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Devro is one of the world’s leading producers of manufactured casings for
the food industry, supplying a wide range of products and technical support
to manufacturers of sausages, salami, hams and other cooked meats.

The group’s main focus is edible collagen-based products. These are a
key component of our customers’ product offerings and have been steadily

replacing gut casings in markets around the world.

Devro manufactures a broad range of collagen casings at production

plants in Scotland, Australia, the Czech Republic and the US, supported
by technical development facilities in each country. In addition, it services
world markets from strategically located commercial offices and through
an extensive network of distributors and agents.

Global Sales Teritories

AMERICAS
£33.6m revenue
377 empioyees

@ Sandy Run,

South Carolina, US
Manufacturing
Technical development
Sales
377 employees

EUROPE

£107.3m revenue
1,558 employees
@ Moodiesburn @ Bellshill

Scotland, UK
Head office
Manufacturing
Technical development
Sales
476 employees

O Hamburg, Germany

Sales
28 employees

@ Jilemnice @ Korenov @ Slavkov

Czech Republic
Manufacturing
Technical development
Sales
1,054 employees

ASIA/PACIFIC
£42.2m revenue
263 employees

@ Tokyo, Japan
Sales
6 employees

© Hong Kong, China
Sales
5 employees

@ Bathurst, New South Wales,
Australia
Manufacturing
Technical development
Sales
246 employees

® Auckland, New Zealand
Sales
6 employees



Financial Highlights

Earnings per share (p)
before exceptional items®

Group revenue* (Em)

8.7 B.1 8.2 1831
1525 1528 1963
6.4
2005 2006 2007 2008 2005 2006 2007 2008
Operating profit (Em) Operating profit margin (%o}
before exceptional items” before exceptional items*
21.6 14.6
19.7 20.6 129

.2 1.3 1.2

2005 2006 2007 2008 2005 2006 2007 2008
2008 2007
Dividends per share 4.45p 4 A5p
Operating profit before exceptional items £20.6m £17.7m
- margin 11.2% 11.3%
Exceptional items £(3.5m £0.7m
Profit hefore tax £15.3m £16.2m
Cash generated from operations £31.3m £23.4m
Capital expenditure £12.7m £11.1m
Net debt £24.0m £27.3m
Gearing 21.5% 28.7%

“on a continuing operations basis
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Providing what our customers want

Collagen is one of the most common forms of animal protein.
It is transformed into edible casings by highly sophisticated
biochemical processing technologies which are constantly
being developed and improved. The Devro group is one of

the most advanced exponents of these technologies.

Natural material must be broken down and
reconstituted as a gel with consistent and
predictable traits. Devro is a leader in this
complex biotechnology.

RAW MATERIAL

In a sophisticated process the gel is extruded
o form a tubular casing which must be
strong enough for the sausage manufacturer
- but tender enough for the final consumer.

EXTRUSION

Sausages can be cooked in many ways, from
steaming to deep fat frying - and the casing
must be able to handle stress and
temperature changes without bursting.

PRODUCT

Devro customers range from large food
processors requiring casings for uitra high-
speed machines to focal specialists making
handcrafted products. Versatility is key.

CUSTOMERS

We all demand that our food looks as good
as it tastes. Even at this stage in the cycle,

the casing remains critical to the sausage’s
appearance, taste and ‘bite’.

CONSUMER
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Qur Main Brands

We have four key brands — Coria, Cutisin,
Devre and Edicol. Coria is particulary
suited to the beefstick and retail sausage
markets in North America, but also has

a significant use in Bratwurst in Germany
and ticher-style sausages in Australia
and the UK, Cutisin casings are rmainly for
processed sausage applications, which
are most commonly found in Central and
Eastern Europe. The Devro brand is
particularly suited for fresh sausage
applications, making it ideal for the British
and Australian markets. Devro also offers
porcine collagen casings for both fresh
and processed sausage applications.
Sales of edible collagen film, which is
used to wrap larger meat products, are
made under the Edicol brand.



Broad product range

Product

Fresh Sausage

Small Calibre

Smoked Sausage

Bratwurst

Beefstick

Dried Sausage

Larger Diameter
Smoked Sausage

Description

Typically breakiast or
dinner sausage

Wiener, frankfurter

Processed sausage
eaten in summer

Snack product

A wide category,
including Mini-Salami,
Landjaeger, Chorizo
and Lap Cheong

A wide category of
principally pork
sausage

Key Markets

Austraiia, Canada,
New Zealand, UK, US

Continental Europe,
Japan, China

Central Europe,
particularty Germany

US, Japan, Australia

Continental Eurcpe,
Asia, US

Central and Eastern
Europe, US

Market Factors

Customer productivity,
sausage manufacturing
sophistication, retall
outlet concentration

Tradition, colour,
appearance, Kiosk
outlets

White colour, customer
productivity, barbecue
5€ason

Snack product growth,
price, geographic
expansion

Traciion, taste, texdure,
appearance

Price, productivity,
tradition

03
Key Product Features
Praduction speed o
capability, size cortrol, =
cooking performance, 2
tender bite g

Processing consistency,
finished sausage
appearance, bite

High processing
temperatures, range of
sizes and lengths,

griling capataility

High strength,
consistent narrow
calibre, precolouring,
‘snap’ bite

Colour developrment,
wide range of sizes and
lengths, controlled
drying rate

Appearance, bite,
colour
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Chairman’s statement

The progress reported in my statement a year ago has continued throughout
2008. Results have improved across the group, with operating profit before
exceptional items increasing by 16% compared to 2007. Operationally, 2008
finished well, which, together with significant movements in certain key
currencies, meant that operating results were ahead of our expectations.

Despite a full programme of capital
expenditure in the year, strong cash flows
enabled us to reduce net debt from £27.3
rrilion last year to £24.0 milion. The balance
shest is strong and our existing financial
resources give us the capacity to continue
to grow the business,

Financial highlights

Reported revenue for 2008 was £183.1
rillion (2007: £156.3 milion}, representing
an increase of 17% over 2007.Cna
constant currency basis, sales revenue
wouid have been up 6% to £165.9 million,

Operating profit before exceptional items
was £20.6 milion compared with £17.7
miion in 2007. 2007 operating profit has
been re-stated to reflect a change in the
accounting treatment of net pension finance
incorne. This has been moved 1o financing,
resulting in a reduction of £0.6 million in
operating profit in both 2007 and 2008.

Profit before tax and exceptional items rase
21% to £18.8 milion {2067: £15.8 million),
Pre-tax profit after exceptional items was
£15.3 million in 2008 against £16.2 milion
in 2007.

Basic earnings per share before exceptional
itemns rose from B.4p for continuing
operations in 2007 to 8.2p in 2008.

In the interim report, we indicated a
re-organisation of our manufacturing facilities
in the Czech Republic, and reported an
exceptional non-gash impairment charge
related to that of £3.1 miliion. We also noted
that, during the second hatf, a further £0.6
million would be provided to cover the cost
of redundancy and transfer of assets,
bringing the total exceptional cost for the
closure of Korenov to £3.7 million.
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These actions will beneftt the company
and, along with additional investrment in
replacernent iines this year, will generate
annual savings of around £2.0 million from
2010.

There was also exceptional incorme of £0.2
million, being further reveriue from the 2005
sale of land at Mocdiesburn. Operating profit
after exceptional tems was £17.1 million
(2007; £18.3 million).

The net impact of cumrency movements

was favourable to the group, largely due to
the relative weakness of stering during the
second half of 2008. The net benefit to the
group’s operating profit of these currency
mavements during the year was £2.4 million,

Net debt reduced to £24.0 million
(2007 £27.3 million),

Operational highfights

Sales volumes of collagen casings rose by
2.4% overall, with particutarly good growth
in edible collagen volumes, offset by some
reductions in non-edible collagen volumes,

Distributed product revenues grew by 18%
to £21.5 million, much of this as a result of
the relative strength of the euro, the curency
in which most distributed products are sold.
Revenue from the sale of other products,
including coliagen fim, collagen get,
biomedical collagen and plastics, increased
by 29% in 2008, with growth in each of
these product groups.

In our operational review in January 2008,
we stressed that pricing was to be given
precedence over volume and market share,
and we are now able to report that we
achieved average price increases of 3.2%
overall during the year on a constant
currency basis, whilst also increasing sales
volurmes.

Eurcpe and Africa

Sales volume growth in edible collagen
casing was mast evident in the developing
markets of Eastern Europe, where volumes
rose by 15%, but was also significant in
South Africa and Kenya. UK sales continued
to recover well, ending the year more than
2% ahead of 2007 levels, due in part to new
and improved products developed in our
Scottish operation. Thers were recuced
sales volumes into the more mature markets
of Western Europe and Scandinavia.

We are currently investing appraximately
£5.0 million in new lines in Jilemnice in

the Czech Republic, which will become
operational in the third quarter of 2008.

As reported in our interim statement, the
Board took the decision to regrganise
Cutisin manufacturing facilities, by adding
new lines and closing the old manutacturing
facility at Korenov with effect from the
sumimer of 2009, This plant has been kept
rurning for several years to provide
additional capacity for the business, but has
become increasingly expensive in terms of
manufacturing costs, energy efficiency and
mairtenance. These changes wil generate
full-year savings of £2.0 milion from 2010
for the same output, with enhanced product
quality and significantly reduced carbon
dioxide emissions and water usage.

Thera was a write-down of £0.8 rmilion of a
test facility in Jilemnice (purchased in 1989)
which is no longer operational, saving an
on-geing depreciation cost of £0.1 milion
per vear. This was not treated as an
exceptional itern,

The manufacturing performance at our
Scottish operation improved as 2008
progressed, with higher profitability refative
to 2007 despite substantially increased
energy costs. Overall, nowever, there is stil
much work to do in Scotland, particularly as
regards sales pricing, before adequate levels
of profitabllity are achieved.



Americas

Excluding the impact of the switch of a
major customer from our casings to our
collagen gel in late 2007, sales volumes in
the US were 7% ahead of 2007, while sales
to the ermerging Latin American markets
showed excellent growth, up by 24% year-
on-year. The impact of conversion from gut
1o coltagen casings has had a particuiarty
favourable impact on Latin American sales.
Devro continued to consolidate its position
as the leading supplier of collagen gel for
co-extrusion, with increased sales year-on-
year. The rate of growth of gel sales slowed
during the second half of 2008 and demand
is expected to be fiat in 2000,

In US dollar terms, sales revenues in the
Americas as a whole were aimost 6% ahead
of 2007 (17% in sterling terms}),

Asia/Pacific

Sales growth in Asia/Pacific remained
strong in 2008. While this was most evident
in China, we also achieved growth in the
established Japanese market, the
Philippines and other South East Asian
countries. The growth in the Chinese market
is atiributabile to the increasing popularity of
Western-style sausage. Seliing prices in
China remain below average, but these are
being increased at a faster rate than
elsewhere. More modest gains in sales
volumes were also achigved in the mature
markets of Australia and New Zealand.

Sales revenues in the Asia/Pacific region as
a whole rose by 21% as compared to 2007,

The additional manufacturing capacity in
Australia, installed in late 2007, is perforrming
at higher levels of efficiency than we had
anticipated in our original plans, giving better
manufacturing costs.

Inpt prices

The overall cost of raw materials in 2008
was broadly similar to that of 2007, atthougn
there is an expectation that hide prices will
increase in 2009. The cument downtum in
the automobile, furniture and aerospace
industries is having a significant impact on
the avaiability of cattle hides, our prime
source of raw collagen. Management is
actively involved in idertifying new sources
of hides, to ensure a sustainable supply of
this vital raw rmaterial,

Energy costs increased sigrificantty in 2008,
having an adverse effect on operating profit
of £1.5 milion as compared to 2007,
Afthough global energy costs have fallen

in recent months, utiity costs in 2009 will
remain at higher levels for approximately the
first half of the year, because of the timing
of some fixed-price supply contracts.

Dividend

The Board is propesing a final dividend of
3.025 pence (2007: 3.025 pence) bringing
the total for the year to 4.45 pence (2007:
4.45 pence). The finaf dividend wil be paid
on 15 May 2009 to shareholdars on the
register as of 17 Apri 2009,

Pat Barratt OBE

We previously indicated our intention to
increase the level of dividend cover by
growing earnings while maintaining dividend
levels.

Board changes

As previously announced, John Neilson,
our Finance Director since 1993, retired on
1 May 2008, and was succeeded on the
same date by Peter Williams, The company
therefore enters 2009 with a substantiaily
reconstituted Board, with the two executive
directors having been appointed in the past
two years, and two non-executives having
joined the Board since the start of 2005.

Last year, I announced my intention to step
down as Chairman at the forthcoming
Annual General Mesting, once a successor
had been identified. | am pleased to say that
the recruitment process is well advanced.

Outlook

These are interesting times. The broader
economic environment is setting
unprecedented challenges for all businesses.

However, with over 80% of revenues
coming from overseas, Devro's global base
and market-leading position give it a solid
patform for further progress, There is also
scope to continue the improverment recently
seen in the Scottish business. Our ongoing
commitrment to increased capital investment
underfines managerment confidence in the
prospects for the business in 2009 and
beyond.

The thanks of the entire Board of Directars
go to everyone employed in the organisation
worldwide for their efforts over the past
successiul year for Devro.

Devro plc Annual Report & Accounts 2008
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Business review

This review comprises:

¢ Description of the business

« Group business abjectives and long-term strategy

¢ Key performance indicators

» Operating and financial review
* Principal risks and uncertainties

* Resources
e Relationships

Description of the business

Devro pic {("Dewro"), a public limited
company registered in Scotland, is the
world's leading provider of collagen
products for the food industry. Collagen is
one of the most common forms of pratein,
which is transformed into strong but
flexible edible casings and other related
products by highly sophisticated
biochemical processing technologies.

Devro has manufacturing facilities in
Scotland, the Gzech Republic, the US
and Australia and has a broad range of
collagen technologies with the Devro,
Corla and Cutisin brands. This global

coverage and comprehensive technical
know-how means the business is wei
placed to meet the demands of markets
and customers around the world and to
supply edible collagen casings for any
sausage application warldwide.

In aadition to our manufacturing facilities,
Devro also has strategically based
comrmercial offices in five other countries
and an extensive network of distributors
and agents. Our management structure
has established Regional Business
Directors, who have responsibiity for
day-to-day sales and operations at their

businesses and locat proftt accountability.
Strategy, financial policy and business
developrment are directed centrally.

Details of our manufacturing and
commercial operations are shown
on the inside front cover of this report.

Devro also manufactures and markets
collagen film, collagen gel, plastic casings
and purified collagen raw materiais for
medical use and, in addition, the group
distributes a number of products,
principally cellulose, fibrous and plastic
casings.

Group business objectives and long-term strategy

Using proprigtary technology, Devro
designs, develops, manufactures and
markets fims and gels for use as meat
casings and wrappings by meat
processars worldwide.

The key objective for the company is to
rmaintain our position as the supplier of
choice for coiiagen casings to the
international food industry.
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The principal strategies contributing to the
achieverment of these objectives are:

+ Building on our industry-leading
position through proactive developrnent
of market opportunities, provision of
high quality customer saervice and
supply of high performance products.

* Maintaining steady sales growth by
focusing on new product development,
the conversion of gut applications to
collagen, and geographic expansion,
particularly in emerging markets.

»  Continuing to invest in our technology
to enable us to provide customers with
superior products as efficiently as
possible.



Key Performance Indicators

We monitor our performance against our strategic
objectives by means of key performance indicators
(“KPIs”). The most important of these KPIs at a
group fevel focus on the following areas:

Profitability
2008  2007*
Adjusted earnings
per share 8.2p 6.4p

The group seeks to increase long-term
value for its sharehclders. The key
measure of short-term financial
performance is earnings per share before
exceptional items (“Adjusted EPS").
Adjusted EPS is calculated based on the
profit attributable to equity shareholders
fadjusted to exclude exceptional items)
divided by the weighted average number
of ordinary shares in issue during the
relevant period.

Margin
2008 2007
Operating profit before
exceptional items 11.2% 11.3%

While the group aims to take a long-term
perspective on shareholder value, it also
manitars the financial perfarmance of
each of its businesses in the shorter
term. The KPI used in this monitoring
process is the operating margin
percentage. This is calculated for the
group as a whole by dividing operating
profit before exceptional items by

total revenue, This measure is used

to evaluate the performance of each
business, including sales price,
manufacturing efficiency and overhead
and operating cost control.

Commercial
2008 2007

Revenue growth 17.2% 2.3%

A key element underpinning the group’s
strategy is to deliver growth in sales
revenue.

Devro sells to markets around the world
frorn strategically located commercial
operations and through an extensive
network of distributors and agents.

Revenue is monitored on the basis of
both business and geographical
segments as follows:

Business Geographical
» Collagen casings » Europe
« Distributed products « Americas
» Other products » Asia/Pacific
Debt

2008 2007
Gearing ratio 21.5% 28.7%

The principal measure used to monitor
the strength of the group’s balance sheet
is the gearing ratio, which expresses the
group’s net debt as a percentage of its
net assets, as disclosed in note 23 to the
financial statements.

Return on Capital Employed (ROCE)

2008 2007
Operating profit before
exceptional items/
Average net assets  20.0% 21.0%

Return on capital is ¢calculated by
dividing operating profit before
exceptional items by the average

value of net assets employed. It is a key
indicator of how the company is making
use of its available capital, and is a good
reflection of the performance of the
company in terms of both earnings

and cash flow.

Health and safety

2008 2007
Number of injuries per
miltion hours worked 6.3 49

Health and Safety matters are
discussed further on pages 14 and

15 of this Annual Report, Safety
performance is measured in various
ways at a local level. At group level, it is
measured by the lost working day injury
rate, which Is calculated as the number
of injuries per miliion hours worked.

*The data above for 2007 relates to the
continuing business only.

Devro plc Annual Report & Accounts 2008
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Operating and Financial Review

2008 has been a very positive year for
Dewvro, with a 16.4% improvement in
adjusted operating profit {operating profit
for continuing operations before exceptional
items) to £20.6 million (2007: £17.7 million},
and a 21.4% improvement including the
discontinued BioFim operation in the 2007
results. Net debt has been reduced by
12.0%, to just under £24.0 million.

Sales

For 2008, we projected that sales volume
growth would be in line with the market,
and this is exactly what was achieved, with
a 2.4% increase in the volume of collagen
casings sold, with stronger growth in edible
colagen. The increased salss volumes were
achieved from a combination of improved
inventory management and enhanced
productivity from existing facilities, as we
continue to effectively manage our operating
capital.

Reported sales increased by 17.2% to
£183.1 million {2007: £156.3 millon} on a
like for likke basis. Of this, 11.0% related to
forefgr: currancy moverments, and in
particular the fall of the pound against most
other cumencies in the second half of the
year had a positive impact on reported
revenues. Currency also had a significant
impact on group earnings, with an overall
positive impact of £2.4 million in the year,
rmost of this arising in the last quarter.

At the half vear, the impact was £0.3 million
negative. The fall in stering gave rise fo
gains on the translation of overseas profits,
and there were transactional gains related
to sales Into Asia denaminated in US dollars
and Yen, along with gains on sales in Europe
denominated in euros. Gains on transactions
would have been higher but for operational
hedges in place. The group doas not hedge
translation exposure.

Pricing

in the Operational Review in January 2008,
we committed o achigving better sales
prices, and indicated that this would take
precedence over both volume and market
share. For the full year, we increased
volurmes and maintained market share,
while cormparable prices in alt product
groups increased by 3.2%. On a constant
currency basis, price increases accounted
for a £5.0 miillion increase in revenues year-
on-year.
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Sales temritories

UK & Eire: 2008 saw a recovery in the
volumes and value of collagen-cased
sausages sold by retallers. Devro's sales
volumes increased in the UK & Eire and
overall prices held constant, with increases
later in the year offsetting the effects of
further consolidation among key customers
in the first half of the year. This strong
performance in the market was helped by
Devra's patent-protected porcine casing,
which is gaining increasing approval
among retail buyers.

Eastern Europe, Russia and Ukraine
cortinued to generate growth during 2008,
with volumes of our Cutisin Fine casings
increasing across all these markets, and
sales prices rising. Volumes in Scandinavia
and Western Europe have declined, partly
due to product specification and
performarnce issues.

Latin Arnerican volumes and prices
increased significantty, and in the USA, trade
in both casings and gel was maintained or
increased with all Dewro's key accounts.

There was encouraging volume growth in
Japan, where at the same time we achieved
our first price increases for over 15 years.

Asia as a whole grew strongly, with volumes
in China rising, whilst prices were raised by
maore than in ather regions in order to
reduce a historic disparity. Across other
Agian markets, such as Korea, Thailand
and the Philppines, a strong volume
increase reflacted keen interest in both

the Devro and Cutisin brands, particularly
as prices alsc strengthened.

Australia and New Zealand are mature
and well-established markets, so it was
encouraging to see steady growth in
both countries, encouraged by the
comprehiensive and knowledgeable
technical support that Devio has
developed there over many years.

Target markets

Two markets had been identified for
particular attention in 2008. In Russia, Devro
has established its own representative office
managed by a direct employee of the group.
This strengthened local presence has led to
mech closer relations with Devro's key
distributors, which is proving to be

particularly valuable as the economic climate
in Russia becomes more challenging. In
China, Dewro has successfully developed
much closer relations with key customers,
reflected in regular technical support visits
and more shared forward planning of
product requirements and svailabifity.

Gut conversion

An important feature of the sales growth
in most markets in 2008 was the rate of
conversion by customers using gut casing
to Devro's colfagen casing. It is estimated
that new business equivalent to 4.0% of
Denro's 2008 sales volumes was transferred
from gut, in markets ranging from leading
UK retail outlets to cost-conscious
manufacturers in Latin America and new
capacity in Asia.

Margins

Operating margin held firm at 11.2% for the
year, compared to 11.3% for 2007, A write-
down of fixed assets in a Cutisin plant of
£0.6 million, refating to a test line which is no
fonger operational, had an adverse impact of
0.3% on marging in 2008, while currency
movements were approximately 0.3%
favourable.

Manufacturing

Manufacturing operations, through
congistency, productivity and efficiency,
made a substantial contribution to the
improved prefitability of the business, Close
attention to managing the quality of raw
materials at all sites ensured that there were
fewer interruptions in production and lower
tevels of inventory destructions and wastage.

As an indication of the progress in

our operations, the volume of product
manufactured from the same facilities
increased by 2.5% compared to 2007,

due to vield and productivity improvements.
Physical stock levels have been reduced by
6.2%, whilst the number of active product
lines has been cut back by 4.1%, both
without adverse impact on customers

or sales.

Costs

Input costs proved a real challenge in 2008.
The commodities boom saw us starting the
year with genuine concerns about the cost
and availability of glycerine. The price of
glycerine peaked in the first quarter, but has
since returned to more nomnal levels, only to



be followed by the widely-publicised
increases in gas, diesel and electricity prices.
Due to the nature of utilfity supply contracts,
these costs will continue at late 2008 levels
during the first haif of 2009, even though
reported prices have fallen steeply. The
current economic downturn has brought

the automobile, furniture and aerospace
industries almost to a standstil. This has
significanity reduced the demand for feather
and therefore split hides, and curtailed the
availability of raw collagen to unprecedented
low levels. Managing the supply of hides is

a major challenge for Devre and the colfagen
industry, and we anticipate cost increases in
this prime raw material.

Undertying labour costs have risen during
the year in line with inflation. There was an
increase in profit-related rermuneration as a
result of the strong performance of the
group.

Exceptional tems

In our interim report we reported exceptional
items amounting to £2.9 milllon, being the
impairment of an asset in our Czech
operations, less an amount received in the
UK for sale of land. We also noted that a
further £0.6 million woulkd be taken as an
exceptional charge in the second haff,

being the redundancy and transfer costs
associated with the closure of the Korenov
plant for which the half year impairment was
taken. Total exceptional items for the year
therefore amounted to a charge of £3.5
million before tax.

Capital investment

Capital expenditure in the year was

£12.7 million. Capital expenditure projects

included:

» investments for ennanced product
Guality in the UK;

*  compliance with EU Food Hygiene
regulations and increased waste water
treatment capacity in the Czech
Republic;

* some very innovative manufacturing
developmerts in Australia; and

» general facility improvements in the US.

Health and safety

Our Health and Safety performance during
the year was not as good as we have come
to expect. We were disappointed that in
2008 we had an increased incidence of
Lost Working Day Injuries. This increase is
despite the efforts all around the group to

make Dewvro a world teader in providing a
safe working environment for all our

employees.

Financing

Net debt has been reduced from £27.3
million at the start of the year to just under
£24.0 million at 31 December 2008,
reflecting the positive cash flow in the year.
This gives a gearing ratio of 21.5% (2007
28.7%), while net debt to EBITDA, a widely
used solvency measure, is below 1. We
believe that Devro is well financed, and
has sufficient liquidity to fund the capital
additions required to continue to grow the
busiress. Management has a palicy of
distributing debt between the various
currencies in which it operates; therefore
the net debt figure may fluctuate based
on exchange rate movements.

Net interest cost for the year was

£2.4 million (2007: £2.7 million), All of this
reduction occured in the second half as a
result of lower debt and the significant fall
in interest rates towards the year-end. If
interest rates continue at their current level,
net interast cost will be significantly lower in
2008,

Devro has committed borrowing facifties

of £561.0 million that fall due for renewal in
January 2012. At 31 December 2008, the
group was operating comiortably within the
covenants relating to these facilties.

The group places impaortance on Retumn
on Capital Employed (ROCE) as a Key
Performance Indicator (KPI). ROCE is
calculated as operating profit over average
net assets, and is a2 measure of how much
profit is generated for a given amaount of
capital used. We believe that optimising
ROCE is an important factor in achieving
above average shareholder retumns. ROQCE
for 2008 was 20.0% compared to 21.0%
for 2007. This reduction reflects the fact
that currency movernents caused a larger
increase in net assets than in operating
profit.

Tax

The group had an effective tax rate, before
exceptional ttems, of 29.4% for 2008, (2007:
33.7%, for the continuing business).

2008 benefited from a release of prior year
provisions, amounting to £2.0 million, which
has been treated as an exceptional tax
credit.

Pensions

The group operates a number of defined
benefit pension schemes around the world,
All of these are closed to new participants,
but the liabilites related to existing schemes
are considerable. During the year, the value of
the assets in these schemes fell significantty
along with wordwide eguity and bond
markets. Offsetting this, the value of liabilities
has decreased because discount rates have
nsen. The net impact of this is an increase in
the accounting deficit of the schernes, which
at 31 December 2008 amounted to £25.8
milion (2007: £7.4 milicn). it is likely that
further additional contributions will be made
to these schemes during 2009 to reduce this
deficit. At the same time, management will
continue to seek ways of contraliing the
iabilities invotved.

In previous years, the financing charge on
pension plan liabiities and anticipated retumn
on pansion plan assets were treated as part
of operating income. We no longer believe
that this treatrment gives the reader of our
accounts the most relevant information.
Therefore we have changed the disclosure
of these items to include them with financing
costs. The impact of this is to reduce
operating profit by £0.6 million in both 2008
and 2007, with a simifar reduction in et
finance costs.

For 2008, 1t is anticipated that there will be a
finance charge of approximately £1.4 million,
rather than a credit as in 2008. This change
is largely related to a reduction in the
anticipated return on plan assets. The
translation of US dollar liabilties into sterling
will also have an adverse impact.

Devro plc Annual Report & Accounts 2008
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Operating and Financial Review continued

Cn 30 January 2009, Devro Inc closed its
post-retirernent health care benefit scheme.
This will give rise to an exceptional credit of
approximatefy £1.8 million in the first half of
2008, and a reduction in on-going
contributions of £0.15 rmillion per annum.

Outlook
The global economic cutiook for 2000

and its impact on Devro is difficult to predict.
However, Devro is well positioned to improve

operational performance and shareholder
value in the future.

Our expectations are that global volurme
demand growth for eclible collagen in 2009
will continue the circa 4% increase of recent
years, but this growth is expected to vary
significantly between markets, Devrois a
global organisation with manufacturing
aperations in three cortinents and
strategically situated sales teams, so we will
be able to take advantage of market growth
wherever it oecurs,

The benefits of 2008's pricing work are clear

to see. Our approach has been to achieve
sustainable price increases that are real but
also respect the challenges our customers
face. Some markets, particularly thase
supplied from the UK, require further
progress in pricing to generate the
appropriate level of return on our assets.
All our management teams will be working
on this throughout 2009,

The Technical Marketing team, which was
established from existing resources at the
start of 2008, has made real progress in
identifying opportunities and initiating new
product development work which is
commercially focused on opportunities in
our existing markets. The prospects for
the longer term are encouraging.

There will continue to be consalidation
among the larger food manufacturers,
particularty in Europe. Devro is the worltd's
largest and only global collagen casing
manufacturer, and is wel placed to meset
the demands of larger and more
sophisticated customers. We continue to
invest in research and development (R&D)
1o ensure product superiority in our core
market segments, with a total R&D spend
in 2008 of £5.2 million, (2007; £4.4 milion).
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Movements in foreign cumencies have had
a significant impact on this year's figures.
Given the global spread of Devro's business,
the results will abways be subject to foreign
exchange rate fluctuations. While we hedge
transactions within our operating
businesses, we do not fel that It is
appropriate to hedge translation exposure.

Inputs and costs are unpredictable, with
the improving situatian in utilities being
counteracted by the previously-rmentionad
shortage of split hides. The latter will
certainly cause an increase in raw material
cosls, and may présent rea challenges to
maintaining manufacturing output, but we
are confident that our purchasing and
technical tearmns will manage the situation
well.

Developments at Cutisin in the Czech
Repubiic are very exclting. As we
announced in August 2008, we will be
investing approximately £5.0 million in our
Jilemnice plant to add further capacity to
our ultra high-speed lines. This will enable
us to cease using our 1930 lines at
Koranov, and save an estimated £2.0 milion

per year in operating costs from 2010, Plans

are all in ptace for this investment, with the
new equiprment now under construction.

The new investment project in the Czech
Republic will be in addition to Devro's
recurrent levels of capital expenditure,
bringing the projected group total for 2009
to £19.0 milion. Of this, £6.3 milion will

be used for replacements and maintenance
and £3.0 million will be for the hygiene
compliance and expanded waste water
treatment projects in the Czech Republic.
The balance will be spent on product and
process enhancements across our factories.

Whilst we are making advances in the areas
raised in the January 2008 Operational
Review, senior managemernt are now
devoting increasing amounts of time and
effort to longer-term strategic opporfunities,
We are pursuing & number of patential
synergies in established markets which
would make a worthwhile contribution to
profits, and we are excitedt by a number of
real prospects in emerging and developing
markets.

Dividend

The Board is proposing a final dividend of
3.025 pence per share {2007: 3.025 pence),
bringing the total for the year to 4.45 pence
{2007 4.45 pence) payable to sharehoiders
on the register as at 17 April 2009. Based
on the proposal for the full year, dividend
cover excluding exceptional items will be
1.8 times.



Principal Risks and Uncertainties

There are risks and uncertainties inherent in
the group’s operations which could have a
significant impact on our business, resuits
and financial position. The group's risk
management processes are designed to
identify, assess, monitor, manage and
mitigate the risks involved in our operations.
The more significant risks to which the
group is exposad are set out below:

Disruption to supply of key raw materials
The group’s most important raw matedal is
collagen, a natural substance, which is an
edible by-product of the leather industry.
Supplies of consistent, good quality hides
have been readily avalable at an acceptable
price for a nurmber of years. However, the
current economic downturn has had a major
impact on the automobile, furniture and
aerospace industries, reducing the demand
for split hides, and therefore the availability
of raw collagen. There is a risk that the effect
of these changes on the leather industry will
lead to a shortage of avaiable hides,
resutting in sigrificant cost increases for

the group’s business. Changes in climatic
conditions or alterations to the feeding
methods of livestock ceuld also have an
impact on the qualty of collagen, in Turn
affecting the productivity and effectiveness
of the group’s manutacturing processes.
The group manages the collagen sourcing
risk by, where possible, entering into fong-
term arrangements with a number of key
suppliers in varicus parts of the world.
Because of the current downturn in demand
for fine leather, the group is actively invotved
in idertifying new sources of hides, to
ensure a sustainabie supply of this key

raw material.

Foreign exchange rate movermnents

As an international business, with costs
being incurred and revenues earned in
saveral different currencies, the group is
exposed to the risk that changes in the
relative strengths of cumencies may resutt
in adverse impacts on revenues, costs

and the sterling value of reported profits.
The financial impact of exchange rate
fluctuations within our operating units

is mitigated by a policy of hedging a
substantial portion of transactional foreign
exchange risk for periods of up 1o one year,
but this can provide only a imited degree of
protection against a sustained rise or fall in
the value of a particular currency over a
nurmber of years. The group does not
hedge the risk arising from changes in

the exchange rates at which overseas
eamings are translated into sterling.

Customer credit risks
The group is exposed to financial risks
arising from its trading with custormers ang

distributors in a large number of colintries,
where prevaiing payment terms arg diverse.
The group has established internal
procedures and controls to mitigate the rigk
of non-payment wherever we do business.
For exarmple, we require either payment in
advance or confirmed letters of credit
before refeasing product to customers

or distributors in certain parts of the world.
Nevertheless, customer credit risk may
aclversely affect the group'’s business,
results or financial condition, particularky
during periods of difficult global economic
conditions.

Increased funding of pension schemes
Estimates of the amount and timing of
future funding obligations for the group’s
defined benefit pension schemes are based
on various assurmptions, including the
projected performance of the pension
scheme assets, future bond yields, changes
to the longevity of the schermes' members,
and statutory requirements. Any significant
deterioration in the schemes’ asset values
or urforeseen increases in scheme fiabilities
might increase the group’s funding
obligations and could adversely affect the
group’s profits and financial strength. The
position and performance of each of the
schemes are continually monitored by the
group, in conjunction with trustees.

Significant fall in the demand for
processed meat products in key markets
The overwhelming majority of the group’s
business is the manufacture and sale of
casings for the processed meat industry.
Within this industry, the sausage sector has
operated for very many years with a solid
level of dermand. However, the concentration
of the group's business on one type of
product dictates that any significant fall in
demand for sausage would have a
significant impact on the group’s ability to
generate salas revenues.

The impact of changes in regulations
affecting food production

The group is a food manufacturer and is
hence required to comply with food safety
regulations. The relevant regulations are not
only those of the temitories where its
products are manutactured (the European
Union, the US and Australig), but also the
regulations of the many countries in which
group products are sold. Regufatory
authorities routinety enact changes 1o food
safety legislation, and there is a continuing
risk that such changes could resutt in
restrictions on the moverment of the group’s
progducts, or its raw materials, between
termitories, or necessitate changes to the
production processes at one or more of the
group’s manufacturing facilities. Changes to

food safety regulations could therefore resutt
in significantly increased production costs or
substantial reductions in sales revenues. The
group has built relationships with regulators
and established procedures for the
monitoring of planned and actua! applicable
changes to food safety regulations in all
relevant territosies, so that f may respond
quickly and effectively to any such changes
in order to minimise disruption to its
business.

Increases in energy costs

With energy representing a major element
of the group’s manufacturing costs, there is
a strong focus on consenvation measures
aimed at reducing usage per unit of output.
In addition, costs are actively managed by
having the capability to use different forms
of energy at our manufacturing plants and
by entering into fixed-price cantracts where
these are considered appropriate. However,
there is a residual risk, outwith the control
of the group, that significant additional costs
may be incurred in future as a result of
increased energy prices.

Development of non-casing technologies
More than 70% of the group’s revenue is
derived from the manufacture and sale

of edible collagen casings, primarily for
sausages. For many years, several
manufacturers of machinery used in the
food industry have been developing delivery
systerns for sausages which do not require
casings. To date, these co-extrusion
technologies have not gained a significant
share of the global market for sausages.
Where there has been conversion to co-
extrusion, the group has been successful in
supplying the collagen gel reguired for such
applications. However, if there ware to be a
significant conversion to co-extrusion, there
could be an adverse effect on the sales
revenuas and profits of the group’s
operations. To ensure that our collagen
casings retain their commercial
aftractiveness, the group makes substantial
investrments in modem manufacturing
equipment and process development, with
a view to continually improving the qualiy,
and reducing the production costs; of our
casings.

Loss of market share / profit margins due
to increased competitive pressures

The group operates in competitive markets
throughout the world. A major change in
the production capacities, pricing poficies
or behaviour of our competitors, or
consolidation between either competitors

oF major customers, could have a sigrificant
adverse effect on sales revenues and results
of the group's operations.
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Resources

Manufacturing facilities
The grmoup has seven manufacturing tacilities
as shown in the table below.

As praviously announced, the Korenov
facility will close during 2008,

Group employees

The group had 2,198 employees at

31 December 2008. Of these, 1,877

wera involved in manufacturing operations,
while 122 worked in selling, marketing and
distribution, 101 were in research and
development roles and the remaining 98
were employed in administration.

The group aims to attract and retain
employees of high calibre in order to
achieve improvernents in its performance,
The development and motivation of our
employees is a high priority.

Research and development

The group has a significant research and
development activity attached to each of
its major manufacturing plants in Scotland,
the Czech Republic, the US and Australia.
Research and development is viewed as a
critical resource for the-group, with 101
staff employed in this area worldwide, and
expenditure in 2008 of £5.2 milion (2.8%
of group revenue).

The investment in research and
development is desigred to imprave the
range and quality of our product offerings
and the efficiency of our manutacturing
processes. The conversion of food casings

Manufacturing Facilities

Name Location
Bellshill Scotland
Moodiesburn Scotland
Jilernnice Czech Republic
Karenov Czech Repubiic
Slavkov Czech Republic
Sandy Run United States
Bathurst Australia
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from using gut as a raw material to being
produced from collagen is a major driver
towards future sales growth, We continue

to develop products to accelerate this
conversion process, and we are seeing
significant progress in this area since
establishing a dedicated Technical Marketing
team in 2007, with a focus on gut
conversion.

In recent years, our research and
development activities have given us the
development of porcine casing, new dryer
technologies and improved shirng
methods.

Market position and strength of brands
The Devro group is the world's leading
supplier of edible collagen casings, with its
three brands, Devro, Cutisin and Coria.

The Devro brand is particularly suited to the
fresh sausage segment, making it the
market leader in edible casings in a number
of territories, including the impornant UK/Eire
and Australian markets. Specialist coloured
and small-calibre snack sausage casings are
also a key part of the overall Devro range. In
addition to bovine collagen casings, Devrg is
in the unigue position of being able to offer
porcine collagen casings for both fresh and
processed sausage applications.

More than half of all Coria sales are to
customers in Narth Armerica, targeting
mainly the retail sausage segment. The
Coria brand also has significant sales in
other important markats, including the

Products manufactured

Collagen casing, callagen film
Collagen casing

Callagen casing, collagen film
Collagen casing

Plastic casing, collagen casing
Collagen casing, collagen gel

Collagen casing, biomedical callagen

emerging markets of Latin Armerica and
China and the more traditional markets for
Bratwurst in Germany and butcher-style
handlink sausage in Australia angd the UK.

Cutisin casings are predominantly made for
processed sausage applications, and we
befieve it is the leading brand of edible
¢asings in Central and Eastern Europe, with
Clear market leadership in Russia, Romania
and the Czech Republic and very strong
positions in the importart markets of Poland
and the Ukraine.



Relationships

The group works closely with a diverse
range of stakeholders around the world.
These include:

Customers and distributors

Within the domestic markets of our various
businegses, the overwhelming majority of
our sales are made directly to custorners
who use our products in their own food
manufacturing processes. Where we do
not operate our own business in a particular
territory, our sales to that country are
generally made to a distributor, who in turm
supplies local food manufacturers with our
products.

Qur relationships with customers and
distributors are critical to our continuing
business. We recognise that our customers
are under no obligation to continue to
purchase our products and that they may
choose an atternative supplier if we do not
provide high quality products and service
at a reasonable price. Simflarty, if we are
unable to provide our distributors with
products which their customers require, at
a fair price, we will lose business. Howevaer,
there are no contracts or arrangements with
individual custormers which of themselves
are considerad essential to the centinuing
operations of the business.

In order to ensure that we satisfy customers
and distributors alike, our commercial and
technical functions maintain close working
refationships with all those who buy our
products and, in particular, with our key
customers and distributors. This includes

regular visits to customer premises to
ensure that we can respond in a timely
manner to changes in their specific needs
and that they are kept up 10 date with cur
product development activities. We also
participate actively in a number of food
industry conferences and exhibitions
attended by our customers.

Employees

Qur relationship with our employees is

key to our success. Each of our operating
comparnies is responsible for maintaining
appropriate consultation and
communication with its employees. This
includes joint management and employee
participation on matters such as Health

and Safety and meetings with employees
and union representatives to discuss the
issues affecting them. In Europe, there is an
additional channel for employee involvement
in the form of a Works Council. In addition,
relevant information on the performance of
the business is advised by means of regular
employee briefings. We also communicate
with our stafl through interna! publications,
newsletters and, at some locations, through
an intranet facility.

Enabling employees to derive the maxirmum
benefit from their ermployrment with Devro is
a key principle on which the company
operates.

Regulatory authorities

As a food manufacturer, relationships

with food safety regulators are extremely
important. We need to remain fully informed
of proposed changes 1o regulations which
may affect the movement of our raw
materials or finished products. Earty
knowledge of such plans altows us to
make necessary alterations to our supply
¢hain or manufacturing processes.
Furthermore, it alows us, where
appropriate, to make representations or
provide relevant information to regutatory
authorities which may result in modifications
to the proposed regulations that are
peneficial to the group’s operations.

The group is a member of various
international federations which continually
advise on food regulatory matters, as well
as the equivalent dormestic associations in
the UK, the Czech Republic, the UUS and
Australia, with designated staff in each of
these countries being responsible for

maintaining close contacts on regulatory
issues. The group's Regulatory Affairs
Manager, based in Moodiesburn, is a
memper of the Scottish Food & Drink
Federation, through which he has regular
mestings with varous regulatory bodies.
In addition, he maintains good links with
the Department for the Environmeant, Food
& Rural Affairs on regulatory and trade
issues. We are also members of the
Collagen Casings Trade Association which
mests regularly in Brussels under our
chairmanship and actively lobbies the EU
on regulatory issues.

With regard to the regulation of trade waste,
each of our four manufacturing businesses
maintains close contact with the local
environmental protection agency in arder
that we may ensure compliance with
relevant regulations.

The financial community

Our investors are also critical to the

group’s business success. We have reqular
meetings with shareholders, investors and
financial intermedianies and provide updates
1o the financial community on our
performance.

Local communities

All our factories are located in relatively
small cornmunities, and we work with them
where possible. This includes smalk but
regular donations to support local
institutions such as schools and hospitals.

Suppliers

We rely on a diverse range of suppliers to
provide goods and services linked to our
businesses. The mast significant of these
in cost terms are leather tanneries, chermical
and dye producers, process equipment
manufacturers, energy providers, packaging
manufacturers and freight operators, Close
links are maintained with our key suppliers
and, where appropriate, we enter into
medium or jong-term purchase
arrangements which provide stability to our
processes and allow our suppliers to plan
their own activities more effectively. Thera
are currently no contracts or arrangements
with individual suppliers which of
themselves are considered essential to the
continuing operations of the business. The
group's policy is to pay agreed invoices in
accordance with the relevant terms of
payment,
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Corporate Social
Responsibility Report

We take our social responsibility obligations
very seriously, with our intentions reflected in
our group policies. Those on Health and
Safety, the Environment, and Quality were
reviewed in depth during 2008. To achieve
this, the Chief Executive held meetings with
maneagers, safety committees and trade
urion and employee representatives, and
the updated policies were then endorsed by
the Board at the end of 2008. They are
available on our website (www.devro.ple.uk),
together with our Hurnan Resources Policy.

Safety

Safety cortinues to have a very nigh priority
within Devro and is a regular item on every
Board Meeting agenda. All group companies
canduct regular formal safety reviews at
plant level. Managers and employees review
policies, processes and procedures in order
that risks rmay be properly assessed and
appropriate action taken to protect the
safety of employees. All accidents and
incidents are fully investigated so that
remedial or avoidance action may be
initiated and subsaguently monitored.
Formal reporting procedures are in place

at each plant so that we can monitor safety
performance at both group and local fevel.

Despite this attention to safety, our
performance during 2008 was worse than
that in the previous year. Particutarly
conceming was a major injury in our Czech
aperation, when an operator almost lost a
hand. This was extremely regrettable, and
highlighted the serious risks inherent in what
had been thought to be a safe process. We
are camying out an extensive review of the
risks throughout the Jilemnice factory,
although the Czech autherities have not held
the company respensible for the incident.

For the first time, the group carmied out
internal surveys during 2008; a safety
climate survey was used to hear the
views of our staff, while an audit by safety
mariagers looked at procedures and
processes. Resutts from both were
encouraging and they will be repeated
early in 2009.

The key measure of group safety
performance is the rate of lost working day
injuries, which increased in 2008. Despite
that, our performance is still better than that
of our UK peers. Worldwide, there were 17
accidents in Dewro which would have faflen
into the category of UK reportable; the
Accident Incident Rate this represents was
half that of the average of the UK Food and
Drink incustry.
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Lost working day injury rate (injuries per million hours worked)
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The number of working days lost as a
consequence of injuries showed an increase
as well, due fo a large extent to sericus
injuries in the main Czech factory.

Lost working days per

milion hours worked

2004 198
2005 156
2006 183
2007 143
2008 246

Wa are disappainted with this performance,
and have engagex DuPont Safety
Resources to carry ot a review of the
group’s safety activities during the first haif
of 2009. This will involve audits of all our
tactories to compare what we do with best
practice in other companies, and will
cuminate in a workshop for the Executive
Committee and a report back to the regional
management teams to draw up action plans
for improvement.

Key achievements from around the group
were:

* The US plant receivext the following from
the Sauth Carolina Occupational Safety
Council:
< The Pametto Safety Performance
Certificate was awarded as the plart
had an OSHA recordable accident
rate that is below the State average
for companies in the same category.

- The Safety Achieverment Plan
racognised five Sandy Run
departments which had worked 5 or
more years and at least 50,000
hours without an OSHA recordable
injury or iiness.

2004

2005 2006 2007 2008

= Product senvices and warehouse
manager Susan Rish was awarded
the Life Saving Award. As a resuft of
training recently given to her by the
company, she was able to periorm
Cardiopulmonary Resuscitation
{CPR) for 15 rinutes on a spectator
who collapsed at a community
focthall game, before an ambulance
arrived.

The Australian plant continued to
focus both on reducing the number

of accidents and ¢n an early retum to
work and rehabilitation following injury.
In 2008, there was an increase to eight
lost working day injuries, though only
three of these resulted in more than
two days lost time.

Safety performance in our Czech
factories was disappointing in 2008.
Foliowing the major incident referred

to earlier, we have made improvements
in health and safety training and
commienced a major exercise to
update risk assessments. An extra
safety specialist has been recruited

o support this work.

Safety performance in the Scottish
operation was much improved in 2008.
Of particular note was our success in
winning the Food and Drink Sector
Award from RoSPA, beating 80 other
compantes in the process. The business
was also awarded the International
Safety Award by the British Safety
Council for the seventh consecutive
year.



Fire risk

One of the company's aims is to reduce the
risk of business interruption due to fire at its
maijor sites, and we have been assisted in
this by our insurer, F M Global. Duning 2008,
a further three factories were awarded their
HPR (Highty Protected Risk) award for
actions to reduce fire risk,

Business continuity planning

The company is developing Business
Continuity Plans for its sites. Two are
compiete and tested and two more are
currently being developed. The process
will ba finighed during 2009.

Qccupational health

Occupational health issues have been more
significant during 2008 than in previous
years. Notably, in Scotland, a number of
occupational dermatitis cases came to light,
and the company worked closely with the
Health and Safety Executive (HSE) and the
country’s leading industrial demmatologist to
identify areas of concem and put
appropriate control measures in place. Our
actions were commended by the HEE as an
axcellent example of a response to this type
of issue.

REACH

The EU REACH regulation on the
registration, evaluation, and authorisation of
chemicals (1907/2006/EC) required pre-
registration of uses of chemicals during the
second half of 2008. The European
Chemicals Agency became operational
during the year and the UK and Czech
businesses asked suppliers to pre-register
the chemicals that are used throughout the
factories. Qur products are exempt as they
are foodstuffs, which are explicitly excluded
from the regulation.

Environmental policy

The group has always recognised that
ervironmental protection is of fundamental
importance to a successful and responsible
business strategy. We take pride in our
business activities and are committed to
achieving compliance with regulations,
permits and consent limits in our various
activities, minimising our environmenital
impact in the countries in which we operate
and the cormmunities we senve,

Group operations around the world are
subject to a variety of regulatory regimes and
cultures. As a congeguence, environmantal
issues are dealt with through a network of

specialists operating within the business units.

To ensure consistency of approach, al group
campanies operats within an agreed
corporate framework which promotes
exchange of information and best practics,

ft is & group objective to minirnise the impact
on the environment of its products,
processes and operations. Recognising that
teamwork and co-operation are key to
success, training arrangements ars in place
to raise employee awareness of
environmental issues and develop suppart
for future intiatives.

During 2008 we have started to focus on

two measures:

* carbon dioxide {C0Oz) emissions from the
use of fuels and electricity in our
factories

¢ water consumption

We have chosen to focus on fuel and
electricity related CO: emissions as the
impact on our carbon footprint of our use
of refrigerant gases and business travel is
not significant.

The data is encouraging, as not onty have
we achieved a reduction in the emissions
per kilometre equivalent product, but also
absolute emissions of carbon dioxide were
reduced in 2008 when compared with 2007,

CO: emissions
{tes COxmillion metres equivelent casing produced)

Water consumption
{m*water/rillion matres equivalent casing produced)
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Environmental update

The group's operating plants continue to
rmake improvements to their operations with
respect to the erwvironment and some of the
key projects undertaken this year are
outlined below:

Scotland

The programme of energy saving projects
continued during 2008. These included an
upgrade of the energy monitoring system,
heat recovery projects, and some new
lighting controls. A new insulation upgrade
programme was also inffiated. The 2008

climate change lewy miestone, 2 13.1%
reduction in energy use over the base year,
1999, was achieved, though output at ane
factory was lower than target.

A pilot borehole was drilled to establish
whether water could be used direct from
a local aquifer.

The Scottish plants recycled 38 tonnes

of cardbaard, paper and polythene during
2008, a 25% increase on 2007. in addition
a further 220 tonnes of cardboard, steel,
plastic and wood were processed by a

recycling company.

United States

Investments made over the last four years
to upgrade the boiler control systems and
poliution controf equipment, along with
continuous in-house improvernents in
control technology, continued to deliver
results. i 2008, emissions from the wood
boller were more than 40% below the
regulatory limits.

Work continued with a local treatment facility
to economically treat some of the liguid
wastes that previously had 1o be incinerated.
This allowed an increase in the use of wood,
a renawable fuel, and a reduction in the
consumption of natural gas. A programme
has been set up with the Univarsity of South
Caralina to find new ways to recover or
reduce this waste stream.

Focused sfforts 1o control and reduce liguid
and solid wastes have resulted in a reduction
of 7% in the amount of solid waste land-filled
per tonne of collagen processed.

The continuing programme with a major
fertiliser manufacturer resufted in the
recycling of a further 1,300 tonnes of lquid
ammonium sulphate for fertliser feedstock
in 2008. In addition, waste reduction efforts
allowed a 37% reduction in the amount of
axcess ammonium sulphate produced.

Australia

A number of energy saving proposals
continue to be developed. Stage 1 ofa
lighting upgrade was implemented in 2008,
with stage 2 planned for 2009. It is hoped
that a current investigation into compressed
air use may lead to further energy savings.

Work on a co-generation piant has
continued, wath the consultant camying

ot further engineering Investigations which
will enable a proper evaluation of risks and
sensitivities. The final report is due soon, and
will be sufficiently detailed to support a grant
application should funding be available
during 2008,
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There nas been more progress with

the effluent improvernent plan, Having
completed one project in 2007, the second,
a new effluent screen at the Vale Road
factory, was installed during 2008, The

next projects planned involve significant
development work, and having completed
designs during 2008, trials will begin in
2009, allowing full scale equipment o be
installed in 2010.

Czech Republic

The heat recovery profects carmmied out in
2007 resuited in a 7% reduction in carbon
dioxide emissions from the boilers, enabling
the main factory to meet its emissions target
in 2008.

Water consumption and chloride emissions
in liquid effuent were both reduced by
approximately 2% during 2008.

Work has continued on upgrading the
main effiuent treatment plant to bring its
perforrnance into ine with changes to EU
standards which will apply in the future.
This is a significant project which will not
be compieted until 2009.

Regutatory compliance

With its worldwide trading, the group is
conscious of the need to ensure compliance
with national and international legisiation.
European food safety legislation is the
benchmark for the worldwide group. As
previously, we have complied with EU
Regulatiors 2002/178/EC, which lays down
the general principles and requirermnents of
food law. In particular, for European markets,
we have ensured full compliance with ELJ
Reguation 2004/853/EC including Section
XV, which sets out specific hygiene rules
and requirements for collagen for human
consumption. We also remain in full
compliance with EU Regulation
2005/2073/EC {as amended) cn
microbiological criteria for foodstufis.
Imparts of products into the EU from

the US continue under an equivalence
agreement described in EU Comrnission
Decision 2003/863/EC,

The outbreak of foot and mouth disease

in England in August 2007 resuited in some
limited disruption to trade with one country
outside the EU early in 2008, as it took
some time to agree new wording for an
export health cerfificate. These sales were
regained later in the year.

The widely reported problem with dioxin-
contaminated feed in Ireland had no
impact on operations; traceability systems
confimmed the absence of porcing hides
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from Iretand, and there was no recalt of
bovine material,

Quality

We aspire to achieve high tevels of food
quality and food safety, supported by
general registration to 1SO 9001:2000 by

all of our manufacturing facilities and routine
audits by appropriate local authorities. Qur
Scottish plants are further accredited to the
2005 BRG/EFSIS Global Standard for Food
Safety.

2008 saw the continuation of rigorous
internal quality audis against ISQ 9001:2000
supplemented by the 1IS0 15161 Guidelines
on the application of 1SO 8001:2000 for the
food and drink industry. Al four of our
manufacturing companies have now been
audited twice, and have demonstrated
satisfactory improverment. The learning has
being shared to provide a platiorm for
improverment. A review of this activity carried
out early in 2009 confimed its value; audits
will continue 1© be canied out every two
years.

Work continues in the Czech Republic to
biring our factaries up to date with the: latest
EU regulations for food hygiene.

Three of our businesses are certified for the
manufacture of Halal casings, while the
production of Kosher casings is approved
in Australia.

During the year, our Australian medical
business received:

s 150 13485 accreditation from BSI for
the Quality Management System for
the manufacture of bovine biomedical
collagen.

* Certificate of suitability from the
European Directorate for the Quality of
Medicines and Healthcare (EDQM).

e JPAL {Japan's Pharmaceutical Affairs
Law) accreditation, which means that
Devro is an approved foreign medical
device manufacturer.

Social, environmental and ethical risks
Each year, the Board carries out a broad
review of business risks which includes
sacial, environmental and ethical ("SEE")
matters. This review is aimed at identifying
and assessing significant risks to the group's
value, as well as providing the Board with an
opportunity to manage such risks by way of
an apprepriate response.

To ensure the Board receives adequate
information to make this assessment, the
review is co-ordinated globally by the Head

of Risk Assurance, and requires regional
management committee input and Executive
Committes participation before the process
reaches the Board.

The Board believes that this system is
sufficiently comprehensive to effectively
manage significant SEE risks, and to date
has not felt it necessary to incorporate
remuneration incentives into the system.

Suppliers

We recognise that our corporate secial
responsiolity aiso refiects in the way we
behave towards our suppliers. We strive

1o be open, honest and congistent in all owr
dealings with suppliers. The group agrees
terms and conditions with suppliers before
business takes place. The group's policy is
to pay agreed invoices in accordance with
the terms of payment. At 31 December
2008, the amount owed to trade creditors
by the group was equivalent to 33 days of
purchases from suppliers.

Trade associations

The Collagen Casings Trade Association,
which was created in 2006, rmet twice in
2008 under our chaimanship. The
obiectives of the group are:

* To represent the industry in its relations
with legistators and administrations.

» To better understand the market as a
whole,

+ To mantan and increase food safety.

* Toencourage market growth and
promote collagen casings.

Qur individual businesses are also members
of local associations. For example, the
Scottish business is a member of the Food
and Drink Federation, and our Australian
operation participates in a Food Industry
Focus Group established in New South
Wales.

Employees

The group ams to attract and retain
employees of high calibre in order to achieve
improvements in its performance. The
development and motivation of our
employees is a high priority.

The group provides equal opportunities for
employment, training, career development
and promotion regardless of age, sex,
colour, race, religion, ethnic origin or other
criteria.

Our Scottish operation has an
apprenticeship programme, and continues
to offer two engineering apprenticeships
each year, working in partnership with the



East Kitbride Group Training Association.
In addition to the six apprentices curmantly
being trained, a further nine former
apprentices are employed by the group.

Our American company continued with its
‘steps to a heatthier you' programme and
incorporated on-site medical screening
again, along with launching a tennis ladder
to encourage exercise. It also held an
employee recognition kunch for employees,
where managers cooked and served the
foad.

The Czech business provided influenza
vaccines for employess. ft also aims to
suppart staff in need, and has made loans
to employees with disabled children and
provided support for three retired employees
1o enabte them 1o find better iving
accommaodation,

A flexible approach is adopted when
considering employees' individual family
requirements, offering flexible start and finish
times where practicable to assist them in
rmanaging a successiul work/life balance.
With the launch of an employee support
programme by the Scotlish business, this

is now a service available to all permanent
employees at major sites.

Enabling employees to derive the maximum
possibie benefit from their employment with
Devro is a key principle. In line with this,
channels for employee involvement have
been established, including a European
Works Coungil.

Given the geographical spread of our
operations, it would be inappropriate and
impractical to apply uniform procedures
group-wide. Each company is therefore

responsible for achieving and maintaining
appropriate consultation and communication
with its employees. Examples of the
employee involvernent programme during
2008 inciuded:-

s Disclosure of financial information by
means of employee briefings and the
distribution of the Interim and Annual
Reports and Accounts.

* Communication with employees via
newsletters; in the Scottish operation
& new Intranet site has also been
established.

» Jgint management and employee
committee meetings on Health and
Safety.

*  Meetings with employees and union
representatives to discuss the issues
affecting them.

Communities

All our factories are stuated in rlativety small
communities, and we waork with thern where
possible. This includes small but reqular
donations to support local institutions such
as schools and hospitals.

The group encourages the employment

of disabled pecple whenever suitable
vacancies are available. Arrangements

are made, wherever possibie, for retraining
employees who become disabled, to enable
them to parform wark identified as
approprate to their aptitudes angd abilities.

Examples of cur activities were;

*  Our Australian operation continues to
be a major supporter of the "Try a Trade'
initiative which atternpts 1o address the
skills shortage in the Central Western
Region of New South Wales. tis a
major sponsor of the Bathurst Junior
Sports Awards, and also supports local
charities and other independent local
events such as school fates and
fundraising acticns.

Disabled people are actively supported
by using a local company specifically
created to cater for people with
disabilities for the laundering of uniforms.

» Despite tightening legislation, the Czech
business continues to support the local
commurnity by exceeding its legal
obligations for the employment of
disabled people. In 2008 it had 17
disabled employees and supported
a further 32 via its purchasing policy.
The total of 49 was 20% higher than
tha legal requirement.

Donations were also made to support
programmes in local schools and other
local institutions.

¢ The Scoftish cormpany continued its
involvement with schools by offering
work experience placements to ssnior
secondary school pupils, including
children of employees.

Teams from the Scottish business took
part in Ladies’ and Men's 10k runs, The
sponsorship money raised was donated
to The Beatson institute for Cancer
Research in Glasgow. The busiress also
supported local institutions and charities
with small denations.

* Nine local community programmes
were supported by our US business
with smali donations. it also received
the School and Business Service Award
for pastnership with the Cathoun County
Schoo! District.

Corporate ethics

We are committed to working with
customers, suppliers, communities and
competitors in an ethical manner. All Devro
employees are expected to behave ethically
in thelr work and our expectations of them
are set out in a detaled Business Conduct
Policy, avaiable on our website. Annually,
senior management are required to sign a
certificate confirming compliance of both
themselves and their staff with this policy.
This has been completed for 2008.

Verification

This report has been reviewed by the Head
of Risk Assurance, whose role involves risk
management co-ordination on a global basis
and regular contact with all group locations
warldwide.

Summary

As a truly global business, we are fully
aware of our global responsibilities. These
responsibilities are extensive, from protecting
the environment throughout the continents
in which we work, to safeguarding the health
and safety of our employees and to ensuring
integrity and honesty in our business
dealings. In taking action in these and many
cther ways, Devro largely achieves its
objective of operating worldwide in a safe
and responsible manner,
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01 Pat Barrett OBE (72)

Chairman

Pat joined Devro in June 2001 as a
Non-Executive Director and was elected
Chairman in July 2001. It is his responsibilty

1o lead the Board and oversee management

in fis development of strategies to grow Devro’s
business. Hg is also Chairman of Sutton and
East Surrey Water plc.

04 Paul Neep {55)

Non-Executive Director

Paul joined Devro in February 2005 as a Non-
Executive Director. He was Chief Executive of
Glenmorangie plc and holds the sama posttion
now that that company is part of LVMH. He
has previcusly hedd senior positions within the
Granada Group and United Distilers. He is the
Senior Independent Director and is Chaimman
of the Executive Directors’ Resnuneration
Camenittee,

06 Mike Cooke (57)

Director, Group Strategic Development

Mike joined Devro in September 2001 after

25 years with IC). He brought with him a

wide experlence of senior technical, project and
manufacturing roles in different businesses both
in the UK and overseas. Since that time he has
held a number of senior positions, including
Hegiona) Director Europe, and he is now
responsible for the group’s strategic
development. He has been Chairnan of the
Callagen Casings Trade Association since
2008, and is a member of the CB! Innavation
Committee, Mike is a Fellow of the Institution

of Chemicat Engineers and holds degrees

from both Carmbridge and Oxford Universities.

09 Graharn McGilchrist (58)

Business Girector Asia/Pacific

Graham attained a BCom from the University
of New South Wales, Australia, and started
work as a commercial trainee with a major
Australia whitegoods manufacturer. At the time
he left to join Devro in Austraiia in 1981 he was
a Group Controller. Graham started work with
Devro as Head of Finance for our Australian
operation, before taking responsibifity for
manufacturing in Australia in 1985. He
transferred to the US in 1986 as Vice President
of Finance, before becoming General Manager
of Devio Inc in 1988, and then President of
Dewro North American Qperations in 1991,
Graharn was in charge of Devro Worldwide
Manufacturing after the management buy-out
in 1991, returning to Australia in 1995 as
Regional Director Asia/Pacific. His cument area
of responsibility includes Japan and Scouth East
Asia as well as the Australian and New Zealand
markets.

02 Peter Page (45)

Chief Executive

Graduating from the University of London with
a BSc {Hons) in Agricutture, and Yater obtaining
an MBA from the Open University Business
School, Peter's career started in Uganda,
where he was Projects Manager in a company
specialising in agrifood industry financing and
reconstructions. From 1887 to 1995 he was
Marketing and then Business Development
Manager at Ross Breeders Limited, part of
Hillsdown Holdings plc. He then worked on
various food industry-related projects, including
salmon processing, seafood soups and fine
food exports to Europe and Asia. For four
years he was Divisional General Manager and
then Executive Director at Adnams plc, dealing
with wines, hotels and retal, before moving to
Aviagen Group, 2 pouttry breading and
genetics company, as Group Vice President -
Europe, a posttion which he held untl jeining
Devro As Chief Executive in June 2007. He is
Chairman of the Non-Executive Directors’
Remuneration Committee.

07 Gordon Frame (49)

Director, Group Techinology and Marketing
After studying chemistry, and following a spell
in the whisky industry, Gordon joined Devro in
1988, in the Technical Department, becoming
Development Manager in the UK before his
first overseas assignment as Vice President
of Technical at Devro Inc. in the US. This was
Tollowed by his first corporate assignment as
Group Head of Development for both the
Collagen and former Cellulose businesses.
Gorden rsturmed to the LS in 2000 as
Business Director Americas, and in 2006 was
appeinted Business Director Western Europe.
in January 2008 he was appointed Director,
Group Technology and Marketing, and is
responsible for leading the group's corporate
activities in these areas. Gordon leads a
dedicated Technical Marketing group which

is responsible for klentifying and developing
new market and product opportunities,

10 Douglas Stewart {46)

Business Director Americas

Since joining Devro in 1954, Douglas has
worked both domestically and intermationalty in
a number of senior positions covering a wide
range of disciplines, including Director of Sales
Asla/Pacific based in Australia, In December
2005 he relocated to South Carolina, US to
become Business Director Americas, and hag
responsibility for leading the group’s business
activities in that region, Prior 1o joining Dewvro,
Douglas worked for British Steel. Douglas
holds a BSc (Hons) degree from Strathclyde
University, as well as an MBA.

03 Peter Williams (57)

Finance Director

From 1997 until he joined Devro as Finance
Director on 1 May 2008, Peater was Divisional
Financa Director then Chief Financial Officer
at Cermaq ASA. A chartered accountant,

he started his career with Coopers & Lybrand,
working in Edinburgh and Madrid from 1975
to 1983, and subsequently held senfor financial
positions with BICC Group, Coloroll Group,
Courtauids Textiles, and Pringle of Scotiand.

05 Stuart Paterson (51)

MNon-Executive Director

Stuart, a chartered accountant, joined Devro

in March 2006 as a Non-Executive Director.

He is Chief Financial Officer of Johnston Press
pic and a Non-Executive Director of Mirago ple.
He was formerty Finance Director of Aggreko
plc. He is Chairman of the Audit Committee.

08 Alan Kilpatrick (43)

Business Director Western Europe

Alan has a BAcc from the University of
Glasgow and is a chartered accountant.

Hig carear started with Coopers & Lybrand

in Glasgow and Sydney, latterly as a Corporate
Finance Senior Manager. His first role at

Devro plc was as Group Finance Manager.

He held various senior finance roles within
Devro ple before being appointad Finance
Director of Devro (Scottand) Limited and then,
in January 2008, Business Director Westemn
Europe. Alan has led various business and
process improvement initiatives within Devro,
He was previously a director of the Scottish
Council for Developrment and Industry. Qutside
Devro, Alan is a director of Friends of the
Beatson, a West of Scotland cancer charity
which e co-founded in 1985.

11 Michal Stocek (49)

Business Director Eastern Europe

Michal joined Cutisin in the process and
product development department in 1984
straight from university in Prague, where he
studiad chemical engineering. Since that time
he has played a key role in the development of
the Cutisin product range. He was appointed
to the Cutisin management team in 1997 and
becama a member of the Executive Comimittee
of Devro and Business Director Eastern Europe
in August 2006.
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Directors’ report

for the year ended 31 December 2008

The directors present thel report and the audited financial
statements for the year ended 31 December 2008.

Principal activity
The principat activity of the group is the production and marketing
of manufactured casings for the food industry.

The company’s principal subsidiary undertakings and branches
are listed in note 16 to the financial statements,

Review of business

The consolidated income statement for the year is set out on
page 31. The information that fulfis the requirements of the review
of business is contained in the Chairman's Statement {operational
highlights and outiook sections} and the Business Review (key
performance indicators section on page 7 and principal risks and
uncertainties section on page 11.

Dividends

An interim dividend of 1.425 pance per share was paid on
17 October 2008, This compares with the interim dividend of
1.425 pence in 2007.

The directors recommend a final dividend of 3.025 pence
per ordinary share (2007: 3.025 pence). If the final dividend is
approved by shareholders, dividends for the year will total
4.45 pence.

Share capital
No ordinary shares of 10 pence each were issued during the vear.

Share options
Details of all options granted but not exercised or lapsed at 31
December 2008 are shown in note 28 to the financial statements,

Research and development

The group is committed to research and development activities
in order to secure its position as a world teader in the casings
industry. The research and development expenditure incurred in
the year is set out in note 9 to the financial statements.

Directors

The names and brief biographical details of the directors of
the company at the date of this report are set out on page 19
Mr P C Wiliams was appointed as a director on 1 May 2008.

On 1 May 2008, Mr J A Neilson retired as a director of the
company.

In accordance with the Articies of Association, Mr P A Barrett
and Mr S R Paterson retire by rotation. On 28 August 2008,

Mr P A Barrett announced his intention to retire during 2009,

He will not seek re-election at the Annual General Mesting ("AGM™).
Mr S R Paterson being eligible offers himself for re-election at the
AGM. Mr P C Williams wiil stand for election at the AGM as he
was appointed since the last AGM.

The company maintaing insurance for its directars in respect of
their duties as directors.

None of the directors had or has an interest in any material

contract refating to the business of the company or of any of its
subsidiary undertakings.
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The interests of the directors in the share capital of the cormpany
are shown on page 30.

Substantial shareholdings

At 20 March 2009, the company had been notified of the
following material interests in the issued ordinary share capital of
the company:

Nurmber of Percentage of
ordinary shares issued capital
Artemnis Investrnent
Management Ltd 17.075.839 10.5%
Schroder Investment
Management Ltd 15,103,943 9.3%
Marathon Asset Management LLP 11,492,268 7.1%
AXA S A 8,124,475 5.0%
The Standard Life Assurance
Company 7,877,387 4.8%
Investec Asset Management 7,678,823 4.7%
Lega! & General Group pic 6,477,638 4.0%
Prudentiat ple 4,955,392 3.0%

Charitable and political contributions

The contributions made by the group during the year for
charitable purposes amounted to £49,000 (2007: £45,000).
The contributions were mainly made to charities where the
group's operations are based and can be analysed as follows:

€
Lacal cammunity groups 34,000
Schools and colleges 12,000
Health care and medical research 3,000
49,000

There ware no contributions for political purposes 2007; £nil).

Employees

Details of the group's employment policies are given under the
Employee heading within the Corporate Social Responsibility
Report on pages 16 and 17.

Policy on payment of suppliers

The group agrees terms and conditions with suppliers before
business takes place. The group’s policy is to pay agreed invoices
in accordance with the terms of payment. At 31 December 2008,
the company had no trade creditors; the amount owed to trade
creditors by the group was equivalent to 33 days of purchases
from suppliers (2007: 26 days).



Financial instruments
Detaiis of the group’s financial risk management policies are
included in note 23 to the financial statements.

Change of control

The company has a number of financial agreements with major
hanks, containing certain termination rghts for cur counterparties
upon a change of control of the company.

All of the company's share schemes contain provisions relating
to a change of control. Outstanding options and awards may
become exercisable, subject to the rules of the relevant schemes.

Annual General Meeting

The Annual General Meeting (“AGM”) of the company will be
held on 7 May 2009 at 10.30 am at the Radisson SAS Hotel,
301 Argyle Street, Glasgow, G2 8DL. The Notice of Meeting is
set out on pages 73 and 74. In addition to the ordinary business
of the meeting under items 1 to 5, sharsholders will be asked for
their approval of the foflowing matters:

tem 6: Remuneration Report
Shareholders will be invited to approve the Remuneration Repart
set out on pages 27 to 30.

ltam 7: Increase in authorised share capital

Resolution 7 increases the authorised share capital of the
company from £22,500,000 to £27,500,000 by the creation of
50,000,000 ordinary shares of 10 pence each, which represents
2 22% increase in the authorised ordinary share capital of the
company. The purpose of the increase in authorised share capital
is primarily to allow the company to retain sufficient authorised,
but unissued, ordinary share capital for general purposes,
particularly in view of the authority sought under resolution 8

o allot an amount approximately equal to two-thirds of the
company’s issued share capital in conformity with the revised
Agsociation of British [nsurers {“ABI") guidelines (please see the
explanatory note to resolution 8 below for further details).

Itemn B: Allotment of new shares

The directors obtained authority to aliot the authorised but
unissued share capital of the company at the AGM on 1 May
2008. The directors now wish to renew and extend this authority,
and paragraph {4} of resolution 8 will, if passed, authorige the
directors to allot the company’s unissued shares up to a
maximum nominal amaount of £5,400,000 which represents an
amount which is slightly less than one-third of the aggregate
nominal value of the issued and unconditionaity allotted ordinary
share capital of the company. As at 20 March 2008, the company
did not hold any treasury shares.

In December 2008, the ABI issued new guidance on the approval
of authorities to allot shares, in which it stated that, in addition to
requests for authorisation to allot new shares in an armount up

to one-third of the existing issued share capital of a company,

it wouid regard as routine requests to authorise the allotment of

a further one-third in connection with a rights issua. In light of this,
paragraph {(B) of resolution 8 proposes that a further autharity be
canferred on the directors to allot unissued shares in connection
with a rights issue in favour of holders of equity securities (which
would include ordinary shareholders) as required by the rights of
those securities or as the directors may otherwise consider
necessary, up to a maximum aggregate norminal amount of

£10,800,000 (such amount to be reduced by the nominal amount
of any relevant securities issued under the authority conferrad by
paragraph {4) of resclution 8), which represents an amount which
is equal to two-thiras of the aggregate nominal value of the issued
and unconditionally aliotted ordinary share capital of the company
as at 20 March 2009,

In the event that this further authority is exercised, the directors
intend to follow emerging best practice as regards its use
(including as to the reguirement for directors to stand for re-
election) as issued by the ABI.

The authorities sought in paragraphs (A) and {B) of resolution 8
will each expire at the earlier of the conclusion of the next annual
general meeting of the company and 30 June 2010. Other than
in relation fo the company’s employee share plans, the directors
have no present intention of exercising these authorities.

ltem 9: Pre-emption rights

Resolution 9, which wilt be proposed as a special resolution,
seeks to renew the authority conferred on the direciors at the fast
annual general meeting to issue equity securities of the company
for cash without application of the pre-emption rights as pravided
by section 89 of the Companies Act 1985, The authorities being
sought provide for non-pre-emptive allotments of equity securities
{i) to ordinary shareholders in proportion to their existing
sharehoidings, (fi) to holders of other equity securities as required
by, or subject to {as the directors considers necessary), the rights
of those securities, and to deal with treasury shares, fractional
entitlements and legal and practical prablems in any territory, for
example on a rights issue or gther similar share issue and (i} for
cash up to an aggregate nominal value of £810,000 which
represents slightly less than 5% of the issued ordinary share
capital of the company as at 20 March 2008. This authority will
expire at the earlier of the conctusion of the next annual general
meeting of the company and 30 June 2010.

The authorities sought and the limits set by the resolution will also
disapply the application of section 89 of the Companies Act 1985
from a sale of treasury shares to the extent also specified in this
resolution.

In accordance with the guidelines issued by the Pre-Emption
Group, the Board confirms its intention that no maore than 7.5%
of the issued share capital will be issued for cash on a non-pre-
emptive basis during any rolling three year period.

Item 10: Share purchase authority

The authority for the company to purchase its own ordinary
shares of 10 pence each granted at last year's AGM will expire
on the date of the forthcoming AGM. The directors wish o renew
this authority and a special resolution, which is set out in full in
the Notice on pages 73 and 74, will be proposed as special
business at the forthcoming AGM to give the company the
authority to purchase its own ordinary shares in the market as
permitted by the Comparties Act 1985. The authority Iimits the
number of shares that could be purchased to a maximum of
16,000,000 {representing less than 10% of the issued ordinary
share capital of the company as at 20 March 2009) and sets
minimum and maximum prices. This authority will expire no later
than 15 months after the date of the forthcoming AGM.
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Directors’ report

for the year ended 31 December 2008 continued

Although the directors have no present intention of exercising
the authority to purchase the company's ordinary shares, they
consider that it is in the best interests of the company to have
available this authorisation, in case of circumstances when it
woldd be appropriate to use it. They would onfy use it when
satisfied that this will result in an increase in earnings per share
and is in the best interests of shareholders generally.

Any ordinary shares purchased pursuant to this authority may
either be held as treasury shares or canceled by the company,
depending on which course of action is considered by the
directors {o be in the best interests of shareholders at the time.

As at 20 March 2009, there were options over 108,000 ordinary
shares in the capital of the company, which represents 0.1% of
the company’s issued ordinary share capitat, If the authority to
purchase the company's ordinary shares were exercised in full,
these options would represent 0.1% of the company’s issued
ordinary share capital. As at 20 March 2008, the company did
naot hold any treasury shares in the company and no warrants
over ordinary shares in the capital of the company existed.

Item 11: General Meeting Notice

Resolution 11 is required to reflect the proposed implementation
in August 2009 of the Shareholder Rights Directive. The
regulations implementing this Directive will increase the notice
period for general meetings of the company to 21 days. The
company is currently able to call general meetings other than an
annual general meeting on 14 clear days' notice and would like
to preserve this abifity. In order to be able to do so after August
20089, shareholders must have approved the caliing of meetings
on 14 days’ notice. Resolution 11, which is proposed as a special
resolution, seeks such approvel. The approval will be effective until
the company’s next annual general meeting, when it is intended
that a similar resolution will be proposed.

From 3 August 2008, the company will need to ensure that it
offers the facllity for sharehalders to vote by electronic means
accessible 1o all shareholders if it is 1o call meetings on 14 days’
notice. The company already provides the ability to appoint
proxies electronically through CREST. However, if something
further is needed to fulfil this requirement, shareholders wil! be
informed.

Independent auditors and disclosure of information to auditors
In the case of each person who is a director at the date of
approval of this report, each director is satisfied that the auditors
are aware of all information relevant to the audit of the group's
financial statements for the year ended 31 December 2008 and
that they have taken all the steps necessary to make themselves
aware of the relevant audit information and to establish that the
auditors are aware of that information.

The auditars, PricawaterhouseCaoopears LLP, have indicated thelr
willingness to continue in office, and a resolution that they be
re-appointed will be proposed at the Annual General Meeting.

Statement of directors’ responsibilities

The directors are responsible for preparing the annuat repert, the
remuneration report and the financial staternents in accordance
with applicable law and regulations,
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Company jaw requires the directors to prepare financial
statements for each financial year. Under the law the

directors have prepared the group and parent company financial
statements in accerdance with International Financial Reporting
Standards ("IFRSs”) as adepted by the European Union.

In preparing these financial statements, the directors have

also elected to comply with IFRSs issued by the International
Accounting Standards Board {ASB"). The financial statements
are required by law to give a true and fair view of the state of
affairs of the cormpany and the group and of the profit or loss
of the group for that period.

In preparing the financial statements the directors are required to:

*  Select suitable accounting policies and then apply them
cansistently.

s Make judgerments and estimates that are reasonable and
prudent.

* State that the financial statements comply with IFRSs as
adopted by the European Union and IFRSs issued by IASB.

* Prepare the financial statements on the going concern basis,
unless it is inappropriate to presume that the group will
continue in business.

The directors are also required by the Disclosure and Transparency
Rules of the Financial Services Authority to include a management
report containing a fair review of the business and a description of the
principal risks and uncertainties facing the company and the group.

The directors are responsible for keeping proper accounting
records that disclose with reagonable accuracy at any time the
financial position of the company and the group and enable them
10 ensure that the financial statements and the remuneration
report comply with the Companies Act 1985 and, as regards the
group financial staternents, Article 4 of the IAS Regulation. They
are also respensible for safeguarding the assets of the company
and the group and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities.

The directors are responsible for the maintenance and integrity of
the website (www.devro.plc.uly. Legislation in the UK concerning
the preparation and dissemination of financial statements may
differ from legislation in other jurisdictions.

Directors’ statement pursuant to the Disclosure and
Transparency Rules

Each of the directors confirm that, to the best of each person's
knowtedge and belief:

+ the financial statements, prepared in accordance with IFRSs
as adopted by the EU, give a true and fair view of the assets,
liabilities, financial pasition and profit of the company and the
grotup; and

« the directors report contained in the Annual Repert includes
a fair review of the development and performance of the
business and the position of the company and the group,
together with a description of the principal risks and
uncertainties that they face.

By order of the Board
J Meredith, Secretary .

Moodiesburn
23 March 2009



Corporate governance statement

1. Staterment

Devro plc is committed to high standards of corporate
governance consistent with the needs of the business and

the interests of shareholders. This statement, together with the
Remuneration Report set out on pages 27 to 30, describes how,
in respect of the year ended 31 Decernber 2008, the company
has applied the provisions and principles of corpeorate governance
as set out in the Combined Code {"the Code"}.

2. Board composition

Mr P A Barrett, Non-Executive Chairman, Mr P W B Page,
Chief Executive, Mr P A J Neep, Non-Executive Director, and
tr S R Paterson, Non-Executive Director, served as Directors
throughout 2008.

Mr J A Neilson retired as Finance Director on 1 May 2008. Mr P C
Wiliams joined the Board as Finance Director on 1 May 2008,

The Chairman belisves that an efficient Board requires a range

of skills and experience in order to ensure balanced and informed
decision-making at Board meetings. While the composition of the
Board is kept under review, the Chairman is satisfied that the
Board as presently constituted is of sufficient size and diversity
that the balance of skills and experience is appropriate for the
requirements of the business.

It is the considered view of the Board that all the non-executive
directors, including the Chairman, are “independent” directors.
This opinion is based primarity on careful consideration of their
character and judgement and their contribution to the work of the
Board and its committees. Furthermore, none holds any external
position which would impinge upon his independence or
objectivity, nor are there such relationships or circumnstances as
envisaged by Provision A.3.1 of the Code.

The company’s Articles of Association require all directors to
stand for election by the shareholders at the first Annual Gengral
Meeting (*AGM") following their appointment and for re-election
subsequently at least every three ysars. As in previous years,
brief biographies of all Board members, giving details of their
experience and other main commitments, are included in the
Annual Report, allowing shareholders to take an informed
decision on those standing for election or re-election.

There is a clear division of authority and responsibility through
the separation of the roles of Chairman and Chief Executive.
This dernarcation is set out in writing and has been agreed by
the Board.

Directors of the company and its subsidiaries have the benefit of

a directors’ and officers' liability insurance peiicy. All directors can
take independent professional acdvice at the company’s expense

in furtherance of their duties.

3. Board and Committee proceedings

The Board acknowtadges that it is colleCtively responsible for the
suceess of the cormpany by providing entrepreneurial \eadership,
setting the company’s strategic aims, ensuring that the necessary
financial and human resources are in place, and reviewing
management performance.

In order to discharge these responsibilities, the Board and its
Cormmittees meet on a regular basis throughout the year. In 2008,
the Board held eight mestings. Full details of Board and
Committee attendance are shown in the following tabie.

Board papers are generally circulated one week before meetings. :
Morihly managerment accounts are aiso sent to directors in a !
timely manner.

23
Mr P A J Neep was appointed to the posttion of “Senior The Audit, Remuneration and Nomination Committees, alf
Independent Director” in October 2005. The Board views this appropriately resourced, met a total of seventeen times during
essentially as a passive role, but acknowledges that there can be the year. The attendance of Committee members is set out in n
occasions where there may be a need for shareholders to corvey  the table below. ;
concerns to the Board other than through the Chairman or the g
Chief Executive, The company’s major shareholders have been A number of specific matters are reserved to the Board for i
reminded that the Senior independent Girector is willing to meet decision and this area was reviewed and updated in 2009, These Q'_,,
with them if they wish. include the setting of corperate strategy, approval of the annual 5 )
budget, and major decisions on capital expenditure. The Board § !
m
z
Board and Committee attendance of members during the year ended 31 December 2008 4]
PABarrett PWBPage JANelson PAJNeep SRPaterson P C Wiliams™
Board — 8 meetings 8 7 4 8 8 4
Audit Committes — 4 meetings na n/a r/a 4 4 na
Executive Directors'
Resnuneration Commities — 8 meetings 7 na na 8 8 na
Non-Executive Directors'
Remuneration Committee — 2 meetings rva 2 1 n/a n/a 1
Nomination Commities ~ 3 meetings 1 n/a na 3 3 n/a

* rgtired 1 May 2008
** appointed 1 May 2008
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continued

conducts an annual review of the effectiveness of the company's
system of internal control, following a group-wide exercise led by
the Head of Risk Assurance.,

The Chairman and the other Non-Executive Directors met
informally during the year, providing an opportunity to review
the business without the Executive Directors being present.

Al directors have access to the services of the Company
Secretary, who is also responsible for ensuring that Boarg
procedures are observed and for advising the Board on
Corporate Governance maftters.

4. Directors’ remuneration

Details of the level of remuneration received by the directors in
2008 are set out in the Remuneration Report on pages 27 to 30.
The Board believes that the current levels of remuneration are
sufficient to attract and retain the directors needed to run the
company successfully, without being excessive. Base salaries for
Executive Directors are reviewed annually against those paid for
similar positions in comparable companies. Professional advice
from independent advisers is sought each year in this regard by
the Executive Directors’ Remuneration Committee.

An explanation of the company's incentive schemes is set out
in the Remuneration Report.

The Executive Directors' service contracts provide for notice
periods of one year. Due to the technical nature of the business,
these contracts contain restrictive covenants which will be
rigorously applied and, taking this into account, the Board and
the Exacutive Directors' Remuneration Committes believe that
the natice pericds arg reascnabile and in the best interests of
the company, having regard to prevailing market conditions

and current practice among public companies.

Non-Executive Directors’ remuneration is reviewed from time to
time by the Non-Executive Directors' Remuneration Committee,
taking independent external advice as appropriate.

Mr P A J Neep chaired the Executive Directors' Remuneration
Committee throughout 2008. The other members of the
Committee were Mr P A Barrett and Mr § R Paterson, This
Committee met eight times in 2008,

The Non-Executive Directors' Remuneration Committee was
chaired by Mr P W B Page, with Mr J A Nailson as the other
member until 1 May 2008. Following Mr J A Neitson’s retirement,
Mr P C Williams jeined the Committee on 17 October 2008. The
Cormmittee met twice in 2008.

The Remuneration Report contains a detailed statement of the
remuneration of each director for 2008 Including details of the
company's pension policy.

The written remit of the Executive Directors’ Rernuneration
Committee is available on the company's website.

5. Report from the Audit Committee

The Audit Comrmittee has written terms of reference, which
are available on the company's website, and include the
responsibilities set out in provision C.3.2 of the Code.
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Mr S R Paterson chaired the Committee throughout the year.
The other member of the Committee in 2008 was Mr P A J Neep.
The Company Secretary acts as Secretary to the Commiittee,

The Board views Mr S R Paterson as the Committee member
with both recent and relevant financial expertise as stipulated in
provision C.3.1 of the Code.

Meetings of the Committee are normally attended by the
Finance Director and the Head of Risk Assurance, as invitees.
Representatives of the auditors also attend as required.

At the beginning of 2008 the Board set objectives for the
Committee, including the fulfiling of each aspect of its terms of
reference and keeping abreast of developments in accounting
best practice. During the year, four Committee meetings were
held. In addition to reviewing the company’s full year and interim
results, the Committee {i) reviewed internal controls across the
group; {ii) considered the question of reappointment of the
external auditors before making a recornmendation to the Board,
and (i) considered the effectiveness of the internal audit activities.

The company's “whistleblowing” praceduras are alsa reviewed
from time to time, with the Committee concluding that the
arrangements in place would result in proportionate and
independent investigation of such matiers.

6. Auditor independence

The Audit Committee and PricewaterhouseCoopers LLP, the
external auditors, operate procedures to ensure that the auditors
remain gbjective and independent. These procedures include the
pre-approval of the scope of the audit by the Committee. The
Committes conducts a formal annual review of the independence
of the auditors, looking carefully at the level of non-audit work
conducted by the auditors and the detailed safeguards which they
have in place.

The fees paid to the external auditors in 2008 are set out in note
9 to the financial statements on page 43. Almost all of the non-
audit fees relate to 1ax advice. The Committee believes that there
are sound commercial and practical reasons for this work being
conducted by the auditors.

7. Relationship with shareholders

The company communicates with institutional investors primarily
through analysts' briefings and meetings with major shareholders,
as well as timely Stock Exchange announcements. The Board,
and in particular the Non-Executive Directors, are kept informed
of investors’ views in the main through distribution of analysts’
and brokers' briefings. The Chairman has held a number of
meetings with shareholders, large and smaii, to discuss matters
such as strategy and governance and, in addition, the Serior
Independeant Director is available in the event of shareholder
concerns which cannot be addrassed through the usual channels.

Broader shareholder communication takes place through the
company’s website, which contains company announcements
and other relevant information, and also through the Annual
Report and AGM. All directors attend the AGM, and sharehoiders
have the opportunity to hear presentations on the company's
financial and business performance as well as to question any
member of the Board on any relevant topic.



Votes at the AGM are conducted by way of a poll to ensure that
the votes of shareholders who are unable to attend may be taken
into account. The results are announced to the Stock Exchange.

Each substantial issue is proposed as an individual resolution of
the AGM. The notice is sent 1o shareholders at least 20 working
days before the meeting.

8. Directors’ training and development

The Board believes that an ongoing programme of training and
development is necessary to ensure that directors keep abreast
of developments within the group and broader regulatory issues.
To achieve this, the Board meets with lacal management of at
least cne of the group’s operations annually, In addition, specific
briefing sessions are held on relevant topics.

9. Board performance evaluation

The Board believes that, whils there are a number of ways of
addressing performance, the most relevant measures are the
financia! results of the company and shareholder value, over
both the short and long term. The company’s approach to the
avaluation process applies this principle while at the same time
taking account of broader business issues.

In 2008, the Board set business-focused objectives for itself and
every director, while each of the commitiees was given objectives
centred around its remit. One of the primary objectives of the
Executive Directors concarned the deiivery of the financial plan
for the year. Performance reviews were carried out at the end of
the year against those objectives.

The Chairman's performance was assessed against his personal
objectives in a process led by the Senior Independent Director
and taking account of views expressed by the Executive
Directors, all as envisaged by the Code.

10. Report from the Momination Committee

Mr P A Barrett, the Chairman of the company, is the

Chairman of this Committee. For the meeting on 26 September,
the Chairmanship of the Commitiee was assumed by

Mr P A J Neep for the purposes of recruiting a new Chairman,
conform to provision A.4.1 of the Code. The other members of
the Committee during the year were Mr P A J Neep and

Mr S R Paterson. The Company Secretary acts as Secretary
to the Committee.

The Committee has written terms of reterance which ¢an be
found on the company’s website. These include the regular
review of the structure, size and composition of the Board,

During 2008, the Committee met on three occasions. It assisted
the Beard in completing the recruitment of Mr P C Willams as
Finance Director in early 2008,

Later in the year, following Mr P A Barrett's decision to retire
as Chairman, the Committee considered carefully the skills,
knowledge and experience requirements of a successor and
prepared a description of the role and the capabilities required.

External independent selection consultants, free of any other ties
to the company, were then retained by the Committes in order to
finalise the job specification and conduct searches. This process
is now well acvanced.

The guestion of succession planning for senfor management
below Board level is the responsibility of the Chief Executive.

11. Financial reporting

The Board acknowledges its responsibility o present a balanced
and understandable assessment of the company's position and
prospects. Each Annual Report contains a Chairman’s Staterment
and a Business Review. The Intetim Report alse containg a
Statement by the Chairman. The Board believes that this
additional narrative sets the accounts in context and promotes a
better understanding of the current status of the business and its
outlook.

12, Internal control

An ongoing process has been established for identifying,
evaluating and managing the significant risks the group faces.
The process, which accords with the Turnbull guidance, has
been in place for the period under review and up to the date

of approval of the 2008 Annual Report and Accounts. This
includes the appointment of a Head of Risk Assurance whose
responsibilities include the apptication of risk assessment
procedures throughout the group and working alongside
subsidiary undertakings in establishing the process. Furthermore,
the programme of work performed by internal audit includes non-
financial risks. The system is daesigned 10 manage, rather than
eliminate, the risk of failure to achieve business objectives.

The Board of Directors, being ultimately responsible for the
group's system of internal control, has established an internal
financial control structure which is designed to provide the Beard
with reasonable, but not absolute, assurance that it can rely on
the accuracy and reliability of the financial records.

This structure, which is based on an assessment of material
financial risks, can be described under the following headings:

+ Financial reporting
There is a budgeting system in ptace which includes an
annual budget approved by the Board. Monthly actual results
are reported against budget. Revised forecasts for the year
are prepared regularly. The company reports formally to
shareholders twice a year,

* QOperating contrals
Financial and operational policies and procedures are set out
in formal procedures manuals which are held by all Business
Directors and finance staff. The latter are responsitle for
ensuring that all relevant staff are familiar with their content
and application. All Board members, Business Directors and
senior finance staff have been issued with Internal Control
Guidelines.
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+ Treasury
Formal written treasury procedures are in operation, covering
banking arrangements, hedging instruments, investment of
cash balances and borrowing procedures. Individual staff
responsibilities and levels of delegated authority in relation to
treasury matters are defined.

¢ Internal audit
The company has an internal audit function, which has a
reporting line to the Chairman of the Audit Committee and
also direct access to the Chairman of the Board. The Head of
Risk Assurance, who is responsible for internal audit, normally
attends Audit Committee meetings and makes a formal report
to the Committee annually.

* (apital investment appralisal
The company has clearly defined guidelines for the approval
and review of capital expenditure projects, which include
annual budgets and designated levels of authority.

» Integrity of personnel
The company has a Policy on Business Conduct which sets
out specific requirements for all staff to meet the company’s
standards of conduct and integrity in their business dealings.

The Board has reviewed the effectiveness of the system of
internal control and considers that the group has an established
systemn of internal control which the directars believe to be
appropriate to the business,

13. Going concemn

After making enquiries, and considering the question carefully,

the dirsctors have a reasonable expectation that the company
and the group have adequate resources to cortinue in operational
axistence for the foreseeabile future. For this reason, they continue
to adopt the going concern basis in preparing the financial
statements.

14. Compliance with the Code

The company complied with all the Code's provisions throughout
the accounting period.
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Remuneration report

The Board has established two committees to deal with directors’
remuneration. The Executive Directors' Remuneration Committes,
consisting entirely of Non-Executive Directors including the Non-
Executive Chaimnan, settles all aspects of the remuneration of the
Executive Directors, and monitors and recornmends the level and
structure of remuneration for senior management. The Non-
Bxecutive Uirectors’ Remuneration Committee, whose members
are Executive Directors, decides the level of fees paid to the Non-
Executive Directors, including the Non-Executive Chaimrman. This
arrangement ensures that no committee member has a personal
interest in the matters delegated to his committee other than as a
shareholder. There are no potential confiicts of interest arising from
cross-directorships.

During the course of 2008, the Executive Directors’ Remunetration
Committee took advice from Hewitt New Bridge Street Consultants
LLP a fim of independent remuneration consultants appointed by
the committees. Hewitt New Bridge Strest Consultants has not
provided any other services to the company.

Compaesition of the Non-Executive Directors’ Remuneration
Committee

The members of the Non-Executive Directors' Remunegration
Committee in 2008 were Mr P W B Page, Mr J A Neilson {from
1 January 2008 until 1 May 2008) and Mr P C Williams {from
17 October 2008).

Palicy on Non-Executive Directors’ remuneration

The company’s policy on Non-Executive Directors’ remuneration

is t0 pay a fixed fee, which is reviewed from time to time, taking
account of the nature of the role of the individual director and
considering data from independent sources on the level of fees for
similar positions In comparable companies. Non-Executive Directors
are not entitled to share options or any other benefits, nor is any
element of their remuneration pensionable. Details of their contracts
of service are set out on page 28.

Compaosition of the Executive Directors’ Remuneration Committee
{“the Committee”)

The members of the Commitiee throughout the year in question
were Mr P A J Neep {Committee Chairman), Mr P A Barrett and

Mr S R Paterson.

Compliance

The constitution and operation of the Committee in 2008 wers in
compliance with the provisions of the Combined Code on Corporate
Governance {"the Code™). When setting its remuneration policy, the
Committee gives due consideration to the provisions and principles
of the Code.

Policy on Executive Directors’ remuneration

Tota level of remuneration

The Committes aims to ensure that remuneration packages offered
are competitive and designed to attract, retain and incentivise
Executive Directars of high quality.

The main components
The main components of the policy are set out below:

i) Base salary

The base salary for each Executive Director is reviewed annually by
the Committee taking into acoount the perforrnance of the individual
and information from independent sources on salary rates for similar
jobs in comparable companies. The policy is to set base salaries
around median level. The Committee considers that this is
appropriate, given the nature of the business of the company.

iy Annual bonus
The Committee helieves that a significant portion of ExecLiive
Directors' remuneration shoulg be performance-related. it is

therefore the practice of the Committee to incentivise the Executive
Directors by setting challenging annual bonus targsts which are
relevant to the strategy of the business in the year in question.

The setting of relevant and stretching targets in line with the strategic
objectives of the company is seen as key to the effectiveness of any
performance-related scherme.

The maximum bonus is 100% of base annual salary, but any
element above 50% will be deferred into shares for three years using
the Devro 2009 Deferred Share Bonus Pian (described below) in
order to add a longer-term dimension.

The annual bonus plan for 2008 was focused on the single metric

of profit growth. In adopting this approach, the Committes took the
view that incentivising the executives to reverse the profit decline of
previcus years was of paramount importance. In February 2009, the
Committee reviewed the results for 2008, They noted that the strong
profit growth was assisted by positive currency movements toward
the end of the year. Mr P W B Page requested that his bonus be
restricted to 50% of base annual salary, citing the decline in safety
performance in 2008 compared with pricr year. The committee
approved an award to Mr P C Wiliams of 68% of base annuai
salary, of which 18% was deferred into shares for three years under
the Devro 2009 Deferred Share Bonus Plan. Full details are shown in
the table on page 30.

The annual bonus plan for 2009 is again focused on the single
metric of further profit growth, the Committes taking the view that
sustained profit growth is one of the key drivers of shareholder value.
The Committee believes that the actual targets are to some extent
commercially sensitive and does not propose to publish precise
details, but no bonus will be payable unless the profits for 2009 are
significantly ahead of 2008. The Committee will meet in early 2010
to assess whether, and to what extent, the targets have been met
by reviewing the audited performance of the group against these
targets.

iy The Devro 2009 Deferred Share Bonus Plan

The newty-introduced Devro 2009 Deferred Share Bonus Plan runs
in conjunction with the annual bonus plan. Any bonus payeoie 1o
Executive Directors above 50% of base annual salary is deferred into
shares, which will generally not vest for a period of three years from
the date of grant. In view of the fact that the targets required 1o eam
the original bonus are stretching, no further performance conditions
apply to these shares,

Taken together, the Commitiee believes that the annual bonus and
deferred share bonus plans focus the Executive Directors on the
short term needs of the business, while aligning their ionger term
interests with thoss of shareholders.

iv) The Devro 2003 Performance Share Plan

At the Annual General Mesting in May 2003 the shareholders
approved the introduction of the Devro 2003 Performance Share
Flan. The plan is designed to offer a competitive long-term incentive
programme which will reward growth in profitability over a three-year
performance period.

Conditional awards under this plan are considered annualy,
and following a review of remuneration completed in 2008, the
Committee decided that awards to Executive Directors will be
equivalent to 100% of annual base salary, and performance
conditions will be a mix of Earnings Per Share {"EPS") and Total
Shareholder Retum { TSR} for 50% of the awards each.

«  The EPS performance condition will reguire EPS growth to
exceed RPI by 9% over three years for 30% of this part of the
award to vest. Growth of RPI +36% will be required for this part
of the award to vest in full. Awards will vest on a sliding scale
between these points.
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+ The other 50% of an award will be based on TSR measured
against the constituents of the FTSE Small Cap index {excluding
investment trusts) over 3 years. 30% of this part of the award wil
vest for median performance, increasing to the whole of this pant
of the award vesting for upper quintile performance,

The Committee has decided to include a TSR element to ensure
that executives’ interests are aligned with those of investors, by
having a direct incentive and reward mechanism related to stock
market perforrnance. However, it stift views EPS as an important
indicator of the company's undertying parformance and this provides
a clear Yine of sight’ for executives between the performance of
Devro specifically and their reward. The sliding scale range for the
EPS part of the perormance condition has been calibrated carefully,
taking account of the operating environment and the company's
outlook for performance. In addition, the higher grant levels have
also been taken inta account.

The inclusion of a TSR element as part of the performance
condition, as well as the higher grant level, are both permitted within
the rules of the Performance Share Plan as approved by
shareholders.

Details of the awards made to Executive Directors in 2008 are
shown on page 30.

Company Policy on Contracts of Service

The company’s Chaimnan, Mr P A Bamett, is engaged for an
unspecified term, but has advised that he will retire at the
forthcoming AGM.

MNon-Executive Directars, other than the Chalrman, are engaged for
fixed terms, with ne notice period. These appointments are subject
to the Articles of Association and the wishes of the shareholders
expressed in General Meeting.

The service contracts of the Executive Directors include a provision
that employment may be terminated by the campany on one year's

Performance Graph
Total shareholder return
Sounce: Thomson Financial

200

150

£ value
=
Q

50

0

31 Dec 03 31 Dac 04 31 Dec 05

rictice or ont payment of one year's salary. Due to the technical
nature of the business, the directors’ service contracts contain
restrictive covenants,

None of the contracts provides for specific contractual termination
payments and the company will seek to enforce rigorously the
principle of mitigation of loss in the event of termination of any
service contract.

The company’s poficy on the termination of contracts of service
of senior executives is dictated by events, bearing in mind the
cireumnstances of termination and the interests of the company.

In the past, compensation payments have, in appropriate
circumstances, been phased and linked to non-compete
agreernents. The Comrmittee has reviewed the Jeve! of compensation
which would be payable under the Executive Directors’ Semvice
Agreerments in the event of termination.

The details of the senvice contracts of the current directors are:

Date of Date term Notice
Director contract due to expire period
P A Bareft 18 June 2001 na 12 months
P W B Page 25 April 2007 n/a 12 months
P A J Neep 1 May 2008 AGM 2011 nva
S R Paterson 9 March 2009 AGM 2012 n/a
P C Wiliams 1 May 2008 n/a 12 months

Shareholding qualification

Executive directors are expected 10 bulld up a shargholding in the
company over time, to the value of one year's salary. Any shares
vesting from share schemes must be retained (after seling sufficient
to pay any resulting income tax) untit that target is reached.

External directorships
Neither of the Executive Directors has any external paid
directorships.

Davro pic
FTSE Small Cap index excluding Investment Trusts
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This graph shows the value, by 31 December 2008, of £100 invested in Dewro pic on 31 Decerniber 2003 comparet) with 1he value of £100 invested in the FTSE Smab
Cap Index excluding fnvestment Trusts. The other points plotted am the values at intervening financial year-ends.

Under legislative requirements, the graph shows the total shareholder return over the last five years.

In the opinion of the directors, the FTSE Small Cap Index excluding Investment Trusts is the most appropriate index against which the total
sharehoider return of the company should be measured. There are no other food casings companies listed on the London Stock Exchange.
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Auditable information
The following information has been audited by the company’s auditors, PricewaterhouseCoopers LLP, as required by Schedule 7A to the
Comparies Act 1985.

Gornpany pensions policy regarding Executive Directors

Mr P W B Page and Mr P C Wiliams are members of the Devro (Scotland) Limited Group Stakeholder Plan, a money purchase scheme.
During the year, cormnpany contributions to the scheme amountad to £30,237 in respect of Mr P W B Page, and £13,333 in respect of
Mr P C Wiliams.

Mr J A Nellson, who is na longer a director of the company, is a member of the Devro Limited {UK) Pension Plan, which is a funded,
contributory, defined benefit pension plan incorporating a “money purchase” benefit guarantse. The plan provides for a pension for members
of 1/50th of final pensionable salary {as defined for the purpeses of the plan) for each year of pensionable service (as so defined) up to May
2008, and 1/70th of final pensionable salary for each year of pensionable service thereafter completed up to the normal retirement age of 65.

Pension entitlerents and cormesponding transfer values changed as follows during the year:

Gross Decreasein Total
decrease accrued change
in accrued pension/ in value
pension/  pension in Total during
pension in payment pensionin  Cash lump period Value of
payment in (et of paymentat sum taken less Transfer  pension in
the year inflation} 31/12/2008 on director’s value at payment at
Age at £ per £ per Eper retirement contributions 31/12/2007  31/12/2008
Director 31/12/2008 annum annum annum b £ £ e
A {8 &) > B 3] &)
J A Neilson 56 {36.697) (38,414) 68,384 412,500 1,049,787 1,386,086 2,438,924

s Mr.J A Nellson retired on 1 May 2008. The pension amount shown above is his pension in payment at the date of retirerment (C).

* Mr Neilson elected to surrender a portion of his pension in order to receive a cash lump sum at retirement (D). The cash lump sum
has been included in the value of the pension in payment as at 31 Decermber 2008 {G}. The value in brackets (4) is negalive due 1o the
member surrendering part of his pension and the application of an earty retirernent factor to reflect the early payment of his pension and
cash lump sum from the plan.

= The change in value (E) for Mr Neilson, disclosed in accordance with legal requirements, is the difference between the transfer value at
31 December 2007 (F) and the value of the pension in payment as at 31 December 2008 (including the fump sum payment referred to
above) (Q). 1t is calculated after deducting the director's contributions. The transfer vaiue of the pension is calculated on a different basis
from a pension in paymert.

+ The transfer value at 31 December 2007 was calculated in accordance with version 9.3 of guidance note GN11 issued by the actuarial
profession.

»  The value of the pension in payment at 31 December 2008 has been calculated in accordance with The Occupational Pension Scheme
{Transfer Values) {Amendment) Regulations 2008.

*  Voluntary contributions, transfermed-in money purchase funds and resutting benefits are not shown.

The following additional information is applicable to members of tha Devre Limited (UK) Pensicn Plan:

* Normal retirerment age is 65.

« A spouse's pension of one-half of the member's pension is payable on death after retirement.
Pension payments in excess of the Guaranteed Minimum Pension escalate at 5% per annum for service up to 31 December 2001.
From 1 January 2002 untit 30 April 2008, pension payrnents in excess of the Guaranteed Minimum Pension escalate in tine with the
Retall Prices Index ("RPI") plus 196, subject to & minimum of zero and a maximum of 7%. For service from 1 May 2006, pension
payments in excess of the Guaranteed Minimum Pension escalate in line with RP up to a maximum of 5% per annum,

« Death-in-service benefit insurance provides for a payment equal 1o three times salary,
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Remuneration report

continued

Directors’ detailed emoluments

Dettails of directors' ernoluments for those direciors who served during the year ended 31 December 2008 are as follows:

Bage salary/Fees Bonuses Deferred Bonuses Cther Benefits in kind Total
2008 2007 2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
Director £°000 £000 £'c00 £'000 £'000 £'000 £000 £'CCC £000 £000 £'000 £000
P A Barett 95 a5 - - - - - - - - a5 95
P W B Page’ 302 172 151 69 - - - 30 1 1 454 272
P A J Neep 35 35 - - - - - - - - 35 35
J A Nellson 22 64 175 - 17 - - 58 -~ 7 20 129 212
S R Paterson 35 35 - - - - - - - - 35 35
P C Wiliams ** 133 - 67 - 24 - 107 - 1 - 332 -
TOTAL 664 512 218 86 24 - 165 30 9 21 1,080 649
1 Benefits in kind for Mr P W B Page and Mr ' C Wiliams relate to medical insurance.
2 MrJ A Neilson retired on 1 May 2008. The Gommmittes agreed that in recogunition of rnora than 25 years senice to the companty, he should receive a payrment af
£44,793, being equivalent 1o three month's salary, In addition, the Committes agreed that he could retain his company car ivalue £13,400).

3 Benefits in kind for Mr J A Neilson include the provision of a cormpany car, fued and medical insurarce.
4 MrP C Wiliams joined the company ort 1 May 2008. A payment of £45,000 was made to him to compensate for a bonus opportunity he lost on leaving his previcus

employer. The Committee also agreed to pay his removal expenses of £62,000, including 2 proportion of Stamp Duty, on the basis that this might be repayable in

The Devro 2003 Performance Share Plan
The Executive Directors’ awards under the Devro 2003 Performancs Share Plan are as follows:

Number held

at 31 Dec 08

Number hefd  Shares awarded Number of Vaiue Number of or at date of

Director at1Jan 08 in 2008 shares vested vested shares lapsed retirement
P W B Page 128,260 375,000 - - - 503,260
J A Neilson 141,439 - - - {141,439) -
P C Willams - 245,390 - - - 245,390

Directors’ interests

The interests, all of which are beneficial, of the directors (and their immediate families) in the share capital of the company {ordinary shares of
10 pence each}, and details of awards made under the 2003 Performance Share Plan, at the beginning and end of the financial year, are as

follows:
Ordinary Orcdinary Performance Perforrnance
shares shares Share Plan Share Plan
Director 31 Dec 08 31 Dec 07 31 Dec 08 31 Dec 07
P A Barrett 427 BBY 367,887 - -
P W B Page 248,554 119,400 503,260 ° 128,260
P A J Neep 133,574 114,485 - -
S R Paterson 30,000 20,000 - -
P C Wiliams 100,000 - 245,390 -

On 17 February 2009, Mr P A Barrett purchased a further 10,000 ordinary shares and Mr P A J Neep purchased a further 6,700 ordinary shares.

On 19 March 2009, the Executive Directors' Rernuneration Committee approved conditional awards under the 2003 Performance Share
Plan of 342,000 ordinary shares to Mr P W B Page and 226,000 ordinary shares to Mr P C Wiliarms.

. The company cperates an employee share ownership plan ("ESOP"). All employees of the group, including the Executive Directors, arg

beneficiaries of the ESOP and are deemed to be interested in the shares held by the ESCP which, at 31 December 2008, amounted o

2 ordinary shares.

The market price of the company's shares at 31 December 2008 was 79.5 pence and the range of market prices during the year was

£63.75 pence to 93 pence.
QOn behalf of the Board

P A J Neep
Chairrman

Executive Directors’ Remuneration Commiftee

23 March 2009
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Consolidated income statement

for the year ended 31 December 2008

2008 2007 (Restated)
Before Before
exceptional  Exceptional exceptional Exceptional
iterns iterns Total items items Total
Notes £000 £'000 £000 £'000 £000 £'000

Continuing operations:
Revenue 3 183,125 - 183,125 156,252 - 156,252
Operating profit 4.5 20,595 (3,478) 17,117 17,602 651 18,343
Net finance income on pension

and post-retirement health plan

assets/liabilitics 8 622 - 622 585 - 585
Finance income 8 255 - 255 338 - 338
Finance expense 8 {2,854) - {2,654 {3,048) - {3,048)
Profit before tax 9 18,818 (3.478) 15,340 15,567 651 16,218
Taxation 10 (5,532) 2,641 2.891) (5.244) 1,044 (4,200)
Profit for the year -

continuing operations 13,286 (837) 12,449 10,323 1,695 12,018
Discontinued operation:
Loss before tax 4 - - - {734) - (734)
Taxation 10 - - - 159 - 159
Loss for the year -

discontinued operation - - - (575} - (5751
Profit for the year 11 13,2686 837 12,449 9,748 1,685 11,443
Earnings per share -

continuing and

discontinued operations

- Basic 13 8.2p 0.6p) 7.6p 6.0p 10p 7.0p

- Dituted 13 8.2p {0.6p) 7.6p 6.0p 1.0p 7.0p
Earnings per share -

continuing operations

- Basic 13 8.2p {0.6p) 78p 6.4p 1.0p 74D

- Diluted 13 8.2p (0.6p) 7.6p 6.4p 1.0p 7.4p

Consolidated statement of recognised income

for the year ended 31 December 2008

and expense

2008 2007
Notes £'000 £'000

Cash flow hedges:
- net fair value {losses)y/gains, net of tax 30 {794 428
- reclassified and reported in operating profit 30 {406) (219
Actuarial {loss)/gain recognised in group pension schemes 25 {18,067) 12,040
Actuarial {Joss)/gain recognised in US post-retirement benefit obligations a1 1468
Movement in deferred tax on retirement benefit obligations 24 5,713 {4,018)
Net exchange adjusiments 30 24,436 9,289
Net income recognised directly in equity 10,841 17,666
Profit for the vear 12,449 11,443
Total recognised incorme for the year 23,290 29,109

The company has no significant recognised income and expense and, therefore, no separate statement of recognised income and expense has

been prasented.
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Balance sheets
at 31 December 2008

Group Company
2008 2007 2008 2007
Notes £'000 £'000 £'000 £'000
Assets
Non-current assets
Intangible assets 14 1,799 1,662 149 5
Property, plant and equipment 15 134,729 115,076 20 57
Investments in subsidiary undertakings 16 - - 138,530 138,530
Deferred tax assets 24 11,300 5,349 37 40
Other receivables 18 61 a9 20,194 14,225
147,889 122,086 158,930 152,857
Current assets
Inventaries 17 25,753 22,311 - -
Current tax assets 603 32 - 21
Trade and other receivables 18 33,067 22,872 823 659
Derivative financial instruments 23 709 746 251 20
Cash and cash equivalents 19 6,690 9,635 6 541
66,822 55,596 1,080 1,241
Liabilities
Current liabilities
Financial liabilities
- Borrowings 22 3,135 768 2,094 140
- Derivative financial instruments 23 2,550 214 - -
Trade and other payables 20 28,811 21,620 3848 2,369
Current tax Habllities 1,955 4,064 176 -
36,451 26,666 6,116 2,500
Net current assets/{liabilities) 30,371 28,930 (5,036) {1,268)
Non-current lfabilities
Financial liabiities
- Borrowings 22 27,5631 36,119 15,031 27,000
Deferred tax liabilities 24 11,564 10,882 - -
Retirement benefit obligations 25 27,688 8,772 - -
Other non-current lighilities 21 159 173 5,539 1,338
66,942 55,956 20,570 28,338
Net assets 111,318 95,060 133,324 123,251
Equity
Capital and reserves attributable to equity holders
Ordinary shares 26 18,287 16,287 18,287 16,287
Share premium 29 6,097 8,097 6,097 B,097
Other reserves 30 81,283 57,838 44734 44 549
Retained earnings 31 7,651 14,840 66,206 56,318
Total equity 32 111,318 85,060 133,324 123,251

The financial statements on pages 31 to 71 were approved by the Board of Directors and signed on its behalf by:

P G-Wiliams, Finance Director

A I MM
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Cash flow statements

for the year ended 31 December 2008

Group Company
2008 2007 2008 2007
Notes £000 £'000 £'000 £'000
Continuing operations;
Cash fiows from pperating activities
Cash generated from/{used in) operations 33 31,280 23,435 {4,539) {20,047)
Interest received 243 325 1,123 1,064
Irterest paid (2,724) {3,075} {1,948) (2,785)
Tax {paid)/received BA77) (3.845) 306 1,037
Net cash from/{used in) operating activities 23,622 16,840 (5.058) (20,731}
Cash flows from investing activities
Purchase of property, plant and equipment {12,949) {10,469) - {14)
Proceeds from sale of property, plant and equipment 67 30 - -
Purchasa of intangible assets {457} {298) (149) -
Payrents to former minority shareholders of Cutisin a.s. {1 (3 - -
Increase in investment in subsidiary undertakings 16 - - - (9,150)
Dividends received from subsidiary undertakings - - 21,930 35,719
Net cash (used inyfrom investing activities (13,340} (10,740} 21,781 26,555
Cash flows from financing activities
Proceeds from the issue of ordinary share capita! - 31 - 3
Net (repaymentsyborrowing under the loan facilties {9,187 689 {11,969) 450D
Dividends paid to shareholders 12 (7.243) (7,245) (7,243) (7.245)
Net cash used in financing activities {16,430 {8,525) (19,212) (6,764)
Net decrease in cash and cash equivalents -
continuing operations (6,148) {425) (2,489 (940}
Discontinued operation:
Cash flows from operating activities
Cash used in operations a3 - 412} - -
Tax received - 123 - -
Net cash used in operating activities - (2891 - ~
Net decrease in cash and cash equivalents -
discontinued operation - (289} - -
Net decrease in cash and cash equivalents (6,148) (714} (2,489) {940)
Cash and cash equivalents at beginning of year 9,495 8,232 40 1,31
Bxchange gains on cash and cash equivalents 8985 1977 - -
Cash and cash equivalents 19 6,690 9,635 6 541
Bank overdrafts (2,447) {140} (2.094) (140
Net cash and cash equivalents at end of year 4,243 9,495 (2.088) an
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Notes to the financial statements

for the year ended 31 December 2008

1. Accounting policies

The principal accounting policies applied in the preparation of
these consolidated financial statements are set out below. These
policies have been consistently applied to the years presented,
unless otherwise stated.

Basis of preparation

These cansolidated financiat statements have been prepared in
accordance with European Union endorsed International Financial
Reporting Standards (“IFRS8s", IFRIC interpretations and the
Comparnies Act 1985 applicable to companies reporting under
IFRSs. The financial statements have been prepared under the
historical cost convention as modified by the ravaluation of
derivative financial instrurments.

The preparation of financial statements in conformity with IFRSs
requires the use of estimates and assumnptions that affect the
reported amounts of agsets and fiabilities at the date of the
financial statements and the reported amounts of revenues and
expenses during the reporting period. Although these estimates
are based on management’s best assessments of amounts,
events or actions, actual results ultimately may differ from those
estimates. The key uncertainties that have a significant risk of
causing material adjustment to the carrying amounts of assets
and liabilities within the next financial year are the measurement
of retirement benefit obligations, as disclosed in note 25, and
taxation, as disclosed in notes 10 and 24,

{a) New standards, amendments to standards or interpretations
effective in 2008

The following new standards, amendments to standards or
interpretations became mandatory for the first time during the
financial year beginning 1 January 2008. They either were not
relevant for the group or had no material impact on the financial
statements of the group.

IFRIC 11 - IFRS 2 - Group and treasury share transactions

IFRIC 12 - Service concession arrangements

IFRIC 13 - Customer loyatty programmes

IFRIC 14 - The iimit on a deferred benefit asset, minimum funding
reguiremeants and their interaction

IAS 38 {amendment) - Financial instruments: Recognition and
measurernent

{b) New standards, amendments to standards and
interpretations not applied

Al the date of approval of these financial statements, the following
standards, amendments to standards and interpretations were in
issue but have not been applied in these financial statements:
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Effective date

IAS 1 {Bmendment) - Presentation of

financial statements 1 January 2009

IAS 23 - Borrowing costs 1 January 2009

|AS 27 {amendment) - Consolidated and

separate financial staternents 1 July 2009
IAS 32 (amendment) - Financial instruments:

Presentation 1 January 2009
I1AS 39 {amendment) - Financial instrurments:

Recognition and measurement on eligible

hedged items 1 July 2009
IFRS 1 {amendment) - First time adoption

of IFRS 1 January 2009

IFRS 2 {amendment) - Share-based payments 1 January 2009

IFRS 3 {amendment} - Business combinatians 1 July 2000

IFRS 8 - Operating segments 1 January 2003

Upon adoption of IFRS 8, the group will need to change the
disclosures in relation to segrnental information. The adoption

of this standard is not expected to impact the group's profit or
net assets. In addition, the directors do not anticipate that the
adoption of these standards, amendrnents to standards and
interpretations in future periods will have a material impact on the
financial statements of the group. It is expected that the group will
adopt these standards and interpretations on their effective dates.

Basis of consolidation

The consolidated financial statements include the financial
statements of the company and all its subsidiary undertakings
made up to 31 December 2008. Intra-groLp sales and profits

are eliminated fully on consolidation. The purchase method of
accounting is used to account for the acquisition of subsidiary
uridertakings by the group. The results of subsidiary undertakings
acauired or disposed of are consolidated for the period from or to
the date on which control passed. Uniform accounting policies are
applied across the group.

intangible assets
Intangible assets within the group comprise computer software
and certain types ot development expenditure.



1. Accounting policies {continued)}

Intangible assets {continued)

Computer software costs are capitalised and amortised on a
straight-fine basis over the estimated useful life of the software.
Costs associated with developing or maintaining computer
software programs are recognised as an expense as incurred.

Costs incurred on development projects are recognised as
intangible assets when it is probable that the project will be a
success, considering its commercial and technaological feasibility,
and costs can be measured reliably. Development costs are
amortised on a straight-line basis over the estimated useful life of
the related asset. External and internal costs are capitalised to the
extent that they enhance the future economic benefit of the asset.

Research and development

In general, research and development expenditure is charged to
the income statement in the period in which it cccurred. However,
as set out above, under certain conditions developrnent
aexpenditure is capitalised as an intangible asset.

Property, plant and equipment

The cost of property, plant and equipment is its purchase cost,
together with any Incidental costs of acquisition. Provision for
depreciation is made so as to write off the costs of the assets
on a straight-line basis over their expected useful economic lives.

The principal lives are:

Freehold buildings 50 years
Plant and machinery 8 - 15 years
Computer equipment 5 years
Motor vehicles 4 years
Fixtures and fittings 10 years

No depreciation is provided on freehold land or on assets under
construction.

Assets under construction are transferred to the appropriate agset
category when they come into use. Depreciation on assets so
transferred is provided with effect from the month following the
date of transfer.

Asset residual values and useful lives are reviewed and adjusted,
if appropriate, at each balance sheet date.

Repairs and maintenance costs are charged to the income
statement during the peried in which they are incurred.

Impairment

Assets that have an indefinite usefu! life are not subject to
amortisation but are tested for impairment annually or whenever
events or changes in circumstances indicate that the carrying
amount may not be recoverable. Assets that are subject to
amortisation are tested for impairment whenever events or
changes in circumstances indicate that the carrying amount

may not be recoverable. An impairment loss is recognised in

the income statement for the amount by which an asset's carrying
amount exceeds its recoverable amount. The recoverabie amount
is the higher of an asset’s fair value less costs to sell and its value
in use.

Grants

Grants in respect of capital expenditure are credited to deferred
revenue and released to the income statement over the expected
useful lives of the related assets.

Fixed asset investments
The company’s investments in subsidiary undertakings are shown
at cost less impairment losses.

Leases

Leases in which a significant portion of the risks and rewards of
ownership are retained by the lessor are classified as operating
leases. Operating lease rentals are charged to the income
statement on a straight-line basis over the term of the lease.

Finance leases are capitalised at the inception of the lease at the
lower of the fair value of the leased asset and the present value

of the minimum lease payments, and depreciated over the shorter
of the asset's useful life and its lease term. The capital element

of future rentals is treated as a liability. The interest element is
charged to the income staternent over the period of the iease.

Inventories

Inventories are stated at the lower of cost and net realisable
value. Cost is determined on a first in, first out basis and includes
transport and handling costs. In the case of manufactured
products, cost includes all direct expenditure and preduction
overheads based on the normal level of activity. Net realisable
value is the price at which inveniories can be sold in the normal
course of business after allowing for the costs of realisation and,
where appropriate, the cost of conversion from their existing state
to a finished condition. Provision is made, where appropriate, for
obsolete, sfow-moving and defective inventories.

Trade receivables

Trade receivables are non-interest bearing and are stated at their
nominal amount, which is generally the original invoiced armount
less provisions made for estimated irrecoverable armounts,
Estimated irrecoverable amounts are based on historical
experience together with specific armounts that are nat expected
to be collectible. Individual trade receivables are written off when
management deems them not to be collectible.

Cash and cash equivalents

Cash and cash equivalents comprise cash balances and short-
term deposits with maturity dates of less than three months which
are readily convertible to known amounts of cash and are subject
to insignificant risk of changes in value.

Foreign currencies

Items included in the financial statements of each of the group's
subsidiary undertakings are measured using the currency of the
primary economic environment in which the entity operates (“the
functional currency”). The consolidated financial statements are
presented in steriing, which is the company’s functional and
presentation currency.

Assets and liabilities denominated in foreign currencies are

translated into sterling at rates of exchange ruling at the end
of the financial year and the results of foreign subsidiary
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Notes to the financial statements

for the year ended 31 December 2008 continued

undertakings are translated at average rates of exchange for the
year. Differences on exchange arising from the translation of the
opening net asssts of overseas subsidiary undertakings and the
results of those undertakings at closing rates are taken to the
cumulative transtation adjustment reserve, which is a separate
component of equity.

Other gains and losses arising from foreign currency.transactions
are included in the income statament.

Revenue recognition

Revenue comprises the fair value of the consideration received

or receivable for the sale of goods and services in the ordinary
course of the group’s activities. Sales revenue, which is net of
returns, rebates and discounts, and excludes value added tax
and sales between group cormpanies, represents the net invoiced
value of goods and services supplied and is recognised when the
goods are shipped or the senvices are supplied to customers,

Interest income is recognised on a time-proportion basis using
the effective interest methed.

Dividend income is recognised by the company when payment-
is made by subsidiary undertakings.

Taxation

The charge for current tax is based on the results for the period
as adjusted for items which are non-assessable or disallowable.
It is calculated using taxation rates that have been enacted or
substantially enacted by the balance sheet date.

Deferred tax is provided in full, using the fiability method, on
temporary differences arising between the tax base of assets
and liabilities and their carrying amounts in the financial
statements. Deferred tax is determined using tax rates that have
been enacted or substantially enacted by the balance sheet date
and are expected to apply when the related asset is realised or
the liability is settled. Deferred tax is charged or credited in the
income statement, except when it relates to ftems charged or
credited directly to equity, in which case the deferred tax is also
clealt with within equity,.

Deferred tax assets are recognised to the extent that it is probable
that future taxable profit wil be available against which the
temporary differences can be utilised.

Deferred tax is provided on terporary differences arising on
investments in subsidiaries, except where the timing of the
reversal of the ternporary difference is controlled by the group and
it is probable that the temporary difference will not reverse in the
foreseeable future.

Pension and other post-retirement benefits

The group operates a number of defined contribution and defined
benefit retirement plans, in addition to a post-retirement medical
plan. Alt defined benefit retirernent plans are now closed to new
members, and the post-retirement medical plan was closed on
30 January 2009.
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Payments to defined contribution retirernent plans are charged as
an expense as they falf due.

The group's obligations in respect of defined benefit retirement
plans are valued by independent actuaries using the “Projected
Unit Credit Method"”. Afl group plans are funded externally, with
the exception of Germany, where, in line with local practice,
obligations are supported by insurance policies. Plan assets are
valued at fair market value and are held completely separate from
the group’s assets. Full formal actuarial valuations of obligations
are carried out at frequencies of not more than three years and
are updated regularly for reporting purposes.

Amounts recorded in the balance sheat represent the fair value of
external plan assets less the present value of the defined benefit
obligations.

Amounts recorded in the income staternent represent the

current service cost over the reporting period, which is included
in operating profit, and net finance income, i.e. expected returns
on assets less interest cost on fabilities, which is included as a
separate component of finance income and expense. Cther
income statement credits or charges can arige for special events,
such as a past service benefit improvement or settlement and
curtailment of plan lizbilities.

Actuarial gains and osses are immediately recognised in the
staterent of recognised income and expense. Actuarial gains and
losses on labilities occur due to changes in actuarial assumptions
at the balance sheet date and also due to any differences
between assumptions and actual outcomes. Gains and losses on
plan assets represent the difference between the expected return
over the period, set in line with long-term expectations, and the
actual return achieved.

Subject to certain conditions, the group provided health care
benefits for retired employees in the United States. These benefits
were earnad over the active service lives of the employees.
Provision was made for post-retirernent medical costs based on
an assessment of actuarial liabilities and this was amortised over
the expected average remaining service lives of the relevant
empioyees. As noted above, this scheme was closed on 30
January 2009,

Share schemes

Shares are allocated under the group's share-based incentive
plans. The fair market value of these shares at the date of the
grant, less any consideration to be received from the employee,

is charged to the group's Income statement over the period to
which the employee’s performance relates, Where awards are
contingent upon future events (other than continued employment),
an assessment of the likelihcod of these conditions being
achieved is made at the end of each period, and appropriate
provision made,

Dividends payable

The Yability for final dividends is recorded when the dividends are
approved by the company’s shareholders. Interim dividends are
recorded when paid.



1. Accounting policies (continued)
Barrowings
Borrowings are recognised at the fair value of amounts received.

Batrowings are classifled as current liahilities untess the group has
an uncenditional right to defer settiernent of the liability for at least
twelve months after the balance sheet date.

Borrowing costs are recognised as an expense in the period In
which they are incurred.

Trade payables
Trade payables are non-interest bearing and are stated at their
nominal value.

Derivative financial instruments

Derivative financial instruments used 1o hedge risks associated
with interest rate and foreign currency fluctuations are initially and
subsequently measured at fair value.

The fair values of forward exchange contracts are calculated by
reference to market forward rates at the balance sheet date.
The fair values of intarest rate swap contracts are calculated on
& discounted cash flow basis using market forward rates.

Gains or losses arising from the movement to fair value are taken
to the income statement except where the derivative is
designated as a cash flow hedge.

In order to qualify for hedge accounting, the group is required to
document in advance the refationship between the item being
hedged and the hedging instrument, and demonstrate that the
hedge will be highly effective on an ongoing basis. This
effectiveness testing is reperformed at each reporting date to
ensure that the hedge remains highly effective.

Cash flow hedges
The group has designated both interest rate swaps and forward
foreign exchange contracts as cash flow hedges.

For cash fiow hedges, the effective part of changes in the fair
value of the derivative is recognised in equity. The amounts
accumulated in equity are transferred 1o the income statement in
the same period as the hedged transaction occurs, for example,
when interast arising on floating-rate debt is paid or the forecast
saie or purchase transaction takes place. Any movements in fair
value occurring after the time when hedging contracts cease to
be cash flow hedges are taken directly to the income statement.
Gains or tosses relating to any ineffective part of changes in fair
vaiue are taken immediately to the income statement.

Exceptional items

Exceptional items are those significart items which are separately
disclosed by virtue of their size or incidence to enable a full
understanding of the group’s financia) performance.

2. Restatement of incorme statement for the year ended 31 December 2007
The income statement previously reported for the year ended 31 December 2007 has been restated as follows:

(@) Net finance income on pension and post-retirement health plan assets and liabilities was previously included in pension costs in
operating profit. It is now included as a separate element of finance income and expense. The impact on operating profit is as

follows:
Before
exceptional Exceptional

items items Total

£'000 £'000 £'000
Continuing operations
Operating profit as previously reported 18,277 651 18,928
Net finance income on pensions and post-retirement health plan assets and liabilities (585} - (585)
Restated operating profit 17,692 651 18,343

(b) As noted in last year’s accounts, deferred tax balances at 31 December 2007 were remeasured as a result of changes to
corporation tax rates in the UK and the Czech Republic. The amount involved, a credit of £1,344,000, has now been shown as an
exceptional item in order to provide a better understanding of underlying tax rates.
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Notes to the financial statements

for the year ended 31 December 2008 continued

3. Segmental information
{a) Primary reporting format ~ Business segments
The business segments shown below are as follows:

Collagen casings Includes the three edible collagen brands, Devro, Coria and Cutisin, and Cutisin non-edible collagen casings.
Distributed products comprises Teepak cellulose, Krehalon plastics and other ancillary products. Other products includes collagen film,
collagen gel, Cutisin plastic casings, collagen for medical use and, in 2007, thin-film products. The unallocated segment represents the
activities of the group’s head office based at Moodiesburn, Scotiand and two subsidiary undertakings which are either solely noiding
companies or non-trading.

Collagen Distributed Other
casings products products Unallocated Group
2008 2007 2008 2007 2008 2007 2008 2007 2008 2007

Group £'000 E'000 £000 €000  £000 000 £000 £'000 €000 £000
Continuing operations
Revenue
Sales to external customers 144,695 125,104 21,523 18,080 16,907 13,068 - - 183,125 156,252
Results
Segment resutts before

exceptional tems 18,608 16,265 572 161 5486 4,758 (4,081) (34930 20,595 17,692
Exceptional items (3,478) 1,000 - - - - - (349 (3,478 851
Segment resufts 15,130 17,2685 572 161 5496 4759 (4,081} (3842) 17117 18,343
Finance expense - net 1,777 (2,125)
Proftt before tax 15340 16,218
Taxation (2,891)  (4,200)
Profit for the year -

continuing operations 12,449 12,018
Discontinued operation
Revenua
Sales to external customers - - - - - 706 - - - 706
Results
Segment results - - - - - (734} - - - (734}
Taxation - 159
Loss for the year -

discontinued operation - {575)
Profit for the year 12,449 11,443
Segment assets and iiabilties
Segment assets 181,513 154,975 4,787 3625 16551 12,752 23 940 202,808 172,301
Taxation 11,903 57381
Total assets 214,711 177,682
Segment liabilities 47,818 24526 3854 2878 6,337 1,884 3,646 1621 61,655 30919
Borrowings 28,419 36,747
Taxation 13,319 14,958
Total liabilities 103,393 82,622

* Restated (note 2)
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3. Segmental information (continued)
(a) Primary reporting format — Business segments (continuad)

Collagen Distributed Other
casings products products Unallocated Group
2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
£000 L0000 £'000 £000 £'000 £000 £000 £00C  £'000 £'000
Other segment items
Additions to property, plant
and equipment:
cortinuing operations 11,182 10,428 24 1 1012 384 - - 12218 10,823
Additions to intangible assets:
continuing operations 294 path - - 14 7 149 - 457 298
Depreciation of property,
plant and equipment:
continuing operations 10,280 8,536 13 7 1,303 1,015 24 43 11620 9,601
discontinued operation - - - - - 165 - - - 165
10280 8,536 13 7 1,303 1,180 24 43 11,620 9,766
Ampriisation of intangivie assets:
continuing operations 358 324 2 2 5 7 5 5 370 338
Impairment of property, ptant
and equipment:
continuing operations 3,131 - - - - - - - 313 -
Goodwill written off:
discontinued operation - - - - - 177 - - - 177
There are no sales between business segments.
{b) Secondary reporting format — Geographical segments
Eurcpe Americas Asia/Pacific Unallocated Group
2008 2007* 2008 2007 2008 2007* 2008 2007 2008 2007
Group £'000 £'00C  £000 £'000 £000 £000 £000 £000 £000 £000
Continuing operations
Segment revenue
Total segment revenue 116,938 101,840 42,227 35199 42,381 35151 - - 201546 172,190
L.ess: inter-segment sales 9649 9325 8,600 6421 172 192 - - 18421 15938
Sales to external customers 107,289 92,515 33,627 28778 42209 34,959 - ~ 183,125 156,252
Discontinued operation
Segment revenue
Sales to external customers - 698 - - - 8 - - - 706
Segments assets
Segment assets 148,792 121,213 28927 25247 39,269 31,712 20,700 15583 237,686 193,755
Taxation 11,903 5,381
Inter-segrment assets (34,880) {21,454)
Total assets 214,711 177,682
Other segment items
Additions to property, plant
and equipment:
continuing operations 8634 7,195 1,894 1,602 1,500 2,026 - - 12218 10,823
Additions to other intangible assets:
continuing operations 242 221 27 - a9 77 149 - 457 298

* Restated (note 2)

Sales between geographical segments are made on amms-ength terms and conditions which are available to unrelated parties.

Company

The company’s business is to invest in its subsidiary undertakings and, therefore, it operates in single business and geographical segments.
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Notes to the financial statements

for the year ended 31 December 2008 continued

4, Operating profit before exceptional items

2008 2007

Continuing operations £'000 £'000
Revenue 183,125 156,252
Cost of sales 133,431 111,632
Gross profit 49,694 44,720
Selling and distribution costs 13,655 11,528
Administrative expenses 11,768 10,291
Research and devetopment expenditure 5,156 4,328
Other expenses 996 1,122
31,575 27,269

l.ess: other operating income 2,476 241
Net operating expenses 29,099 27,028
Operating profit before exceptional terms 20,595 17,892
2008 2007

Discontinued operation £°000 2000
Revenue - 706
Bxpenses ' - (1,214)
Operating loss - (508)
Loss on disposal of net assets - {226)
Loss before tax - (734
Taxation (nate 10) - 159
Loss for the year on discontinued operation - {575)

The discontinued operation relates to the disposal on 28 Decerber 2007 of BioFiim Limited {“BioFiim™, a subsidiary undentaking specialising
in the manufacture and sale of thin-fims. BioFilm was sold to a new company backed by Tate & Lyle Ventures LP and Scottish Enterprise's
Scottish Venture Fund for a nominal consideration plus a sum in respect of working capital. The consideration was received in Felyruary
2008. The agreement provides for a potential further paymeant of up ta £3.6 miliion in the event of a subisequent sale of the business.

in 2007, BioFim contributed £706,000 to revenue and incurred a loss of £734,000 and net cash outflow of £289,000. The loss on disposal
of net assets included a goodwill write off of £177,000. The taxation credit of £1593,000 related to tax on the operating loss of BioFilm,
resulting in a post-tax foss of £575,000. The discontinued operation is included in the other products segmert.

The minerity shareholder in Biofilm Limited was not required to bear a share of losses incurred by that company and, therefore, no amounts
in respect of minority interest were included in the financial statements.
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5. Exceptional items
(2} Tha following exceptional items are included in the operating profit on continuing operations of £17,117.000 (2007: £18,343,000):

2008 2007

£'000 £'000

Provision for impairment of fixed assets () below (3,139 -
Provision for closure costs () below (585) -
Proceeds from the sale of land (i below 238 1,000
Charge in respect of bid approach costs (i} below - {349)
(3.478) 851

{i During the year, an operational review of the Korenov plant in the Czech Republic was undertaken to assess the carrying value of
the assets of that faciiity. in general, the Korenov assets are older than those of the other plants in the Czech Republic, and would
have required considerable expenditure to bring them up to forthcoming emvironmental and safety standards. They are also
significantly less energy efficient. Management determined that the future cash flow from this plant no fonger justified the camrying
value of the assets. As a result, an impairment charge of £3,131,000 was recorded in the income statement for the year ended
31 December 2008.

in addition to the above, following the decision taken by the Board in August 2008 to close the Korenowv plant, a provision of
£585,000 was mads in respect of the costs associated with the closure, including redundancies and the transfer of certain plart
and equipment to Jiemnice. The closure will take place during 2008.

(il Under the terms of the contract for the sale of land at Moodiesburm in 2005, additional income of £238,000 arose during the year
ended 31 December 2008 and £1,000,000 arose during the year ended 31 December 2007.

(i) During the year ended 31 December 2007, there was a charge of £349,000 in respect of bid approach costs.

(b} The following exceptional items are included in taxation:

2008 2007
£'000 £'000
Tax aflowance on provision for impatmment of fixed assets 592 -
Tax allowance on provision for closure costs 117 ~
Tax charge on proceeds from sale of land {68) {300)
Release of prior year tax provisions §) below 2,000 -
Reduction in deferred tax liabilities due to changes in comporation tax rates (i} befow - 1,344
2,641 1,044

) Tax provisions of £2,000,000 have been released following the agreement of prior year retums with the tax authorities.

(i) As explained in note 2 above, there was a reduction of £1,344,000 in deferred tax balances as a result of changes to corporation tax
rates in the UK and the Czech Republic.

6. Directors’ emolurments
A detailed analysis of directors' emoluments, shareholdings, share options, Jong-term incentive schemes and pension arrangements is
provided in the Remuneration Report on pages 27 to 30. Details of the emoluments of the highest-paid director are as follows:

2008 2007
£000 £'000
Aggregate emoluments 454 382
Defined benefit pension scheme: Pension in payment at the end of the year - 40
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9. Profit before tax

2008 2007
£000 £'000
Profit before tax is stated after charging/(crediting):
Depreciation of tangible fixed assets
- Owned assets 11,613 8,757
- Leased assats 7 9
Amprtisation of intangble assets 370 338
Impairment of tangible fixed assets 3,13 -
Goodwill written off - 177
Loss on disposal of property, plant and equipment 45 129
Loss on disposal of intangibie assets 13 -
Inventory recognised as an expense 131,812 110,314
Inventory written down or written off 1,620 2,280
Repairs and maintenance expenditure 12,773 11,475
Research and development expenditura 5,156 4,386
Hire of plant and machinery - operating leases 316 360
Hire of other assets - operating leases 478 415
Net foreign exchange {gainsjiosses {see below) {2,383) 1,260
Auditors’ remuneration {see below) 505 481
Net foreign exchange (gains)losses
Exchange differences {credited)/charged to the income statement were as follows:
2008 2007
£'000 £'000
Revenue (17.223) 2,485
Cost of sales 13,252 (1,002)
Net operating expenses 1,588 {193)
(2,383) 1,260
Services provided by the group's auditors
Remuneration of the auditors for the year ended 31 December 2008 is analysed below:
2008 2007
£'000 £'000
Audit services
Fees paysbie to the company's auditors for the audit of the parent
company and consolidated accounts 77 €69
Other services
Fees payable to the company’s auditors and its associates for other services:
- The audit of the company’s subsidiaries pursuant to legislation 208 175
- Other services pursuant to legislation 21 21
- Other services relating to taxation 191 202
- All other services 8 14
505 481

I addition to the above services, the group'’s auditors acted as auditor 10 some of the group’s pension schemes. The appointment of
auditors to the group's pension schemes and the fees paid in respect of those audits are agreed by the trustees of each scheme, who act

independently from the management of the group. The aggregate fees paid to the group’s auditors for audit services to the pension

schemes during the year were £8,000 {2007: £8,000).
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Notes to the financial statements

for the year ended 31 December 2008 continued

10. Taxation
Before
exceptional  Exceptional
items temns Total
£'000 £:000 £0C0
2008
Continuing operations
Current tax
United Kingdom corporation tax at 28.5% (68) 68 -
Foreign tax 5,308 {709 4599
5,240 {B41) 4,599
Adjustments in respect of prior years {154 {2,000 {2,154
Total current tax 5,086 (2,641} 2,445
Deferred tax
Crigination and reversal of timing differences representing:
United Kingdom corporation tax 2 - (2}
Foreign tax 451 - 451
449 - 449
Adjustments in respect of prior years 3 - [1e)]
Total deferred tax (note 24) 446 - 446
Taxation for the year ended 31 December 2008 5,532 (2.641) 2,891
Tax on items charged to equity
Deferred tax credit on retirement benefit obligations (5,713) - (5,713
Deferred tax credit on net fair value losses on cash fiow hedges (465) - (469)
{6,182 - 6,182
Total current tax charge/(credit} for the year ended 31 December 2008 5,086 {2,641) 2,445
Total deferred tax credt for the year ended 31 December 2008 (5,736} - (5,736}
2007
Continuing operations
Current tax
United Kingdom corporation tax at 30% (174} 174 -
Foreign tax 5,892 (1,218) 4,774
5,818 {1,044) 4,774
Adjustments in regpect of prior years 229 - 229
Total current tax 6,047 {1,044) 5,003
Deferred tax
Origination and reversal of tirming differences representing:
United Kingdom corporation tax (191} - {191)
Fareign tax {537) - {537
{728) - (728)
Adjustments in respect of prior years 75) - 75
Total deferred tax (note 24} {803) - (803
Taxation - continuing operations for the year ended 31 December 2007 5244 {1,044) 4,200
Discontinued operation
Current tax {159) - (159
Taxation - discontinued operation for the year ended 31 December 2007 (159) - (159
Taxation for the year ended 31 December 2007 5,085 {1.044) 4,041
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10. Taxation (continued)

Before
exceptional  Exceptional
items iterns Total
£'000 £'000 £'000
Tax on items charged to equity
Deferred tax charge on retirernent benefit obligations 4,018 - 4,018
Deferred tax charge on net fair value gains on cash flow hedges 83 - 83
4,101 - 4,101
Total current tax chargef{credit) for the year ended 31 Decermber 2007 5,888 (1,044) 4,844
Total deferred tax charge for the year ended 31 December 2007 3,298 - 3,208

The effective rates for both years are lower than the standard rate of comporate tax in the UK, The differences are explained below:

Before
exceptional  Exceptional
items items Total
£'000 £'000 £'000

2008
Profit/(loss} before tax 18,818 (3.478) 15,340
Profit/{loss} before tax muittiplied by the standard rate of

corporation tax in the UK of 28.5% 5,363 (991) 4,372
Effects of:
Adjustments to tax in respect of prior years {157) (2,000) 2,157
Adjustments in respect of foreign tax rates (1,035) 350 (685)
Permanent differences 201 - 201
Deferred tax assets not recognised 1,160 - 1,160
Taxation for the year ended 31 December 2008 5,532 (2,641) 2,891
2007
Profit before tax 14,833 651 15,484
Profit before tax multiplied by the standard rate of

corporation {ax in the UK of 30% 4,450 195 4,645
Effects of
Adijustments to tax in respect of prior years {5) - (5)
Adjustments in respect of foreign tex rates ©27n - ©27)
Permanent differences 348 105 453
Changes in tax rates - (1,344) (1,344)
Deferred tax assets not recognised 919 ~ 919
Taxation for the year ended 31 December 2007 5,085 (1,.044) 4,041
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Notes to the financial statements

for the year ended 31 December 2008 continued

11. Profit for the year

As permitted by Section 230 of the Companies Act 1985, the parent company’s income statement has not been presented in these financial

staternents. The profit for the financial year is made up as follows:

2008 2007

£°000 £'000
Dealt with in the financial staterments of the parent company 17,131 30.802
Loss retained by subsidiary undertakings {4,682) (19,359}

12,449 11,443

12. Dividends
Group and company

2008 2007

£'00Q £'000
Final paid of 3.025 pence per share (2007: 3.025 pence) 4,927 4926
Interim paid of 1.425 pence per share (2007: 1.425 pence) 2,321 2,321
Unclaimed dividends from previous years (5) @

7,243 7,245

The directors propose & final dividend in respect of the financial year ended 31 Decembper 2008 of 3.025 pence per share, which will absorb
an esfimated £4,927,000 of shareholders’ funds. it will be paid on 15 May 2009 to shareholders who are on the register at close of business

on 17 April 2008.

13. Eamnings per share

2008 2007
£'000 £'000
Profit for the year atributable to equity holders — continuing and discontinued operations 12,443 11,443
Adjustment for the loss in the year from the discontinued operation - 575
Profit for the year attributable to equity holders — continuing cperations 12,449 12,018
Adjustment for exceptional items after tax 837 {1,695)
Profit for the year before exceptional iterns attributable to equity holders — continuing operations 13,286 10,323
Adjustmert for the loss in the year from the discontinued operation - (575)
Profit for the year before exceptional iterns attributable to equity holders — continuing operations 13,286 9,748
2008 2007
pence pence
Earnings per share from continuing and discontinued operations
Basic 75 7.0
Diluted 7.6 7.0
Basic before exceptional items 8.2 6.0
Earnings per share from continuing operations
Basic 7.6 7.4
Diluted 76 7.4
Basic before exceptional items B2 64
Loss per share from discontinued operation
Basic - {C.4)
Disted - 0.4
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13. Earnings per share (continued)
Basic eamings per share is calculated by dividing the profit for the year attributable to ordinary sharehclders by 162,866,277
(2007: 162,852,705) shares, being the weighted average number of shares in issue throughout the year.

Share options are only treated as dilutive in the calculation of diuted eamings per share if their exercise would result in the issue of shares
at less than the average market price of the shares during the year. Shares arising from share options, the deferred bonus scheme or the
performance share plan are only treated as diutive where the effect is to reduce eamings per share. Diluted earnings per share is calculated
by dividing the profit for the year atiributable 1o ordinary sharenolders by the average number of shares, including the effect of all diutive
potential shares, of 164,537,830 (2007: 163,439,909}

Earnings per share before exceptional items is calculated in order to efiminate the effect of the excepticnai charge after tax in 2008 of
£837,000 (2007 credit of £1,685,000) on the results. Basic eamings per share before exceptional items is calculated by dividing the profit
attributable to ordinary shareholders before exceptional items, after attributabie tax, by 162,866,277 {2007: 162,852,705) shares, being the
weighted average number of shares in issue throughout the year.

14. Intangible assets

Computer Development

. software costs Other Total
Group £°000 £'000 £'000 £000
Cost
At 1 January 2008 3.549 1175 - 4724
Exchange differences 554 114 - 668
Additions 450 - 7 457
Disposals {76) {13} - (89}
At 31 December 2008 4,477 1,276 7 5,760
Amortisation
At 1 January 2008 3,009 153 - 3,162
Exchange differences 493 12 - 505
Charge for year 286 84 - 370
Disposals {76 - - (76
At 31 December 2008 3,712 249 - 3,961
Net book value at 31 December 2008 765 1,027 7 1,799
Cost
At 1 January 2007 3,270 a7 - 4,241
BExchange differences 171 45 - 216
Additions ) 120 153 8 298
Disposals (22) - (9} {31)
At 31 Decemnber 2007 3,549 1,175 - 4,724
Amortisation
At 1 January 2007 2,608 a1 - 2,699
Exchange differences 143 4 - 147
Charge for year 280 58 - 338
Disposals (22} - - 22)
At 31 Decermber 2007 3,009 153 - 3162
Net book, value at 31 December 2007 540 1,022 - 1,562

Included in the net book value of intangible assets is £1,022,000 (2007: £1,012,000) relating to intermnally generated development costs.

In the income staterment, amortisation of £142,000 (2007; £139,000} is included in cost of sales; £nil (2007: £2,000} in salling and distribution
costs; £217,000 (2007: £194,000) in administrative expenses; and £11,000 (2007: £3,000) in research and development expenditure.
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Notes to the financial statements

for the year ended 31 December 2008 continued

14, Intangible assets (continued)

Computer

software Total
Company £'000 £'000
Cost
At 1 January 2008 174 174
Additions 149 149
At 31 December 2008 323 323
Amortisation
At 1 January 2008 169 169
Charge for year 5 5
At 31 December 2008 174 174
Net book value at 31 December 2008 149 149
Cost
At 1 January and 31 December 2007 174 174
Depreciation
At 1 January 2007 164 164
Charge for year 5 5
At 31 Decernber 2007 169 169
Net book value at 31 December 2007 5 5
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15. Property, plant and equipment

Plant and

Freehold machinery, Fixtures

land and and motor and Construction

buildings vehicles fittings  in progress Total
Group £'000 £'000 £000 £000 £:000
Cost
At 1 January 2008 65,528 142,894 2,536 7.729 218,687
Exchange differances 12,606 28,053 265 696 41,620
Additions 330 6,783 78 5,027 12,218
Disposals {61 2,134) (109 -~ (2,304)
Reclassification 431 6,364 5 (6,800} -
At 31 December 2008 78,834 181,960 2,775 6,652 270,221
Depreciation
At 1 January 2008 16916 84,401 2,294 - 103,611
Exchange differences 2,32 16,186 224 - 19,322
Charge for year 1,766 2,766 83 - 11,820
Impairmert 2,03t 1,098 2 - 3,131
Disposals a0 2,043 {108 - {2,192)
Reclassification {5 5 - - ~
At 31 Decernber 2008 23,580 109,413 2,499 - 135,492
Net bock value at 31 December 2008 55,254 72,547 276 6,652 134,729
Cost
At 1 January 2007 59,754 133,271 2,434 4,996 200,455
Exchange differences 4,862 6,740 88 350 12,040
Additions 227 3,721 23 6,852 10,823
Disposals (43) {4.576) {10 (2) {4,631}
Redlassification 728 3,738 1 4,467} -
At 31 Decernber 2007 65,528 142,894 2,536 7,729 218,687
Depreciation
At 1 January 2007 13,980 77,885 2120 - 93,985
Exchange differences 1,084 3,172 76 - 4,332
Charge for year 1,430 8,228 108 - 9,766
Disposals 24y {4,438) {10} - (4,472)
Reclassification 446 (448) - - -
At 31 Decernber 2007 16,916 84,401 2,294 - 103,611
Net book value at 31 December 2007 48,612 58,493 242 7.729 115,076

In the income statement, depreciation of £10,889,000 (2007: £9,076,000) has been charged in cost of sales; £142,000 (2007: £103,000) in
selling and distribution costs; £403,000 (2007; £408,000) in administrative expenses; and £186,000 (2007: £178,000) in research and
development expenditure.

Depreciation has rot been charged on freehold land which is stated at historical cost of £3,355,000 (2007: £3,023,000).

Assets held under finance leases included above comprise computer equipment with a net book value of £1,000 at 31 December 2008
{2007 £8,000).
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Notes to the financial statements

for the year ended 31 December 2008 continued

15. Property, plant and equipment (continued)

Plant and
machinery, Fixtures
and maotor and

vehicles fittings Total
Cormpany £'000 £:000 £'000
Cost
At 1 January 2008 260 36 296
Disposals 49 - {45)
At 31 December 2008 211 36 247
Depreciation
At 1 January 2008 211 28 239
Charge for year 22 2 24
Disposals {36) - (36)
Al 31 December 2008 197 30 227
Net bock value at 31 December 2008 14 6 20
Cost
At 1 January 2007 333 36 369
Additions 14 - 14
Disposals (87} - 87)
At 31 December 2007 260 36 296
Depreciation
At 1 January 2007 221 27 248
Charge for year 42 1 43
Disposals (52) - (52)
At 31 Decernber 2007 211 28 239
Net book value at 31 December 2007 49 8 57
16. Investiments in subsidiary undertakings

2008 2007

Company £'000 £000
Interest in subsidiary undertakings
Gross and net book value at 1 January 138,530 128,380
Add: increase in investment - 9,150
Gross and net hook value at 31 December 138,530 138,530
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16. investments (continued)

The company's principal subsidiary undertakings at 31 December 2008 are shown below:

Country of Propartion of issued

incorporation Nature of ordinary shares held by:
Name of undertaking or regisiration business Group Compariy
Devro (Scotland) Limited Scotland Casings 100%
Devro New Holdings Limited Scotland Holding 100%
Devro Medicat Limited Scotland Medical collagen 100%
Dewro Acguisition Corp USA Hotding 100%
Devro Asia Limited Hong Kong Casings 100%
Devro Pty Limited Australia Casings 100%
Devro GmbH Germany Non-trading 100%
Devro KK Japan Casings 100%
Dewo Inc USA Casings 100%
Devro Investments Inc UsA Holding 100%
Cutisin s.r.o. Czech Republic Casings 100%

Devro (Scotland) Umited has a branch focated in Germany. Devro Pty Limited has a branch focated in New Zealand.

17. Inventories

The company had no inventories at 31 December 2008 and 31 December 2007. Details of inventories relating to the group are as follows:

2008 2007
Group £'000 £'000
Raw materials and consumables 2,763 2,825
Work in progress 3,966 3,449
Finished goods and goods for resale 19,024 16,037
25,753 22,311
At 31 December 2008, inventories amounting to £748,000 (2007: £537,000) were held at net realisable value.
18. Trade and other receivables
Group Company
2008 2007 2008 2007
£'000 £'000 £'000 £°000
Amounts falling due after more than one year
Armounts owed by subsidiary undertakings - - 20,194 14,225
Prepayments and accrued income 61 99 - -
61 a9 20,194 14,225
Ameunts falling due within one year
Trade receivabies 20,588 20,493 - -
Less: provision for doubtiul debts {575) (241) - -
Trade receivables - net 29,013 20,252 - -
Armounts owed by subsidiary undertakings - - 538 452
Other debtors 2,264 1,283 B 69
Prepayments and accrued income 1,790 1,337 281 138
33,067 22,872 823 659
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Notes to the financial statements

for the year ended 31 December 2008 continued

18. Trade and ather receivables {continued)

Group

At 31 December 2008, trade receivables of £534,000 (2007: £217,000) were impalred and fully provided.
impaired receivabies would be recovered. The ageing of these receivables is as follows:

it was assessed that none of the

2008 2007
£000 £'000
Less than 30 days past due 305 50
30 to 90 days past due 3l 43
Greater than 90 days past due 208 124
534 217
Movements on the group's provision for impairment of receivables were as follows:
2008 2007
£'000 £'000
At 1 January 217 310
Exchange difierences 63 @
Discontinued operation - (84
Receivables impaired 382 161
Receivables written off as uncollectible 82 (138)
Unused amounts reversed 210) (32)
At 31 December 534 217

In addition to the impairment provision, there was a specific experience-based provision of £41,000 at 31 December 2008 (2007: £24,000).

At 31 Decernber 2008, trade mceivables of £4,316,000 (2007: £3,966,000) were past due but not impaired. These relate to a number of

customers for whom there is no recent history of default. The ageing of these receivables is as follows:

2008 2007
2000 £'000
Less than 30 days past due 3,635 3,280
30 to 90 days past due 678 674
Greater than 90 days past due 3 12
4,316 3,966

The canying amounts of the group's trade and other receivables were denominated in the following currencies:
2008 2007
£'000 £'000
euro 10,304 6,958
US dollar 7.733 4571
Sterling 3,536 3,192
Austrakan dollar 3359 2687
Japanese yen 3,149 1,593
Czech konuna 2894 2,201
QOther cumencies 2,153 1,769
33,128 22,97
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18. Trade and other receivahles (continued)

Company

The company had no trade receivaples at 31 December 2008 and 31 December 2007.

At 31 Decermber 2008, receivables due from subsidiary undertakings of £20,730,000 (2007: £14,677,000) were neither past due nor impaired.

The canying amourtts of the company's other receivables were denominated in the following cumrencies:

2008 2007
£'000 £000
Sterfng 18,223 14,660
US dollar 2,487 a5
COther cumencles 3067 129
21,017 14,884

19, Cash and cash equivalents

Group Company
2008 2007 2008 2007
£'000 £'000 £'000 £000
Cash and cash equivalents

Cash at bank and in hand 5,446 7412 6 541
Short-term bank deposits 1,244 2,223 - -
6,690 3,635 8 541

At 31 Decemnber 2008, an overdraft balance in the company was pooled with cash balances held at the same bank by a subsidiary
urdertaking. At 31 December 2007, an overdraft balance in a subsidiary undertaking was pooled with cash balances held at the same
bank by the company. The resulting net cash positions were included in the group’s cash at bank and in hand balances.

20. Trace and other payables - current

Group Company
2008 2007 2008 2007
£'000 £'000 £'000 £000
Trade payables 10,821 8,670 - -
Armounts owed to subsidiary undertakings - - 1,467 998
Other taxation and social security payable . 1,573 1,147 146 33
Accruals and deferred income 16,417 11,738 2,233 1,338
Amounts owed to former sharehelders of Cutisin a.s. - 65 - -
28811 21,620 3,846 2,369

21. Other non-current liabilities

Group Company
2008 2007 2008 2007
£'000 £'000 £'000 £'000
Amounts owed 1o subsidiary undentakings - - 5,539 1,338
Accruals and deferred income 159 173 - -
159 173 5,539 1,338
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Notes to the financial statements

far the year ended 31 December 2008 continued

22, Financial liabilities — borrowings

Group Company
2008 2007 2008 2007
£'000 £'000 £'000 £'000
Current
Unsecured bank loans and overdrafis due within one year or on dermand 3,135 768 2,004 140
Non-current
Unsecured bank loans 27,531 36,119 15,031 27,000

Borrowings are denominated in a number of currencies, and bear interest based on LIBOR or toreign equivalents appropriate to the courtry
in which the borrowing is incurred. All of the group’s borrowings are exposed to interest rate changes within one year.

The effective interest rates at the balance sheet dates are as follows:

Currency Rate 2008 2007
Bank overdrafts euro ECB min. bid rate plus 75 basis points 3.75% 4.75%
Sterling UK base rate plus 100 basis points 3.00% 6.50%
US dollar Higher of Fed Funds plus 250 basis points 3.25% -
or Prime less 100 basis points
Bank borrowings:
Floating rate Sterling LIBOR plus 71 basis points 3.82% 7.46%
Floating rate Augstrafian dollar  BBSW plus 70 basis points 4.69% 7.53%
Floating rate US dollar LIBOR pius 70 basis points 1.63% -
Average bank borowings rate 4.11% 7.43%

Borrowings are derominated in the following currencies:

Group Company

2008 2007 2008 2007

£°000 £'000 £'000 £'000

Sterfing 15,493 27,140 14,764 27,140
Australian doliar 12,500 8,119 - -
US dollar 1,985 - 2,361 -
euro 688 628 - -
30,666 36,887 17,125 27,140

23. Financial risk management and financial instruments

Financial risk management

The Board reviews and agrees policies for managing sach of the risks associated with interest rate, foreign exchange, credit, liquidity and
capital. it is the group’s policy that no trading in financiat instruments shall be undertaken. These policies have remained unchanged
througholrt the year, are consistent with the previous year, and are summarised below:

Market risk

a) Interest rate risk

The group’s interest rate risk arises from borrowings, cash and short-term deposits, togsther with currency swaps and cross-cumency swaps
used to hedge inter-company loans.

The group borows in the desired currencies at floating rates of interest and may use forward rate agreements or interest rate swaps to
generate the desired interest rate profile and manage the group's exposure to interest rate fluctuations.” Although group policy permits the
hedging of up to 100% of interest rate expasures on borrowings for a peried not exceeding five years, no interest rate hedging was in place
at 31 Decernber 2008 or 31 December 2007.

Cash is held in interest-bearing current accounts where practicable, and all deposits are for periods of less than three months.
A variation of, for example, 100 basis points in interest rates, applied to the group’s bormowings, cash and short-term deposits at

31 December 2008 and 31 Decamber 2007, would result in a movernent in finance expense of £307,000 (2007: £363,000} and finance
income of £67,000 (2007: £96,000), This would resuit in a post-tax impact on the group’s income statement of £214,000 (2007: £268,000).
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23. Finangial risk management and financial instruments {continued)

b) Foreign exchange risk

The group has several significant overseas subsidiary undertakings whosa revenues and expenses are denominated in a variety of
currencies. Group policy dictates that foreign currency exposures arising from future commercial transactions are reviewed by Group
Treasury and hedging activities are undertaken as appropriate in order to manage the net foreign exchange risks arising. Group policy
permits the hedging of up to a maximurm of 75% of the net external currency transaction exposures for periods of up to a maximum of
one year forward. It is not group policy to routinely hedge translation expostres apart from inter-comparty loans. Specific Board approval
Is required for any other translation expesure hedging.

The table below detals the impact of changes in foreign exchange rates on the group’s post-tax profit for the year ended 31 December 2008
and 31 December 2007 and equity at 31 December 2008 and 31 December 2007. The gains and losses arise from translating receivables,
payables, cash and derecognised currency hedges which are denominated in currencies other than each subsidiaries’ reporting currency:
The movernents in equity arise from the transiation of cash fiow currency hedges.

In sach case, it is assurmed that the named cumency is strengthening or weakening against all other cumencies, while all the cther curmencies
remain constant. The percentage foreign currency movements are based on the experience of the previous four years. Cumency volatility in
2008 has resulted in higher percentages and an increase in the nurmber of currencies requining to be disclosed. Resuts are shown for all
currencles where the impact on group post-tax profits would be more than £50,000.

Impact on group post-tax Impact on equity -
profits - gains/{losses) increase/f{decrease)
Strengthening  Weakening Strengthening  Weakening
Foreign currency movement £°000 £'000 £'000 £°000
2008
Australian dollar: 15% {107 107 505 (595)
Czech koruna: 15% {398} 398 2,492 (2,492)
euro: 15% 306 (308) (2,128) 2,128
Japanese yen: 25% 317 317 (6909 690
Sterfing: 20% ®159) 515 753 (753)
LS dollar: 20% {290} 290 (1.215) 1,215
2007
Czech koruna: 11% (251) 251 1,142 (1.142)
euro: 8% 186 {186) (807} 807
Sterling: 8.5% o] 70 130 (130}
US dollar: 11.5% 62) 62 (148} 148
Credit risk

Credit risk arises from cash and cash equivalents, derivative finangiat instruments and deposits with banks and financial institutions, as well as
credit exposures with customers.

The group has no significant concentrations of credit risk. The group menitors its credit exposure using credit ratings, where applicable, and
through its policy of requirng appropriate credit checks on poiential customers before sales commence. These procedures imit the group’s
exposure to any one party to approved levels. The maximum exposure to credit risk at the reporting date is the fair value of each class of
receivable. The group does not hold any collateral as security.

Liquidity risk

The group has medium-term loan facllities which are regularly reviewed to ensure that they provide adequate liquidity for the group. The
fadiities are managed on a centralised basis with appropriate locat availabiity. Details of the undrawn committed borowing faciiies avallable
at 31 December 2008 and 31 Decermber 2007 are shown below:

2008 2007
£'000 £'000
Expiring in more than two years 23,469 14,881

At 31 December 2008, the group had in place unsecured floating rate lcan facilities comprising committed elermnents with a total of
£51.0 million (2007: £51.0 million) and uncormmitted working capital elements with a total of £9.0 miliort (2006: £9.0 milion). These were
co-ordinated, biateral faciiities with three banks and the committed elements are due to expire on 24 January 2012, The uncommitted
facilities are renewable within one year.

The group was in compliance with the covenants related to its loan facilities throughout the years ending 31 Decemnber 2008 and
31 December 2007,

In addition to the group facilities, local uncommitted facilities of US$ 2.0 million (2007 nily and Czech koruna 80.0 miflion (2007: nil}
were aiso in place at 31 December 2008. These faciiies are renewabie within one year.
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Notes 1o the financial statements

for the year ended 31 December 2008 continued

23. Financial isk management and financial instrurments {continued)

Capital risk

When managing capital, the group's objectives are 1o safeguard the business as a going concem, provide relurms to sharehoiders and
berefits for other stakeholders, and maintain an optimal capital structure. In order to maintain the capital structure, the group may adjust the
amount of dividends paid 1o shareholders, retumn capital to shareholders, issue new shares or sefl assets o reduce debt.

The principal measyre used to monitor the strength of the group's balance sheet is the gearing ratio, which expresses the group's net debt
as a percentage of its net assets. Net debt is total borrowings less cash and cash equivalents. Net asssts are as shown in the consolidated
balance sheet. The gearing ratios at 31 Decernber 2008 and 31 December 2007 were as follows:

2008 2007
At 31 December £'000 £'000
Total bomowings (note 22) 30,666 36,887
Less: cash and cash equivalents (6,690) {9,635)
Net debt {note 34) 23,976 27,252
Net assets 111,318 95,060
Gearing ratio 21.5% 2B.7%
Financial instruments
Disclosures regarding financial instruments are set out below:
Fair value of derivative financial instruments
The fair values of derivative financial instruments are as follows:
Group Company
Assets Liabilities Assets Liabilities
2000 £'000 000 £'000
At 31 December 2008
Forward forsign currency contracts:
cash flow hedge 421 1,774 - -
other 288 776 251 -
709 2,550 251 -
At 31 December 2007
Forward foreign currency contracts:
cash flow hedge 485 169 - -
cther 261 45 20 -
746 214 20 -

In accordance with 1AS 39, “Financial instruments: Recognition and Measurement”, the group has reviewed all contracts for embedded
derivatives. At 31 December 2008 and 31 December 2007, there were no embedded derivatives.

At 31 December 2008, the net fair value losses on open forward foreign exchange contracts that hedge the foreign currency risk of
anticipated future sales and purchases amount to £1,353,000 (2007: gans £316,000). These will be transferred to the income statement
when the forecast sales and purchases occur during 2009.

There were no interest rate swap contracts at 31 Decernber 2008 and 31 December 2007.
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23. Financial risk management and financial instruments {continued)

At 31 Decernber, the principal amounts of the outstanding financial instruments were:

2008 2007
Group £'000 £'000
Forward foreign exchange currency contracts 33,660 19,690
Currency swaps 5.401 753
Fair values of non-derivative financial assets and financial liabilities
2008 2007

Book Fair Book Fair

valua value value value
Group £000 000 . £'000 £'000
Fair value of non-current borrowings
Long-term borrowings (note 22) (27.531) (27.531) (36,119 {36,119)
Fair vaiue of other financial assets and financial liabilities
Primary financial instruments held or issued to finance the

group's activities:

Other non-current receivables (hote 18) 61 61 99 99
Trade and other receivables (note 18) 33,067 33,067 22,872 22,872
Short-term bank deposits (note 19) 1,244 1,244 2223 2,223
Cash at bank and in hand {note 19) 5,448 5,446 7,412 7.412
Trade and other payables (note 20) (28,811} (28,811) (21,620 (21,620
Other non-current liabiities {note 21) {159) {128 {173 (132)
Short-term borrowings (note 22) (3.135) (3.135) (768) (768)

The far values of the group’s borrowings are equivatent to the carrying values reported in the balance sheets as they are floating rate
borrowings where interest rates are re-set to market rates at intervals of up to six months.

The fair values of trade and other receivables, shart-term deposits and trade and ather payabiles are equivalent to the carmying values

because of the short-term nature of these instruments.

The fair values of other non-current receivables and liabilitiss have been calculated by discounting expected cash flows at prevaiing interest

and exchange rates.
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Notes to the financial statements
for the year ended 31 December 2008 continued

23. Financial risk management and financial instrurments {continued)
Maturity of financial liabilities

The tables below analyse the group’s and company’s financial liabilities, which will be settted on a net basis, into relevant maturity groupings
based on the remaining period to the contractual maturity date at 31 December 2008 and 31 December 2007, The amounts disclosed in

the tables are the relevant undiscounted cash flows.

Less than Between 1 Between 2 Over
1year and2years and5years 5 years
Group £'000 £'000 £000 £'000
At 31 Decernber 2008
Borrowings 4,285 1,135 28,739 -
Dervative financial instruments 2,550 - - -
Trade and other payables 28,811 25 68 66
At 31 Becember 2007
Borrowings 3,472 2,695 41,692 -
Derivative financial instruments 214 - - -
Trade and other payables 21,620 81 53 39
Less than Between 1 Between 2 Over
1year and2years andSyears 5years
Company £'000 £'000 £'000 £'000
At 31 December 2008
Borrowings 2,386 550 15,616 -
_ Trade and other payables 3,848 - - -
At 31 December 2007
Borrowings 2,155 2,010 31,156 -
Trade and other payables 2,369 - - 1,338

The amounts shown as borrowings in the above tables include the capital outstanding at each balance sheet date, together with the
estimated interest thereon calculated at the effective interest rates at these dates for the periods until the contractual maturity of the relevant
borrowing fagilities. There is no certainty that these amounts will be cutstanding for all of the pericd involved or that these interest rates will

be applicable during these pericds.

Maturity of derivative financial instruments

The tables below show the group's and company’s derivative financial instruments, which will be settied on a gross basis. Al derivative

financial instruments mature within one year. The amounts disclosed in the tables are the contractual undiscounted cash flows.

At 31 At 3
December Decernber
2008 2007
£'000 £'000
Group
Forward foreign exchange contracts - cash flow hedges
Outflow 23,606 14,708
Inflow 22,223 15,029
Forward foreign exchiange contracts — other
Qutflow 14037 5617
Inflow 13,555 5,859
Company
Forward foreign exchange contracts — other
Outflow 5,148 727
Inflow 5,401 753

Forward foreign exchange contracts — other, shown in the table above, relates to cash flow hedges that have been derecognised due to the
relevant sales and purchases having alteady taken place, together with a curmency swap used to hedge an exposure in respect of an inter

comparny loan.
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24. Deferred Tax

Group Company
2008 2007 2008 2007
£'000 2000 £000 £'000
Net {iabiftyasset at 1 January {5,543) {1,595} 40 34
Exchange differences {457 (650) - -
(Charge)/credit for the year (note 10) (446) a03 ) 6
Credit/(charge} to equity 6,182 4,101) - -
Net (iability)/asset at 31 December (264) (5543} 37 40
Group
Deferred tax assets can be analysed as follows:
Retired  Accelerated
benefit capital
obligations  allowances Cther Total
000 000 £000 2000
At 1 January 2008 3,400 28 1,921 5,349
Exchange differences 1,667 - - 1,667
Charge for the year {960) M {847) {1,808)
Credit io equity 5713 - 379 6,092
At 31 December 2008 9,820 27 1,453 11,300
AL 1 January 2007 8,397 22 2,154 10,573
Exchange differences (126} - (19) {145}
Reclassification - - @10 410}
(Charge)/credit for the year (853) 6 196 (651}
Charge to equity 4,018) - - (4,018
At 31 December 2007 3,400 28 1,921 5,349
Deferred tax liabilities can be analysed as follows:
Accelerated
capital
allowances Other Total
£'000 £000 £'000
At 1 January 2008 (16,352) {540} (10,882)
Exchange differences (3,002) - (3,002)
Credit for the year 2,234 6 2,240
Charge to equity - 90 90
At 31 December 2008 {11,120) (444} {11,584)
At 1 January 2007 {11,562 (606) (12,168)
Exchange differences (503) [124] (505)
Reclassification - 410 410
Credit/icharge} for the year 1,713 {259 1,454
Charge to equity - 83) 83)
At 31 December 2007 {10,352) (540 (10,882
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Notes to the financial statements

for the year ended 31 December 2008 continued

24, Deferred tax (continued)
The net deferred tax liability can be analysed as follows:

Asset Asset Liability Liability Total Total
2008 2007 2008 2007 2008 2007
£000 £'000 £000 £'000 £000 <'000
Due within one year 1,649 1,165 309 (275} 1958 830
Due after more than one year 9,651 4,184 {11.873) (10617 (2,222} (6,433)
11,300 5348 (11,564) {10,892) (264} (5,543)
Cormpany
Deferred tax asseis can be analysed as foflows:
Accelerated
capital
allowances Gther Total
£'000 £000 £'000
At 1 January 2008 28 12 40
Charge for the year ] (2) @
At 31 December 2008 27 10 37
At 1 January 2007 22 12 34
Credit for the year 6 - 6
At 31 December 2007 28 12 40
The deferred tax asset can be analysed as follows:
2008 2007
£'000 £'000

Due after more than one year

Deferred tax assets and liabiities are only offset to the extent that there is a legally enforceable right to do s0, as permitied by IAS 12,
No deferred tax has been recognised in respect of the unremitted earnings of certain subsidiaries. Unremitted earnings of subsidiary
undertakings with a lower tax rate than the UK rate and on which UK tax could become payable if repatriated totalled £39.6 million at
31 December 2008 (31 December 2007: £29.5 million).

At 31 December 2008, a deferred tax asset of £28,000 {2007: £286,000) has not been recognised as its future utilisation is uncertain.
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25, Retirement benefit ocbligations
The amounts recognised as cherges in the income statemert are as follows:

2008 2007
£'000 £'000
Pension cbligations
Defined benefit schermes:
Current service costs 1,089 1,322
Net financa income (715) 671
374 651
Defined contribution schemes 803 731
1,177 1,382
Post-retirement benefit obligations
Post-retirement benefit scheme:
Current service cost 23 3
Finance cost 93 86
’ 116 17
Total 1,293 1,499
The amounts recognised as non-current liabilities in the balance sheet are as follows:
2008 2007
£'000 £:000
Pension obligations
Fair value of plan assets 165,486 189,065
Present value of funded obligations (191,311) (196,477}
(25,825) (7.412)
Post-retiroment benefit obligations
Present value of benefit obligations {1,863) {1,360}
(27,688) 8,772

(&) Pension cbligations

The group operates a number of pension schemes throughout the world. The major schemes are of the defined benefit type and,

with the exception of Germany where book reserves are supported by insurance policies, the assets of the schemes are held in separate
trustee-administered funds. The defined berefit schemes are now closed 1o new members and have been replaced with defined contribution
schemes. The total pension cost for the group was £1,177,000 (2007: £1,382,000), of which £1,080,000 (2007: £828,000) related to the
overseas schermes. On the advice of the actuaries, cash contributions to the group’s defined benefit schemes are expected fo be

£5.0 million for the year ending 31 December 2009 (2008: £4.3 milion).

The most significant defined benefit scherme within the group is the Devro Limited (UK) Pension Plan, which operates in the UK. The tatest
completed formal actuarial valuation of the scheme was at 31 March 2005. A formal actuarial valuation at 31 March 2008 is being
undertaken at present. The other major defined herefit schemes operate in Australia and the US.

Actuarial assumptions appropriate for each country have been used.

The last formal actuarial valuations of the group's material defined benefit schemes have been updated to 31 December 2008 by qualified
independent actuaries. The major assumptions used by the actuaries in the following principal countries were:

Australia United Kingdom United States
2008 2007 2008 2007 2008 2007
% % % % % %
Discount rate 3.60 5.30 6.25 570 6.30 6.40
Rate of increase in salaries 4.00 4.00 3.70 4,30 = 3.50
General inflation 250 2.50 2.70 3.30 2.80 2.50

* No rate of increase in salaries has been assurmed as the United States plan is now frozen,

The expected retum on scheme assets is based on market expectations at the beginning of the year for returns over the entire Iife of the
beneft abligations.
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Notes to the financial statements

for the year ended 31 December 2008 continued

25. Retirernent benefit obligations {continued)
Bemographic assumptions, such as mortality rates, are set having regard to the latest trends in life expectancy plan experience.
These asstmptions are under continual review. The mortality assumptions at 31 December 2008 are based on the following tables:

Years of life expectancy
for current pensioners

aged 65
Male Fermnale
United Kingdom — PAS2 mc (YOB) + 2 20.2 231
United States — RP-2000 healthy projected to 2008 18.3 20.3

The Australian defined benefit scheme provides only for a lump sum payment on retirerment.

In addition to the above schemes, the group operates a defined benefit retirement plan in Germany which, in common with typical
practice in that country, is suppeorted by insurance policies. At 31 December 2008, the value of the insurance asset was £4.3 million
{2007 £3.2 million) and the value of the labiity was £4.6 million {2007 £3.4 milion).

in addition, the: group has benefit arangements in respect of two former executives in the US for which the group has made adequate
provisions on the advice of the actuaries. There is also an individual pension amangement in Japan in respect of which appropriate
contributions are made annually, The pian in Germany and these additiona arrangements in the US and Japan are included under the
“other” heading in this note.

The aggregate fair values of assets in the group's defined benefit schemes at 31 Decernber 2008 are estimated 10 be:
Australia United Kingdom  United States Other Group

2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
£000 €000 £'000 £'000 £000 £000 £000 £000 £000 £000

Equities 3963 5260 62500 86880 15640 18,356 - - 82,103 110,496
Bonds 70t 1146 55288 54,602 16,082 14,140 - - 72,071 69,888
Qther 2413 2274 2404 711 2205 2,495 47290 3201 11312 8681

7,077 8880 120,182 142,193 33927 34991 4290 3,201 165486 189065

The long-term rates of return expected at 31 December 2008 in the principal countries are as follows:

Australia United Kingdom United States
2008 2007 2008 2007 2008 2007
% % % % % %
Equities 7.60 7.60 7.10 7.30 8.40 8.20
Bonds 4.80 4.80 5.00 5.06 5.30 5.10
Other 493 4.86 1.80 5.30 7.40 7.40

The net pension assets and fiabilities at 31 December 2008 are as follows.

Australia United Kingdom  United States Cther Group
2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
£'000 £'000 £'000 T000 £'000 £'000 K000 £000 £'000 £000

Total fair value of scherme assets (as above) 7077 8,680 120,192 142193 33,927 34,991 4290 3,201 165486 189,065

Present value of scheme liabiities 8619 (7.188)(124,700)(145278) (62,859) {39602) (5,133) (3,806)}(191,311){196.477)
{Defictty/surpius (1,542) 1,492 {4,508) (3685 (18932) @511} (843) {608} (25825 (7.412)
Related deferred tax assets/{liabiities) 462 (448) 1566 1540 7,005 1,706 135 98 9,168 2.89%

Net pension iabliiesyassets (1080} 1044 (2942) (2145 (11.927) (2905) (708)  (510) (16857) (4.516)
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25. Retirernent benefit obligations {continued)

The net deficit position has worsened during the year. The value of the assets in the schemes fell significantly, reflecting falls in worldwide
equity and bond markets. The value of scheme liabilities also fell, reflecting increases in discount rates, but by less than the reduction in
asget values. We continue to pay contributions to retirement schemes in accordance with local regulatory requirements and on the advice
of qualified independent actuaries. The actuaries continually review the funding postion of the schemes.

2008 2007
Changes in the fair value of scheme assets were as follows: £'000 £'000
Fair value of plan assets at 1 January 189,065 178,979
Expected retum on plan assets 12,213 11,170
Employer contributions 4273 5,757
Member contributions 723 786
Benefits paid (10,528) (3,462}
Actuarial fosses)/gains {41,435) 1,311
Exchange gains 11,175 524
Fair value of plan assets at 31 Decernber 185,486 189,065

2008 2007
Changes in the present value of defined benefit obligations were as follows: £°000 £'000
Presert value of obligations at 1 Jaruary 196,477 203,771
Service cost 1,089 1,322
interest cost 11,498 10,499
Member contributions 723 786
Benefits paid {(10,528) {9,462}
Actuarial gains (22,368) {(10,729)
Exchange losses 15,420 290
Present value of obligations at 31 Decermber 191,311 196,477
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Notes to the financial statements

for the ysar ended 31 December 2008 continued

25. Retirement benefit obligations (continued)

Armounts charged to the incame statement and recognised in the statement of recognised income and expense are as follows:

Australia United Kingdom  United States Other Group
2008 2007 2008 2007 2008 2007 2008 2007 2008 2007
£000 £000 £000 £'000 €000 £000 £'000 €000 £000 €000
Analysis of amounts charged to the
income statement
Current service cost 296 286 695 944 - - a8 92 1089 1,322
Expected return on pension scheme assets (565} (490) (9,034} (8,323 (2,614) {2,357) - - (12,213) (11,170}
Interest on pension scherne liabilities 395 334 8197 7682 2683 2292 223 181 11,498 10,489
Financing (credity/charge (170 (156) (837) (B631) 69 65) 223 181 {718y  (671)
Net charge/{credi) to profit 126 130 (142) 313 69 (65) 321 273 374 651
Analysis of amounts recognised in
statement of recognised income
and expense
Actual retum less expected returmn on assets  (2,402) 22 {(27.466) 2,087 (11,882 (777) 3n (10) (41,4390 1,322
Experience (losses)/gains on liabiities {53) 76 5064 170 (971) {79) (108} { 3926 8
Changes in assumptions (675) 24 18,762 9086 1246 1,130 113 470 19,446 10,710
Actuarial lossi/gain on assets and liabilities  (3,136) {30) (3,640} 11,343 (11,607) 274 316 453 (18,067) 12,040
Exchange gain/{oss) 42 134 - - {4,057) 108 {230) 8 (4,245 234
Actuarial {loss)/gain recognised in sterding (3.0949) 104 (3.640) 11,343 (156684) 332 86 445 (22,312) 12,274
Movement in surplus/{deficit)
during the year
Surpius/(deficit) in scherme at
beginning of year 1492 1,383 (3.685) (18,820) (4,611} (8585 (608) (780) (7.412) {24,792}
Movereant in year:
Pension {expense)/credit 126y (130 142 (313 {69) 85 @21 (273) (374 (651}
Employer contributions 186 125 2875 4,105 1,492 1627 - - 4273 5757
Actuarial (joss)/gain {3.136) (30) (3.6400 11,343 (11,607 274 316 453 (18,067) 12,040
Exchange gain/floss} 42 134 - - (4,057) 108 (230) (8 (4,245) 234
(Deficitysurptus in scheme at end of year (1.542) 1,492 (4,508) (3,685 (18,932) (4611} (843) (608) (25,825) (7.412)
Curnulative actuarial gains and losses recogrised in equity are as follows:
2008 2007
£'000 £'000
At 1 January 13478 1,204
Net actuarial fosses)/gains recognised in the year (22,312} 12,274
At 31 December (8,834) 13,478

The actual return on plan assets was £(29.2) miiion in 2008 {2007: £12.5 million).
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25. Retirement benefit obligaticns {continued)
Historical information in the principal countries is as follows:

Difference Total amount
between Experience  recognised in
Present value (Deficity expected (lossesy statement of
Fair value of of defined sumplus and actual gains recognised
scheme benefit in the retum on on scheme income and
assets obligations schemes scheme assets liabifities expense
£'000 £000 £060 £:000 £000 £°000
Australia
2008 7,077 {8,819) (1,542) {2,402) (59) (3,089
2007 8,680 (7,188) 1,492 22 (78) 104
2006 7,692 (6,299 1,383 472 {139) 400
2005 7,436 (6,487) 949 538 (126) 278
2004 6,362 {5,624) 738 816 (67) 655
United Kingdom
2008 120,192 (124,700} {4,508) (27,466) 5,064 {3,640
2007 142,193 (145,878) (3,685 2,087 170 11,343
2006 133,180 {152,000} (18,820) 1,714 2,748 10,320
2005 127,351 (156,800) (29,449) 13,133 {831} 9,491}
2004 108,850 (128,400} {19,840 3,341 89 {1,080)
United States
2008 33,927 (52,859} {18,932) (11,882} (971) {15,664)
2007 34,991 {39,602 {4,611} @0 {79) 382
2006 35,030 (41,615) (6,585) 2,032 (982) 2,262
2005 35,188 {46,553} (11,365} {380 s (3,015}
2004 30,936 (41,519) {10,583} 1,550 428 427

{b) Post-retirement benefit obligations

The group aiso provided post-retirement heafth care benefits to certain groups of its retired employees in the United States. The amount
of expense recognised in the current year is £116,000 (2007: £117,000) and the liabllity at 31 Decembber 2008 is ©1,863,000 {2007:
£1,360,000). 1t was assumed that the annual per capita cost of benefits would increase by 7% in 2009. This rate was assumed to
decrease to an ultimate rate of 5% in 2013, The weighted average discount rate used in detenmining the accumulated post-refirerment

benefit obligation at 31 Decermber 2008 was 6.3% (2007 6.4%).
The post-retirement health care plan was dosed on 30 January 2009.

26. Called up share capital

2008 2007
Group and company £'000 £'000
Authorised
225,000,000 ordirary shares of 10 pence each 22,500 22,500
Allotted, called up and fully paid
162,866,277 (2007: 162,866,277) ordinary shares of 10 pence each 16,287 16,287

No ardinary shares of 10 pence each were issued during the year in connection with options exercised under the Devro (No. 2) Executive

Share Option scheme (2007 21,000).

No ordinary shares of 10 pence each were issued during the year in connection with the Devro 2003 Performance Share Plan (2007:

20,230).
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Notes to the financial statements
for the year ended 31 December 2008 continued

27. Share-based payments
The Devro 2003 Performance Share Plan {the plan”) was infrodueed in 2003.

Under the plan, the Executive Directors’ Remuneration Cormittee can make provisional allocations of ordinary shares in the company
1o employees of the group, including Executive Directors. No payment Tor an aliocation is macie by a participant. Allocations vest over

a three-year period, are conditional on the continued employment of the participant and are subfect to certain performance conditions.

These performance conditions relate 1o growth in operating profit of the subsidiary undertaking in which the participant is employed,
growth in eamings per share of the group, the company’s Total Shareholder Return, or a combination of these,

The fair value of an allocation represents the market value of the ordinary shares in the company on the date of the provisional allocation,

less the discounted value of estimated dividends expected to be paid during the vesting period. A participant is not entitled 10 receive
dividends during this period.

Arnounts provided in the accounts are based on an estimate of the probability of the targets in respect of allocations being achieved.
During the year, no shares vested under the plan (2007: 20,230),

At 31 Decermber 2008, the maximum nurnber of shares which may vest under the plan is as follows:

Fair value Number
Allocation date : per share  Vesting date of shares
07/04/2006 £1.142  07/04/2009 567.142
03/05/2007 £0.985  03/05/2010 668,567
13/06/2007 £1.014 13/06/2010 128,260
28/03/2008 £0.679  28/03/2011 900,000
01/05/2008 £0.705  0/05/2011 245,390
26/09/2008 £0.693  26/09/2011 525,000

28. Options on shares of Dewvro plc
Options have been granted but not yet exercised or lapsed for ordinary shares at 31 December 2008 as follows:

Remaining
Price per Earliest date  Latest date Number of life (years):
Scheme share forexercise for exercise share options  Contractual
The Devro 1993 (No 2) Executive Share Option Scheme £0.97  19/10/2002  18/10/2009 90,000 09
£0.515 2410/2004  23/10/2011 18,000 2.9
A reconciliation of the movement in share options during the year ended 31 December 2008 is shown below:
2008 2007

Weighted Weighted

average average

exergise exercise

Number price (£) Number price (£)

Qutstanding at 1 January 408,000 1.48 754,000 2.37
Exercised - - {21,000) 0.52
Lapsed (300,000) 1.67 (325,000 363
Qutstanding at 31 December 108,000 0.89 408,000 1.48
Exerciseable at 31 Decermber 108,000 0.89 408,000 1.48
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28. Options in shares of Devro ple (continued)
The weighted average remaining life {contractual) of outstanding options at 31 December 2008 is 1.2 years (31 December 2007: 1.3 years).
There is no diffierence between the calculation on a contractual basis and on an expected basis.

There were no options held by directors at 31 December 2008,

The company has establiished an employee share ownership pian trust (“ESOP") with an independent professional trustee. The ESOP may
acquire shares for the purpose of the company's employee share schemes. The ESOP will not hold more than 5% of the ordinary share
capital of the company without obtaining prior approval of the shareholders,

29. Share premiurm account

2008 2007
Group and company £'000 £'000
At 1 January 6,097 B8,07¢
Prermium on shares issued during the year under the share option schemes
and the performance share plan - 27
At 31 December 6,087 6,097
30. Cther reserves
Gapital Performance Curnulative
redemption Special share Hedging transiation
reserve reserve plan resefve  adjustment Total
Group £000 2000 2000 £'000 £'000 £'000
At 1 January 2008 35,587 8,888 123 226 13,012 57,838
Exchange adjustrnents - - - - 24,438 24,436
Cash flow hedges - - - (1,200 - {1,200
Performance share pian charge - - 21 - - 211
At 31 December 2008 35,587 8,888 334 (974) 37,448 81,283
At 1 danuary 2007 35,587 8,888 132 17 3,723 48,347
Exchange adjustments - - - - 9,289 9,289
Cash flow heciges - - - 209 - 209
Performance share plan charge - -~ 12 - - 12
Performance share plan credit in
respect of shares vested - - {21) - - 21)
At 31 Decernber 2007 35,587 8,888 123 226 13,02 57,836
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Notes to the financial statements

for the year ended 31 December 2008 continued

30. Other reserves {continued)

Capital Performance

redemnption Special share
resgrve resernve plan Total
Company £'000 £'000 £'000 £'000
At 1 January 2008 35,587 8,888 T4 44,549
Performance share plan charge - - 185 185
At 31 December 2008 35,587 8,888 259 44,734
At January 2007 35,687 8,838 80 44,555
Perfarmance share plan credit - - 6 {€)
Al 31 December 2007 35,587 8,888 74 44,549

The balance on the capital redemption reserve represents the amount'which arose at the time of the redemption of the praference share capital
in 2002.

The balance on the special reserve account represents the remaining undistributable proportion of the amount which arose on the acquisition
of Teepak International inc in 1986 under the merger refiefl provisions of the Companies Act 1985,

31. Retained earnings

Group Company

2008 2007 2008 2007

£'000 £'000 £'000 £000
At 1 January 14,840 2,474 56,318 32,761
Profit for the year 12,449 11,443 1713 30,802
Dividends paid (7.243) (7.245) (7.243) {7,245
Actuarial (loss)/gain recogrised in retirement benefit obligations, net of tax (12,395) 8,168 - -
At 31 December 7,651 14,840 66,206 56,318
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32. Statement of changes in shareholders’ equity

Share Share Other Retained
capital prermium reserves eamings Total
Group £'000 £'000 £000 £:000 £'000
Balance at 1 January 2008 16,287 6,087 57,836 14,840 95,060
Exchange adjustmerts - - 24,436 - 24,436
Cash flow hedges - - {1,200} - {(1,200)
Retirement benefit obligations, net of tax - - - (12,395) {12,395)
Dividends paid - - - {7.243) {7,243}
Perforrnance share plan charge - - 211 - 211
Profit for the year - - - 12,449 12,449
Balance at 31 Decernber 2008 16,287 6,097 81,283 7,651 111,318
Balance at 1 Jaruary 2007 16,283 6.070 48,347 2474 73,374
Exchange adjustments - - 9,289 - 9,289
Cash fiow hedges - - 200 - 209
Retirement benefit obligations, net of tax - - - 8,168 8,168
Issue of share capital 4 27 - - 3
Dividends paid - - - (7.245) {7,245
Performance share plan charge - - 12 - 12
Performance share plan credit in respect of
shares vested - - @1 - (21}
Profit for the year - - - 11,443 11,443
Balance at 31 December 2007 16,287 6,097 57,836 14,840 95,060
Share Share Other Retained
capital premium resenves earnings Total
Company £'000 £'000 £'000 £°000 £'000
Batance at 1 January 2008 16,287 6,097 44,549 56,318 123,251
Dividends paid - - - 7,243} (7,243)
Performance share plan charge - - 185 - 185
Profit for the year : - - -~ 17,131 17,131
Balance at 31 December 2008 16,287 6,097 44,734 66,206 133,324
Balance at 1 January 2007 16,283 6,070 44 555 32,781 99,669
Issue of share capitat 4 27 - - N
Dividends paid - - - {7.245) {7,245)
Performance share plan credit - - {6} - {6)
Proft for the year - - - 30,802 30,802
Balance at 31 December 2007 16,287 6,097 44 549 56,318 123,251
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Notes to the financial statements

for the year ended 31 December 2008 continued

33. Reconciliation of net profit/loss) to cash generated from operations

Group Company
2008 2007 2008 2007
£:000 £:000 £'000 £'000
Coentinuing operations
Net profitfloss) 12,449 12,018 (4,799) (8.917)
Adiustrments for:
Taxation 2,891 4,200 (105) (513
Net finance incorne on pension and
post-retirement health plan assets and liabiities (622) (585) - -
Finance income {255) {338) (1,118) (1,070
Finance expense 2,654 3,048 1,869 2,763
Loss on disposal of property, plant and equipment a 124 13 35
Loss on dispasal of intangible assets 13 - - -
Depreciation of property, plant and equipment 11,620 9,601 24 43
Impaiment of property, plant and equipment 3,131 - - -
Amgrtisation of intangible assets 370 338 5 5
Retirement benefit obligations {3,142) {4,024) - -
Performance share plan 211 9 185 ()
Reduction in amounts payable to former Cutisin sharsholders (84) - - -
Changes in working capital:
Decrease/{increase) in inventories 1,125 {1,738} - -
(Increase)/decrease in trade and ather receivables 4,276) 472 (6,370) {4,589)
Increase/(decrease) in trade and other payables 5,144 328 5,757 {11,798
Cash generated from/{used in) continuing operations 31,280 23,435 (4,539) (20,047}
Discontinued operation
Net loss - (575} - -
Adijustments for
Taxation - (159} - -
Depreciation of property, plant and equipment - 165 - -
Goodwill written off - 177 - -
Loss on disposal - B - -
Changes in working capital:
Decrease in inventories - 9 - -
Decrease in trade and other receivables - 2 - -
Decrease in frade and other payables - (37} - -
Cash used in discontinued operation - (412) - -
34, Analysis of net debt
Group Cornpany
2008 2007 2008 2007
£'000 £000 £'000 £'000
Cash and cash equivalents 6,690 9,635 6 541
Bank overgraft 2,447) {140} 2,004 {140}
4,243 9,495 (2,088) 401
Borrowings less bank overdraft (28,219) (36,747) {15,031) {(27.000)
(23.976) {27.252) (17,118} (26,599)
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38. Capital commitments

Group Cornpany
2008 2007 2008 2007
£'000 2000 £'000 £'000
Capital expenditure contracted for but not
provided in the financial statements 5,727 2,816 - -
36. Contingent liabilities
Iy the opinion of the directors, the group has o material contingent labilities.
37. Financial commitments
Operating leases
A1 31 Decemnber 2008, there were annual cammitrnents under non-canceliable operating leases as follows:
2008 2007
Land and 2008 Land and 2007
buildings Other buidings Other
£'000 £'000 £'000 £'000
Group
Expirirg withirt one year 220 130 193 87
Expiring after more than one year and less than
five years 64 506 9 508
Expiring afier more than five years - 3 - -
284 839 202 595
Company
Expiring within one year - - - t0

38. Related party transactions

The group had no related party transactions, other than key management compensation as mentioned in note 7. Related party transactions

camied out by the company during the year ended 31 December 2008 were as follows:

2008 2007
2000 £000
Safe of services to subsidiary undertalkings 1,730 1,735
Purchase of services from subsidiary undertakings 301 236
interest received from subsidiary undertakings 1,170 1,020
Interest paid to subsidiary undertakings a1 449
Payment received irom subsidiary undertakings for sumender of tax losses 306 1,038
Additional investment in subsidiary undertakings - §,150
Balances at 31 December arising from transactions with subsidiary undertakings:
Receivables
- current 536 452
- non-current . 20,194 14,225
Payables:
- current 1,467 998
- non-current 5,539 1,338
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Independent auditors’ report to the

members of Devro pic

We have audited the group and parent company financiat
statements {the “financial statements™) of Devro pic for the year
ended 31 December 2008 which cornprise the Consdiidated
Income Staterment, the Group and Parent Company Balance
Sheets, the Group and Parent Company Cash Flow Staternents,
the Consolidated Staternent of Recognised incorne and Expense
and the related notes. These financial statements have been
prepared under the accounting policies set out therain. We have
also audited the information in the Remuneration Report that is
described as having been audited.

Respective responsibilities of directors and auditors

The directors' responsibiities for preparing the Annual Report, the
Remuneration Report and the financial staternents in accordance
with applicable law and International Financtal Reporting Standards
{IFRSs") as adopted by the European Union are set out in the
Staternent of Directors' Responsibilities.

Cur responsibility is to audit the financia! statements and the part of
the Rernuneration Report to be audited in accordance with relevant
legal and reguilatory reguirements and International Standards on
Auditing (UK and Ireland). This report, including the opinion, has
been prepared for and only for the company’s members as a body
in accordance with Section 235 of the Companies Act 1985 and
for no other purpose. We do not, in giving this opinion, accept or
assume responsibility for any other purpose or to any other person
to whom this report is shown or into whose hands it may come
save where expressly agreed by our prior consent in writing,

We repont to you our opinion as to whether the firancia) statements
give a true and fair view and whether the financial statements and
the part of the Remuneration Report 10 be audited have been
property prepared in accordance with the Companies Act 1985
and, as regards the group financial statements, Article 4 of the 1S
Regulation. We also report 10 you whether in our opinion the
information given in the Directors’ Report is consistent with the
financial statements. The information given in the Directors’ Report
includes that specific information presented in the Business Review
that is cross referred from the Review of Business sections of the
Directors’ Report.

In addition, we report to you if, in cur opinion, the comparty has
not kept proper accounting records, if we have not received all
the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration
and other fransactions is not disclosed.

We review whether the Corporate Governance Statement reflects
the company’s compliance with the nine provisions of the Combined
Codle {2006) specified for our review by the Listing Rules of the
Financial Services Authority, and we report if it does not, We are

not required to consider whether the board’s statemnents on internal
corftrol cover afl risks and controls, or to form an oginion on the
effectiveness of the company's or group's corporate governance
procedures or i{s risks and confrol procedures.

We read the other infarmation contained in the Annual Report
and consider whether it is consistent with the financial statements.
The other infarmation comprises only the Directors’ Report, the
unaudited part of the Remuneration Report, the Chaiman'’s
Statement, the Business Review, the Corporate Governance
Statement and the Corporate Social Responsibility Report, We
consider the implications for our report if we become aware of
any apparent misstaterments or material inconsistencies with the
financiel statements. Qur responsibilities do not extend to any
other information.
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Basis of audit opinion

We conducted our audtt in accordance with International Standards
on Auditing (UK and Ireland) issued by the Auditing Practices Board.
An audit includes exarnination, on a test basis, of evidence relevant
1o the amounts and disclosures in the financial staterments and the
part of the Remuneration Report to be audited, It also inciudes an
assessrment of the significant estimates and judgements made by
the directors in the preparation of the financial staterments, and of
whether the accounting policies are appropriate 10 the group's and
compary’s circumstances, consistently applied and adequately
disclosed.

We planned and performed cur audit so as to obtain all the
information and explanations which we considered necessary

in order to provide us with sufficient evidence to give reasonable
assurance that the financial statements and the part of the
Remuneration Report to be audited are free from material
misstaterment, whather caused by fraud or other irregularity

or error. In forming our opinion, we also evaluated the overall
adequacy of the presentation of information in the financial
statements and the part of the Remuneration Report to be audited.

Opinion
In our opinion:

» the group financial statements give a true and fair view, in
accordance with IFRSs as adopted by the European Union,
of the state of affairs as at 31 December 2008 and of the profit
and cash flows of the vear then ended;

* the parent company financial statements give a true and fair
view, In accordance with IFRSs as adopted by the European
Union as applied in accordance with the provisions of the
Companies Act 1985, of the state of the parent company's
affairs ag at 31 December 2008 and of the cash fiows for the
year then ended; .

= the financial statements and the part of the Remuneration
Report to be audited have been properly prepared in
accordance with the Companies Act 1985 and, as regards the
group financial statements, Article 4 of the IAS Regulation; and

+ the information given in the Directors’ Repart is consistert with
the financial statements.

pﬂtmr\\mm(mm L0

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
Glasgow

23 March 2009

Notes

* The maintenance and integrity of the Dewvro plc website is
the responsibility of the directors; the work carried out by the
auditors does not involve consideration of these matters and,
accordingly, the auditors accept no responsibility for any
changes that may have occurred to the financial statements
since they were inftialty presented on the website.

* Legislation in the United Kingdom governing the preparation
and dissemination of financial statements may differ from
legislation in other jurisdictions.



Notice of Meeting

Notice is hereby given that the eighteenth Annual General Meeting
{"AGM") of Devro pic (“the Company”) will be held on 7 May 2009
at the Radisson SAS Hotel, 301 Argyle Street, Glasgow G2 8DL
at 10.30 am for the following purposes:

(1) To receive the Company's accounts for the year ended
31 Decernber 2008, together with the Directors’ Report
and the Auditors’ Report on those accounts.

@

—

To declare a final dividend for the year ended 31 December
2008.

)

e

To elect as a director Mr Peter Williams who, having been
appointed by the Board since the last AGM, retires in
accordance with the Articles of Association.

(4

ey

To re-elect as a director Mr Stuant Paterson, who retires by
rotation under the provisions of the Articles of Association.

(5) To re-appoint PricewaterhouseCoopears LLP as the
Company's auditors to hold office until the conclusion of the
next annual gereral meeting of the Company and to authorise
the directors to fix their remuneration.

To consider and, if thought fit, pass the following resolutions
of which Resclutions €, 7 and 8 will be proposed as ordinary
resolutions and Resolutions @, 10 and 11 will be proposed as
special resolutions:

Ordinary Resolutions

{6) THAT the Remuneration Report contained within the
Company's Report and Accounts for the year ended
31 Becember 2008 be and is hereby approved.

{7) THATY the authorised share capital of the Company be
increased from £22,500,000 to £27,500,000 by the creation
of 50,000,000 ordinary shares of 10 pence each in the
Company.

(8} THAT in substitution for all existing autharities the directors
be generally and unconditionally authorised to exercise alt
the powers of the Compary to allot:

{A) relevant securities (as defined in the Companies Act
1985 (the “Act”)) up to an aggregate nominal amount
of £5,400,000; and

(B) relevant securities comprising equity securities {as defined
in the Act) up to an aggregate nominal amount of
£10,800,000 {such amount to be reduced by the
aggregate nominal amount of relevant securities issusd
under paragraph (A) of this resolution 8) in connection
with an offer by way of a rights issue:

() to ordinary shareholders in proportion (as nearly as
may be practicable) to their existing hoidings; and
(i) to holders of other equity securities as required by
the rights of those securities or, subject to such rights,
as the directors otharwise consider necessary,
and the directors may impose any limits or restrictions
and maks any arrangements which they consider
necessary or appropriate to deal with treasury shares,
fractional entilements, record dates, legal, regulatory or
practical problems in, or under the laws of, any temitory
or any other matter,

such authorities to apply (unless previously renewed, varied or
revoked by the Company in general meeting) until the end of the
Company’s next annual general mesting ater this resclution is
passed (of, if earfier, until the close of business on 30 June 2010)
but, in each case, so that the Company may make offers and
enter into agreements before the authority expires which would,
or might, require relevant securities to be allotted after the
authority expires and the directors may allot relevant securties
under any such offer or agreement as if the authority had not
expired,

Special Resolutions
{9) THAT in substitution for all existing powers and subject to the

passing of resclution 8, the directors be generally ernpowered

1o allot equity securities (as defined in the Act) far cash

pursuant to the authority granted by resolution 8 and/or where

the allotment constitutes an allotment of equity securities by
virtue of section 94(3A) of the Act, in sach case free of the
restriction in section B9(1) of the Act, such power 1o be
limited:

(A} to the allotment of equity securities in connection with an
offer of equity securities {but in the case of an allotment
pursuant to the authority granted by paragraph (B) of
resolutiont 8, such power shall be limited to the alotment
of equity securnities in connection with an offer by way of
a rights issue only):

(i} to ordinary sharehoiders in proportion (as nearly as
may be practicable) to their existing holdings; and

(i} to holders of other equity securities, as required by

the rights of those securities or, subject 1o such rights,

as the directors otherwise consider necessary,

and the directors may impose any limits or restrictions and
make any arrangements which they consider necessary or
appropriate to deal with treasury shares, fractional
entitternents, record dates, legal, regulatory or practical
prablems in, or under the laws of, any territory or any other
ratter; and

{B) to the allotment of equity securities pursuant to the
authority granted by paragraph (A) of resolution 8 and/or
an allotrment which constitutes an allotment of equity
securities by virtug of section 94(34A) of the Act (in each
case otherwise than in the circumstances set cut in
paragraph {A) of this resglution 9) up to a nominal amount
of £810,000,

such power 1o apply umit the end of the Cormpany’s next
annual general meeting after this resolution is passed {or, it
earlier, until the close of business on 30 June 2010) but so

that the Company rmay make offers and enter into agreements

before the power expires which would, or might, require

equity securities to be allotied after the power expires and the

directors may allot equity securities under any such offer or
agreement as if the power had not expired,

(10)THAT the Company be and is hereby generally and

uncenditionally authorised for the purpose of section 166 of
the Act to make ane or more market purchases (within the
meaning of section 163(3) of the Act) on the London Stock
Exchange of ordinary shares of 10 pence each in the capital
of the Company (“Ordinary Shares”) provided that:
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Notice of Meeting

continued

(a) the maximum aggregate number of Crdinary Shares
hereby authorised to be purchased is 18,000,000
{representing less than 10% of the Company’s issued
ordinary share capital);

(o) the minirmum price {exclusive of any expenses) which may
be paid for an Ordinary Share is 10 pence, being the par
value;

the maximum price {exclusive of any expenses) which
may be paid for an Ordinary Share is an amount equal

10 not more than 5% above the average of the middie
market quotations for an Ordinary Share as derived from
The London Stock Exchange Daily Official List for the five
business days immediatety preceding the date on which
that Ordinary Share is purchased;

{c

{d

By

unlgss previously renewed, varied or revoked, the authority
heraby conferred shall expire at the conclusion of the next
annual general meeting of the Company to be held in
2010 or 15 monihs from the date of passing this
resclution whichever shall be the earlier; and

{e) the Company may make a contract or contracts to
purchase Ordinary Shares under the authority hereby
conferred prior to the expiry of such authority which will
or may be executed wholly or partly after the expiry of
such authority, and may make a purchase of Ordinary
Shares in pursuance of any stich cortract or contracts.

(11)THAT a general mesting of the Company other than an annual
general meeting may be called on not less than 14 clear days’
notice, provided that this authority expires at the conclusion of
the next annual general meeting of the Company after the
date of the passing of this resolution.

By order of the Board,

N

J Meredith, Secretal
Moodiesburn
23 March 2009

Registered Office:
Moodiesburn,
Chryston G69 OJE

Notes

1. A member of the Company entitled to attend and vote at the
AGM is entitled to appoint a praxy to exercise all or any of his
rights to attend, speak and vote at a general meeting of the
Company. A member may appoint more than gne proxy,
provided that each proxy is appointed to exercise the rights
attached to different shares. A proxy need not be a member
of the Company but must attend the mesting in person.

2. A persan who ig not a member of the Company, but has been
norninated by a member of the Company (the “relevant
member”) 1o enjoy information rights, {the “nominated person”)
does not have a right to appoint any proxies under note 1
above. A nominated person may have a right under an
agreement with the relevant mernber to be appointed or to
have somebody else appointed as a proxy for the meeting,

If a nominated person does not have such a right, or has such
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a right and does not wish to exercise it, he may have a right
under an agreement with the relevant member o give
instructions as to the exercise of voting rights.

. To be valid, the instrument appointing a proxy, togsther with

the power of attorney or other authority, if any, under which

it is signed {or a notarially certified copy of such power or

authority) must be deposited at the office of the Company’s

registrars, Computershare Investor Services PLC, The

Pavilions, Bridgwater Road, Bristol, BS89 62Y, not less than ‘
48 hours before the time fixed for holding the AGM. .
Completion and return of a form of proxy will not preclude

shareholders from attending or voting in person at the AGM,

if they wish.

Pursuant to Reguiation 41 of the Uncertificated Securities
Regulations 2001, eligibility to attend and vote at the AGM
will be determined by reference to entries on the relevant
register of members as at 6.00 prn on 5§ May 2000. Changes
to entries on the relevant register of members after 6.00 pm
on 5 May 2009 shall be disregarded in determining the rights
of any person to attend or vote at the AGM. |

. The following documents are available for inspection at the

Company's registered office, Gartferry Road, Moodiesburn, '
Chryston, GB9 OJE and at the offices of Clifford Chance LLP,
10 Upper Bank Street, London E14 5JJ during usual business
hours, and will also be available at the place of the AGM from
10.00 am until the close of the meeting:

{a} copies of all service contracts of the Executive Directors;

(b} copies of all appointment letters of the Non-Executive
Directors; and

(c) a copy of the Company’s Articles of Association {under
article 141 of which the directors have the benefit of a
"qualifying third party indemnity provision® for the
purposes of sections 237 and 238 of the Companies
Act 2008).

. At 20 March 2009 {being the last business day prior 1o the

publication of this notice) the issued share capital of the i
Company consists of 162,866,277 ordinary shares, carrying

one vote each. Therefore, the total voting rights in the

Company as at 20 March 2009 are 162,866,277,



Financial summary

for the year ended 31 December

2008 2007~ 2006 2005 2004
£'million C'million £'milion £'million €' million
Revenue 183.1 156.3 152.8 152.5 148.9
Operating profit before exceptional items* 206 17.7 18.7 21.6 219
Exceptionat terns 3.9 0.8 (1.0} 6.3 B
Operating profit 171 18.3 187 279 21.9
Profit before tax 153 16.2 16.9 258 18.0
Proifit after tax 124 12.0 124 18.7 129
Net assats 113 a5.1 732 614 533
Earnings per share:
- Basic 7.6p 74p 7.7p 11.5p 80p
- Diluted 7.6p 7.4p 7.6p 11.4p 7.9p
- Before exceptional tems 8.2p 6.4p 8.1p 8.7p 8.0p
Dividends per share 4.45p 4.45p 4.45p 4.4p 4.0p
Net assets per share 68.3p 58.4p 44.9p 37.9p 33.0p

*  Operating proft for the years prior to 2008 has been restated to excluda net finance income/expense on pension and post-retirerment heatth plan assets/liabiities.
™ The information for 2007 and 2006 above miates to continuing operations exclusive of the discontinued operation, BioFim Limited, which was disposed of on

28 December 2007 .
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Shareholder information

If you have sold or transferred all of your holding of ordinary shares, you should pass this document and the accompanying form of proxy to
the person through whom the sale or transfer was effected, for transmission to the purchaser or transferee.

Financial calendar

7 May 2009 Annual Genera Meeting

15 May 2008 Final Dividend Paid

August 2009 Half Year Resufts and Interim Dividend Announced

Cetober 2009 interim Dividend Paid

31 December 2009 Financial Year End

February 2010 2009 Results and Proposed Final Dividend Announced

Dividends ;

The finat dividend will be paid on 15 May 2009 to shareholders on the register at close of business on 17 Aprii 2009.

Dividend mandates
Sharehoiders wishing dividends ta be paid directly into a bank or building society account should cortact the registrar for a dividend
mandate form at the address below. Dividends paid in this way will be paid through the Bankers Automated Clearing System (BACS).

Dividend Reinvestment Plan

Dividends are nomally pald twice a year in May and October. We offer shareholders the opportunity to participate in the Dividend
Reinvestrnent Plan (“the Plan”), which allows you to reinvest your cash dividend in Devro pic ordinary shares. if you wish to participate in
the Plan, please apply online at www.computershare.comvinvestor/uk or, alternatively, you can complete a mandate form and returr if 1o
our registrar. if your do not have a mandate form, please contact our registrar at the address below.

Payment of dividends in foreign currency

The company's registrar offers a Global Payment Service, which allows you to receive your dividends directly into your bank account in your
local currency. Interested parties can view terms and register at www.computershare.com/uk/investors/GPS or contact the registrar by
telephone on +44 {0) 870 888 3229,

Shareholder enquiries

For all share registration and dividend For other shareholder enquiries contact:
mandate enquiries contact:

The Registrar Company Secretary

Computersharg Investor Services PLC Devro plc

PO Box 82 Moodiesburn '
The Pavilions Chryston

Bridgwater Road GB69 0JE

Bristol

BS92 7NH

Telephone - 0B70 702 0010 Telephone - 01236 873191

Website

The company has a website (www.devro.plc.uk) which provides up-to-date information on the company and its products.
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Directors and advisers

Executive Directors
P W B Page
P C Williams {Appointed 1 May 2008}

Principal bankers
Barclays Bank plc

1st Floor, Aurora Building
120 Bothwell Sirest

Non-Executive Directors GLASGOW

P A Barrett OBE G2 7JT

P A J Neep

S R Paterson Clydesdale Bank PLC
Clydesdale Bank Plaza

Company Secretary and registered office 50 Lothian Road

J Meredith EDINBURGH

Moodieshum EH3 eBY

CHRYSTON

G69 CJE Lioyds TSB Scotland plc

Registered Number: SC128785 Henry Duncan House
120 George Street

independent auditors EDINBURGH

PricewaterhcuseCoopers ULP EH2 ALH

Kintyre House

209 West George Street Stockbrokers

GLASGOW Investec Securities

G2 21w 2 Gresham Street
LONDON

Solicitors EC2V 7GR

Clifford Chance LLP

10 Upper Bank Street Registrars

Canary Wharf Computershare Investor Services PLC

LONDON PO Box 82

E14 54) The Pavilions
Bridgwater Road

Financial advisers BRISTOL

Hawkpoint Partners Limited BS99 7NH

4 Great St Helens

LONDON

EC3A BHA
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Head Office
Devro plc
Moodiesburn
Chryston
G69 0JE
Scotland

Tel: +44 (0) 1236 879191
Fax: +44 (0) 1236 811005
www.devro.pic.uk




