and uncertainties,
including both economic and business risk factors that
could cause actual events or results to differ materially
from any expected future events or results referred to
in these forward-looking statements. Unless otherwise
required by applicable law, regulation or accounting
standard, the Group undertakes no obligation to
update any forward-looking statements whether as a
result of new information, future events or otherwise.
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Chairman’s
statement

There are clear signs of pent-up
demand in our end markets, which
we are well positioned to capitalise
on given the recent investments we
have made and the evolving market
landscape.

06

Chief Executive's
review

| remain more convinced than ever
regarding the strength of the business,
the quality of the Filtronic brand, and
our potential for growth by delivering
innovative RF solutions.
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Market review

Filtronic's unique approach has
allowed us to create a differentiated
offering that provides our clients
with significant flexibility, cost and,
crucially, fime to market advantages.

15

Obijective and
strategy

We focus on markets where we have a
deep understanding of the sector and
customer requirements and where we
can leverage our design know-how
and IP portfolio.




Glossary

4G:
5G:
5GNR:

Adjusted EBITDA:
Backhaul:

CAGR:
CY:
D-band:
E-band:
EBITDA:
EMEA:
ETSI:
EW:

Fronthaul:

FY:
Gbps:
GHz:
Gigabit:
HAPS:
IP:

LEO:
LMR:
LTE:
MarCom:
Midhaul:

mmWave:
NRE:
NSA:

ODU:
OEM:
P25:

PoP:

Q-band:
RF:
Rx:
SA:
SiP:

STRAP:
TRM:
TTA:

Tx:
V-band:
VoC:
W-band:
XHaul:

4th Generation mobile networks

5th Generation mobile networks

5G New Radio is the global standard for a unified, more capable 5G wireless
air interface

EBITDA before exceptional items

The portion of a hierarchical telecommunications network that comprises the
intermediate links between the core network and the small subnetworks at
the edge of the network

Compound Average Growth Rate

Calendar year

130GHz to 175GHz

71GHz to 86GHz

Earnings Before Interest, Taxation, Depreciation and Amortisation

Europe, the Middle East and Africa

European Telecommunication Standards Institute

Electronic warfare represents the ability to use the electromagnetic
spectrum - signals such as radio, infrared or radar - to sense, protect and
communicate. At the same time, it can be used to deny adversaries the
ability to either disrupt or use these signals

The portion of a C-RAN telecommunications architecture that comprises the
intermediate links between the centralised radio controllers and the radio
heads at the edge of a cellular network

Financial year

Gigabits per second

Gigahertz: 1079 Hertz

1019 bits

High Altitude Pseudo-Satellites

Intellectual Property

Low Earth Orbit

Land Mobile Radio

Long-Term Evolution

Marketing communications

The link in a telecommunications network between the controller or the radio
head that feeds the next link in the network

Millimetre Wave

Non-recurring engineering

Non-Stand Alone. The non-standalone (NSA) mode of 5G that depends on
the control plane of an existing 4G LTE network for control functions
Outdoor Unit

Original Equipment Manufacturer

Project 25: a suite of standards for digital mobile radio communications
designed for use by public safety organisations

Point of presence is the point at which two or more different networks or
communication devices build a connection with each other

33GHz to 50GHz

Radio Frequency: a rate of oscillation in the range of around 3kHz to 300GHz
Receive

Stand Alone 5G: the deployment of 5G without relying on the 4G LTE network
System in package. This is a number of integrated circuits enclosed in one or
more chip carrier packages that may be stacked package on package
Strategic Planning Process

Transmit Receive Module

Tower Top Amplifier

Transmit

40GHz to 75GHz

Voice of the Customer

92GHzto 115GHz

The common flexible tfransport solution for future 5G networks, integrating
the fronthaul and backhaul networks with wired and wireless technologies in
a common packet based transport network
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Strategic report

Financial highlights

Revenue Operational highlights

v e Healthy cash position will be used to drive
° m (_9%) further organic growth in our served markets

which are showing strong signs of recovery
from the pandemic with a stronger order book,

Adjusted EBITDA* |mproved.c.us‘romer forecasts and increased
opportunities.

I 1 8 A Awarded a contract to develop and supply
° m (+ 50%) battlefield radio communications equipment

valued at £1.3m through a new channel to

market.
Adjusted operating profit** Our “best-in-class” Tower Top Amplifier
supplied to the market leading Original n
I 0 6 m A Equipment Manufacturer in critical ]
o communications saw its first significant g
i (+50 /0) revenue recognition in Q4 of the financial year. =
(]
Expansion of our direct and indirect sales j
* Adjusted EBITDA is earnings before interest, channelsin the USA, Europe and Asia through 2
taxation, depreciation, amortisation and a mix of agents and distributors to expand our
exceptional items. sales reach.
** Adjusted operating profit is operating profit/(loss) Winner of the prestigious Queen's Award for
before exceptional items. Enterprise in International Trade 2021.

Cash at bank

£2.9m .25,

Net cash (net of all lease obligations
except right of use property lease)

£1 09m (+?§5%)

Pictured: Wire bond pull test
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Chairman's statement

Dear fellow shareholder

Welcome to the Filtronic plc Annual Report for the year
ended 31 May 2021.

At the time of writing this report last year, we had just been
through our first lockdown, and I was able to report the
business had proved its resilience and met all customer
commitments with minimal disruption to operational
output. We entered FY2021 with cautious optimism,
confident we could develop the business despite the
global disruption from Covid-19. | am pleased to report
the business has continued to demonstrate a strong level
of robustness in the face of one of the most challenging
environments most of us have ever faced. | must therefore
take this opportunity to thank our employees for their
efforts, strength of character and commitment shown
over the last year. Whilst these strong character traits do
not appear on the balance sheet, they have proved to be
aninvaluable asset to Filtronic as we have experienced
another year of progress with material growth in adjusted
earnings before interest, taxation, depreciation,
amortisation and exceptional items (“adjusted EBITDA"),
despite three periods of lockdown.

The key challenge presented by the pandemic has

been new customer acquisition, as traditional selling
channels have been constrained by travel restrictions.
We have worked hard to counter this during the year

by developing alternative methods to address the
market through expansion of our agent and distribution
network in a number of territories, revitalisation of the
Filtronic brand and corporate identity and increased
marketing communication to build brand awareness.
These initiatives will serve us well as we look to satisfy key
strategic objectives of revenue growth and on-boarding of
new customers in the coming year.

Richard Gibbs, appointed CEQO last September, has
brought a renewed vigour and strategic vision fo the
business and as a board we are delighted with his
progress to date. Under his leadership of the business,
we took the opportunity to realign our strategic plans
to exploit the strengths of our capability, technology
and market positions that we have developed since the
business was refocused in FY2020, following the sale of
the Telecoms Antenna Operation.

We are looking to support this realignment with the
recruitment of key engineering management to our
Senior Leadership Team, who have strong links to both
industry and research institutions in our served markets.
They will be tasked with further development of the
technology roadmap, expansion of the product portfolio
and, together with our commercial team, broadening our
customer base.

Financial performance summary

Group sales from continuing operations increased in the
second half of the year by 20% to £8.5m (H1 FY2021:
£7.1m) albeit sales for the full year reduced by 9% to
£15.6m (2020: £17.2m) following the softer trading in H1
due to the impact of Covid. Quality of earnings continued
to improve with an operating profit of £0.6m being
achieved (2020: £0.2m operating loss). Adjusted EBITDA
from continuing operations was £1.8m (2020: £1.2m) due
fo a stronger sales mix.

The Group was able to close the year with £2.9m of cash
at bank (2020: £2.0m) giving healthy cash reserves in
addition to our undrawn working capital debt facilities

in the UK and USA which provide further headroom.

The cash position grew as a consequence of improved
operating cash generation from adjusted EBITDA. The
Group had net cash when including all debt except right
of use property leases, of £1.9m at the end of the financial
year (2020: £0.4m). Net cash including right of use
property leases was £0.8m (2020: £0.7m net debt).

Dividend

No dividend is proposed for the year (2020: £nil). The
Board continues to be of the opinion that shareholders
are better served by cash being retained in the business to
fund future business development.

Board composition

After 15 years as a Non-Executive Director, with the last
six years as Chairman, I have advised the Board of my
intention to step down and retire at the AGM in October
20271. The Company is now stronger and is well positioned
to continue to build and grow, and | feel the fime is right
for me to retire from the Board in order to complete the
Board and Executive refresh process and make way for a
new Chairman bringing new perspectives. | have enjoyed
my time with Filtronic immensely and would like to extend
a deep personal thank-you to all staff and shareholders
for their support, especially during some of those more
difficult fimes, but | would especially like to thank my fellow
board members, for whom | have the greatest respect. |
wish you all every success for the future.

A process to appoint my successor is currently underway.
The Board will provide a further update once an
appointment has been made.

Filtronic plc Annual Report and Accounts 2021



Outlook

The Board is encouraged by the progress made in
developing the business over the course of the year

and, combined with the prospect of improved trading
conditions, we look forward with renewed confidence to
continuing our growth in both revenue and profitability.
There are clear signs of pent-up demand in our end
markets, which we are well positioned to capitalise on
given the recent investments we have made and the
evolving market landscape. The key short-term risk to
delivery will be the global semiconductor component
shortage which is affecting all sectors and companies
relying on embedded electronics components. Itis already
proving disruptive with significantly increased supplier
lead times, but we will leverage our supply chain expertise,
our engineering capability and our operational agility to
minimise the impact of this.

Further investment is planned for new product
development including W-band technology which will
become a key frequency band in 5G telecoms and space
applications as capacity within E-band is progressively
consumed. These investments, along with further
development of our core process technologies and
channels to market will provide the building blocks for
sustained growth in future years.

Strategy on a page model

The strategy on a page model is a tool for
presenting Filtronic's strategy in a simplified
format. At the centre of our strategy is our purpose,
vision, and mission which form the foundations

for all activities within the Group; why we exist, our
future direction and how we deliver repeatable
customer value.

This is enveloped by our three core values of
integrity, respect, and excellence which are
referenced in more detail on page 24. These
values drive the behaviours that enable the
execution of our strategic plan to develop and
manufacture high-performance technologies

across the RF spectrum.

Our core capabilities are fransmitting, receiving,
and conditioning of radio signals at frequencies
between 300MHz and 300GHz whilst our
technologies are applied within complex markets
such as telecommunications infrastructure,
aerospace and defence, critical communications,
space, and adjacent markets. Our key skills

and technologies are increasingly relevant and
applicable as we adapt to global mega trends
such as big data, multipolarity, climate change
and social change.

Pictured: Tower Top Amplifier and TTA Controller Unit

We started the new year with increased optimism based
upon an improved opening order book over last year
and a growing opportunity pipeline across a widening
customer base.

Reg Gott
Chairman
2 August 2021

www.filtronic.com Stock Code: FTC
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Chief Executive's review

| am delighted to have the opportunity to write my first
Chief Executive's Review after nine months at Filtronic. |
have, of course, been aware of Filtronic throughout my
career in the electronics industry, and during previous
interactions with the Company | have always been
impressed by the breadth of Filtronic's technology and the
integrity of the Filfronic employees, both past and present.
When presented with the chance to join the Filtronic team
in September last year, | did not have to think too long and
hard about taking up the opportunity. | am pleased to
report that there have been no hidden surprises to date,
and | remain more convinced than ever regarding the
strength of the business, the quality of the Filtronic brand
and our potential for growth by delivering innovative RF
solutions.

FY2021 was ayear of first half consolidation, followed

by second half recovery and further adjusted EBITDA
growth. After a slow start in the wake of a challenging
market environment and the continuation of restrictions
imposed by the global Covid pandemic, we had a more
encouraging second half and finished the year with a
strong order book and signs of confidence returning to our
markets.

With the successful sale of the Telecom Antenna
Operationin January 2020, the FY2021 trading results
reveal the underlying strength and profitability of the
core Filtronic business. Revenue is down slightly by 9% on
prior year, mainly due to changes in customer schedules
and delayed execution of critical communications
programmes in the USA during the first half of the year.
Adjusted EBITDA grew year-on-year by 51% based on
increased operational efficiencies, coupled with consistent
demand for higher margin products and strong demand
for Filtronic engineering services.

The management team continue to ensure that Filtronic
remains fully operational despite numerous lockdowns
and disruption. We have modified our workspace and
developed work procedures to the point where we can
now accommodate all our employees back on site,

and we are already starting to see the benefits of a
strong collaborative team environment. This was in part,
enabled by expanding our operational footprint at our
largest site in Sedgefield which was key to maintaining a
covid-safe environment, but it is also an important step
to facilitate more space and capacity as we execute on
our growth plans with additional headcount and
increased operational capability. | would like to take
this opportunity to recognise the resilience of the
Filtronic team and thank them for their outstanding
commitment and support during the last twelve
months.

The most significant consequence of Covid-19 has
been the impediment to business development

and sales acquisition activities during the year. Our
business development teams have not had the
opportunity to visit customers, attend trade events, or

Pictured: HAPS mmWave Transceiver Module

host customer meetings at our facilities. To compensate,
we have made considerable efforts to connect with
customers via alternative channels. We have moved most
of our marketing efforts online and made considerable
enhancements to our website and social media presence.
In doing so we have managed to significantly raise the
profile of Filtronic in the market and improve the levels of
lead generation. Voice of the customer (“VoC") feedback
conducted during the year confirmed the strength of

the Filtronic brand and our reputation for delivering
innovative RF solutions. With a minor refresh we feel there
is significant value in the Filtronic brand, and we will be
working hard to promote this in the coming year.

The recent investments made in manufacturing
automation in the facility at Sedgefield have resulted

in significant improvements in capacity, productivity

and quality, whilst offering enhanced capability to our
customers. With well-executed inventory management,
we have avoided supply chain issues and maintained

a steady rate of production throughout the year, with
excellent yields, and increasingly high levels of operational
efficiency. This has given us the opportunity to respond
quickly to fluctuating customer demand cycles and ensure
that we remain on schedule with delivery commitments.

We made appropriate use of the UK and US government
support schemes at various points throughout the year,
and this allowed us to balance our cost base during the
changing lockdown restrictions. Last financial year we
consolidated manufacturing of critical communication
productsin the USA, to better support our customers
and respond to an increased preference for onshoring
and “buy America” products. This was well received by
customers and enabled us fo respond quickly as the
critical communication market recovered, and federal
stimulus packages began fo positively impact spending.

Filtronic plc Annual Report and Accounts 2021



There are signs that large organisations are looking
towards moving fo western supply chains as geo-political
issues persist. The onshoring project has positioned us
well to be part of any early-stage movement on this if the
appetite to do so comes to fruition.

Customers and markets

Our customers in the critical communications market

have seen demand fluctuate over the last year. End users
revised deployment plans and our customers were unable
to make the expected progress with existing project
completions. New procurement decisions have been
delayed subject to revised spending plans. The impact of
this has been a fluctuating level of order intake throughout
the year, and a reluctance to commit to next generation
programmes and new product introductions.

By contrast, the aerospace and defence market has been
a strong and steady contributor this year. In July 2020 we
received a long awaited £4.9m defence contract, which
provides for a two-year manufacturing supply agreement,
and justifies the recent investments made in the advanced
hybrid manufacturing facility on the Sedgefield site.

Demand for our 5G transceiver products reached a peak
atthe end of FY2020 as the major customer accumulated
inventory in readiness for the rollout of their backhaul
product portfolio. Deployment of 5G networks themselves
has proved challenging to forecast, due in part fo the
slow rate at which governments around the world release
E-band licences, and the mix of backhaul solutions within
a proposed system configuration. We have worked
closely with our customers to align delivery schedules

and managed to level-load the production schedules for
FY2021 and FY2022.

We continue to see the High Altitude Pseudo-Satellites
("HAPS") and Low Earth Orbit ("LEQ") telecom
applications as an attractive market for our E-band
technology and we became full members of the HAPS
Alliance during the last year. Having undertaken several
successful engagements with US technology companies
that are pioneers in this field, we now believe that we have
a strong portfolio for both stratospheric and LEO space
platforms and will look to capitalise on this intellectual
property (“IP") as the applications evolve.

We closed the year with the welcome news that we

had been awarded the prestigious Queen's Award for
Enterprise 2021. This was a fitting recognition of the
efforts made to support the global telecoms market over
the last few years, and a testament to the reputation of
Filtronic as a flag carrier for British technology.

There have been several other notable achievements over
the last 12 months, all of which set the potential for future
revenues, to which end | would highlight the following:

e The award of two funded development contracts for
defence products associated with next generation radar
systems. An early indication of the UK Government's
commitment to significant Electronic Warfare
("EW") platform upgrades and an opportunity for
Filtronic to influence the ultimate Original Equipment

07

Manufacturer ("OEM”) design.

¢ The award of a £1.3m defence contract for the design,
development, and low-rate production of battlefield
communication products. This represents our first
direct engagement with a defence agency, and it will
utilise the expertise of our Leeds design centre.

¢ \We have started to see volume sales for our “best-in-
class” Tower Top Amplifier ("TTA") product with design
wins for both system upgrades and new state-wide
installations in the USA.

e After successful conclusion of the trials associated with
our 10Gbps backhaul track to train transceiver product
in Asia, we have received enquiries for initial production
volumes and delivered transceiver units for the start of
UK trials.

e We successfully delivered high performance E-band
fransceivers for use in two separate low latency private
network applications associated with high frequency
frading.

e We successfully transitioned from our Orpheus E-band
fransceiver product to the next generation Morpheus
Il product during Q2 FY2021. Shortly afterwards we
passed the milestone of 50,000 installations for our
market leading E-band modules.

Outlook

As the world emerges from the devastating impact of the
Covid-19 pandemic, we will inevitably face a period of
economic uncertainty, an example of this being the current
disruption to semiconductor supply chains. However, we
feel we have the resources and reserves necessary to
navigate these headwinds and we look forward positively
to the new trading period.

Filtronic's core markets of telecommunications
infrastructure, critical communications and aerospace
and defence, represent industry segments that have
remained robust throughout the pandemic, and are well
positioned to benefit from economic recovery and efforts
to stimulate the economy. We can expect a renewed
commitment to the roll out of 5G networks worldwide, and
we believe that some of the delayed spending on critical
communications infrastructure will begin to materialise.

Aerospace and defence programmes are naturally
longer-term initiatives, but we see an increased appetite
by the governments in the UK, USA and Europe to
support investment in next generation EW technologies,
commercial space programs and sovereign telecom
supply chains, all of which plays to our strengths and
provides potential growth opportunities for Filtronic.

Business plans for FY2022 reflect the somewhat
unpredictable nature of the economic recovery, and

in support of this we have conducted a full Strategic
Planning Process ("STRAP") to generate our technology
roadmaps and identify additional growth opportunities.
We have a culture that is proactive and highly motivated
fo create sustainable growth and diversification of our
customer base, and we have put in place initiatives to

www.filtronic.com Stock Code: FTC
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further develop our capability and secure new business e Further investment in advanced equipment to continue

opportunities including: the extension of our engineering design and test

¢ Development of next generation MMIC designs that capability and incorporate higher-frequency higher-
will enable us to continue the evolution of our mobile performance technologies.
telecom backhaul solutions, from E-band into the * Aligning our business processes and equipping our
adjacent licence bands of V-band, W-band and facilities to achieve the accreditation necessary to
ultimately D-band. undertake a higher security level of UK Defence

e Continued investment in our marketing organisation programme work.
with an updated website platform and enhanced user | am pleased with the progress we have made over the
content, a refresh of the Filtronic brand and a renewed past year and | am excited by the potential that exists
commitment fo respond to feedback from customers. at Filtronic. We have come through the pandemic well,

and there is an increasing need globally for our high-
performance products and unique RF design capabilities.
We have identified the specific market segments that
we will pursue as the economy recovers and business

¢ Strengthening the sales organisation with the
deployment of additional direct sales and business
development resource in the UK and Western Europe.

* Establishing a Manufacturing Representative Network constraints are removed and as a result we approach the
across the USA and Europe to enhance our salesreach,  new financial year with a renewed sense of optimism.
with a faster route to market through established sales . .
channels without the high overhead cost incurred from nghgrd G'_bbS _
enlarging our own sales team. Chief Executive Officer

2 August 2021

Our core markets

Telecommunications infrastructure

Critical communications
Space

Aerospace & defence

Test & measurement

Filtronic plc Annual Report and Accounts 2021
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Market review

Filtronic serves several markets with advanced RF
communications equipment, the main applications being
telecommunications infrastructure ("XHaul"), critical
communications networks and aerospace & defence. In
addition to these markets, we have targeted adjacent
sectors where we can add value through leveraging our IP
and design expertise.

Telecommunications infrastructure (XHaul)
XHaulis a collective term that covers front, mid and
backhaul representing the various connections between
the edge of the network, base stations, remote radio
heads and the core fibre network. XHaul is achieved
through a combination of fibre and wireless links and
traditionally, backhaul has employed licensed microwave
bands (between 6GHz and 42GHz). However, as the data
demands on networks increases, the capacity of XHaul
links has had to adapt, by employing the significant extra
bandwidth available with the lightly licensed mmWave
bands, primarily E-band (71-76GHz / 81-86GHz) today
with W-band (92GHz to 114.5GHz) and D-band (130

- 175GHz) possible for future ultra-high bandwidth
requirements.

Mobile Network Operators have started to roll out their 5G
networks in many countries. Initial deployment has been
based on Non-Stand Alone (“NSA") technology whereby
the existing 4G LTE network infrastructure is augmented
by increasing capacity through carrier aggregation
techniques, enabling the basic 5G New Radio (“5G NR")
phase 1 performance requirements to be met. Later,
Stand Alone (“SA") network rollouts are delivering full 5G
NR phase 2 performance.

The full range of 5G performance requires the use of

significantly higher capacity mmWave frequencies to the
user. Higher frequencies typically result in shorter wireless
link distances, and so more cell sites will be needed within

Global backhaul media distribution

@® Fiber

Source:

@® Microwave
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the network. Consequently, the overall market size for
wireless XHaul links connecting the cell sites back into the
network, will increase.

Microwave transport is a well-established backhaul
technology and has been used in mobile networks for
decades. To alarge extent, LTE's success has been built
on the capacity, flexibility and short roll-out times that
microwave links provide. The use of fibre optic links in
networks has increased in recent years as the use of
copper has declined, however, fibre and wireless have co-
existed in networks for many years and will continue to do
so as there are a number of factors to consider in deciding
whether to deploy fibre or wireless:

e Fibre is not ubiquitously available, especially in
suburban/rural areas. When a fibre Point of Presence
("PoP") is a few hundred metres away from the radio
access point, the cost of adding new fibre may be
significantly higher than adding a wireless link.

¢ Incurrent mobile networks, wireless is used in more
than 50 percent of cell sites. Replacing existing lower
frequency wireless backhaul with fibre is not always
economically viable and therefore upgrading to
E-band microwave links is the most effective way to
increase capacity.

e Whilst the cost of fibre cable itself may be reducing,
this cost is a fraction of the cost to trench and install the
cable, whereas the cost to supply and install wireless
links continues to fall while performance continues to
improve.

e E-bandbackhaul technology links meet 5G's current
capacity requirements and can offer lower latency
than that of a fibre cable of the same length, which
makes it a more attractive solution for latency-critical
applications.

About 62% of all radio sites
will be connected by
microwave in 2025.

Ericsson Mobility Report

www.filtronic.com Stock Code: FTC
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Market review continued

Microwave links by frequency
100%

80%
60%
40%
20%

0%
2010 2015

In summary, the deployment of 5G networks is a major
driver for the deployment of wireless, E-band XHaul
products. Current market estimates are that 65% of
installed base of backhaul links will be microwave by
2022. The majority of these links will be sub 42GHz
frequency, with the approximately 20% anticipated to be
E-band (71GHz-86GHz) frequency, typically deployed
in areas of high traffic density such as airport, sports
stadiums and city centres. The technical and economic
advantages of microwave over fibre in many situations will
underpin the continued growth of deployment of E-band
wireless links in backhaul applications, and our intent is
to become the independent ‘go to” partner of choice for
these demanding mmWave applications.

Filtronic's approach to the 5G backhaul

market

Filtronic differentiates itself from other players in the

5G backhaul market by offering highly integrated, fully
calibrated transceiver modules which simply drop-in
between the baseband modem module and the antenna.
This plug and play architecture eliminates the need for
customers to develop in-house mmWave expertise,
enabling them to focus on their core competencies and
results in significantly reduced time to market, lower
overall development costs and minimised cost of quality
(due to extremely high radio level yield).

Filtronic’s new Morpheus Il transceiver module, launched in
FY2020, is a further update on our class leading Orpheus
module which was infroduced in 2016. Morpheus Il has
the advantage of being backwards compatible with
Orpheus, enabling simple insertion, but is more compact,
lighter in weight, lower in cost and higher in performance
than Orpheus. Therefore, it offers customers a significant
upgrade to both new and legacy designs. In addition,
Morpheus Il has an Enhanced Tx performance option

B 6-13GHz
B 15-23GHz
B 26-42GHz
B 60GH:
B 70/80GHz
| W

D

E-band more
than 20% in 2025

Source:
Ericsson Mobility Report

2020 2025

which more than doubles the linear Tx power, significantly
extending link range. Like Orpheus, Morpheus |l
incorporates our own design MMIC chipsets to ensure cost
effective, class-leading module performance. However,
we remain device agnostic and have considerable
experience of working with clients fo integrate their
preferred chipset solutions info appropriate, high yielding
module architectures.

Whilst some OEMs choose to develop their own in-house
design and manufacturing capabilities, Filtronic's unique
approach has allowed us to create a differentiated
offering that provides our clients with significant
flexibility, cost and, crucially, fime to market advantages.
Furthermore, our class-leading chipsets mean that our 5G
XHaul products continue to offer significant performance
advantages.

Critical communications networks

Critical communications networks are operated for the
benefit of emergency services, federal agencies, defence
installations and private security networks. Reliability,
availability, and security are critical attributes for these
services and for this reason they are normally provided
over separate infrastructure, independent of commercial
telecoms networks.

Filtronic has historically focussed on the North American
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market which deploys the “P25" network standard
and where market dynamics and the demand for
higher resilience and longer range have allowed us to
differentiate our products.

Overall expenditure on critical communications networks
confinues to grow as emergency services look to expand
coverage, infegrate services and continue fo replace
legacy FM analogue networks. The global land mobile
radio ("LMR") market is forecast to grow at 9% CAGR
between 2021-2025 based on an upgrade of analogue
to digital networks combined with the convergence of
LTE networks and LMR technology. Product life cycles

in this industry tend to be significantly longer than in
commercial mobile phone networks and therefore return
on investment cases are more attractive for Filtronic.

Critical communications networks have historically been
designed to supply high-quality, high-reliability voice
communication and so these networks have tended to
be narrowband. In recent years there has been a steady
increase in the desire to exploit technologies such as
body worn cameras to augment the on-scene voice
communications. The market is therefore progressively
developing hybrid solutions whereby the mission-
critical voice communications will continue to run over
the specialist critical communications networks whilst
non-critical data communications will be carried over
commercial grade mobile networks.

Filtronic's approach to the critical
communications market

Filtronic has concentrated on supplying mission-critical
filters and combiners to the North American P25 market
and has established a strong relationship with the leading
OEM in this sector. We embarked on a programme to
expand our product offering to this sector and in FY2020
we launched a range of TTAs as the first of these new
products. Although our TTA products have been designed
to be OEM agnostic and will be marketed under our

own brand, our lead client in this market who is in turn

the USA P25 infrastructure market leader, has adopted
our TTA range and declared it fo have "best-in-class”
performance. We are actively working with customers to
develop and qualify additional products to expand our
P25 network portfolio in the USA and launch solutions for
the more fragmented European market. These products
will be designed over the coming years recognising

that the cycle for accreditation, approval and adoption
associated with these products can be lengthy.

Filtronic took the decision in FY2020 to in-source and
on-shored the manufacturing of our P25 public safety
network products away from our Chinese subcontractor
and info our own facility in Salisbury, Maryland, USA. This
move was primarily designed to improve lead-times and
customer response times, but it has also positioned us well
as concerns increase relative to security of supply during
the realigning of trade agreements between China and
the USA.

The critical communications market continues to show
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good levels of investment at both the city and state level
and private networks requiring secure communications
not found with the public telecoms network. Our solutions
are trusted, reliable and generally the product choice for
system designers planning new installations and network
upgrades. Filtronic's strategic objective is to maximise
the opportunity in this sector by expanding our range of
products, deepening existing customer relationships and
building new ones by virtue of a nationwide network of
representatives that can influence the design of Filtronic
products into network proposals.

Aerospace and defence

Filtronic haslong been a supplier of RF components and
sub-systems to the aerospace and defence industry. In
recent years we have significantly grown this part of the
business through multi-year contracts to supply transmit
and receive modules (“TRMs") for latest generation
airborne radars. An attraction of this market is the
critical role that radar plays in delivering an effective EW
solution for the current range of fast jet programs. We
also have the chance to deploy our RF design expertise in
next generation radar systems as OEM's make efforts to
maintain an “operational edge” and extend asset life-in-
service results via performance upgrades and wear & tear
replacement business.

Increasing geopolitical tensions are expected to lead to
increased defence spending over the coming years and
it is anticipated that the focus of this increased spending
will be to provide enhanced capability and interoperability
based on advanced radar systems utilising ever more
sophisticated RF solutions. In November 2020, the UK
government announced a £16.5bn spending increase
over and above the existing four-year manifesto
commitment. In March 2027, the Integrated Review

of Security, Defence and Foreign Policy included the
commitment to upgrading of the Typhoon radar system.
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Market review continued

Filtronic's approach to the aerospace and

defence market

Filtronic's target market in aerospace and defence is the
manufacture of TRMs, filters and other RF components
and sub-systems where our engineering, design and
highly specialised manufacturing capabilities can add
value. By focusing on TRMs and associated sub-systems
Filtronic can leverage its accumulated design expertise,
deep understanding of RF packaging and thermall
management know-how and sovereign manufacturing
capabilities.

This long-cycle business activity can involve up to several
years of collaborative development with the end client
before volume manufacturing commences. However,
once in the field, these programmes normally enjoy many
years of continuing supply and support revenues.

The UK aerospace and defence market relies on
indigenous design and manufacturing capabilities and
Filtronic have built a significant capability for the
manufacture of RF hybrids together with the policy, and
procedures necessary to support the defence industries
need for traceability and control.

Whilst the market for land-based and naval radars is
relatively small by comparison, they still require significant
numbers of TRMs per system and so represent an
attractive development market opportunity. Additionally,
opportunities are also being sought with missile system
manufacturers as these applications have similarly
attractive attributes.

Other growth markets

We continue to seek and develop opportunities in

other adjaocent markets and in particular for mmWave
applications. These include low-latency private networks
for high-speed, high-capacity applications, track-to-train
gigabit wireless links, mmWave test systems and HAPS
systems.

Low-latency private networks

Filtronic has designed and supplied highly customised
versions of Orpheus and Morpheus E-band links to
customers supplying the financial services market.

Private low-latency microwave networks are becoming
recognised as an essential part in reducing transaction
fimes in automated, high-frequency, financial trading
systems. Other high power, low-latency applications under
consideration including plant safety controls, security
monitoring and autonomous vehicle controls.

mmWave test equipment

Increased usage of components operating at frequencies
up to 55GHz creates challenges for test equipment
manufacturers and offers an opportunity for Filtronic

to design and manufacture mmWave solutions for use

in automatic test equipment (ATE"). In FY2020 we were
awarded a project to design and deliver a mmWave
sub-module as part of an “Over the Air” system for @
leading USA RF equipment company. The design phase

is due to complete in FY2022 with the supply of evaluation
samples. It is hoped that production supply will commence
inFY2023.

Track-to-train communication links

The provision of high-speed, high-capacity, high-
reliability internet connections on rail journeys has
become a strategic objective of both governments and
rail operators around the world. However, the provision
of such services on high-speed trains presents a number
of interesting technical and commercial challenges.
Filtronic has partnered with a few Out-Door Unit (“ODU")
manufacturers to successfully complete demonstration
projects in both Europe and Asia. A follow-on project of
"Metro scale”is currently being planned for execution

in CY2022 and itis hoped that commercialisation of an
application nationwide will follow from CY2024 onward.

mmWave System in Package (“SiP”) modules

for proprietary high-frequency networks
Packaging expertise developed over ten years of
supplying high-frequency mmWave devices for E-band
transceiver has enabled Filtronic to develop a range of
highly integrated, small footprint SiP Tx/Rx modules for
third-party mmWave chip suppliers. Typically used in
proprietary point-to-point networks these modules can
optimise the performance of RF links and enable a rapid
migration from prototype to high volume production of
mmWave RF links.

High altitude pseudo-satellites (‘HAPS") and

low earth orbit satellites (“LEO")

In recent years there has been considerable work
undertaken to develop airborne communications
networks that overcome the limitations of terrestrial
networks. A number of challenges exist in designing
these systems, one of which is the development of
communications transport links that deliver sufficient
bandwidth and range to provide comprehensive internet
services. There are currently over 40 HAPS programmes
at various stages of development around the world and
itis predicted that over 10,000 smalll satellites will be
launched during the decade commencing 2020. The
HAPS Alliance brings together technology providers

and the leading telecom service providers in support of
this emerging application. Filtronic was accepted as a
member of the HAPS Alliance organisation in FY2021.
Over the last four years, Filtronic has developed class-
leading power combining technologies at mmWave and
has supplied evaluation transceiver modules to a number
of companies actively exploring this market. Commercial
deployments of HAPS and LEO satellites for mobile
internet applications may be a few years away , but with
proven [P we are well positioned to participate in this
market segment as part of a future growth strategy.
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Obijective and strategy

Filtronic is a designer and manufacturer of advanced RF communications products supplying several
different market sectors, including telecommunications infrastructure, aerospace and defence and critical
communications.

By being a trusted supplier of technically advanced
products in markets that place value on quality and
reliability we can deliver sustainable growth and a positive
return for our shareholders.

Our objective is to create value for our customers by
enabling the future of RF technology including microwave
and mmWave communications. We focus on markets
where we have a deep understanding of the sector and

customer requirements and where we can leverage our Our objectives within the strategy to achieve this are:

design know-how and IP portfolio.

Objectives

To nurture close working
relationships with our
customers to understand
their needs and
requirements

To develop class-leading
products in our core
technology areas and

to expand our areas of
expertise

To develop solutions to
address both customer-
specific and general
market requirements.

To grow our customer
base within the market
verticals we serve

To broaden the range of
markets we serve

Achievements in FY2021

e Expanded our sales network including
engagement with two USA rep companies.

e Completed Voice of the Customer ("VoC")
exercise.

e Developed relationships with our key
customers resulting in several smaller initial
contract wins for next generation products.

e Completed launch of critical communications
TTA product portfolio.

e Morpheus E-band transceiver platform
released for adoption by our lead OEM
customer in telecoms XHaul.

e Completed full strategic planning process
("STRAP") to define opportunities for future
growth.

Completed launch of critical communications
TTA product portfolio.

Customer dependency remained flat in the
year as our plans to reduce this risk were
hampered by the pandemic.

e \VoC exercise to understand customer
perception of Filtronic.

Redesigned website fo market to a more
diverse customer base.

Activities for FY2022

e Cover 100% of USA and Europe with sales
representatives.

e Expand the direct business development
organisation.

¢ Key engineering management recruitment
process with a brief to expand our
relationships with technical leads in the
markets we operate.

* Build on our business processes to better serve
defence, space and aerospace customers.

e Expand our manufacturing capabilities to
serve defence, space and aerospace markets.

e Execute on the core technology roadmap
developed as part of STRAP programme.

e Expand our capability to support the space
and defence market.

e Expand our capability to design System in
Package (“SiP") solutions to reduce size,
weight, and power in key markets.

e Continue to develop our telecoms XHaul
product portfolio exploring W-band and
D-band frequencies.

e Expand capabilities associated with
design, qualification, test and manufacture
of emerging compound semiconductor
technology.

* Focus on adjacent market applications that
have the potential for near-term growth.

e Expansion of the customer base in our existing
markets of interest.

e Continue to expand our marketing
communications activities and build our sales
channels.

e Refresh and relaunch the Filtronic brand and
promote our brand message to targeted
markets.

 Focus on building our position within the UK
defence market.

SO
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Obijective and strategy continued

Product and technology strategy

Filtronic designs, manufactures and supplies technically
advanced RF products that transmit, receive and
condition radio waves.

Our product range and wider technology capabilities
arerich in IP and know-how. Our aimis to be an applied
technology and capability leader in our markets but avoid
the risk of being a research pioneer.

Filter and combiner products

Filtronic's filter products cover a range of product classes,
with solutions to support a variety of legacy, current

and future applications. Our filters and combiners are
designed to meet exacting operating specifications and
are designed for resilience in critical communications
applications.

mmWave 5G transceiver products
Filtronic's mmWave transceiver products are based
around our class-leading, high-capacity, E-band
transceiver technology and have been optimised for
5G mobile backhaul and wireless link applications
such as track-to-train and HAPS/LEO ground-to-air
communication.

Tower Top Amplifiers

TTAs are used in many critical communications LMR
systems to enhance the received signal strength and
quality. This receive-only system consists of low-loss,
high-rejection filters coupled to low noise amplifiers with
a high level of built-in redundancy. Filtronic's solution
employs a separate control unit that monitors overall
system performance and distributes the received signal to
multiple separate receivers.

CALIFORNIA

MARYLAND

FRANCE

Manufacturing process capability

The specialist manufacturing capability and know-how
Filtronic has developed over many years of manufacturing
its own products are highly valued by many companies

in our market. Clients also ask us fo manufacture and test
their own, or third-party designed, products for them. This
is not only an additional and valuable source of revenue
and profit but it also provides an excellent vehicle for
continued process development and investment that we
caninturn apply to our own product portfolio.

Business ethos

Our aim s to be agile and responsive to customer

needs. To achieve this, we provide an environment fo our
employees with a high degree of delegated authority

and empowerment. We have established a framework of
values and behaviours that guide our business ethos which
can be found in the ‘Our people’ section of this Annual
Report.

Organisational overview

Filtronic operates from three sites; Sedgefield and Leeds in
the UK and Salisbury, Maryland in the USA.

Sedgefield, UK
Transceiver and TRM manufacturing, microwave and
mmWave engineering, sales (EMEA) and central services.

Leeds, UK
Engineering and development of filters, TTAs and
associated RF systems and sub-systems.

Salisbury, MD, USA
North American sales, service, repair and manufacturing
of critical communications products.

SOUTH KOREA

SEDGEFIELD

GERMANY

/

Filtronic sales and
manufacturing facility

. Sales office
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Financial review

Improved second half trading delivered strong
adjusted EBITDA and a healthy cash position as the
markets we serve recover from the impacts of the
pandemic. The strength of the balance sheet will be
used fo support investment in revenue growth.

Filtronic achieved material adjusted EBITDA growth within
the continuing operation for the third consecutive year
thanks fo a strong sales mix and controlled overhead
spend. Adjusted EBITDA for the year rose to £1.8m
(2020: £1.2m) with £1.2m being generated in the second
half following an uplift in sales against the first half.
Consequently, the balance sheet strengthened and cash
generation of £1.0m (2020: £0.6m outflow) in the period
has given an excellent platform to develop the business
and invest in opportunities that offer a high rate of return
and provide the building blocks for future growth.

Revenue

Sales revenue for the Group decreased in the year by

9% to £15.6m (2020: £17.2m) because of delays to key
programmes in the first half and the impact of Covid on
one of our key markets. Despite this, it was encouraging
to see 20% revenue growth to £8.5m in the second half
of the year over the first half (H1 FY2021: £7.1m) as
markets recovered and spending on core communication
programmes increased having seen funds diverted to
sectors tackling the pandemic. Trading in the second half
gives optimism that companies are keen to progress their
deferred infrastructure projects, evidenced by the stronger
order book we carry into the new financial year and an
increase in the number of enquiries received.

5G XHaul sales decreased year-on-year as our lead
customer had built buffer stocks in the prior year to
capitalise on market opportunities as they arose.
Consequently, the reduction in demand was anticipated
but further exacerbated as the switch to the next
generation, Morpheus product, was delayed due to
technical challenges unrelated to our product. Sales
of XHaul derivatives to adjacent markets including
HAPS, ‘over-the-air' equipment and trackside-to-train
applications were in line with those generated in the
prior year. However, several customer funded product
developments offer an opportunity to not only lower
customer dependency but are themselves significant
players in their respective markets.

Sales of defence products saw year-on-year growth

of 24% and we are now enjoying consistent output of
the products, helped by the substantial investments we
made in plant and machinery in the previous year. In
addition to this, we have been working on a number of
smaller engineering programmes as we seek to develop
further opportunities within our existing customer base.
Broadening our customer base has been a key strategic
objective of the business for some time and it is pleasing
fo see conversion of numerous opportunities with other
defence contractors which, whilst small, and early-stage
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developments, have the potential to grow into something
more significant if adopted into a defence programme.

Critical communication markets suffered during the
pandemic with reduced demand for product but sales in
the second half of the year increased by 41% to give 7%
growth year-on-year. Given order-flow and customer
forecasts it appears the pent-up demand in the market
is now flowing down the supply chain. It was especially
pleasing to see the first significant sales of the newly
launched TTA products in the final quarter of the year.
These sales are an important milestone for the product
as it gains prominence throughout the network of field
engineers, and we can position ourselves better to
participate in state-wide rollouts.

Operating costs and headcount

Operating costs increased in the year to £9.5m (2020:
£9.3m). The Group's largest overhead is salary related
costs which increased by £0.2m following recruitment of
additional engineering resource and the reinstatement of
a marketing function to support revenue growth.

We were also able to fund part of this by naturally
reducing the size of our manufacturing team due to
efficiency and yield improvements from the capex
investment last year, which is now optimised.
Consequently, we have been able to reduce the total
number of employees which is reflected in the average
headcount for the year decreasing to 130 (2020: 141).

An analysis of the Group's average continuing headcount
is presented below:

2021 2020
Manufacturing 86 99
Research and development 24 21
Sales and marketing 5 5
Administration 15 16
Total headcount 130 141

Costs have been managed tightly throughout the year
and have included some consequential cost savings from
the pandemic such as business travel and trade
exhibitions which are not expected to continue in the long
run. These are important expenses that facilitate customer
engagement so we will be looking to take advantage of
travel restrictions easing at the earliest opportunity.

We benefitted from the UK government's furlough scheme
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Financial review continued

in the first half with £83k received following programme
delays to a couple of key projects which offset overhead
spend. This was offset against the salary cost in operating
costs. Inthe USA, we secured $237k (£192k) of financial
support through the Paycheck Protection Programme
("PPP") to retain staff during the pandemic. The loan was
forgiven for repayment by the US government in the year
and converted to a grant.

Alarge portion of our product development in the year
was customer funded which maintains a healthy flow of
cash during the project. Consequently, there was limited
capitalisation of development costs as the costs are
expensed in line with the revenue recognition. The impact
of this was £0.6m more engineering costs being expensed
than the prior year with only £0.1Tm capitalised (2020:
£0.7m). Further commentary can be seen in the ‘Research
and development costs’ section of this review.

Adjusted EBITDA and operating profit

The Group focuses on an alternative performance
measure ("APM") to track performance of the business
and a GAAP measure of operating profit. The APMis
adjusted EBITDA as it measures the quality of earnings
without the impact of exceptional items and non-cash
expenses such as depreciation and amortisation.
Operating profit was £0.6m (2020: £0.2m operating loss)
whilst adjusted EBITDA was £1.8m (2020: £1.2m)
representing a 50% increase. This was possible as the
reduction in revenue was mitigated by a stronger sales
mix. Gross profit increased considerably thanks to
increased sales to the defence market where certain
components are free issued by the customer and reduced
sales into the telecommunications infrastructure market
which is more price sensitive. Lower manufacturing
overheads from reduced headcount and furlough
payments more than offset the increased depreciation
charge from the capital expenditure programme last year.

Given the operational gearing of our facility in the

USA, where critical communications products are
manufactured, increased volume enabled an upliftin the
profitability of that site.

The full year impact of investments made last year in
plant and machinery can be seen in the table below
from an increased depreciation charge. Impairment

of development costs previously capitalised was £45k

as we mothballed a development due to concerns over
successful commercialisation after further discussions
with the customer. Amortisation has increased as we
have started to amortise the Morpheus and TTA product
developments.

Reconciliation of adjusted 2021 2020
operating profit/EBITDA £000 £000
Operating profit/(loss) 642 (188)
Exceptional items (64) 569
Adjusted operating profit 578 381
Impairment of development costs 45 89
Depreciation 941 677
Amortisation 209 18
Adjusted EBITDA 1,773 1,165

Taxation

Atax charge of £0.2m (2020: £0.1m) has been recognised
for the year. This is a result of the deferred tax position
being reduced reflecting the usage in the year. Thisis a
non-cash entry so payments will not be made of this value.

It is highly likely that governments around the world will
increase their rates of corporation tax over the next few
years to help pay for the cost of economic support during
the pandemic. However, with substantial deferred tax
assets, including those not recognised on the balance
sheet, this s likely to have a minimal impact on cash.

Research and development costs (“R&D")
Total R&D costs in the year before capitalisation and
amortisation of development costs were £1.7m (2020:
£1.7m). The Group has utilised most of the engineering
resource in the year on customer funded developments.
This ensures we generate near-term revenue whilst there is
anincreased chance of commercialisation.

The Group remains committed to investment in R&D

for the future growth of the business and consequently
measures this as a KPI. Key areas of spend in the year
included product development for markets spanning 5G
XHaul, HAPS, ‘over-the-air mmWave equipment and
defence. In addition fo these, our stronger balance sheet
gives us greater ability to invest in development of our
own strategic technology roadmap to build long-term
shareholder value in the years ahead.

The Group capitalises its development costs in line with
IAS 38 as set out in note 1 to the financial statements.
A reconciliation of R&D costs before capitalisation and
amortisation can be seen in the table below:

2021 2020
Reconciliation of R&D costs £000 £000
R&D costs in income statement 1,845 1,152
Capitalisation of development costs 52 678
Impairment of development costs (45) (89)
Amortisation of development costs  (184) -
R&D cash spent 1,668 1,741
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Capital expenditure and right of use assets
Capital expenditure was reduced in the year following
substantial investment in the prior year. The total amount
of capital committed was £0.4m (2020: £1.8m) mainly for
engineering equipment at our site in Sedgefield which will
be used to expand our capability at higher frequencies.
The assets externally financed through asset finance
agreements were subsequently classified as right of use
assets.

Inventory provision

Inventory is valued at the lower of cost and net realisable
value. Itis the Group's policy to regularly review the
carrying value of its inventories and fo make a provision
for excess and obsolete inventory. As at 31 May 2021, the
inventory provision was £1.5m (2020: £1.5m).

Warranty provision

In line with industry practice, the Group provides
warranties to customers over the quality and performance
of the products it sells. The Group's policy is to make a
provision, calculated as a percentage of cost of goods
sold, after reviewing costs associated with faulty products
returned. As at 31 May 2021, the warranty provision was
£0.3m (2020: £1.1m). The Group paid the final instalment
of a specific customer warranty settlement liability in the
year of $0.5m (£0.4m) drawing the matter to a close.

Funding and cash flow
The Group recorded an increase in cash and cash
equivalents to £2.9m (2020: £2.0m) at the year-end.

Cash generated from operating activities in the year

was £2.5m (2020: £2.6m outflow) as solid adjusted
EBITDA coupled with an unwind of the working capital
position drove strong cash generation. The inventory
position unwound in the second half following the
successful conclusion of the onshoring project of critical
communication products from China to the USA. It was
essential to hold higher levels of inventory during this
project whilst we developed and gained confidence in the
new supply chain whilst in the UK higher levels of inventory
were held as mitigation against any disruption from Brexit.

However, we are currently in the middle of a globall
shortage of electronic components. Therefore, we plan to
increase our inventfory position once again to ensure we
have material availability to fulfil orders and capitalise on
opportunities when our competitors are forced to extend
their lead times.

Net cash of all lease obligations when including all debt
except property leases at the end of the period was
£1.9m (2020: £0.4m) whilst overall net cash including
property leases was £0.8m (2020: £0.7m net debt). Ata
fime when many sectors are struggling with liquidity it is
very pleasing to move the business into a net cash position
demonstrating the resilience of the business during a very
difficult tfrading environment.

To provide additional cash headroom Filtronic has a
£3.0minvoice discounting facility with Barclays Bank plc
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in the UK and a $4.0m invoice factoring facility with Wells
Fargo Bank in the USA. Both facilities were undrawn at 31
May 2021 (2020: undrawn).

Going concern
In assessing going concern, the Board have considered:

e The principal risks faced by the Group which are
discussed within the ‘Risk management’ section of the
Annual Report.

e The financial position of the Group including forecasts
and financial plans.

e The healthy cash position at 31 May 20271 of £2.9m
(2020: £2.0m) and the additional headroom available
through the undrawn invoice discounting facilities.

¢ The ongoing impact of Covid-19 as the business has
maintained its operational capability throughout the
pandemic and met all customer commitments. Whilst
travel restrictions impacted on new contract wins in
FY2021, the improvement in customer forecasts and
increased order-flow give confidence there is pent-up
demand in our markets and new opportunities are
starting to present themselves.

Therefore, the Directors are satisfied that the Group has
adequate financial resources to continue in operational
existence for a period of at least 12 months from the date
of this report. Accordingly, the going concern basis has
been adopted in the preparation of the Annual Report for
the year ended 31 May 2021.

Michael Tyerman
Chief Financial Officer
2 August 2021

Pictured: Hercules mmWave Transceiver Module
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Key performance indicators

The Group's management team uses various Key Performance Indicators (“KPIs") to monitor the
financial and non-financial performance of the business. Below are the measures and metrics
which the Board believes best indicate the performance of the Group's continuing operations.

Revenue (£m)

£15.6m

2018 2019 2020 2021

The total amount the Group earns
from the sale of products and
services.

Research and
development costs (£Em)

£1.7m

™~ ™~ ™~

. . .
— (\! — —

2018 2019 2020 2021

The Board recognises that the
Group needs to invest in new
products, capabilities and
technologies to participate in a
technology-driven market and
measures the investment made in
research and development.

Adjusted EBITDA (£m)

£1.8m

0
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2018 2019 2020 2021

The Board recognises adjusted
EBITDA as a key metric of the
underlying health of the business.

Cash generated from/(used in)
operating activities (Em)

£2.5m
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The Board recognises that cash
flow from operating activities
indicates whether the Group is
able to generate sufficient positive
cash flow to maintain and grow
its operations, or it may require
external funding for financing.

Adjusted EBITDA per
employee (£k)

£13.6k
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Employees are a critical asset in
our business and we monitor the
adjusted EBITDA per employee to
measure productivity.
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Risk management

The Board recognises strong risk management is key to our success and achievement of our
strategic objectives. A rigorous assessment of the principal risks facing the Group is regularly
undertaken with quick and effective responses taken when needed. These principal risks carry
financial, operational and compliance impacts including those that threaten the business model, strategy,
future performance, solvency and liquidity. They are identified based on the likelihood of occurrence
and the severity of impact on the Group that could result in damage to our reputation or business
performance.

The Board is ultimately responsible for the overall risk HIGH 5
management system and internal controls applied

throughout the Group to ensure a structured and

appropriate approach to risk is taken in line with

strategic priorities and risk appetite. The Audit ) S
Committee has oversight of risk management and
reports to the Board with its findings. The directors
recognise that risk is inherent in any business so actively
manages rather than eliminates risk to achieve business
objectives which includes review of the effectiveness of
these controls.
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Risk management within the Group is managed by
senior operational management including the D)
Executive Directors. The team is responsible for

identifying, evaluating, reporting and managing the

key risks in accordance with established processes

under the Group's operational policies and controls.

This includes regular review of the Group's risk register
considering existing and emerging risks, risk scores and
mitigation action plans prepared by risk owners to

manage and reduce the risk. Reporting within the LOW
Group is structured so that key issues can be escalated

rapidly through the management team to the Board LOW Impact HIGH
where appropriate.
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Key:

@ Reliance on key customers © Recruitment & retention
@ Covid-19 @ Supply chain
@ Manufacturing @ Market requirements

O Technology

Change
inyear

Risk Risk description Mitigation actions

Failure to With the rapid evolution of In a market of rapid technology changes, it is imperative
identify product ’rechn'o\logy and QTher the Group chooses opportunities that will yielo! agood
market corporate decisions, the size of rate of return and have an extended producT life. All new
) our addressable market may opportunities are appraised to ensure there is a good
ISCIMIEIMEIEE |- offected. Failure fo forecast match between our capacity, capabilities and likely
market movements correctly thus adoption in a growing market with a good rate of return.
missing opportunities or wrongly The appraisal process includes regular communication
predicting product longevity with our customers including key members of our
could impact on |_O”9‘Term engineering teams to ensure we are developing innovative
revenue and profit. products that deliver the technical solutions needed by the

market. This process also assists in the formulation of the
technology roadmap to ensure it is aligned to the needs of
our customers which augments the work we undertake to
develop our own market intelligence.

SO
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Risk management continued

Risk Risk description

Most of the productsin
production are demand-led
and customers may vary their
requirements at short notice
which requires flexibility in
capacity and effective inventory
management.

Inability
to meet
customer
demand

Our product competitiveness is
heavily influenced by technology
choices at product concept stage
and throughout the execution of
design to product launch.

Competing
technology
and failure
to deliver
projects on
tfime or to

The market is time-sensitive
and opportunities may be lost
if the technology we develop is

specification
® inappropriate or fails to achieve
customer specification or meet
the timescales required to match
market demand.

For products in the production
cycle, technology insertion is
often required as a means of
achieving price reductions, which
underpin sales.

Global
electronic
component
shortage

There is currently a global electronic
component shortage impacting all
sectors and companies relying on
embedded electronics components
due to reduced supply and increased
demand. An inability to source
components or extended supplier
lead times may prevent shipment of
products to fulfil orders.

Mitigation actions

We manufacture and assemble our products at our
highly-automated facility at NETPark, Sedgefield, UK
except for our critical communications product offering
which is manufactured at our site in Salisbury, MD, USA,
based on our core competencies. Where appropriate, we
outsource non-core processes to suppliers who can offer
advantages over internal supply.

Investment in capital equipment and additional
headcount has increased production capacity and
capability enabling us to ramp existing customer projects
and win new business. Consequently, single point
dependency on key people and machinery has reduced.

The supply chain throughout the Covid-19 pandemic
has been resilient with no material shortages. The
supply chain is regularly monitored whilst regular
communication with key suppliers ensures lead times are
managed.

Our ability o remain competitive in terms of
technology and product design is underpinned by
retaining key staff, talent acquisition and effective
design methodologies.

We work closely with our customers and suppliers

to gain a thorough knowledge of the technology
being developed in the marketplace. We are also
members of key forums such as The European
Telecommunications Standards Institute (ETSI), the
HAPS Alliance and the 5G Innovation Centre (5GIC).
By staying close to the market, we position ourselves to
react quickly to any technology changes that develop.

When undertaking new product developments, we
follow a process which facilitates a thorough review
process of the engineering development at various
milestones throughout the project. This methodology is
designed to ensure the product has no design defects,
meets the required specification and is on time to
exploit the market opportunity. We have a project
management feam to ensure compliance with our
engineering development process.

In order fo protect our intellectual property, we
maintain and apply for patents when appropriate and
actively encourage innovation in our engineering feam
through a reward process.

We work closely with our suppliers to understand

key challenges as they present themselves. Our
knowledge of the supply chain and engineering
expertise can be ufilised fo find alternative sources or
marginally different electronic product. Equally, strong
communication to our customers highlighting risks to
product lead times can trigger new sales orders from
our customers to provide material commitment and
availability ready for product supply when needed.

Change
in year
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Change

Risk Risk description Mitigation actions in year
Reliance We supply a range of products The Group seeks to mitigate this risk by working closely
on key to a small number of large OEM with customers, at all levels, to ensure that we are
customers. designed into their products at an early stage, enabling
customers . T .
The loss of any of these us ’ro_develop products that meet their specifications and
customers, material reduction in requirements.
orders from any such customer Filtronic aims to provide customers with a well resourced
or the timing of customer project programme and a high level of service with a focus on
roll-outs may have a material product quality and delivery. This gives an advantage
adverse effect upon Filtronic's over our competitors that has facilitated new contract
financial condition. wins. The Group monitors its competitive position with
regular competitor analysis and engagement with
customers.

Covid-19 has made it more difficult to acquire new
business due to travel restrictions and cancellation of
trade exhibitions which have been one of our more
successful business development activities. To mitigate
this, the sales and marketing teams have been
strengthened in both direct and indirect channels to
expand our presence, reach and access to new
customers. We have also invested in marketing
communication to address the market in an alternative
way and have grown our rep network.

Our existing customers are very successful large players
in their respective markets, each with a long-established
relationship with Filtronic. This represents the best near-
term opportunity to win further contracts and our sales
and engineering teams continue to actively engage with
them on new opportunities.
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Talent The Group is reliant on the key The Group has a competitive remuneration package
NS TN tel killsand knowledge of its people that is reflective of market conditions for key roles and
3 eno in arange of areas especially in is under review as conditions change. The Group also
acquisition , . : , : .
the engineering function which operates a long-term incentive plan for key employees
requires specialist skills. and SAYE schemes for all UK employees.
Failure to recruit, develop and We continue to invest in our engineering teams to ensure
retain an appropriate number of we have engineers with the right skills to execute our

suitably qualified people in critical strategy.
areas could affect our ability to
design new products, meet our
customers’ needs and execute on
our strategic growth plans.

We provide regular communications to all employees
through communication meetings in each of our
business locations although social distancing restrictions
has meant face-to-face updates have not been possible.

We have also benefited from a The Board has recently refreshed its strategic plans
rju_mber of non—U'K'employee_s following the appointment of Richard Gibbs as CEO.
filling key ro\_es within The business. This was accomplished through an inclusive approach
Dueto Th? b'ghl\/ ‘rechmcg\ nature involving all management of the company, in both the
of our activities, Thgse skllls»or.e not UK and USA, to assist with the analysis, formulation and
always readily available within development of the plan. By giving our employees an
the UK and any restrictions on understanding of our strategic direction and objectives,
the employment of these people we believe it enables them to make meaningful

could have an adverse effect on contributions to the achievement of our goals and

the Group. successful execution of the plan.

Risk key
o Increased risk No change Decreased risk
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Our people

We firmly believe that it is our people who drive the success of our business. We have a diverse, experienced,
and highly qualified team focused on delivering outstanding products and service to our customers.

Filtronic has a considerable depth of technology,
engineering and operational management skills across
its business operations. The Group operates in very
specialised technical markets and can only effectively
compete over the long term if it continually develops
these capabilities through a comprehensive talent
acquisition, development and retention strategy that
nurtures aspiration and rewards achievement. We enable
this by ensuring our ways of working are guided by
respect, consistent management, fair remuneration and
opportunities for growth.

Employee profile

Our headcount at 31 May 20271 was 117. The Group relies
on highly skilled employees, who are critical to driving
innovation, new technology and operational excellence.
Our teams are made up of highly frained employees
across all functions with strong educational backgrounds
and formal qualifications, as highlighted in the graphs
below.

Employee turnover

The total employee turnover rate was 3.0% in FY2021
(2020: 5.1%). Our turnover rates are low, which we
believe is due to a great working environment created
through challenging, but rewarding, work. This is further

Current headcount metrics

Full time / Part time %

® Fulltime 98

@ Parttime 2

Qualification %

® Levell 51

® level2

® Level3

©® Bachelors degree 21
Masters degree 9
PhD

demonstrated by our length of service data, which is, on
average, nine years.

Employee communication and engagement
We strive to maintain a healthy employee relations
environment in which dialogue between management
and our employees, both directly and indirectly, where
appropriate, is embedded in our work practices.

On aregular basis, management engages with our
employees through a range of formal and informal
channels, including briefings and memos from the Chief
Executive Officer, team meetings, 1-2-1's, and online
publications via various social media outlets.

Additionally, we are in the process of defining an annual
employee survey to elicit further employee views. This will
be arecurring annual event as we strive to improve our
employees’ experience at work, measure commitment
and identify trends and develop actions to address any
gaps.

Employee engagement is especially important in
maintaining business delivery in times of change,
nevermore so acutely demonstrated than in this past
year whilst managing through the Covid-19 pandemic.
We have issued weekly bulletins, the Business Continuity

Length of service %
® 0-5 50
® 5-10 9
® 10-20 35
20+ 5
>25 1
Function %
@® Manufacturing 65
® R&D 20

® Salesand marketing 5

Administration 10
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Team, primarily made up of members of the Senior
Leadership Team, have conducted weekly floor walks and
feedback mechanisms have been established, so that
any issues or areas of concern can be resolved in a timely
manner.

Through our HR system we have also enabled surveys
covering key aspects of employment such as onboarding.
Voluntary leavers, are interviewed to provide an additional
means of expressing their views which allows us to analyse
data to address any issues or make improvements.

Equal opportunities, diversity and inclusion
Filtronic has equal opportunity policies to support our aim
of providing opportunities for all without discrimination.
These policies form part of the Group's core values
which are expected of employees, suppliers and other
stakeholders. Our policies and practices emphasise the
importance of treating people in a non-discriminatory
manner across the full employment life cycle including
hiring, reward, development, promotions, mobility, and
departure. In the event that an employee becomes
disabled, the Group will make reasonable appropriate
adjustments, and so far, as is practicable, will continue to
provide employment.

All employees receive specific training on equality,
diversity and inclusion in the workplace, to ensure that no
individual is disadvantaged and to prevent discrimination
on the grounds of gender, religion, belief, race, creed,
age, disability, sexual orientation, ethnic origin, or marital
status.

Qur intention is to sustain a diverse workforce and
inclusive environment, as we believe that diverse teams
led by inclusive leaders are more engaged, whilst also
allowing us to benefit from a wider external talent pool for
recruitment purposes.

Rewarding employees

Our compensation strategy aims to attract, retain talent
and promote and reward sustainable performance and
contributions at all levels of the organisation. The Board
and Remuneration Committee continually look to ensure
that our remuneration provisions support our strategy and
business objectives.

The market competitiveness of salaries across the
company is assessed at local or national market level,
dependent upon role, and reviewed annually. Whilst
we are under no obligation to produce a Gender Pay
Gap Report we are extremely mindful of equal pay, and
any discrepancies in the difference in average earnings
between women and men across the organisation are
addressed via the annual salary review process.

In addition to competitive salaries, we also offer a suite of
benefits including, but not limited to, employer matched
pension contributions plus 2% to a maximum of 8%, long
term incapacity benefit, 4 x base pay sum life assurance,
Employee Assistance Programme, childcare vouchers and
cycle to work.

In FY20271 we rolled out our Technology Leadership

23

Recognition Policy. This policy aims to recognise and
reward innovative thinking and professional personal
development. It has been very well received and several
engineers have received achievement awards for patent
applications and technical publications.

Employee share plans

We have a number of share plans designed to align
employees' interests with our performance through
share ownership. For information on the share-based
compensation plans for Executive Directors, see the
‘Directors' remuneration report’.

Eligible employees of Filtronic plcin the UK have been
able to participate in the UK Sharesave Scheme. Options
have been granted over the Company's shares at the
closing middle market price on the day before issue.
These options vest after completion of a three-year
savings period. The option price for the SAYE scheme
implemented on 1 June 20271 was at a discount of 20% to
market value giving an option price of 6.67p.

Culture and conduct

We have a responsibility to all of our stakeholders to actin
accordance with our Code of Ethics. The code is designed
to ensure that we conduct ourselves ethically and in
accordance with Filtronic's policies and procedures as well
as the laws and regulations that apply to us.

As well as our Code of Ethics the company culture is
powered through our values and behaviours which are
instrumental to everything we do.

Values and behaviours

The key values and behaviours of Filtronic were reviewed
and refreshed this year following engagement with our
customers, past and present, to understand what it is that
they value from their relationship with Filtronic. The three
values recognised as being key fo our success and integral
fo the way we operate are:

e Act with integrity; being honest and fair, always
keeping our promises;

¢ Berespectful to all; it is the foundation of our culture;
and

¢ Always strive for excellence; it is what our clients and
colleagues expect and what we endeavour to deliver.

These three key values underpin everything we do,
throughout every area of the business, and are integral to
the way we do business and interact with our colleagues,
customers, suppliers and other stakeholders.

These values are fundamental to achieving the Group's
vision of enabling the future of RF, microwave and
mmWave communication and our mission of creating
value for our clients though technology leadership.

In achieving these key values we expect our people to live
certain key behaviours which can be seen overleaf:

www.filtronic.com Stock Code: FTC
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Our people continved

Values and behaviours

Integrity

Act with integrity; being honest
and fair, always keeping our
promises.

Values

Do theright thing, not the easy

Behavi
ehaviours thing, speak up if it's not right.

Deliver on your promises.

Be truthful, always being honest
and open.

Be fair and ethical in your work
and decision making.

Take responsibility for your own
actions, learn from mistakes
when they happen.

We are committed to embedding these values and
behaviours through employee engagement and

communication as we look to live the values during
FY2022 and beyond.

Digital HR

The core component of our digital HR drive has been the
implementation of a cloud-based software platform for
HR services covering the entire employee lifecycle, from
onboarding and workflows to absence management and
performance. The new system was rolled out in FY2021
and continues to be optimised to lay the foundation for
future developments in line with changing business and
employee needs.

Employer brand and recruvitment

We have refreshed our careers portal, social media
channels and recruitment campaigns, to focus more our
on employer offering and authentic storytelling. A cross
section of employees have shared their experiences and
career stories which will hopefully help to attract new
talent, by offering real life insight into the culture, work,
projects, and people.

Covid-19

Responding to the challenges of Covid-19 showed our
employees at their best; flexible, adaptable, and resilient,
switching to remote working, where possible, almost
overnight. Those staff who could not work from home
were exemplary in their commitment to all Covid-19
related health and safety requirements.

Looking to the future - training development
Filtronic continues to work towards future-proofing the
business to ensure we have the right skills to support
business growth. Equipping our leaders with the skills

Respect

Be respectful to all; it is the
foundation of our culture.

Be inclusive, always respecting
and valuing others.

Act how you want to

be treated; being kind,
considerate and respectful of
others and their opinions.

Be supportive and positive in all
your working relationships.

Value the importance of
equality, diversity and
inclusivity.

Be open-minded and upfront
with people.

Excellence

Strive for excellence; it is what
our clients and colleagues
expect and what we endeavour
to deliver.

Perform to the highest
professional standards.

Be innovative and pragmatic
with problem solving.

Take pride in our work, paying
attention to detail.

Be agile and flexible in your
approach.

Be curious and challenge
constructively to improve how
we work.

to manage, lead and deliver on our growth strategy is

a key focus for the Group. In FY2022 we will roll out our
Leadership Academy; a bespoke programme offering a
portfolio of leadership development training designed to
provide the skills needed at each management fier within
the business.

We remain committed fo the recruitment of graduates

to build our talent pool and will this year implement our
Graduate Career Framework to complement our existing,
broader, engineering framework.

What do you enjoy most about your job?

“Being part of a world class team based in the
North East of England that provides leading
technology solutions to some of the best known
multinationals around.”

Director Of Business Development —
mmWave Technology

“It is easy to become normalised to the
technology the Filtronic team create, but if you
step back and look at the products we design
and manufacture and the customers we serve,
it's difficult to think of any other company that
could offer such a cutting-edge adventure.”

Design Engineering Manager

Filtronic plc Annual Report and Accounts 2021
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Corporate social responsibility report

We are committed to doing business ethically and sustainably in the interests of our stakeholders:
shareholders, employees, the environment, customers, suppliers and the communities in which we operate.

This report covers how we interact with our stakeholders, our approach to key issues and the aims for the

future.
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Sustainability and the environment

The Group is committed to protecting the environment
through prevention of pollution and minimising our impact
on natural resources. As well as operating in compliance
with all relevant statutory and regulatory obligations, the
Group strives to implement environmental best practices
throughout our activities and continually improve our
environmental management system fo enhance our
environmental performance.

During the year, as part of our activities and decision-
making process, we:

e Confinued fo infegrate environmental concerns and
impacts info the design and manufacture of our
products;

e Promoted environmental awareness among our
employees, through gauging interest in our employees
in participating in the cycle to work scheme and

encouraging the use of the electric car recharging
stations at our NETPark site; and

e Continued to minimise waste through re-use and
recycling and promote efficient use of materials and
resources; and

e Strive fo prevent pollution and to continually improve
our environmental performance.

The Group supports and trains its personnel to act
responsibly in matters relating to the environment. Our
principal manufacturing site in Sedgefield, County
Durham is certified under the ISO 14001 Environmental
Management Systems Requirement.

The Group takes account of relevant legislation and
regulations and analyses its practices, processes and
products to reduce their environmental impact, and
works with our customers and suppliers to achieve a high
standard of environmental stewardship. We look forward

www.filtronic.com Stock Code: FTC
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Corporate social responsibility report continved

to receiving and implementing the UK government's flow
down to industry of its net-zero carbon target which will
involve measuring carbon emissions and implementing
policies for carbon reduction or off setting the carbon that
is released.

Health and safety (“H&S")

The Board is committed to ensuring the H&S of the
Group's employees and applies high standards
throughout the Group in the control and management of
its operations. The Board regularly reviews the Group's
arrangements for the planning, organisation and

control of H&S matters. Global H&S meetings are held
periodically with participants from each of the Group's
three operational sites.

Humanrights

Filtronic applies human rights considerations to the way
it does business, for example through ethical sourcing
and anti-bribery and anti-corruption policies, our code
of ethics, which is an integral part of our management
policies, our practices in relation to H&S, equal pay and
employees' freedom to join trade unions. Filtronic is
committed fo ensuring fransparency in our approach to
tackling modern slavery through the flow down of our
Modern Slavery Policy throughout our supply chain.

Charitable and community support

Over the course of the year, Filtronic employees have
participated in and sponsored various events. The Group
provides paid leave of one day per annum for staff who
wish to undertake voluntary or charitable work.

Quality and supply chain management

The adoption of an advanced product life cycle
management software system has allowed for group-
wide management and control of our documentation

to include product design, suppliers and change
management as well as a module to address specific
quality processes. Supply chain management is working
to develop partnerships with our main suppliers to
ensure they have systems in place that focus on quality,
environment, corporate social responsibility and health
and safety. The Group has adopted a specific policy on
conflict minerals and works with our suppliers to ensure
implementation including reporting on the use of conflict
minerals throughout our supply chain.

The implementation of these management systems,
which are designed to monitor and control processes such
as quality, the environment and H&S, provide Filtronic
with the confidence that each and every product that is
delivered to our customers is at an appropriate level of
quality, and has been designed and manufactured in a
way that considers our impact on the environment and
the ultimate H&S of our employees and our broader
stakeholders who contribute to our success. We are
continuing with the roll-out of a customer relationship
management system in Filtronic that complements this
approach.

Our Sedgefield site is working towards SC21
accreditation. SC271 (Supply Chains for the 21st Century)
is an improvement programme designed to accelerate the
competitiveness of the aerospace and defence industry by
raising the performance of its supply chains.

The FY2021 Strategic report, has been reviewed and
approved by the Board of Directors on 2 August 2021 and
signed on its behalf by

Richard Gibbs
Chief Executive Officer
2 August 2021
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Board of Directors

Executive Directors
Richard Gibbs (aged 62) : Chief Executive Officer
Appointed to the Board: 1 September 2020

Richard is an experienced director who has led a number of business operations
supplying semiconductor, RF and electronics subsystems to OEMs. Richard joined
Filtronic from Micross Components, where he was Managing Director. Prior to his time
at Micross, Richard spent nine years at E2V Technologies, where he was Group Sales &
Marketing Director and President of the RF Product and Hi-Reliability Semiconductors
Divisions, and 20 years with Honeywell, of which 10 years were spent managing
overseas operations.

Michael Tyerman (aged 42) : Chief Financial Officer
Appointed to the Board: 1 April 2016

Michael joined Filtronic in 2007 as Financial Controller of the Broadband business
and was promoted to the position of Group Financial Controller in 2009. He served
this position until his appointment to the Board. Prior fo joining Filtronic, Michael held
various positions within Procter and Gamble, Huntsman and Komatsu which included
time working in the Benelux and Nordic regions. Michael is a Chartered Management
Accountant.

Non-Executive Directors
Reginald (Reg) Gott (aged 64) : Non-Executive Chairman

Appointed to the Board: 13 July 2006, Non-Executive Chairman since
27 November 2015

Committees:® ® ®

Reg was Chief Executive of Resource Group Limited unfil early 2016. From 2002 to
2008, he was an Executive Director of FKl plc, an international diversified engineering
group, and from 2009 to 2012 he was Chief Executive of Nuaire Group. He has an
extensive background in the machinery, automation and controls segments of the
capital goods markets across Europe and North America.

Peter (Pete) Magowan (aged 53) : Senior Independent Non-Executive Director
Appointed to the Board: 19 November 2018
Committees: ® ® ®

Pete was previously an early employee and main board member of ARM Holdings,

an Executive at Fidelity International Ltd and General Partner at Alta Berkeley
Venture Partners. Pete's early operational career was in sales and marketing at
leading technology companies. He received a BSc degree in Electrical and Electronic
Engineering from UMIST and has a Diploma in Marketing. He is also a Non-Executive
Director of Solid State Group plc.

Governance report

John Behrendt (aged 60) : Independent Non-Executive Director
Appointed to the Board: 1 January 2021

Committees: @ ® ®

John was Head of Principal Investments with Eight Roads, part of the Fidelity network
of companies, from 2015 until 2020. John has also held a number of leadership and
operational roles, including CEO of Optegra, CEO/CFO of Frontier Silicon Limited,
CFO for Teraview Limited, and CFO for Alphamosaic Limited. John is a qualified
accountant with the Chartered Institute of Management Accountants (CIMA).

Committee Key: @ Chairman of Committee  ® Audit ® Nominations ® Remuneration

VW
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Governance report

Dear Shareholder

On behalf of the Board, | am pleased to present the
Filtronic plc Governance report for the year ended 31 May
2021.

The Board recognises the value of good corporate
governance as the basis for promoting long-term growth
and sustainability of the business for the benefit of our
shareholders and stakeholders. As a business whose
shares are quoted on the AIM market of the London Stock
Exchange, we continue to apply the Quoted Companies
Alliance Corporate Governance Code 2018 (“The Code”).
With the exception of the period where | stepped in, on
atemporary basis, to act as Executive Chairman while
the Nominations Committee sought a replacement Chief
Executive Officer ("CEQ"), the Company has complied with
the principles of the Code throughout the year. Richard
Gibbs was appointed as CEO on 1 September 2020 and |
reverted fo being Non-Executive Chairman on T October
2020.

We keep our governance arrangements under constant
review. The Board is aware that the fone and culture set by
the Board will impact all aspects of the Group as a whole
and the way our employees behave. We have a number
of policies and procedures in place as well as initiatives

in play to ensure the values and culture the Board wants

to foster is embedded throughout the business. Our
Executive team is currently exploring the best ways to
communicate, implement and reward behaviours that
best reflect our values throughout the business. This year,
given our global reach and the increasing importance of
defence contracts to delivering our strategic plan, we have
refreshed our Export Control Policy and procedures to
ensure that there is an appreciation, across all functions, of
the importance of compliance with this policy.

Whilst there have been no significant corporate
governance challenges this year, Covid-19 has brought
operational challenges. However, the Group has worked
towards delivering its agreed strategy through increased
dialogue and consultation with its employees and
exemplary co-operation from all staff in maintaining

a Covid-safe environment. This increased focus on
communication has been achieved through regular
Business Continuity Team meetings composed of senior
management from various functions across the Group.
Additionally, we have provided regular updates to staff
through weekly or fortnightly bulletins that directly
addresses any staff concerns, inviting, receiving and
responding fo feedback from all employees, the results

of which are frequently implemented immediately which
helps build trustin management. These measures and the
consciousness and dedication of our staff have allowed us
to keep operational throughout the pandemic.

Maintaining a skilled, well-balanced and experienced
board is of fundamental importance to the long-term
success of the business. During the year there were
number of board changes referenced in the ‘Nominations
Committee report. A formal board evaluation exercise was
conducted again this year, the findings of which are being

implemented. We continue to consider the balance of skills
and experience on the Board to maximise the chances of
successfully executing our agreed strategy.

As explained in the ‘Chairman's Statement’, after almost
15 years on the Board, including six as Chairman, | have
decided that | will step down at this year's AGM. It has
been a pleasure to serve for the last six years, during which
period we have achieved a level of stability in the business
and a focused strategy for future growth together with

a strong Board and Senior Leadership Team capable of
implementing it. There is a process underway to appoint
my successor and an announcement will be made in due
course.

Reg Gott, Chairman
2 August 2021

Corporate governance statement

Introduction

In this statement we explain the fey features of the Group's
corporate governance framework and how it complies
with the ten principles of the QCA Code.

Principle 1 - Delivering growth in the long-term

On his appointment in September 2020, Richard Gibbs
immediately undertook a strategic planning review for the
Group. Following the execution of a systematic planning
process, a strategy was agreed upon that focusses on four
key areas:

e Telecoms: defend our current position and target
new customers by developing the E-Band roadmap
to W-Band with premium performance high power
fransceivers, active diplexer and SiP options based on
inhouse MMIC design;

e Defence: increasing defence project cover with major
customers requiring RF hybrid solutions;

e Radar: leveraging our current relationships to secure a
bigger role in next generation radar design; and

e Space: position Filtronic in space (HAPS/LEO) market
by virtue of our UK manufacturing capability and
Q-band PA design.

Information on our business model and how our agreed
strategy is underpinned by the corporate framework is
outlined below. Information on how it supports the delivery
of growth and value in the long-term for shareholders is
detailed within the strategic report.

Principle 2 - Seeking to understand and meet
shareholder needs and expectations

The Board places great value on maintaining open
relationships with shareholders and the primary point

of contact in the Company for this function is the CEO,
supported by the Chief Financial Officer ("CFO"). The
CEO and CFO undertake an extensive programme of
meetings with shareholders at least twice a year, following
the announcement of the financial results. The Chairman
is available to speak with shareholders at their request.
The Senior Independent Director is also available as an
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alternative communication channel for shareholders

who may wish to raise any concerns. Presentations are
also made to analysts to present the Group's results. This
assists with the promotion of knowledge of the Group in
the investment marketplace and with shareholders and
also helps the directors to understand the needs and
expectations of shareholders. Please refer to the corporate
governance section of our website for more details: www.
filtronic.com/investors/corporate-governance.

Principle 3 - Take into account wider stakeholder and
social responsibilities and their implication for long
term success

Our stakeholder engagement recognises the materiality
and impact of our stakeholders on the achievement

of the Company’s strategy. Please refer to Section 172

(1) Statement within the Governance report and the
Corporate social responsibility report of the Strategic
report.

Principle 4 - Risk management and internal controls
The directors acknowledge that they have overalll
responsibility for the Group's system of internal controls,
which is designed to manage and mitigate rather than
eliminate risk, and to review and monitor its effectiveness.
The Group operates a series of controls which include

the annual strategic planning and business planning
process, short, medium and long-term cash monitoring.
Additionally, the Executive Directors and senior managers
provide monthly updates to the Board in the form of
function reports to the Board which include the principal
risks and controls across the group, as well as the roles and
responsibilities of key management in managing those
risks. These monthly reviews are augmented by quarterly
risk management reviews both at the senior management
level and at Board level. Please see the Risk management
section for further information.

Principle 5 - Maintain the board as a well-
functioning, balanced team led by the Chairman.
The Board is currently comprised of the Chairman (Reg
Gott), two Executive Directors (Richard Gibbs, CEO and
Michael Tyerman, CFO) and two Non-Executive Directors
(Pete Magowan and John Behrendt). Pete Magowan

is the Senior Independent Non-Executive Director and
he, fogether, with John Behrendt are regarded by the
Board as being independent Non-Executive Directors.
The Board is supported and assisted by the Company
Secretary and General Counsel (Maura Moynihan), who
attends, contributes to and minutes each board meeting.
All members of the Board have access to the advice and
services of the General Counsel and Company Secretary
and are able to take independent professional advice at
the Company's expense in the discharge of their duties.

Following the resignation of the previous CEO in October
2019, Reg Gott agreed to act, on a temporary basis, as
Executive Chairman while the Nominations Committee
sought a replacement CEQO. Richard Gibbs was appointed
as CEO on 1 September 2020 and Reg Gott reverted to
being Non-Executive Chairman on T October 2020. The
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Company has procedures to deal with directors' conflicts
of interest and the Board is safisfied that these procedures
operate effectively. There is a formal schedule of matters
reserved for the Board which is summarised below. To
enhance the Board's communication with management
and achieve greater operational transparency the Chief
Commercial Officer, Chief Operations Officer and

Chief Technology Officer are regularly invited to the
performance review section of the board meeting to
present their reports to the Board.

Board meetings

The Board meets each month against a defined reporting
fimetable and at times in between the scheduled meetings
when required. During the year, to comply with Covid-19
restrictions, the Board held most meetings remotely via
electronic means. However, under normal circumstances,
as far asis reasonably practical, board meetings are

held at the Company’s operational sites to enable local
management teams to present operational and strategic
programme progress to the Board. The Board believes
this arrangement fosters greater fransparency and
enhanced relationships between the management and
the Board. Since April 2021, board meetings have taken
place in person at the Sedgefield site complying at all
fimes with the measures we have put in place to maintain
a Covid-safe environment.

Directors’ attendance FY2021
The Board normally schedules at least 10 meetings during
the year. Last year the Board met formally 10 fimes.

Meetings

attended
Reg Gott 10
Richard Gibbs' 8/8
Michael Tyerman 9/10
Michael Roller? 4/4
Pete Magowan 10
John Behrendt? 5/5

"Richard Gibbs was appointed on 1 September 2020
?Michael Roller retired on 29 October 2020
*John Behrendt was appointed on 1 January 2021

Principle 6 - Ensure that between them directors
have the necessary up-to-date experience, skills

and capabilities.

At present, the Board believes that its overall size and
composition reflects an appropriate balance of sector,
financial and public markets skills and experience. The
composition of the Board is be reviewed at least annually
by the Nominations Committee, with a view to ensuring it
comprises the skills necessary for achieving the company’s
strategy.

Details of each director’s skills and experience can be
found in the directors’ biographies section on page 27.
The members of the Board bring a range of
complementary skills and experience from across
markets in which the Group operates.

www.filtronic.com Stock Code: FTC
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Governance repor’r continued

In September, the Board was delighted to welcome
Richard Gibbs who joined as CEO and brought with him
a wealth of relevant experience, as well as technology
and sector credentials to position him well to provide

the leadership required to deliver the next phase of our
strategy. In January, we welcomed John Behrendt to the
Board as a Non-Executive Director and as Chairman

of the Audit Committee. Johnis a highly experienced
finance specialist with considerable background in
business growth development. His skills, expertise and
insights will be of great benefit to the Company. Overall,
the Board is satisfied that, between the directors, it has an
effective and balance of skills and experience. Please see
the Nominations Committee report for further details on
how this principle is implemented.

Principle 7 - Performance and Performance
Evaluation

Each year, the Board carries out an evaluation of its own
performance at the end of the financial year, reviewing its
performance in that year.

The Chairman and the Company Secretary prepare an
evaluation questionnaire reflecting the considerations of
the Corporate Governance Code as well as significant
events over the year. The performance of the Board, its
Committees, and individual directors is assessed. Board
members are asked to provide feedback for assessment
by the Chairman in the first instance and to Pete
Magowan ,Senior Independent Non-Executive Director,
in respect of the Chairman. The combined feedback is
discussed by the Board and actions agreed and progress
on actions is monitored during the year. On joining, the
Company Secretary arranges an induction session

with each new director covering such matters as Group
structure and organisation, Filtronic’ s values and policies,
an intfroduction to the AIM Rules for Companies, the QCA
Code, Market Abuse Regulation ("MAR”") and the terms
of reference for the Board's Committees among other
matters. Where specific training needs are identified,
including as a result of the Board evaluation process and
individual director appraisals, the Company will organise
the relevant training. The Company Secretary supports
the Chairman in addressing the training and development
needs of directors. This year it has been identified through
the evaluation process that further training on IFRS
standards and ESG considerations is desirable and a
programme will be devised to address this during the year.

Principle 8 - Promote a corporate culture that is
based on ethical values and behaviours.

At Filtronic, we believe in collaboration, we work with our
technology leadership clients to solve their complex RF,
Microwave and mmWave challenges. Our purpose and
reason for being is to advance global communication
through innovation. Innovation matters to us, we

want to push the boundaries of what is possible with

RF communication. Filtronic are long-term partners

in aerospace and defence, telecommunications
infrastructure and critical communications. These
effective partnerships have grown from having a strong

value-based culture, where all our employees are
encouraged and supported to:

e Behave responsibly, respectfully and with total integrity;
e Nurture talent and share success;

e Beopen, empower and collaborate;

e Commit fo quality in everything we do; and

¢ Beinnovative and creative.

The Board monitors and promotes its corporate culture
assisted by its Senior Leadership Team (“SLT"). This
team plays a vital role in disseminating the Company’s
shared values with its employees. The SLT holds monthly
meetings and six of the seven members of the SLT are
invited to sections of the Board meetings which helps the
Board assess the Group's culture on an ongoing basis.

Principle 9 - Maintain governance structures and
processes that are fit for purpose and support good
decision making by the Board

The Board is responsible for Group strategy, delivering
results, risk management and ultimately business
performance. The Board is run by the Chairman.

Remit of the Board
Whilst many day-to-day operational matters are
managed by the Executive Directors and SLT, other

matters, including those listed below, are reserved for the
Board:

¢ Strategy and oversight of the management of the
Group;

e Approval of the Company and consolidated financial
statements;

¢ Approval of major corporate transactions and
commitments;

¢ Succession planning (appointment/removal of
directors, PDMRs and the Company Secretary);

e Approval of all terms of reference for the committees of
the Board:;

¢ Review of the Group's overall corporate governance
arrangements including systems of internal controls
and risk management; and

¢ Approval of the delegation of authority to the CEO or
where appropriate to the relevant board committee.

Committees

The Board continues to operate with three committees:
The Audit Committee, the Remuneration Committee and
the Nominations Committee. Detailed written terms of
reference for each committee are maintained and are
available to view on the Company website. In addition

to formal meetings, the Nominations Committee and
Remuneration Committee meet informally during the
year to review and discuss board composition and
compensation.
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Principle 10 - Communicate how the Company

is governed and is performing by maintaining a
dialogue with shareholders and other relevant
stakeholders

The Company is committed to open communication with
all its shareholders. Communication with members is
driven primarily through the Company’s website and the
Annual General Meeting. All shareholders will receive a
copy of the Annual Report and Accounts (hard copy or
electronic depending on shareholder preference). The
half-year results are published on the Company's website.
The Company reports on the activities and responsibilities
of the Audit Committee and the Remuneration Committee
each yearin the Annual Report and Accounts. Copies of
historic annual reports and notices of general meetings for
the last five years are available on the website.

Engaging with our employees helps to ensure the values
and culture the Board wants to promote are embraced
throughout the Group. The Company encourages open
fwo-way communication to promote innovative and
collaborative working. Communications with employees
takes place ordinarily through communications sessions
at each of the Company's sites, the HR system, team
meetings, health and safety meetings and training
sessions.

The longevity of our business can only be secured
through maintaining and expanding our customer

base. Communication with customers is a priority and

is mediated through dedicated commercial managers
and directors, overseen by the Chief Commercial Officer.
Customers are solicited for feedback on products and
business operations performance, market landscape and
demand trends.

Regular contact and an open-door policy are key to
maintaining good and stable relations with our supply
chain. The procurement department, aided by clear
website sections, ensures that Filtronic's key policies and
values, or their equivalent, are adopted by the supply
chainincluding but not limited to its policies on bribery,
modern slavery and conflict minerals. Engagement with
suppliers is overseen by the Chief Operations Officer. The
group policies were reviewed by the Board during the year
and, as a priority for the business, were communicated,
via management cascade, to all employees.

www.filtronic.com Stock Code: FTC
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Stakeholder engagement

Section 172 (1) Statement on the Discharge
of Directors’ Duties

In compliance with the Companies Act 2006, the Board
are required to act in accordance with a set of general
duties. During the year ending 31 May 2021, the Board
consider that they have individually and collectively acted
in a way they consider, in good faith, would be most likely
to promote the success of the Company for the benefit
of its shareholders as a whole having regard to the six
matterslistedins. 172 (1) (a) to (f) of the Companies Act
2006.

In order to achieve long term success for the benefit
of all shareholders, the Board recognises the
importance of building and maintaining relationships
with key stakeholders as well as considering the likely
consequences of its decisions in the long-term.

Regular updates from the Senior Leadership
Team (“SLT")

Throughout the year, the SLT updated the Board with
information on important areas of business focus, in
particular those relating to our key stakeholders. Each
member of the SLT submit a report to the Board each
month providing comprehensive operational updates and
progress against strategic milestones. They are regularly
invited to board meetings to present this information and
update the Board on key points. This ensures the Board
have a good understanding of the priorities of each
stakeholder group to aid decision making.

Duty to promote the success of the Company
Filtronic's objective is to grow profitably by being a trusted
supplier of technically advanced products that deliver
value to our customers. Matters that impacted our key
decisions and strategies towards meeting this objective
during the year, are set out in the Strategic report. The
Board's long-term objective is to serve markets that

value our know-how, IPR, and culture of working in
partnership with stakeholders to create better technical
and commercial solutions that meet our customer
requirements to lead to long-term profitable growth.

Board considerations and decisions

Given the updates from the SLT, some of the topics
considered throughout the year are presented below
demonstrating how the Board discharged their duties:

Employees and culture

¢ Decision to include all management tiers within the
strategic planning process to ensure engagement and
inclusion of key management employees.

¢ Implementation of a new SAYE scheme to incenfivise
and align the interests of employees with shareholders.

e Update on employee wellbeing during the Covid-19
pandemic and regular status updates of employees.

¢ Consideration of an employee wellbeing policy.

e Approval to develop a talent management strategy.

Strategy

e Approval of arevised strategic plan, initiated by
Richard Gibbs, setting new strategic objectives and
milestones and evaluation of the return on investment.

e Consideration of company performance against its
strategy.

e Consideration of the technology roadmap and
required investment.

¢ Update on new customer acquisition, strategic
milestones and consideration of shareholder value.

e Update on MarCom investment and initiatives as
well as agent network expansion to find alternative
methods of customer engagement and new business
acquisition.

¢ Consideration and approval of the FY2027 interim
report.

e Consideration of and approval of the FY2022 business
plan and long-range forecast.

Covid-19

e Consideration of Covid-19, the ability to meet
customer commitments and the impact on business
performance.

¢ Consideration of finding ways to engage with new
customers given travel restrictions.

¢ Update on measures taken to protect the health and
safety of our employees.

e Consideration to increase the operational footprint in
Sedgefield by approving the signing of a lease for more
space to facilitate both expansion of the business and
social distancing.

Governance
¢ Agreed on the appointment of Richard Gibbs as CEO.

e Agreed on the appointment of John Behrendt as Non-
Executive Director.

e Approval of group policies.

e Consideration of updated Export Control Policy and
procedures.

e Update from shareholders in relation to strategy and
remuneration matters.

Stakeholder engagement

The Board recognises its responsibility to take into
consideration the needs and concerns of Filtronic’s key
stakeholders as part of its decision-making process.
The table demonstrates how the Group engages with its
stakeholders and the outcomes of this during the year:

Filtronic plc Annual Report and Accounts 2021



Stakeholder

Customers

How we engage

The Board receives feedback from its customer facing
teams. Each key account has dedicated account
management who act as “the voice of the customer”.
The Chief Commercial Officer briefs the Board each
month as to how we are performing with each of our
customers.

The Executive Directors, along with senior members of
the sales and engineering teams will attend meetings
with strategic-level influencers within our customer’s
organisation.

We continually seek opportunities to collaborate at

a product and technology strategy level with our key
clients, but all collaborations are under Non-Disclosure
Agreement ("NDA") and require director-level
approval

Customer feedback is regularly sought and collected
by the business through a wide range of channels. This
information is processed and analysed as part of our
business improvement initiatives.

We regularly participate in a wide range of trade
shows, conferences and symposia. They play an
important role in our business development planning.
Covid-19 prevented attendance at most events this
year, including Mobile World Congress, IMS, European
Microwave Week and APCO.

Key outcomes

Increased level of engagement with customers at a
strategic level. We have strengthened key customer
relationships particularly as customers have worked
more closely with existing supply chains during the
pandemic. A greater understanding of both customer
and market trend requirements better informs the
development and refinement of our own strategy.

Board-level engagement with our customers helps
convey our commitment to understand and meet their
business needs. During FY2021, these interactions
have been limited o video conferencing, and whilst
not ideal as we favour a more personalised approach
and face-to-face meetings, the new technology has
facilitated ongoing engagement. This has proved
more challenging with new business acquisition as
face-to-face interaction helps to nurture business
relationships and site visits enables us to showcase our
state-of-the-art capability at our facility in Sedgefield.

Disclosure of our product development and
technology roadmaps to customers increases

the opportunity to align our mutual interests and
demonstrate we are the ‘go-to company’ when it
comes to leading technology; the NDA protects our
intellectual property interests.

Listening fo the customer enables us to be more
effective in pre-empting and meeting their evolving
requirements. We undertook a Voice of the Customer
("VoC") exercise during the year where the Marketing
Manager spoke to 35 existing and former customers
to gain an understanding of their customer
experience, the positives of working with Filtronic and
areas where we could improve. The information was
anonymised, collated and analysed to find trends

to identify consistent feedback. This exercise proved
invaluable enabling the Board to use the information
to shape the strategic plans and develop the areas of
the business where we are able to improve customer
satisfaction.

Governance report

Trade show and conference attendance were,
unfortunately, converted into virtual events during

the pandemic and have not been as successful as
physically attended events. We attended our first
trade exhibition at the IMS Show in Atlanta in the USA
in June 2021 since the start of the pandemic. Whilst
attendance was not at full capacity our commercial
team had useful engagements with potential
customers. We will continue to attend shows now they
have re-opened to engage with new clients.
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Stakeholder engagement continued

Stakeholder

Employees

Investors

How we engage

The Executive Directors communicate with employees
through ‘communication sessions' to update them on
the performance of the business and progress on key
initiatives. Employees are encouraged to ask questions
in a Q&A session at the end of the meetings.

The Group relies upon highly specialised skill sefs
that are in increasingly short supply. We are therefore
actively developing a new talent management
strategy.

The Executive Directors are required to be actively
visible across our sites to take the pulse of the business
and offer an open-door policy to employees who
would like to ask a question or offer a view.

A Covid-19 Business Continuity Team ("BCT") was
established early in 2020 to ensure the safety of

our employees as a principal objective during the
crisis. The BCT ensures that government guidance is
adopted across the company and provides a two-way

forum for ensuring staff concerns are heard and
addressed.

Participation in the Company Sharesave scheme.

The Chief Executive Officer and Chief Financial Officer
hold analyst and investor meetings throughout the
year both on request and specifically following the
release of the annual and half year results. Feedback
from these meetings is shared with the Board. Major
shareholders are regularly engaged to hear their views
on arange of issues such as strategy, remuneration
and corporate governance.

The Annual General Meeting is our primary method
of engagement with private investors along with the
Annual Report. We encourage investors to attend
and ask questions they may have. At the end of the
meeting, the Board engage in an open and informal
forum with attendees.

Key outcomes

Wider and deeper communication leads to greater
transparency throughout the business and facilitates
amore engaged, motivated and effective team.
Covid-19 made this more challenging, given
restrictions on gatherings and social distancing, in
FY2021 but alternative methods of engagement
have been implemented and employees encouraged
to submit questions with every question considered
and answered. This is done through a range of
communication channels including newsletters,
discussion groups with management flow down to
employees and informal factory floor-walks.

The Group aims to become an attractive employer
by providing a rewarding long-term personal
development opportunity environment, recognising
and rewarding those that have demonstrated strong
performance. We have also funded a number of
fraining initiatives to develop our employees and
enhance the skills in the business.

A better informed and consulted workforce is more
likely to be both better motivated and more effective.
A strategic planning process took place during the
year to formulate and embed a new strategic plan.
This process has set the business on a renewed path
and involved all the company’s management in

it's formulation and decision-making process. This
inclusive approach, gave a large number of employees
the chance to shape the future direction of the
company and ‘buy-in’ to the plan having been involved.

We continue to maintain 24/7 operations during the
pandemic with minimal Covid-19 related sickness and
no deterioration in overall sickness and absenteeism.
We met all customer delivery targets. Employees
regularly ask questions of the BCT through a T-card
system. Comments are shared with the Board by the
Executive Directors to get a good sense of employee
feedback.

Share scheme participation has aligned the interests
of employees with shareholders giving staff the
opportunity to hold a stake in the company.

A wide range of communication channels are used

to engage with investors during the year. Feedback
from investors has informed the Board's discussions
and decisions on the Company’s strategy. All material
information that is worthy of investor announcement
is made available simultaneously to both shareholders
and potential shareholders. Meetings with
shareholders and potential investors were held by
video conference during the year.

We value the opportunity to meet with our
shareholders and engage in an exchange of views
andideas and, post AGM, we review the feedback
we have received. Unfortunately, we were not
able to welcome investors at the 2020 AGM given
government restrictions.
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Stakeholder  How we engage

The Group's Annual Report and Accounts is available
to shareholders in both hard copy form and online. Al
announcements and presentations are available on

[nvestors
(continued)

media platforms such as LinkedIn.

The Company’s broker, finnCap, provides briefings
to the Board on shareholder opinions and
independent feedback from investor meetings. Their
views are sought on all market related matters or
announcements.

Suppliers

Meetings are held with key suppliers at both their
facilities and ours. This ensures a more intimate
knowledge of each other's capabilities and objectives
and leads to closer alignment of values.

Our Group policies are flowed down to our supply
chain to ensure compliance with social responsibility
and good governance policies

are subject to internal controls with a summary of the

approval.

line with the contractual payment terms.

The Company's engagement with key stakeholder groups
and the impact our business operations have on the local
community and the environment are considered within the
implementation of the Company's objective and strategy
and the Corporate social responsibility report.

Standards of business conduct

The Board is committed to a culture of integrity and
openness and this year has adopted a set of ten Group
values that embody the essence of Filtronic's ethos. These
values are being actively promoted amongst our staff.
The Board is confident that through our people, our
values, our policies and processes we are fostering the
right culture to make a positive impact on the business,
our employees, our customers, suppliers, the environment
and the communities in which we operate. The Board

the Company’s website whilst we also engage on social

Supply contracts of material significance to the Group

key terms being provided to the Executive Directors for

The Group aimsto play fair with is suppliers and pay in

is committed to identifying other means to drive further
positive impact through our products, processes and
foremost our people, all of which will contribute to the
success of the Company.

Key outcomes

We respect that not everyone is “‘on-line” and continue
to provide shareholders with a choice to receive a hard
copy of the report.

Regular and frequent interaction between the
Company and our broker ensures we receive regular
guidance and remain aligned on our engagement
with the investment community. A report collated by
finnCap, after the business results investor roadshow,
giving shareholders feedback from each meeting is
shared with the Board.

The Group's supplier base is a key part of the
company’s ecosystem and effective relationships with
our suppliers are essential to the delivery of Group
performance. We engage with our suppliers through
our engineering and operations teams and we work
closely with key suppliers to ensure we take advantage
of innovative technical and commercial solutions

in the supply chain in order to secure a competitive
advantage. Unfortunately, meetings with our overseas
suppliers has not been possible in the year given travel
restrictions but we have been able to visit our UK
suppliers.

We minimise our exposure to supplier related risks by
requiring them to adhere to our group policies and
for them to confirm they are not in conflict with these
policies before or during engagement.

Supplier gating processes ensure management is
kept abreast of supplier risks, opportunities and
governance matters and able to act promptly when
required. The Board receives regular updates, from
the Chief Operations Officer, regarding key supplier
performance metrics and any issues under review.

By playing fair with our suppliers we gain their respect,
support and commitment to meeting our own business
objectives.

Governance report
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Nominations Committee report

Membership
The members of the Nominations Committee and the
meetings attended in the year are:

Meetings
attended
Reg Gott (Chairman) 3/3
Pete Magowan 3/3
John Behrendt’ 2/2
Michael Roller? 1/1

' John Behrendt was appointed on 1 January 2021.
?Michael Roller retired on 29 October 2020.

Roles and responsibilities

The Committee’s role and responsibilities are set out
in full in the ferms of reference, which are available
on the Filtronic website and set out the Committee’s
responsibilities as follows:

e Ensure the balance of board members remains
appropriate as the Company implements its strategy
to ensure the business can compete effectively in the
marketplace;

Identify and nominate candidates to fill board
vacancies as and when they arise;

Before such appointments are made, evaluate the
overall balance and composition of the Board and in
the light of that evaluation, preparing a description
of the roles and capabilities required for the
appointment; and

Ensure that each new appointee receives a formal and
customised induction to the Group via the Company
Secretary and other board members as appropriate.

Dear Shareholder

| am pleased to present the Nominations Committee
Report on behalf of the Board.

This year, the Nominations Committee has continued to
focus on board composition and succession planning,
including reviewing the skills, experience and personal
qualities required for robust and sustainable leadership
for the Board, its committees, and the wider management
tfeam.

The composition of the Board evolved during the year. As
previously reported, we welcomed Richard Gibbs as Chief
Executive Officer on 1 September 2020. In October 2020,
atthe AGM, Michael Roller stepped down as a Non-
Executive Director and as Chair of the Audit Committee.
He was replaced by John Behrendt who joined the Board
on 1 January 2021.

Following Michael Roller's retirement, Pete Magowan is
the Senior Independent Non-Executive Director. Pete is
currently leading the process to appoint a replacement
Chair following the announcement that | will be retiring
from the Board and not seeking re-election at the AGM in
October 2021.

Inidentifying suitable candidates for board appointment,
the Committee uses the services of external advisers to
facilitate the search and considers candidates on merit
and against objective criteria. The Committee recognises
the value of a diverse board and will consider all
candidates with the necessary capabilities in accordance
with the Company’s policies including considerations of
equality and diversity. The Nominations Committee takes
account of the results of the annual board evaluations
exercise in its succession planning and the appointment of
new board members.

The Committee plays a key role in ensuring the
effectiveness of the Board and its ability to deliver long
term success for the Company, including having the
appropriate balance of knowledge, skills and experience
to reflect the changing needs of the business and prepare
for the future.

Reg Goftt
Chairman, Nominations Committee
2 August 2021

Activities of the Nominations Committee during the year

The Nominations Committee discharged its responsibilities during the year by:

Activities undertaken

Area of review

Board
appointment

Governance

Richard Gibbs appointed as CEO.
e John Behrendt appointed as a Non-Executive Director and Audit Committee Chairman.
e Pete Magowan acknowledged as the Senior Independent Director.

¢ Review of the Committee’s terms of reference.
e Considered the size and composition of the Board.
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Audit Committee report

Membership
The members of the Audit Committee and the meetings
attended in the year are:

Meetings
attended
John Behrendt (Chairman)? 2/2
Reg Gott 3/3
Pete Magowan 3/3
Michael Roller? 1/1

' John Behrendt was appointed on 1 January 2021.
2Michael Roller retired from the Board on 29 October 2020.

Roles and responsibilities of the Audit

Committee

The Audit Committee operates within a framework of
approved terms of reference which are reviewed annually
along with its effectiveness with recommendations

made fo the Board of any changes required from the
review. The terms of reference are available on the
Filtronic website, and include the following roles and
responsibilities:

e Monitor and make recommendations o the Board
in relation to the Company’s published financial
statements and other formal announcements relating
to the Company’s financial performance;

Advise the Board on whether the Committee believes
the Annual Report and Accounts, taken as a whole,
are fair, balanced and understandable and provide
the information necessary for shareholders to assess
the Company’s performance, business model and
strategy;

Monitor and make recommendations to the Board in
relation to the Company’s internal financial controls
and financial risk management systems;

Consider the need for an internal audit function,
determine the scope of outsourced internal audit
activities, appoint a provider, agree fees and review the
results of these activities;

Make recommendations to the Board in relation to
the appointment, re-appointment and removal of the
external auditor and approve the remuneration and
terms of engagement of the external auditor;

Review and monitor the external auditor’s
independence and objectivity and the effectiveness

of the audit process, taking into consideration the
relevant UK professional and regulatory requirements;

Monitor the extent to which the external auditor is
engaged to supply non-audit services; and

Ensure that the Company has arrangements in place
for the investigation and follow-up of any concerns
raised confidentially by staff in relation to the propriety
of financial reporting or other matters.

Dear Shareholder

On behalf of the Board, | am pleased to present my first
report as Chairman of the Audit Committee following my
appointment as Committee Chairman replacing Michael
Roller who retired at the Company’s 2020 AGM.

The Audit Committee consists of the Non-Executive
Directors who the Board considers to be independent
and collectively have the skills and experience required
to discharge their duties effectively whilst the Chairman
of the Committee is required to have recent and relevant
financial, accounting and general business experience.

The Audit Committee meets at least three times a year
generally immediately prior o a board meeting to
facilitate immediate and efficient reporting to the Board,
with additional meetings where necessary. The Executive
Directors may attend the meeting by invitation, whilst the
Company Secretary is required to attend fo act as the
Secretary to the Committee. The external auditors attend
when requested as do the internal audit providers.

The Company outsources its internal audit activity

to third parties as it is not deemed appropriate given

the size of the Company to have its own internal audit
function. However, the Audit Committee considers
annually whether there is a need for an in-house internal
audit function o be established and, were it to conclude
that this would be more appropriate than the current
arrangements, would recommend this fo the Board.

The normal pattern of meetings follows the public
reporting and audit cycle, with meetings to consider the
external audit plan; the half year announcement together
with the external auditors’ review of those results; the full
year Annual Report and Accounts, again with the external
auditors’ observations and opinions; and the review of the
internal audit that has taken place in the year.

Outside of the public reporting cycle the Committee
meets to consider matters such as internal controls, risk
and governance matters.

Governance report

As Chairman of the Committee, | maintain regular
dialogue with the Chief Financial Officer and have
direct access to PricewaterhouseCoopers LLP ("PwC"),
the Company's external auditor. The Committee meets
separately at least once a year with the external auditors
without others being present to facilitate open discussion
and the opportunity fo discuss any concerns.

The main activities of the Audit Committee in the year are
presented on the next page.

John Behrendt
Chairman, Audit Committee
2 August 2021
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Audit Committee report continued

Activities of the Audit Committee during the year

During the year, the Audit Committee discharged its responsibilities by:

Area of review Activities undertaken

prior to board approval.

) . understandable.
Financial

reporting statements.

the identification of key risks.

‘ independence.
External auditors

partner rotation.

Risk management
and internal
controls

¢ Review the Annual Report and Accounts, Interim Report and interim management statements
¢ Consideration of whether the Annual Report and Accounts is fair, balanced and
¢ Review the external auditor's detailed report to the Committee on the annual financial

¢ Review of accounting policies and significant accounting judgements and estimates.
¢ Review of changes in accounting standards and their impact.
* Review of the going concern basis of preparation of the financial statements.

¢ Review of the external auditor's plan for the audit of the Group's financial statements, including
¢ Review and approval of the external auditor's terms of engagement, remuneration and
¢ Review of the external auditors’ compliance with ethical and professional guidance on audit

e Assessment of the effectiveness of the audit process.
¢ Recommendation regarding reappointment of the external auditors.

e Review of the Group's internal financial controls operated in relation to the business and
assessment of the effectiveness of those controls in minimising the impact of key risks.

¢ Review the need for aninternal audit function and determine what aspects of the Group's
operations should be subject to outsourced internal audit scrutiny.

Governance ¢ Review of the Committee’s terms of reference.

Key accounting matters

The following key areas of risk and judgement have been
identified and considered by the Audit Committee in
relation to the business activities and financial statements
of the Group and Parent Company:

e Group - Going concern and cashflow
e Group - Inventory valuation; and
e Group - Goodwill impairment

e Parent Company - Carrying value of the investment in
the subsidiary.

These issues were discussed with management and the
auditor, in particular at the pre-year end audit planning
meeting and at the conclusion of the audit of the financial
statements.

Going concern and cashflow:

To assess the appropriateness of the going concern
assumption, the Committee has reviewed the Group's cash
position and the availability of funding alongside the cash
requirements of the Group. The Group has demonstrated
resilience throughout the Covid-19 pandemic so the
likelihood of the business needing to close for any period
of time is very unlikely having maintained full operational

capability throughout numerous lockdowns in the UK and
USA. Therefore, the forecasts prepared by management
have not considered the impact of lockdown in any of the
downside scenario tests. However, economic uncertainty,
risk of programme curtailments and the impact of
delayed new business acquisition has been considered.

The base case forecast of future cash flows was prepared
for review by the Committee for a three-year period.

The paper set out the views and considerations in
support of preparing the financial statements on a going
concern basis which was based on the Group's financial
and trading position, principal risks and uncertainties
and strategic plans. The viability was further tested by
applying some plausible downside scenarios along

with mitigating actions that could be implemented. The
Committee concluded the going concern basis should be
adopted.

A second paper was presented by management that
assessed an additional downside scenario where the
pandemic adversely affected forward-looking demand
to levels significantly lower than those initially modelled.
It stress-tested the model further by assuming the loss of
a key customer programme. The Committee concluded
that the Group still had sufficient cash and headroom
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through debt facilities to agree with the management's
recommendation to adopt a going concern basis of
preparation.

Inventory valuation

Filtronic operates in an industry where developments

in product technology and the highly customer specific
nature of some inventory may result in inventory becoming
slow-moving or obsolete. This in turn may mean that
inventory cannot be sold or sales prices for such inventory
are discounted to less than the relevant inventory's book
value.

The Committee considered a paper from management
analysing this inventory by customer and looking at
projected future usage relative to current inventory on
hand. It reviewed the provision for excess and obsolete
inventory and noted that the level of provision and the
methodology applied were appropriate and consistent.

Carrying value of goodwill and the investment in

the subsidiary:

The Committee considered the judgements made in
relation to the value in use methodology adopted by
management and the model inputs used. These are set
outin notes 16 and 17 to the financial statements.

The Committee agreed with the judgements made by
management and concluded that no impairment of the
carrying value of the investment in the subsidiary in the
Parent Company accounts was necessary.

External auditor
The Committee considers that PwC has carried out its
duties as the auditor in a diligent and professional manner.

As part of the review of auditor independence, PwC has
confirmed that it is independent of the Company and

has complied with applicable auditing standards. PwC
has held office as auditor for three years and therefore
the Audit Partner is in accordance with professional
guidelines of serving no longer than five years to maintain
independence.

In assessing the auditor’s effectiveness, the Committee:

e Challenged the work done by the auditor fo test
management’s assumptions and estimates in the key
risk areas;

e Reviewed reports received from the auditor on these
and other matters;

e Received and considered feedback from management;
and

e Held private meetings with the auditor that provided
the opportunity for open dialogue and feedback
between the Committee and the auditor without
management being present.

Having completed its review, the Audit Committee is
satisfied that PwC remained effective and independent
in carrying out its responsibilities up to the date of signing
this report.

39

Fair, balanced and understandable

The Company's management and the auditor confirmed
to the Audit Committee that they were not aware of

any material misstatements. Having reviewed the

reports received from management and the auditor,

the Committee is satisfied that the key areas of risk and
judgement have been appropriately addressed in the
financial statements and that the significant assumptions
used in determining the value of assets and liabilities have
been properly appraised and are sufficiently robust.

After careful consideration of the advice of the Audit
Committee, the Board has concluded that the 2021
Annual Report and Accounts is fair, balanced and
understandable and provides the necessary information
for the Company's shareholders to assess the Group's risks,
performance, business model and strategy.

Governance report
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Directors’' remuneration report

Membership
The members of the Remuneration Committee and the
number of meetings attended are:

Meetings
attended
Pete Magowan (Chairman)’ 3/3
Reg Goftt 3/3
John Behrendt’ 2/2
Michael Roller? 1/1

' John Behrendt was appointed on 1 January 2021.
2Michael Roller retired from the Board on 29 October 2020.

The Remuneration Committee compromises the Non-
Executive Directors, including the Chairman.

Role of the Remuneration Committee

The Remuneration Committee’s role is to define and
make recommendations to the Board on the Group's
remuneration policy and the employment terms of
Executive Directors and senior management along
with the effective implementation of that policy. The
Committee is also responsible for the review and
approval of pay increases, performance related pay
arrangements and share incentive plans along with the
associated performance targets. The Committee’s full
terms of reference are reviewed regularly and approved
by the Board.

Dear shareholder

On behalf of the Board, | am pleased to present the
Filtronic Directors’ remuneration report for the year
ended 31 May 2021. The report explains the work of the
Remuneration Committee during the year and sets out
the payments and awards made to directors.

The Company, being listed on AIM, is not required to
produce a comprehensive Directors' remuneration report
or to submit a remuneration policy to a binding vote.
However, the Board does wish to maintain tfransparency
and demonstrate good governance so presents the
following remuneration report.

The Remuneration Committee is committed to structuring
the remuneration packages of Executive Directors and
senior management that are competitive and enable the
Group to attract, retain and motivate talented people
that can develop and execute the Group's strategy. To
promote the long-term success of the Company, the
Executive Directors incentive benefits are performance-
based and earned only subject to the satisfaction of
performance conditions. These performance conditions
are aligned with the interests of the shareholders.

The main activities of the Committee in FY2021 are

set outin the table below which includes setting the
remuneration of Richard Gibbs following his appointment
as CEO inthe year.

Pete Magowan
Chairman, Remuneration Committee
2 August 2021

Activities of the Remuneration Committee during the year

During the year, the Remuneration Committee discharged its responsibilities by:

Area of review Activities undertaken

Executive his appointment as CEO.

e Setthe remuneration package and the terms of the employment contract for Richard Gibbs on

Directors'’ e Setthe remuneration for the CFO and senior management as part of the annual pay review.

and senior e Setthe remuneration for John Behrendt on his appointment as a Non-Executive Director.
management ¢ Assessedthe FY2021 bonus outcomes.

remuneration o

Richard Gibbs.

Reviewed and approved the FY2022 bonus scheme.

e Approved the grant of share options under the Employee Share Option Plan ("ESOP”) for

Share incentive e Approved the grant of SAYE options, open fo all employees.

plans ¢ Reviewed employee share schemes.

e Approved the exit terms for a good leaver from senior management.

e Engaged with shareholders on the implementation of a new share ESOP plan.

Governance e Considered and approved the Annual Report and Accounts on remuneration.

e Review of the Committee’s terms of reference.
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Details of the service contracts currently in place for directors are as follows:

Name Executive service agreement appointment date Key current terms Notice
period
Richard Gibbs Appointed to the Board on 1 September 2020 Base salary £184,500 6 months
Chief Executive Car allowance
Officer Annual bonus

Health insurance
Michael Tyerman  Appointed to the Board on T April 2016 Base salary £123,000 6 months
Chief Financial Car allowance
Officer Annual bonus

Health insurance

Pension
Name Role Non-Executive terms of appointment date Fee Notice
period
Reg Gott Chairman and Nominations Appointed to the Board on 13 July 2006 £60,000 6 months

Committee Chairman

Pete Magowan Remuneration Committee  Appointed to the Board on 19 November 2018 £40,000 3 months
Chairman

John Behrendt Audit Committee Chairman Appointed to the Board on 1 January 2021 £40,000 3 months

Certain sections constitute the audited part of the reports of the remuneration report.

Total single figure of remuneration for directors - audited
The directors' total remuneration in respect of the year under review is shown below and compared to the previous year.

Total remuneration

Long-term excluding pension
Salary or fee Bonus Benefits incentive contributions

£000 FY2021 FY2020 FY2021FY2020 FY2021FY2020 FY2021 FY2020 FY2021 FY2020
Executive Directors
Richard Gibbs' 135 - 42 - 15 - 7 - 199 -
Michael Tyerman 120 102 38 76 8 8 - 19 166 205
Rob Smith - 246 - 52 - 15 - - - 313
Non-Executive Directors
Reg Goftt? 100 133 14 71 - - - - 114 204
Pete Magowan 40 40 - - - - - - 40 40
John Behrendt? 17 - - - - - - - 17 -
Michael Roller* 17 40 - - - - - - 17 40
Total 429 561 94 199 23 23 7 19 553 802

"Richard Gibbs was appointed to the Board on 1 September 2020.
’Reg Gott served as Executive Chairman from T November 2019 to 30 September 2020, at which time he was paid an annual salary of
£180,000. Reg reverted to his role as Non-Executive Chairman on T October 2020.

3John Behrendt was appointed to the Board on 1 January 2021.
“Michael Roller retired on 29 October 2020.

Notes to the single figure table of remuneration for directors - audited

Taxable benefits
Taxable benefits in kind were unchanged in FY2021 and comprised car allowance and private health insurance. In
addition to these taxable benefits, the Executive Directors are provided with life assurance.

Incentive outcomes for FY2021
The Executive Directors were rewarded during the year, including Reg Gott during his time as an Executive Director, for
delivering profit targets aligned to the FY2021 business plan.

VU
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Directors’' remuneration report continued

Annual performance-related bonus plan

An annual performance-related bonus plan has been introduced for the year ending 31 May 2022 which will reward the
Executive Directors and key management cash bonuses for delivering stretching adjusted EBITDA profit targets aligned
to the FY2022 business plan and achievement of personal objectives that support the growth and development of the
business.

The Executive Director can earn up to a maximum of 50% of their base salary. Pay-out is determined by the
Remuneration Committee which has discretion to vary the bonus based on performance

Total single figure of pension benefits for directors - audited
The Executive Directors' total pension benefits in respect of the year under review are shown below and are compared to
the previous year.

Pension contributions

£000 FY2021 FY2020
Michael Tyerman 11 8
Rob Smith - 5
Total E 3

Contributions were made to the Company’s defined contribution scheme. Richard Gibbs elected not to join the
Company's pension scheme.

Directors’ and relevant senior management holdings of Filtronic shares - audited
Directors are not required but are expected to have holdings in the ordinary share capital of the Company.

The interests of the directors, who were serving as at 31 May 2021, in the Company’s ordinary shares, which excludes
interests under the share option schemes, are set out below:

2021 2020

Shares % Shares %

Richard Gibbs 225,000 0.1% - -
Michael Tyerman 339,478 0.2% 339,478 0.2%
Reg Gott 455,369 0.2% 455,369 0.2%
Pete Magowan 750,000 0.4% 750,000 0.4%

John Behrendt 60,000 0.0% - -
1,829,847 0.9% 1,544,847 0.8%

The above shareholdings include holdings of directors’' connected parties.

Management share options scheme - audited
The Executive Directors who were serving at 31 May 2021 held the following options over the ordinary shares of the
Company:

Plan Exercise period Option price 2021 2020
Richard Gibbs ESOP 25/09/2023—24/09/2030 8.00p 750,000 -
Michael Tyerman ~ ESOP 01/03/2019—28/02/2026 5.37p 300,000 300,000

1,050,000 300,000

The ESOP scheme awarded to Michael Tyerman and key management in 2016 awarded share options for delivering

a significant increase in the share price, this performance condition was met and the option vested. There are no
performance conditions attached to the ESOP options granted to Richard Gibbs other than remaining in employment
with Filtronic for three years. The Remuneration Committee is able to adjust the outcome at its discretion to ensure it is fair
and appropriate, taking into account the overall performance of the Group.

The closing middle market price on 31 May 2021 was 9p, and on 31 May 2020 it was 10p. The range of middle market
share prices during the year ended 31 May 2021 was 11p—7p.

There were no changes in directors’ interests between 31 May 20271 and 2 August 2021. The Company's register of
directors’ interests, which is open fo inspection at the Registered Office, contains full details of directors’ shareholdings.

Richard Gibbs and Michael Tyerman were granted further ESOP share options in June 2021 of 245,448 and 479,988
respectively at 11.12p with a vesting date in three years' time against revenue growth performance criteria. The
Company also opened a seventh Sharesave Scheme (SAYE) in June 2027 for all UK employees which both Executive
Directors opted to partake with Richard Gibbs granted 35,622 options and Michael Tyerman 58,290 share options at an
exercise price of 6.67p in three years' time.
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Directors’ report

The directors present their report together with the
audited consolidated financial statements for the year
ended 31 May 2021.

Going concern

The Group's business, and the factors likely to affect its
future development, performance and position are set out
in the Strategic report.

The revenue, trading results and cash flows are explained
in the Financial review on page 15.

After a review of forecasts including projections of
profitability and cash flows for the year to 31 May 2022
and a further two years, the directors believe that the
Group has adequate resources to continue to operate
for the foreseeable future and that it is therefore
appropriate to continue to adopt the going concern basis
of accounting in the preparation of the consolidated and
Company financial statements. The basis of preparation,
in note 1, provides more detail on this. The Group
undertook a review of the potential impact of Covid-19
over a three year period by modelling a severe downside
scenario to form this view.

Directors and their interests
The directors of the Company during the year, and up to
the date of this report, were as follows:

Richard Gibbs (appointed 1 September 2020)
Michael Tyerman

Reg Gott

Michael Roller (retired 29 October 2020)

Pete Magowan

John Behrendt (appointed 1 January 2021)

Details of directors' interests in the share capital of the
Company are set out in the remuneration report on page

Reg Gott, having served on the Board for more than nine
years, retires by rotation and has decided not to offer
himself for re-election at the Annual General Meeting.

John Behrendt, having been appointed to the Board on
1 January 2021, offers himself for election at the Annual
General Meeting.

Directors’ indemnity

The Company has in place directors’ and officers’
liability insurance on behalf of its directors and officers
in accordance with the provisions of the Companies Act.
In addition, certain directors benefit from an indemnity
from the Company, to the extent not prohibited by law,
in respect of losses incurred as a result of the discharge

Top Investors
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of their duties in the management or supervision of
any Company in the Group. The indemnity does not
automatically terminate when the indemnified person
ceases fo be a director.

Directors’ conflicts of interest
There are no declarations to be made under Article 182 of
the Companies Act 2006.

Research and development expenditure
Research and development costs in the year before
capitalisation and amortisation relating to continuing
operations were £1.7m (2020: £1.7m), of which £0.7m
was capitalised (2020: £0.7m). Amortisation/impairment
of development costs in the year was £0.2m (2020: £0.1).

Financial results and dividend

The results for the year are set out in the income statement
on page 51. The position at the end of the year is shown in
the balance sheet on page 53.

The directors are not recommending payment of a
dividend (2020: £nil).

Significant events and future developments
There have been no significant events since the reporting
date. The Group's future developments for FY2021 are
disclosed in the Strategic Report on pages 3 to 26.

Share capital

The Company's share capital consists of 0.1p ordinary
shares. The rights and obligations attached to each share
are equal. Each share carries the right to one vote at the
Annual General Meeting of the Company and carries no
right to fixed income. There are no limitations on holding
or transfer of the shares. The Board has no powers to
issue or buy back the Company's shares, other than those
approved by the shareholders at the Annual General
Meeting held in October 2020.

Substantial shareholdings

Upto 31 May 2021, the Company had been notified,
by shareholders, in accordance with chapter 5 of the
disclosure and transparency rules, of the voting rights
they held as shareholders of the Company. An analysis
of shareholders as at 31 May 2021 (as disclosed by
shareholders via TR1) is set out in the table below. As at
31 May 2021, the Company had issued share capital of
214,415,083 ordinary shares of 0.1p each.

Rank  Investor 31 May 2021 %

1 Mark and Diana Dixon 50,000,000 23.3
2 Canaccord Genuity Group Inc. 22,490,000 10.5
3 David and Monique Newlands 17,110,000 8.0
4 River and Mercantile Asset Management LLP 11,333,451 53

www.filtronic.com Stock Code: FTC
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Directors’ report continued

Political and charitable contributions
No contributions were made for political purposes (2020:

£nil). The Group made charitable donations of £nilin the
year (2020: £404).

Treasury policy

The Group's treasury policy aims to manage the Group's
financial risk and to minimise the adverse effects of
fluctuations in the financial markets on the value of

the Group's financial assets and liabilities, on reported
profitability and on the cash flows of the Group. Note 38
sets out the particular risks to which the Group is exposed,
and how these are managed.

Annual General Meeting

The Annual General Meeting of the Company will be held
on 28 October 2021 at 11am at

Plexus,

Thomas Wright Way,

Netpark,

Sedgefield,

County Durham,

TS21 3FD.

Full details of the business to be transacted at the meeting
will be set out in the notice of the Annual General Meeting.

Statement of directors’ responsibilities in
respect of the financial statements

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

Company law requires the directors to prepare financial
statements for each financial year. Under that law the
directors have prepared the Group and the Company
financial statements in accordance with international
accounting standards in conformity with the requirements
of the Companies Act 2006.

Under company law, directors must not approve the
financial statements unless they are satisfied that they give
a true and fair view of the state of affairs of the Group and
Company and of the profit or loss of the Group for that
period. In preparing the financial statements, the directors
are required to:

¢ select suitable accounting policies and then apply them
consistently;

e state whether applicable international accounting
standards in conformity with the requirements of the
Companies Act 2006 have been followed, subject to
any material departures disclosed and explained in the
financial statements;

e make judgements and accounting estimates that are
reasonable and prudent; and

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

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

The directors are responsible for keeping adequate
accounting records that are sufficient to show and explain
the Group's and Company’s transactions and disclose with
reasonable accuracy at any time the financial position of
the Group and Company and enable them to ensure that
the financial statements comply with the Companies Act
2006.

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.

Directors’ confirmations
In the case of each director in office at the date the
directors' report is approved:

e sofarasthe director is aware, there is no relevant
audit information of which the group's and company’s
auditors are unaware; and

e they have taken all the steps that they ought to have
taken as a director in order to make themselves aware
of any relevant audit information and to establish that
the group’s and company’s auditors are aware of that
information.

Independent auditors

PricewaterhouseCoopers LLP has expressed a willingness
to continue in office as the auditor and a resolution to
reappoint PricewaterhouseCoopers LLP will be proposed
at the forthcoming Annual General Meeting.

By order of the Board

Maura Moynihan

Company Secretary
2 August 2021
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Independent auditors’ report

to the members of Filtronic plc
Opinion

In our opinion, Filtronic plc's Group financial statements and Company financial statements (the “financial statements”):

e give atrue and fair view of the state of the Group's and of the Company's affairs as at 31 May 2021 and of the Group's
profit and the Group's and Company'’s cash flows for the year then ended;

¢ have been properly prepared in accordance with international accounting standards in conformity with the
requirements of the Companies Act 2006; and

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

We have audited the financial statements, included within the Annual Report and Accounts (the "Annual Report”), which
comprise: the consolidated and company balance sheets as at 31 May 2021; the consolidated income statement

and consolidated statement of comprehensive income, the consolidated and company cash flow statements, and the
consolidated and company statements of changes in equity for the year then ended; and the notes to the financial
statements, which include a description of the significant accounting policies.

Basis for opinion

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

Independence

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

Our audit approach
Overview
Audit scope

e Three full scope audit components have been identified alongside the Company. This approach provided 100%
coverage over the Group's revenue.

o Allfull scope audits were performed by the Group engagement team.

e Analytical review procedures were performed by the Group engagement team over all out of scope components.
Key audit matters

e Carrying value of goodwill and non-current assets (Group)

e Going concern incorporating the impact of Covid-19 (Group and parent)

e Carrying value of investments (parent)

Materiality

e Overall Group materiality: £155,560 (2020: £171,810) based on 1% of revenue.

e Overall Company materiality: £141,700 (2020: £120,570) based on 1% of total assets.
e Performance materiality: £116,670 (Group) and £106,275 (Company).

The scope of our audit

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the financial
statements.

Key audit matters

Key audit matters are those matters that, in the auditors’ professional judgement, were of most significance in the audit
of the financial statements of the current period and include the most significant assessed risks of material misstatement
(whether or not due to fraud) identified by the auditors, including those which had the greatest effect on: the overalll
audit strategy; the allocation of resources in the audit; and directing the efforts of the engagement team. These matters,
and any comments we make on the results of our procedures thereon, were addressed in the context of our audit of the
financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these
matters.

This is not a complete list of all risks identified by our audit.

www.filtronic.com Stock Code: FTC
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Independent auditors’ report
to the members of Filtronic plc continued

Discontinued operations, which was a key audit matter last year, is no longer included because of the completion, in the
prior year, of the disposal of the Telecoms Antenna operation. Otherwise, the key audit matters below are consistent with

last year.

Key audit matter

How our audit addressed the key audit matter

Carrying value of goodwill and non-current assets
(Group)

We focused on this area due to the material goodwill
balance held on the consolidated balance sheet and
the estimates and judgements required to determine
recoverable amount.

We considered the carrying value of goodwill and
non-current assets by reference fo the ‘'value in use’
model prepared by management, which was based on
discounted cash flows.

We assessed management's determination of CGUs
against technical guidance and considered whether
the impairment assessment was performed at the
appropriate level, considering management’s own
internal reporting for monitoring of goodwill.

We tested the inputs to the model to Board approved
budgets, which included growth rates and capital
expenditure forecasts. We also tested the integrity of the
model and its mathematical accuracy.

We determined that the calculations were most sensitive
to growth and discount rate assumptions and calculated
the degree to which these assumptions would need to
move before any impairment was required.

We engaged with our valuation experts in order to assess
the discount rate applied by reference to both the Group's
weighted average cost of capital and a comparator
group. We assessed both the short term and long term
growth rate assumptions against available market data
for the telecommunications infrastructure sector.

We also read the disclosures provided in the financial
statements regarding goodwill impairment testing,
and the associated disclosure of the critical accounting
estimates, and found these to be appropriate.

Based on the procedures we performed we were able to
obtain sufficient audit evidence in respect of the carrying
value of goodwill and non-current assets.

Going concern incorporating the impact of Covid-19
(Group and parent)

As explained in Note 1 to the financial statements, the
Covid-19 pandemic has not had a significant impact

on the Group's profitability and cash flow for the 2021
financial year, but it has increased the level of uncertainty
in the market and future outlook of the business. In
considering going concern, it has been necessary for
management to consider the impact of a number of
uncertain future events, such as programme curtailment
and any further impact of the pandemic, on the Group's
balance sheet, cash flows, liquidity and accordingly its
ability to continue as a going concern.

In order to conclude that it is appropriate for the financial
statements to be drawn up on a going concern basis,
management have prepared a detailed 'base case’

We tested the mathematical accuracy and integrity of
management’s model and challenged management
on the key assumptions included in the scenarios, which
included short and long term growth rates, working
capital assumptions and the discount rate.

We evaluated the downside scenarios and found these
to be appropriately severe but plausible. We assessed
the mitigating actions included in the downside scenarios
and determined that these reflected actions within
management’s control. We also considered the levers
available fo management to mitigate the impact on the
Group's and Company’s liquidity should the severe but
plausible downside scenarios arise.
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Going concern incorporating the impact of Covid-19
(Group and parent) (continued)

cashflow model and applied various sensitivities in
order to model severe but plausible downside scenarios
given the continued uncertainty in the macroeconomic
environment.

Management have a reasonable expectation that the
Group and Company will have adequate resources to
continue in operation and have therefore adopted the
going concern basis of accounting in preparing the
financial statements.

We have reviewed the trading results for the year to 31
May 2027 and for previous periods and ‘looked back’ to
compare them with management’s original budget, to
consider historical forecasting accuracy when assessing
forecast results for future periods.

We evaluated management's disclosures in relation to
going concern and found them to be consistent with
the stress test scenarios performed and the accounting
framework.

Based on the procedures performed we found
management’s assessment of and conclusions over the
going concern basis of preparation to be appropriate.

Carrying value of investments (parent)

We focused on this area due to the material investments
balance held on the Company's balance sheet and the
judgement required to determine whether or not there
has been an impairment trigger and, where thereis an
impairment trigger, the estimates required to assess the
recoverable amount of investments.

The investment relates to the filter related business linked
to Filtronic Wireless Ltd and Filtronic Wireless Inc, as held
by Isotek (Holdings) Limited.

We evaluated whether an impairment trigger was
present in accordance with the accounting framework
and concluded that it was appropriate for management
to prepare an impairment assessment to consider the
recoverable amount of investments.

We obtained management’simpairment assessment,
which was based on discounted cash flows related to the
filters business to determine value in use.

We tested the inputs to the model by assessing forecast
cash flows against recent performance of the filters
business and comparing to approved budgets. We also
tested the integrity of the model and its mathematical
accuracy.

We obtained and reviewed industry and analyst
commentary on the future filters-related market against
which to assess the reasonableness of management's
assumptions.

We determined that the calculations were most sensitive
to growth and discount rate assumptions and calculated
the degree to which these assumptions would need to
move before any impairment was required.

Governance report

As noted above, we engaged with our valuations
specialists to assess the discount rate applied in the
discounted cash flow model.

Based on the procedures we performed we were able to
obtain sufficient audit evidence in respect of the carrying
value of the investments balance.

How we tailored the audit scope

We tailored the scope of our audit to ensure that we performed enough work to be able to give an opinion on the financial
statements as a whole, taking into account the structure of the Group and the Company, the accounting processes and

controls, and the industry in which they operate.

There are three components which required a full scope audit of their financial information, due to their size and
contribution to the financial results of the Group. These were the trading entities within the UK, being Filtronic Broadband
Limited and Filtronic Wireless Limited, in addition fo the trading entity in the US, Filtronic Wireless Inc.

Filtronic plcis also subject to a full scope audit of its financial information, due to the separate presentation of these
financial statements within this report. All audit work supporting the Group opinion was performed by the PwC UK
engagement feam, with the exception of testing of physical inventory which was performed by a PwC team in the US.

www.filtronic.com Stock Code: FTC
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Independent auditors’ report
to the members of Filtronic plc continued

Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for
materiality. These, together with qualitative considerations, helped us to determine the scope of our audit and the
nature, fiming and extent of our audit procedures on the individual financial statement line items and disclosures and in
evaluating the effect of misstatements, both individually and in aggregate on the financial statements as a whole.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

Group financial statements Company financial statements
Overall materiality £155,560 (2020: £171,810). £141,700 (2020: £120,570).
How we determined it 1% of revenue 1% of total assets
Rationale for benchmark applied Based upon the Group's trading We believe that as a holding
performance in the year, revenue Company, the most appropriate
is considered to be the most stable benchmark for materiality is total
and appropriate benchmark in assets which is a generally accepted
appraising financial performance, auditing benchmark.

andis a generally accepted
auditing benchmark.

For each component in the scope of our Group audit, we allocated a materiality that is less than our overall Group
materiality. The range of materiality allocated across components was between £110,000 and £145,000. Certain
components were audited to a local statutory audit materiality that was also less than our overall Group materiality.

We use performance materiality to reduce to an appropriately low level the probability that the aggregate of
uncorrected and undetected misstatements exceeds overall materiality. Specifically, we use performance materiality in
determining the scope of our audit and the nature and extent of our testing of account balances, classes of transactions
and disclosures, for example in determining sample sizes. Our performance materiality was 75% of overall materiality,
amounting to £116,670 for the Group financial statements and £106,275 for the Company financial statements.

In determining the performance materiality, we considered a number of factors - the history of misstatements, risk
assessment and aggregation risk and the effectiveness of controls - and concluded that an amount at the upper end of
our normal range was appropriate.

We agreed with those charged with governance that we would report to them misstatements identified during our audit

above £7,780 (Group audit) (2020: £8,600) and £7,085 (Company audit) (2020: £6,000) as well as misstatements below
those amounts that, in our view, warranted reporting for qualitative reasons.

Conclusions relating to going concern
Our evaluation of the directors’ assessment of the Group's and the Company’s ability to continue to adopt the going
concern basis of accounting included:

¢ Assessment of management's base case and severe but plausible downside cash flow forecasts, as summarised in the
Key Audit Matters section included above; and

e Consideration of the disclosures provided in the financial statements with respect to going concern.

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions
that, individually or collectively, may cast significant doubt on the Group's and the Company’s ability to continue as @
going concern for a period of at least twelve months from when the financial statements are authorised for issue.

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accounting in
the preparation of the financial statements is appropriate.

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

Our responsibilities and the responsibilities of the directors with respect to going concern are described in the relevant
sections of this report.

Reporting on other information

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

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

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

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain
opinions and matters as described below.

Strategic report and Directors’ report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic report and
Directors' Report for the year ended 31 May 2021 is consistent with the financial statements and has been prepared in
accordance with applicable legal requirements.

In light of the knowledge and understanding of the Group and Company and their environment obtained in the course of
the audit, we did not identify any material misstatements in the Strategic report and Directors' Report.

Responsibilities for the financial statements and the audit

Responsibilities of the directors for the financial statements

As explained more fully in the Statement of directors' responsibilities in respect of the financial statements, the directors
are responsible for the preparation of the financial statements in accordance with the applicable framework and for
being satisfied that they give a true and fair view. The directors are also responsible for such internal control as they
determine is necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.

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

Auditors’ responsibilities for the audit of the financial statements

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

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design proceduresin line
with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud. The
extent to which our procedures are capable of detecting irregularities, including fraud, is detailed below.

Based on our understanding of the Group and industry, we identified that the principal risks of non-compliance with laws
and regulations related to UK tax legislation, employment law and health and safety regulations, and we considered the
extent to which non-compliance might have a material effect on the financial statements. We also considered those laws
and regulations that have a direct impact on the financial statements such as the Companies Act 2006. We evaluated
management’s incentives and opportunities for fraudulent manipulation of the financial statements (including the risk

of override of controls), and determined that the principal risks were related to posting journal entries to manipulate
financial performance, management bias through judgements and assumptions in significant accounting estimates and
significant one-off or unusual transactions. Audit procedures performed by the engagement team included:

e discussions with management and those charged with governance, including consideration of known or suspected
instances of non-compliance with laws and regulations and fraud;

¢ evaluation of management's controls designed to prevent and detect fraudulent financial reporting;

e tfesting accounting estimates that we deemed to present a risk of material misstatement, including assessing the data,
methods and assumptions applied by management in the development of each estimate;

e identifying and testing journal entries using a risk-based targeting approach for unexpected account combinations; and

e reviewing financial statement disclosures and testing to supporting documentation, where appropriate, to assess
compliance with applicable laws and regulations.

VU
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There are inherent limitations in the audit procedures described above. We are less likely to become aware of instances
of non-compliance with laws and regulations that are not closely related to events and transactions reflected in the
financial statements. Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not
detecting one resulting from error, as fraud may involve deliberate concealment by, for example, forgery or intentional
misrepresentations, or through collusion.

Our audit testing might include testing complete populations of certain transactions and balances, possibly using data
auditing techniques. However, it typically involves selecting a limited number of items for testing, rather than testing
complete populations. We will often seek to target particular items for testing based on their size or risk characteristics. In

other cases, we will use audit sampling to enable us to draw a conclusion about the population from which the sample is
selected.

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

Use of this report

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

Other required reporting

Companies Act 2006 exception reporting

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

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

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

e certain disclosures of directors' remuneration specified by law are not made; or
e the Company financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Tom Yeates (Senior Statutory Auditor)

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

2 August 2021
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Consolidated income statement
for the year ended 31 May 2021

Group

2021 2020
Continuing operations Note £000 £000
Revenue 15,556 17,181
Adjusted earnings before interest, taxation, depreciation, amortisation and
exceptional items 1,773 1,165
Amortisation 17 (209) (18)
Impairment of development costs 17 (45) (89)
Depreciation 18,19 (941) (677)
Adjusted operating profit 578 381
Exceptional items 5 64 (569)
Operating profit/(loss) 4 642 (188)
Finance costs 11 (431) (277)
Finance income 12 - 36
Profit/(loss) before taxation 211 (429)
Taxation 13 (151) (89)
Profit/(loss) for the year from continuing operations 60 (518)
Loss for the year from discontinued operations 14 - (1,437)
Profit/(loss) for the year 60 (1,955)
Basic earnings/(loss) per share 15 0.03p (0.93p)
Diluted earnings/(loss) per share 15 0.03p (0.93p)

The profit for the year is attributable to the equity shareholders of the Parent Company, Filtronic plc.

The notes on pages 58 to 85 form part of these financial statements.
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Consolidated statement of

comprehensive income
for the year ended 31 May 2021

Group
2021 2020
Note £000 £000
Profit/(loss) for the year 60 (1,955)
Other comprehensive (expense)/income
Items that are or may be subsequently reclassified to profit and loss:
Transfer to income related to business disposal 30 - 117
Currency translation movement arising on consolidation 30 (98) (111)
Total comprehensive expense for the year (38) (1,949)

The total comprehensive expense for the year is attributable to the equity shareholders of the Parent Company, Filtronic
plc.
Allincome recognised in the year was generated from continuing operations.

The notes on pages 58 to 85 form part of these financial statements.
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Group
2021 2020
Note £000 £000

Non-current assets
Goodwill and other intangible assets 17 1,716 1,847
Right of use assets 18 2,268 2,685
Property, plant and equipment 19 1,014 1,124
Deferred tax 20 1,218 1,868

6,216 7,524
Current assets
Inventories 21 2,190 2,945
Trade and other receivables 22 3,294 4,848
Cash and cash equivalents 2,906 2,028

8,390 9,821
Total assets 14,606 17,345
Current liabilities
Trade and other payables 23 2,380 3,463
Provisions 24 397 1,110
Deferred income 25 184 568
Financial liabilities 26 63 177
Lease liabilities 27 542 662

3,566 5,980
Non-current liabilities
Deferred income 25 128 -
Financial liabilities 26 76 144
Lease liabilities 27 1,478 1,867

1,682 2,011
Total liabilities 5,248 7,991
Net assets 9,358 9,354
Equity
Share capital 28 10,795 10,794
Share premium 29 11,039 11,000
Translation reserve 30 (650) (552)
Retained earnings 32 (11,826) (11,888)
Total equity 9,358 9,354

The total equity is attributable to the equity shareholders of the Parent Company, Filtronic plc.

Company number 2891064.

The notes on pages 58 to 85 form part of these financial statements. These financial statements have been approved by

the Board on 2 August 20271 and signed on its behalf by

Richard Gibbs
Chief Executive Officer
2 August 2021
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Consolidated statement of
changes in equity
for the year ended 31 May 2021

Share Share  Translation Retained Total
capital premium reserve earnings equity
£000 £000 £000 £000 £000
Balance at 1 June 2019 10,789 10,715 (558) (9,933) 11,013
Loss for the year - - - (1,955) (1,955)
New shares issued 5 285 - - 290
Currency translation movement arising on consolidation - - (111) - a1
Transfer to income related to business disposal - - 117 - 117
Balance at 31 May 2020 10,794 11,000 (552) (11,888) 9,354
Profit for the year - - : 60 60
New shares issued 1 39 - - 40
Currency translation movement arising on consolidation - - (98) - (98)
Share-based payments - - - 2 2
Balance at 31 May 2021 10,795 11,039 (650) (11,826) 9,358
Company statement of
[ ] [ ]
changes in equity
for the year ended 31 May 2021
Share Share Retained Total
capital premium earnings equity
£000 £000 £000 £000
Balance at 1 June 2019 10,789 10,715 (5001) 16,503
Loss for the year - - (5,440) (5,440)
New shares issued 5 285 - 290
Balance at 31 May 2020 10,794 11,000 (10,441) 11,353
Loss for the year - - (728) (728)
New shares issued 1 39 - 40
Share-based payments - - 2 2
Balance at 31 May 2021 10,795 11,039 (11,167) 10,667

The notes on pages 58 to 85 form part of these financial statements.
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Consolidated cash flow statement
for the year ended 31 May 2021

Group

2021 2020

£000 £000
Cash flows from operating activities
Profit/(loss) for the year from continuing operations 60 (518)
Loss for the year from discontinued operations - (1,437)
Gain on sale of the Telecoms Antenna Operation - (677)
Taxation 151 100
Finance income - (36)
Finance costs 431 280
Operating profit/(loss) including discontinued operations 642 (2,282)
Share-based payments 2 -
Depreciation 941 677
Amortisation of intangible assets 209 18
Impairment of intangible assets 45 89
Movement in inventories 626 (737)
Movement in trade and other receivables 1,489 85
Movement in tfrade and other payables (1,026) (1,054)
Movements in provisions (712) (1,155)
Change in deferred income (255) 488
Tax received 495 1,227
Net cash generated from/(used in) operating activities 2,456 (2,638)
Cash flows from investing activities
Capitalisation of development costs (52) (678)
Acquisition of other intangible assets (69) (27)
Acquisition of plant and equipment (177) (384)
Acquisition of right of use assets (106) (154)
Proceeds on sale of the Telecoms Antenna Operation - net of sale costs - 3,652
Proceeds on sale of assets 12 -
Net cash (used in)/generated from investing activities (392) 2,409
Cash flows from financing activities
Interest paid (225) (258)
Proceeds from bank loans 131 192
Repayment of bank loans (209) -
Exercise of employee share options 40 290
Repayment of lease liabilities (666) (375)
Repayment of interest-bearing borrowings (104) (202)
Net cash used in financing activities (1,033) (353)
Movement in cash and cash equivalents 1,031 (582)
Currency exchange movement (153) (15)
Opening cash and cash equivalents 2,028 2,625
Closing cash and cash equivalents 2,906 2,028

The notes on pages 58 to 85 form part of these financial statements.
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Company balance sheet
as at 31 May 2021

Company
2021 2020
Note £000 £000
Non-current assets
Investments in subsidiaries 16 6,551 6,551
Intangible assets 17 58 28
6,609 6,579
Current assets
Trade and other receivables 22 7,403 5,286
Cash and cash equivalents 158 192
7,561 5,478
Total assets 14,170 12,057
Current liabilities
Trade and other payables 23 3,503 704
Total liabilities 3,503 704
Net assets 10,667 11,353
Equity
Share capital 28 10,795 10,794
Share premium 29 11,039 11,000
Loss for the year 32 (728) (5,440)
Share based payments 32 2 -
Retained earnings 32 (10,441) (5,001)
Total equity 10,667 11,353

Company number 2891064.

The notes on pages 58 to 85 form part of these financial statements. These financial statements have been approved

by the Board on 2 August 2021 and signed on its behalf by

Richard Gibbs
Chief Executive Officer
2 August 2021
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Company

2021 2020

£000 £000
Cash flows from operating activities
Loss for the year (728) (5,440)
Finance costs 1 60
Operating loss (727) (5,380)
Amortisation of intangibles 19 12
Impairment of investments in subsidiaries - 4,013
Share-based payments 2 -
Movement in tfrade and other receivables (2,117) 862
Movement in trade and other payables 2,812 289
Net cash used in operating activities 11) (204)
Cash flows from investing activities
Acquisition of intangible assets (49) (21)
Net cash used in investing activities (49) (21)
Cash flows from financing activities
Proceeds from exercise of share options 40 290
Payment of lease liabilities (13) 9)
Interest paid (1) (60)
Net cash generated from financing activities 26 221
Movement in cash and cash equivalents (34) (4)
Opening cash and cash equivalents 192 196
Closing cash and cash equivalents 158 192

The notes on pages 58 to 85 form part of these financial statements.
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Notes to the financial statements
for the year ended 31 May 2021

1 Accounting policies

Reporting entity

Filtronic plcis a public company limited by shares registered in England and Wales, domiciled in the United
Kingdom, and listed on AIM on the London Stock Exchange. The principal activity of the Company is design,
development and manufacture of high performance Radio Frequency ("RF”") technology.

Basis of preparation
The consolidated financial statements for the year ended 31 May 2021 have been prepared in accordance with
international accounting standards in conformity with the requirements of the Companies Act.

In accordance with corporate governance requirements and the statement of directors’ responsibilities, and
as disclosed in the Directors’ Report, the directors have undertaken a review of forecasts and the Group's cash
requirements to consider whether it is appropriate that the Group continues to adopt the going concern assumption.

At 31 May 2021, the Group had cash at bank of £2.9m and access to undrawn invoice discounting facilities of
£3.0m and $4.0m inthe UK and US respectively. Details of these facilities can be found in note 38.

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

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

The financial statements have been prepared under the historical cost convention except for forward foreign
exchange contracts that are accounted for on a fair value basis.

The accounting policies have been applied consistently throughout the Group.

Basis of consolidation and foreign currency translation
The financial statements consolidate the income statements, balance sheets and cash flow statements of the
Company and all of its subsidiaries.

Subsidiaries are all entities over which the Group has the power to govern the financial and operating policies.
Subsidiaries are consolidated from the date on which control is transferred to the Group, and are not consolidated
from the date that control ceases. Infragroup transactions and balances are eliminated on consolidation.

In publishing the Parent Company financial statements here together with the Group financial statements, the
Company has taken advantage of the exemptions in s408 of the Companies Act 2006 not to present its individual
income statement and related notes that form part of these approved financial statements.

On consolidation, the financial statements of subsidiaries with a functional currency other than sterling are
translated into sterling as follows:

e The assets and liabilities in their balance sheets plus any goodwill are translated at the rate of exchange ruling at
the balance sheet date; and

¢ Theincome statements and cash flow statements are translated at the average rate of exchange each month in
the period, which approximates the rate of exchange ruling at the date of the transactions.

Currency translation movements arising on the translation of the net investments in foreign subsidiaries are

recognised in the franslation reserve, which is a separate component of equity.

The functional currency of each Group company is the currency of the primary economic environment in which

the Group company operates. The financial statements are presented in sterling which is the functional and
presentational currency of the Company.

Transactions denominated in foreign currencies are translated into the functional currency of each Group company
at the exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies are translated into the functional currency at the rate of exchange ruling at the balance sheet date.
Foreign exchange gains and losses arising on the settlement of such transactions and translation of monetary assets
and liabilities are recognised in the income statement.
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1 Accounting policies (continued)
Discontinued operations

A discontinued operation is a component of the Group's business, of which the operation and cash flows can be
clearly distinguished from the rest of the Group and which:

e Represents a separate maijor line of business; and
e |spartof asingle co-ordinated plan to dispose of a separate maijor line of business.

Classification as a discontinued operation occurs at the earlier of disposal or when the operation meets the criteria
to be classified as held-for-sale under IFRS 5. When an operation is classified as a discontinued operation, the
comparative income statement and other comprehensive income is re-presented as if the operation had been
discontinued from the start of the comparative year.

Revenue

IFRS 15 establishes principles for determining when and how revenue arising from contracts with customers should
be recognised. Filtronic recognises revenue when it transfers goods or services to a customer with an amount of
consideration expected to be received in exchange for fulfilling the performance obligation with the customer.

The Group reviews allincome streams against the requirements of IFRS 15. Management undertakes an assessment
of all contracts and revenue streams across the business using the five-step approach specified by IFRS 15:

1) Identify the contract(s) with the customer;

2) Identify the performance obligations in the contract;

3) Determine the fransaction price;

4) Allocate the transaction price to the performance obligations in the contract; and
5) Recognise revenue when (or as) a performance obligation is satisfied.

In determining the appropriate method of recognising revenue, management is required to make judgements

as to whether performance obligations are satisfied over a period of time or at a point in time. For performance
obligations that are satisfied over a period of time, judgements are made as to whether the output method or

the input method is more appropriate to measure progress towards complete satisfaction of the performance
obligation. If performance obligations are not satisfied over time, the Group recognises revenue at a point in time.

Revenue is measured at the fair value of consideration received or receivable for goods and services provided
or performed in the normal course of business net of value added tax or sales tax. The nature of our revenue is
disclosed below:

Revenue relating to finished goods product

Sales of finished goods product to customers are recognised when control of the product has fransferred fo the
customer and the performance obligation has been satisfied at a point in time. This is usually when title passes,
either on shipment or on receipt of goods depending on the delivery terms of the customer contract. The transaction
price is specified in the customer contract.

Revenue relating to consignment inventory

A customer was supported by holding inventory in a third-party location near to the customer's production facility.
This arrangement ceased during the financial year as we leveraged our position as a domestic USA supplier.
Revenue was recognised when the goods were collected by the customer and a consumption advice was provided.

Revenue relating to non-recurring engineering (“NRE")

NRE comprises contracts to provide engineering services, such as the design and development of a product,
funded by the customer. The transaction price of the contract is known from inception of the contract. Each contract
is reviewed to identify the number of distinct performance obligations and the transaction price is assigned
accordingly, usually by the value of work performed on an output method basis; outputs are typically milestones
within the development such as design reviews, reports and prototype products. Based on the performance of the
obligations in the contract being met, revenue is recognised over time. If relevant, an expected loss on a contract is
recognised immediately in the income statement.

Share-based payments

The Group operates equity settled share option schemes, under which share options are granted to certain
employees. The fair value of the share options at the date of grant was calculated using an option pricing model,
taking into account the terms and conditions applicable to the option grant. The fair value of the number of share
options expected o vest was expensed in the income statement on a straight-line basis over the expected vesting
period. At each reporting period, these vesting expectations were revised as appropriate. A credit is made to equity
equal fo the share-based payment charge in the period.
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Notes to the financial statements continued
for the year ended 31 May 2021

1 Accounting policies (continued)

Exceptional items
Exceptional items are those significant items which are separately disclosed by virtue of their size or incidence to
enable a full understanding of the financial results.

Investments in subsidiaries
Investments in subsidiaries are stated in the Company's financial statements at cost less any accumulated
impairment losses. Investments in subsidiaries are tested for impairment when there is an indication of impairment.

Goodwill

Goodwill that arises upon the acquisition of subsidiaries is included in intangible assets is measured at cost less
accumulated impairment losses. Goodwill, which is allocated to cash-generating units, is tested for impairment
atleast annually and when there is an indication of impairment. The goodwill carrying value is written down to its
recoverable amount. An impairment loss recognised for goodwill is not reversed in a subsequent period.

On disposal of a subsidiary, the attributable amount of goodwill is included in the determination of the profit or loss
on disposal.

Internally-generated intangible assets
All research costs are expensed as incurred.

Development costs chargeable to the customer are recognised as an expense in the same period as the associated
customer revenue.

Development costs incurred on projects requiring product qualification tests to satisfy customer specifications
are generally expensed as incurred, reflecting the technical risks associated with meeting the resultant product
qualification test.

Development costs incurred on projects are capitalised where:

1) The technical feasibility can be tested against relevant milestones,
2) The probable revenue stream foreseen over the life of the resulting product can support the development, and
3) Sufficient resources are available to complete the development.

These capitalised costs are amortised on a straight-line basis over the expected life of the associated product.

Once a new product is in volume production, further development costs are expensed as they arise as they are
incurred in response to continual customer demand to enhance the product functionality or to reduce product cost.

Other intangible assets
Other intangible assets that are acquired by the Group and have finite useful lives are measured at cost less
accumulated amortisation and accumulated impairment losses.

Amortisation is calculated over the cost of the asset less its residual value.

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

The estimated useful lives for the current and comparative periods are as follows:
e Software licence 4105 years

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

Impairment charges

The carrying amounts of the Group's non-financial assets, other than inventories and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, then the asset's recoverable amount is estimated. For goodwill and intangible assets that have indefinite
useful lives or that are not yet available for use, the recoverable amount is estimated each year at the same time.
The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value using o
pre-tax discount rate that reflects current market assessments of the fime value of money and the risks specific to
the asset. For the purposes of impairment testing, assets that cannot be tested individually are grouped together
into the smallest group of assets that generates cash inflows from continuing use that are largely independent

of the cash inflows of other assets or groups of assets (the “cash-generating unit, or CGU"). For the purpose of
goodwillimpairment testing, CGUs to which goodwill has been allocated are aggregated so that the level at which
impairment is tested reflects the lowest level at which goodwill is monitored for internal reporting purposes.
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1 Accounting policies (continued)

Animpairment loss is recognised if the carrying amount of an asset or its CGU exceeds its estimated recoverable
amount. Impairment losses are recognised in the income statement. Impairment losses recognised in respect of
CGUs are allocated first to reduce the carrying amount of any goodwill allocated to the units, and then to reduce
the carrying amounts of the other assets in the unit (group of units) on a pro rata basis. An impairment loss in respect
of goodwill is not reversed. In respect of other assets, impairment losses recognised in prior periods are assessed

at each reporting date for any indications that the loss has decreased or no longer exists. An impairment loss is
reversed if there has been a change in the estimates used to determine the recoverable amount. Animpairment loss
is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have
been determined, net of depreciation or amortisation, if no impairment loss had been recognised.

Right of use assets and lease liabilities

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

The lease is initially measured at the present value of the lease payments that are not paid at the commencement
date, discounted using the interest rate implicit in the lease or the incremental borrowing rate. This is the rate when
it is not possible to determine the interest rate in the lease and represents what we would have to pay for aloan of
a similar item and term of repayment. The lease liability is subsequently increased by the interest cost on the lease
and decreased by payments made. In the event of a change in future lease payments, the lease liability will be
remeasured and the difference recognised in the right of use asset.

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

The right of use asset is initially measured at cost and subsequently at cost less accumulated depreciation and

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

Where property leases contain a break option the value of the lease liability and right of use asset recognised on
the balance sheet requires judgement to determine the lease term. The Group recognises the full term of the lease,
ignoring the break option, as invariably the option will not be exercised.

Property, plant and equipment
Property, plant and equipment are stated at cost less accumulated depreciation and less any accumulated
impairment losses.

Depreciation is provided on a straight-line basis over the estimated useful lives of the assets as follows:

e Fixtures and fittings 2to 10 years
e Plantandequipment  3to 10 years
e Computer hardware 2to 4 years

Property, plant and equipment are tested for impairment when there is an indication of impairment. If impaired, the
carrying values of the assets are written down to their recoverable amounts.

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

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost comprises the weighted average cost of
materials and components. Net realisable value is the estimated selling price less estimated costs of completion and
sale.

Trade and other receivables

Trade and other receivables are amounts due from customers for goods and services performed in the ordinary
course of business. They are initially recorded at the transaction price and thereafter measured at amortised cost
using the effective interest method, less an allowance for expected credit losses.

Cash and cash equivalents
For the purpose of the cash flow statement and statement of financial position, cash and cash equivalents comprise
cash at bank and short-term bank deposits with an original maturity of three months or less.
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Notes to the financial statements continued
for the year ended 31 May 2021

1 Accounting policies (continued)

Defined contribution pension schemes
Defined contribution pension schemes are operated for employees. Contributions are recognised as an expense in
the income statement as incurred.

Financial liabilities
Financial liabilities comprise interest bearing borrowings and are initially recognised at fair value and subsequently
measured at amortised cost with any net gains or losses, including any interest expense, recognised in profit or loss.

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

Deferred taxation

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amounts of
assets and liabilities in the Consolidated Statement of Financial Position and the corresponding tax bases used in
the computation of taxable profit and is accounted for using the statement of financial position liability method.
Deferred tax liabilities are generally recognised for all taxable temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable profits will be available against which deductible temporary
differences can be ufilised. Such assets and liabilities are not recognised if the temporary difference arises from the
initial recognition of goodwill or from the initial recognition (other than in a business combination) of other assets
and liabilities in a tfransaction that affects neither the taxable profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each statement of financial position date and reduced to
the extent that it is no longer probable that sufficient taxable profits will be available to allow all or part of the asset
tfo be recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the period when the liability is settled or the
assetis realised based on tax laws and rates that have been enacted or substantively enacted at the statement

of financial position date. Deferred tax is charged or credited in the income statement, except when it relates to
items charged or credited in other comprehensive income, in which case the deferred tax is also dealt with in other
comprehensive income. Deferred tax assets and liabilities are offset when there is a legally enforceable right to set
off current tax assets against current tax liabilities and when they relate to income taxes levied by the same taxation
authority and the Group intends to settle its current tax assets and liabilities on a net basis.

Grants
Capital-based grants, when present, are included within deferred income in the balance sheet and credited to the
profit and loss account over the estimated useful economic lives of the assets to which they relate.

Grants that compensate the Group for expenses incurred are recognised in the profit or loss account as other
operating income on a systematic basis in the same periods in which the expenses are recognised.

Warranty provision

A provision is recognised in the balance sheet when there is a present legal or constructive obligation as a result of
a past event, and it is probable that an outflow of resources will be required to settle the obligation and the amount
can be reliably estimated. A warranty provision is recognised when products are sold based on historical warranty
data. The level of warranty provision required is reviewed on a product-by-product basis and adjusted accordingly
in light of actual experience.

Dilapidations and onerous leases
A provision for dilapidations and onerous leases is recognised in the balance sheet on a lease-by-lease basis and is
based on the Group's best estimates of the required cost to settle the relevant obligations.

Share capital
Ordinary sharesissued are classified as share capital in equity.

Dividends
Interim dividends are recognised in equity in the period they are paid. Final dividends are recognised in equity in the
period they are approved by shareholders.

Forward currency contracts
Forward currency contracts are held at fair value. The gain or loss on re-measurement to fair value is recognised
immediately in the consolidated income statement.
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1 Accounting policies (continued)

Accounting developments and new standards

At the date of authorisation of these financial statements, new and revised standards issued but not yet effective
are set out below. It is anticipated the adoption of these standards and interpretations in future periods will have no
material impact on the financial statements of the Group. These have not been adopted in the Group's accounting
policies.

New standards effective from 1 June 2020:

Amendmentsto IAS T and IAS 8 Definition of Material;
Amendments to IFRS 3 Definition of a Business;

Amendmentsto IFRS 17, IFRS 9 and IAS 39 Interest Rate Benchmark Reform Revised Conceptual Framework for
Financial Reporting;

UK IFRS departure from EU IFRS on Brexit; and
Amendmentto IFRS 16 Covid-19 - related rent concessions.

There are no new standards that have become effective in the year that affect the Group.
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Notes to the financial statements continued
for the year ended 31 May 2021

2

Accounting estimates and judgements

The preparation of the financial statements requires the use of accounting estimates and judgements, that affect
the application of accounting policies and reported amounts of assets and liabilities, income and expenses. The
accounting estimates and judgements are continually evaluated. They are based on historical experience and
other factors, including expectations and best estimates of the future, that are believed to be reasonable under the
circumstances. Actual results may differ from the expected results.

The estimates and judgements that have a significant effect on the financial statements are considered below.

Investments in subsidiaries

Investments in subsidiaries are tested for impairment by reference to the expected cash generated by the business
unit fo which the investment relates. This is deemed to be the best approximation of value, but is subject to the same
uncertainties as the cash flow forecast being used.

The sensitivity analysis in respect of the recoverable amount is presented in note 16.

Goodwill and other intangibles—impairment

Goodwill and other intangibles are tested for impairment by reference to the expected cash generated by the cash
generating unit ("CGU") or group of CGUs. This is deemed to be the best approximation of value, but is subject to
the same uncertainties as the cash flow forecast being used. The forecasts comprise forecasts of revenue, material
costs and overhead costs based on current and anticipated market conditions that have been considered and
approved by the Board. Whilst the Group is able to manage most of its costs, significant elements of the revenue
forecasts are inherently linked to global demand where uncertainty about both the timing and level of growth
remains which is a key sensitivity.

The sensitivity analysis in respect of the recoverable amount of goodwill is presented in note 17.

Capitalisation of development costs
Intangible assets include development cost assets which have been reviewed for impairment as at the reporting
date.

The recoverable amount of each technology development project has been determined based on value in use
calculations, using cash flow projections in line with the expected useful economic life of each asset. The value in use
calculations are based on management approved risk-adjusted cash flow forecasts for each project and have been
discounted using a discount rate of 12%.

The key assumptions used in the cash flow projections relate to revenue and gross profit margin for each technology
and are based on assumptions about expected customer demand which is inherently linked to the global demand
for the technology under development where the timing and level of demand is subject to uncertainty. The Group
has carried out a sensitivity analysis on the impairment tests of each of these projects, using various reasonably
possible scenarios and concluded there to be no impairment risk.

Deferred tax asset

The recognition of deferred tax assets relating to tax losses carried forward depends on forecasts of the future
taxable profits of the Company and its subsidiaries. The Group has assessed the recoverability of its deferred
tax assets by reference to Board approved budgets and cash flow forecasts. These forecasts require the use of
estimates and judgements about the future performance of the Company and its subsidiaries using the current
order book, forecasts and market knowledge.

Deferred tax assets have been recognised within a number of UK and USA trading subsidiaries so a change
to forecast customer demand in either of these subsidiaries would impact on the amount of deferred tax asset
recognised. A 10% forecast reduction in the profitability of these subsidiaries would see deferred tax asset
recognition reduce by an additional £107,000.
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3 Segmental analysis

Operating segments

IFRS 8 requires consideration of the identity of the chief operating decision maker (CODM’) within the Group. In line
with the Group's internal reporting framework and management structure, the key strategic and operating decisions
are made by the Chief Executive Officer, who reviews internal monthly management reports, budget and forecast
information as part of this. Accordingly, the Chief Executive Officer is deemed to be the CODM.

The CODM has identified one operating segment within the Group as defined under IFRS 8. In turn, thisis the

only reportable segment of the Group as the entfities in the Group have similar products and services, production
processes and economic characteristics. Therefore, there is no allocation of operating expenses, profit measures or
assets and liabilities to specific commercial markets.

Accordingly, the CODM assesses the performance of the operating segment on financial information which is
measured and presented in a manner consistent with those in the financial statements by reference to Group results
against budget.

The Group profit measures are adjusted operating profit and adjusted EBITDA, both disclosed on the face of
the consolidated income statement. No differences exist between the basis of preparation of the performance
measures used by management and the figures in the Group financial statements.

The Group has three customers representing individually over 10% of revenue each and in aggregate 87% of
revenue. Thisis split as follows:

e Customer A - 35% (2020: 27%)

e Customer B-33% (2020: 44%)

e Customer C-19% (2020: 16%)

Geographical information

In presenting information on the basis of geographical segments, segment revenue is based on the geographical
location of customers and the nature of revenue recognised. Segment assets are based on the geographical
location of the assets.

Continuing Discontinued

operations operations Total
2021 2020 2021 2020 2021 2020
Revenue by destination £000 £000 £000 £000 £000 £000
United Kingdom 4,693 4,764 - - 4,693 4,764
Europe 4,178 7,985 - - 4,178 7,985
Americas 4,197 3,945 - 65 4,197 4,010
Rest of the world 2,488 487 - 991 2,488 1,478
15,556 17,181 - 1,056 15,556 18,237
2021 2020
Split of non-current assets by location £000 £000
United Kingdom 5,293 6,329
Americas 923 1,195
6216 7,524

Non-current assets relate to property, plant and equipment, right of use assets, goodwill and other intangible assets
and deferred tax.
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Notes to the financial statements continued
for the year ended 31 May 2021

4 Operating profit/(loss) from continuing operations

2021 2020

£000 £000

Revenue from goods and services 14,375 16,954
Revenue from non-recurring engineering ("NRE") projects 1,181 227
Revenue 15,556 17,181
Material cost of goods sold 5,462 8,079
Wages and salaries 5,576 5,325
Social security costs 543 518
Pension costs 280 276
Share-based payments 2 -
Furlough payments received (83) -
Exceptional redundancy and resignation costs - 417
Staff costs 6,318 6,536
Impairment of development costs 45 89
Amortisation 209 18
Depreciation 941 677
Depreciation, amortisation and impairment 1,195 784
Other operating income (345) (5)
Non-salary related exceptional items (64) 152
Other expenses 2,348 1,823
Total operating costs 9,452 9,290
Operating profit/(loss) 642 (188)

Development costs of £52,000 were capitalised in the year (2020: £678,000).

5 Exceptional items

Exceptional items are costs that are separately disclosed due to their material and non-recurring nature in order to

reflect management’s view of the underlying business.

Operating costs are stated after (crediting)/charging exceptional items as follows:

2021 2020

£000  £000

Costs relating to the FTAO business disposal - 145
Restructuring costs - 184
Directors' resignation - 240
Historic claim (64) -
(64) 569

A provision relating fo an historic claim is no longer required which has been credited to the income statement.
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2021 2020
£000 £000
Operating profit/(loss) is stated after charging/(crediting):
Depreciation 941 677
Research and development costs in the income statement excluding amortisation 1,663 1,152
Amortisation of development costs (R&D) 182 -
Amortisation of other intangible assets 27 18
Foreign exchange losses/(gains) 205 (235)
7 Auditor's remuneration
The Company's auditor is PricewaterhouseCoopers LLP. The auditor's remuneration was as follows:
2021 2020
£000 £000
Company auditor:
Audit of the Group and Company financial statements 28 25
Company auditor and their associates:
Audit of subsidiaries’ financial statements pursuant to legislation 75 49
Additional fees relating to prior year audit 15 -
Other services relating to taxation 1 17
119 91
8 Employees
The average number of employees comprised:
Continuing Discontinued
operations operations Group
2021 2020 2021 2020 2021 2020
Number Number Number Number Number Number
Manufacturing 86 99 - 9 86 108
Research and development 24 21 - 14 24 35
Sales 5 5 - 1 5 6
Administration 15 16 - ) 15 18
130 147 - 26 130 167
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Notes to the financial statements continved
for the year ended 31 May 2021

9 Compensation of directors

Details of the remuneration, pension entitlements and share options of the individual directors are set out in the

Directors’ remuneration report on pages 40 to 42. The compensation of the directors was:

2021 2020

£000 £000

Salary or fees 429 561
Bonus 94 199
Benefits 23 23
Long term incentives 7 19
Total remuneration excluding pension contributions 553 802
Pension contributions 11 13
564 815

The Directors' remuneration is paid through the Company.

The schedule 5 disclosure requirements are included in the Directors’ remuneration report in the table entitled Total
single figure of remuneration for directors - audited’ and the table entitled ‘Total single figure of pension benefits for

directors - audited' The elements that are audited are identified as such in that report.

10 Related party transactions

Identity of related parties
The Group has a related party relationship with its subsidiaries and with its directors.

Transactions with subsidiaries

The main transactions between the Company and its subsidiaries are management administration recharges to its
subsidiaries of £935,000 (2020: £432,000) and a royalty charge of 1% of filters product sales to Filtronic Wireless
Limited of £30,000 (2020: £40,000). These intercompany transactions are eliminated on consolidation.

The Company also acts as a central service to distribute money around the Group to ensure subsidiaries are
adequately funded to meet obligations and to invest funds from subsidiaries where surplus cash exists. The total
figures for these transactions along with the management and royalty charge can be seen in notes 22 and 23

through the movement in the Company’s intercompany receivables and payables.

Transactions with key management personnel

Key management personnel are considered to be the Executive Directors of the Company. The remuneration given

to these individuals is disclosed in the Directors’ remuneration report.

11 Finance costs

2021 2020

£000 £000

Interest expense on loans for plant and equipment 6 18
Interest expense for lease arrangements 136 118
Minimum service costs and interest charges on invoice discounting facilities 82 125
Revaluation of foreign currency denominated intercompany balance 207 16
431 277
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12 Financeincome

2021 2020
£000 £000
Revaluation of foreign currency denominated intercompany balance - 36
- 36
13 Taxation
2021 2020
Recognised in the income statement £000 £000
Current tax charge/(credit)
Overseas taxation in the period (15) 25
Adjustment in respect of prior year — R&D tax credit (371) 240
R&D tax credit - (310)
Total current tax credit (386) (45)
Deferred tax charge
Origination and reversal of temporary differences 537 145
Total deferred tax charge 537 145
Income tax charge 151 100
2021 2020
Income tax charge is attributable to: £000 £000
Continuing operations 151 89
Discontinued operations - 11
151 100
The reconciliation of the effective tax rate is as follows:
2021 2020
£000 £000
Profit/(loss) before tax from continuing operations 211 (429)
Loss before tax from discontinued operations - (2,097)
Profit/(loss) before taxation 211 (2,526)
Profit/(loss) before taxation multiplied by standard rate of corporation tax
inthe UK (19%) 40 (480)
Disallowable items 213 286
Deferred tax asset not recognised 213 598
Enhanced R&D tax credit (176) (630)
Adjustment in respect of prior year R&D tax credit (371) 240
Foreign tax not at UK rate (15) 25
Derecognition of deferred tax asset 247 61
Taxation 151 100

The main rate of UK corporation tax for the financial year was 19% whilst the US federal corporate tax rate is 21%.
The deferred tax assets recognised in the year have been calculated at the rates expected to be in existence in the
period of reversal.

On 3 March 2027, in the Budget, the UK Government announced that the corporation tax rate will increase to
25% for companies with profits above £250,000 with effect from 1 April 2023, as well as announcing several other
changes to allowances and treatment of losses. These changes were enacted on 24 May 2021.
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Notes to the financial statements continued
for the year ended 31 May 2021

14 Discontinued operations

The Group sold the Filtronic Telecoms Antenna Operation (“FTAQ") for an initial consideration of $5.5m (£4.1m) to
Microdata Telecom Innovation Stockholm AB on 2 January 2020. This may rise based on contingent consideration
arising on an equal share of the gross profit that outperforms the mutually agreed gross profit targets of $3.0m in
the calendar year 2021. The directors have opted not to recognise a fair value for this consideration in the results
for the year. The gross profit target for 2020 was not met; the directors had not recognised a fair value for this
consideration.

2021 2020
£000 £000
Revenue - 1,056
Material cost of goods sold - 903
Wages and salaries - 936
Social security costs - 169
Pension costs - 141
Staff costs - 1,246
Exceptional items - 724
Other expenses - 277
Total operating costs - 2,247
Operating loss - (2,094)
Finance costs - (3)
Loss before taxation - (2,097)
Taxation - amn
Loss for the year from operating activities - (2,108)
Gain on sale of discontinued operations - 671
Loss for the year from discontinued operations - (1,437)
Details of the gain on sale of discontinued operations
2021 2020
£000 £000
Consideration received - 4146
Carrying amount of net assets sold - (2,864)
Costs directly associated with the sale of FTAO - (494)
Currency translation adjustment - (117)
Gain on sale of discontinued operations - 671
Cash flows generated from/(used in) discontinued operations
2021 2020
£000 £000
Net cash used in operating activities - (1,937)
Net cash generated from investing activities - 3,652
Net cash used in financing activities - (3)
Net cash flows for the year - 1,712
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15 Earnings/(loss) per share

Continuing Discontinued Total
operations operations Group
2021 2020 2021 2020 2021 2020
£000 £000 £000 £000 £000 £000
Profit/(loss) for the year 60 (518) - (1,437) 60 (1,955)
‘000 ‘000 ‘000 ‘000 ‘000 ‘000
Basic weighted average number of shares 213,397 211,021 213,397 211,021 213,397 211,021
Dilution effect of share options 897 - 897 - 897 -
Diluted weighted average number of shares 214,294 211,021 214,294 211,021 214,294 211,021
Basic earnings/(loss) per share 0.03p (0.25p) - (0.68p) 0.03p  (0.93p)
Diluted earnings/(loss) per share 0.03p (0.25p) - (0.68p) 0.03p  (0.93p)
16 Investmentsin subsidiaries
Company
investments in
subsidiaries
£000
Cost
At 1 June 2019, 31 May 2020 and 31 May 2021 21,110
Impairment
At 1 June 2019 (10,546)
Impairment in the year (4,013)
At 31 May 2020 and 31 May 2021 (14,559)
Carrying amount at 31 May 2020 and 31 May 2021 6,551

Value in use was determined by discounting the future cash flows generated from the continuing use of the cash
generating unit ("CGU") to which the investment relates. The calculation of the value in use was based on the
following key assumptions:

e Budgetsincorporating post-tax cash flows have been prepared to 31 May 2022 based on past experience,
actual operating results, known future cash flows and estimates of future cash flows;

e Cash flows for a further four years have been prepared based on the long range plan, of the investment together
with cost inflation and additional overhead assumptions. A perpetuity factor has been applied based on the year
to 31 May 2026. A long-term growth factor of nil was applied to the perpetuity cash flows; and

e The Group's discount rate of 12% (2020:12%) was applied in determining the recoverable amount of the
investment being the estimated weighted average cost of capital for the CGU.

The investments in subsidiaries are assessed annually to determine if there is any indication that any of the
investments might be impaired. The calculation used to determine the carrying value of the investment is based on
the model and assumptions referenced above. There is substantial headroom within the calculation that a material
change of any of the key estimates and judgements in the model would notimpact a change in the carrying value.
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Notes to the financial statements continued

for the year ended 31 May 2021

16 Investments in subsidiaries (continued)

The Company’s subsidiaries are related parties.

The subsidiaries at 31 May 2021, which were owned by Filtronic plc, were as follows:

Country of Description of Proportion

Name of subsidiary incorporation equity held held Activity

Filtronic Broadband Limited’ UK Tp ordinary shares 100% Design and manufacture
of microwave products for
telecommunication systems

Filtronic Holdings UK Limited! UK £71 ordinary shares 100% Holding Company

Isotek (Holdings) Limited! UK Tpordinaryshares ~ 100% Holding Company

Owned by Isotek (Holdings) Limited:

Filtronic Wireless Limited' UK Tpordinary shares ~ 100% Design and manufacture of
filters and related products for
telecommunication systems

Filtronic Wireless Inc.? USA US$1 ordinary shares 100% Design and manufacture of
filters and related products for
telecommunication systems

Isotek Limited'™ UK Tp ordinary shares 100% Dormant Company

Owned by Filtronic Wireless Limited:

Isotek Hong Kong Holdings  Hong Kong HK$1 ordinary shares 100% Holding Company

Limited?

Owned by Isotek Hong Kong Holdings Limited:

Isotek Telecommunications  China US$350,000 100% Design and manufacture

Suzhou Limited? paid in share capital of filters and related products

for telecommunication systems

"Filtronic House, 3 Airport West, Lancaster Way, Yeadon, Leeds, West Yorkshire, LS19 7ZA, UK

2700 Marvel Road, Salisbury, Maryland, 21807, USA

*RM 1501, C1 Grand Millennium Plaza (lower block), 181 Queen's Road Central, Hong Kong
#Suzhou Industrial Park, 199 Sinegang Street, Oriental Gate Building 2, Room 2201, Seat A172

*|sotek Limited was dissolved on 20 July 2021.
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17 Goodwill and other intangible assets

; Group | Company
Otherintangibles Software  Development Software
Goodwill (core technology) costs costs Total costs
£000 £000 £000 £000 £000 £000
Cost
At 1 June 2019 974 10,884 542 350 12,750 76
Additions - - 27 678 705 21
Exchange differences - - 4 - 4 -
At 31 May 2020 974 10,884 573 1,028 13,459 97
Additions - - 69 52 121 49
Disposals - - (305) (65) (370) (19)
Exchange differences - - (14) - (14) -
At 31 May 2021 974 10,884 323 1,015 13,196 127
Amortisation
At 1 June 2019 - 10,884 517 102 11,503 57
Provided in the year - - 18 - 18 12
Impairment of intangible assets - - - 89 89 -
Exchange differences - - 2 - 2 -
At 31 May 2020 - 10,884 537 191 11,612 69
Provided in the year - - 27 182 209 19
Disposals - - (305) (65) (370) (19)
Impairment of intangible assets - - - 45 45 -
Exchange differences - - (16) - (16) -
At 31 May 2021 - 10,884 243 353 11,480 69
Carryingamount at 31 May 2020 974 - 36 837 1,847 28
Carrying amount at 31 May 2021 974 - 80 662 1,716 58

Goodwill and other intangibles relate to the acquisition of Isotek (Holdings) Limited. Goodwill is allocated to
the CGUs that were expected to benefit from the synergies of the combination and which represents the lowest
level within the Group at which the goodwill is monitored for internal management purposes. The Group tests
goodwill annually for impairment or more frequently if there are indications that goodwill may be impaired.
The carrying value of intangible assets and goodwill has been assessed for impairment by reference to its value

in use. Value in use was determined by discounting the future cash flows generated from the continuing use of the
CGUs. The calculation of the value in use was based on the following key assumptions:

e Budgetsincorporating post-tax cash flows have been prepared to 31 May 2022 based on past experience,
actual operating results, known future cash flows and estimates of future cash flows;

e Cash flows for a further four years have been prepared based on the Company’s long range plan together with
cost inflation and additional overhead assumptions. A perpetuity factor has been applied based on the year to
31 May 2026. A long-term growth factor of nil was applied to the perpetuity cash flows; and

e The Group's discount rate of 12% (2020:12%) was applied in determining the recoverable amount of the unit,
being the estimated weighted average cost of capital for the CGUs.

Animpairment was made to a product development in the year of £45,000. Based on the testing above the
directors do not consider any of the remaining goodwill or intfangible assets to be impaired, even allowing for a
reasonable degree of sensitivity to the underlying assumptions, including the discount rate.
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18 Right of use assets

Property Plant and
leases equipment Total
£000 £000 £000
Cost
Opening balance recognised on adoption of IFRS 16 1,327 - 1,327
Additions - 1,727 1,727
Exchange differences 6 - 6
At 31 May 2020 1,333 1,727 3,060
Additions 330 233 563
Disposals - (533) (533)
Exchange differences (37) (5) (42)
At 31 May 2021 1,626 1,422 3,048
Depreciation
Provided in the year 226 149 375
At 31 May 2020 226 149 375
Provided in the year 285 393 678
Disposals - (256) (256)
Exchange differences (16) (1) (17)
At 31 May 2021 495 285 780
Carrying amount at 37 May 2020 1,107 1,578 2,685
Carrying amount at 31 May 2021 1,131 1,137 2,268

The Group's lease commitments are made up of property leases and plant and equipment. Plant and equipment
classified as a right of use asset is financed under asset finance agreements which usually require the Group to

make a deposit against the machinery of 20%.

The Group leases office premises af its sites in Sedgefield and Yeadon in the UK, Salisbury, Maryland in the USA

and a virtual office space in Suzhou, China. Leases remaining are between one and eight years.
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19 Property, plant and equipment

} Group |

Company
Fixtures Plantand Computer Plant and
and fittings equipment hardware Total equipment
£000 £000 £000 £000 £000
Cost
At 1 June 2019 191 6,101 304 6,596 -
Additions 27 357 - 384 -
Disposals - (17) (34) (51) -
Exchange differences 2 17 - 19 -
At 31 May 2020 220 6,458 270 6,948 -
Additions 98 79 - 177 -
Disposals (22) (2,716) (99) (2,837) -
Exchange differences (4) (55) (1) (60) -
At 31 May 2021 292 3,766 170 4,228 -
Depreciation
At 1 June 2019 129 5,230 207 5,566 -
Depreciation 20 258 24 302 -
Disposals - (17) (34) (51) -
Exchange differences - 7 - 7 -
At 31 May 2020 149 5,478 197 5,824 -
Depreciation 25 218 20 263 -
Disposals 21 (2,704) (99) (2,824) -
Exchange differences (3) (46) - (49) -
At 31 May 2021 150 2,946 118 3,214 -
Carrying amount at 31 May 2020 71 980 73 1,124 -
Carrying amount at 31 May 2021 142 820 52 1,014 -
20 Deferred tax G
roup
2021 2020
£000 £000
Deferred tax assets
Opening balance 1,868 1,982
Tax losses recognised 74 61
Utilisation of tax losses (290) (206)
Derecognition of capital allowances (322) -
Exchange differences (112) 31
1,218 1,868

Deferred tax assets within the UK and the USA have been recognised as the directors consider that future taxable
profits will be available against which they can be used. Future taxable profits are determined based on business
plans for individual subsidiaries in the Group and the reversal of temporary differences.

Deferred tax assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable
that the related tax benefit will be realised; such deductions are reversed when the probability of future taxable
profits improves.
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20 Deferredtax (continued)

Group Company
2021 2020 2021 2020
Deferred tax assets which have not been recognised: £000 £000 £000 £000
Depreciation in advance of capital allowances 1,732 1,077 455 455
Tax losses carried forward 11,724 11,336 9,772 9,638
Share options deferment 80 80 80 80
13,536 12,493 10,307 10,173

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

assets which are reassessed at each reporting date.

21 Inventories

Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Raw materials 3,126 2,851 - -
Work in progress 480 1,038 - -
Finished goods 133 513 - -
3739 4,402 - -
Inventory provision (1,549) (1,457) - -
Inventories are stated net of provision 2,190 2,945 - -

Raw materials, consumables and changes in finished goods and work in progress recognised in cost of sales in the

year amounted to £5,129,000 (2020: £8,982,000).

The amount charged to the income statement in the year in respect of write-downs of inventories is £162,000
(2020: £358,000). The amount credited fo the income statement in the year in respect of reversals of write-downs of

inventories is £56,000 (2020: £nil).

22 Trade and other receivables

Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Trade receivables 2,737 4147 - -
Group receivables - - 7,372 5,221
Other receivables and prepayments 557 701 31 65
3,294 4,848 7,403 5,286

There are no provisions for bad debt. The Group receivables in the Company were reviewed in the year for expected

credit losses in accordance with IFRS 9.

Amounts owed to Group undertakings are unsecured, interest-free and payable on demand.

23 Trade and other payables

Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Trade payables 1,299 1,562 70 33
Group payables - - 2,784 -
Other payables and accruals 1,081 1,901 649 671
2,380 3,463 3,503 704

Amounts owed to Group undertakings are unsecured, interest-free and payable on demand.
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24 Provisions

Group Company

2021 2020 2021 2020

Warranty provision £000 £000 £000 £000
Opening balance 1,053 2,205 - -
Used during the year (526) (1,188) - -
Released unused during the year (116) (274) - -
Charge for the year 11 307 - -
Exchange differences (80) 9 - -
342 1,053 R -

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

Group Company
2021 2020 2021 2020
Dilapidation provision £000 £000 £000 £000
Opening balance 57 60 - -
Released unused during the year - (5) - -
Exchange differences 2) 2 - -
55 57 - -

The Group leases physical facilities at three sites in the UK and USA with each of these leases requiring the site to
be restored to its original condition. The dilapidation provision reflects management's best estimates and ability to
measure the likely costs that may be incurred restoring the building to its original state.

Group Company
2021 2020 2021 2020
Total provision £000 £000 £000 £000
Warranty provision 342 1,053 - -
Dilapidation provision 55 57 - -
397 1,110 - -

25 Deferredincome

Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Contract liabilities 146 437 - -
Capital grant 38 131 - -
Total current deferred income 184 568 - -
Contract liabilities 73 - - -
Capital grant 55 - - -
Total non-current deferred income 128 - - _
Total deferred income 312 568 - -

Contract liabilities are invoices raised in advance of NRE work completed for customers that will be recognised as
income once the performance obligation of the contract has been met. The majority of NRE contracts are invoiced
with a proportion of the contract value upfront which is recognised as revenue, over time, across the life of contract
at each milestone based on the percentage of the overall contract value achieved at that performance obligation.

A capital grant was secured in the prior year to assist with the purchase of plant and machinery to support the
production ramp of our 5G XHaul products. The grant is being amortised over a period of four years with a
remaining life of 2.5 years.

VU

www.filtronic.com Stock Code: FTC



78

Notes to the financial statements continued

for the year ended 31 May 2021

26 Financial liabilities

This note provides information about the contractual terms of the Group's interest-bearing bank loans and

borrowings which are measured at amortised cost.

Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Bank loans—current 55 65 - -
Obligations under finance agreements—current 8 112 - -
Total current financial liabilities 63 177 - -
Bank loans—non-current 76 144 - -
Total non-current financial liabilities 76 144 - -
Total financial liabilities 139 321 - -
Terms and debt repayment schedule - Group Carrying  Carrying
Nominal amount amount
interest Date of 2021 2020
Currency rate maturity £000 £000
Bank loan GBP 7.6% 37 August 2020 - 17
Bankloan usD 1.0% 31 December 2022 - 192
Bank loan USD 1.0% 10 February 2026 131 -
Total bank loans 131 209
Finance agreements GBP 4.1% 371 May 2021 8 112
139 321

The finance agreement with a date of maturity of 31 May 2027 was settled on 1 June 2021.

The bank loan with a maturity date of 31 December 2022 for $237,000 (£192,000) was a US Government loan
as part of the Paycheck Protection Programme (“PPP”) to secure jobs in the USA during the Covid-19 pandemic.
The Company successfully applied to have the loan forgiven which was settled by the US Government in the year,

recognised in Other Operating Income.

The Group secured another loan of $186,000 (£131,000) from the US Government as part of PPP‘Round 2’ to
provide further security for jobs in the USA during the Covid-19 pandemic, is included in the table above as a

bank loan. Companies are required to start repaying the loan after 6 months for a two year period at a low rate of
interest. The US Government have indicated they may forgive repayment and turn the loan into a grant if recipients

retain their employees the funds were secured for.

Bank Finance

loans  agreements Total
Debt reconciliation - Group £000 £000 £000
Balance at 1 June 2019 117 232 349
Acquisition of finance agreements 192 - 192
Interest paid (12) (6) (18)
Repayment of borrowings (88) (114) (202)
Balance at 1 June 2020 209 112 321
Proceeds from bank loans 131 - 131
Repayment of borrowings 17) (104) (121)
Repayment of PPP bank loan (192) - (192)
Balance at 31 May 2021 131 8 139

Other banking facilities

At 31 May 2021, the Group had an undrawn (2020: undrawn) invoice discount facility with Barclays Bank of £3.0m
which enables it to borrow up to 70% of the debtor book in the UK. In addition to the facility with Barclays Bank, the
Group has a facility with Wells Fargo Bank of $4.0m enabling it to borrow up to 85% of the US debtor book which
was undrawn (2020: undrawn).
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27 Lease liabilities

Group
2021 2020
£000 £000
Opening lease liability 2,529 1,327
New leases entered info during the year 457 1,572
Payments made during the year (666) (375)
Disposal of lease (279) -
Exchange differences 21 5

2,020 2,529

2021 2020

£000 £000
Lease liability payable in less than a year 542 662
Current lease liabilities 542 662
Lease liability payable in one to five years 1,070 1,578
Lease liability payable in more than five years 408 289
Non-current lease liabilities 1,478 1,867
Total lease liabilities 2,020 2,529

The Group entered into a new lease arrangement in the year to expand its operational footprint in Sedgefield to
execute on the Group's growth plans whilst facilitating social distancing requirements throughout the pandemicin
the short term.

The Group opted not to exercise an extension of a lease for plant and machinery, which was treated as a disposal,
having previously been recognised over its full life.

28 Share capital

Group and Company
ordinary shares of 0.1p each
Number

‘000 £000

At 1 June 2019 208,129 10,789
Exercise of share options 5,569 5
At 31 May 2020 213,698 10,794
Exercise of share options 717 1
At 31 May 2021 214,415 10,795

All shares are allotted, called up and fully paid. Holders of the ordinary shares are entitled to receive dividends when
declared, and are entitled to one vote per share at meetings of the Company.

29 Share premium

Group and

Company

£000

At 1 June 2019 10,715
Exercise of share options 285
At 31 May 2020 11,000
Exercise of share options 39
At 31 May 2021 11,039

VU
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30 Translationreserve

Group
£000
At 1 June 2019 (558)
Transfer to income related to business disposal 117
Currency translation movement arising on consolidation (111)
At 31 May 2020 (552)
Currency translation movement arising on consolidation (98)
At 31 May 2021 (650)
The translation reserve comprises foreign currency differences arising from the translation of the financial
statements of foreign operations.
31 Dividends
The directors are not proposing to pay a dividend for the year ended 31 May 2021 (2020: £nil).
32 Retained earnings Group  Company
£000 £000
At 1 June 2019 (9,933) (5,001)
Loss for the year (1,955) (5,440)
At 31 May 2020 (11,888) (10,441)
Profit/(loss) for the year 60 (728)
Share-based payments 2 2
At 31 May 2021 (11,826) (11,167)

33 Share options
Sharesave plans

Seven sharesave plans have been offered to employees over the years, at the date of this report. The first six of the
schemes offered to employees have now closed. Under these plans employees who join the plan can save up to
£500 per month for three years. The members of the plans are granted a number of share options based on the
amount they would save over the three years. At the end of the three years, the members have a six-month period in
which they can exercise the share options. The scheme has an exercise price calculated by reference to the average
of the middle market closing price of the shares on AIM for the dealing day immediately prior to the plan offer date.

Sharesave Plan—Scheme 6

Weighted average  Numberof  Weighted average  Number of

exercise price 20271 options 20271  exercise price 2020 options 2020
Outstanding at the beginning of the year 5.2p - 52p 5,827,465
Exercised during the year 5.2p - 52p (4,419,469)
Cancelled during the year 5.2p - 52p  (470,954)
Lapsed during the year 5.2p - 52p  (937,042)
Outstanding at the end of the year 5.2p - 5.2p -
Exercisable at the end of the year 5.2p - 5.2p -

The sixth sharesave scheme offered to employees in June 2016 is now closed.
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Sharesave Plan—Scheme 7
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A seventh sharesave scheme was offered to employees on 1 June 2021 with options granted of 2,117,319 at an

exercise price of 6.67p.

Management incentive plans
The options granted in the year have no specific performance targets attached to them. The exercise price for an
option was the middle market closing price of Filtronic plc’s ordinary shares as derived from AIM on the dealing day

prior fo issue.

The following options under this scheme were outstanding at 31 May 2021:

Earliest date Latest date
Ordinary shares of 0.1p Date granted exercisable exercisable Exercise price
1,633,334 01/03/2016 01/03/2017 28/02/2026 5.4p
300,000 11/04/2016 11/04/2017 10/04/2026 8.5p
200,000 28/03/2018 28/03/2019 27/03/2028 9.0p
200,000 11/02/2020 11/02/2021 11/02/2030 9.3p
750,000 24/09/2020 24/09/2023 24/09/2030 8.0p
3,083,334

The weighted average price of options of the outstanding options under this scheme at 31 May 20271 was 6.80p

(2020: 6.82p)

Number of share Number of share

options 2021 options 2020

Outstanding at the beginning of the year 3,839,584 5,483,584
Granted during the year 750,000 200,000
Cancelled during the year (789,583) (694,000)
Exercised during the year (716,667) (1,750,000)
Outstanding at the end of the year 3,083,334 3,839,584
Exercisable at the end of the year 2,133,334 3,503,584
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34 Share-based payments Group and
Company

2021 2020

£000 £000

Share options expense 2 -

2 _

The share options expense is the fair value of the share options at the date of grant spread over the expected vesting
period of the share options. The fair value of the share options at the date of grant was measured using the Black—

Scholes model.

The inputs o the Black-Scholes model and the weighted average fair value of the share options granted during the

year were as follows:

Group and
Company

2021 2020

Number of share options granted
Weighted average share price
Expected volatility

Expected life

Risk-free interest rate

Weighted average fair value

750,000 200,000

8.00p  9.25p
50% 50%

3.0years 3.0years

0.8% 0.1%
2.2p 31p

Expected volatility is the estimate of the volatility of the share price over the expected life of the share options.

35 Pension costs

Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Defined contribution schemes 280 417 41 32
36 Capital expenditure commitments
Group Company
2021 2020 2021 2020
£000 £000 £000 £000
Capital expenditure contracted for at the balance sheet date
but not provided in the financial statements 147 9 - -

37 Analysis of net cash/(debt)

1 June Cash

Other 31 May

2020 flow changes 2021

£000 £000 £000 £000
Cash and cash equivalents 2,028 1,059 (181) 2,906
Bank loans (209) 73 5 (131)
Lease liability - plant and machinery (1,381) 411 135 (835)
Net cash when including all debt except property leases 438 1,543 (41) 1,940
Lease liability - property lease (1,148) 255 (292)  (1,185)

(7100 1,798  (333) 755
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Analysis of net cash/(debt) (continued)

Reconciliation of cash flow to movement in net cash/(debt)

2021 2020

£000 £000
Movement in cash and cash equivalents 1,059 (582)
Movement in bank loans 78 (92)
Movement in lease liability - plant and machinery 546 (1,381)
Movement in lease liability - property lease (39) (1,148)
Exchange differences (181) (15)
Movement in net cash/(debt) 1,463 (3,218)
Opening net (debt)/cash (710) 2,508
Closing net cash/(debt) 753 (710)

Cash at bank earns interest at floating rates based on daily bank deposit rates. There are no restrictions on the
availability of the cash and cash equivalents at 31 May 2021 (2020: £nil)

IFRS 16 requires the recognition of property leases on the balance sheet which is classified as a debt item.

Financial instruments

Fair value

The carrying amount of all the financial assets and liabilities approximates to their fair value as described below.
Cash and cash equivalents comprise bank balances and bank deposits with a maturity of three months or less.
Trade and other receivables are all receivable in less than one year. Trade receivables are generally receivable within
90 days.

The Group has access to a £3.0m sales invoicing facility with Barclays Bank and a $4.0m invoice factoring facility
with Wells Fargo Bank.

Trade and other payables are all payable in less than one year. Trade payables are generally payable within 90
days.

Liquidity risk

The Group has cash at bank of £2.9m whilst the Company has cash at bank of £0.2m.

Cashis held on bank deposit for varying periods from overnight to six months to ensure all liabilities can be met as
they fall due.

The Group has access to a £3.0m sales invoicing facility with Barclays Bank and a $4.0m invoice factoring facility
with Wells Fargo Bank.

The sales invoicing facility with Barclays Bank allows the Company to borrow 70% of the UK entities’ debtors
denominated in US dollars and sterling up to a value of £3.0m. The facility is due its next formal review in September
2021, although this can be reviewed at Barclays discretion at any time.

The sales invoice factoring facility with Wells Fargo Bank allows the Company to borrow 85% of the US entities’
debtors denominated in US dollars up to a value of $4.0m. The facility matures on 12 July 2022 when it will be due
for renewal.

The amount of cash available to the Group and the headroom available on debt facilities results in a low liquidity risk.

Credit risk

The exposure to credit risk is limited to the carrying amount of cash and cash equivalents and trade and other
receivables in the balance sheet.

The credit risk related to cash and cash equivalents is considered to be low due to the cash being held at banks with
high credit ratings such as Barclays and Wells Fargo.
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38 Financial instruments (continued)

Credit risk is primarily related to trade receivables. The Group's businesses are concentrated on long-term
relationships with a small number of large and long-established OEMs. Overdue receivables are regularly
monitored and appropriate action is taken to collect payment. The Group has historically incurred only low levels of
unrecoverable receivables. Therefore credit risk is considered to be low.

Trade receivables included the following amounts for the Group's largest customers:

Group
2021 2020
£000 £000
Customer one 979 2,293
Customer two 902 1,415
Customer three 629 286
Other customers 227 153

2,737 4,147

The age of trade receivables that have not been provided for was as follows:

Group
2021 2020
£000 £000
Not past due 2,709 3,699
Past due less than three months 28 424
Past due more than three months - 24
2,737 4147

No trade receivables have been provided for in either FY2021 or FY2020.

The Company has no trade receivables.

Interest rate risk

Cash is generally held on short-term bank deposits which earn interest at variable money market deposit rates. At
31 May 2021, there was £nil held on short-term deposit. The remaining cash in the Group is held in very low interest
rate accounts. Sterling interest rates are very low and therefore interest rate risk is considered to be low.

The interest rate sensitivity of the expected annual interest income/(expense) assuming a balance on deposit or
loan of £1,000,000 is as follows:

Expected Expected
annual  annual
interest  infterest
income expense

£000 £000
1.5% 15 (15)
1.0% 10 (10)
0.5% 5 (5)
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38 Financial instruments (continued)

Foreign currency risk
The Group's and Company’s reporting currency is sterling, which is also the Company's functional currency. The
functional currencies of the subsidiaries are sterling, US dollar and Chinese yuan.

The Group's results and financial position are affected by fluctuations in foreign currency exchange rates.

The Group has generated a surplus of US dollars during the year due to an increasing number of projects being
supplied in US dollars. Whilst the Group aims to maintain a natural hedge, it is not adequate to offset the exposure
on currency risk. Therefore, the Group has used forward foreign exchange contracts to reduce the currency risk
from surplus US dollars. The nature of the Group's businesses means there is limited visibility of the currency
required in US dollars. Therefore, when forward contracts are used fo reduce currency risk, they are usually only for
short periods of no more than six months. If the US dollar were to weaken significantly, this could materially reduce
the Group's revenue and operating profit. There were no forward contracts in place at 31 May 2021 (2020: £nil).

Cash is mainly held in sterling and US dollars.

The Group's exposure to foreign currency risk for cash and cash equivalents, trade receivables and trade payables

was as follows:
Group

2021 2020

EUR RMB usD EUR RMB usbD
£000 £000 £000 £000 £000 £000

Cash and cash equivalents 1 27 1,148 165 6 890
Trade receivables 9 - 1,738 10 - 2,702
Trade payables (54) - (234) (400) (54) (253)
Net exposure (44) 27 2,652 (225) (48) 3,339

The sensitivity of the Group operating profit to the US dollar to sterling exchange rate, assuming all other variables
remain constant, is as follows:

If the US dollar had been 1% stronger/weaker against sterling throughout the year ended 31 May 2021, then the
Group operating profit would have been £60,000 higher/lower. The impact of other currencies is not material.

Capital management

The capital structure of the Group and Company consists of equity and debt. Equity comprises ordinary share
capital and retained earnings. Debt includes sales invoice financing facilities with large banks, asset finance and
lease liabilities.

The objective when managing capital is to safeguard the Group's ability to continue as a going concern in order to
maximise future returns for shareholders.

Cash flow is controlled by ongoing justification, monitoring and reporting of capital expenditure and regular
monitoring and reporting of operational costs.
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Shareholder portal

You can register online to view your holdings
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signalshares.com. Thisis an online service
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maintain your shareholding online - reducing
the need for paperwork and providing 24
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indicative valuation

¢ View movements on your holding
¢ Update your address

e Electtoreceive shareholder
communications electronically
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Filtronic website
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website (www.filtronic.com) which has more
information about the Company.
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