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New growth phase begins

NanoFocus is a world leading developer and manufaater of 3D

analysis tools. It has advanced technologies whiahe believe are at
least three years ahead of competitors. The grougpscialises in non-
contact optical instruments. These do not requirehte preparation of

samples or contact with measured objects.

Customer relationships. The group has strong customer relationships
and significant specialist industry knowledge tlgu research
cooperation with customers. The group has instadetie 700 systems
with some 350 customers worldwide.

Miniaturisation and energy efficiency. With the trend for
miniaturisation and greater energy efficiency, dedhfor high resolution
measurement and analysis equipment is expecteddosharply. The
validation of required surface tolerances enablesdyrcts to offer
reduced friction and therefore longer durabilitydareduced energy
consumption.

New technology productsWith its new leading and proven equipment
with no competition, the group could grow sharpiythe coming years
and significantly increase sales volumes and @rofit

Financials. Sales could grow from €5m in 2009 to €15m by 204 Bew
systems are sold. Net profits could increase frdosa of €0.7m in 2009
to an estimated net profit of €2.1m in 2013. Naweless, with expansion
plans for more production, sales and service fa&gli the group has
significant cash needs for the next few years. giewp completed a
small capital increase, raising €1.3m gross caseatnd of 2010.

Valuations. The group’s core value is its proprietary technglagth
over 80 patents. German market and comparable cogmpaluations
suggest a value for the company on 2012 forecdstraund €5 per
share. However, transaction valuations suggest rhigier valuations
could be seen if the company was acquired, suggeativalue of around
€9 per share. We initiate coverage with a BUY recmmdation and a
price target of €5.

Year end 31/12 2009  2010e 2011e 2012e 2013e
Sales (€m) 5.02 6.50 8.50 11.50 14.95
EBITDA (€m) (0.10) 0.63 1.48 1.96 2.82
EBIT (€m) (0.64) 0.04 0.88 1.36 2.22
Net income (€m) (0.72) (0.11) 0.72 1.20 2.07
EPS (€) (0.29) (0.04) 0.26 0.43 0.74
CFPS (€) (0.08) (0.22) 0.06 0.32 0.63
Dividend (€) 0.00 0.00 0.00 0.00 0.00
PE (x) nm nm 15.8 9.5 5.5
PE rel. DAX (x) nm nm 1.26 0.85 0.54
PCF (x) nm nm 63.3 12.5 6.5
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0

Sources: VB Equity Research

Please refer to disclaimer at the end of the docume
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Share price development
Country Market % change in Euros
cap (€Em) 1 mth 3 mths 12 mths
NanoFocu Germany 11 2.8 7.C -2.7
Advanced Vision Tech Germany 24 -0.5 329 30.1
Augusta Technologie Germany 158 9.9 26.3 72.1
Basler Vision Tech. Germany 51 27.1 40.3 112.3
Isra Vision Germany 83 -2.1 23.4 37.7
Analytik Jena Germany 5% 18.5 27.5 24.4
Stratec Biomedical Germany 376 4.0 9.0 22.5
Sartorius Germany 544 -0.9 12.4 68.7
Jenoptik Germany 339 2.6 11.5 28.1
LPKF Germany 151 -2.0 7.0 1455
m-u-t Germany 28| 7.9 3.5 119.3
EEI us 947 21.1 31.3 56.1
JEOL Japan 184 -6.5 -4.0 -14.1
KLA Tencor us 5,859 7.4 16.9 61.7
Nanometric us 277 -6.6 32.5 76.9
Rudolph Technologies us 249 111 40.3 30.5
Veeco Instruments us 1,341 83 -1.9 30.7
Zygo us 186 28.5 19.8 48.5
Average’ 7.5 19.3 55.9
DAX index 1.2 5.9 27.3
Sources: VB Equity Research: * excluding NanoFocus
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High precision optical
3D measurement
equipment

Technically ahead by
over three years

Trend for
miniaturisation and
energy efficiency

Strong growth
potential

Net profits could
increase sharply in
coming years

Significantly
undervalued

NanoFocus

I. Investment recommendation

NanoFocus is a leading manufacturer of high precisiptical 3D measurement equipment with
over 80 patents. The group specialises in non-comfatical instruments which do not require
the preparation of samples or contact with the omesb object. Through its customised
solutions business offering product developmentpeoation with customers, NanoFocus has
strong customer relationships and significant sgisti industry knowledge. The group has
installed over 700 systems with some 350 customverkiwide.

Over the past three years NanoFocus has jointlyldped with customers several new key
technologies. These have been recently introdunddbaen tested by several customers since
2010. NanoFocus estimates its psurf 3D confocaltitpinihole technology is ahead of its
competition by at least three years. The newlyohiiced usprint technology with its first
system tested and sold in 2010 has further incoeiés¢echnological advantage.

Innovations allow NanoFocus to enter a completedw market of quality control and inline
inspection during continuous production. Other raeag equipment technology cannot be used
due to the high precision and speed requirememtth@®inspection of large areas. Competing
technologies are also unable to deal with loude®@ heavy shaking and less clean production
lines.

The group has technological leadership and a lgadimarket share in several industries.
NanoFocus has sold its psurf solar solutions talynedl leading German solar manufacturers
and believes there is currently no significant cetitpr for its technology. Its customer base
includes governmental bodies, such as the FBI, @Gerfiederal criminal police office, as well as
large international corporations, including BMW, ibéer, Volkswagen, Siemens, Wilkinson
and Bosch.

With a growing trend for miniaturisation and greaemergy efficiencies, demand for high
resolution measurement and analysis equipmenfieatad to rise sharply. This can be achieved
for example in engine components production by gu$ilgh-resolution analysis equipment to
ensure a specially structured surface for moreiefit movement and less wear and tear.

NanoFocus made losses in seven of the past eight.yEhis was mainly due to the significant
research and development costs with only limitddssaHowever, new product lines and new
products to be introduced for other industries,gesg the group could see strong growth and
increasing profits.

We estimate sales could grow from just €5m in 2@0811.5m by 2012 and €15m by 2013 as
the group successfully sells its new surface méaggystems to new clients. From an estimated
marginal operating profit in 2010, operating p®fiould increase to €0.9m in 2011 and €2.2m
by 2013. Nevertheless, due to expansion plansrigpchas significant cash needs for the next
few years. The group completed a small capitaleiase, raising €1.3m gross cash to support
higher sales, distribution and services businesseshationally.

The group’s core value is its proprietary technglodith its now industry leading and proven
new products, the group could change significaintlshe coming years from a mainly research
based company with limited sales volumes to a sabelsdistribution driven organisation with
several strong products and no competition fornigsvest equipment. German market and
comparable company valuations suggest a valudécdmpany on 2012 forecasts of around €5
per share. However, transaction valuations suggesh higher valuations could be seen if the
company was acquired, suggesting a value of ar€9ngler share. We initiate coverage with a
BUY recommendation and a price target of €5.
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Il. Share price development and valuations

a) Share price development

NanoFocus share price (€)
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Source: Deutsche Boerse

In November 2005 NanoFocus joined the German stwanlket Entry Standard, but did not issue
any new shares. Since then the group has heldsfoalfl capital increases increasing the total
number of shares from 1.9m to 2.79m and raising) gyer €3m. The group’s latest capital

increase was held in December 2010 issuing 0.32msmares at €4 per share, raising €1.3m.
This allows the group to expand its research aneldpment for specific applications and its

production and distribution capacities.

b) Valuations

i) German market valuations

German market PE ratios suggest NanoFocus is v@@thon 2011, €4.8 on 2012 and €7.5 on
2013 forecasts. With sharply rising earnings, peaenings/earnings growth ratios support
significantly higher valuations.

German market

2010¢ 2011¢ 2012¢ 2013¢

NanoFocus net profit €m) 0.1) 0.7 1.2 2.1
German market PE 15.1 12.6 1.1 10.1
NanoFocus implied value (€m) nm 9.0 13.4 20.9
Per share €) nm 3.2 4.8 7.5
German market PEG nm 0.62 0.85 1.01
NanoFocus EPS growth (' nm nm 67.0 72.4
Implied PE for NanoFocus nm nm 57.0 73.2
NanoFocus implied value (€m) nm nm 68.5 151.7

nm nm 24.5 54.3

Per share €)

Sources: VB Equity Research

i) Comparable German company valuations

There are no directly comparable companies to Naoas: However, the group can be
compared to other small leading technology comsariensidered as alternative investments.
Advanced Vision Technology, Augusta TechnologisleB&ision Technologieandlsra Vision
offer machine-vision technology, focused on digilD cameras.Analytik Jena, Stratec
Biomedical Systemsnd Sartorius offer analysis applications for the pharmaceutiead
biotechnology industrieslenoptikand LPKF offer optoelectronics andth-u-t offers product
development, specialising in spectroscopy, sensocsjaboratory automation.

2 March 2011 4
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PE and PCF valuations
Share Market PE (x) PCF (x)
Price (€) Cap (€m) 2010e 2011e 2012e 2010e 2011e 1280
Advanced Vision Tec 3.8 24 20.0 12.7 10.¢ 16.5 6.4 5.7
Augusta Technologie 18.7 158 13.0 115 10.3 114 3 9. 8.2
Basler Vision Tech. 14.7 51 13.2 11.7 10.5 55 5.7 5.0
Isra Vision 19.0 83 11.7 9.7 8.6 10.8 5.3 4.7
Analytik Jena 10.5 55 30.8 15.9 10|16 36.1 6.9 5.6
Stratec Biomedical 32.7 376 25.2 20.2 16.9 215 8 25. 22.3
Sartorius 29.2 544 15.8 15.2 14,4 7.1 6.5 5.7
Jenoptik 5.9 339 211 16.9 13|5 9.5 6.9 6.7
LPKF 13.7 151 12.4 12.2 11.0 111 9.6 8.7
m-u-t 6.3 28 15.9 12.4 11y 15.9 8.2 5.9
Average’ 17.9 13.8 11.8 15.9 7.8 6.8
NanoFocu 4.1 11 nm 15.8 9.5 nm 63.3 12.5
Implied value (€m)* nm 10.0 14.2 nm 14 6.2
Per share €*) nm 3.6 5.1 nm 0.5 2.2
Sources: VB Equity Research; * excluding extremes
EV/EBIT, EV/EBITDA and EV/sales valuations
EV/EBIT (x) EV/EBITDA (x) EV/sales (x
2010e 2011e 2012¢ 2010e 2011e 20]2e 2010e 2011e 12e 20
Advanced Vision Tec 62.3 38.4 31.0 9.2 8.3 7.5 0.6 0.5 0.4
Augusta Technologie 11.9 10.3 90 10.1 8.9 7.9 1.7 15 14
Basler Vision Tech. 9.7 8.4 7B 4.1 3.8 35 1.0 0.8 0.8
Isra Vision 9.5 8.2 7.0 6.2 5.4 a7 1.7 15 12
Analytik Jena 21.0 10.6 6.9 105 7.0 5.1 0.8 0.7 7 0.
Stratec Biomedical 19.2 15.1 12/4 16.8 13.6 1.3 9 2. 24 2.0
Sartorius 21.9 19.5 15.y 8.0 7.6 6.9 11 1.1 1.0
Jenoptik 20.2 13.8 104 9.2 6.8 5.8 10 0.7 0.6
LPKF 11.7 11.2 9.8 9.4 9.0 8.1 1.7 15 14
m-u-t 8.3 75 7.0 6.7 6.0 5.1 11 1.0 0.9
Average’ 17.6 14.0 11.5 105 8.7 79 14 1.3 12
NanoFocu nm 13.1 8.1 17.6 7.8 5.7 1.7 1.4 1.0
Implied value (€m)* nm 12.1 15.9 6.9 12.8 15.9 9.3 11.0 141
Per share €)* nm 4.3 5.7 25 4.6 5.1 3.3 4.0 5.0

Sources: VB Equity Research; * excluding extremes

2012e PE suggest
worth €5.1 per
share

2012e PE suggest
worth €6.9 per
share

The average estimated PE multiples support a firevfor NanoFocus of €3.6 on 2011 and
€5.1 per share on 2012 forecasts. PCF valuatioggest fair value of just €0.5 and €2.2 per
share respectively. EV/EBIT, EV/EBITDA and EV/saleslltiples suggest a share price of €4.3
on 2011 and €5.5 on 2012 forecasts. The averadeuofratios, excluding PCF valuations,

suggests a fair value for NanoFocus of €4.1 perestia 2011 and €5.4 on 2012 forecasts.

iii) Comparable international company valuations

International groups are all larger, but specialist3D measurement equipment. US-baSEd
and JEOL of Japan offer a range of scientific instrumemd adustrial equipment. US-based
KLA Tencor and Rudolph Technologiesffer solutions mainly for the semiconductor and
microelectronics industrietNanometrics of the U&cuses on systems for the semiconductor
and photovoltaic industrie§/eeco Instrumentsffers systems for many industriég/go offers
solutions mainly used in the semiconductor and rfzanturing industries.

The average PE for 2011 estimates is 17.8x andk ¥6r12012, suggesting a fair value of €4.6
and €6.9 per share respectively. PCF valuationgesidair value of €1.1 per share on 2011 and
€4.7 on 2012 forecasts. EV/EBIT, EV/EBITDA and Eal&s multiples suggest a share price of
€5.0 on 2011 and €6.0 on 2012 forecasts. The aweodghe four ratios, excluding PCF
valuations, suggests fair value of €4.9 on 2011&618 per share on 2012 forecasts.
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PE and PCF valuations
Country Market PE (x) PCF (x)
Cap (Em) 2010e 2011le 2012e 2010e 2011le 2012e
FEI us 947 34.2 234 20.4 11.5 7.9 6.9
JEOL Japan 18§ 46.8 20.9 17,4 14.1 10.3 8.4
KLA Tencor us 5,859 339 12.5 12)0 97.2 12.4 13.3
Nanometric us 277 9.5 9.9 8.4 319 33.2 26.9
Rudolph Technologies us 249 13.3 10.7 8.5 33.2 26.7 21.3
Veeco Instruments us 1,341 11.2 9.4 b.0 10.3 9.0 8 8.
Zygo us 186 nm 29.3 21.5 19.1 20.9 15.4
Average 23.2 17.8 16.1 20.0 17.6 14.6
NanoFocu Germany 11 nm 15.8 9.5 nm 63.3 12.5
Implied value (€m)* nm 12.8 19.3 nm 3.2 13.2
Per share €)* nm 4.6 6.9 nm 1.1 4.7
Sources: VB Equity Research; * excluding extremes
EV/EBIT, EV/EBITDA and EV/sales valuations
EV/EBIT (x) EV/EBITDA (x) EV/sales (x
2010e 2011le 2012¢ 2010e 2011e 20012e 2010e 2011le 12e 20
FEI 23.6 17.7 15.1] 14.9 11.5 10{3 1.8 1.6 15
JEOL 91.6 45.3 37.5 13.1 11.4 107 0.7 0.6 0.6
KLA Tencor 23.2 9.3 8.7 15.6 6.3 60 4.0 2.6 2.3
Nanometric 13.5 15.1 11.7) 6.5 54 4.8 1.8 1.6 14
Rudolph Technologies 29.0 24.9 19.3 18.2 16.4 13.6 2.0 1.8 14
Veeco Instruments 55 5.0 416 5.4 4.8 4.4 1.6 1.4 31
Zygo 17.9 10.4 7.9 11.7 7.9 6/1 2.1 1.8 1.7
Average 215 15.5 12.5 14.7 9.8 80 1.9 1.7 15
NanoFocu nm 12.4 7.7 17.7 7.3 5.4 1.7 1.3 0.9
Implied value (€m)* 11 13.4 17.3 9.6 14.3 16.0 62. 13.9 17.2
Per share €)* 0.4 4.8 6.2 34 5.1 5.7 4.5 5.0 6.1

Sources: VB Equity Research; * excluding extremes

iv) Transaction valuations

Merger and acquisitions can also give an indicatbrthe value of NanoFocus. Simple EV/
sales and EV/ pre-tax profit multiples can giveatis valuation. The average EV/ sales ratio for
the five takeovers is 3.22 times. On forecast 2€dlés the ratio suggests a value for NanoFocus
of €9.7 per share. An average implied EV/ pre-tedfipratio of 31.7 times suggests a value on
forecast 2011 for NanoFocus of €22.6m or €8.1 pares

Mergers and acquisitions

Date  Target Acquirer Implied EV Sales Pre-tax  EV/sales (x) EV/pre-tax
value profit profit (x)
200¢ Leica Microsystem Danahel $550n $550n $130n E] 4.23» ne
2006  Accent Optical Tech. Nanometrics $81m $80.9m $37.6m -$7.2m 2.15x nm
2006  ADE Corp KLA-Tencor $488m $488m $103.4m $20.6m 4.72x 23.7x
2007  Therma-Wave KLA-Tencor $75m $75m $66.3m -$8.9m 1.13x nm
2008 ICOS Vision Systems KLA-Tencor €310m €310m 880 €7.8m 3.88x 39.7x
Average* 3.22x 31.7x
Implied value of NanoFocus *(€m) on 2011e 27.2 22.6
Implied value of NanoFocus per share *(€) on 2011e 9.7 8.1

Sources: VB Equity Research; * excluding extremae03 results

v) Discounted cash flow

Discounted cash flow valuations could theoreticdlly used. However, estimating terminal
value for fast changing technologies is difficatteaning DCF valuations are vulnerable.
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Founded in 1994
with first products
introduced in 1999

Internationalisation

Three member
board

Strong customer
relationships

Technically ahead
by more than three
years

lll. History, Management, Strategy and SWOT

a) History

Founded in 1994 in Duisburg, NanoFocus specialiseesearch and development of high-
resolution optical 3D microscopy. The group focusesonfocal, white light 3D measurement
and analysis system solutions. In 1997 the groupded a subsidiary focused on contactless 3D
profilometry and in 1999 the group launched itsduat ranges usurf and pscan. In 2007
NanoFocus launched its standard produsetrf explorer and new standard automation software
psoft automation. In 2009 NanoFocus acquired SISCANsmall operation from Siemens
subsidiary SEAS. This enables the group to exp@nproduct range to includesprint sensor.

In 2005 the group founded a US subsidiary and i8628et up a showroom in Singapore.

Between 2006 and 2008 the group increased itskissn through numerous sales agreements,
including with Taiwan-based technology consultaaittonic, Olympus of Japan and the three

German companies IMSTec, Heimann and Werth Messilech

b) Management

The management board has three members. Juergentivias the group’s speaker of the board
and CTO responsible for technology and busines®ldpment. A physicist by training, he
joined NanoFocus as Head of Software and Analytick995. In January 2010 he became the
board spokesman. Marcus Grigat is the group’s C&spansible for research and development
and production. An engineer, he joined NanoFocusHead of Metrology and Automatic
Control in 1996. Joachim Sorg is the group’s CF@ .previously worked in investor relations at
IntraWare, Syzygy and F+P Multimedia and in relasioip management at Corealcredit Bank.
In 2006 Joachim Sorg joined NanoFocus initiallycharge of investor relations and corporate
affairs. He became CFO in January 2009.

The founder and former CEO until late 2009, Dr. slatermann Schreier remains a large
shareholder of the group and management board tanisu

The group has a three member supervisory boar&4uetployees.

c) Strategy

NanoFocus is heavily research and development mjrisesning over 80 patents. The group
specialises in customer specific solutions and igdliyecooperates with customers to develop
customised measuring systems, which is partly pgidustomers. Traditionally customers have
exclusivity on the new technology for its specifierpose, but NanoFocus can develop standard
and modular equipment based on the new developasentll as for customer specific products
for other non-related industrial uses. The closgpeoation and development allows NanoFocus
a better understanding of its customers’ requirdsnamd the continual development of new
technologies.

Over the past two years NanoFocus has developedadawew key technologies which allow
the group to come to market with new leading meaguequipment. The group estimates its
usurf 3D confocal multi-pinhole technology to be atieof its competition by over three years.
The newpsprint technology can measure hundreds of parametigh nanometre precision
during continual production processes. The mainkatafor usprint is in the automotive and
semiconductor industry. The first systems wereveedid in 2010 for testing. The group expects
significant demand from the automotive and semicetat industries in particular.

NanoFocus plans to further develop its existinghtetogies and systems capabilities. This
includes the development of multi-sensor systemschwithe group expects to increase in
importance as miniaturisation and therefore ingpacnd quality control requirements become
even more complex.

2 March 2011 7
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Two acquisitions

SISCAN

Production

Increasing service
revenues

Limited
distribution in
Germany and

Europe

Small US and
Asian subsidiaries

Several
distribution
agreements

The group has made only limited acquisitions; katies to acquire key technology, allowing
the group to expand its technology platform. In 208anoFocus purchased extensive patented
research activities for new 3D quality controlfine production.

The group’s more significant acquisition was SISC@\emens Electronics Assembly Systems)
in October 2009. The acquisition included the p&ignconfocal sensor measuring system,
named psprint. Already proven and used in prododciod the research sector, the technology
allows up to a million measurements per secondnduttie production process. The acquisition
also included the company’s inventories, productioid small sales department. The group’s
confocal system is flexible and the world’s fastesaking it suitable for many applications in
numerous industries. The acquisition agreementimegjilNanoFocus paying a small license fee
to Siemens per unit sold.

The group manufactures its systems in-house. Siogotgonents are bought in from suppliers,
but the group manufactures key components in-half@@. a sharp rise in unit sales expected in
the next years as orders are agreed, the group fianvest in additional production capacities
in 2011 at its German facilities.

NanoFocus has installed some 700 systems at ovkic@&omers. The group aims once the
systems are sold to have continued sales througttss, such as training, servicing of installed
equipment and the upgrade of sensors and softwdre.group aims to further expand its
services department with the expected strong nismit sales in the coming years. This is also
driven by customers requiring customised solutisgch can be integrated in the production
process. The demand for services therefore is ¢éegpdo continue to increase in the medium
and long term.

The group mainly operates in Germany, but currelmdly limited distribution capabilities with a
few salesmen based in Germany focused on domasttoroers, Austria and Switzerland. The
group has also a distribution and service officeEitlingen in Southern Germany with 6
employees. In 2010 the group also opened a smiadkaoh the Munich technology centre to
allow better customer services for its psprint cosrs.

NanoFocus has currently only one employee in itsvsbom in Singapore who also coordinates
around 10 sales representatives for the Asian mafke group aims to establish also its own
sales force in Asia with four to five salesmen )t 2. Nevertheless, the group already has some
Asian business, especially in the semiconductoustrgt, and has seen first interest by several
Asian solar equipment manufacturers for its higdcfgion measurement equipment. The group
has one employee in its sales subsidiary in theHdSever, the US business is not a key focus,
but allows the group to continue its business withreral customers and continue its service
commitment.

Due to its small size, NanoFocus has several bigian agreements with companies which
integrate NanoFocus’ sensors in their own prodactiguipment. However, the group is aware
of its limited distribution network and with the jproved performance and new applications
believes that the costs of a sales force could hesome cost effective. Its current licensed
distributors include Olympus of Japan for the auitwe industry, Heimann of Germany for the
printing industry, IMSTec of Germany and GDO of flietherlands both for the pharmaceutical
industry.
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d) SWOT

Strengths Weaknesses

Stable management —-The group’s CEO and COO Relatively cash intensive —the group’s products are
have been with the company for some 15 years. Theghly dependent on research and development with
former CEO and founding member remains as significant investments required before group staotsell
consultant with the company. its products. However, several customers orderurggoen
Strong research and development the group has products pay some of the research and developrosta c

strong in-house R&D with over 80 existing patents. UPfront.

Leading technology —the group estimates its non- Intérationalisation ~ — still very = small and
contact measurement systems in 3D multi-pinhol nderdeveloped, although with the new introductibits

technology to be ahead of its competition by ove testusprint technology is expected to increase its sales

three years. The group’s newsprint technology and distribution efforts.
further increases its lead over competitors. Cash requirements and no dividend -with several new

Independent of specific industries — customers Projects expected to begin in the next years irpecetion

include many industries as well as public and peiva With_ customers, the group may have fL,thher neeise
institutions. additional funds. Addm_onally the group’s customdﬂa_we
changed from purchasing products outright to lepsind

Strong customer relationships —the group has renting equipment. This has put additional cash
developed specialist know-how through its researchonstraints on the group.

cooperations and integration services.

Opportunities Threats

New technology acquisition -could allow the group Potential take-over candidate - the group’s new
to further develop the technology into severatechnology is significantly ahead of its competitio
industrial applications, which allows the group toHowever, due to its small size, the group couldobse a
significantly expand its product capabilities andtake-over target for its larger competitors.

applications. Small size —the group is very small with less than 62
Large numbers of new projects —through its new units sold in 2009. Even with significantly risisgles, the
usprint  technology and its strong industrialgroup could remain relatively small compared to
knowledge. The group has a large number of newompetitors for some time. Due to its limited sitlee
research projects with key customers. group was significantly affected by its custometsiay of

Internationalisation — the group has only limited Ordersin2009.

international distribution capabilities, but plang Alternative systems —introduction of new technologies
expand with the expansion of existing offices andvhich could reduce NanoFocus technological leadgrsh
opening of an Asian office in the medium term. or even making the group’s technology obsol

Brand image —the group currently has only limited However, the group currently estimates to have a

sales distribution in Germany, the US and Asial€chnology lead of at least three years over its

However, with its new technology and expectect@MmPetition.
increase in unit sales, the group could increase it
sales distributions and therefore brand image.

Sources: VB Equity Research
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Optical measuring
systems

V. Activities

NanoFocus offers a range of optical measuring BysteSystem solutions and OEM sales
accounted for an estimated €4.9m or 75% group dal€®010. With the group’s new of
products, sales in its systems and OEM sales doatgase sharply to €6.6m in 2011. Other
group services including software and rentals atienated to account for 25% of group sales in
2010. The group currently sells only limited numlbérunits a year. In 2010 the group could
have sold around 78 units compared to 62 unit®092

Sales by division (€m)

200t 200¢ 2007 200¢ 200¢ 2010¢ 2011e 2012¢ 2013¢

pscal 1.21 1.37 1.27 0.80 0.65 0.6( 0.6 0.7¢ 0.8¢
psurf 1.10 1.76 2.26 3.17 1.95 3.00 3.18 3.70 4.42
psprint 0.00 0.00 0.00 0.00 0.06 0.35 1.83 3.98 6.27
OEM sensor and system sales 0.13 047 0.73 1.00 1.03 0.92 0.97 1.06 1.25
Systems/ sensor sales 2.43 3.60 4.27 4.97 3.69 4.87 6.62 9.52 12.82
Software, service and system rental 0.35 0.53 0.68 0.99 0.93 1.11 1.25 1.32 1.43
Other 0.27 0.35 0.37 0.58 0.40 0.52 0.63 0.66 0.70
Total sales 3.06 4.48 5.31 6.54 5.02 6.50 8.50 11.50 14.95
No. of units sold 69 62 78 90 100 110
Average sale per unit (€) 71,986 59,484 62,436 61,189 95,200 116,545

Source: VB Equity Research, NanoFocus

In 2009 the group saw the delay of several projesttarply reducing the group’s order intake,
especially from the automotive industry. Many potewere reactivated in 2010, including
projects with ThyssenKrupp, Daimler, BMW and BosEllowing no orders on hand at the
beginning of 2010, we estimate the group’s orderkand at the end of 2010 was €1.5m.

Incoming orders and orders on hand (€m)

200¢ 200¢ 2010¢ 2011¢ 2012¢ 2013¢
Orders on hand at start of yea 0.2 0.5 0.3 1.5 2.3 3.0
Incoming orders 6.8 4.8 7.7 9.3 12.2 15.7
Less sales 6.5 5.0 6.5 8.5 11.5 15.0
Acquisitions/ currencies* 0.0 0.0 0.0 0.0 0.0 0.0
Orders on hand at end of year 0.5 0.3 1.5 2.3 3.0 3.8

Source: VB Equity Research, NanoFocus, *includirdgocancellations and change in accounting stasdar

Four product
segments

a) Technologies

NanoFocus is a specialist for non-contact measwaystem solutions offering precision of down
to the nanometre range. The core focus is confoealsuring systems. This technology does not
require the preparation of samples and is suitéblproduction lines as well as continuous
testing in laboratories. The products can alsautheltwo or more measuring systems.

The historic core product ranges are psurf andrugcaurfinspects by measuring topography,
micro-geometry, roughness by using the patenteocahmulti-pinhole technologyiscanare
point sensor 2D/ 3D profilometers which measurefagar structure, layer thickness and
geometry and displays the values as a 3D colougéma@he group uses a range of confocal
sensors and laser technology for these applicatidmes latest technology jssprint,based on its
SISCAN technology. It offers 3D profilometery irstgproduction lines for quality control.

b) Products

NanoFocus differentiates its products into fourmsegts: standard, modular, integration and
business solutions. The largest product segmeatseavices and integration. However, business
solutions is gaining importance. Products last tavfive years depending on use.
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Four product
solutions

psurf custom and
pscan custom

Key products psurf
cylinder ....

...and psurf solar

usprint sensor

psurf sensor and piscan
sensor

NanoFocus

i) Standard segment

The standard product range is generally used iorédbries. The first products were introduced

in 1999. Its standard products have been furthkamred and expansions of applications made,
such as the equipment’s speed and resolution. Tdie oustomers are universities and other
research institutes.

The segment includes four product systems withxedficombination of modules to perform
standard measurement and analyssurf exploreroffers 3D surface measurement and analysis
and is used mainly in test laboratories. User-ttignit offers precision surface analysis with
high optical resolutionusurf mobileis a compact, battery powered and portable meamne
system.uscan exploreris a 3D profilometer system supporting a rangetasks, including
analysis of surface texture, microgeometry andktiéss of transparent coatings. All systems
can be used on nearly all types of material. In 8%0 NanoFocus introducegsurf basicfor

use in laboratories for industrial research. lthdes the measuring of samples of most surfaces,
such as polymers, ceramics, metals and composieriaia.

if) Modular segment

The modular segment offers customer specific smigti with modules assembled according to
customer requirementgisurf customis a flexible system offering fast nanometre asialy
pscan custons a 3D profilometer measuring topography, hepgbfile or layer thickness. Both
systems can be easily automated for process control

iii) Business solutions segment

Business solutions offers a range of analysis syst@hich have already been developed for
sector-specific applications but are not offeredhia packaged solutions of the standard and
modular segments. These require more cooperatiwreba the customer and NanoFocus.

The segment has four product rangesurf cylinderis a key new product. It is an angled optical

system to measure a cylinder’s surfaces mainljénautomotive industry. The system records
over 30 characteristics and displays results oeescrlt can be tailored to allow manual steering
by the user or automated for fast repeat measutsmehe first products were delivered to

customer production facilities in 2010 and arepemtion in several laboratories adjacent to the
production facilities in Germany, the UK and JapBlanoFocus plans to further enhance its
equipment to allow the use of theurf cylinderequipment in the production process.

psurf solarallows 3D inspection and analysis of crystallioéas cells. The system makes up to
12 area measurements a minute with nanometre agcukdapted for the solar industry, it is
capable of measuring etched structures and thrantifreflective coatings.

Two other products arpsurf bladeand pscan leak testusurf bladeallows measuring whole
blades, including foils and membranes up to 0.8tickt The system measures both sides of
the blade independently and then integrates anulagts the results in a 3D imagescan leak
testis used in water testing and was developed witmith/as an optical leak test for MEMS
(Micro-electro-mechanical systems) and other opitiebnic components.

iv) Integration segment
The integration segment offers a range of optieasers to be integrated into customers’
existing manufacturing and measurement machines gftup’s key new product jissprint.

psprint sensor was bought with the SISCAN acquisitions lused for quality assurance and
process control. The sensor has a large field@f\dand offers up to a million measurements a
second with very high precision. It can be usedddoroad range of applications, but most
commonly is used for 3D shape inspection, lasedvegld bump inspections on wafers and
substrates. The group has sold its first systenttsst@utomotive and semiconductor industries.

The group offers two sensor systemsurf sensois a confocal probe which can be integrated
into production machines and analysis systemsléevajuality control.psan sensois a range
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Proprietary software

Services

of precise sensors which can measure height psofitoographies, geometries and roughness
with very high vertical precision. Optional sensdrglude chromatic sensors and LED
technology which can analyse small, usually inasibés areas. The autofocus sensor is for fast
roughness measurement used in a high speed pradw@tvironment. The holographic sensor
measures highly structured surfaces including arezspective of the degree of reflection.

v) Software and services

NanoFocus has its own proprietary software whicledatinually updated to meet the latest
national and international standards. Programauat@lresults and display them in a 3D image.
psoft controlallows easy and fast valuation and visualisatibnesults. It is used in all psurf
and pscan custom systenpssoft analysiss an evaluation program allowing 2D/3D surface
analysis and illustration, including 3D imaging,asarement curves and tabulated resuk®eft
automationallows automated measuring for quality inspectioming the production process.
The stitch tool allows the integration of neighbouring measuremiits into one overall
measurement. Theinsam tooldisplays functional surface volume models for eaanalysis of
frictional properties. It identifies and measuradace features such as lubrication pockets.

NanoFocus offers several services, including tpady contract measuring, training and
servicing of installed equipment. With the acquasitof SISCAN, NanoFocus acquired the
former Siemens business and its complete servis@dss.

vi) Research and development
NanoFocus offers to develop customer-specific smstwhich allow the group to work closely
with customers. This has allowed the group to gainificant specialist knowledge.

c) Customers
Systems are sold to a wide range of industrieshénmedium term the main growth could be
from the automotive, solar, healthcare and semigoted industries.

Sales by industry (€m)

200% 200¢ 2007 200¢ 200¢ 2010¢ 2011¢ 2012¢ 2013¢
Public safet 0.1t 0.9C 0.8C 1.31 1.41 1.40 1.45 1.50 1.70
Manufacturing, tools and printing 0.06 0.67 1.01 0.59 0.85 0.91 0.97 1.02 1.15
Material science 0.55 0.81 1.38 1.63 0.70 0.74 0.77 0.80 0.90
Solar 0.00 0.00 0.00 0.52 0.65 0.75 1.00 1.15 1.40
Micro Systems 0.00 0.00 0.00 0.46 0.50 0.54 0.59 0.62 0.70
Electronic 0.61 1.25 0.90 0.46 0.30 0.44 0.70 0.85 1.60
Chemistry, paper, ceramic, plastics 0.46 0.09 0.53 0.13 0.30 0.32 0.37 0.38 0.45
Healthcare 0.55 0.31 0.37 0.39 0.15 0.40 0.60 2.58 3.55
Automotive 0.67 0.45 0.32 1.05 0.15 1.00 2.05 2.60 3.50
Total sales 3.06 4.48 5.31 6.54 5.02 6.50 8.50 11.50 14.95

Source: VB Equity Research, NanoFocus

Systems to reduce
friction, wear and tear
and fuel consumption

To allow 100% fault-
free production

i) Automotive

NanoFocus measures and analyses structured sufffiacése automotive industry. This is
mainly for the precise manufacture and inspectibkey engine components to reduce friction
between engine parts, reducing wear and tear agldchnsumption. The range of products
measured include cylinder bore surfaces, camshafissheet metal, measuring the structure’s
geometry and roughness, which then can be anafgsectar and defects.

The life-span of some car components is the lifeetdf the car. Components need to be durable
and fault-free. NanoFocus' new pusurf cylinder systevas developed for German car
manufacturers and introduced in 2010. In 2011 ttoeig plans to introduce the product as a
fully automated system able to integrate into potidum lines. Automotive customers include the
car manufacturers Daimler, BMW, Toyota and Volkseagand suppliers Elring Klinger,
Siemens VDO, Bosch, Kolbenschmidt Pierburg, Comtimleand ZF Friedrichshafen.
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Could account for 30%
of group sales by 2013

In the solar market
since 2007

Could become a key
business

Following large order delays in the automotive isitiy in 2009, there was a sharp recovery in
2010. NanoFocus expects strong orders from sevarge automotive manufacturers and
suppliers in 2011.

i) Solar

In late 2007 NanoFocus entered the solar industasket. In June 2009 NanoFocus introduced
its 3D inspection of crystalline solar cells, yussofar, allowing the measurement and analysis of
analyse thin-film, mono- and polycrystalline sotalls. For its customers the importance of
inspection rises, as increases in the efficienaigd quality of solar cell rises and the price of
solar energy falls. NanoFocus has sold its psugrssolutions to nearly all leading German
solar manufacturers, including Ersol, QCells, lasol centrotherm and Schott Solar. The
company believes its technology has no significampetition.

NanoFocus plans to further increase its lead througe of its psprint technology. As the
production of solar panels is moved to China, tteag has seen its first order from Asia which
could significantly increase the group’s growtheuutal in the longer term.

iii) Healthcare

For the healthcare industry NanoFocus offers inspecsolutions during research, quality
control and manufacturing. Components used in moHealthcare require being fault-free with
very small tolerances to ensure durability and dopatible. The group focuses solutions to
measure hip and knee implants, dental implantsistend microfluidic systems. For hip and
dental implants the surface finish is essentiakithucing infections and rejections and increase
durability. Stents are coated with a bioactive fatgeprevent re-growth, which needs to be of
determinate thickness and roughness. CustomersidmclThommen, Straumann, Abbott
Medical, Biotronik and Sphere Medical.

The group is developing a new sensor system farstomer. Although sold exclusively to one
customer in the healthcare industry, the technology be used in other industries. The
agreement includes an agreed minimum order witllymorion to start in late 2011. Sales in
2012 could be worth between €3m and €5m.

iv) Electronics

The group offers cost-effective and fast measusygtems used in electronics production for
quality control and fault analysis, reducing mawetiising costs and ensuring fault-free products.
Applications include measuring systems for muleé#iagircuit boards, laser-drilled micro vias,
fine pitch solder past printing, conductor trackscircuit boards, nanoliter dispenser dots, lead
frame and printed circuits. Customers include Sien@hilips, Ericsson, Tyco and Bosch. The
group already has first customers and orders frosia.AThese are for new customised
equipment allowing nanometre resolution required tfee manufacture of new and smaller
semiconductors not offered by other competitors.

v) Manufacturing

For the manufacturing industry NanoFocus offersrtalyse wear and material characteristics,
including roughness, geometry and wear volume. Neseand products inspected include
cutting inserts such as edges, roughness of sgrfacé crater volumes. NanoFocus aims to
increase its customer base through its new pspeimsor, enabling in-line inspection during the
production process. Customers include ThyssenKrmppussa, BASF, Festo and Bosch.

vi) Micro Systems

In the production of electromechanical and opticainponents the group offers systems to
measure and analyse defective parts. Measured ptaninclude surface hardness and coating
characteristics of the materials, the measureméntaaoliter dispensed dots to ensure the
adhesive used does not lead to functional impaitniBime company has just completed two

large projects for international companies in teenigonductor industry based on its psprint

sensors. Customers include EPCOS, Infineon and Bioklectronics.
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Sales by area

vii) Public safety

NanoFocus’ systems are also used in forensic l#dydea for criminological analysis of items
such as tools of entry, explosives and projectilesaces and objects left by criminals can be
measured and analysed and then stored on its databastomers include Forensic Technology
(with over 100 systems worldwide), the FBI, GermBKA Bundeskriminalamt (Federal
Criminal Police office) and several Landeskrimimatér (State Criminal Police offices).

viii) Tools

In the tooling industry NanoFocus offers systemm#asure several parameters, including wear
and cater volume to ensure the quality surfacesHtirsind to reduce potential downtimes when
the tools are used during production. Materials pratlucts measured include cutting inserts,
tool cutters and razor blades. For blades andnguttols the group’s solutions including to
measure and ensure a standard steep edge andtabsgating angle. With its new psprint

sensors the group aims to increase its customer. l@agrently customers include Wilkinson,
Mirka and several research institutes, such FrafenhBT and several universities.

ix) Printing/ Paper

NanoFocus offers systems to measure the topograpdhyoughness on printing rolls and paper,
allowing increased quality and production efficiesc The systems are used in the paper
manufacturing and printing industries. This notyomicludes ensuring continuous high quality
paper and printing, but also the engraving or ewhof printing rolls by laser. Customers
include the Schott gruppe, Interprint, Hell Graamd Koenig & Bauer. Customers also include
national banks, including the Deutsche Bundesdmatkitaly’s and Morocco’s national banks.

d) Distribution and sales by area

NanoFocus has leading technologies but a limitéesSarce. Historically sales were based on
distribution agreements with international partndrs 2006 NanoFocus signed a long-term
agreement with the Taiwan’s Kaitronic, for Taiwarde&Korea focused on consumer electronics
and automotive industries. In 2007 NanoFocus edteseveral distribution agreements,
including with German-based Heimann, a specialisblasaler focused on the paper and
printing industry. In 2008 a distribution agreemevds made with Werth Messtechnik for
confocal surface sensors used in its multi-sensordinate metrology systems. NanoFocus also
supplies complete cylinder inspection systems pada Olympus optics group for the Japanese
motor industry.

With increasing recognition for developing custoedsnew higher resolution imaging
equipment, the group has seen an increase in ngevofrom large blue chip companies. The
group plans to expand sales through increasingalss force, especially in Asia as well as
through several distribution agreements with Gerarahinternational companies.

The group remains highly dependent on Germany,uaatiow for around 69% of group sales in
2010. Europe excluding Germany is the group’s sgaonst important market accounting for
around 14% of group sales. Sales in the US haviplghtallen. However, sales in Asia are
expected to be strong in the next years rising fewound €0.1m in 2009 to €2.5m by 2012.
Domestic sales gains are expected from severa [@egman customers increasing their orders.

Sales by area (€m)

200¢ 200¢ 2007 200¢ 200¢ 2010¢ 2011¢ 2012¢ 2013¢
German' 1.8t 2.1¢ 2.74 3.82 3.1¢ 4.50 5.55 7.05 8.80
Europe excl. Germany 0.54 0.85 1.08 0.80 0.34 0.90 1.15 1.45 1.85
Asia 0.38 0.63 0.68 0.28 0.09 0.70 1.35 2.50 3.76
North Americ: 0.29 0.81 0.81 1.63 1.47 0.40 0.45 0.50 0.54
Total sales 3.06 4.48 531 6.54 5.02 6.50 8.50 11.50 14.95

Source: VB Equity Research, NanoFocus
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V. Financials
a) Consolidated profit and loss account

Consolidated profit and loss account (€m)
Year end to 31December 200t 200¢ 2007 200¢ 200¢ 2010¢ 2011¢ 2012¢ 2013¢
Sale: 3.0€ 4.4¢ 5.31 6.52 5.02 6.50 8.50 11.50 14.95
% change -3.0 46.4 18.7 23.0 -23.1 29.4 30.8 353 0.03
Cost of materials (1.21) (1.78) (2.15) (2.41) (3.83 (2.21) (2.87) (3.85) (4.95)
% of sales 39.5 39.7 40.4 36.8 36.3 34.0 33.8 335 331
Gross profit 1.85 2.70 3.17 4.13 3.20 4.29 5.63 5.6 10.00
% of sales 60.5 60.3 59.6 63.2 63.7 66.0 66.2 66.5 66.9
% change 0.0 46.0 17.3 30.4 -22.5 34.1 31.2 35.9 .7 30
Personnel costs (1.29) (1.66) (1.98) (2.18) (2.39) (2.57) (2.82) (3.73) (4.62)
Depreciation and amortisation (0.43) (0.51) (0.52) (0.51) (0.54) (0.59) (0.60) (0.60) (0.60)
Other operating expenses (2.11) (1.54) (1.54) 711.6 (1.50) (1.95) (2.28) (3.01) (3.76)
Other operating income 0.76 0.77 0.55 0.49 0.59 850. 0.95 1.05 1.20
Operating profit (0.22) (0.24) (0.31) 0.25 (0.64) @ 0.88 1.36 2.22
% of sales 7.1 -5.3 -5.9 3.9 -12.7 0.5 10.3 11.8 491
% change -17.2 9.2 32.1 nm nm nm nm 54.8 63.2
Net financial income (0.28) (0.16) (0.58) (0.04) (0.08) (0.14) (0.16) 16 (0.15)
Extraordinaries 0.00 0.00 (0.05) 0.00 0.00 (0.00) .000 0.00 0.00
Pre-tax profit (0.50) (0.40) (0.95) 0.21  (0.72) (0.11) 0.72 1.20 2.07
% of sales -16.2 -9.0 -17.9 3.3 -14.4 -1.6 8.5 105 139
% change nm nm nm nm nm nm nm 67.0 72.4
Income tax 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
% rate -0.2 0.0 -0.2 11 -0.3 0.0 0.0 0.0 0.0
Net profit (0.50) (0.40) (0.95) 0.21 (0.72) (0.11) 0.72 1.20 2.07
% change nm nm nm nm nm nm nm 67.0 72.4
Minorities/adjustments 0.00 0.00 0.00 0.00 0.00 00.0 0.00 0.00 0.00
Net attributable profit (0.50) (0.40) (0.95) 0.21 q.72) (0.11) 0.72 1.20 2.07
% change nm nm nm nm nm nm nm 67.0 72.4
% of sales -16.3 -9.0 -18.0 3.2 -14.4 -1.6 8.5 105 139
Adj. shares issued (m) 191 1.93 2.25 2.25 247 927 279 2.79 2.79
EPS (€) (0.26) (0.21) (0.42) 0.09 (0.29) (0.04) 6.2 0.43 0.74
% change nm nm nm nm nm nm nm 67.0 72.4
Dividend per share (€) 0.00 0.00 0.00 0.00 0.00 ®.0 0.00 0.00 0.00

Sources: VB Equity Research, NanoFocus

HGB accounting

NanoFocus reports under German HGB accounting atdadHowever, there are no significant

differences to IFRS with goodwill of just €0.3m deted under HGB, but excluded under IFRS

rules.

Sales cover products and services including cangulfdditionally some 10% of group output

is derived from own capitalised work.

2009 and first half 2010 results
In 2009 NanoFocus reported a sharp decline in ssesistomers delayed orders. For the year
group sales declined by 25% and reported a net d6s80.7m. During the year the group
introduced several cost reduction and better castagement systems, reducing costs by around
€0.5m. The group acquired SISCAN and its new keprelogy from Siemens. Additionally
marketing and distribution efforts were increadmwagh new workshops and new personnel in
its sales and services departments.

With customers reactivating their orders, grougsahcreased by 47% to €2.7m in the first half
of 2010. Operating losses nearly halved to €0.4th nét losses of €0.5m.
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2010 forecasts

Outlook 2011 and 2012

NanoFocus

Outlook 2010 to 2012

In 2010 we estimate group sales in 2010 increage2bbo to €6.5m. With a reduced cost base,
the group is estimated to have returned to a sopaitating profit. The group has reduced cost of
materials successively between 2007 and 2009. \tleade an additional reducing in cost of
materials to 34% in 2010. The group nonethelesfdo@port a small pre-tax loss of €0.1m for
2010. The group has €5m of tax losses, which ceekl the company not pay any taxes for
several years.

In 2011 and 2012 we estimate further significatésgrowth as the group successfully sells its
new surface measuring systems. With only a smalleimental further reduction in cost of
materials, the group benefits from moving away fiitgrrelatively lower margin product ranges
to its higher priced new technology systems. Opggatrofits could therefore increase sharply
to €0.88m in 2011 and €1.36m in 2012. Net profiildalso increase from an estimated €0.72m
in 2011 and €1.20m in 2012.

Despite the group’s significant rise in profits, de not expect the group to pay dividends in the
next two years due to its accumulated losses. Heweéw the medium term the group plans to
pay moderate dividends.

NanoFocus’ exchange rate risks are limited as tbepgmainly invoices in Euros.

b) Consolidated cash flow

Consolidated cash flow (€m)

Year end to 31 Decembe 200t 2006 2007 200¢ 200¢ 2010¢ 2011¢ 2012¢ 2013¢
Net profit (0.50. (0.40 (0.95 0.21 (0.72; (0.11) 0.72 1.20 2.07
Depreciation 0.43 0.51 0.52 0.51 0.54 0.59 0.60 006 0.60
Change in working capital (0.78) (0.39) (0.96) Q0.8 0.01 (1.10) (1.14) (0.89) (0.91)
Other 0.00 0.00 0.00 (0.00) (0.01) 0.00 0.00 0.00 .000
Cash flow (0.85) (0.28) (1.40) (0.10) (0.19) (0.62) 0.18 0.91 1.76
CFPS (£) (0.44) (0.14) (0.62) (0.05) (0.08) (0.22) 0.06 0.32 0.63
Non-operating cash flow 3.52 0.25 0.33 1.99 (0.98) 91.2 0.00 0.00 0.00
Total cash flow 2.67 (0.03) (1.07) 1.89 (1.17) 0.67 0.18 0.91 1.76
Net debt at start of year (0.57) 1.95 1.30 0.07 171 0.32 0.39 (0.18) 0.28
Capital expenditure 0.15 0.63 0.15 0.25 0.22 0.60 0.75 0.45 0.50
Dividends (for previous year) 0.00 0.00 0.00 0.00 .000 0.00 0.00 0.00 0.00
Net debt at end of year 1.95 1.30 0.07 171 0.32 39. (0.18) 0.28 154
Surplus cash flow from operations 2.52 (0.66) (1.22) 1.64 (1.39) 0.07 (0.57) 0.46 1.26

Sources: VB Equity Research, NanoFocus

In 2011 we estimate the group to show to a posiipperating cash flow for the first time since
its listing introduction in 2005. However, due talaarp rise in capital expenditure, the group’s
net cash position could for the year become net alie®0.2m.

By 2012 with increasing profits, operating cashldaaiso rise sharply and despite continued
high capex group net cash could rise to €0.3m byetid of 2012.

2 March 2011 16



Equity

Research Ltd. NanoFocus
c) Consolidated balance sheet
Consolidated balance sheet (€m)
As at 31 December 200% 200¢ 2007 200¢ 200¢ 2010¢ 2011¢ 2012¢ 2013¢
Current Assets
Inventories 0.98 1.21 1.78 2.35 2.35 2.95 3.55 4.07 4.59
Trade & other debtors 1.15 1.45 2.03 257 247 3.10 3.75 4.34 4.94
Liquid funds 2.48 1.82 1.97 1.81 1.93 2.17 1.57 02.0 3.12
4.61 4.48 5.78 6.73 6.76 8.22 8.88 10.40 12.64
Current Liabilities
Short term debt (0.01) (0.01) (0.03) (0.45) (0.28) (0.28) (0.35) (0.32) (0.28)
Provisions (0.13) (0.23) (0.21) (0.24) 0.27) (0.28 (0.28) (0.30) (0.32)
Trade payables (0.41) (0.32) (0.30) (0.64) (0.42) 0.4%) (0.57) (0.72) (0.88)
Other (0.27) (0.10) (0.24) (0.26) (0.36) (0.37) 36). (0.40) (0.42)
(0.82) (0.66) (0.78) (1.59) (1.34) (1.38) (1.57) 1.78) (1.90)
Net Current Assets 3.79 3.82 4.99 5.14 5.42 6.84 7.30 8.66 10.74
Long-term Assets
Intangible Assets 3.54 3.39 3.04 2.80 2.52 2.52 625 245 2.38
Tangible Assets 0.25 0.32 0.14 0.14 0.13 0.14 0.23 0.21 0.20
Other 0.14 0.23 0.29 0.18 0.25 0.25 0.27 0.25 0.23
3.93 3.93 3.47 3.116 2.90 291 3.06 291 2.81
Long-term Liabilities
Debt (0.51) (0.51) (1.87) (1.55) (1.33) (1.50) @4 (1.40) (1.30)
Other liabilities (1.85) (2.01) (0.06) 0.00 (0.22) (0.28) (0.28) (0.28) (0.29)
(2.37) (2.52) (1.93) (1.55) (1.55) (1.78) (1.68) (1.68) (1.59)
Total Net Worth 5.35 5.23 6.53 6.71 6.77 7.97 8.69 9.89 11.96
Represented by
Share capital 191 193 2.25 2.25 247 2.79 279 792 2.79
Capital reserves 3.44 3.25 4.25 4.25 4.81 5.80 5.80 5.80 5.80
Distributable reserves 0.00 0.05 0.03 0.21 (0.51) 0.6 0.10 1.30 3.37
Shareholders' Equity 5.35 5.23 6.53 6.71 6.77 7.97 8.69 9.89 11.96
Minority interests 0.00 0.00 0.00 0.00 0.00 0.00 000. 0.00 0.00
Total Net Worth 5.35 5.23 6.53 6.71 6.77 7.97 8.69 9.89 11.96

Sources: VB Equity Research, NanoFocus

Inventories are comparatively high. However, theugr aims to further reduce its inventory
levels and is introducing a new ERP system as gfaits new production capacity expansion.
Nevertheless, inventories are required as some aoemps’ delivery times are over 3 months.
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Appendix — Surface metrology

Surface metrology is the measurement and analyisudace parameters. The use of
measurement technology is widespread, but with ieeeasing demand for miniaturisation and
increasing higher resolution, demands on measteicignology is also increasing sharply. There
are different key measuring systems: profilometeatgmic force microscopes, electron
microscopes and optical systems. All these haverdift advantages and disadvantages.

a) Contact or tactile measurement systems

Contact or tactile measurement systems are welbksihed technologies. There are two key
different types: contact profilometers and atomicé microscope. The two systems use a stylus
or probe which offer very high resolution but scenty a very small area. Contacting the surface
is usually less sensitive to surface reflection eodtaminants than optical systems. For use in
production processes, the process is very slowoahdallows measuring of a small proportion
of products.

Contact profilometersuse a stylus with the scan areas moving from righteft and top to
bottom of an area for 3D analysis and measuremEm. technology allows a very high
resolution and surface variations. The automotind enachine building industries generally
have been focused on using tactile measuring sgstevanufacturers include Mahr of
Germany, Taylor-Hobson of the UK, Mitotoyo of Jagard Hommel of Germany.

Atomic force microscopy (AFMwas introduced in the mid 1980s. The technoldgy ases a
probe and requires direct contact with the surf&éevl probes cannot normally measure steep
surface ridges and overhangs.

b) Electron Microscope

Electron Microscopes are differentiated between scanning and transamsselectron
microscopes. The technology uses high energy elextto form an image. The technology
offers very high resolution. However, the electraitroscopes have significant disadvantages
which do not allow the technology to be used irhhégeed, in-line production processes. The
electron microscope requires a vacuum environmenit§ operation. The scanning electron
microscope also requires its sample to have a ativdusurface, generally achieved by using a
very thin layer of gold or palladium particles.

c) Optical measurement systems

There are no universal optical measurement produndtead depending on the characteristics of
the surface and measurement requirements, thewdifBment measuring technologies. Systems
include confocal and interferometer.

Optical measurements have several advantages astide tmetrology systems. The surface of
the samples are not touched and therefore canndammaged. The measurement speed is also
much faster as the imaged area is measured imtitety. Samples can be measured through
transparent surfaces, such as glass and plastic Hibwever, optical imaging systems have an
absolute limiting factor for its resolution definbg the wavelength of light.

Confocal is an imaging technique which allows the recomston of a 3D structure from the
image obtained. Typical applications are generalbed as inspection equipment in the
pharmaceutical and biotechnology, semiconductomaairial science industries.

Interferometer splits a light beam into two light waves, studyihg pattern of interference to
create an image. The technique is mainly usedtiorasmy, fibre optics, optical metrology and
seismology.
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This communication is prepared and issued by VBitigdResearch Limited.

The registered address of VB Equity Research Lovige24 Fairfax Close, Caversham, RG4 6DA,
United Kingdom. Telephone +44 (0) 1189 546 271.

Disclaimer

The circumstances in which this communication heentproduced are such that it is inappropriatdéacterise it
as independent investment research, as it haseeot firepared in accordance with UK legal requiresndesigned
to promote the independence of investment reseditedrefore, even if it contains a research reconaaton, it

should be treated as a marketing communicationaanduch will be clear, fair and not misleading. ZBuity

Research Limited has concluded an agreement goréparation of this publication with the analysedhpany.

This document is for use by the intended recipgeny. This communication is provided for informatipurposes
only and should not be regarded as an offer ocisatiion to buy or sell any security or other fic& instrument.
Neither this publication nor any part of it estahis a basis for any agreement or other obligatbaay kind.

Expressions of opinions are those of the authorthadesearch department of VB Equity Research teanonly
and are subject to change without notice. No remtasion or warranty either expressed or implisdmade nor
responsibility of any kind is accepted by VB EquRgsearch Limited, its directors and employeeseidts to the
accuracy or completeness of any information coethiim this communication nor should it be reliedamsuch.
With the exception of disclosures relating to VBuUlEg Research Limited, this communication is basedand
contains current public information, data, opinioestimates and projections which have been oltafrem

sources which the author and VB Equity Researchiteiinbelieve to be reliable. All charts and grapihe from

publically available sources or proprietary dataetllinformation has not independently been verified

This communication is provided with the understagdhat VB Equity Research Limited is not actingifiduciary

capacity and it is not a personal recommendatioyota Investments in general involve some degreas&f The

value of and the income produced by products mastifhte, so that an investor may get back lesshikanvested.
Value and income may be adversely affected by exghaates, interest rates, or other factors. Thestments
discussed in this document may not be eligiblestde in some states or countries and may not babsaifor all

investors. Investors should make their own investrdecisions based upon their own financial obyestiand
financial resources and, if in any doubt, shoukeksadvice from an investment advisor. Past perfan@ahould not
be taken as an indication or guarantee for furfiesformance, and no representation or warrantyressgd or
implied is made regarding future performance. praduct is income producing, part of the capitaksted may be
used to pay that income.

VB Equity Research Limited shall not be liable &y direct or indirect damages, including lost fispfarising in
any way from use of all or any of the informatioontained in this communication. This communicati®for the
use of professional and institutional counterpartialy and may not be re-distributed, re-transmhitiedisclosed, in
whole or in part, or in any manner, without the g3 written consent of VB Equity Research Limited.

In the UK this document is distributed only to mers who (i) have professional experience in mattelieing to
investments falling within article 19 (1) of thengincial Services and Markets Act 2000 (Financiahiation) Order
2005 (“the order™), (ii) are high net worth compasior entities falling within article 49 (2) (a) @d) of the order or
(i) or are persons whom it otherwise may be ldlyflcommunicated to. For the purpose of clarityjsth
communication is not intended for and should notddeed upon by Retail Clients (as defined by thkes of the
Financial Services Authority).



The distribution of this document in other jurigthas may be restricted by law. Persons into whpmssession this
publication comes should inform themselves abodta@serve any restrictions. This report is notdistribution in
the USA, Canada and Japan.

The content of this communication may have beeodlaisd to the issuer(s) prior to the disseminaiioorder to
verify its factual accuracy.

Internal policies and procedures govern the congmt style of the communication, identify and managy
conflicts of interest that may arise during itsgwotion, and ensure that any interpretations asmenendations are
clear, reasonable and fairly presented. The viexgsessed in this communication accurately reflbet personal
views of the analyst principally responsible foeparing this document about the securities covev@&l Equity
Research Limited analysts, including the authothif report, receive compensation based on a nuotbictors
including the quality of research, client feedbdukn profitability and normal competitive factors.

VB Equity Research Limited has a conflicts managampolicy relating to the research and marketing
communication activities, which is as follows; noedtor or employee of VB Equity Research Limitedymrade in
any of the securities mentioned in this reporttlfar period of 30 days from publication date.

All share prices mentioned in this publication alesing prices from the XETRA Electronic TradingsBm, or
where unavailable, local stock exchanges as afr#lttng day preceding the day of the publication.

Research recommendation definitions

VB Equity Research Limited publishes investmenibramendations, which reflect the analysts’ assesswiea
stock potential. There are three recommendations.

BUY  astock is expected to rise by at least 20%.

HOLD a stock is expected to move within 20%.

SELL a stock is expected to fall by at least 20%.

The time horizon for which the recommendation ierded valid is twelve months unless otherwise sgektifi the
particular research.
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Date Investment Recommendation Target Price (€)
2 March 2011 BUY 5.0
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