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		  September 30,	 	September 30,

		  2010	 	2009
Total Sales	 $	 128,464	 $	 138,756
    Carbon Fibers	 $	 103,390	 $	 115,348
    Technical Fibers	 $	 23,301	 $	 20,996
    Corporate / Other	 $	 1,773	 $	 2,412
Application and Development Costs	 $	 8,207	 $	 7,589
Operating (Loss) Income From Continuing Operations	 $	(10,564)	 $	 3,395
Net Loss	 $	 (6,339)	 $	 (4,202)
Basic and Diluted Net Loss Per Share	 $	 (0.18)	 $	 (0.12)
Basic and Diluted Weighted Average Shares Outstanding		  34,411		  34,402
		

Working Capital	 $	 71,972	 $	 76,127
Property and Equipment	 $	 231,661	 $	 256,910
Total Assets	 $	 322,140	 $	 366,845
Total Long-Term Debt	 $	 -	 $	 981
Total Shareholders’ Equity	 $	 292,698	 $	 315,465
Equity Per Share Outstanding	 $	 8.51	 $	 9.17

Fiscal Year Ended

STATEMENT OF OPERATIONS DATA
(Amounts in Thousands, EXCEPT PER SHARE DATA)

Balance SHeet DATA
(At year end)
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We are far from the end of this mission. Indeed, as I see it, we are 
still in the early stages of a far-reaching revolution in building 
materials. But we have come a long way. 

Today Zoltek’s high-performance commercial carbon fibers are used 
in building the lightweight but super-strong and super-stiff blades 
that power the world’s biggest and most advanced wind turbines. 
There are thousands of these turbines in operation around the 
world. A new generation of windmill blades stands at the cutting 
edge of progress in the global wind energy business. They are up to 
54 meters long (more than half the length of a football field) – and 
they are made, almost exclusively, with Zoltek carbon fibers.

Zoltek is also deeply engaged with leading auto makers, deep 
sea drilling companies and others in the development of new 
commercial applications – including some which could dwarf all 
of today’s carbon fiber markets combined. Zoltek has become a 
global brand – synonymous with the concept that we pioneered, 
which is the commercialization of carbon fibers as a commonly 
used building material.

After a decade of development and building our strategy, we 
established wind energy as the first large-scale application 
outside of aerospace in 2005. Largely on the strength of this one 
application, we had five consecutive years of gains in annual sales 
of 25% or more. Our annual sales surged from $34.5 million in 
fiscal 2003 to $185.6 million in fiscal 2008 – a fivefold increase.

A glance at the opposite page tells what happened next – and 
I wouldn’t describe it as anything other than an unpleasant 
surprise. Our sales went into reverse: they fell to $138.8 million 
in fiscal 2009 and to $128.5 million in fiscal 2010, a two-year 
decline of 31%. 

Now, as I will endeavor to show, all of the signs point to a return 
to rapid growth in wind energy in 2011 and years ahead.

But, without a doubt, we did run into a nasty speed bump as a 
result of the near collapse of the world banking system in late 
2008 and early 2009, which led to a painful credit squeeze, a 
sharp reduction in world trade and the worst economic downturn 
in 60 years. Other companies hit the same bump, but most of 
them weren’t traveling nearly as fast.

As I pointed out in this space a year ago, the size of the carbon 
fiber marketplace is still miniscule in comparison with its 
potential. That means we must be prepared to live with a high 
degree of volatility. The fact is: even one new application or 
customer can cause shortage, and any temporary shortfall in the 
anticipated pattern of growth can cause oversupply.

Beginning in late 2008, many utilities and wind farm developers 
canceled or delayed wind energy projects due to sudden economic 
uncertainties and the unavailability of financing. The world 
economy seemed to begin recovery in late 2009, and that made 
us think that 2010 would be a turnaround year. It wasn’t. It 
turned into a bad year for the leading producers of advanced wind 
turbines and the wind energy industry in general. The recovery 
was especially weak in the United States and throughout most of 
Europe – which happened to be the biggest markets served by our 
biggest customers. Meanwhile, the availability of financing – and 
financial incentives – remained an issue in both continents.

Worldwide, demand for carbon fibers from wind energy slumped, 
and this happened as we were in the last stages of completing a 
multi-year expansion program – doubling our productive capacity 
through the addition of new facilities in Hungary and Mexico. 

Dear Fellow 
Shareholders

Eighteen years ago, we embarked on a mission.  At Zoltek Companies, Inc., our goal was 
the “commercialization” of carbon fibers – bringing a super-expensive, space-age material down to earth in terms 
of its price and availability.

Zsolt Rumy
Chairman, CEO and president  
of the company
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We have gone to considerable expense to maintain our idled 
capacity (approximately 50% of our total capacity) in a high state 
of readiness. On our income statement we list “available unused 
capacity costs” of $7.4 million in fiscal 2009 and $12.8 million in 
fiscal 2010. As detrimental as those costs have been to our operating 
results in the recent past, they also mean that we are well positioned 
to respond to a resurgence in demand from wind energy. Without 
the need for significant capital expenditures for carbon fiber 
production, we will be able to double sales. 

There are, in fact, many more positives than negatives in our fiscal 
2010 performance. We made strong progress across all important 
facets of the business. And we have demonstrated our financial 
resilience – in dealing with a high degree of volatility in pricing 
and sales without either running short of cash or becoming over-
burdened with debt.

During fiscal 2010, we strengthened our global marketing 
activities and expanded our customer base, and we enhanced our 
product technology and product line offerings.

Despite lower revenues, we actually did a greater volume of 
business in fiscal 2010. We shipped approximately 8,000 metric 
tons of carbon fibers to customers in fiscal 2010, which is 
approximately 600 more tons than we shipped in fiscal 2009, an 
increase of 8%. Our shipments to customers in wind energy fell, 
both in value and as a percent of our revenue, but we more than 
made up for that through increased shipments to customers in 
other application areas. 

Zoltek remains in a strong cash position. In fact, we had a 41% 
improvement in operating cash flow in the year just ended. Net 
cash from operations increased from $15.2 million in fiscal 2009 
to $21.6 million in fiscal 2010. We also paid down our remaining 
long-term debt in fiscal 2010.

Far from being discouraged by the events of the past two years, 
we look forward to the future – both near term and far – with 
the sense that we are a company that is on its way to fulfilling its 
mission and destiny.

On the Threshold of a new Era  
of Growth
Our most immediate potential is in the wind power generating 
application. We have three good reasons for believing we are on 
the threshold of a new era of accelerated growth in this business. 
They are:

1)	 Wind energy is going global. We are seeing extremely rapid 
growth in demand for electrical generation from wind 
energy in China, India, Korea and other Asian countries. 
These are fast-growing economies with rapidly escalating 

power requirements, and they are looking to wind energy 
to reduce CO2 emissions and lessen their dependence on 
coal and oil. The Global Wind Energy Council (GWEC) 
projects that worldwide electrical generation from wind will 
double between now and the end of 2014 – reaching 400 
gigawatts. According to GWEC, China has already surpassed 
the United States and European nations as the biggest single 
market in the world for advanced wind turbines. China 
accounted for 36% of the world’s newly installed capacity in 
2009.

2)	 The technology and productive capacity that support this 
growth are going global as well. A few years ago, there were 
no Asian companies making giant wind turbines. Today 
three Chinese companies and one Indian company rank 
among the world’s top ten wind turbine manufacturers. 
These companies are concentrating on the top end of the 
business – the development and operation of most powerful 
and efficient wind turbines. They want to get the maximum 
return for their investment and they know that the way to 
do that is to build the biggest possible wind turbines and to 
place them where the wind blows steady and hard, which is 
often along the coasts or off-shore, close to major centers of 
population. 

3)	 Zoltek is positioned in what is destined to be the fastest-
growing part of the wind turbine marketplace. The shorter 
blades (less than 40 meters) that power older and smaller 
generations of wind turbines are mostly reinforced with 
glass fibers. The new-generation machines with longer 
blades require carbon fibers. Along with our early wind 
turbine customers, we pioneered in the development of this 
application and today we account for a significant majority 
of the carbon fibers used in the biggest and most advanced 
wind turbines. Over the past two years, we have established 
a presence in China, India and Korea. With a new and larger 
group of customers to serve, Zoltek is going global. 

Generational Change
A new generation of wind turbines is taking over. The principal 
difference is in the material of choice. Pound for pound, carbon 
fibers provide both greater strength than glass fibers and more 
than three times the stiffness (or resistance to deformation or 
breakage under load). At about twice the length, the carbon fiber-
reinforced blades that power the new machines weigh no more 
than the glass fiber-reinforced blades that power older machines. 
But they deliver about four times the power. 

Then again, when wind speed doubles, the energy content in the 
wind increases by two to the power of three – or eight times. So 
there is a double benefit in going to longer blades that have the 
strength and stiffness to work in the most demanding conditions. 	

Dear Fellow Shareholders (continued)
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Over the next few years, certainly, wind energy figures to be 
both our largest and our fastest-growing market. There is clear 
potential for sustained growth in this application for more than a 
decade to come. 

Going Beyond Wind Energy
We believe that the growth from wind energy will be a major 
part of our revenue on the way to our goal of achieving $500 
million in sales by the middle of this decade and possibly 
sooner. We expect many other applications and customers to 
contribute as well. Longer-term, our initiatives in autos and 
thermoplastics could take us beyond the billion dollar mark 
later on this decade.	

Zoltek has been working with some of the world’s leading 
automakers for more than a decade and we have long identified 
the use of carbon fibers in the creation of higher performance cars 
that will be more fuel efficient and more environmentally friendly 
as potentially the biggest of all large-scale commercial applications. 
Though it is produced only in limited quantities (hundreds 
of units a year rather than hundreds of thousands), the Tesla 
electric roadster, made with Zoltek carbon fibers, showcases the 
possibilities that exist for high-tech performance improvements. 
The Tesla roadster goes from 0 to 60 mph in 3.7 seconds and can 
travel more than 300 miles on a single charge.

But if the potential is immense, so too are the challenges. Mass-
produced cars are complex, multi-part products, assembled at 
great speed and with a long history of workmanship in welded 
metals. We are exploring a number of ways of incorporating 
our carbon fibers into thermoplastics. With thermoplastics 
comes the tremendous advantage of high processing speeds. 
That is something we need to do to get to the desired future of 
mass-produced cars with bodies and other structures made with 
significant quantities of commercial carbon fibers.

During 2010, we announced the formation of a new subsidiary, 
called Zoltek Automotive, LLC, to speed the development of 
high-volume applications within the automotive industry. More 
than a dozen Zoltek engineers and technicians are participating 
in the new company, which is led by two highly regarded experts 
in automotive composite applications. We appointed David 
Stewart, the founder of Stewart Automotive Research and a 
leading consultant to some of the world’s top automakers, oil and 
gas companies and semiconductor companies on introducing 
new materials and processes into mass production, and Martin 
O’Connor, who served as director of McLaren Composites for 
four years, as leaders of this enterprise. 

Zoltek Automotive’s mission is to provide the automakers and 
their top-tier suppliers with a comprehensive set of solutions 
to their needs – everything from reliable supply at predictable 

low costs, to design, analysis and testing, and fabrication and 
manufacturing of a wide assortment of composite parts and 
structures.

Across all potential application areas, Zoltek is seeking not just 
to provide large quantities of carbon fibers at affordable prices 
but also to facilitate the use of our carbon fibers in large-scale 
industrial processes. With that mind, we have rolled out a number 
new intermediate products and we have begun to play a more 
active role throughout the value chain.

Ready to Change the Larger World  
of Materials
Longtime shareholders have seen the best and worst of times. 
This company has never taken the safe or easy road – and, over 
the last two years, the company and its shareholders have been on 
an especially bumpy ride due to the gyrations in world financial 
markets and the global economy.

But nothing has happened that has in any way dimmed the 
future for commercial carbon fibers. Indeed, the road should 
become smoother as economic conditions improve and we seek to 
capitalize on the new opportunities that are present in the global 
marketplace. Certainly, wind energy has gone global.

Never before have we had this level and strength of development 
activities with customers in a range of application areas.

As we enter a new year, I am more convinced than ever that 
Zoltek is entering a new era of rapid growth and financial 
advancement for the company and its shareholders. 

Zsolt Rumy 
December 7, 2010

Dear Fellow Shareholders (continued)
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The time-line in the large chart on the opposite page illustrates 
our commercialization strategy. Carbon fiber was first used by 
NASA in rockets and space capsules. The quantities were very 
small and price was never the object. Nevertheless, as producers 
gained experience, the price of the material fell and use of carbon 
fiber slowly spread to aircraft and high-end sporting goods. Zoltek 
came into the picture in the early 1990s. We set out to drive the 
cost and price of the material and – just as we predicted – this 
had the effect of speeding new commercial uses and causing the 
carbon fiber demand curve to turn sharply upward. It also led to 
the establishment of wind energy as the first large-scale application 
outside of aerospace. 

In the smaller chart, I have listed four key success factors in our 
business plan. The first two are what got us to where we are today. 
The next two are our major to-do’s for the immediate and longer-
term future. They are challenges that we must meet to go to the 
next stage of commercialization.

Let me quickly review the four:

First, we developed the technology needed to begin the journey 
to commercialization. We designed and built new carbon fiber 
production facilities aimed at achieving major cost reductions with 

higher throughput than those used in serving aerospace markets. 
We succeeded in establishing a new low price point for high-
volume users (at $9.00/lb in 2010 dollars) within the framework 
of a profitable enterprise. We demonstrated our ability to execute 
this part of the plan. 

Second, our innovative production technology did something else 
that was equally important: It provided a blueprint for adding 
new carbon lines in six-month intervals – enabling us to add 
new capacity in one-fourth the time required other carbon fiber 
producers. Our ability to ramp up quickly was critical in meeting 
the big surge in demand that occurred when Vestas and Gamesa 
moved from glass to carbon fibers in building bigger and more 
powerful wind turbines. Over a four-year period, we increased our 
productive capacity at a compound annual rate of 62% - going 
from 2,000 metric tons in 2004 to 13,000 metric tons in 2008. 
We demonstrated the ability to move quickly into high-volume 
production.

Third (and here we move to the critical success factors that pose 
present and future challenges), we are still dealing with the 
problem of see-sawing demand and volatile pricing. Reliable 
and predictable pricing, though highly desirable for both our 
customers and producers alike, remains elusive. This is partly 
due to what I have called irrational behavior of producers and 
valued-added manufacturers. 

But the underlying reality is that the marketplace for commercial 
carbon fibers is still miniscule compared to its potential. This 
means that any temporary shortfall in the anticipated pattern of 
growth can cause over-supply and downward pressure on prices. 
That hurt us in 2009 and 2010, as the world financial crisis 
brought an extended period of rapid growth in carbon fibers to 
a sudden halt. Conversely, we also know that even a single new 
high-volume customer can tilt the scales in the other direction – 
toward shortage and higher prices.

I believe that the negative effects of significant supply and demand 
swings will not be moderated until the market grows to at least 
three to four times its current size. The good news is that we think 
the wind energy market will provide that kind of growth over the 
next several years. 

A whole new group of advanced turbine manufacturers has come 
to the fore in China, India and other countries. They require 
sizable quantities of carbon fibers. Over the next two years, we 
expect to enter into long-term supply arrangements with several 
of these producers similar to the agreements that have with our 
two biggest customers in Europe. As wind energy goes global and 

Now Is the Most Exciting Time 
             in Carbon Fiber History

Commercialization of 
carbon fiber: the plan

1.	 Develop commercial 
carbon fiber technology

Demonstrated

2.	 High volume production –  
quick scale-up

Demonstrated

3.	 Reliable and 
predictable pricing

Continues to be a problem

4.	 Application development 
support

Greatest challenge 
and opportunity
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we gain additional customers, we will therefore enter a new era of 
rapid growth, which should lead to a more reliable and predicable 
pricing environment. Our progress over the next couple of years 
will turn on how well we execute against this part of the plan. 

The fourth critical success factor is application development 
support – which represents our greatest challenge and 
opportunity for the long-term future.

If you look at the progression in carbon fiber’s evolution from 
sporting goods to wind energy, you find a telling difference. It 
took sporting goods 28 years to reach the point where its annual 
consumption of carbon fibers reached 5,000 metric tons per 
year. We went from little more than zero to the annual shipment 
of more than 6,000 metric tons to just one customer (Vestas) in 
three years. 

But the challenge that exists in the automotive field and other 
potential industrial applications is no less daunting than the one 
that we faced in launching into wind energy. Again, we must 
be able to ramp up to whole new levels of demand – beyond 
anything we have seen before.

Consider that most advanced factories in the world for producing 
wind turbine blades produce a blade a day in a manufacturing 
process that involves a good deal of manual labor. By contrast, 
your typical automotive plant can make a part in 30 seconds or 
less and turn out hundreds or even thousands of these parts every 
day. This is large volume / fast production on a whole new scale.

The cost of carbon fiber as a raw material input is not one of the 
major barriers to deploying significant quantities of carbon fibers 
in series automotive production. Indeed, it represents only a 
fraction (about a quarter) of the total costs involved in producing 
a composite part. In the automotive cost model, approximately 
75% of costs per unit occur in the conversion of carbon fibers 
into composites, component manufacturing, and final assembly 
in a metal environment. It is those areas where there is the greatest 
potential for dramatic cost reduction and progress toward mass-
produced carbon fiber parts and car bodies.

Zoltek is working with major auto companies, their top-tier 
suppliers and composite equipment companies on more than 
two dozen projects. In 2010, we established a new subsidiary, 
Zoltek Automotive, to speed these developments of high-
volume applications within the automotive industry. The new 
company aims to provide the auto companies and their top-tier 
suppliers with a comprehensive set of solutions to their needs – 
including design, analysis and testing, and the fabrication and 
manufacturing of a wide assortment of composite parts and 
structures. Additionally, we will set up a Composite Intermediates 
Group within Zoltek during 2011 to move us more deeply into 
value-added activities across the entire spectrum of existing and 
potential applications. 

We look forward to a busy and productive future. No doubt about 
it. Now is the most exciting time in carbon fiber history.

– Zsolt Rumy

ZOltek’s vision 
and Strategy
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Selected Consolidated Financial Data (In Thousands, Except Per Share Data)

1.	 These costs include depreciation and other costs associated with the available unused capacity. The Company believes maintaining this available unused capacity has been necessary to 
encourage development of significant large-scale applications and maintain a level of readiness as we anticipate a return to more robust market conditions.  

2.	 See Note 8 of the Notes to Consolidated Financial Statements.

3.	 The Company completed a public offering of shares in August 2007 and realized net proceeds of $131.5 million, recorded as increases to cash and equity. During fiscal 2008 a substantial 
portion of those proceeds were used to fund capacity expansion projects in Mexico.

	 		F  iscal Year Ended September 30,
Statement of Operations Data:	 2010	 2009	 2008	 2007	 2006

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 $	 128,464	 $	 138,756	 $	 185,616	 $	 150,880	 $	 92,357
Cost of sales, excluding available unused capacity costs . . . . . . .        	 	 102,350	 	 100,744		  134,393		  107,506		  69,994
Available unused capacity costs1 . . . . . . . . . . . . . . . . . . . . . . . . .                          	 	 12,822	 	 7,352		  -		  -		  -
Gross profit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 	 13,292	 	 30,660		  51,223		  43,374		  22,363
Application and development costs  . . . . . . . . . . . . . . . . . . . . . .                       	 	 8,207	 	 7,589		  8,093		  7,230		  4,887
Litigation charge2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 	 -	 	 238		  4,884		  5,400		  22,795
Selling, general and administrative expenses . . . . . . . . . . . . . . . .                 	 	 15,649	 	 19,438		  18,239		  12,635		  10,356
Operating (loss) income from continuing operations . . . . . . . . .          	 	 (10,564)	 	 3,395		  20,007		  18,109		  (15,675)
Other income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	 2,384	 	 (5,492)		  (7,150)		  (18,095)		  (49,202)
Income tax benefit (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . .                            	 	 1,841	 	 (2,105)		  (5,416)		  (1,986)		  (888)
Net (loss) income from continuing operations . . . . . . . . . . . . . .               	 	 (6,339)	 	 (4,202)		  7,441		  (1,972)		  (65,765)
Discontinued operations:
     Operating loss, net of taxes . . . . . . . . . . . . . . . . . . . . . . . . . .                           	 	 -	 	 -		  -		  (545)		  (187)
     Gain on disposal of discontinued operation, net of taxes  . . .    	 	 -	 	 -	 	 -	 	 -	 	 150
          Net loss on discontinued operations, net of taxes  . . . . . .       	 	 -	 	 -	 	 -	 	 (545)	 	 (37)
Net (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 $	 (6,339)	 $	 (4,202)	 $	 7,441	 $	 (2,517)	 $	 (65,802)
Net (loss) income per share:
     Basic and diluted (loss) income per share:
          Continuing operations  . . . . . . . . . . . . . . . . . . . . . . . . . .                           	 $	 (0.18)	 $	 (0.12)	 $	 0.22	 $	 (0.07)	 $	 (2.91)
          Discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . .                          	 	 -	 	 -	 	 -	 	 (0.02)	 	 -

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               	 $	 (0.18)	 $	 (0.12)	 $	 0.22	 $	 (0.09)	 $	 (2.91)

Basic weighted average common shares outstanding . . . . . . . . . .           	 	 34,411	 	 34,402		  34,042		  28,539		  22,575
Diluted weighted average common shares outstanding . . . . . . . . 	 	 34,411	 	 34,402		  34,172		  28,539		  22,575

	 		Se  ptember 30,
Balance Sheet Data:	 2010	 2009	 2008	 2007	 2006

Working capital3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      	 $	 71,972	 $	 76,127	 $	 76,000	 $	 147,956	 $	 20,042
Total assets3  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 	 322,140	 	 366,845		  440,164		  403,599		  187,684
Current maturities of long-term debt and credit lines  . . . . . . . .         	 	 981	 	 16,436		  12,601		  13,813		  1,365
Long-term debt, less current maturities . . . . . . . . . . . . . . . . . . .                    	 	 -	 	 981		  3,562		  6,851		  32,002
Shareholders’ equity3  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 	 292,698	 	 315,465		  346,666		  320,767		  111,661
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Management’s Discussion & Analysis of Financial Condition & Results of operations

OVERVIEW
The following Management’s Discussion and Analysis of Financial 
Condition and Results of Operations (“MD&A”) is intended to 
help the reader understand Zoltek, our operations and our business 
environment. MD&A is provided as a supplement to, and should 
be read in conjunction with, our Consolidated Financial Statements 
and the accompanying notes elsewhere in this report. This overview 
summarizes the MD&A, which includes the following sections:

Our Business – a general description of the key drivers 
that affect our business, the industry in which we operate and the 
strategic initiatives on which we focus.

Results of Operations – an analysis of our overall results 
of operations and segment results for the three fiscal years presented 
in our financial statements. We operate in two principal segments: 
carbon fiber and technical fiber. Other miscellaneous and corporate 
are combined into a third business segment called headquarters/
other.

Liquidity and Capital Resources – an analysis of 
cash flows, sources and uses of cash, off-balance sheet arrangements, 
contractual obligations, the potential impact of currency exchange 
and an overview of our financial position.

Critical Accounting Estimates – a description of 
accounting estimates that require critical judgments and estimates.

OUR BUSINESS

EXECUTIVE OVERVIEW
We are an applied technology and advanced materials company. 
Our mission is to lead in the commercialization of carbon fiber 
through our development of a price-competitive, high-performance 
reinforcement for composites used in a broad range of commercial 
products which we sell under the Panex® trade name. In addition to 
manufacturing carbon fiber, we produce an intermediate product 
that we refer to as technical fiber, a stabilized and oxidized acrylic 
fiber used in flame- and heat-resistant applications which we 
sell under the Pyron® trade name. We have spent over 15 years 
developing our proprietary technology and manufacturing processes. 
We believe that we are the largest capacity manufacturer primarily 
focused on producing low-cost carbon fiber for commercial 
applications.

KEY PERFORMANCE INDICATORS
Our management monitors and analyzes several key performance 
indicators within each of these segments to manage our business and 
evaluate our financial and operating performance, including:

Revenue. In the short-term, management closely reviews the volume 
of product shipments and indicated customer requirements in 
order to forecast revenue and cash receipts. In the longer-term, 
management believes that revenue growth through sales to new 

customers in existing applications and new product applications 
are the best indicator of whether we are achieving our objective of 
commercializing carbon fiber. We expect that new applications, 
including those we are attempting to facilitate, will continue to 
positively affect demand for our products.

Gross profit. Our total gross margin for fiscal 2010, 2009, and 2008 
was 10.3%, 22.1% and 27.6%, respectively. Management focuses 
on maintaining and improving the gross profit over the long-term 
while leading the commercialization of carbon fiber and controlling 
associated costs. As such, the Company has maintained available 
unused capacity to remain poised to capture opportunities in 
emerging markets. Gross margin was negatively impacted by 10.0% 
by available unused capacity costs of $12.8 million in fiscal 2010. 
The primary cost components of our carbon fiber and technical fiber 
segments are ACN, which is a propylene-based product and our 
primary raw material for the production of acrylic fiber precursor 
used in our carbon fiber and technical fiber production and energy. 
Unscheduled shutdowns of ACN production in Europe coupled 
with an increase in demand for ACN drove prices up more than 
100% during fiscal 2010 which placed additional pressure on our 
gross margins during the year.

Operating expenses. Our operating expenses are driven by headcount 
and related administrative costs, marketing costs and research 
and development costs. We monitor headcount levels in specific 
geographic and operational areas. We believe that research and 
development expenditures will be the primary means by which we 
can facilitate new product applications.

Cash flow from operating activities. Cash flow from operating 
activities for fiscal 2010, 2009, and 2008 was $22.0 million, $15.2 
million, and $20.2 million. Management believes that operating 
cash flow is meaningful to investors because it provides a view of 
Zoltek with respect to sustainability of our ongoing operations and 
the extent to which we may or may not require external capital. 
It also provides meaningful insight into the management of our 
working capital.

Liquidity and cash flows. Due to the variability in revenue, our 
cash position varies. We closely monitor our expected cash levels, 
particularly as they relate to operating cash flow, days’ sales 
outstanding, days’ payables outstanding and inventory turnover. 
Management aggressively pursues any late receivables and actively 
manages its inventory levels in order to effectively use its working 
capital. Management also monitors debt levels and the financing 
costs associated with debt. As of September 30, 2010, we had no 
long-term borrowings, although we do maintain lines of credit. 

BUSINESS TRENDS
At the end of fiscal 2008, we completed our expansion plans and 
essentially doubled our production capacity over the immediately 
preceding two fiscal years. Our capacity increase was completed 
just as world trade dropped and the global economy began to 
experience deep recession. During fiscal 2009 and fiscal 2010, we 
experienced a sudden, but we believe only temporary, slowdown in 
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. the growth of the wind turbine business. This slowdown occurred at 

the same time as a significant decrease in the aerospace market due 
to unexpected delays in the introduction of new jetliners utilizing 
aerospace carbon fibers. Inasmuch as producers of carbon fibers for 
commercial and aerospace applications had greatly increased their 
installed capacity over the past few years, we have seen intensified 
competition between aerospace and commercial carbon fiber 
manufacturers in cross-over applications (e.g., sporting goods) for 
which either aerospace or commercial carbon fibers may be utilized. 
In this business environment, management continued to focus 
its efforts on building on the long-term vision of Zoltek as the 
leader in commercialization of carbon fibers as a low-cost but high 
performance reinforcement for composites. Management primarily 
emphasized the following areas: 

Increased Sales Efforts in Selected International Markets. We have 
identified international markets with high growth potential for our 
existing and emerging commercial applications. Accordingly, we 
have added sales personnel and increased our marketing efforts in 
India, China, and Korea.

Business Development in Emerging Applications. We have identified 
emerging applications for our products with high growth potential 
across a variety of industries and regions. In addition to producing 
carbon fibers for the existing prepreg technology used by our large 
wind turbine customers, we have recently begun shipments of 
carbon fibers qualified for use in the infusion process utilized by 
other wind turbine blade manufacturers. We also are seeking to 
qualify our products for use in aerospace secondary structures such 
as floor, luggage bins and seats, and anticipate increased sales in this 
market as the production of new jetliners increases. 

Operating Cash Flows and Cash Management. Despite a 7.4% 
decrease in sales, we had positive operating cash flows of $22.0 
million in fiscal 2010 compared to $15.2 million in fiscal 2009. 
Reduced inventory levels provided cash of $8.8 million in fiscal 
2010. The Company paid down the remaining outstanding balance 
of $4.2 million of its convertible debt and reported $4.4 million of 
capital expenditures during fiscal 2010.

High Raw Material Cost for Fiscal 2010. Unscheduled production 
shutdowns in Europe of our primary raw material, ACN, coupled 
with an increase in demand for ACN drove market prices up more 
than 100% and negatively impacted gross margins. 

RESULTS OF OPERATIONS

FISCAL YEAR ENDED SEPTEMBER 30, 2010  
COMPARED TO FISCAL YEAR ENDED 
SEPTEMBER 30, 2009
The Company’s sales decreased 7.4%, or $10.3 million, to $128.5 
million in fiscal 2010 from $138.8 million in fiscal 2009. Sales 
volume to our largest customer declined by $24.7 million as 
demand for their wind turbines declined and they moved to just-in-
time inventory. This reduction was, however, offset partially by an 
increase in volume of sales to other wind energy customers and other 

markets. Certain price reductions related to market pressures caused 
a $9.1 million decrease in sales compared to fiscal 2010. Carbon 
fiber sales decreased 10.4%, or $12.0 million, to $103.4 million 
during fiscal 2010 from $115.3 million during fiscal 2009. Technical 
fiber sales increased 11.0%, or $2.3 million, to $23.3 million during 
fiscal 2010 from $21.0 million during fiscal 2009. Technical fiber 
sales increased in fiscal 2010 primarily due to increased shipments 
to aircraft brake customers. Sales of other products and services 
consisting primarily of energy utility services provided to the local 
community by our Hungarian subsidiary decreased $0.6 million 
to $1.8 million during fiscal 2010 from $2.4 million during fiscal 
2009. 

The Company’s cost of sales increased by 6.5% or $7.1 million, to 
$115.2 million during fiscal 2010 from $108.1 million during fiscal 
2009. Our raw material costs increased substantially as unscheduled 
shutdowns of ACN production in Europe coupled with an increase 
in demand for ACN drove market prices up more than 100% by 
the end of fiscal 2010. Carbon fiber cost of sales increased by 7.0%, 
or $6.2 million, to $94.9 million during fiscal 2010 from $88.7 
million for fiscal 2009 as a result of the increase in raw material 
costs and unscheduled shutdowns described above. Technical fiber 
cost of sales increased $1.7 million, or 9.8%, to $19.1 million for 
fiscal 2010 from $17.4 million for fiscal 2009 primarily as a result 
of the increased sales noted above. The cost of sales of the corporate/
other products segment decreased by 41.0%, or $0.8 million to $1.2 
million for fiscal 2010 as compared to $2.1 million for fiscal 2009. 

Included in the Company’s cost of sales were available unused 
capacity costs of $12.8 million. These costs are comprised of fixed 
production costs allocated to manufacturing lines which were 
producing below normal levels and amounted to $11.9 million for 
the carbon fiber segment and $0.9 million for the technical fiber 
segment during fiscal 2010. The Company believes maintaining 
this available unused capacity has been necessary to encourage 
development of significant large-scale applications and maintain a 
level of readiness as we anticipate a return to more robust market 
conditions. The cost of sales of other products decreased for fiscal 
2010 to $1.2 million compared to fiscal 2009 of $2.1 million. 

The Company’s gross profit decreased by 56.6%, or $17.4 million, 
to $13.3 million during fiscal 2010 from $30.6 million in fiscal 
2009. Carbon fiber gross profit percentage decreased to 8.2% for 
fiscal 2010 compared to 23.1% for fiscal 2009. Carbon fiber gross 
profit decreased from $26.7 million to $8.5 million during these 
respective periods. The decreases in carbon fiber gross profit and 
gross profit percentage resulted primarily from available unused 
capacity costs expensed during the fiscal year and price reductions 
discussed above. Our raw material costs increased substantially as 
unscheduled shutdowns of ACN production in Europe coupled with 
an increase in demand for acrylonitrile (ACN) drove market prices 
up more than 100% by the end of fiscal 2010. Additional decreases 
in carbon fiber gross profit and gross profit margin resulted from 
available unused capacity costs expensed during the year compared 
to fiscal 2009. Technical fiber gross profit increased from $3.6 
million, or 17.3% of sales, for fiscal 2009 to $4.2 million, or 18.2% 
of sales, during fiscal 2010. The increases in technical fiber gross 

Management’s Discussion & Analysis (Continued)
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Management’s Discussion & Analysis (Continued)

profit and margin resulted from favorable product sales mix. The 
gross profit of the other products increased for fiscal 2010 to $0.6 
million compared to a gross profit for fiscal 2009 of $0.4 million.

Application and market development costs were $8.2 million in 
fiscal 2010 and $7.6 million in fiscal 2009. These costs included 
product and market development efforts, product trials and product 
development personnel costs. Targeted emerging applications 
include automobile components, offshore oil and gas drilling, fire/
heat barrier and alternate energy technologies. The increase from 
fiscal 2009 to fiscal 2010 was primarily due to increased focus on 
developing new production methods that will enable potential 
automotive customers to fabricate cost-effective carbon fiber 
intermediate products. 

Selling, general and administrative expenses decreased by $3.8 
million, to $15.6 million in fiscal 2010 from $19.4 million in fiscal 
2009. The Company recorded $2.0 million for the cost of employee 
and director services received in exchange for equity instruments 
during fiscal 2010, a decrease of $1.0 million from $3.0 million in 
fiscal 2009. Additionally, the decrease was due to a decrease of $0.4 
million in legal fees, $0.8 million decrease in bad debt expense and 
$0.2 million decrease in audit and tax fees. During fiscal 2010, the 
Company realigned its organizational structure, assigning some 
management personnel from administrative roles to better focus on 
operations. 

There were no litigation related charges in fiscal 2010 compared 
to $0.2 million in fiscal 2009. The 2009 charges related to the 
affirmance of the judgment in the supply agreement litigation (see 
Note 8 of the Notes to Consolidated Financial Statements).

Operating loss was $10.6 million for fiscal 2010 compared to 
income of $3.4 million in fiscal 2009. Carbon fiber operations 
reported operating income of $0.3 million for fiscal 2010 compared 
to income of $14.2 million in fiscal 2009. The decrease in operating 
income in the carbon fiber operation in fiscal 2010 related to 
the decrease in production and sales, as well as the cost factors 
mentioned above. Operating income from technical fibers increased 
$1.1 million, from $2.3 million for fiscal 2009 to $3.4 million for 
fiscal 2010. Corporate headquarters/other reported an operating loss 
of $14.3 million for fiscal 2010 compared to a loss of $13.1 million 
during fiscal 2009 due to increases in application and development 
and selling, general and administrative costs as discussed.

Interest expense, net was $0.3 million for fiscal 2010, compared to 
$1.0 million in fiscal 2009. The decrease in interest expense, net, 
resulted from the repayment of debt during fiscal 2010. 

Amortization of financing fees, which are non-cash expenses, was 
approximately $0.3 million during fiscal 2010 compared to $5.4 
million during fiscal 2009. (See “– Liquidity and Capital Resources 
Financing”).

Gain (loss) on foreign currency transactions was a gain of $1.9 
million for fiscal 2010 compared to a gain of $2.2 million for fiscal 
2009. During fiscal 2010, the Euro and the U.S. dollar gained 

in value against the Hungarian Forint (HUF). As most of the 
Company’s accounts receivables are denominated in Euros, the 
strengthening value over fiscal 2010 resulted in a gain recognized 
in our Hungarian subsidiary. This gain during fiscal 2010 was 
offset by currency losses incurred related to US dollar-denominated 
intercompany payables; however, an overall gain was recognized. 
The translation of the Hungarian subsidiary’s financial statements 
from its functional currency (HUF) to U.S. dollars is not included 
in determining net income for the period but is recorded in 
accumulated other comprehensive loss in equity.

Other expense, net, was $0.7 million in fiscal 2010 compared to 
$1.2 million for fiscal 2009. Other expense, net consists primarily 
of loss from the sale of miscellaneous equipment and from 
miscellaneous fees in Hungary.

Gain on derivative liabilities was $1.8 million at the end of fiscal 
2010 due to the adoption of ASC 815 (see “– Liquidity and Capital 
Resources – Derivative Instruments and Fair Value Measurements”). 

Income tax benefit was $1.8 million for fiscal 2010 compared 
to expense of $2.1 million for fiscal 2009. During fiscal 2010, 
income tax expense of $0.8 million was incurred related to the local 
Hungarian municipality tax. This expense was offset by the release 
of the $2.2 million reserve on the Company’s uncertain tax positions 
due to a favorable resolution with the Hungarian Tax Authority. An 
additional income tax benefit of $0.7 million was recorded during 
fiscal 2010 related to the net operating loss for the Hungarian 
subsidiary. Local and federal alternative minimum taxes in the U.S. 
and Mexico were $0.2 million.

The foregoing resulted in a net loss of $6.3 million for fiscal 2010 
compared to $4.2 million for fiscal 2009. Similarly, the Company 
reported net loss per share of $0.18 and $0.12 on a basic and diluted 
basis for fiscal 2010 and 2009, respectively. The weighted average 
basic common shares outstanding were 34.4 million for both fiscal 
2010 and 2009.

FISCAL YEAR ENDED SEPTEMBER 30, 2009  
COMPARED TO FISCAL YEAR ENDED 
SEPTEMBER 30, 2008
The Company’s sales decreased 25.2%, or $46.9 million, to $138.8 
million in fiscal 2009 from $185.6 million in fiscal 2008. The 
decline in revenue was primarily due to declined sales volume, 
pricing declines resulting from significant cost reduction in raw 
materials and energy and currency fluctuation, and the weakness 
of the Euro versus the U.S. dollar during fiscal 2009. During 
fiscal 2009, there was approximately a 14.5% decrease in volume 
of product shipments as compared to 2008, which accounted for 
approximately $20.9 million of the revenue decrease. Certain price 
reductions resulted from passing on raw material cost savings to 
customers, which caused an $11.6 million decrease in sales over 
fiscal 2009. The majority of our European sales are denominated in 
Euros, which weakened significantly versus the U.S. dollar during 
most of the 2009 fiscal year, causing approximately $8.9 million 
of the decrease in sales. Carbon fiber sales decreased 26.1%, or 
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. $40.7 million, to $115.3 million during fiscal 2009 from $156.0 

million during fiscal 2008. Technical fiber sales decreased 19.0%, 
or $4.9 million, to $21.0 million during fiscal 2009 from $25.9 
million during fiscal 2008. Technical fiber sales decreased in fiscal 
2009 primarily due to lower shipments to aircraft brake customers. 
Sales of other products and services consisting primarily of energy 
utility services provided to the local community by our Hungarian 
subsidiary decreased $1.3 million to $2.4 million during fiscal 2009 
from $3.7 million during fiscal 2008. 

The Company’s cost of sales decreased by 19.6%, or $26.3 million, 
to $108.1 million during fiscal 2009 from $134.4 million during 
fiscal 2008. Carbon fiber cost of sales decreased by 19.9%, or 
$22.0 million, to $88.7 million during fiscal 2009 from $110.7 
million for fiscal 2008. The decrease in carbon fiber cost of sales 
reflected decreased sales of 26.2% discussed above. Technical fiber 
cost of sales decreased $3.0 million, or 14.8%, to $17.4 million for 
fiscal 2009 from $20.4 million for fiscal 2008 primarily as a result 
of the decreased sales noted above. Included in the Company’s 
cost of sales were available unused capacity costs of $7.4 million. 
These costs are comprised of fixed production costs allocated to 
manufacturing lines which were producing below normal levels 
and amounted to $6.4 million for the carbon fiber segment and 
$1.0 million for the technical fiber segment during fiscal 2009. 
The Company believes maintaining this available unused capacity 
has been necessary to encourage development of significant large-
scale applications and maintain a level of readiness as we anticipate 
a return to more robust market conditions. The cost of sales of 
other products decreased for fiscal 2009 to $2.1 million compared 
to fiscal 2008 of $3.3 million. 

The Company’s gross profit decreased by 40.1%, or $20.6 million, 
to $30.6 million during fiscal 2009 from $51.2 million in fiscal 
2008. Carbon fiber gross profit percentage decreased to 23.1% for 
fiscal 2009 compared to 29.1% for fiscal 2008. Carbon fiber gross 
profit decreased from $45.3 million to $26.7 million during these 
respective periods. The decreases in carbon fiber gross profit and 
gross profit percentage resulted primarily due to available unused 
capacity costs expensed during the fiscal year. Technical fiber gross 
profit decreased from $5.5 million, or 21.4% of sales, for fiscal 2008 
to $3.6 million, or 17.3% of sales, during fiscal 2009. The decrease 
in technical fiber gross profit and gross profit percentage resulted 
primarily from available unused capacity costs expensed during the 
fiscal year and decreased shipments to the primary aircraft brake 
customers. The gross profit of the other products increased for fiscal 
2009 to $0.4 million compared to a gross profit for fiscal 2008 of 
$0.3 million. 

Application and market development costs were $7.6 million in 
fiscal 2009 and $8.1 million in fiscal 2008. These costs included 
product and market development efforts, product trials and product 
development personnel costs. Targeted emerging applications 
include automobile components, offshore oil and gas drilling, fire/
heat barrier and alternate energy technologies. These costs include 
expenses associated with application development of the towpreg 
product at the Company’s prepreg facility in Utah.

A litigation charge of $0.2 million was recorded in fiscal 2009 
related to the affirmance of the judgment in the supply agreement 
compared to a charge of $4.9 million during fiscal 2008 (see Note 8 
of the Notes to Consolidated Financial Statements). 

Selling, general and administrative expenses increased by $1.2 
million, to $19.4 million in fiscal 2009 from $18.2 million in fiscal 
2008. The Company recorded $3.0 million for the cost of employee 
and director services received in exchange for equity instruments 
under FASB ASC 715 (formerly referenced as Statement of 
Financial Accounting Standards (SFAS) 123-R “Share-Based 
Payments”) during fiscal 2009 and $2.3 million in fiscal 2008. The 
increase was due to the true-up of the employee forfeiture rate as 
the retention rate for top management improved significantly from 
historical averages. Administrative costs in Mexico increased by 
approximately $1.0 million as the plant built up staffing to prepare 
for operations. The Company spent $0.4 million in fiscal 2008 
related to a previously disclosed accounting investigation. There was 
a $0.1 decrease in expenses related to a supersedeas bond related to a 
judgment in litigation related to supply agreement (see Note 8 to the 
Notes to Consolidated Financial Statements).

Operating income was $3.4 million for fiscal 2009 compared to 
income of $20.0 million in fiscal 2008. Carbon fiber operations 
reported operating income of $14.2 million for fiscal 2009 compared 
to income of $34.0 million in fiscal 2008. The decrease in operating 
income in the carbon fiber operation in fiscal 2009 related to 
the decrease in production and sales, as well as the other factors 
mentioned above. Operating income from technical fibers decreased 
$0.7 million, from $3.0 million for fiscal 2008 to $2.3 million for 
fiscal 2009, as sales decreased $4.9 million due to decreased orders 
from aircraft brake customers. Corporate headquarters/other reported 
an operating loss of $13.1 million for fiscal 2009 compared to a loss 
of $17.0 million during fiscal 2008. The decrease in operating loss was 
due primarily to the decrease in legal and litigation expenses due to 
the resolution of certain lawsuits during 2009.

Interest expense was $1.4 million for fiscal 2009, compared to $1.9 
million in fiscal 2008. The decrease in interest expense resulted from 
the repayment of $10.5 million and conversion of $0.3 million of 
convertible debt to common stock during fiscal 2009. 

Amortization of financing fees, which are non-cash expenses, was 
approximately $5.4 million during fiscal 2009 compared to $6.7 
million during fiscal 2008 (See “– Liquidity and Capital Resources 
Financing Activity”).

Interest income was $0.4 million for fiscal 2009 compared to $2.9 
million for fiscal 2008. The decrease was a result of lower cash 
balance on hand.

Gain on foreign currency transactions improved to $2.2 million 
for fiscal 2009 compared to a loss of $0.4 million for fiscal 
2008. During fiscal 2009, the HUF weakened in value against 
the Euro and the U.S. dollar, causing a loss on the Company’s 
accounts receivable, but was offset by a gain on a large U.S. 
dollar denominated intercompany payable. The translation of the 

Management’s Discussion & Analysis (Continued)
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Management’s Discussion & Analysis (Continued)

Hungarian subsidiary’s financial statements from its functional 
currency (HUF) to U.S. dollars is not included in determining 
net income for the period but is recorded in accumulated other 
comprehensive income (loss) in equity. 

Other expense, net, was $1.2 million in fiscal 2009 compared to 
$1.1 million for fiscal 2008. Other expense, net for fiscal 2009 
consisted primarily of loss from the sale of miscellaneous equipment 
and from miscellaneous penalties and fees in Hungary.

Income tax expense was $2.1 million for fiscal 2009 compared to $5.4 
million for fiscal 2008 due primarily to decreased sales and taxable 
income generated in Hungary. An additional income tax expense of 
$1.2 million was recorded for fiscal 2008 as the Company accrued for a 
special Hungarian tax of 4% on pre-tax net income. In fiscal 2009, this 
special Hungarian tax did not apply to the Company. The Company 
accrued approximately $0.2 million in alternative minimum and local 
income taxes in the U.S. and Mexico.

The foregoing resulted in loss from continuing operations of $4.2 
million for fiscal 2009 compared to a net income of $7.4 million 
for fiscal 2008. Similarly, the Company reported net loss from 
continuing operations per share of $0.12 on a basic and diluted basis 
for fiscal 2009 and net income from continuing operations per share 
of $0.22 on a basic and diluted basis for fiscal 2008. The weighted 
average basic common shares outstanding were 34.4 million and 
34.0 million for fiscal 2009 and 2008, respectively.

LIQUIDITY AND CAPITAL
RESOURCES
The Company believes its cash currently on hand, cash flow from 
operations and available credit facilities should be sufficient to fund 
its identified liquidity needs over the next twelve months.

CASH FLOWS
Cash Provided By Operating Activities
Operating activities provided $22.0 million of cash for fiscal 2010. 
Reduction of inventory levels provided $8.8 million during fiscal 
2010 due to lower production, coupled with sales of existing 
inventory. Cash flows were positively affected by depreciation of 
$16.5 million in 2010, which was included in the operating loss of 
$10.6 million. Cash flows were positively impacted by $5.4 million 
as accounts receivables decreased due to decrease sales levels and 
collection activities and $2.2 million as accrued expenses and other 
liabilities increased during fiscal 2010. 

Operating activities provided $15.2 million of cash for fiscal 2009. 
Cash flows were positively affected by operating income before 
depreciation of $19.7 million. Cash flows were negatively affected 
during fiscal 2009 by the payment of $5.6 million, net of accrued 
interest, to resolve litigation involving an investment banker (see 
Note 8 of the Notes to Consolidated Financial Statements). In 
February 2009, the Company used $23.5 million of restricted cash 
to resolve litigation involving a supply agreement. Restricted cash has 
been shown as a use of cash in investing activities during fiscal 2008, 

2007 and 2006, so its usage in 2009 had no impact on unrestricted 
cash balances. Increased inventory levels used $4.3 million of cash in 
the current fiscal year. Collections from accounts receivable resulted 
in a net increase in cash flow of $8.5 million. 

Cash Used In and Provided By  
Investing Activities
Net cash used in investing activities for fiscal 2010 was $4.1 million, 
which consisted of capital expenditures on existing production lines 
and new equipment. This included $0.1 million of funds received 
from the Hungarian government as a conditional grant to reimburse 
capital expenditures and related outlays (see Note 2 of the Notes to 
Consolidated Financial Statements). 

Net cash used in investing activities for fiscal 2009 was $20.5 
million, which consisted of capital expenditures to expand 
production lines of the Company’s precursor facilities and carbon 
fiber operations to meet the anticipated long-term demand for 
carbon fiber products. This included $1.6 million of funds received 
from the Hungarian government as a conditional grant to reimburse 
capital expenditures and related outlays (see Note 2 of the Notes to 
Consolidated Financial Statements). 

Cash Used and Provided In  
Financing Activities
Net cash used in financing activities was $16.8 million in fiscal 2010 
consisting primarily of the repayment of convertible debt and lines 
of credit.

Net cash used in financing activities was $3.0 million in fiscal 2009 
as the Company repaid convertible debt of $10.6 million, which 
was offset by increasing borrowings on our lines of credit by $7.6 
million. 

HUNGARIAN GRANT
The Hungarian government has pledged a grant of 2.9 billion HUF 
to Zoltek’s Hungarian subsidiary that will provide a portion of the 
capital resources to modernize its facility, establish a research and 
development center, and support buildup of manufacturing capacity 
of carbon fibers. Zoltek’s Hungarian subsidiary received approximately 
HUF 0.1 billion, HUF 0.3 billion, and HUF 0.7 billion in grant 
funding during fiscal 2010, 2009, and 2008, respectively. These funds 
have been recorded as a liability on the Company’s consolidated 
balance sheet. The liability will be amortized over the life of the assets 
procured by the grant funds, offsetting the depreciation expense of the 
assets into which the proceeds of the grant are invested. The Company 
has presented bank guarantees amounting to 120% of the amount of 
the grant as received. 

The Hungarian subsidiary may be required to pay back all or 
a portion of the grant if, among other things, the Hungarian 
subsidiary: fails to obtain revenue targets; fails to employ an average 
annual staff of at least 1,200 employees; fails to utilize regional 
suppliers for at least 45% of its purchases; fails to obtain consent 
from the Hungarian government prior to selling assets created with 
grant funds; fails to use grant funds in accordance with the grant 
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. agreement; fails to provide appropriate security for the grant; makes or made an untrue statement or supplies or supplied false data in the 

grant agreement, grant application or during the time of the grant; defaults on its obligations by more than 30 days; withdraws any consents 
it gave in the grant agreement; or causes a partial or complete failure or hindrance of the project that is the subject of the grant. These targets 
must be achieved during a five-year measurement period from October 2012 to October 2017. Although there can be no assurance, the 
Company anticipates it will comply with the requirements of the grant agreement when the measurement period begins.

FINANCING ACTIVITY
Revolving Credit Facility
In February 2010, the Company extended its existing U.S. line of credit until January 1, 2011. The revolving credit facility has a total 
commitment of the lesser of (1) $10.0 million or (2) an eligible borrowing base equal to a percentage of eligible accounts receivable plus a 
percentage of eligible inventories, which as of September 30, 2010 equaled $10.0 million. There were no borrowings under the facility as of 
September 30, 2010. 

In August 2010, the Company’s Hungarian subsidiary extended its existing line of credit until August 30, 2011. The revolving credit facility 
has a total commitment of the lesser of 1.9 billion HUF or a borrowing base, which as of September 30, 2010 was $9.5 million. There were 
no borrowings under this credit facility at September 30, 2010. The credit facility is a term loan with quarterly interest payments.

The Company intends to extend its existing lines of credit before expiration. Based on the history of relationships with its banks and its 
current financial position, the Company expects it will be able to successfully extend its lines of credit.

Bond Related to Litigation
In April 2007, the Company reported the results of various post-trial motions in ongoing litigation (see Note 8 of the Notes to the 
Consolidated Financial Statements). In April 2007 the Company posted a supersedeas bond, collateralized by a $23.5 million letter of credit 
issued by the Company’s U.S. bank. As of September 30, 2008, the letter of credit was collateralized by $23.5 million of restricted cash. 

On February 9, 2009, the Company paid the judgment using $23.5 million of restricted cash, which terminated the letter of credit and 
related bond.

Convertible Debt 
In September 2005, Zoltek entered into an agreement for new financing; a convertible debenture package of up to $50 million in a private 
placement with a group of institutional investors. 

In April 2010, the Company repaid all remaining convertible debt with cash on hand. There was no conversion of convertible debt during 
fiscal 2010. The following tables summarize the activity regarding our convertible debt conversions during the fiscal year ended 2009. 

	 # of Shares	co nversion	e quity
Fiscal year ended September 30, 2009	 converted	 price	 value

February 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         		  -	 $	 3.50	 $	 -
December 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                        		  -		  12.50		  -
February 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         		  -		  13.07		  -
May 2006  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            		  -		  25.51		  -
July 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             		  16,264		  15.40		  250,466
October 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	 -		  25.51	 	 -
				    	 16,264			   $	 250,466

	 # of Shares	co nversion	P rincipal
September 30, 2009	 Outstanding	 price	 Outstanding

May 2006  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            		   70,560	 $	 25.51	 $	 1,799,986
July 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             		   19,640		  25.51 		   501,016
October 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	  76,381		  25.51 	 	  1,948,479
				    	  166,581			   $	 4,249,481

Management’s Discussion & Analysis (Continued)
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Amortization of Financing Fees and Debt Discount
Convertible debt issued in May 2006, July 2006 and October 2006 was considered to have beneficial conversion features because the adjusted 
conversion price after allocating a portion of the proceeds to the warrants issued in connection with the convertible debt was less than the 
market price of the Company’s common stock at date of issue. The beneficial conversion was recorded as a reduction in the carrying value of the 
convertible debt security and accreted to its face value over the life of the convertible security and expensed into the Company’s income statement. 
If the convertible security was converted prior to the redemption date, the unamortized balance was recorded in expense at the time of conversion. 

At the time of issuance of convertible debt securities with warrants, the Company recorded the fair value associated with the warrants using 
the Black-Scholes option-pricing model. This fair value discount was recorded as a reduction in the carrying value of the convertible debt 
security that was accreted to its face value over the life of the convertible security and expensed into the Company’s income statement. If the 
convertible security was converted prior to the redemption date, the unamortized debt discount associated with the valuation of the warrants 
was recorded as a reduction to additional paid-in capital at the time of conversion.

The tables below show the impact of amortization of financing fees and debt discount on the financial results for the fiscal years ended 
September 30, 2010, 2009 and 2008 (in thousands).
	 	 Conversion
Fiscal Year Ended September 30, 2010	 Warrants	Fe atures	To tal

May 2006 Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 18 	 $	 26 	  $	 44
July 2006 Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      	 	  15 		   17 		   32
October 2006 Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 	  54	 	  62 	 	  116
				    $	 87	 $	 105 	 	  192
          Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 				    	  97
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           	 				    $	 289

	 	 Conversion
Fiscal Year Ended September 30, 2009	 Warrants	Fe atures	To tal

May 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 1,549	 $	 2,285	 $	 3,834
July 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      		  242		  296		  538
October 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	 317	 	 364	 	 681
				    $	 2,108	 $	 2,945	 	 5,053
          Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            					     	 311
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           					     $	 5,364

	 	 Conversion
Fiscal Year Ended September 30, 2008	 Warrants	Fe atures	To tal

May 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 1,943	 $	 2,867	 $	 4,810
July 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      		  230		  280		  510
October 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	 392	 	 452	 	 844
				    $	 2,565	 $	 3,599	 	 6,164
          Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            					     	 518
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           					     $	 6,682

We have fully amortized the carrying values of unamortized debt discount and financing fees as of September 30, 2010. The carrying values of 
unamortized debt discount and financing fees as of September 30, 2009 are as follows (in thousands):
	 	 Conversion
September 30, 2009	 Warrants	Fe atures	To tal

May 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 18	 $	 26	 $	 44
July 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      		  15		  17		  32
October 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	 54	 	 62	 	 116
				    $	 87	 $	 105	 	 192
          Debt acquisition cost and financing fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                					     	 97
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           					     $	 289

Management’s Discussion & Analysis (Continued)
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. EARNINGS PER SHARE

In accordance with ASC 260, the Company has evaluated its diluted income per share calculation. The Company does have outstanding 
warrants at September 30, 2010 and outstanding warrants and convertible debt at September 30, 2009 and 2008 which are not included in 
the determination of diluted loss per share for the fiscal years ended September 30, 2010, 2009 and 2008 because the shares are anti-dilutive.  
Had these securities been dilutive, an additional 0.1 million, 0.3 million and 0.7 million shares, respectively, would have been included in the 
Company’s diluted loss per share calculation.

The following is the diluted impact of the convertible debt and warrants on net income (loss) per share for the fiscal years ended September 
30, 2010, 2009 and 2008 respectively (in thousands):

	 FISCAL YEAR ENDED SEPTEMBER 30,
	 2010	 2009	 2008

Numerators:
     Net (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                    	 $	 (6,339)	 $	 (4,202)	 $	 7,441
Denominators:
     Average shares outstanding – basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 	  34,411 	 	  34,402 		   34,042
     Impact of convertible debt, warrants and stock options . . . . . . . . . . . . . . . . . . . . . . .                       	 	  - 	 	  - 	 	  130
     Average shares outstanding – diluted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 	  34,411 	 	  34,402 	 	  34,172
Basic (loss) income per share  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                              	 $	 (0.18)	 $	 (0.12)	 $	 0.22
Diluted (loss) income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 $	 (0.18)	 $	 (0.12)	 $	 0.22

FUTURE CONTRACTUAL OBLIGATIONS
In the table below, we set forth our enforceable and legally binding obligations as of September 30, 2010. Some of the amounts included in 
this table (amounts in thousands) are based on our estimates and assumptions about these obligations, including their durations, anticipated 
actions by third parties and other factors. The enforceable and legally binding obligations we will actually pay in future periods may vary 
from those reflected in the table because the estimates and assumptions are subjective. See Note 7 of the Notes to Consolidated Financial 
Statements for discussion of the Company’s debt agreements.

	 	Le ss than			   Over
Payments Due by Period	 Total	 1 year	 1-3 years	 3-5 years	 5 years

Operating lease obligationsa . . . . . . . . . . . . . . . . . . . . . .                      	 $	 10,198	 $	  1,335 	 $	  2,073 	 $	  1,714 	 $	 5,076
Capital leases obligations . . . . . . . . . . . . . . . . . . . . . . . .                        	 	  68	 	  57 	 	  11 	 	  - 	 	 -
     Total debt and leases  . . . . . . . . . . . . . . . . . . . . . . . .                        		   10,266		   1,392 		   2,084 		   1,714 		  5,076
Note payable  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                 		   981		   981 		   -		  -		  -
Contractual interest paymentsb . . . . . . . . . . . . . . . . . . . .                    		   15		   15 		   -		  -		  -
Purchase obligationsc  . . . . . . . . . . . . . . . . . . . . . . . . . . .                           	 	  2,390	 	  2,390	 	  -	 	 -	 	 -
     Total contractual obligations . . . . . . . . . . . . . . . . . . .                   	 $	 13,652	 $	 4,778	 $	 2,084	 $	 1,714	 $	 5,076

_______________________
a.	 Includes four-year contract for nitrogen gas facility and equipment at approximately $0.9 million per year. 
b.	 Amounts represent the expected cash payment of interest on our debt.
c.	 Purchase obligations include agreements to purchase goods or services that are enforceable and legally binding and that specify all significant terms, including fixed or minimum quantities 

to be purchased, fixed, minimum or variable price provisions, and the approximate timing of the transactions. Purchase obligations exclude agreements that are cancelable at any time 
without penalty.

SUPPLY CONTRACTS
We are party to long-term supply contracts with our wind energy customers Vestas Wind Systems and Gamesa Group. Vestas was the only 
customer which represented greater than 10% of net sales for fiscal 2010 and 2009. In fiscal year 2010 and 2009, we reported net sales of 
$49.5 million and $74.2 million to Vestas Wind Systems, which represented 38.6% and 53.6%, respectively, of our net sales. In fiscal 2008, 
we reported net sales of $75.1 million to Vestas Wind Systems, which represented 40.4% of our net sales and $24.6 million to Gamesa Group, 
which represented 13.3% of our net sales. These were the only customers that represented greater than 10% of consolidated net sales during 
any of these three years.

Management’s Discussion & Analysis (Continued)
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Our current supply agreement with Vestas Wind Systems was executed 
in May 2007 and obligates us to supply carbon fibers under a five-
year delivery schedule, and a rolling three-year schedule as long as the 
supply agreement is in place. Under the agreement, Vestas provides 
us with annual forecasts of its supply requirements, and we receive 
binding orders for shipments on approximately a monthly basis. We 
are not guaranteed specific levels of sales under the agreement, and 
we are subject to liquidated damages if we are unable to perform our 
obligations under the agreement. In general, the agreement may be 
terminated by: (1) mutual agreement of the parties, (2) by either party 
with at least 36 months‘ written notice, (3) by either party as a result of 
a material breach of the agreement that is not remedied within 30 days 
of receipt of notice of such breach, and (4) by either party in the event 
of the bankruptcy, insolvency, or change of control of the other party. 

Our current supply agreement with Gamesa Group was executed 
in July 2007 and is effective through December 31, 2012, subject 
to automatic renewal for successive one-year terms upon at least 
two years’ advance notice by Gamesa to Zoltek. The agreement 
obligates Zoltek to supply carbon fibers during the term of the 
contract provides based upon annual anticipated base volumes 
amounts, which are converted into binding orders for shipments 
on approximately a quarterly basis. We are not guaranteed specific 
levels of sales under the agreement, and we are subject to liquidated 
damages if we are unable to perform our obligations under the 
agreement. In general, the agreement may be terminated (1) by 
mutual agreement of the parties, (2) by either party with at least 36 
months’ written notice, (3) by either party as a result of a material 
breach of the agreement that is not remedied within 45 days of 
receipt of notice of such breach or the bankruptcy, and (4) by 
either party in the event of the bankruptcy, insolvency, or change of 
control of the other party. 

In our supply agreements with Vestas and Gamesa, we do not have 
post-shipment obligations other than that we warrant that our 
products are free from defects in design, materials, and workmanship 
at the time of delivery and that the products are produced in 
accordance with standard production and sales specifications stated 
in the agreements. The Vestas agreement states that the warranty 
shall continue for a period of five years from the date of delivery of 
the products. The Gamesa agreement states that all products shall, as 
of the moment of delivery, be warranted for three years with regards 
to manufacture.

LEGAL CONTINGENCIES
Legal contingencies have a high degree of uncertainty. When losses 
from contingencies become estimatable and probable, reserves are 
established. The reserves reflect management’s estimate of the probable 
cost of ultimate resolution of the matters and are revised accordingly 
as facts and circumstances change and, ultimately, when matters are 
brought to closure. If any litigation matter is resolved unfavorably, the 
Company could incur obligations in excess of management’s estimate 
of the outcome, and such resolution could have a material adverse 
effect on the Company’s consolidated financial condition, results of 
operations or liquidity. We anticipate that we will incur additional 
legal costs in connection with pursuing and defending such actions.

Management’s Discussion & Analysis (Continued)

See Note 8 of the Notes to the Company’s Consolidated Financial 
Statements for a description of our significant legal matters.

CRITICAL ACCOUNTING
ESTIMATES
Certain of our accounting policies require our management to make 
difficult, subjective or complex judgments. All of the Company’s 
accounting policies are in compliance with U.S. generally accepted 
accounting principles (“GAAP”). The Company considers the 
following policies to be the most critical in understanding the 
estimates, assumptions and judgments that are involved in preparing 
our financial statements, and the uncertainties that could affect our 
results of operations, financial condition and cash flows.

ACCOUNTS RECEIVABLE COLLECTIBILITY
The Company evaluates the collectability of our accounts receivable 
for each of our segments based on a combination of factors. In 
circumstances where we are aware of a specific customer’s inability 
to meet its financial obligations to us (e.g., bankruptcy filing or 
substantial downgrading of credit), we record a specific reserve for 
bad debts against the amounts due reducing the net recognized 
receivable to the amount we estimate will be collected. For all other 
customers, we estimate reserves for bad debts based on the length 
of time receivables have been past due and our experience with 
collection. Our bad debt expense on accounts receivable was $0.5 
million for fiscal 2010, $1.3 million for fiscal 2009 and $1.3 million 
for fiscal 2008.

INVENTORIES
The Company evaluates its ending inventories for estimated excess 
quantities and obsolescence. This evaluation includes analyses of 
sales levels by product and projections of future demand within 
specific time horizons. Inventories in excess of future demand, 
if any, are reserved. Remaining inventory balances are adjusted 
to approximate the lower of cost on a first-in, first-out basis or 
market value. Cost includes material, labor and overhead. If future 
demand or market conditions are less favorable than the Company’s 
projections, additional inventory write-downs may be required and 
would be reflected in cost of sales on the Company’s statement of 
operations in the period in which the revision is made.

The Company historically has not experienced material problems 
related to the pricing or functionality of carbon fibers inventory. 
Our Panex® carbon fibers represent the majority of our inventory 
balance and are available in continuous tow, fabric, prepreg, 
chopped, and milled forms. Generally, technical obsolescence and 
spoilage have not historically been a concern because nonqualifying 
produced items can be reclaimed for processing for sale in secondary 
markets. 

Available unused capacity costs for fiscal 2010 were comprised of 
fixed production costs allocated to manufacturing lines which were 
producing below normal levels during the year. The Company 
reviews monthly production levels of all manufacturing lines for all 
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. products. Any lines which produced at a rate below a historical range 

of normal capacity were identified and the fixed costs associated with 
those lines were calculated. The unallocated costs were recognized as 
an expense in the period in which they were incurred.

VALUATION OF LONG-LIVED ASSETS
Long-lived assets are reviewed for impairment whenever events or 
changes in circumstances indicate that the carrying amount may 
not be recoverable. Zoltek management is responsible for routinely 
assessing whether impairment indicators are present. The Company 
expects that the components of each operating segment will exhibit 
similar financial performance over the long term and, therefore, 
groups assets accordingly for analyzing whether impairment exists. 
If the sum of the expected future undiscounted cash flows is less 
than the carrying amount of the asset group, a loss is recognized for 
the difference between the fair value and the carrying value of the 
asset group. In determining expected future undiscounted cash flows 
attributable to the group of long-lived assets, the Company must 
make certain judgments and estimations including the expected 
market conditions and demand for products produced by the assets, 
expected product pricing assumptions, and assumptions related 
to the expected costs to operate the assets. It is possible that actual 
future cash flows related to the Company’s long-lived assets may 
materially differ from the Company’s determination of expected 
future undiscounted cash flows. Additionally, if the Company’s 
expected future undiscounted cash flows were less than the carrying 
amount of the asset group being analyzed, it would be necessary for 
the Company to make significant judgments regarding the fair value 
of the asset due to the specialized nature of much of the Company’s 
carbon fiber production equipment in order to determine the 
amount of the impairment charge.

CONTINGENT LIABILITIES 
The Company is subject to lawsuits, investigations, and other claims 
related to employment, environmental, service providers, supply 
agreements, taxing authorities, and other matters, and is required 
to assess the likelihood of any adverse judgments or outcomes 
to these matters, as well as potential ranges of probable losses. A 
determination of the amount of reserves and disclosures required, 
if any, for these contingencies is made after considerable analysis 
of each individual issue. We accrue for contingent liabilities when 
an assessment of the risk of loss is probable and can be reasonably 
estimated. 

Our contingent liabilities contain uncertainties because the eventual 
outcome will result from future events, and determination of current 
reserves requires estimates and judgments related to future changes 
in facts and circumstances, differing interpretations of the law and 
assessments of the amount of damages, and the effectiveness of 
strategies or other factors beyond our control. However, if actual 
results are not consistent with our estimates or assumptions, we may 
be exposed to gains or losses that could be material.

Management’s Discussion & Analysis (Continued)

INCOME TAXES
The Company accounts for certain income and expense items 
differently for financial reporting and income tax purposes. Deferred 
tax assets and liabilities are determined based on the difference 
between the financial statement and tax basis of assets and liabilities 
applying enacted statutory tax rates in effect for the year in which 
the differences are expected to reverse. A valuation allowance is 
provided against certain deferred tax assets when realization of those 
assets are not considered to be more likely than not.

We are subject to the jurisdiction of numerous tax authorities. 
Our operations in these different jurisdictions are generally taxed 
on income before taxes adjusted for various differences between 
tax law and GAAP accounting. Determination of taxable income 
in any jurisdiction requires the interpretation of the related tax 
laws and regulations and the use of estimates and assumptions 
regarding significant future events such as the amount, timing and 
character of deductions, permissible revenue recognition methods 
under the tax law and the sources and character of income and tax 
credits. Changes in tax laws, regulations, agreements and treaties, 
foreign currency exchange restrictions or our level of operations or 
profitability in each taxing jurisdiction could have an impact on 
the amount of income taxes that we provide during any given year. 
Our tax filings for various periods are subject to audit by the tax 
authorities in the jurisdictions in which we conduct business.

STOCK-BASED COMPENSATION
On October 1, 2005, the Company adopted the provisions of ASC 
718, using the modified prospective method. ASC 718 requires 
companies to recognize the cost of employee services received in 
exchange for awards of equity instruments based upon the grant date 
fair value of those awards. Under the modified prospective method 
of adopting ASC 718 the Company recognized compensation cost 
for all share-based payments granted after October 1, 2005, plus 
any awards granted to employees prior to October 1, 2005 that 
remain unvested at that time. Under this method of adoption, no 
restatement of prior periods was made. The Company uses historical 
volatility for a period of time that is comparable to the expected 
life of the option. However, the Company only calculates the 
volatility of the Company’s stock back to November 2003, the date 
the Company received its first large order for carbon fiber, as that 
is when the Company considers its business to have changed from 
a research and development company to an operational company. 
Management believes this is a better measurement of the Company’s 
stock volatility.

RECENT ACCOUNTING PRONOUNCEMENTS
See Note 1 of the Notes to the Company’s Consolidated Financial 
Statements.

Consolidated Balance Sheet (Amounts in Thousands, Except Share and Per Share Data)
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Consolidated Balance Sheet (Amounts in Thousands, Except Share and Per Share Data)

The accompanying notes are an integral part of the consolidated financial statements.

	 September 30,
Assets:	 2010	 2009

Current assets:
     Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 	 $	 21,534	 $	 20,943
     Accounts receivable, less allowance for doubtful accounts of $178 and $2,356  . . . . . . . . . . . . . . . . .                 	 	  22,816 	 	  30,507
     Inventories, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                 	 	  38,002 	 	  48,058
     VAT receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                  	 	  5,703 	 	  4,109
     Other current assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                              	 	  2,251 	 	  5,991
          Total current assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 	  90,306 	 	  109,608

Property and equipment, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          	 	  231,661 	 	  256,910
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                       	 	  173	 	  327
          Total assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                  	 $	 322,140	 $	 366,845

	 September 30,
LIABILITIES AND SHAREHOLDERS’ EQUITY:	 2010	 2009

Current liabilities:
     Borrowings under credit lines . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                       	 $	 -	 $	 12,277
     Current maturities of long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                 	 	  981	 	  4,159
     Trade accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 	  8,865	 	  9,408
     Accrued expenses and other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                 	 	  7,583	 	  6,845
     Construction payables  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 	  905	 	  792
          Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	  18,334	 	  33,481

Long-term debt, less current maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 	  -	 	  981
Hungarian grant, long-term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           	 	  9,020	 	  10,228
Deferred tax liabilties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                	 	  792	 	  6,690
Derivative liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                 	 	  1,296	 	  -
          Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                	 	  29,442	 	  51,380

Commitments and contingencies (See Note 8)
Shareholders’ equity:
     Preferred stock, $.01 par value, 1,000,000 shares authorized, no shares issued and outstanding . . . . .     	 	  - 	 	  -
     Common stock, $.01 par value, 50,000,000 shares authorized, 34,389,442 and 34,424,441 

     shares issued and outstanding in 2010 and 2009, respectively . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             	 	  344 	 	  344
     Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          	 	  480,302 	 	  494,311
     Accumulated other comprehensive loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               	 	 (33,381)	 	  (18,405)
     Accumulated deficit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                              	 	  (154,567)	 	  (160,785)
          Total shareholders’ equity  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                       	 	  292,698 	 	  315,465
          Total liabilities and shareholders’ equity  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 $	 322,140 	 $	 366,845
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Consolidated Statement of Operations (Amounts in Thousands, Except Share and Per Share Data)

The accompanying notes are an integral part of the consolidated financial statements.

	 Fiscal Year Ended September 30,
	 2010	 2009	 2008

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             	 $	 128,464 	 $	 138,756 	 $	 185,616
Cost of sales, excluding available unused capacity costs . . . . . . . . . . . . . . . . . . . . . . . . . .                          	 	  102,350 	 	  100,744 		   134,393
Available unused capacity costs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 	  12,822 	 	  7,352 	 	  -
     Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 	 	  13,292 	 	  30,660 		   51,223
Application and development costs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 	  8,207 	 	  7,589 		   8,093
Litigation charge (see Note 8)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                             	 	  - 	 	  238 		   4,884
Selling, general and administrative expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 	  15,649 	 	  19,438 	 	  18,239
     Operating (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               	 	  (10,564)	 	  3,395 		   20,007

Other income (expense):
     Interest income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      	 	  55 	 	  350 		   2,904
     Gain (loss) on foreign currency transactions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 	  1,938 	 	  2,161 		   (385)
     Other expense, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	  (678)	 	  (1,228)		   (1,125)
     Gain on derivative liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 	  1,753 	 	  - 		   -
     Interest expense, excluding amortization of financing fees and debt discount  . . . . . .      	 	  (395)	 	  (1,411)		   (1,862)
     Amortization of financing fees and debt discount . . . . . . . . . . . . . . . . . . . . . . . . . . . .                           	 	  (289)	 	  (5,364)	 	  (6,682)
          (Loss) income from continuing operations before income taxes  . . . . . . . . . . . . . .              	 	  (8,180)	 	  (2,097)		   12,857

Income tax (benefit) expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                              	 	  (1,841)	 	  2,105 	 	  5,416

Net (loss) income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      	 	  (6,339)	 	  (4,202)	 	  7,441

Basic and diluted (loss) income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 $	 (0.18)	 $	 (0.12)	 $	 0.22

Weighted average common shares outstanding – basic . . . . . . . . . . . . . . . . . . . . . . . . . . .                           	 	 34,410,608 	 	 34,402,046 		  34,042,792
Weighted average common shares outstanding – diluted . . . . . . . . . . . . . . . . . . . . . . . . .                         	 	 34,410,608 	 	 34,402,046 		  34,171,629
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Consolidated Statement of Changes in Shareholders’ Equity (Amounts In Thousands)

The accompanying notes are an integral part of the consolidated financial statements.

	 total		  additional	 accumulated other	
	 shareholders’	co mmon	 paid-in	co mprehensive	 accumulated
	 Equity	 stock	c apital	 income (loss)	 deficit

Balance, September 30, 2007 . . . . . . . . . . . . . . .               	 $	 320,767	 $	 337	 $	 476,205	 $	 8,249	 $	 (164,024)

Net income  . . . . . . . . . . . . . . . . . . . . . . . . . . . .                            	 	  7,441 		   - 		   - 		   - 		   7,441
Foreign currency translation adjustment  . . . . . .      	 	  3,481 		   - 		   - 		   3,481 		   -
          Comprehensive income . . . . . . . . . . . . . .             	 $	 10,922
Convertible debt converted  . . . . . . . . . . . . . . . .                	 	  11,151 		   6 		   11,145 		   - 		   -
Warrants exercised . . . . . . . . . . . . . . . . . . . . . . .                       	 	  150 		   - 		   150 		   - 		   -
Restricted stock expense . . . . . . . . . . . . . . . . . . .                   	 	  329 		   - 		   329 		   - 		   -
Stock option expense . . . . . . . . . . . . . . . . . . . . .                     	 	  1,987 		   1 		   1,986 		   - 		   -
Exercise of stock options  . . . . . . . . . . . . . . . . . .                  	 	  1,360 	 	  - 	 	  1,360 	 	  - 	 	  -

Balance, September 30, 2008 . . . . . . . . . . . . . . .               	 $	 346,666	 $	 344	 $	 491,175	 $	 11,730	 $	 (156,583)

Net loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 	  (4,202)		   - 		   - 		   - 		   (4,202)
Foreign currency translation adjustment  . . . . . .      	 	  (30,135)		   - 		   - 		   (30,135)		   -
          Comprehensive loss . . . . . . . . . . . . . . . . .                	 $	 (34,337)
Convertible debt converted  . . . . . . . . . . . . . . . .                	 	  251 		   - 		   251 		   - 		   -
Cash settlement of restricted shares  . . . . . . . . . .          	 	  (75)		   - 		   (75)		   - 		   -
Restricted stock expense . . . . . . . . . . . . . . . . . . .                   	 	  521 		   - 		   521 		   - 		   -
Stock option expense . . . . . . . . . . . . . . . . . . . . .                     	 	  2,439 	 	  - 	 	  2,439 	 	  - 	 	  -

Balance, September 30, 2009 . . . . . . . . . . . . . . .               	 $	 315,465	 $	 344	 $	 494,311	 $	 (18,405)	 $	 (160,785)

Net loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 	  (6,339)		   - 		   - 		   - 		   (6,339)
Foreign currency translation adjustment  . . . . . .      	 	  (14,976)		   - 		   - 		   (14,976)		   -
          Comprehensive loss . . . . . . . . . . . . . . . . .                	 $	 (21,315)
Cash settlement of restricted shares  . . . . . . . . . .          	 	  (144)		   - 		   (144)		   - 		   -
Restricted stock liability reclass  . . . . . . . . . . . . .             	 	  (240)		   - 		   (240)		   - 		   -
Restricted stock expense . . . . . . . . . . . . . . . . . . .                   	 	  349 		   - 		   349 		   - 		   -
Stock option expense . . . . . . . . . . . . . . . . . . . . .                     	 	  1,506 		   - 		   1,506 		   - 		   -
Difference between compensation and change 

in liability for restricted stock awards . . . . . . . .       	 	  138 		   - 		   138 		   - 		  -
Cumulative effect of change in 

accounting principle  . . . . . . . . . . . . . . . . . . . .                    	 	  (3,061)	 	  - 	 	  (15,618)	 	  - 	 	  12,557

  Balance, September 30, 2010 . . . . . . . . . . . . .            	 $	  292,698	 $	  344	 $	  480,302	 $	  (33,381)	 $	  (154,567)
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Consolidated Statement of Cash Flows (Amounts In Thousands)

The accompanying notes are an integral part of the consolidated financial statements.

	 Fiscal Year Ended September 30,
	 2010	 2009	 2008

Cash flows from operating activities:
     Net (loss) income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 $	 (6,339)	 $	 (4,202)	 $	 7,441
     Adjustments to reconcile net income to net cash from operating activities:
          Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 	  16,461 	 	  16,351 		   16,476
          Amortization of financing fees and debt discount . . . . . . . . . . . . . . . . . . . . . . . . .                         	 	  289 	 	  5,364 		   6,682
          Deferred taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                    	 	  (3,274)	 	  690 		   1,501
          Gain on value of warrants and conversion feature . . . . . . . . . . . . . . . . . . . . . . . . .                         	 	  (1,753)	 	  - 		   -
          Foreign currency transaction gains  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                    	 	  (96)	 	  (1,396)		   (431)
          Stock compensation expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 	  2,030 	 	  2,960 		   2,316
          Loss on disposal of assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                           	 	  342 	 	  707 		   -
          Changes in assets and liabilities:
               Decrease (increase) in accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . .                            	 	  5,361 	 	  8,528 		   (4,381)
               Decrease (increase) in inventories  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 	  8,826 	 	  (4,327)		   (17,427)
               Decrease (increase) in other current assets and other assets  . . . . . . . . . . . . . . .               	 	  (1,291)	 	  459 		   (214)
               (Decrease) increase in trade accounts payable  . . . . . . . . . . . . . . . . . . . . . . . . .                         	 	  (761)	 	  (3,764)		   1,902
               Increase (decrease) in accrued expenses and other liabilities . . . . . . . . . . . . . . .               	 	  2,187 	 	  (553)		   2,002
               (Decrease) increase in legal liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  - 	 	  (5,583)	 	  4,328
          Net cash provided by operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      	 	  21,982 	 	  15,234 		   20,195

Cash flows from investing activities:
          Purchases of property and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 	  (4,410)	 	  (16,206)		   (107,715)
          Increase (decrease) in construction payables  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             	 	  114 	 	  (6,016)		   3,591
          Proceeds received from sale of fixed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 	  83 	 	  116 		   -
          Proceeds received from Hungarian grant . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  150 	 	  1,588 		   3,253
          Change in cash restricted for letters of credit  . . . . . . . . . . . . . . . . . . . . . . . . . . . .                            	 	  - 	 	  - 	 	  (9,685)
Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 	  (4,063)	 	  (20,518)		   (110,556)

Cash flows from financing activities:
          Proceeds from exercise of stock options and warrants . . . . . . . . . . . . . . . . . . . . . .                      	 	  - 	 	  - 		   1,510
          Cash settlement of restricted shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                    	 	  (216)	 	  (75)		   -
          Repayment of convertible debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 	  (4,249)	 	  (10,550)		   -
          Borrowings (repayment) of notes payable and credit lines . . . . . . . . . . . . . . . . . . .                  	 	  (12,379)	 	  7,594 	 	  (3,786)
Net cash used in financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                        	 	  (16,844)	 	  (3,031)		   (2,276)

Effect of exchange rate changes on cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . .                     	 	  (484)	 	  34 	 	  100
Net increase (decrease) in cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                            	 	  591 	 	  (8,281)		   (92,537)
Cash and cash equivalents at beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  20,943 	 	  29,224 	 	  121,761
Cash and cash equivalents at end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 	  21,534 	 	  20,943 	 	  29,224

Supplemental disclosures of cash flow information:
Net cash paid during the year for:
          Interest  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 $	 330 	 $	 1,200	 $	 1,491
          Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 	  1,970 	 	  1,510 		   2,800
Non-cash conversion of convertible debentures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  - 	 	  251 		   11,500
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Notes to Consolidated Financial Statements

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

ORGANIZATION AND PRINCIPLES OF 
CONSOLIDATION
Zoltek Companies, Inc. is a holding company, which operates 
through wholly-owned subsidiaries, Zoltek Corporation, Zoltek 
Zrt., Zoltek de Mexico SA de CV, Zoltek de Occidente SA de 
CV, Engineering Technology Corporation (“Entec Composite 
Machines”), Zoltek Properties, Inc., and Zoltek Automotive, 
LLC. Zoltek Corporation (“Zoltek”) develops, manufactures and 
markets carbon fibers and technical fibers in the United States. 
Carbon fibers are a low-cost but high performance reinforcement 
for composites used as the primary building material in everyday 
commercial products. Zoltek Zrt. is a Hungarian subsidiary that 
manufactures and markets carbon fibers and technical fibers and 
manufactures precursor raw material used in production of carbon 
fibers. Zoltek de Mexico SA de CV and Zoltek de Occidente SA 
de CV are Mexican subsidiaries that manufacture carbon fiber 
and precursor raw material used in production of carbon fibers. 
Entec Composite Machines manufactures and markets filament 
winding and pultrusion equipment used in the production of large 
volume composite parts. The Company’s primary sales markets are 
in Europe and the United States, however, the Company has an 
increasing presence in Asia. Unless the context otherwise indicates, 
references to the “Company” are to Zoltek Companies, Inc. and 
its subsidiaries.

The Consolidated Financial Statements of the Company include 
the operations of its wholly-owned subsidiaries. All intercompany 
transactions and balances have been eliminated in consolidation. 
Certain prior year amounts have been reclassified to conform to 
the current year presentation.

USE OF ESTIMATES
The preparation of financial statements in conformity with 
accounting principles generally accepted in the United States 
of America requires that management make estimates and 
assumptions that affect amounts reported in the financial 
statements and accompanying notes. Actual results may differ 
from those estimates and assumptions.

REVENUE RECOGNITION
Sales transactions are initiated through customer purchase orders 
or sales agreements which are based on fixed pricing terms. The 
Company recognizes sales of manufactured products on the 
date title to the product transfers to the customer, ordinarily 
upon shipping. Revenues are reported net of any value-added 
tax or other such tax assessed by a governmental authority on 
our revenue-producing activities. Costs associated with shipping 
and handling are included in costs of sales. Revenues generated 
by Entec Composite Machines are recognized on a percentage 
of completion basis based on the percentage of total project 

cost incurred to date which include change orders, revisions 
to estimates and provisions for anticipated losses on contracts 
and represented 3% or less of consolidated revenues for all 
years presented. Revenue from sales of consigned inventory is 
recognized upon the use of the product by the consignee or 
according to terms of the contract.

ACCOUNTS RECEIVABLE
The Company reviews its accounts receivable balance on a 
quarterly basis to identify any specific customers for collectability 
issues. If the Company deems that an amount due from a 
customer is uncollectible, the amount is recorded as expense in the 
statement of operations. The Company evaluates the collectability 
of our accounts receivable for each of our segments based on a 
combination of factors. In circumstances where we are aware of 
a specific customer’s inability to meet its financial obligations to 
us (e.g., bankruptcy filing or substantial downgrading of credit), 
we record a specific reserve for bad debts against the amounts due 
reducing the net recognized receivable to the amount we estimate 
will be collected. For all other customers, we estimate reserves for 
bad debts based on the length of time receivables have been past 
due and our experience with collection. We incurred bad debt 
expense on accounts receivable of $0.5 million for 2010, $1.3 
million for 2009 and $1.3 million for 2008. 

CONCENTRATION OF CREDIT RISK
Zoltek’s carbon fiber products are primarily sold to customers 
in the composite industry and its technical fibers are primarily 
sold to customers in the aerospace industry. Entec Composite 
Machines’ products are primarily sold in the composite industry. 
The Company performs ongoing credit evaluations and generally 
requires collateral for significant export sales to new customers. 
The Company maintains reserves for potential credit losses and 
such losses have been within management’s expectations.

In fiscal 2010, 2009 and 2008, we reported net sales of carbon 
fiber of $49.5 million, $74.2 million and $75.1 million, 
respectively, to Vestas Wind Systems, a leading wind turbine 
manufacturer, which represented 38.6%, 53.6% and 40.4% 
of our net sales, respectively, during these years. The related 
open accounts receivable balances at September 30, 2010 and 
2009 were $11.0 million and $21.1 million, respectively. Vestas 
was the only customer which represented greater than 10% of 
consolidated open accounts receivable at September 30, 2010 and 
2009. The Company reported net sales of carbon fiber of $24.6 
million during fiscal year 2008 to Gamesa Group, another leading 
wind turbine manufacturer. These sales represented 13.3% of our 
net sales. These were the only customers that represented greater 
than 10% of consolidated net sales during these years.

CASH AND CASH EQUIVALENTS
Cash equivalents include certificates of deposit and overnight 
repurchase agreements, all of which have initial maturities of three 
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. months or less. Cash equivalents are stated at cost plus accrued 

interest, which approximates market value. The Company places 
its temporary cash investments with high credit quality financial 
institutions, however, at times such investments may be in excess 
of the Federal Deposit Insurance Corporation (“FDIC”) insurance 
limit of $250,000 for U.S. banks. As of September 30, 2010, 
the Company had $10.3 million cash in these money market 
accounts.

INVENTORIES
Inventories are valued at the lower of cost or market and are 
removed from inventory under the first-in-first-out method 
(“FIFO”). Cost of inventory includes material, labor and 
overhead. The Company recorded inventory valuation reserves 
of $0.9 million and $0.7 million as of September 30, 2010 and 
2009, respectively, to reduce the carrying value of inventories to a 
net realizable value. This evaluation includes analyses of sales levels 
by product and projections of future demand within specific time 
horizons. If future demand or market conditions are less favorable 
than the Company’s projections, additional inventory write-downs 
may be required and would be reflected in cost of sales on the 
Company’s statement of operations in the period in which the 
determination is made. 

PROPERTY AND EQUIPMENT
Property and equipment are stated at cost. Cost includes 
expenditures necessary to make the property and equipment ready 
for its intended use. Expenditures to improve the asset or extend 
the useful life are capitalized, including interest on funds borrowed 
to finance the acquisition or construction of major capital 
additions. The Company did not record any capitalized interest in 
fiscal 2010 or 2009 and capitalized interest of $4.5 million during 
fiscal 2008. Maintenance and repairs are expensed as incurred. 
When property is retired or otherwise disposed of, the related cost 
and accumulated depreciation are removed from the accounts and 
any profit or loss on disposition is credited or charged to income.

The Company provides for depreciation by charging amounts 
sufficient to amortize the cost of properties placed in service over 
their estimated useful lives using straight-line methods. The range 
of estimated useful lives used in computing depreciation is as 
follows: 

Buildings and improvements . . . . . . . . . . .          30 to 40 years
Machinery and equipment  . . . . . . . . . . . . .             3 to 20 years
Furniture and fixtures . . . . . . . . . . . . . . . . .                 7 to 10 years
Computer hardware and software . . . . . . . . .         2 to 5 years

Depreciation expense, including the amortization of assets 
recorded under capital leases, was $16.5 million, $16.4 million 
and $16.5 million for fiscal 2010, 2009 and 2008, respectively.

Long-lived assets are reviewed for impairment whenever events or 
changes in circumstances indicate that the carrying amount may 

not be recoverable. If the sum of the expected future undiscounted 
cash flows is less than the carrying amount of the asset, a loss 
is recognized for the difference between the fair value and the 
carrying value of the asset. No impairment charges for long-lived 
assets were recorded during fiscal 2010, 2009 and 2008.

FOREIGN CURRENCY TRANSLATION
The Company’s Hungarian subsidiary, Zoltek Zrt., has a 
functional currency of the Hungarian Forint (HUF). As a result, 
the Company is exposed to foreign currency risks related to 
this investment. The consolidated balance sheet of Zoltek Zrt. 
was translated from Hungarian Forints to U.S. dollars, at the 
exchange rate in effect at the applicable balance sheet date, while 
its consolidated statements of operations were translated using 
the average exchange rates in effect for the periods presented. 
The related translation adjustments are reported as other 
comprehensive income (loss) within shareholders’ equity. Gains 
and losses from foreign currency transactions of Zoltek Zrt. are 
included in the results of operations as other income (expense). 
The Hungarian Forint weakened by 9.9% against the U.S. dollar 
during fiscal 2010. Hungarian assets net of liabilities, excluding 
the long-term intercompany loan were approximately $132.8 
million as of September 30, 2010. 

The functional currency of Zoltek de Mexico was changed as of 
November 1, 2008, from the Mexican Peso to the U.S. dollar. 
Management made this determination based on its analysis that 
the currency which the majority of Mexican assets, liabilities, 
and operations are denominated in is U.S. dollars. The U.S. 
dollar-translated amounts of nonmonetary assets and liabilities 
at November 1, 2008 became the historical accounting basis for 
those assets and liabilities for all subsequent periods. As a result 
of this change in functional currency, exchange rate gains and 
losses are recognized on transactions in currencies other than the 
U.S. dollar and included in operations for the period in which 
the exchange rates changed. The Mexican Peso weakened by 19% 
against the U.S. dollar during the first month of fiscal 2009 before 
the functional currency of Zoltek de Mexico was changed to the 
U.S. dollar.

During fiscal 2010, currency fluctuations caused a change of 
$15.0 million in our accumulated other comprehensive loss. 

FINANCIAL INSTRUMENTS
The Company does not hold any financial instruments for trading 
purposes. The carrying value of cash, accounts receivable and 
accounts payable approximated their fair value at September 30, 
2010 and 2009.

The Company has debt obligations that bear interest at a variable 
rate. The carrying value of debt with a variable rate approximated 
its fair value at September 30 2009. There was $1.0 million of 
outstanding debt obligations at September 30, 2010.

Notes to Consolidated Financial Statements (Continued)
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In January, March and October 2004 and February 2005, the 
Company issued convertible notes and warrants which would 
require the Company to register the resale of the shares of 
common stock upon conversion or exercise of these securities. 
The Company accounted for the fair value of these outstanding 
warrants to purchase common stock and conversion feature of its 
convertible notes in accordance with ASC 815, which require the 
Company to separately account for the conversion feature and 
warrants as embedded derivatives contained in the Company’s 
convertible notes. Pursuant to ASC 815, the Company separated 
the fair value of the conversion feature from the convertible notes, 
since the conversion feature was determined to not be clearly and 
closely related to the debt host. In addition, since the effective 
registration of the securities underlying the conversion feature 
and warrants is an event outside of the control of the Company, 
pursuant to ASC 815, the Company recorded the fair value of the 
conversion feature and warrants as long-term liabilities as it was 
assumed that the Company would be required to net-cash settle 
the underlying securities.

The Company adopted the amended guidance of ASC Topic 
815-40 (formerly referred to as EITF Issue No. 07-05, 
“Determining Whether an Instrument (or Embedded Feature) 
is Indexed to an Entity’s Own Stock”), on October 1, 2009. In 
connection with the adoption, the Company determined that 
its outstanding warrants as of the adoption date, which include 
warrants issued in May 2006, July 2006, October 2006, and 
December 2006, are not indexed to the Company’s own stock. 
Accordingly, these warrants should be treated as a derivative 
liability, which requires separate accounting pursuant to ASC 
815. The fair value of the warrants was reclassified from equity to 
a derivative liability on October 1, 2009. 

APPLICATION AND DEVELOPMENT EXPENSES
The Company is actively pursuing the development of a number 
of applications for the use of its carbon fibers and related products. 
The Company is executing several internal developmental 
strategies to further the use of carbon fiber and commercial and 
industrial products made from carbon fiber. As a result, the 
Company incurs certain costs for research, development and 
engineering of products and manufacturing processes. These costs 
are expensed as incurred and totaled approximately $8.2 million, 
$7.6 million and $8.1 million for fiscal years 2010, 2009 and 
2008, respectively. Application and development expenses are 
presented as an operating item on the Company’s consolidated 
statement of operations. Given the Company’s position and 
strategy within the carbon fiber industry, it is expected that similar 
or greater levels of application and development expenses will be 
incurred in future periods.

INCOME TAXES
The Company accounts for certain income and expense items 
differently for financial reporting and income tax purposes. 
Deferred tax assets and liabilities are determined based on the 

difference between the financial statement and tax basis of assets 
and liabilities applying enacted statutory tax rates in effect for the 
year in which the differences are expected to reverse. A valuation 
allowance is provided against certain deferred tax assets when 
realization of those assets are not considered to be more likely 
than not. The Company classifies income tax-related interest and 
penalties as other expense, net.

EARNINGS PER SHARE
In accordance with ASC 260, the Company calculates diluted 
earnings per share including the impact of the Company’s 
potential stock equivalents. The Company has outstanding 
stock options, warrants and convertible debt at September 30, 
2010 and 2009, which are not included in the determination of 
diluted earnings per share because the impact of these potential 
additional shares is anti-dilutive. Had these securities been 
dilutive, an additional 0.1 million shares for fiscal 2010, 0.3 
million shares for fiscal 2009 and 0.7 million shares for fiscal 
2008 would have been included in the Company’s diluted 
earnings per share calculation. 

RECENTLY ADOPTED ACCOUNTING 
PRONOUNCEMENTS
In February 2010, the FASB issued Accounting Standards 
Update No. 2010-09, “Amendments to Certain Recognition and 
Disclosure Requirements” (ASU 2010-09), effective immediately. 
Under ASU 2010-09, SEC filers are no longer required to disclose 
the date through which subsequent events have been evaluated in 
originally issued and revised financial statements. Zoltek adopted 
these new requirements during the second quarter of fiscal 2010. 
The adoption of ASU 2010-09 did not have a material impact on 
the Company’s financial statements. 

In January 2010, the FASB issued Accounting Standards 
Update No. 2010-06, “Improving Disclosures about Fair Value 
Measurements” (ASU 2010-06). ASU 2010-06 requires new 
disclosures for significant transfers in and out of Level 1 and 2 
of the fair value hierarchy and the activity within Level 3 of the 
fair value hierarchy. The updated guidance also clarifies existing 
disclosures regarding the level of disaggregation of assets or 
liabilities and the valuation techniques and inputs used to measure 
fair value. The updated guidance is effective for interim and 
annual reporting periods beginning after December 15, 2009, 
with the exception of the new Level 3 activity disclosures, which 
are effective for interim and annual reporting periods beginning 
after December 15, 2010. The Company adopted the applicable 
disclosure requirements beginning in the second quarter of fiscal 
2010. Adoption of ASU 2010-06 did not have a material impact 
on the Company’s financial statements.

In August 2009, the FASB issued Accounting Standards Update 
No. 2009-05, “Measuring Liabilities at Fair Value” (“ASU 2009-
05”). This update provides amendments to ASC 820, “Fair Value 
Measurements and Disclosure,” for the fair value measurement of 
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ASU 2009-05 is effective for reporting periods beginning after 
August 28, 2009. This ASU was effective for Zoltek starting in 
fiscal 2010, and did not have a material impact on the Company’s 
financial statements.

The Company adopted the amended guidance in ASC 815-40 
effective October 1, 2009, which provides revised guidance on 
whether a conversion option or warrant is indexed to a company’s 
own stock. Instruments with certain price reset features are 
not considered to be indexed to a company’s own stock, and 
consequently must be accounted for as derivatives and marked to 
market each reporting period. See Note 5 for more information on 
the adoption of ASC 815-40. 

2. FINANCING TRANSACTIONS

HUNGARIAN GRANT
The Hungarian government has pledged a grant of 2.9 billion 
HUF to Zoltek’s Hungarian subsidiary. The grant is intended 
to provide a portion of the capital resources to modernize the 
subsidiary’s facility, establish a research and development center, 
and support buildup of manufacturing capacity of carbon 
fibers. Zoltek’s Hungarian subsidiary has received approximately 
HUF 0.1 billion, HUF 0.3 billion and HUF 0.7 billion in 
grant funding during fiscal 2010, 2009 and 2008, respectively. 
These funds have been recorded as a liability on the Company’s 
consolidated balance sheet. The liability is being amortized over 
the life of the assets procured by the grant funds, offsetting the 
depreciation expense from the assets into which the proceeds 
of the grant are invested. The Company has presented bank 
guarantees amounting to 120% of the amount of the grant as 
received. 

The Hungarian subsidiary may be required to pay back all or 
a portion of the grant if, among other things, the Hungarian 
subsidiary: fails to obtain revenue targets; fails to employ 
an average annual staff of at least 1,200 employees; fails to 
utilize regional suppliers for at least 45% of its purchases; 
fails to obtain consent from the Hungarian government prior 
to selling assets created with grant funds; fails to use grant 
funds in accordance with the grant agreement; fails to provide 
appropriate security for the grant; makes or made an untrue 
statement or supplies or supplied false data in the grant 
agreement, grant application or during the time of the grant; 
defaults on its obligations by more than 30 days; withdraws 
any consents it gave in the grant agreement; or causes a partial 
or complete failure or hindrance of the project that is the 
subject of the grant. These targets must be achieved during a 
five-year measurement period from October 2012 to October 
2017. Although there can be no assurance, the Company 
anticipates it will comply with the requirements of the grant 
agreement when the measurement period begins.

FINANCING ACTIVITY
Revolving Credit Facility
In February 2010, the Company extended its existing U.S. line 
of credit until January 1, 2011. The revolving credit facility has 
a total commitment of the lesser of (1) $10.0 million or (2) an 
eligible borrowing base equal to a percentage of eligible accounts 
receivable plus a percentage of eligible inventories, which as 
of September 30, 2010 equaled $10.0 million. There were no 
borrowings under the facility as of September 30, 2010. 

In August 2010, the Company’s Hungarian subsidiary extended its 
existing line of credit until August 30, 2011. The revolving credit 
facility has a total commitment of the lesser of 1.9 billion HUF 
or a borrowing base, which as of September 30, 2010 was $9.5 
million. There were no borrowings under this credit facility at 
September 30, 2010. The credit facility includes a term loan with 
quarterly interest payments.

The Company intends to extend its existing lines of credit before 
expiration. Based on the history of relationships with its banks and 
its current financial position, the Company expects it will be able 
to successfully extend its lines of credit.

Bond Related to Litigation
In December 2006, the Company obtained the financing to post 
a bond of up to $40.0 million, which represented the potential 
bond necessary in connection with the continuing defense of a 
lawsuit arising out of a dispute regarding a supply agreement.

In April 2007, the Company reported the results of various post-
trial motions in ongoing litigation (see Note 8). As of September 
30, 2008, the letter of credit was collateralized by $23.5 million of 
restricted cash that collateralized a letter of credit posted to serve 
the bond. On February 9, 2009, the Company paid the judgment 
using $23.5 million of restricted cash, which terminated the letter 
of credit and related bond.

Convertible Debt 
In September 2005, Zoltek entered into an agreement for new 
financing; a convertible debenture package of up to $50 million 
in a private placement with a group of institutional investors. 
These financings are collateralized by the carbon fiber assets of the 
Company’s Hungarian subsidiary.

In April 2010, the Company repaid all remaining convertible debt 
with cash on hand. There was no conversion of convertible debt 
during fiscal 2010. The following tables summarize the activity 
regarding our convertible debt conversions during the fiscal year 
ended 2009.

Notes to Consolidated Financial Statements (Continued)
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	 # of Shares	co nversion	e quity
Fiscal year ended September 30, 2009	 converted	 price	 value

February 2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         		  -	 $	 3.50	 $	 -
December 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                        		  -		  12.50		  -
February 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         		  -		  13.07		  -
May 2006  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            		  -		  25.51		  -
July 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             		  16,264		  15.40		  250,466
October 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	 -		  25.51	 	 -
				    	 16,264			   $	 250,466

	 # of Shares	co nversion	P rincipal
September 30, 2009	 Outstanding	 price	 Outstanding

May 2006  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            		   70,560	 $	 25.51	 $	 1,799,986
July 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             		   19,640		  25.51 		   501,016
October 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	  76,381		  25.51 	 	  1,948,479
				    	  166,581			   $	 4,249,481

Amortization of Financing Fees and Debt Discount
Convertible debt issued in May 2006, July 2006 and October 2006 was considered to have beneficial conversion features because the 
adjusted conversion price after allocating a portion of the proceeds to the warrants issued in connection with the convertible debt was 
less than the market price of the Company’s common stock at date of issue. The beneficial conversion was recorded as a reduction in the 
carrying value of the convertible debt security and accreted to its face value over the life of the convertible security and expensed into 
the Company’s income statement. If the convertible security was converted prior to the redemption date, the unamortized balance was 
recorded in expense at the time of conversion. 

At the time of issuance of convertible debt securities with warrants, the Company recorded the fair value associated with the warrants 
using the Black-Scholes option-pricing model. This fair value discount was recorded as a reduction in the carrying value of the convertible 
debt security that was accreted to its face value over the life of the convertible security and expensed into the Company’s income 
statement. If the convertible security was converted prior to the redemption date, the unamortized debt discount associated with the 
valuation of the warrants was recorded as a reduction to additional paid-in capital at the time of conversion. 

The tables below show the impact of amortization of financing fees and debt discount on the financial results for the years ended 
September 30, 2010, 2009 and 2008 (in thousands).

	 	 Conversion
Fiscal Year Ended September 30, 2010	 Warrants	Fe atures	To tal

May 2006 Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 18 	 $	 26 	  $	 44
July 2006 Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      	 	  15 		   17 		   32
October 2006 Issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 	  54	 	  62 	 	  116
				    $	 87	 $	 105 	 	  192
          Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 				    	  97
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           	 				    $	 289

	 	 Conversion
Fiscal Year Ended September 30, 2009	 Warrants	Fe atures	To tal

May 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 1,549	 $	 2,285	 $	 3,834
July 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      		  242		  296		  538
October 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	 317	 	 364	 	 681
				    $	 2,108	 $	 2,945	 	 5,053
          Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            					     	 311
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           					     $	 5,364
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Fiscal Year Ended September 30, 2008	 Warrants	Fe atures	To tal

May 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 1,943	 $	 2,867	 $	 4,810
July 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      		  230		  280		  510
October 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	 392	 	 452	 	 844
				    $	 2,565	 $	 3,599	 	 6,164
          Deferred financing costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            					     	 518
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           					     $	 6,682
 

We have fully amortized the carrying values of unamortized debt discount and financing fees as of September 30, 2010. The carrying 
values of unamortized debt discount and financing fees as of September 30, 2009 are as follows (in thousands):

	 	 Conversion
September 30, 2009	 Warrants	Fe atures	To tal

May 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 $	 18	 $	 26	 $	 44
July 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      		  15		  17		  32
October 2006 issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	 54	 	 62	 	 116
				    $	 87	 $	 105	 	 192
          Debt acquisition cost and financing fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                					     	 97
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                           					     $	 289

EARNINGS PER SHARE
In accordance with ASC 260, the Company has evaluated its diluted income per share calculation. The Company does have outstanding 
warrants and convertible debt at September 30, 2010, 2009 and 2008 which are not included in the determination of diluted loss per 
share for the fiscal year ended September 30, 2010, 2009 and 2008 because the shares are anti-dilutive.  Had these securities been dilutive, 
an additional 0.1 million, 0.3 million and 0.7 million, respectively, would have been included in the Company’s diluted loss per share 
calculation.

The following is the diluted impact of the convertible debt and warrants on net income (loss) per share for the fiscal years ended 
September 30, 2010, 2009 and 2008 respectively (in thousands):

	 FISCAL YEAR ENDED SEPTEMBER 30,
	 2010	 2009	 2008

Numerators:
     Net (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                    	 $	 (6,339)	 $	 (4,202)	 $	 7,441
Denominators:
     Average shares outstanding – basic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 	  34,411 	 	  34,402 		   34,042
     Impact of convertible debt, warrants and stock options . . . . . . . . . . . . . . . . . . . . . . .                       	 	  - 	 	  - 	 	  130
     Average shares outstanding – diluted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 	  34,411 	 	  34,402 	 	  34,172

Basic (loss) income per share  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                              	 $	 (0.18)	 $	 (0.12)	 $	 0.22

Diluted (loss) income per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 $	 (0.18)	 $	 (0.12)	 $	 0.22
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3. INVENTORIES
Inventories consist of the following (in thousands):
	 September 30,
	 2010	 2009

Raw materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                     	 $	 6,988 	 $	 7,349
Work-in-process . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                    	 	  6,346 	 	  8,977
Finished goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                     	 	  20,976 	 	  26,758
Consigned inventory  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                	 	  3,109 	 	  4,471
Supplies and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                  	 	  583 	 	  503
          		  $	 38,002 	 $	 48,058

4. PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the following (in thousands):
	 September 30,
	 2010	 2009

Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                            	 $	 13,180 	 $	 13,275
Buildings and improvements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          	 	  64,372 	 	  66,510
Machinery and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 	  236,729 	 	  230,502
Furniture, fixtures and software . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                        	 	  7,161 	 	  6,759
Construction in progress  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             	 	  24,098 	 	  41,029
          		  $	 345,540	 $	 358,075
     Less: accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 	 (113,879)	 	  (101,165)
          		  $	 231,661	 $	 256,910

5. INCOME TAXES 
The components of income tax expense (benefit) for the fiscal years ended September 30, 2010, 2009 and 2008 are as follows  
(in thousands):
	 2010	 2009	 2008

From continuing operations, current:
     Federal  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 $	 121 	 $	 130	 $	 -
     State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                              	 	 12 	 	  - 		   107
     Non-U.S.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	  849 	 	  1,284 	 	  2,724
          		  	  982 	 	  1,414 		   2,831
From continuing operations, deferred:
     Federal  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 	  - 	 	  - 		   -
     State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                              	 	  - 	 	  (179)		   -
     Non-U.S.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	  (2,823)	 	  869 	 	  2,585
          		  	  (2,823)	 	  690 	 	  2,585
          Total continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 	 $	 (1,841)	 $	 2,104	 $	 5,416
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C
. Deferred income taxes reflect the tax impact of carryforwards and temporary differences between the amount of assets and liabilities 

for financial reporting purposes and such amounts as measured by tax laws and regulations. Cumulative carryforwards and temporary 
differences giving rise to the net deferred income tax liability at September 30 are as follows (in thousands):

	 September 30,
	 2010	 2009

Deferred tax assets:
     Accrued employee compensation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                    	 $	 116 	 $	 106
     Reserves  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                       	 	  278 	 	  581
     Other assets  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                    	 	  29 	 	  -
     Net operating loss and credit carryforwards  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 	  33,910 	 	  30,635
          		  	  34,333 	 	  31,322
Deferred tax liabilities:
     Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      	 	  (12,365)	 	  (12,291)
     Prepaid expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                 	 	  (106)	 	  (110)
     Unrealized currency losses on intercompany loan in Hungary  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              	 	  (3,537)	 	  (1,496)
     Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                 	 	  - 	 	  (715)
          		  	  (16,008)	 	  (14,612)
Total deferred taxes  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                 	 	  18,325 	 	  16,710
     Less:  valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                          	 	  (18,516)	 	  (20,138)
Net deferred tax liability . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             	 $	 (191)	 $	 (3,428)

Classification of deferred taxes:
     Current deferred tax asset (included in Other current assets) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 $	 601 	 $	 3,262
     Long-term deferred tax liability  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                     	 	  (792)	 	  (6,690)
          		  $	 (191)	 $	 (3,428)

In the consolidated balance sheets, these deferred tax assets and liabilities are classified as either current or non-current based on the 
classification of the related liability or asset for financial reporting. A deferred tax asset or liability that is not related to an asset or liability 
for financial reporting, including deferred taxes related to carryforwards, is classified according to the expected reversal date of the 
temporary differences as of the end of the year.

The provision for income taxes at September 30 differs from the amount using the statutory federal income tax rate (34%) as follows  
(in thousands):

	 2010	 2009	 2008

At statutory rate:
     Income tax (benefit) expense on (loss) income from continuing operations . . . . . . . .        	 $	 (2,781)	 $	 (713)	 $	 4,507
Increases (decreases):
     Lower effective tax rate on non-U.S. operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             	 	  1,253 	 	  1,744 		   (1,446)
     Change in valuation allowance on net operating loss . . . . . . . . . . . . . . . . . . . . . . . . .                         	 	  1,771 	 	  (4,034)		   (3,416)
     State taxes, net of federal benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                        	 	  149 	 	  (545)		   17
     Local taxes, non-U.S. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                 	 	  711 	 	  1,101 		   2,724
     Change of uncertain tax positions  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 	  (2,173)	 	  2,440 		   -
     Reflection of tax rate change – non-U.S.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 	  (340)	 	  370 		   -
     Amortization of warrant discount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 	  65 	 	  1,718 		   3,425
     Fair market value of warrants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                           	 	  (596)	 	  - 		   -
     Non-qualified stock option expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      	 	 -	 	  - 		   (567)
     Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             	 	  100 	 	  24 	 	  172
          		  $	 (1,841)	 $	 2,105	 $	 5,416

The change in valuation allowance is impacted by both the unrealized excess tax benefits on stock based compensation reflected in the net 
operating loss as well as changes in the expected realization of net operating losses.
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The consolidated income (loss) from continuing operations before income taxes by domestic and foreign sources for the years ended 
September 30, 2010, 2009 and 2008 was as follows (in thousands):

	 2010	 2009	 2008

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                             	 $	 5,760 	 $	 13,352	 $	 6,831
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                              	 	  (13,940)	 	  (15,449)	 	  6,026

     Income (loss) from continuing operations before income taxes . . . . . . . . . . . . . . . . . .                 	 $	 (8,180)	 $	 (2,097)	 $	 12,857

The Company currently has domestic net operating loss carryforwards of approximately $74.4 million available to offset future tax 
liabilities, which expire between 2020 and 2028. Included in the net operating loss carry-forwards are stock option deductions of 
approximately $19.9 million. The benefits of these tax deductions, referred to as excess tax benefits, will be credited to additional paid-in 
capital upon being realized or recognized. The Company has recorded a full valuation allowance against its deferred tax asset because it is 
more likely than not that the value of the deferred tax asset will not be realized. 

The Company currently has a foreign net operating loss carryforward of approximately $71.2 million. $21.9 million expires between 
2012 and 2014 and $49.3 million has unlimited carryforward. 

The Company estimates its contingent income tax liabilities based on its assessment of probable income tax-related exposures and the 
anticipated settlement of those exposures translating into actual future liabilities. As of September 30, 2010 and 2009, the Company’s 
accrual for these contingencies was approximately $0.8 million and $3.0 million, respectively. During fiscal 2010, income tax expense 
of $0.8 million was incurred related to the local Hungarian municipality tax. This expense was offset by the release of the $2.2 million 
reserve on the Company’s uncertain tax positions due to favorable resolution with Hungarian tax authority. An additional income tax 
benefit of $0.7 million was recorded during fiscal 2010 related to the net operating loss for the Hungarian subsidiary. Local and federal 
alternative minimum taxes in the U.S. and Mexico were $0.2 million. 

6. DEBT

Credit Facilities
U.S. Operations – The Company’s U.S. subsidiary has a credit facility with a U.S. bank, the term of which expires January 1, 2011. 
There were no borrowings as of September 30, 2010, with $10.0 million of remaining availability. No financial covenants currently apply 
to the credit facility from the U.S. bank.

Hungarian Operations – The Company’s Hungarian subsidiary has a credit facility with a Hungarian bank, which was renewed 
with the same terms in August 2010 and now expires on August 30, 2011. The revolving credit facility has a total commitment of the 
lesser of 1.9 billion HUF or a borrowing base, which as of September 30, 2010 was $9.5 million. There were no borrowings under this 
credit facility at September 30, 2010. The credit facility includes a term loan with quarterly interest payments. There are no financial 
covenants associated with this facility.

The Company intends to extend its existing lines of credit before expiration on January 1, 2011 and August 30, 2011. Based on the 
history of relationships with its banks and its current financial position, the Company expects it will be able to successfully extend its lines 
of credit.

Credit lines consist of the following (in thousands):
	 September 30,
	 2010	 2009

U.S. facility (current interest rate of 3.1% - variable with Libor) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 $	 - 	 $	 8,343
Facility with Hungarian bank (interest rate of 2.9% to 6.9%, depending on currency) . . . . . . . . . . . . . .              	 	  - 	 	  3,934

     Total credit lines . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                 	 $	 -	 $	 12,277
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. The Company’s long-term debt consists of the following (in thousands):

	 September 30,
	 2010	 2009

Note payable with interest currently at 4.1% (variable with Libor, payable in monthly  
installments of interest and principal to maturity in January 2011) . . . . . . . . . . . . . . . . . . . . . . . . . . . .                            	 $	 981 	 $	 1,083

Convertible debentures final payment due November 2009  
(interest rate of 5.58% - variable with Libor) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 	  - 	 	  1,800

Convertible debentures final payment due January 2010  
(interest rate of 5.12% - variable with Libor) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 	  - 	 	  501

Convertible debentures final payment due April 2010  
(interest rate of 4.63% - variable with Libor) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            	 	  - 	 	  1,948

     Total long-term debt including current maturities  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 	  981 	 	  5,332
     Less: Debt discount associated with conversion feature and warrants . . . . . . . . . . . . . . . . . . . . . . . . .                         	 	  - 	 	  (192)
     Less: Amounts payable within one year, net of discount of $0 and $192  . . . . . . . . . . . . . . . . . . . . . .                     	 	  (981)	 	  (4,159)

          Total long-term debt, less current maturities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 $	 - 	 $	 981
 

The aggregate annual maturities of long-term debt at September 30, 2010 are set forth below (in thousands):
	 Annual
	 Maturities

September 30, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                             	 	 981
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                                   	 $	 981
 

7. DERIVATIVE INSTRUMENTS AND FAIR VALUE MEASUREMENT
Zoltek adopted ASC 820 (“ASC 820”) on October 1, 2008.  ASC 820 defines fair value, establishes a framework for measuring fair value, 
and expands disclosures about fair value measurements.  The fair value hierarchy for disclosure of fair value measurements under ASC 820 
is as follows:

Level 1 – Valuations based on quoted prices for identical assets or liabilities in active markets that the Company has the ability to access. 

Level 2 – Valuations based on quoted prices in markets that are not active or for which all significant inputs are observable, either 
directly or indirectly. 

Level 3 – Valuations based on inputs that are unobservable and significant to the overall fair value measurement. 

The Company adopted ASC 815-40 on October 1, 2009.  In connection with the adoption, the Company determined that its 
outstanding warrants as of the adoption date, which include warrants issued in May 2006, July 2006, October 2006, and December 
2006, are not indexed to the Company’s own stock. Accordingly, these warrants should be treated as a derivative liability, which requires 
separate accounting pursuant to ASC 815-40. The fair value of the warrants was reclassified from equity to a derivative liability on 
October 1, 2009. 

The Company used a Black-Scholes pricing model to determine the fair value of the warrants. Fair values under the Black-Scholes 
model are partially based on the expected remaining life of the warrants, which is an unobservable input. Therefore, we have deemed the 
derivative liability associated with the outstanding warrants to have Level 3 inputs. If the inputs used to measure the financial assets and 
liabilities fall within more than one level described above, the categorization is based on the lowest level input that is significant to the fair 
value measurement of the instrument. 
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The fair value of the warrants is determined using the Black-Scholes option-pricing model with the following weighted average 
assumptions as of September 30, 2010: 

Outstanding Warrant Issuances	 May 2006	 July 2006	 October 2006	Dece mber 2006

Warrants issued  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 274,406 shares	 34,370 shares	 102,835 shares	 827,789 shares
Expiration of warrants . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             	 May 2011	 July 2011	 October 2011	 December 2012
Per share exercise price of warrants . . . . . . . . . . . . . . . . . . . .                   	 $28.06 	 $28.06 	 $28.06 	 $28.06
Expected remaining life of warrants . . . . . . . . . . . . . . . . . . .                   	 0.62 	 0.76 	 1.07	 2.22
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                              	 0.24%	 0.23%	 0.24%	 0.42%
Stock volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                   	 73.54%	 73.54%	 73.54%	 73.54%
Dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                   	 0.00%	 0.00%	 0.00%	 0.00%

A derivative liability of $3.1 million was established related to the warrants as of October 1, 2009. The adoption of ASC 815-40 also 
resulted in a cumulative adjustment to accumulated deficit of $12.6 million and a cumulative adjustment to additional paid-in capital 
of $15.6 million. The warrants are remeasured and adjusted to fair value at the end of each reporting period. If the warrants are not 
exercised, the derivative liability will continue to be remeasured each quarter over the remaining contractual life of the warrants. 

At September 30, 2010, the Company remeasured the outstanding warrant liability and recorded a fair value of $1.3 million. As a result 
of the remeasurement, the Company recorded a change in fair value associated with these warrants as a gain totaling $1.8 million for the 
twelve months ended September 30, 2010. 

Beginning in the quarter ended June 30, 2010, the Company determined that liability classification of its restricted shares is appropriate 
based on the recent trend of settling restricted shares in cash. The unamortized fair value of the restricted shares was reclassified from 
equity to a derivative liability on April 1, 2010. The fair value of the restricted shares is determined using the current market price for the 
shares and an estimated forfeiture rate, an unobservable input. Although the market price of the shares are based on quoted prices in an 
active market, the forfeiture rate is considered to be a significant input and therefore we have deemed the derivative liability associated 
with the restricted shares to be Level 3.

The fair value of warrants and restricted shares outstanding as of September 30, 2010 was as follows (in thousands, except  
per share amounts):

	 Fair Value Measurements at September 30, 2010
	 September 30, 2010	Le vel 1	Le vel 2	Le vel 3

Warrant – Date of Issuance
     May 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                    	 $	 34	 $	 -	 $	 -	 $	 34
     July 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                    		   7 		   - 		   - 		   7
     October 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                 		   46 		   - 		   - 		   46
     December 2006  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               		   1,222 		   - 		   - 		   1,222

Restricted Shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  206 	 	 -	 	  - 	 	  206

          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 $	 1,515	 $	 -	 $	 -	 $	 1,515
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. 	 Fair Value	S hares Issuable	To tal Fair Value

	 Per Share	U pon Exercise	 Of Instrument

Warrant – Date of Issuance
     May 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 $	 0.12		   274,406	 $	 34
     July 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 	  0.21		   34,370		   7
     October 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                	 	  0.44		   102,835		   46
     December 2006  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                              	 	  1.48		   827,789		   1,222

Restricted Shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                	 		  	  51,250	 	  206

          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                    	 		  	  1,290,650	 $	 1,515

The following is a summary of the change in fair value of the Company’s derivative financial instruments for fiscal 2010 (in thousands).
	

Warrant balance - October 1, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                               	 $	 3,061
     Change in fair value of warrants . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                               	 	  (1,753)

Warrant balance - September 30, 2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                            	 $	 1,308

Restricted share balance - October 1, 2009  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 $	 -
     Establishment of restricted share liability - April 1, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                            		   240
     Settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                               	 	  (71)
     Change in fair value of restricted shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 	  37

Restricted share balance - September 30, 2010  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                      	 $	 206

8. COMMITMENTS AND CONTINGENCIES

LEASES
We rent office facilities and equipment under various operating leases. Rent expense for all operating leases was $1.5 million, $1.5 million 
and $0.3 million for the fiscal years ended September 30, 2010, 2009 and 2008, respectively. 

The following table sets forth the future minimum lease commitments under operating leases at September 30, 2010 (in thousands): 

	 Future
	 commitments for
	 Operating Leases

September 30, 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                           	 $	 1,335
September 30, 2012 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                           		   1,194
September 30, 2013 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                           	 	  879
September 30, 2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                           	 	  868
September 30, 2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                           	 	  846
Thereafter  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                                  	 	  5,076
          Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                                                 	 $	 10,198

We rent forklifts and water treatment equipment under various capital leases. Lease expense for all capital leases for the fiscal years ended 
September 30, 2010, 2009, and 2008 was $0.1 million $0.2 million, and $0.2 million, respectively.

Notes to Consolidated Financial Statements (Continued)



33

2
0

1
0

 
A

n
n

u
a

l
 

Re


p
o

r
t

LEGAL
Legal contingencies have a high degree of uncertainty. When 
losses from contingencies become estimable and probable, 
reserves are established. The reserves reflect management’s 
estimate of the probable cost of ultimate resolution of the 
matters and are revised accordingly as facts and circumstances 
change and, ultimately, when matters are brought to closure. 
If any litigation matter is resolved unfavorably, the Company 
could incur obligations in excess of management’s estimate of 
the outcome, and such resolution could have a material adverse 
effect on the Company’s consolidated financial condition, 
results of operations or liquidity. In addition, we may incur 
additional legal costs in connection with pursuing and 
defending such actions.

In February 2005, a customer filed an action against our Zoltek 
Corporation subsidiary in the U.S. District Court for the Eastern 
District of Missouri, Eastern Division alleging that we breached 
a supply agreement relating to our carbon fiber product known 
as Panex 33. The case was tried in November 2006 and the jury 
rendered verdicts against our Zoltek Corporation subsidiary, 
which verdicts we later appealed. On February 9, 2009, the 
Company resolved the litigation by paying a judgment using 
$23.5 million of restricted cash. 

In September 2004, the Company was named a defendant in a 
civil action filed by an investment banker that was retained to 
obtain equity investors, alleging breach by the Company of the 
Company’s obligations under the agreement signed by the parties. 
In October 2008, the Company settled the case for $5.8 million 
cash which had been fully accrued as a litigation charge as of 
September 30, 2008.

The Company is exposed to various claims and legal 
proceedings arising out of the normal course of its business. 
Although there can be no assurance, in the opinion of 
management, the ultimate outcome of these other claims 
and lawsuits should not have a material adverse effect on 
the Company’s consolidated financial condition, results of 
operations or liquidity.

SOURCES OF SUPPLY
As part of its growth strategy, the Company has developed its own 
precursor acrylic fibers and all of its carbon fibers and technical 
fibers. The primary source of raw material for the precursor is 
ACN (acrylonitrile), which is a commodity product with multiple 
sources. Unscheduled shutdowns in production in Europe coupled 
with an increase in demand for ACN drove prices up more than 
100% by the end of fiscal 2010. 

Notes to Consolidated Financial Statements (Continued)

9. PROFIT SHARING PLAN
The Company maintains a 401(k) Profit Sharing Plan for the 
benefit of employees who have completed six months of service, 
worked 501 or more hours this year and attained 21 years of age. 
No contributions were made by the Company for fiscal years 
2010, 2009 and 2008.

10. STOCK COMPENSATION
EXPENSE
The Company maintains long-term incentive plans that authorize 
the Board of Directors or its Compensation Committee (the 
“Committee”) to grant key employees, officers and directors of 
the Company incentive or nonqualified stock options, stock 
appreciation rights, performance shares, restricted shares and 
performance units. The Committee determines the prices and 
terms at which awards may be granted along with the duration of 
the restriction periods and performance targets. All issuances are 
granted out of shares authorized, as the Company has no treasury 
stock. The Company has the option, in its sole discretion, to settle 
awards under its 2008 incentive plans in cash, in lieu of issuing 
shares.

For fiscal 2010, 2009 and 2008, the Company recorded into 
selling and general administrative expenses and into its corporate/
other segment $2.0 million, $3.0 million, and $2.4 million, 
respectively, for the cost of employee and director services received 
in exchange for equity instruments based on the grant-date fair 
value of those instruments in accordance with the provisions of 
ASC 718. There were no recognized tax benefits during fiscal 
2010, 2009, or 2008, as any benefit is offset by the Company’s full 
valuation allowance on its net deferred tax asset. The Company 
has not recognized the windfall tax benefit as the resulting 
deduction has not been realized via a reduction of income taxes 
payable.

Stock option awards. Outstanding employee stock options 
expire 10 years from the date of grant or upon termination of 
employment. Options granted to employees in 2007 and 2008 
vest 17% in the first year, 33% in the second year and 50% in 
the third year from date of grant. The fair value of all options 
is amortized on a straight-line basis over the vesting period. 
Annually options to purchase 7,500 shares of common stock are 
issued to each director, other than the CEO. In addition, newly 
elected directors receive options to purchase 7,500 shares of 
common stock. All options granted to directors vest immediately 
at time of grant. These options expire from 2010 through 2018. 
Director options granted before 2008 expire 10 years from date 
of grant. Director options granted in 2008 or thereafter have a 
five-year term.
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. Presented below is a summary of stock option plans activity for the fiscal years 2008 through 2010:

	 	W td. Avg.	 Options	W td. Avg.
	 Options	 Exercise Price	 Exercisable	 Exercise Price  

Balance, September 30, 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  	 	  415,587 	 $	 25.52		   220,587 	 $	 23.50

     Granted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		   52,500 		   6.31
     Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		   - 		   -
     Forfeited or expired  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      	 	  (59,750)	 	  19.99

Balance, September 30, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                  		   408,337 	 $	 23.60		   301,670 	 $	 22.64

     Granted  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		   37,500 		   8.52
     Exercised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		   - 		   -
     Forfeited or expired  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      	 	  (18,750)	 	 25.03	 	 	 	

  Balance, September 30, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  427,087	 $	 22.21	 	  410,837	 $	 22.23
 

The following table summarizes information for options currently outstanding and exercisable at September 30, 2010:

	 Options Outstanding	O ptions exercisable
	 	 wtd. avg.	 wtd. avg.		  wtd. avg.	 intrinsic
	 Number	 remaining life	e xercise price	 number	e xercise price	 value

$ 2.07-5.47  . . . . . . . . . . . . . . . . . . .                    		  39,500 		   3 years 	 $	 5.30		   39,500 	 $	 5.30	 $	 161,403
$ 8.40-8.60  . . . . . . . . . . . . . . . . . . .                    		  80,087 		   5 years 		   8.53 		   80,087 		   8.53 		   68,788
$ 13.98-24.12  . . . . . . . . . . . . . . . . .                  		  75,000 		   7 years 		   19.21 		   58,750 		   18.50 		   -
$ 26.22-29.70  . . . . . . . . . . . . . . . . .                  		  142,500 		   7 years 		   29.09 		   142,500 		   29.09 		   -
$ 31.07-36.73  . . . . . . . . . . . . . . . . .                  	 	 90,000 		   5 years 		   33.43 	 	  90,000 		   33.43 	 	  -
$ 2.07-36.73  . . . . . . . . . . . . . . . . . .                   	 	 427,087 					     	  410,837 			   $	 230,191
 

The fair value of each option grant is estimated on the date of the grant using the Black-Scholes option-pricing model with the following 
weighted average assumptions:

Assumptions	 Fiscal 2010	F iscal 2009	F iscal 2008

Expected life of option . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                   	 3.8 yrs.	 3.8 & 4 yrs.	 4 & 7.5 yrs.
Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                    	 0.4%	 0.5%	 1.8%
Volatility of stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                       	 77%	 79%	 66%
Forfeiture rate  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                         	 0%-25%	 0%-25%	 0%-30%
 

The fair value of the options granted during fiscal 2010, 2009 and 2008 was $0.2 million, $0.2 million and $5.5 million, respectively. As 
of September 30, 2010, the Company had $0.1 million of total unrecognized compensation expense related to stock option plans that 
will be recognized over fiscal 2011. Cash proceeds received from the exercise of stock options were $0.0 million, $0.0 million and $1.4 
million for fiscal 2010, 2009 and 2008, respectively.

Notes to Consolidated Financial Statements (Continued) Notes to Consolidated Financial Statements (Continued)
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Restricted stock awards. Under the Company’s equity incentive plans, employees and directors may be granted restricted stock awards 
with participation rights which are valued based upon the fair market value on the date of the grant. Restricted shares granted to directors 
in fiscal 2008, 2009, and 2010 and restricted shares granted to employees in fiscal 2008 vest 17% in the first year, 33% in the second year 
and 50% in the third year from date of grant. Restricted shares granted to employees in fiscal 2009 vest 50% in the second year, 50% in 
the third year from date of grant. The balance of restricted stock shares outstanding was 51,250 shares, 86,250 shares, and 67,500 shares 
as of September 30, 2010, 2009, and 2008, respectively. The Company has settled by payment in cash, all prior vested restricted share 
grants, including 22,499 restricted shares which vested during fiscal 2010.

In accordance with ASC 718, the Company determined its trend of settling vested restricted shares in cash resulted in a modification 
from equity to liability accounting for the remaining unvested restricted shares. The fair value of the modified liability award is measured 
each reporting date through settlement and any adjustments to increase or decrease the liability are recorded either as compensation cost 
or a charge to equity. 

The minimum remaining compensation cost to be recognized over the remaining vesting period is $0.3 million and is equal to the 
amount of unrecognized expense of the original award at grant date fair value. To the extent the fair value of unvested restricted stock at 
the end of the period exceeds the grant date fair value, any incremental expense is recognized during the period.

During the current year, the Company continued to recognize compensation cost for the original value of the award as the fair value of 
the original award is greater than the period end fair value of unvested restricted shares. The difference between the change in the fair 
value of the liability and stock compensation recognized during the year of $0.1 million was recorded to additional paid in capital.

The Company uses historical volatility for a period of time that is comparable to the expected life of the option. However, the Company 
only calculates the volatility of the Company’s stock back to November 2003, the date the Company received its first large order for 
carbon fibers, as that is when the Company considers its business to have changed from a research and development company to an 
operational company. Management believes this is a better measurement of the Company’s stock volatility.

11. BUSINESS SEGMENT AND GEOGRAPHIC INFORMATION
The Company’s strategic business units are based on product lines and have been grouped into three reportable segments: carbon fibers, 
technical fibers and corporate/other products. The carbon fibers segment manufactures commercial carbon fibers used as reinforcement 
material in composites. The technical fibers segment manufactures oxidized acrylic fibers and specialty carbon fibers used to manufacture 
aircraft brake pads and for heat/fire barrier applications. These two segments also facilitate development of product and process 
applications to increase the demand for carbon fibers and technical fibers. The carbon fibers and technical fibers segments’ production 
facilities are located geographically in the United States, Hungary and Mexico. The remaining business represented in the corporate/other 
products segment relates to water treatment and electrical services provided by the Hungarian operations and costs associated with the 
corporate headquarters. 

Management evaluates the performance of its operating segments on the basis of operating income (loss) contribution. The following 
tables present financial information on the Company’s operating segments as of and for the fiscal years ended September 30, 2010, 2009 
and 2008 (in thousands):

	 Carbon	Tec hnical	 Corporate/
Fiscal Year Ended September 30, 2010	 Fibers	F ibers	 Other	To tal

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 $	 103,390 	 $	 23,301 	 $	 1,773 	 $	 128,464
Cost of sales, excluding available unused capacity costs . . . . . . . . . . . . .              	 	  83,021 		   18,113 		   1,216 		   102,350 
Available unused capacity costs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                	 	  11,874 		   948 		   - 		   12,822 
Gross profit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               	 	  8,495 		   4,240 		   557 		   13,292 
Operating income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      	 	  312 		   3,403 		   (14,279)		   (10,564)
Depreciation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                              	 	  13,762 		   1,567 		   1,132 		   16,461 
Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         	 	  3,175 		   627 		   608 		   4,410 

Notes to Consolidated Financial Statements (Continued)
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. 	 Carbon	Tec hnical	 Corporate/

Fiscal Year Ended September 30, 2009	 Fibers	F ibers	 Other	To tal

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 $	 115,348	 $	 20,996	 $	 2,412	 $	 138,756
Cost of sales, excluding available unused capacity costs . . . . . . . . . . . . .              		  82,274		  16,411		  2,059		  100,744
Available unused capacity costs  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                		  6,404		  948		  -		  7,352
Gross profit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		  26,670		  3,637		  353		  30,660
Operating income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      		  14,186		  2,307		  (13,098)		  3,395
Depreciation  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                              		  13,490		  1,667		  1,194		  16,351
Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         		  14,983		  642		  581		  16,206

	 Carbon	Tec hnical	 Corporate/
Fiscal Year Ended September 30, 2008	 Fibers	F ibers	 Other	To tal

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 $	 156,033	 $	 25,910	 $	 3,673	 $	 185,616
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		  110,691		  20,378		  3,324		  134,393
Gross profit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		  45,342		  5,532		  349		  51,223
Operating income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                      		  33,961		  3,019		  (16,973)		  20,007
Depreciation and amortization expense . . . . . . . . . . . . . . . . . . . . . . . . .                          		  13,353		  2,030		  1,093		  16,476
Capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                         		  101,628		  2,568		  3,519		  107,715

	 Carbon	Tec hnical	 Corporate/
Total ASSETS	 Fibers	F ibers	 Other	To tal

  September 30, 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 $	  263,600 	 $	  22,655 	 $	  35,885 	 $	  322,140

  September 30, 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                        		  293,200 		   27,614 		   46,031 		   366,845 

Sales, long-lived assets, and net assets by geographic area, consist of the following as of and for each of the three fiscal years in the period 
ended September 30, 2010, 2009 and 2008 (in thousands):

	 2010	 2009	 2008
	 	Ne t Long Lived	Ne t		Ne  t Long Lived	Ne t		Ne  t Long Lived	 net
	 Net Sales a	A ssets b	A ssets	Ne t Sales a	A ssets b	A ssets	Ne t Sales a	A ssets b	A ssets

United States . . . . .      	 $	 43,762	 $	 41,536 	 $	 79,892	 $	 34,036	 $	 44,539	 $	247,569	 $	 42,205	 $	 47,617	 $	340,285
Denmark  . . . . . . . .         	 	  * 		   -   		   -   		   35,351 		   -	  	 -		   49,109 		   -		   -
Hungary . . . . . . . . .          	 	  * 		   112,034 		   132,827 		   * 		   132,880 		   53,668 		   * 	  	 158,694 		   (14,641)
Germany  . . . . . . . .         	 	  21,336 		   -   		   -   		   19,809 		   -		   -		   42,552 		   -		   -
Spain . . . . . . . . . . . .              	 	 * 		   -   		   -   		   15,178 	  	 -		   -		   * 		   -		   -
Other Europe . . . .      	 	 52,441 	  	 -   		   -   		   31,999 		   -		   -		   41,625 		   -		   -
Asia . . . . . . . . . . . . . . 	 	  9,989 		   -   	  	 -   		   2,205 		   -   		   -		   10,106 		   -		   -
Mexico  . . . . . . . . . .           	 	  * 		   78,091 		   79,979 		   * 	  	 79,491 	  	 14,228 		   * 	  	 82,583 		   21,022
Other areas  . . . . . .       	 	  936 	 	  -	 	  -	 	  178 	 	  -	 	  -	 	  19 	 	  -	 	  -
     Total  . . . . . . . . .          	 $	128,464	 $	231,661	 $	292,698	 $	138,756	 $	256,910	 $	315,465	 $	185,616	 $	288,894	 $	346,666
 
_______________________

a.	 Revenues are attributed to countries based on the delivery location of the customer.

b.	 Property and equipment net of accumulated depreciation based on country location of assets.

*	 Net sales for this country were less than 10% of total sales. Such sales were aggregated into “Other Europe,” “Asia” or “Other areas.”

Notes to Consolidated Financial Statements (Continued)
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Management of Zoltek Companies, Inc. is responsible for the 
preparation and integrity of the Company’s financial statements. 
These statements have been prepared in accordance with generally 
accepted accounting principles and in the opinion of management 
fairly present the Company’s financial position, results of 
operations, and cash flow.

The Company maintains accounting and internal control systems 
to provide reasonable assurance that assets are safeguarded against 
loss from unauthorized use or disposition and that the financial 
records are reliable for preparing financial statements. The 
selection and training of qualified personnel and the establishment 
and communication of accounting and administrative policies 
and procedures are important elements of these control systems. 
As set forth under “Item 9A. Controls and Procedures” of this 
Annual Report on Form 10-K, as amended, the Company’s Chief 
Executive Officer and Chief Financial Officer concluded that no 
material weaknesses existed as of September 30, 2010. 

The Board of Directors, through its Audit Committee consisting 
solely of non-management directors, meets periodically with 
management and the Independent Registered Public Accounting 

Firm to discuss audit and financial reporting matters. To ensure 
independence, Ernst & Young LLP has direct access to the Audit 
Committee.

The Reports of Ernst & Young LLP and Grant Thornton LLP, 
Independent Registered Public Accounting Firms, on their audits 
of the accompanying financial statements follows. This report 
states that their audits were performed in accordance with the 
Standards of the Public Company Accounting Oversight Board 
(United States). These standards include consideration of internal 
control over financial reporting controls for the purpose of 
determining the nature, timing, and extent of auditing procedures 
necessary for expressing their opinion on the financial statements.

Zsolt Rumy 
Chief Executive Officer 
November 29, 2010

Report of Management

12. Summary of Quarterly Results (Unaudited)
(Amounts in thousands, except per share data)

Fiscal year 2010	 1st Quarter	 2nd Quarter	 3rd Quarter	 4th Quarter

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 $	 28,867	 $	 26,029	 $	 42,448	 $	 31,120
Gross profit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               	  	 3,947 		   1,452 		   4,655 		   3,238
Net loss  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 	  (483)		   (4,986)		   (444)		   (426)

Basic and diluted loss per share:
     Basic loss per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                       	 $	 (0.01)	 $	 (0.15)	 $	 (0.01)	 $	 (0.01)
     Diluted loss per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                     	 $	 (0.01)	 $	 (0.15)	 $	 (0.01)	 $	 (0.01)

Fiscal year 2009	 1st Quarter	 2nd Quarter	 3rd Quarter	 4th Quarter

Net sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                                  	 $	 38,629	 $	 36,006	 $	 30,306	 $	 33,815
Gross profit  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                               		  10,264		   9,118 		   6,160 		   5,118
Net (loss) income  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                                          	  	 535 		   473 		   (1,429)		   (3,781)

Basic and diluted (loss) income per share:
     Basic (loss) income per share  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .                               	 $	 0.02	 $	 0.01	 $	 (0.04)	 $	 (0.11)
     Diluted (loss) income per share  . . . . . . . . . . . . . . . . . . . . . . . . . . . .                             	 $	 0.02	 $	 0.01	 $	 (0.04)	 $	 (0.11)

Annual earnings (loss) per share may not equal the sum of the individual quarters due to differences in the average number of shares 
outstanding during the respective periods.

Notes to Consolidated Financial Statements (Continued) / Report of Management
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 Reports of Independent Registered Public Accounting Firms

To the Board of Directors and 
Shareholders of Zoltek Companies, Inc.:
We have audited the accompanying consolidated balance sheets of 
Zoltek Companies, Inc. as of September 30, 2010 and 2009, and 
the related consolidated statements of operations, shareholder’s 
equity, and cash flows for the years then ended. These financial 
statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these financial 
statements based on our audits.

We conducted our audits in accordance with the standards of the 
Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements 
are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as 
well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present 
fairly, in all material respects, the consolidated financial position 
of Zoltek Companies, Inc. at September 30, 2010 and 2009, and 
the consolidated results of its operations and its cash flows for 
the years then ended, in conformity with U.S. generally accepted 
accounting principles. 

As discussed in Note 1 to the consolidated financial statements, 
the Company changed its method of accounting for outstanding 
warrants effective October 1, 2009. 

We also have audited, in accordance with the standards of the 
Public Company Accounting Oversight Board (United States), 
Zoltek Companies Inc.’s internal control over financial reporting 
as of September 30, 2010, based on criteria established in Internal 
Control-Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission and 
our report dated November 29, 2010 expressed an unqualified 
opinion thereon.

ERNST & YOUNG LLP 
St. Louis, Missouri 
November 29, 2010

To The Board of Directors and 
Shareholders of Zoltek Companies, Inc.
We have audited Zoltek Companies, Inc.’s internal control over 
financial reporting as of September 30, 2010, based on criteria 
established in Internal Control—Integrated Framework issued 
by the Committee of Sponsoring Organizations of the Treadway 
Commission (the COSO criteria). Zoltek Companies, Inc.’s 
management is responsible for maintaining effective internal 
control over financial reporting, and for its assessment of the 
effectiveness of internal control over financial reporting included 

in the accompanying Management’s Report on Internal Control 
Over Financial Reporting. Our responsibility is to express an 
opinion on the company’s internal control over financial reporting 
based on our audit.

We conducted our audit in accordance with the standards of the 
Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over 
financial reporting was maintained in all material respects. Our audit 
included obtaining an understanding of internal control over financial 
reporting, assessing the risk that a material weakness exists, testing and 
evaluating the design and operating effectiveness of internal control 
based on the assessed risk, and performing such other procedures as 
we considered necessary in the circumstances. We believe that our 
audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a 
process designed to provide reasonable assurance regarding the 
reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally 
accepted accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that (1) 
pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions 
of the assets of the company; (2) provide reasonable assurance 
that transactions are recorded as necessary to permit preparation 
of financial statements in accordance with generally accepted 
accounting principles, and that receipts and expenditures of the 
company are being made only in accordance with authorizations 
of management and directors of the company; and (3) provide 
reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial 
reporting may not prevent or detect misstatements. Also, 
projections of any evaluation of effectiveness to future periods are 
subject to the risk that controls may become inadequate because 
of changes in conditions, or that the degree of compliance with 
the policies or procedures may deteriorate.

In our opinion, Zoltek Companies, Inc. maintained, in all 
material respects, effective internal control over financial reporting 
as of September 30, 2010, based on the COSO criteria.

We also have audited, in accordance with the standards of the 
Public Company Accounting Oversight Board (United States), 
the consolidated balance sheet of Zoltek Companies, Inc. as of 
September 30, 2010 and 2009, and the related consolidated 
statements of operations, shareholders’ equity, and cash flows for the 
years then ended of Zoltek Companies Inc. and our report dated 
November 29, 2010 expressed an unqualified opinion thereon.

ERNST & YOUNG LLP 
St. Louis, Missouri 
November 29, 2010
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Reports of Independent Registered Public Accounting Firms (Continued)

To the Board of Directors and 
Shareholders of Zoltek Companies, Inc. 
We have audited the accompanying consolidated statements 
of operations, shareholders’ equity, and cash flows of Zoltek 
Companies, Inc. (a Missouri corporation) and its subsidiaries 
(the “Company”) for the year ended September 30, 2008. Our 
audit of the basic financial statements included the financial 
statement schedule listed in the Index appearing under item 
15(a) for the year ended September 30, 2008. These financial 
statements and financial statement schedule are the responsibility 
of the Company’s management. Our responsibility is to express an 
opinion on these financial statements and schedule based on our 
audit. 

We conducted our audit in accordance with the standards of the 
Public Company Accounting Oversight Board (United States). 
Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements 
are free of material misstatement. An audit includes examining, 

on a test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis 
for our opinion. 

In our opinion, the financial statements referred to above present 
fairly, in all material respects, the consolidated operations and their 
cash flows of Zoltek Companies, Inc. and its subsidiaries for the 
year ended September 30, 2008, in conformity with accounting 
principles generally accepted in the United States of America. Also 
in our opinion, the related financial statement schedule for the 
year ended September 30, 2008, when considered in relation to 
the basic financial statements taken as a whole, presents fairly, in 
all material respects, the information set forth therein. 

GRANT THORNTON LLP 
Chicago, Illinois 
December 1, 2008
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Quantitative and Qualitative Disclosures About Market Risk

Foreign Currency Risk
The consolidated balance sheets of the Company’s international 
subsidiaries, Zoltek Zrt. and Zoltek de Mexico, were translated 
from Hungarian Forints and Mexican Pesos to U.S. dollars, 
respectively, at the exchange rate in effect at the applicable balance 
sheet date, while its consolidated statements of operations were 
translated using the average exchange rates in effect for the periods 
presented. The related translation adjustments are reported as 
other comprehensive income (loss) within shareholders’ equity. 
Gains and losses from foreign currency transactions of Zoltek Zrt. 
are included in the results of operations in other expenses. The 
Company views as long-term its investments in Zoltek Zrt. and 
Zoltek de Mexico. Zoltek Zrt. Has a functional currency of the 
HUF. As a result, the Company is exposed to foreign currency 
risks related to this investment. The functional currency of Zoltek 
de Mexico has changed as of November 1, 2008 from the Mexican 
Peso to the U.S. dollar. The Company does not currently employ 
a foreign currency hedging strategy related to the sales from 
Hungary or Mexico. Neither Hungary nor Mexico is considered to 
be a highly inflationary or deflationary economy. 

As of September 30, 2010, the Company had a long-term loan 
to its Zoltek Zrt. subsidiary of $108 million denominated in 
U.S. dollars. The potential loss in value of the Company’s net 
foreign currency investment in Zoltek Zrt. resulting from a 
hypothetical 10% adverse change in quoted foreign currency 
exchange rate of the HUF against the U.S. dollar at September 
30, 2010 and 2009 amounted to $10.8 million and $10.8 
million, respectively. The Company does not expect repayment 
of the loan in the foreseeable future. As such, the Company 
considers this loan as a permanent investment. In addition, 
Zoltek Zrt. routinely sells its products to customers located 
primarily throughout Europe in sales transactions that are 
denominated in foreign currencies other than the HUF. Also, 
Zoltek Zrt. has debt that is denominated in foreign currencies 
other than the HUF.

As of September 30, 2010, the Company had a long-term loan 
to its Zoltek de Mexico subsidiary. There is no potential loss 
in value of the Company’s net foreign currency investment in 

Zoltek de Mexico resulting from an adverse change in quoted 
foreign currency exchange rate of the Mexican Peso against the 
U.S. dollar at September 30, 2010 because Zoltek de Mexico’s 
functional currency is the U.S. dollar. The Company does not 
expect repayment of the loan in the foreseeable future. As such, 
the Company considers this loan as a permanent investment. 

Commodity Price Risk
We are exposed to commodity price risk arising from changes 
in the market price of certain raw materials, such as ACN, and 
utilities. Due to competition and market conditions, volatile 
price increases cannot always be passed on to our customers. 
Management assesses commodity price trends on a regular basis 
and adjusts purchasing accordingly. The Company does not 
currently utilize derivative instruments to hedge purchases of 
commodities.

Interest Rate Risk
The Company is exposed to changes in interest rates primarily as 
a result of borrowing activities under its credit facility and other 
variable rate debt. As of September 30, 2010, the Company had 
borrowings of $1.0 million. At variable rates and a two-percentage 
point change in the average interest rate under these borrowings, 
it is estimated our interest expense for the twelve months ended 
September 30, 2010 would have changed by approximately $0.02 
million. In the event of an adverse change in interest rates, we 
would seek to take actions to mitigate our exposure to interest rate 
risk. Further, no consideration has been given to the effects of the 
change in the level of overall economic activity that could exist in 
such an environment. The nature and amount of the Company’s 
debt may vary as a result of future business requirements, market 
conditions and other factors. The extent of the Company’s interest 
rate risk is not quantifiable or predictable because of the variability 
of future interest rates and business financing requirements. The 
Company does not believe such risk is material because of the 
company’s relatively low debt and because a significant amount 
of the Company’s current debt is at fixed rates. At September 
30, 2010, the Company did not have any interest rate swap 
agreements outstanding.

This report and the material incorporated by reference or referred to herein contain forward-looking statements, which are inherently subject to risks and uncertainties.  Cautionary statements 
should be read as being applicable to all forward-looking statements wherever they appear herein or in the documents incorporated by reference or referred to herein.  You are cautioned 
that any such forward-looking statements are not guarantees of future performance and involve risks and uncertainties, and actual results may differ materially from those projected in the 
forward-looking statements as a result of various factors.  The factors that might cause such differences include, among others, out ability to:  (1) successfully adapt to recessionary conditions 
in the global economy and substantial volatility in order rates from our wind energy customers; (2) penetrate existing, identified and emerging markets, including entering into new supply 
agreements with large volume customers; (3) continue to improve efficiency at our manufacturing facilities on a timely and cost-effective basis to meet current order levels of carbon fibers; 
(4) successfully add new planned capacity for the production of carbon fiber and precursor raw materials and meet our obligations under long-term supply agreements; (5) operate profitably; 
(6) increase or maintain our borrowing at acceptable costs; (7) manage changes in customers’ forecasted requirements for our products; (8) continue investing in application and market 
development in a range of industries; (9) manufacture low-cost carbon fibers and profitably market them despite fluctuations in raw material and energy costs; (10) successfully operate our 
Mexican facility to produce acrylic fiber precursor and carbon fibers; (11) successfully continue operations at our Hungarian facility if natural gas supply disruptions occur; (12) successfully 
prosecute patent litigation; (13) successfully facilitate adoption of our carbon fibers by the auto industry for use in high-volume applications; and (14) manage the risks identified under “Risk 
Factors” in our filings with the SEC, as well as other factors discussed herein.
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Directors, Executive officers & managers Of Zoltek Companies, Inc.

BOARD OF DIRECTORS
Linn H. Bealke (66)

Retired Vice Chairman
Southwest Bank of St. Louis

Charles A. Dill (71)
General Partner
Two Rivers Associates, LLC

George E. Husman (65)
Chief Technology Officer 
Zoltek Corporation

Michael D. Latta (69)
Chairman, Universe Corporation 
Chairman, Res Q Tek, Inc.

Pedro Reynoso (66)
President & CEO
Planfin, S.A. de C.V. 

Zsolt Rumy (68)
Chairman, CEO and President 
Zoltek Companies, Inc.

AUDIT COMMITTEE
Linn H. Bealke

Charles A. Dill

Michael D. Latta

Pedro Reynoso

COMPENSATION COMMITTEE
Charles A. Dill

Michael D. Latta

EXECUTIVE OFFICERS
Zsolt Rumy (68)

Chairman, CEO and President

George E. Husman (65)
Chief Technology Officer

Andrew W. Whipple (47)
Chief Financial Officer

Key Management
Zsolt Rumy (68)

President-Zoltek Carbon Fibers

George Husman (65)
Chief Technology Officer

Andrew Whipple (47)
Chief Financial Officer

Cayse Thomas (32)
Assistant to President and Investor Relations

David Purcell (35)
VP – Business Development & Marketing

Philip Schell (54)
VP – Sales & Marketing

Peter Kiss (67)
VP – Engineering

Mike Westcott (52)
VP – Quality

Sandor Horvath (57)
GM – Zoltek Zrt.

Ignacio Nuno (45)
GM – Zoltek de Mexico

Ricardo Sisnett (63)
GM – Global Precursor Technology 
Zoltek de Mexico

Bill Regan (55)
GM – Entec Composite Machines

CORPORATE 
EXECUTIVE OFFICES
Zoltek Companies, Inc.
3101 McKelvey Rd., St. Louis, MO 63044
(314) 291-5110 Ph
(314) 291-8536 Fax
www.zoltek.com

MANUFACTURING FACILITIES
11 Research Park Dr., St. Charles, MO 63304
(636) 926-9999 Ph
(636) 926-9998 Fax

1221 Fulwiler Rd., Abilene, TX 79603
(325) 793-9669 Ph
(325) 793-9431 Fax

3653 S. 500 W., Salt Lake City, UT 84115
(801) 261-3082 Ph
(801) 261-3083 Fax

Nyergesujfalu, H-2537, Hungary
011-36-33-536-000 Ph
011-36-33-536-150 Fax

Km. 3 Carretera A El Salto
El Salto, Jalisco 45680 Mexico
011-52-33-3284-3333 Ph
011-52-33-3688-3503 Fax

US SaleS OFFICES
3101 McKelvey Rd., St. Louis, MO 63044
(314) 291-5110 Ph
sales@zoltek.com

EUROPEAN SALES OFFICES
Zoltek Zrt.
Nyergesujfalu, H-2537, Hungary
011-36-33-536-021 Ph
europe-sales@zoltek.com

ASIAN SALES OFFICES
532 Shen Xu Rd., Ya Ger International Conf. Ctr.
Suzhou, China 1611
011-15-19-5675602 Ph
china-sales@zoltek.com

G-12 Ground Flr., Metro House, Mangaldas Rd.
Pune, India 411001
011-91-20-40077324 Ph
india-sales@zoltek.com

Room 905, 101 dong, Yesung Utopia, 186-7 Guro-gu
Seoul, Korea 152-848
011-82-2-785-0435 Ph
korea-sales@zoltek.com

OTHER SALES OFFICES
Zoltek/Entec Composite Machines
2975 S. 300 W., Salt Lake City, UT 84115
(801) 486-8721 Ph
sales@entec.com

Zoltek Prepreg
3653 S. 500 W., Salt Lake City, UT 84115
(801) 261-3082 Ph
sales@zoltek.com

FORM 10-K
Shareholders may obtain a copy of the Form 
10-K filed annually with the Securities and 
Exchange Commission by accessing the 
Company’s website or directing a request to Jill 
Schmidt, Assistant Corporate Secretary, at the 
Company’s executive offices, 3101 McKelvey 
Road, St. Louis, Missouri 63044; 
(314) 291-5110

REGISTRAR and 
TRANSFER AGENT
For inquiries about stock transfers or address 
changes, shareholders may contact:

Computershare Shareholder Services 
PO Box 43078 
Providence, RI  02940-3078 
(800) 884-4225 
www-us.computershare.com

Independent 
Accountants
Ernst & Young LLP

St. Louis, Missouri

Legal Counsel
Thompson Coburn LLP

St. Louis, Missouri
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