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Qur business

Devro is one of the world's leading suppliers of collagen casings for food, used by customers in the production of
a wide variety of sausages and other meat products. Collagen is a naturally occurring polymer which is transformed
into gel, a tubular casing, and films at Devro's manufacturing sites in the USA, UK, Czech Republic and Australia.

Devro employs over 2,100 people, with skilts and knowledge ranging from chemical and electrical engineering to
food technology, meat science and environmental health. Over 100 staff are in daily contact with more than 1,000
customers, providing specialist technical advice and support for sophisticated food manufacturing operations in

more than 100 countries.

Regional Business Directors have responsibility for sales and manufacturing operations, with profit accountability.
Strategy, financial policy, marketing and information systems are managed centrally, with an Executive Committee
and a Board of Directors providing leadership and experience.

Devro plc was listed on the London Stock Exchange in June 1983. The shares are 100% free-float, with

approximately 6,000 holders of a total of 165 million shares.
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Financial highlights

Earnings per share (pence)
before exceptional items*

Group revenue® (£Em)
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Operating profit {(£m)

before exceptional items*
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2007 2008 2009 2010 20M 2007 2008 2008 2010 2011
* continuing eparations
Continuing operations 2011 2010
Dividends per share 8.0p 7.0p
Operating profit before excepticnal items £42.7m £37.0m
- Margin 18.7% 17.3%
Exceptional items - £18.8m
Profit before tax £43.0m £54.0m
Cash generated from operations £451m £44.5m
Capital expenditure £43.4m £26.9m
Net debt £22.7m £12.2m
Gearing 16.2% B.0%

Financial highlights 01
Three part strategy 02
Chairman’s statement 03 -
Business review 05
Financial review 08
Key performance indicators 13 D
Principal risks and uncertainties 14 .
Corporate social responsibility report 16 D
Directors and senior management 18 5
Directors’ report 20
Corporate govemance report 22
Remuneration report 28 o
=
@
Q
|23
(o]
=
cn..
X
D
ho)
e}
—-
Consolidated income statement 35
Consolidated statement of
comprehensive income 36 _2—;'
Balance sheets 37 %
Statements of changes in equity 38 Q,
Cash flow statements 40 s—)
Notes to the financial statements 41 i
o
=3
0]
3
73
Independent auditors’ report
to the members of Devro plc 81 o0
Financial summary 82 2
Explanatory notes to AGM notice 83 @
) ) =y
Notice of meeting 84 o
Shareholder information 87 %
Directors and advisers IBC %
o)
=
3
L
=
3

| Devro pic Annual Repart & Accounts 2011 -




Three part
strategy

Devro's three part strategy,
outlined to investors in January
2008, concentrates on the
significant opportunities for
edible collagen casings in the
food sector.

The strategy is reviewed
annually by the Board and
Executive Committee of
Devro plc.

Earnings growth and

improving return on capital

Revenue growth
will come from:

+ Increasing Devro’s share of the
edible casings consumed in
developed markets, by promoting
distinctive collagen casings that
replace less efficient gut

+ Growing volume in emerging
markets where the demand for
protein is rising in line with higher
disposable incomes, population
growth, and urbanisation

« Achieving higher average prices per
unit sold, reflecting the value of
Devro's products, technology and
customer support

R I

Margin improvement
will be achieved by:

» Optimising the use of all assets,

through efficiency and productivity
initiatives

Investing in new capacity, by
replacing our oldest equipment with
Devro's most modern technology,
reducing the cost per unit

* Managing input costs through

impraved raw material sourcing and
investment in projects to provide
lower-cost energy

B

Product differentiation and market leadership

will be maintained by:

» Investment in research and development

s Actively sharing knowledge and experience from all markets

» Developing a unique knowledge of collagen science




Chairman’s
statement

Steve Hannam Chafrman

| am delighted to report that
2011 was a year of further
growth in the business,
improved financial
performance and significant
progress with our strategy.
Compared with 2010,
operating profit before
exceptional items increased
15.5% and strong cash flow
generation enabled net debt
to be kept to £22.7 million
despite significant investment
in capital expenditure during
the year. The continued strong
performance has allowed the
Board to recommend a final
dividend of 5.5 pence per
share, bringing the full year
dividend to 8.0 pence per
share, a 14.3% increase.

Financial highlights

On a continuing operations basis revenue
was £227.7 million in 2011 {(2010: £213.6
million), an increase of 6.6%. The
performance in the second half of the year
showed an improvement over the first half
with revenue growing by 10.6% in H2
compared to 2.4% in H1. Growth in sales to
Russia and Eastern Europe and the success
of Select in Japan and Europe have
particularly contributed to this continued
improvement.

Operating profit before exceptional items
increased by 15.5% to £42.7 million {2010:
£37.0 million). The operating margin
increased from 17.3% to 18.7% which
reflects our focus on higher value sales and
more efficient manufacturing.

Basic earnings per share was 20.8 pence,
up by 22.4% compared with 17.0 pence in
2010 (excluding exceptional gains).

As axpected, net debt rose to £22.7 million
at the end of 2011 (2010: £12.2 million} due
to significant capital expenditure in 2011.

The business renegotiated its banking
facilities in September 2011 and has new
5 year revolving facilities of £51 million.

Discontinued operation refers to the sale
of Devro GmbiH which was completed on
30 September 201 1.

Profit before tax and exceptionals rose by
22.4% to £43.0 million (2010: £35.2 million).
In 2010 there was an exceptional gain of
£18.8 million due to changes to the UK
pension scheme,

Dividend

The Board is proposing a final dividend of
5.5 pence per share (2010: 5.0 pence),
bringing the total for the year to 8.0 pence
per share (2010: 7.0 pence). The dividend
will be paid on 4 May 2012 to those on the
register on 30 March 2012. The increase in
the dividend reflects the Board's confidence
in the group and its financial strength.

The Board retains its policy of reviewing the
amount distributed annually with the intent

of moving dividends in line with underlying
earnings, whilst taking into account the
future prospects and cash reguirements of
the business.

Business

The global market for collagen casings
continues to grow, driven by economic
expansion and increased meat consumption
in ermerging markets. High sheep gut prices
and limited availability are also providing
more opportunities in developed markets for
substitution by ccllagen casing.

Qur Select range of products, which was
launched last year specifically to replace
sheep gut in premium sausages, has made
excellent progress in Japan and Northern
Europe. Sales have increased month by
month and represented 4.3% of total sales
in 2011, Additional trials are under way and
Select presents an excellent oppartunity for
further growth in 2012.

In developing markets, we saw further good
sales growth in Latin America, Eastern
Europe and Russia. During the year the
sales team in Hong Kong was strengthened
and a representative office was opened in
Beijing. The increased focus has already
produced higher sales in South East Asia
and a number of customer trials are
underway in China.

The year was very much one of two halves
with earthquakes, floods and severe
weather affecting the markets and
production performance in several regions in
the first half. These were not a factor in the
second half and the business had a strong
finish to the year. Yield improvement and
cost reduction programmes have continued
to producs benefits and each of our sites
has been accredited to F$22000, the new
global standard for food hygiene
managerment.

To concentrate further on our core business
of collagen casings and to strengthen sales
activities in Europe, Devro GmbH was sold
to ViskoTeepak Holdings Ab Ltd on 30
September 2011. This disposal will improve
group margins by virtually eliminating future
sales of low margin distributed products.
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Chairman’s
statement continued

Capital expenditure

2011 was a significant year for capital
projects with total expenditure of £43.4
million.

The majority of the expenditure has been
on replacing old manufacturing lines in
Scotland with our latest high speed lines
and preparing an older manufacturing
building in the Czech Republic for fine
replacement through 2012. The full benefit
of this will be available in 2013,

During the year we have also installed a

high speed line in the USA. This has been
commissioned and is currently trialing
products suited to the Americas region. if
successiul, we would have the opportunity to
upgrade our USA production with these lines.

This approach of replacing older lines with
more efficient modem lines is cost effective
and low risk, Projects are justified on the cost
savings made on existing volumes, whilst
providing additional volumes at low cost.

Two other investments that were
successfully completed during the year
include the project to convert Devro to a
single ERP system. This well managed
project will now allow us to buiid on our
base systems to provide real time
management and financial information.

In Australia a natural gas powered
co-generation plant has been installed
which will reduce energy costs and carbon
emissions.

Safety

The Board has continued to place a
considerable emphasis on safety with

the Health and Safety Committes having
reguiar direct contact with the Safety
Committees at each of our sites. During visits
to two sites the whole Board participated in
behavioural audits. There is great commitment
to safety across the group and during the year
we operated without lost day incidents for
periods of up to six months. It therefore
continues to be disappointing that a number
of small incidents resulted in 287 lost days,
albeit 2 substantial improvement on last year.

Employees

The rate of growth and change in the group
reguires the continuing commitment and
flexibility of all Devro employees. | am
delighted to say that they have risen to this
challenge. From locations across the gicbe,
colleagues have worked as one team to
successfully install the new ERP system.
During the year we have seen manufacturing
teams from the USA and Scotland spending
time in the Czech Republic for training

on the new production lines, and teams
from the Czech Republic helping with
commissioning in the USA and Scotland.

The scale of some of the capital projects
carried out on sites that continue to
manufacture has presented new challenges
for our staff, not least in the area of safe
working. Their appreach to these challenges
has been commendable.

A single Continental European sales
organisation has been put in place to
establish a uniform marketing approach
and single point of contact for customers.
This required changes in working practices
and close contact between various parts of
the group.

The Beard would like to thank ali the Devro
team for their continuing efforts and
commitment as we continue to raise our
standards and create a truly global
company,

Board changes

As announced last year, Simon Webb joined
the Board on 17 January 2011 and took
over as Group Finance Director from Peter
Wiliams whe retired on 6 April 2011.

On 28 April 2011, Paul Withers was
appointed as an additional Non-Executive
Director. Paul is an experienced Non-
Executive Director who has a technical
marketing background with considerable
exposure to emerging markets, gained
during his 20 years with BPB plc.

After six years with Devro, Stuart Paterson will
net be standing for re-etection at the Annual
General Meeting on 19 April 2012. Stuart has

been Chairman of the Audit Committee during
that time and both in this role, and as a
director, he has made a valuable and
committed contribution to the group. | would
ke to thank Stuart for his efforts over the
years, particularly as he has held full time
executive roles throughout this time.

| am delighted to say that Jane Lodge joined
the Board on 1 March 2012. Until recently
Jane was a senior audit partner with
Deloitte, where she spent over 25 years
advising global manufacturing companies.
Jane will assume the post of Chair of the
Audit Committee following the forthcoming
Annual General Meeting, when Stuart
Paterson stands down.

Our approach to Board level recruitment,
following the publication of the Davies
Report last year, is set out in the Corporate
Governance report on pages 22 to 27.

Outlook

The fundamental growth prospects for our
global markets remain encouraging. With
our evolving product range and strategic
capital investment programme, we are
well placed to take advantage of this
oppartunity. The strong performance

in the secend half of 2011 and the
continuing strength of the balance

sheet give us confidence for the future.

Steve Hannam
Chairman




Business
review

Peter Page Chief Executive

2011 is the fourth year in
succession that Devro has
increased operating profits
before exceptional items,
while also making significant
capital investments in
capacity for the future. The
continued progress is very
pleasing, with 2012 set to be
another year of growth and
development in line with our
long-term strategy.

Sales and markets

In 2011, the global demand for edible
collagen casings continued to increase,
albeit with considerable variations between
markets and regions. Developed markets
were generally subdued, reflecting the
economic situation. In emerging markets,
there is long-term growth arising from
increasing disposable income and
urbanisation, generating stronger demang
for alf proteins. Current estimates indicate
that the global market for collagen grew by
as much as 10% in 2011, with China again
making a significant contribution to this.

For Devro, with a strategy of seeking value
and profitable sales, total volume growth
during 2011 was 4.6%. This was largely due
to the growing demand for Sefect casings, a
highly innovative product introduced in
2010, specifically designed for developed
markets to replace sheep gut in premium
sausages. In 2011, 4.3% of Devro's edible
collagen sales volume was Sefect casings.

The product developrment and marketing
efforts that we have devoted to Sefect
woridwide form the first part of our strategy
to grow sales in established markets, where
the total demand for sausages is not
increasing but where there are still
significant opportunities to replace sheep
gut at good prices, especially where Devro
already has well-established distribution
arrangements and sales teams in place.
Throughout the world, supply of top quality
sheep gut was constrained in 2011,
resulting in further price increases,

In Japan, retall prices of food products have
been held constant and as a result this has
encouraged a transition from gut to
collagen. In this market Devro's total
volumes increased 30% over 2010, entirely
due to Sefect manufactured at our plant in
Australia. Introduced to customers in
January and February, the first retail product
was listed with Japan's largest supermarket
chain in June, and now 12 customers are
regularly manufacturing preducts with Sefect
casings from Devro. The rate of progress in
this very challenging market is impressive,
with several more opportunities ready to be
developed in 2012 and 2013.

In Europe, Select casings manufactured at
our Scottish and Czech plants are now being
sold to over 40 customers in 13 countries,
from the Baltics and Scandinavia to Russia
and Ukraine. A prime cbjective for Sefect is
to increase Devro's share of the German

market, where Select accounted for 29.1%
of our sales during the year. We are
particularly pleased that the branded
Rigenwalder Muhlen-Wirstchen introduced
in September 2010 with Select casing
continues to grow, whilst an innovative
poultry-based wiener in Sefect has passed
earlier stages of evaluation to the point where
it is now distributed in more than 30 leading
discount stores in scuthern Germany.

In the UK, strong supermarket discounting
and promotion of certain segments led tc a
slight reduction in the share of sausages
sold in collagen casings. The resultant effect
on Devro's sales volumes was offset by
improved UK pricing and the oppertunity to
export a greater proportion of our UK
production to meet growing demand in
other markets.

In the USA, lower disposable incomes and
increased pork costs, due 1o high corn
prices, led to a significant move from fresh
sausage in edible casings to extruded,
non-cased meat products as part of a
low-price frozen meal. However, this was
compensated for by a large beefstick
manufacturer completing the transition from
co-extrusion to collagen casing resulting in
an increase in sales of collagen casing.
Whilst this had a small, adverse impact on
our sales of collagen gel used in co-
extrusion, we increased sales of gel to other
key accounts and we continue to be
optimistic about the longer-term prospects
for collagen gel as a substitute for plastic
and cellulese casings.

Natural and climatic events have affected
demand in some markets. Austrafia and
New Zealand, both large markets for fresh
sausage, have been adversely affected by
rainfall, fioods and earthquakes. Australian
volumes declined slightly but in New
Zealand, despite the earthguakes, Devro
volume remained stable, in part attributable
to the six-week Rugby World Cup.

The second part of our strategy for growth
in sales is to gain volume in emerging
markets where the combination of rising
populations, higher disposable incomes,
urbanisation, and industrialisation of food
manufacturing provide real cpportunities for
collagen casing.

Latin American volumes and average prices
continued to rise as distributors succeed in
developing new accounts and in expanding
existing business.
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Business
review continued

Eastern European sales increased
significantly, in large part due to the ongoing
success of FINE casings manufactured at
our plant in the Czech Republic. Sales in
Russia grew further, as Devro maintained a
market-leading position and locally
manufactured supply appeared to have
been curtailed.

The overall market growth in China
moderated slightly compared to the rates of
expansion in the three previous years. This
was due to food price inflation directly linked
to higher pork prices, and also a small
number of food related scares. The
long-term prospects for China remain
attractive. During 2011, Devro established a
representative office in Beijing and
strengthened the sales and technical team
in Hong Kong, enabling a much higher level
of activity throughout South East Asia.
Volumes in Thailand, indonesia, Scuth
Korea, Taiwan and the Philippines all
henefitted from more promaotional and
technical activity. Although 2011 sales
volumes in China were very limited, Devro
products have been introduced to, and
trialled at, all of the leading sausage
manufacturers, with a view to developing
business in 2012 and 2013.

The third part of our strategy tor sales
growth is to achieve higher average prices
per unit of edible collagen sold. In 2011, the
average price increased 4.2%, as a result of
several factors, including the higher
proportion of Sefect in our total sales, a
continuing shift in the mix of markets,
products, and customers, and negotiated
price increases with customers and
distributors. We are acutely aware of the
cost pressures faced by our customers, and
always seek to find ways of adding value in
proportion to any cost increases resulting
from price rises.

Devro has a diverse product portfolio. Among
various changes in the product mix, it is worth
noting that 3.2% of 2011 edible collagen
sales came from “gut conversions” achieved
in 2008 and 2010, and a further 3.9% of sales
volumes in 2011 came from gut conversions
achieved during the past year.

Operations and manufacturing
2011 was a challenging time for Devro’s
manufacturing operations, with extreme
weather-related events in the early part of
the year, and a large amount cof engineering

and installation work at all sites. Overall, our
output of saleable collagen casing was
unchanged from prior year, although recent
capital investment projects added nearly 4%
to capacity compared with 2010. Current
capital investment work will add capacity in
2012 and 2013 equivalent to a further 8% of
2010Q's capacity in each of these two years,
as previously announced.

In order to maintain margins, part of our
strategy is to optimise the use of existing
assets, and this is achieved by improving
performance through a combination of work
process activities involving operators, and
modifications to remove constraints and
limitations. On the former, continuous
improvement projects using techniques
such as 53 and Six Sigma have continued
to provide benefits. Low cost capital
projects in Scotland and Australia have
raised productivity and reduced marginal
costs on older lines. The commitrment and
enthusiastic involvement of so many
operators and shift leaders has made these
cantinuous improvement projects a valuable
contributor to our profitability and it is greatly
appreciated by the Board.

Capital expenditure of £4.6 million has been
invested in a new line in the USA, using
high-speed technology developed in
Eurcpe. During 2012, this installation will be
developed and evaluated in anticipation of
further investments.

- £12 million of investment at our Bellshill

factory funded the replacement of some of
the oldest lines with our newest high-speed
technology. The attraction of this type of
modernisation investment is that it installs
proven, bespoke process equipment within
existing infrastructure, to be managed and
operated by experienced colleagues,
leading to the benefits of both fower unit
costs and higher volurmes of output.

At our plant in Jilermnice, in the Czech
Republic, we completed substantial
preparatory works so that, in 2012, the
ariginal edible casing manufacturing hall can
undergo a full programme of replacement
and modemisation, again with proven
technelogy being placed within existing
infrastructure.

The final part of our manufacturing strategy
is to reduce unit costs. Whilst improved
yields and productivity make a large




contribution to this, we are seeking any
opportunity to improve in this area. During
2011, we installed a natural gas powered
co-generation plant at Bathurst in Australia.
This generates electricity through a turbine
and generator, and provides steam for the
manufacturing process. It is expected to
reduce energy costs in Australia, and in
reducing CO, emissions by 30%, it will bring
our Australian operation in line with

the requiremments of farthcoming legislation.

Safety

My top priority is that Devro should be a
safe place to work, for employees, visitors
and contractors. Huge efforts by all
employees have contributed to a much
higher ievel of awareness, and | am very
pleased with the progress we have made.
Whilst statistics such as Lost Work Day
Injury rates and Saverity levels tell part of the
story, our real measure is “Safe Days
Worked” when no injury leading to absence
from work occurs. Earlier in the year we
achieved a period of 111 Safe Days, and
from July to December we had a run of 163
Safe Days worked. | am very encouraged
and, again, am very grateful for everyone's
contribution. Personally, | keep in touch with
Safety issues by accompanying Behavioural
Audits whanever | visit a plant, by taking
time to meet and hear from colleagues who
have suffered a time-loss injury at work, and
promptly receiving reports of all incidents
and near-misses.

Corporate activities

There were several developments and
achievements which were completed at a
corporate or group lavel,

At the end of 2011 we introduced a new
corporate identity. During 2012, this single
marque will come to represent the one
global company philosephy at Devro, and it
will replace the four brands and logos
arising from the legacy of acquisitions and
past corporate developments. To support
this change, Cutisin s.r.0, was renamed as
Devro s.r.0. during the year as cur regional
business unit for Continental Europe.

Throughout 2011, many colleagues from all
regicns and disciplines have worked late
and over weekends as they completed the
upgrade and trangfer to a single ERP
system, Now that this is completed, work
will begin in 2012 to ensure that we benefit

from faster and less complex financial
reporting, better visibility and consistency
of inventory data, and a single demand
planning and sales forecasting system.

| am very pleased that every one of our
manufacturing tocations was accredited to
FS22000, the new globat standard for food
hygiene management systems throughout
the food chain. As the only collagen casings
manufacturer with this demanding
accreditation, it is a clear sign of Devra’s
commitment to providing customers and
consumers with the highest possible levels
of assurance in food safety.

At the end of September we completed the
sale of our Hamburg-based distribution
company, Devro GmbH. This business unit
was a legacy from a 1990’s acquisition, and
as 80% of its sales revenue came from
non-Devro praducts, it did not fit with our
strategy for developed markets. We will
work closely with the acquirer during a
transition phase in 2012, when Devro wili
establish direct sales arrangements more in
line with our strategy of working closely with
key accounts.

Outlook

We expect 2012 will be another year of
sales growth, as the Select projects
continue in Japan and Europe, and as we
increase volumes sold to emerging markets.
Pricing, as always, will be a challenge, with
customers under pressure from retailers,
and competitors taking the opportunity to
offer lower prices.

Manufacturing capacity will rise in line with
recent investments and input costs should
be manageable, although increases are
expected, particularly in energy in the UK
and Czech Republic. As always, every effort
will be made to maintain margins through
productivity and process improvements.

In 2012, there will be further investment in
Research, Product Development, and
Process Technoiogy, in order to ensure that
we continue to deliver shareholder returns in
the current year and beyond.

Peter Page
Chief Executive
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Financial
review

Simon Webb Group Finance Director

Continuing basis

Following the sale of Devro GmbH on 30 September 2011, the numbers and values in the
statement refer to continuing business unless stated otherwisa, The results of this business
contributed sales of £16.4 milion and operating profit of £0.04 million in 2011 (8 months},
{2010 {12 months): sales of £23.4 million and operating profit of £1.2 million).

Revenue

Reported revenue for 2011 was £227.7 million (2010: £213.6 million), representing an
increase of £14.1 million, or 6.6%, over 2010. Of this increase, £6.3 million related to
volume, £4.7 million to sales price and mix, and £3.1 millicn to foreign currency movements.

Sales revenues by product group were as follows:

T ° 1

Collagen casir{gs Other prc;ducts Total
2011 2010 2011 2010 201 2010
£208.1m £191.6m £19.6m £22.0m £227.7m £213.6m

Sales volumes of edible collagen rose by 4.6% in 2011 due to the growth experienced in
mary of the developing markets and the continued conversion of gut to coliagen in
astablished markets.

Distributed product sales, which included cellulose and fibrous casing, are no longer shown
separately as the majority of these sales were part of Devra GmbH which was sold in
September 2011 as referred to above.

Other Products, which includes collagen gel, collagen film and plastic casings, showed a
decline of 11% due to the conversion back to casing from co-extrusion by a large USA
heefstick producer,

Year on year revenue growth between 2007 and 2011 can be further analysed as follows:

Sales mix  2011vs2010  2010vs2009 2009 vs 2008 2008 vs 2007
Volume +3.0% +1.4% +3.8% +3.0%
Price/Mix ] ¥22%  +42%  457%  +A3%.
Exchange +1.4% +2.6% +10.2% +9.1%
Total +6.6% +8.2% +19.7% +16.4%

Sales volumes increased overall, but there were significant movements between markets.
Pricing and sales mix improved again in 2011, reflecting underlying price increases and a
change in mix to higher value customers, products and markets.

2011 revenue growth by gecgraphical region compared to 2010 can be analysed as follows:

Region - 2611 Volufne- ' 'Price-IM'ix E;tch_an_ge o TotaI:
Europe 7£8.5m +3.3% +3.2% +1.4% +7.9%
Americas  £08m  +5.1% 00%  -B4%  +17%
Asia/Pacific £4.8m -0.6% +3.3% +5.8% +8.5%
Total £14.1m +3.0% +2.2% +1.4% +6.6%

The above analysis covers all product ranges. Within this analysis, edible collagen average
price increased by 4.2% including the favourable impact of exchange.

European sales increased in volume terms, and showed price growth in part due to
increased sales of Sefect casing. Growth in the Americas was driven by encouraging sales
in Latin America. There was also a movement back to casing from collagen gel by one large
American customer. Selling prices continued to move ahead, but the adverse impact of
selling lower-value products meant that the overall price/mix effect was flat. Progress in this




region was hampered by adverse exchange rate movement. [n Asia /Pacific, there was an
overal reduction in volumes, but this was limited to China and Australia, with other countries
in South East Asia and Japan showing strong growth.

Operating profit
The movement between 2010 and 2011 operating profit before excepticnal items can be
analysed as follows:

Operating profit 2010 i £37.0m

Price/Mix ' ' +£5.1m
Volume ' _ +£3.5m

Manufacturing +£1.9m

Exchange - . 7 ) ) +£0.3m

Input costs 7 -£5.1m
7Operating profit 2011 v - - . £42.7m l
Price/Mix

Overall, we achieved a profit improvement of £5.1 million from higher sales prices and
a better sales mix. Of this, £2.4 million resuited from actual increases in sales prices and
£2.7 milicn from changes to customers, markets and product mix.

Volume
Profit impact of volume represents the gross margin eamed on net additional sales between
2010 and 2011 by product group.

Manufacturing

We continue to invest in new equipment to improve manufacturing efficiencies and
productivity. These benefits will come through in 2012 with the Befishill lines and the USA
investment coming on stream and in 2013 with the completion of the capital expenditure in
the Czech Republic. These projects will also help expand capacity.

Fareign currency

Devro operates worldwide and with multiple currencies. lts major transactional exposures
arise from sales in euros, US dollars and Japanese yen whereas the manutacturing costs
are in Australian dollars, Czech koruna, US dollars and sterting. Translationa! exposures
arise from the conversion of the results into sterling.

The overall impact of exchange on the results was low, showing a gain of £0.3 million
compared to 2010. There was an overall translation gain of £1.4 million which reflected

the strength of the Czech koruna and Australian dollar against sterling, offset by £1.1 million
of transaction loss. This transactional loss was primarily due to the weakening of the euro
against the Czech koruna.

Euro sales make up 30% of the group’s total sales. The group holds an average of

€3 million in cash and the level of euro receivables is approximately €9 million. The group's
practice is to take out cash flow hedges across all currencies up to one year ahead, to
mitigate the impact of future exchange rate volatility,

Input costs
Input costs rose by £5.1 millien during the year, of which inflation on wages and salaries
accounted for £2.3 million.

The remainder reflects increases in hide and other raw material costs as well as investments
in facilittes particularly in China, Hong Kong and South East Asia.

Energy cost increases in 2011 were relatively smalt at £0.4 million as the businesses agree
their electricity contracts forward by one year wherever possible. We expect these costs to
be approximately £2 mition higher in 2012 in view of the rise in global energy costs reflected
in contract renewals.

| Devro pic Annual Repart & Accounts 2011
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Financial
review continued

Operating margin
Operating margin increased to 18.7% for the year, compared to 17.3% for 2010.

Analysis of results by half year i
' H1 Hz TOTAL

2011 2010 %change 2011 2010 %change 2011 2010 % change,
Sales £107.1m £1048m  2.4% £120.6m £i080m  10.6% C£227.7m £2i3.6m 6.6%
Operating profit  £195m  £17.5m  11.6% £232m ©£195m  19.0% £427m £37.0m 15'.5%3
‘%Margin 182%  16.7% 19.2%  17.9% 18.7%  17.3%

"before exceptionals

The first half of the year showed a slower growth in sales, which reflected the strong
comparisons in Q1 2010, particularly in China and UK, and also there was a series of natural
disasters including severe weather, a tsunami in Japan and an earthquake in New Zealand.
In spite of these natural events, the group successfully grew its operating margins from
16.7% to 18.2% with improved pricing and stronger mix helping this growth.

During the second half of the year, sales momentum grew strongly with Sefect contributing
to an improvernent in Japan and Europe, with Russia and Eastern Europe continuing to
expand.

Margins further strengthened in the secend balf in ling with the increased volumes and the
positive mix effect of Sefect.

Capital investment

Capital expenditure in the year was £43.4 million. The major itemns of investment related to
the upgrade of some lines in the Belishill factory in Scotland, one iine in USA and work on the
building in Jitlemnice which will house replacement lines in the Czech Republic. The benefits
of the Bellshill and USA lines will come through in 2012 and the Czech investment in 2013.

Other significant expenditure included the installation of a gas co-generation plant in our
factory in Bathurst, Australia at the end of December 201 1. This project will help reduce the
carbon emissions of the business and controt future energy costs.

Wherever we invest in capital expenditure the business targets a returm on capital employed
sufficient to at least maintain the current return on capitat presently enjoyed by Devro.

For 2012 we expect capital investments to be over £30.0 million as the group looks to
caontinue to expand capacity and improve manufacturing facilities.

Working capital
2010
2011 {exctuding Devro GmbH)
£m No of days £m  Noof days
Inventories 27.6 54 25.5 54
‘Tl-'-adé feceivat_nles - . 30.8 52 k 27.0 46
Other receivables 4.0 3.7 |
~Accounts payablé o o -_ '_ (8.5) - 28 ) (8.4) . ' 24}
Accruals and other payables {24.7) {22.2) 7
Total 29.2 25.6 J

Cash generation and optimising working capitat remain a priority for Devro.

Gross inventory levels increased by 8% which reflects the building of inventory in anticipation
of the work in Jilemnice in 2012 as new lines are installed.

Trade receivables increased in line with sales, with the number of days outstanding
increasing due to a greater proportion of sales to Japan, where payment terms tend to be
longer.




Financing
Key financial measures are as follows:

2010

_ 2011

Net debt £22.7m £12.2m
NetdebtEBTDA 040 . o024
Gearing 16.2% 8.0%
"Retum on Capital Employed (ROCE) ~ 21.5% o 211%

Net debt rose by £10.5 million in 2011 as a result of capital investments offset by the strong
EBITDA. It is our intention to maintain a prudent level of gearing in the business in the future.

As expected, return on capital employed remained relativety flat as a result of the significant
capital investment in 2011, the benefits of which will flow through in 2012 and 2013.

Interest
' ’ ’ 2011 2010
£m £m
Net interest cost {0.9) 0.7}
Net ﬂﬁahce incéme/(cdsts) on pensioh assets_ énd liabilit.ies- o 1.2 7 .(1_.1)
Total net interest 0.3 (1.8)

Total net interest was an income figure in 2011 due to the net finance income on pensions.
This income is in spite of the overall gross deficit and reflects the difference between the
expected returns on assets and the interest on liabilities.

In 2012, the net finance income on pensicns will revert to an interest cost of £1.2m for the
full year, which is more in fine with the level experienced in 2010 (£1.1m cost)

Tax
The group had an effective tax rate of 20.5% for 2011 {2010: 21.6% before exceptional
itemns).

The group centinues to benefit from a lower tax rate in the Czech Republic in 2011 as a
result of a local investment scheme, the benefits of which are expected to continue until
at least 2015.

Eamnings per share

Basic earnings per share for 2011 was 20.8 pence, up 22.4% (2010: 17.0 pence before
exceptional items}. This reflected the improved eperating margin and the net finance income
on pensions.

Dividend

With the improvement in performance, the Board is propasing an increase of 14.3% in the
dividend for the year, making a final dividend of 5.5 pence per share (2010: 5.0 pence),
bringing the total for the year to 8.0 pence per share (2010: 7.0 pence). This will be payable
on 4 May 2012 to shareholders on the register as at 30 March 2012. Based on the proposal
for the full year, dividend cover will be 2.6 times.
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Financial
review continued

Pensions
The group operates a number of defined benefit schemes around the world. All of these are
closed to new entrants although the liabilities to existing schemes are considerable.

2011 - 2000,
£m £m !
Fair value of scheme assets 196.6 198.5
Present value of scheme fiabilities ' 242.8) ©11.9)
Net pension liabilities (46.2) (13.4)

During the year the value of the scheme assets was relatively stable. However, the present
value of the pension liabilities increased as a result of the fall in discount rates. The UK
scheme is the largest of the schemes and the discount rate decreased from 5.4% to 4.7% in
2011, generating £25 million of additional net liabilities.

tn 2010, the UK scheme was restructured which has helped limit the volatility. Work is
ongoing with advisers to look at developing the group pension strategy in order to manage
the underlying risks.

Further agditional contributions will be made to the schemes in 2012 to reduce the deficit.
The results of the triennial valuation for the UK scheme as at 31 March 2011 wili be
concluded in the first half of 2012.

As a result of the increase in the pensicn deficit, the related deferred tax asset has risen to
£13.8m from £5.4m in 2010.

Principal risks and uncertainties

There are risks and uncertainties inherent in the group’s operations which could have a
significant impact on our business, results and financial position. The group's risk
management processes identify, assess, moniter, manage and mitigate the risks involved in
our operations. The more significant risks to which the group is exposed are:

Loss of market share/profit margins due to increased competitive pressures
Disruption to supgly and increase in price of key raw materials

Foreign exchange rate movements

Cevelopment of non-casing technologies

* Impact of changes in regulations affecting food production

* Increases in energy costs

* |ncreased funding requirements of pension schemes

s Customer credit risks

a 8 »

Going concern

The business renegotiated its banking facilities in September 2011 and has new 5 year
revolving facilities of £51 miltion, As at 31 December 2011 it was operating comfortably
within the covenants relating to these facilities.

Wa believe that Devre is well financed and has sufficient fiquidity to fund the future
requirements of the business.

After making enguiries, the directors have a reasonable expectation that the company and the
group have adequate resources to continue in operation for the foreseeable future. For this
reason, they continue to adopt the going concem basis in preparing the financial statements.

é?u (et

Simon Webb
Group Finance Director




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 level focus on the following areas:

Revenue growth*

Valua growth %

19.7

Operating margin*
Operating profit before
exceptional items %

18.7

17.3

Return on capital employed*

Operating profit before exceptional
iterns / Average capital employed %

2141 21.5

2007 2008 2009 2010 20M
A key element underpinning the group’s

strategy is to deliver growth in sales revenue.

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

Revenue is monitored on the basis of business
segments as foliows:

« (ollagen casings
s (ther products

2007 2008 2009 2010 201
While the group aims to take a long-term
perspective on shareholder value, it also
monitors the financial performance of each
of its businesses in the shorter term. The
KPI used in this monitoring process is the
operating margin percentage. This is
calculated by dividing operating profit before
exceptional items by total revenus. This
measure is used to evaluate the
performance of each business, including
sales price, manufacturing efficiency and

overhead and operating cost control.

2007 2008 2009 2010 201
Retum on capital employed (ROCE) represents
operating profit before exceptional items as

a percentage of average capital employed.
Capital employed is defined as fixed assets
plus current assets less current liabilities,
excluding all balances related to interest-
bearing assets and liabilities, effective hedges
related to interest-bearing liabilties, any
deferred fax balances, and any pension assets
or aeficits.

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 tenms of both earnings and cash
flow.

Debt”
. Net Debt £m . Net Deb/EBITDA . Gearing %

.
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2010

2007 2008 2009 2011
Net debt/earnings before interest, tax,
depreciation and amortisation {EBITDA)

measures the liquidity of the group.

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.

" continuing operations

Operating cash flow*

Cash generated from operations £m

451

445

2007 2008 2008 2010 20N
Operating cash flow is the amount of

actual cash generated by the group, before
investment in capital expenditure, through
the running of its operations. This measure
is used to evaluate the performance of each
business and to assist the management of

working capitat.

Heaith and safety

Number of injuries requiring treatment by a
health professionat per million hours worked

12.5 12.5

7.6

2009 2010 2011

Health and Safety matters are discussed
further on pages 16 and 25 of this Annual
Report. Safety performance is measured

in various ways at a locai level. At group
level, it is measured by the rate of injuries
requiring treatment by a health professional,
which is calculated as the number of injuries
per million hours worked.
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Principal risks

and uncertainties

There are risks and
uncertainties inherent in the
group’s operations which
could have a significant
impact on our business,
results and financial position.

The group has established risk management
processes to monitor, manage and mitigate
the risks involved in our operations.

The Board has established a committee
specifically to address the risks to which the
business is exposed. This committee consists
of the executive management of the group,
and meets four imes per year. Responsibiliies
of the committee are to identify the most
significant risks facing the business, and to
develop policies and actions to mitigate such
risks. Particular attenticn is paid to those risks
which may have an impact on the
achievernent of group strategy. Senior
managers throughout the group are consulted
to identify likely risks.

Details of the most significant risks faced by
the group are set out on pages 14 and 15.

Mitigation

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

The group operatas
In competitive
markets throughout
the world.

Disruption to
supply of key
raw materials

The group's most
important raw material
is callagen, a naturally
occurring animal
protein cbtained from
cattle and pig hides.

Foreign
exchange rate
movements

As an international
business, with costs
being incurred and
revenues earned in
several different
currencies, the group
is exposed 10 the risk
of changes in the
relative strengths of
currencies. This risk
increases in times of
imternational economic
uncertainty, such as
the Eurozone crisis.




Development
of non-casing
technologies

More than 85%
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
promoting
“co-extrusion”
systems lor
sausages which
do not reguire
casings.

thé collagen el -
_ redired for stich "~
| appications. . -

busihgssto.supply -

Impact of
changes in
regulations
affecting food
production

As a food manufacturer,
the group complies with
food satety regulations.
The refevant regulations
are not only those of the
junsdictions where
products are
manufactured (the
Zuropean Union, the USA
and Australia), but also the
regulations of the many
countries in which
products are said.
Regulatory authorities
routinely enact changes to
food satety legislation.

Al 61'?0uy manufagtuﬁng

. sites havé-actigved

FS$22000 approval.

Increases in
energy costs

Energy represents &
major element of the

group's manufacturing

costs, but may be
subject to significant
price volatility.

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
assumptions,
including the projected
invastment
performance of the
pension scheme
assets, future bond
yields, changes to
assumptions about
the longevity of the
schames' members,
and statutory
requirements.

Credit risks

The group is
exposed to
financial risks
arising from its
trading with
customers and
distributors in a
large number of
countries, where
prevailing payment
terms are diverse.
These include not
only custocmer
risk, but also the
risk of failures in
the banking
system and may
increase in {imes
of economic
uncertainty.

Wwhere.we, assess
-;the risk to-be high.
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Corporate
social
responsibility
report

Being a responsible business

As a global manufacturing business, we
inevitably have an impact cn the wider
waorld. We take our responsibilities to soclety
seriously and make sure they are reflected in
all our group policies. Health and Safety, the
Environment, Focd Safety and Quality,
Human Resources — all these policies are
reviewed annually and the latest versions
were endorsed by the Board at the end of
2011. They are available to read on our
website (www.devro.com).

Safety

Health and safety is fundamental to our
operation as a manufacturing business.

We believe that all accidents are preventahle.
Cur aim is to do everything safely and we are
working towards a target of zero injuries.
Safety is a regular agenda item at board
meetings, and the boara safety commitiee
met three times last year to review progress
and hear from regional safety committees.

We focus on three main aspects of safety:

* Pracess safety: ensuring safe equipment
and processes

* Procedural safety: ensuring that we
have adequate procedures for the safe
operation and maintenance of our
equipment

« Behavioural safety: helping our employees
to act in a safe way

We ensure process safety by means of risk
assessments whenever we make any
changes to our processes. Local safety
procedures are now governed by our
Golden Rules — a set of 15 safety standards
which lay down minimum requirements
across the busingss. We undertcok a first
compliance audit in 2011 and drew up
improvement plans. We plan annual audits
in future. We aiso reviewed and updated the
annual safety climate survey in 2011, and
we continue to make progress in this area.

We are paying particularly close attention to
behavioural safety. Many of the hjuries
suffered by our staff during 2011 could have
been prevented if individuals had chosen to
behave differently. We are continuing to
review and improve the way we carry out
behavioural safety audits around the world.

How we did in 2011

Our rate of lost werking day injuries (LWDIs)
rose in 2010 but fell again in 2011. However
we prefer to measure our performance by
looking at the number of injuries which are
beyond simple first aid and require the
attention of a health profassional. By this
measure our safety performance improved
significantly. Unfortunately we also had a
number of contractor/agency staff injuries
on our sites in 2011. This is of concern, not
least because in two cases the individual
was not under our direct controt and thus
prevention was mare difficult.

6.3

]
b
|
;

2004 2005 2006 2007 2008 20089 2010 2011

Lost working day injury rate
(injuries per million hours worked)

The rate of injuries requiring treatrment by a
health professional (recordable injuries)
reduced significantly in 2011:

125 125

2009 2010 2011

Recordable injury rate
(injuries per million hours worked)

The numier of working days lost as a result
of injury declined in 2011; this was our best
result since we started to keep records in
2000.

248

2004 2005 2006 2007 2008 2009 2010 20N

Number of lost working days
per million hours worked

Environmental policy

Protecting the environment is one of the
cornerstones of responsible, not to mention
successful, business practice. We take pride
in what we do and we are committed to
complying with the regulations, permits and
consent fimits that apply to our various
activities, just as we are committed to
avoiding pollution and reducing our
environmental impact in the countries and
communities in which we operate.




Devro's operations around the world are
subject to a variety of regulatory regimes and
cultures. As a consequence, we deal with
environmental issues through a network of
specialists operating within the business units.

The main environmental impacts of our
processes are the emission of carbon
dioxide and the solid waste we send to
landfill or incineration. We operate our own
waste water treatment plardts in three of our
locations. In the fourth, Scottand, we
discharge into the public sewerage system
where our waste is combined with domestic
effluent and treated by Scottish Water.

We monitor three measures:

* carbon dioxide (CC,) emissions from the
use of fuels and efectricity in our factories

* water consumption

= solid waste to landfill or incineration

Our major concern is climate change and
the twin issues of fuel consumption and
electricity-related CO, emigsions. Qur use of
refrigerant gases and business travel have
relatively little impact on our carbon footprint
by comparisort.

Last year wa set ourselves the target of
making 10% reductions in each of these
measures per kilometre-equivalent-product
by 2015.

Carbon dioxide

During 2011, encouragingly, we reduced
our emissions per kilometre-equivalent-
product by more than 5%. Not only did
sales increase but emissions of carbon
dioxide fell. This puts us well on the way to
achieving our 2015 target.

AR
2005 2006 2007 2008 2009 2010 20141

CO, emissions

(tes CO,/million metres equivalent casing
sold)

2005 = 100; 2015 target = 75.6

Water

Water use is generally not a big issue on our
sites, but we are still keen to reduce it
whenever possible. This year, a small
increase in actual usage was offset by the
increase in sales, making the improvement
in our measure slightly better than targeted.

93 gp 88 86

84

20056 2006 2007 2008 2009 2010 20M

Water use

(m? water/miflion metres equivalent
casing sold)

2005 = 100; 2015 target = 77.6

Solid waste to landfill or incineration
Increased project activity across all four
sites meant that we generated more waste
in 2011 than in 2010.

The figures below do not include the silt
removed from a pond in the Czech
Republic, which is taken as being the
responsibiiity of the third party operating
company involved.

2005 2006 2007 2008 2009 2010 20M

Tes waste

(converted to a solids basis)

sent to landfill or incineration/million
metres equivalent casing sold

2005 = 100; 2015 target = 78.0

Environmental management systems

All four of our manufacturing sites developed
environmental management systems during
2011. Qur Czech factory then proceeded to
obtain ISO 14001 registration and we will be
working to achieve similar registrations on
other sites.

Targets
Qur 2011 performance is compared with
our 2015 targets below:

2010 2011

Carbon dioxide 840 79.3 7 75.8
Water use ) 86.3 83.9 77.6
Solid waste 86.7 888 780

(per million metres equivalent casing,
2005 = 100)
*2015 figures are set as a target

Here we have provided an overview of
our performance and corporate
approach to social responsibility over
the past year. A snapshot of how we
have put it into practice across the
business, under the three headings of
Safety, People and Environment, is
available on our website.
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Directors and senior management
Board

Steve Hannam (63) Chairman

Steve was appointed Chairman of Devro in May 2009. Until 2000, he was Chief Executive of the global
speciality chemical company BTP plc. Since that time Steve has held a number of Non-Executive Director or
Chairman positions with both public and private companies, mainty in the food and chemical sectors. These
have included Clariant AG, ABF plc, Aviagen International Inc. and AZ Electronic Materials Ltd. He is currently

a Non-Executive Director at Low & Bonar plc. Steve chairs the Nomination, and Health and Safety Committees.

Peter Page (48) Chief Executive

Peter has worked for 25 years in the international food and agribusiness sector, as a general manager, and as

a marketing manager where he gained experience of managing the interface between technology and food
manufacturers, which is relevant to Dewro's situation. He held senior positions with Adnams plc and then Aviagen
Group prior to joining Dewro as Chief Executive in June 2007. He is Chairman of the Non-Executive Directors'
Remuneration Committee.

Simon Webb {48) Group Finance Director

A Chartered Accountant, Simon joined Devro at the start of 2011 and took over as Group Finance Director
in April 2011. He previousty worked as Chief Financial Officer of De La Rue plc and has held senior finance
positions in global manufactuning companies such as Enodis pic, Paxar inc and BAT plc.

Jane Lodge (56) Non-Executive Director

Jane joired the Board on 1 March 2012, A Chartered Accountant, she was until recently a senior audit partner
with Delcitte, where she spent over 25 years advising global manufacturing companies including businesses in the
food and automotive sectors. Jane was the partner in charge of the UK manufacturing industry sector, where she
was responsible for strategy and marketing, and was a member of the Deloitte Global Manufacturing Executive.
She was a member of the CBI Manufacturing Council until 2011, Jane's extensive experience with manufacturing
cempanies and her strategic work with Deloitte has given her a strong international business perspective. She will
take over the role of Audit Committee Chairman when Stuart Paterson steps down on 19 April 2012.

Paul Neep (58) Non-Executive Director

Paul joined Devro in February 2005 as a Non-Executive Director. He is Chairman of The Glenmorangie
Company, part of LVMH, having previously been President & Chief Executive. Paul's knowledge of marketing
and experience of intemational business development are particularty helpful in his role as a

Non-Executive Cirector. He is Senior Independent Director and is Chairman of the Executive Directors’
Remuneration Committee.

Stuart Paterson (54} Non-Executive Director

Stuart joined Devro in March 2006 as a Non-Executive Director. He was recently appointed as Chief Financial
Officer of Forth Ports Limited. Former roles include Finance Director of Aggreko plc and Chief Financial Officer of
Johnston Press plc. This listed company experience, and qualification as a Chartered Accountant, is very relevant
in his role as Chairman of the Audit Committee. Stuart will step down from the Board at the annual general
meeting on 19 April 2012.

Paul Withers {55) Non-Executive Director

At BPB plc Paul was Group Managing Director responsible for emerging markets and group development,
giving him real insights into the challenges and opportunities for growth at Devro. As a Non-Executive Director
of two other listed companies, Premier Farnell plc and Hyder Consulting ple, he is able to bring experience of
current thinking to Devro’s Board.




Executive Committee

Mike Cooke (60) Strategic Development Director

Mike joineg Dewrc in September 2001. After 25 years' experience at ICt in a wide variety of roles, and as a Fellow
of the Institution of Chemical Engineers, Mike makes particularly useful contributions to long-term decision-making,
the deveiopment of major capital investments and establishing effective business processes.

Gordon Frame (52} Business Director

Gordon joined Devro in 1986, Over the past 25 years, Gordon has worked for Devro in USA, UK, Eurcpe and
Asia, and so has a broad understanding of customer applications and requirements in different situations. In 2011,
Gorden moved to Hong Kong, taking responsibility for the group’s activities in China and South East Asia.
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Alan Kilpatrick (46) Business Director
Alan, a Chartered Accountant, joined Devro in 1996. He now has 16 years' experience at Devro, in both finance =.C-j
and general management roles at Group and Regional level. In 2011, Alan's role was expanded to cover UK and ]
Ireland, Australasia and Japan. o
A
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Dorothy Lowry (51) Group Human Resources Director
Dorothy joined the Company in January 2012, She has held a number of senior level HR management
positions across several of sectors, latterly as HR Director of HBOS Corporate. She brings with her a thorough
understanding of how to develop a strong senior management team through leadership develocpment,
succession planning, ceaching and recruitment. She is a Member of the Institute of Personnel and
Development,
iy
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Douglas Stewart (49) Business Director o
Douglas has worked for Devro for 18 years in USA, UK, Asia and Australia, in roles ranging from shift manager 2
to Regional Oirector, giving a real understanding of daily operational issues. In December 2005 he relocated to %
South Carolina to become Business Director, Americas and has responsibility for leading the group’s business 3
activities in that region. o
@
Michal Stocek (52) Business Director
Michal has worked in product development and, more recently, general managernent, for 27 years, bringing
in-depth knowledge of collagen products and an ability for adapting and improving them. A chemical engineer, v
he was appoeinted to the Czech management team in 1997 and became a member of the Executive Committee g:‘;r
of Devro and Business Director with responsibility for Eastern Europe in August 2006. In 2011, his remit was 3
expanded to include all of Continental Europe and Africa. 8‘
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Directors’ report

The directors present their report and the audited consolidated
financial statements for the year ended 31 December 2011.

Principal activities
The principal activities of the group are the production and sale of
manufactured casings for the food industry.

The company is a public limited company and is incorporated in
Scotland under number SC129785.

The company's principal subsidiary undertakings and branches,
including those located outside the UK, are listed in note 16 to the
financial statements.

Review of business

The consolidated income statement for the year is set out on page
35. The information that fulfils the reguirements of the review of
business is contained in the Chairman's Statement, the Business
Review, the Financial Review, the Key Performance Indicators, and
the Principat Risks and Uncertainties on pages 3 to 15.

Dividends

Reflecting the improvement in the group's performance, the Board
is proposing a final dividend of 5.5 pence per share (2010: 5 pence),
making a total dividend for the year of 8.0 pence per share (2010:

7 pence), an increase of 14.3%. The final dividend will be payable to
sharehclders on the register as at 30 March 2012. Based on the
proposal for the full year, dividend cover excluding exceptional items
will be 2.6 times.

Share capital
The share capital of the company consists entirely of ordinary shares
of 10 pence each, all of which have equal voting rights.

The company had 165,008,564 shares in issue at 31 December
2011 {2010: 163,609,007) as shown in note 26 to the financial
statements.

During the year, 1,381,557 shares were issued under the rules of
the Devro 2003 Performance Share Plan, and 18,000 shares were
issued under the Devro 1993 (No. 2) Executive Share Option
Scheme.

Share schemes

Details of share scheme awards granted but not exercised or lapsed
at 31 December 2011 are shown in note 27 to the financial
statements.

Research and development

The group is committed to research and development activities
principally in relation to product and process development, in order
to secure its position as a world leader 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 18. MrSC
Webb was appointed as a director on 17 January 2011. MrP C
Williams retired on 8 April 2011. Mr P N Withers was appointed as
a director on 28 April 2011. Ms J A Lodge was appointed as a
director on 1 March 2012,

In accordance with provision B.7.1 of the UK Corporate Governance
Code, the directors have resoived that they will all offer themselves
for election or re-glection at the Annual General Meeting (“AGM”).

The company maintains insurance for its directors in respect of their
duties as directors. Following shareholder approval, the company
has also provided an indemnity for its directors and the secretary
which is a qualifying third party indemnity provision for the purposes
of the Companies Act 2008. This indemnity was in force throughout
the year and remains in place at the date of this report.

None of the directors had or has an interest in any material contract
relating to the business of the company or of any of its subsidiary
undertakings.

The interests of the directors in the share capital of the company are
shown on page 34.

Charitable and political contributions

The contributions made by the group during the year for charitable
purposes amounted to £58,000 (2010 £54,000). The contributions
were mainly made to charities where the group's operations are
based and can be analysed as follows: -

2011 2010

£ g

{ ocal community groups 38,0400 29,000
_Schools and colleges 13,000 11,000

Health care and medical research 7,000 14,000
58,000 54,000

There were no contributions for palitical purposes (2010: £nil).

Employees

The group places considerable value on the involvement of its
employees and has continued to keep them informed on matters
affecting them as employees and on the various factors affecting the
performance of the group. This is achieved through regular
communications, and formal and informal meetings. Financial results
are circulated throughout the organisation on the day of their
announcement, Employee representatives are consulted regularly on
a wide range of matters affecting their current and future interests.

Applications for employment by disabled persons are always fully
considered, bearing in mind the aptitudes of the applicant
concerned. In the event of members of staff becoming disabled
every effort is made to ensure that their employment with the group
centinues and that appropriate training is arranged. It is the policy of
the group that the training, career development and promotion of
disableg persons should, as far as possible, be identical with that of
other employees.

Policy on payment of suppliers

The group agrees terms and conditions with suppliers before
business takes place. The group’s palicy is to pay agreed invoices in
accordance with the terms of payment. At 31 December 2011, the
amount owed to trade creditars by the company was eguivalent to
34 days of purchases from suppliers (2010: 40 days).

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




Change of control

The company has a number of financial agreements with major
banks, containing certain termination rights for our counterparties
upcn a change of control of the company.

All of the company's share pfans contain provisions relating to a
change of control. Qutstanding awards may become exercisable,
subject 1o the rules of the relevant schernes.

Annual General Meeting (“AGM”)

The AGM of the company will be held on 19 April 2012 at 10.00am
at the Balmoral Hotel, 1 Princes Street, Edinburgh, EH2 2EQ. The
Notice of Meeting is set out on pages B4 to 86. In addition to the
ordinary business of the meeting under items 1 to 9, shareholders
will be asked for their approval of other items of business which are
explained in the notes on page 83. These notes form part of this
directors’ report and are incorporated into it by cross-reference.

Independent auditors and disclosure of information

to auditors

In the case of each persen who is a director at the date of approval
of this report, each directer 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 2011 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 auditors, PricewaterhouseCoopers LLP, have indicated their
willingness to continue in office, and a resolution that they be
re-appointed will be proposed at the AGM.

Statement of directors’ responsibilities

The directors are responsible for preparing the annual report, the
remuneration report and the financial statements in accordance with
applicable law and regulations,

Company law requires the directors to prepare financial statements
tor each financial year. Under that law, the directors have elected to
prepare the greup and parent company financial statements in
accordance with International Financial Reporting Standards (IFRSs)
as adopted by the European Union. Under company law, the
directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs of
the group and the company and of the profit or loss of the group for
that period. In preparing these financial statements, the directors are
required to;-

* select suitable accounting policies and then apply them
consistently;

= make judgements and accounting estimates that are reascnable
and prudent;

* state whether applicable IFRSs as adopted by the European
Union have been followed, subject to any material departures
disclosed and explained in the financial statements; and

* prepare the financial statements on the going concern basis
urless it is inappropriate to presume that the company will
continue in business.

The directors are responsible for keeping adequate accounting
records that are sufficient to show and explain the company's
transactions and disclose with reasonable accuracy at any time the

financial position of the company and the group and enable them to
ensure that the financial statements and the directors’ remuneration
report comply with the Companies Act 2006 and, as regards the
group financial statements, Article 4 of the |AS Regulation. They are
also responsible for safeguarding the assets of the company and the
group and hence for taking reasonable steps for the prevention and
detection of fraud anc cther irregularities.

The directors are responsible for the maintenance and integrity of
the company's website. Legislation in the United Kingdom governing
the preparation and dissemination of financial statements may differ
from legislation in other jurisdictions.

Directors’ statement pursuant to the Disclosure and
Transparency Rules

Each of the directors, whose names and functions are listed on
page 18 of this annual report, confrm that, to the best of each
person’s knowledge and belief:

s the financial statements, prepared in accordance with IFRSs as
adopted by the Eurcpean Union, give a true and fair view of the
assets, liabilities, financial position and profit of the group and
company; and

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

The directors are responsible for the maintenance and integrity of
the group website www._devro.com.

Corporate governance

The company's staternent on corporate governance can be found in
the corporate governance report on pages 22 to 27 of these
financial statements. The corporate govermance report forms part of
this directors’ report and is incorporated into it by cross-reference.

Substantial shareholdings

At 2 March 2012, the company had been notified of the following
material interests in the issued ordinary share capital of the
company:

Percentage,

Number of {%) of

ordinary issued|

shares capita|

Artemis Investment ManagementLtd 19,839,514 12.02

; ﬁfrafa_lt_hon_Asset Managemt_an-t- A _77*16,2__2'9,‘5941 98411

Schroder Investment Management 11,730,295 71 1

_Standard Life Investments Ltd 9,846,088 5.97)
Legat and General Investment

Management 5,905,801 3.58

1 Inrespect of 3,044,557 ordinary shares, tha voting rights are nat exercised
by Marathon

2 Inrespect of 2,210,201 ordinary shares, the vating rights are not exercised
by Schroder

By order of the Board

Y
J Meredith, C;r’nd;hny Sec-;t%\

12 March 2012
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Corporate governance report

“As Chairman, the leadership and effectiveness of the Board are primarily my responsibility.

We remain committed to high standards of corporate govemance, consistent with the needs of the company and the interests of all our
stakeholders. My fellow directors and | recognise the importance of sound govemance in the efficient running of the company, and in
particular to the effectiveness and independence of the Board and the management of risks faced by the group.

The report below sets out how we do this. It explains the progress we have made as we seek to bolster the range of experience and

diversity on our Beard, and improve the way we operate.

1 am confident we have an effective Board to address the opportunities and challenges we face.”

$ J Hannam
Chaimman
12 March 2012

From 1 January 2011, the company applied the 2010 UK Corporate
Governance Code {the “Code").

1. Board composition

Mr S J Hannam, Chairman, Mr P W B Page, Chief Executive,

Mr P A J Neep, Non-Executive Director, and Mr S R Paterson,
Non-Executive Director, served as directors throughout 2011.

Mr P C Williams, former Finance Director, retired on € April 2011

and Mr S C Webb joined the Board on 17 January 2011, taking over
as Finance Director upon Mr P C Williams' retirement. Mr P N
Withers and Ms J A Lodge joined the Board as Non-Executive
Directors on 28 April 2011 and 1 March 2012 respectively.

The Non-Executive Directors are consicered to be “independent”
directors. This opinion is based primarily on careful consideration
of their character and judgement and their contributicn to the work
of the Board and its committees. None holds any external positicn
which would impinge upon his or her independence or objectivity,
nor are there any relationships or circumstances as are envisaged
by Provision 8.1.1 of the Code.

Mr S R Paterson has advised the Board that, after serving as a
Non-Executive Director for six years, he will not be seeking re-
election at the forthcoming Annual General Meeting, and will step
down at its close.

Mr P N Withers' performance has been considered since he joined
the Board in April 2011. His background allows him to bring

a fresh perspective to the boardroom, &long with an independent
and challenging approach. The Board has no hesitation in putting
him forward for his first formal election at the forthcoming Annual
General Mesting (“AGM").

Mr 2 A J Neep has held the position of “Senior Independent
Director” since October 2005. The Board recognises in terms of
Provision B.2.3 of the Code that the independence of any non-
executive director may be compromised if he has been employed
in that role for a long period of time. The Board has therefore
rigorously evaluated Mr P A J Neep’s performance, and the
Chairman is satisfied that he continues to be effective and to
demonstrate commitment to the role. The Board has therefore
decided to recommend the re-election of Mr P A J Neep at the
forthcoming AGM.

The Board views the Senior Independent Director's role as
essentially a passive one, but acknowledges that there can be
occasions where there may be a need for shareholders to convey
concerns to the Board other than through the Chairman or the Chief
Executive. The company’s major shareholders are reminded that the
Senior Independent Director is wiling to meet with them if they wish.

Ms J A Lodge was appointed to the Board on 1 March 2012.
Until recently, she was a senior audit partner with Deloitte, where
she spent cver twenty five years advising global manufacturing
companies. She wilf assume the post of Chair of the Audit
Committee when Mr S R Paterson steps dewn from the Board at
the forthcoming AGM.

All directors other than Mr S R Paterson will stand for election or
re-election at the AGM. As in previcus years, brief biographies of all
Board members, giving details of their experience and other main
commitments, can be found on page 18, allowing sharehotders to
take an informed decisicn on the question of election or re-election.
All the directors have had their performance reviewed recently, and
the Chairman is satisfied that each continues to be effective and to
demaonstrate commitment to the role.

There is a clear division of authority and responsibility through the
separation of the roles of the Chairman and Chief Executive. This
demarcation 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 policy.

The directors believe that it is essential that the group should be led
and controlled by an effective board. The Board has adopted a
formal schedule of matters specifically reserved to it including:

* the setting of corporate strategy;
¢ approval of the annual budget; and
* major decisions on capital expenditure.

The day to day management of the business is the responsibility of
executive management,




Balance and diversity

The Chairman believes that an efficient Board requires a blend of
diverse and relevant skills and backgrounds in order to ensure
measured and informed decision making.

In the course of 2011, the Board reviewed the Davies Report,
setting out the case for gender diversity on Boards, and
encouraging the setting of targets for female board membership.
The Chairman and the Board understand the need to ensure that
the balance of the Boara is appropriate for the requirements of the
business, and the benefits of diversity in its broadest sense are
clearly understood. However, for a small Board, it is difficult to set
targets for members of any particular background, and this applies
to the issue of women on the Board. The Board's policy is therefore
to actively encourage women 1o apply to join the Board whenever a
vacancy exists, and the report from the Nomination Committee on
page 25 sets out how this will be done. However, any appointments
must ultimately be made on merit, taking account of the specific
needs of the business at the relevant times, for the benefit of the
company and its stakeholders.

Information flow

On appointment to the Board, directors are provided with an
induction pregramme to familiarise themselves with the group'’s
businesses and the risks and strategic challenges facing the group,
as well as the economic, competition, legal and regulatory
environments in which the group operates.

The directors are supplied with detai'ed papers covering the group’s
operating functions in advance of all Board mestings. Members of
the executive management team attend and make presentations as
appropriate at meetings of the Board.

A programme of strategic and other reviews, together with training

provided during the year, ensures that the directors continually
update their skills, knowiedge and familiarity with the group's

businesses, as well as their awareness of industry, risk, legal,
regulatory, financial and other developments to enable them to fulfi
their role effectively on the Board and committees of the Board.

In agdition, the Beard arranges for its non-executive directors to visit
the group's principal locations to discuss operations with local
management. The Board plans to visit at least one of the group’s
principal locations each year, where they receive a presentaticn and
tour of the facility. During the course of 2011, the Board visited the
group’s Scottish and US cperations.

The directors can obtain independent professional advice at the
company's expense in performance of their duties as directors,
afthough none has done so in the period under review. In addition,
all directors have access to the service of the Company Secretary,
who is also responsible for ensuring that Board procedures are
observed and for advising the Board on Corporate Governance
matters.

Board and committee proceedings

The Board acknowledges that it is collectively responsible for the
success of the company by providing entrepreneurial leadership,
setting the company's strategic aims, ensuring that the necessary
financial and human resources are in place and reviewing
management performance.

The committees carry out detailed independent oversight on behalf
of the Board in relation to the audit of the company, health and
safety issues, the remuneration of directors and the risks facing the
group.

In order to discharge these responsibilities, the Board and its
committees meet on a regular basis throughout the year. In 2011,
the Board held 8 meetings, including one by telephone. Full details
of the Board and committee attendance are shown in the table
below:

SJHannam PWBPage PAJNeep SRPaterson PCWiliams SCWebb PN Withersf

Board

8 meetings 8 8
-AuditCom--mi';tee . 7 I
5 meetings 2 -
Executive Directors’

Remuneration Committee

5 meetings 5
T\Jon-Exectmve Dire;::tors' ) B o
.Remuneration Committee
2 meetings

Nomination Committee

3 meetings 3 —
‘-He.al'-m. ar{d-SE_ifety Comm'ritee . -
3 meetings . 3 2
Risk Committee
4 mestings — 3

8 ) 7 3 8 5
5 o __4 - _ = . 35‘
5 4 - - 1
I

e L T
3 3 — - —
- - - T !
T ~
—- — — 4 —
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Corporate governance report

continued

Mr S J Hannam resigned from the Audit Committee on 9 June 2011
in order to comply with the Code. He attended both Audit
Committee meetings in the year under review up to that date.

Mr P C Williams retired on 6 April 2011,

Mr P N Withers joined the Board on 28 April 2011 and the Audit
Committee and the Executive Directors’ Remuneration Committee
on 9 June 2011. He attended all Board and Committee meetings
from the respective appointment dates.

Mr S C Webb was appointed to the Non-Executive Directors’
Remuneration CGommittee on 29 March 2011 and attended the only
meeting of that Committee in the balance of the year.

Board papers are generally circulated one week before the
meetings. Monthly management accounts in an agreed format are
also sent to directors in a imely manner.

The Audit, Remuneration, Nomination, Mealth and Safety and Risk
Committees, all appropriately resourced, met a total of twenty two
times during the year.

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

Board evaluation

A new formal process for evaluating the performance of the Board
was introduced during the year under review. This process is
conducted internally, and is based on a detalled questionnaire which
is distributed to the directors for them to complete. The returns are
collated confidentially by the Company Secretary and used as the
basis for individual and collective discussions on the Board's
performance.

The questionnaire examines the balance of the skills of the directors,
the operation of the Board in practice, including its corporate
govermance, and the cperation and content of Board meetings.

The feedback received from the questionnaire is then used to
identify opportunities to improve the performance of the Board,

its cormmittees and the directors.

The results of the evaluation for 2011 were discussed by the Board
and, where areas for improvement were identified, actions were
agreed.

The Board review to be carried out in 2012 will be externalty
tacilitated.

The Non-Executive Directors, led by the Senior Independent
Director, conduct a formal appraisal of the Chairman’s performance,
taking into account the views of the Executive Directors.

2. Relationship with shareholders

The company communicates with institutional investors primarily
though analysts’ briefings and meetings with major shareholders,
as well as timely Stock Exchange anncuncements. The Board,
and in particutar the Non-Executive Directors, are kept informed of
investors' views in the main through distribution of anatysts’ and

brokers’ briefings. The Chairman is willing to mest with shareholders
to discuss matters such as strategy and governance and, as
mentioned above, the Senior Independent Director is available in the
event of shareholder concerns which cannot be addressed through
the usual channels.

Broader shareholder communication takes place through the
company’s website, which contains significant company
announcements and other refevant information, and also through
the Annual Report and AGM. All directors attend the AGM, and
shareholders have the opportunity to hear presentations on the
group’s financial and business performance as well as {0 question
any member of the Board an 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 resofution of the
AGM. The notice is sent to shareholders at least twenty working
days before the meeting,

3. Directors’ remuneration

Details of the level of remuneration received by the directors in
2011 are set out in the Remuneration Report on pages 28 to 34.
The Board believes that the current levels of remuneration are
sufficient to attract and retain the directors needed to run the
company successtully, without being excessive. Base salaries for
Executive Directors are reviewed 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, including how
these are linked to the company's strategy, is set out in the
Remuneration Report. The provisions of Schedule A to the Code are
applied when incentive schemes are discussed.

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 rigorousty
applied and, taking this into account, the Board and the Executive
Directors’ Bemuneration Committee believe that the notice periods
are reasonable 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 2011. The other members of the Committee
were Mr S R Paterson and Mr S J Hannam, for the full year, and Mr
P N Withers from € June 201 1. This Committee met five times in
2011,

The Non-Executive Directors’ Remuneration Committee is chaired
by Mr P W B Page, with Mr P C Wiliams until his retirement on 6
April 2011, and Mr S C Webb from 29 March 2011. This Committee
met twice in 2011,




The Remuneration Report contains a detailed statement of the
remuneration of each director for 2011, including details of the
company's pension policy for Executive Directors,

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

4. Report from the Audit Committee

The Audit Committee 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.

Mr S R Paterson chaired the Committee throughout the year. The
other members of the committee in 2011 were Mr P A J Neep for
the full year, Mr S J Hannam until ¢ June 2011 and Mr P N Withers
from 9 June 2011, The Company Secretary acts as Secretary to the
Committee.

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

Meetings of the Committee are normally attended by the Finance
Director, the Chief Executive and the Group Risk and Control
manager, as invitees. Representatives of the auditors also attend as
required.,

The Committee and the external auditors operate procedures to
ensure that the auditors remain objective and independent. These
procedures include the pre-approval of the scope of the audit by the
Committee. Each year the Committee considers carefully the
external auditors’ independence and cbjectivity, taking into account
the appropriate guidelines. The external auditors also report annually
to the Committee on the actions they have taken to comply with
professional and regulatory requirements, as welt as current best
practice, in order to demonstrate their independence. There are no
contractual commitments restricting the Committee’s choice of
external auditors, and the Committee will continue to periodically
review their performance,

The company’s auditors, PricewaterhouseCoopers LLP, rotate the
audit partner every 5 years. The current audit partner has been in
position since 31 December 2007 and will rotate out of the role in
2012.

As part of the formal annual review of the independence of the
auditors, the Committee also looks carefully at the level of non-audit
work conducted by the auditors and the detailed safeguards which
they have in place. The Committee is satisfied that there is no risk to
the objectivity and independence of the extemnal audit arising from
the level of non-audit fees. The fees paid to external auditors in 2011
are set out in note 9 to the financial statements on page 50. Aimost
all of the non-audit fees relate to tax advice. The Committee believes
that there are sound commercial and practical reascns for this work
being conducted by the auditors.

The company's “whistleblowing” procedures are also reviewed
annually, with the Committes concluding that the arrangements in
place would resuit in proportionate and independent investigation of
such matters.

5. Report from the Nomination Committee

The members of the Committee during the year were Mr § J
Hannam, 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 reference which can be found
on the company's website. These include the regular review of the
structure, size and composition of the Board.

During 2011, the Committee met on three occasions.
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The question of succession planning for senior management below
Board levet is primarily the responsibility of the Chief Executive.

In the course of the year under review, two Board appointments
were made. The positions were open to all suitable candidates,

and the evantual appointees were both identified using independent
external recruitment consultants. Mr S C Webb was selected
following a search for a replacement Finance Director upon

Mr P € Wiliams' retirement. Mr P N Withers’ appointment as
Non-Executive Director was made after a lengthy process to identify
someone with “business to business” market development
experience in specific emerging markets. Candidates from diverse
geographic backgrounds were actively sought, befare Mr Withers
emerged as the best applicant.
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Following a review of the Davies Report by the Board in the course
of 2011, the Committee will continue to facilitate the candidature of
women for Board appointments, and recruitment consultants will be
instructed to ensure that a significant propertion of any long list put
forward should be women, Short lists will also be drawn up in a way
which forces diversity amongst the final candidates.

In 2012, the Committee commenced a search for a new
Non-Executive Director, with the ability to chair the Audit
Cemmittee. Ms J A Lodge was identified after a formal process
using independent consultants. Her background as a senior audit
partner with Deloitte, with twenty five years of experience advising
global manufacturing companies, made her a strong candidate for
the position, with the necessary recent and relevant financial
experience to handle the Audit Committee role.

SIUSLLIBIEIS [RIOUBUILY

6. Report from the Health and Safety Committee
This Committee was formed in 2009, reflecting the Board's focus on
health and safety matters.

The members of the Committee during the year were Mr S J
Hannam, Mr P W B Page, Mr P ANeep and Or M H Cooke, the
company's Strategic Development Director.

The Committee has written terms of reference which can be found
on the company’s website.

The Committee corwened three times in 2011 and on each
occasion met {either by telephone or in person) with representatives
of the Safety Commitiee of one of the group’s major manufacturing
facilities.
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Corporate governance report

continued

7. Financial reporting

The Board acknowledges its responsibility to present a balanced
and understandable assessment of the company’s position and
prospects. Each Annual Report contains a Chairman's Statement
and a Business Review. The Interim Report also contains 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.

To ensure consistency of reporting, the group has an established
consolidation process as well as formal financial and operational
procedures manuals. Management monitors the publication of new
reporting standards and works closely with the external auditors in
evaluating the impact of these standards.

8. Internal control and risk

An ongoing process is in place to identify, evaluate and manage the
significant risks the group faces, which accords with the Turnbuil
Guidance. A Risk Committee was formed in 2010, comprising the
Executive Directors and other members of the Executive Committee,
as listed on pages 18 and 19. This Committee meets four times a
year and is charged with reviewing risk throughout the group. As
part of the process, the Group Risk and Control Manager has
responsibility for the application of risk assessment procedures,
including an assessment of non-financial risks across the group.
Each group operating company prepares a risk assessment for its
business. This involves each company preparing a report identifying
the relevant risks to both current operations and future strategy, the
process for managing and mitigating these risks and the means by
which management might be assured that the processes are
effective. A similar exercise is also conducteg at group level, taking
account of any significant risks identified by each of the individual
operating companies. The risk assessment reports are reviewed and
collated by the Risk Committee, and then the Audit Committee,
before finally being consicered by the Board. The systemis
designed to manage, rather than eliminate, the risk of failure to
achieve business objectives. The principal risks and uncertainties
identified as part of the group risk assessment process and how
they are managed or mitigated are summarised on pages 14 and
15.

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 Board with
reasonable, but not absolute, assurance that it can rely on the
accuracy and reliability of the financial records.

The 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 place 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, with two additional Interim Management
Statements.

* Operating controls
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 responsible 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 Guidelings.

s Treasury
Formal written treasury procedures are in operation, covering
banking arrangements, hedging instruments, investment of cash
balances and borrowing procedures. Individual staff
respensibilities 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 Group Risk and
Control Manager, who is responsible for internal audit, normally
attends Audit Committee meetings and makes a formal report to
the Committee annually.

+ Capital investment appraisal
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 alt 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
system of internal control which the directors believe to be
appropriate to the business.

9. Going concern

The group’s business activities, together with the factors likely to
affect its future performance, are set out in the Business Review on
pages 5 to 7. Details of the group's exposure to credit, interest rate
and liquidity risks are outlined in note 23 to the financial statements.

In their consideration of the company’s ability to continue as a going
concern, the directors have reviewed the group's future cash flow
forecasts and asscociated risks.

The Board considers that the group's net debt of £22.7 miliion as at
31 December 2011 to be manageable, when compared to its profit
before exceptional items of £34.2 million.




Accordingly, after making enquiries and considering the question
carefully, the directors have a reasonable expectaticn that the
company and the group have adeqguate resources to continue in
operational existence for the foreseeable future. For this reason, they
continue to adopt the geing concern basis in preparing the financial
statements.

10. Share capital

The Takeover Directive disclosures regarding the company's share
capital structure are included in the share capital section of the
directors' report on page 20 of this report.

11. Statement on compliance

This statement, together with the Remuneration Report set out on
pages 28 to 34, describes how, in respect of the year ended 31
December 2011, the company has applied the provisions and
principles of corporate governance as set out in the Code. The
company has complied with all the Code's provisions throughout
the period in guestion, with two exceptions. It did not comply with
Provision C.3.1, as the Chairman remained a member of the Audit
Cemmittee after the company joined the FTSE 250 index in August
2010 until he withdrew from the Committee on @ June 2011, when
Mr P N Withers replaced him. it is generally accepted that a
company should have a reasonable period of time to bring practice
into compliance in such circumstances.

Secondly, the company’s Remuneration Committee structure does
not fully comply with Provision D.2.2, as the remuneration of the
Chairman is set by the Non-Executive Directors’ Remuneration
Committee comprising the Executive Directors, instead of by a
committee of Non-Executive Directors, as proposed by the Code.
The company's two-committee approach, which is more fully
described and explained in the Remuneration Report, is designed to
ensure that no director is involved in setting his or her own
remuneration, thus avoiding any potential confiict of interest, while
ensuring that the experience of the Chairman is available to the
Executive Directors' Remuneration Committes. The Board believes
that this arrangement is an appropriate and effective use of the
available resources and is fully aligned with the spirit of the Code.
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Remuneration report

Introduction
The report sets out details of individual salaries, fees, incentives and
pension benefits for all the directors for the year under review.

As required by legislation, we have split the remuneration report into
two parts: one that contains unaudited information and the other
containing audited information. The company's auditors are required
to report on the auditable part of the remuneration report and state
whether in their opinion that part has been properly prepared in
accordance with the Companies Act 2006.

UNAUDITED INFORMATION

Committee structure

The Board has established twe committees to deal with directors’
remuneration. The Executive Directors’ Remuneration Committee,
consisting entirely of Non-Executive Directors including the Non-
Executive Chairman, settles all aspects of the remuneration of the
Executive Directors, and monitors, recommends and approves the
level and structure of remuneration for senior managerment. The
Non-Executive Directors' Remuneration Committee, whose
members are the Executive Directors, decides the level of fees paid
to the Non-Executive Directors, including the Non-Executive
Chairman. The directors believe that 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 conflicts of interest arising from cross-directorships.

During the course of 2011, the Executive Directors’ Remuneration
Committee took advice from New Bridge Street Consultants, a firm
of Independent remuneration consultants appointed by the
committee. New Bridge Street Consultants has not provided any
other services to the company.

Composition of the Non-Executive Directors’
Remuneration Committee

The members of the Non-Executive Directors’ Remuneration
Committee in 2011 were Mr P W B Page, Mr P C Williams until his
retirement on 6 April 2011, and Mr S C Webb from 11 February
2011,

Policy on Non-Executive Directors’ remuneration

The company's policy on Non-Executive Directors' remuneration is
{o 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
are set out on page 30.

Composition of the Executive Directors’
Remuneration Committee (the “Committee”)

The members of the Committee in 2011 were Mr P A J Neep
(Committee Chairman}, Mr S R Paterson and Mr S J Hannam for the
full year, and Mr F N Withers from 9 June 2011.

The link between remuneration policy, strategy and
shareholders’ interests

The company's remuneration policy must enable it to attract and
retain leaders with the skills, experience and drive to execute the
company’s business strategy within a framework which is aligned to
the interests of the company's shareholders, for example, through
the deferral of bonuses and the requirement to hold shares.

The Committee believes that a significant proportion of Executive
Directors' remuneration should be performance related, and details
are set out in the table on page 29.

Sustainable profit growth is the comerstone of shareholder value,
and the uitimate aim of the company's strategy set out on page 2.
There is therefore a profit metric in both the Annual Bonus and the
longer-term Performance Share Plan. This latter plan also has a
target based on relative Total Shareholder Return, providing the
clearest possible linkage of executive and shareholder interests.

Each year, the Committee conducts a formal review of risk in the
context of remuneration, and the introduction of new “clawback”
provisions, more fully described below, is a direct result of this
process. A review of pay for other employees across the group is
also conducted each year.

Policy changes in 2011

In February 2011, the Committee reviewed the company's two
share schemes - the Devro 2003 Performance Share Plan and the
Devro 2009 Deferred Share Bonus Plan — and introduced two
amendments to each:

1. Participants are now required to apply for vesting of awards, and
will be permitted to delay vesting of awards, generally for up to
five years from the earliest vesting date.

2. The rules applying to participants who retire have been clarified in
light of the UK's age discrimination legisiation. Those who retire
with the agreement of the company - irrespective of age — will
now generally be considered eligible to apply to vest any
ocutstanding awards to the extent that any performance condition
is satisfied, and subject also {in the case of the Performance
Share Plan} to the scaling-back of the level of award pro rata to
any reduction in the performance period up to the date of
retirement.

Clawback :

The Committee has introduced clawback provisions which will apply
from 2012 onwards to all Annual Bonus and Share Schemea awards
made to Executive Directors and Executive Carmmittee members.

The right to clawback will cperate at the discretion of the
Committee, and would arise in the following circumstances:

s Overpayment due to matsrial misstatement of the group’s
results;

« FErrors made in calculation of the performance condition which
resulted in overpayment; and

* Gross misconduct of the executive during the relevant
performance period leading to dismissal.

The right to clawback will subsist for a period of three years after the
end of the relevant perfoermance period.




‘Summary of remuneration arrangements for Executive Directors

L B e

Explanation, including performance measures

Element of How this supports the
remuneration strategy Opportunity and vesting schedule ‘
Base salary Takes account of experience  Salary at 31 Decernber 2011 = Reviewed annually on 1 April.
and personal contribution * Policy is to set salaries around median.
to group strategy. Set at a Chief Executive: £380,000 * Chief Executive's salary increased from
level to facilitate recruitment £340,000 to £380,000 in 2011, reflecting the
and retention of suitably Group Finance Directar: performance of the company and his personal
experienced executives. £270,000 contribution, while taking into account pay
rates at other companies of a similar size and
complexity.
* Group Finance Director’s salary agreed when
he was recruited in January 2011.
Annual bonus Rewards performance 100% of salary e 2011 target based 756% on underlying profit

against specific annual
financial goals which are
consistent with the strategic
direction of the business.

growth, measured on EBIT, and 25% on
working capital management. Full details on
page 31.

Clawback provisions appty from 2012
onwards.

2012 targets based on profit growth and
operating cash flow.

The Devro 2009
Deferred Share

Aligns the interest of
executives and shareholders,

Any element of bonus above
50% is deferred into shares.

Shares normally vest in three years® time
subject to continued employment.

Bonus Plan and provides a retention tool + No additional performance conditions, as
for key executives. Annual Beonus awards required to qualify are
stretching.
s In 2012, clawback provisions introduced.
The Devro 2003 Aims to incentivise and Annual awards equivalent Awards in 2011 targeted as follows:

Performance Share Plan

reward long termn value
creation using three-year
or four-year EPS and TSR
metrics.

to 100% of salary but with
scope for higher awards in
recruitment situations.

50% based on EPS growth, no vesting unless .
growth outstrips RPI by 3% per annum, with
full vesting requiting growth to exceed RPI by
12% per annum.

50% based on TSR performance versus a
comparator group of the 100 listed companies
{excluding Investment Trusts) closest to the :
company in terms of market capitalisation i.e. -
50 higher and 50 lower}, no vesting below
median, and full vesting requiring upper
quintile ranking.

Three-year or four-year performance period
(see table on page 33). '
Clawback provisions introduced from 2012 !
onwards.

Performance assessed by Committee after
performarnice period has elapsed, on the basis
of audited results for EPS, and externally
reviewed TSR.

Policy on contracts of service

Non-Executive Directors are engaged for fixed terms, with no

Directors’ service contracts contain restrictive covenants. None of

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 company on one year's
notice, Due to the technical nature of the business, the Executive

the contracts provides for specific contractual termination payments.

The company's policy on the termination of contracts of service of

seniar executives is dictated by events, bearing in mind the
circumstances of termination and the interests of the company, The

event of termination.

Committee has reviewed the level of compensation which would be
payable under the Executive Directors' service agreements in the
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Remuneration report

continued

Details of the service contracts of the directors in position as at
31 December 2011 are as follows

Date of injtial Date term Notice

Director contract due to expire period
S J Hannam 6 April 2009 AGM 2015 n/a
PW B Page 25 April 2007 _ ) 'n/a 12 months
P A J Neep 5 February 2005 AGM 2014 n/a
S J Paterson 7March2006  AGM 2012 a
S C Webb 14 January 2011 n‘a 12 months
PN Withers 12 Apri 2011 11 Apri2014  na

Shareholding qualification

Executive Directors are expected to build up a sharehelding in the
company over time, to the value of one year's salary. Any shares
vesting from share schemes must be retained (after selling sufficient
o pay any resulting income tax) until that target is reached. The
extent of the Executive Directars’ compliance with the share
ownership guidelines is set out in the table below:

Number of
shares held Number of
by director Share shares '
and ownership as eligible for

immediate a percentage vesting under

family as at of salary as at share

31 Becember 31 December schemes, but

Director 2011 2011 unexercised

P W B Page 396,719 269% 375,000
S C Webb 10,000 9% 0.

Performance graph
Total shareholder return
Source: Thormmson Financial

. - S —l PR R . = ES

———— FTSE Small Cap Index excluding Investment Trusts .

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

Performance graph

The graph below shows the value, by 31 December 2011, of £100
invested in Devro plc’s shares on 31 December 2006 compared
with the value of £100 invested in both the FTSE Small Cap Index
and the FTSE 250 Index (both excluding Investment Trusts). in the
opinion of the directors, comparing Devra's TSR against both
indices Is appropriate because Devro is a constituent of the FTSE
250 Index following its promaotion from the FTSE Small Cap Index in
August 2010. General FTSE indices have been used as the number
of comparable UK listed food producers is too smali to form a
sufficiently broad-based index for this purpose. Under iegisiative
requirements, the graph shows the total shareholder return over the
tast five years.

Mr P C Williams' leaving arrangements

The company agreed with Mr P C Williams, the former Group
Finance Director, that he would retire on 6 April 2011. As a retiree
he was entitled to apply for the vesting of any bonuses earned in
previous years, but deferred into shares under the Devro 2009
Deferred Share Bonus Plans. He was also entitled to any awards
granted to him under the Devro 2003 Performance Share Plan,
subject to the awards being scaled back on account of the
shortened performance period to the date of retirement, and to the
extent that the relevant performance conditions had been met up to
that date.

As the timing of his retirement was dictated by the company, taking
account the need to recruit and induct a suitable successor, it was
agreed that Mr Williams would work until 8 April 2011 and would then
receive £143,333 being a payment in lieu of the 12 months' notice to
which he was entitled under the terms of his service agreement. An
additional pension contribution of 10% of this sum (£14,333) was also
paid. Full details are set out in the table on page 31.

300
¢ wewewsmssm  Deyro p!c
250 FTSE 250 Index excluding Investment Trusts
200 .
Q
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This graph shows the value, by 31 December 2011, of £100 invested in Devro pkc on 31 December 2006 compared with the value of £100 invested in the FTSE Small Cap
Index excluding Investment Trusts and the FTSE 250 Index excluding Investment Trusts. The other points plotted are the values at intervening financial year-ends,




AUDITED INFORMATION

The following information has keen audited by the company’s auditors, PricewaterhouseCoopers LLP, as required by Schedule 8 to

Statutory Instrurment 2008/410.

Company pensions policy regarding Executive Directors
During the year, company contributions to pensicn schemes amounted to £36,994 (2010: £33,233) in respect of Mr P W B Page, £25,475
(2C10: n/a) in respect of Mr S C Webb and £20,039 {2010: £21,240) in respect of Mr P C Willams. The contributions paid on behalf of the
Executive Directors by the company amount to 10% of their respective salaries. The company provides lump sum death benefit cover of

three times salary.

Directors’ detailed emoluments

Details of directors’ emoluments for those directors who served during the year ended 31 December 2011 were as follows:

) Emoluments .
Base salaries/
fees at Base Deferred Other Benefits in
31 December | salaries/fees Bonuses bonuses payments kind Total
2011 2010} 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010 2041 2010
Director £000 £000 | £000 £000 £'000 £000 £000 £000 £000 £000 £000 £000 £000 £000
S J Hannam 103  103| 103 103  — - - — - - - — 103 103
PWBPage' 380 340| 870 332 188 170 - 170 - — 1 1 524 673
P A JNeep a1 oyl a4 - - - - - - - - & M
SRPateson 41 41| & 04— o~ - - - - - a4
P C Wiliams? — 215 52 213 — 108 — 107 143 - T 1 201 429
'SC Webbs® 270 —| 25 - 108 - - - 4 - 1 — a0 -
P N Withers 3¢ | = - - - - - - - - % -
TOTAL 897 730 258 278 — 277 188 - 3 2 1,346 1,287

1 Benefits in kind for Mr P W B Page relate to medical insurance.

2 Apayment of £143,333 was made to Mr P C Williams on his leaving the company, being a payment in lisu of notice. He also received medical insurance.
3 Bensfits in kind for Mr 8 C Webb relate to medical insurance. He also received accommaodation and travel expenses shown in the “Cther payments” column.

The bonuses for 2011 disclosed in the table above were calculated on the following targets:

i EBIT targets {before exceptional items)
Below £41.5 million
‘415 milion
£41.5 million - £43.1 million
£43.1 million - £46.5 mifion
At or:above £46.5 mil'li"on )
2011EBT
Bonus approved

© £42.73 million _

Bonus payable as a percentage of base sa!ary

0%

1-8.75%; 7 _ _

Pro rata 18.75% - 46.875%
- Pfo_ rata 468‘_{5% - :75%

75%

40.37%

Working capital targets
Sur_n of trade receivz_ables and invent_or_ies (averaged}

Above £58 million
£58 miion
£56 millicn - £58 milion
‘Below £56 milion
) 201 1 ‘Surﬁ of trad_e réceiva_bles gnd inve;'l-tories B

Bonus approvéd

Pro rata 5% - 25%

Bonus_payable asa percentage of base satary
INil
5%

- 25% - " -
£60.1 million
0%
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Remuneration report

continued

The Devro 2003 Performance Share Plan

The Executive Directors' awards under the Devro 2003 Performance Share Plan are as folfows:

Market
Market value at
value at  date of Number Number Number  Number Number

date of wvesting ofshares of shares of shares of shares of shares :

award of shares held at awarded vested lapsed held at Earliest

Date (pence (pence 1 January during during during 31 December normal|

Director awarded per share) per share) 2011 year year year 2011  vesting date:
PW B Page 28 March 28 March
2008 80.5 — 375,000 - - - 375,000 201

19 March 19 March

2009 86.75 — 342,000 - -~ - 342,000 2012

24 March 24 March

2010 164.5 — 187,000 - — - 187,000 2013

29 March 29 March

2011 287.8 - — 120,000 - - 120,000 2014

S C Webby 24 February 24 February’
2011 256.6 - — 103,848 — - 103,846 2014
24 February 24 February'
2011 256.6 - - 103,846 — — 103,846 2015

P G Williams? 1 May 1 May
2008 83.25 2943 245,390 - (245,330) — — 2011

19 March 19 March

2009 86.75 294.3 226,000 —  {169,500) {56,500} — 2012

24 March 24 March

2010 164.5 2943 124,000 - {51.667) (72,333} — 2013

1 Mr S C Webb was awarded two tranchas under the Devro 2003 Performance Share Plan, as part of his recruitment armengements. One of the awards is for the usual

3-year performance pericd, and the other for a 4-year period, with the targets extended pro rata.
2 The early vasting and scaling back of thess awards is explainad in the saction on Mr P C Wiliams' leaving arrangerents on page 30.

Conditional awards of shares under this plan are considered annually, with earliest vesting occurring after three years and normally being
dependent on both continued employment with the group and the extent to which the performance conditions set out below are met.

For awards made to Executive Cirectors in the year under review, vesting of 50% of shares awarded is based upon the group's earnings
per share before exceptional items (“EPS"} growth over the relevant performance period, with the other 50% being dependent upon the
group's total shareholder return (“TSR") performance measured gver the same period against the one hundred listed companies (excluding
Investment Trusts) closest to the company in terms of market capitalisation (i.e. fifty higher and filty lower).

The awards made in 2011 were granted as nil-priced options. Previous awards were granted in the form of conditional entitlemants.




. EPS Growth above RPI during
the performance period

Performance shares
vesting percentage

For 3 year performance period
Below 9%

9%
9% - 36%

At or above 36%

0%

15%

Pro rata 15% - 50%
50%

_For 4 year performance period
Below 12% _

12%
12% - 48%

At or above 48%

0%

15%

Pro rata 15% - 50%
50%

MOINGY SSaUISNg

TSR ranking relative to comparator group

Péﬂormanca shares
vesting percentage

Below median
Median

Between median and upper quintile

Upper quintile or above

0%

15%

Pro rata 15% - 50%
50% '

All awards made between 2008 and 2010 shown in the table on page 32 were subject to a three year performance period, and the targets
were as above, save that the TSR performance was measured against a comparator group censisting of the companies in the FTSE Small

Cap Index, exctuding Investment Trusts.
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The movement in the group's EPS is calcufated on a consistent basis over the perfermance period, comparing headline EPS for the base
year - i.e. the calendar year prior to the award date — with the final year - i.e. the calendar year three years after the base year.
The Devro 2009 Deferred Share Bonus Plan %—“
The Executive Directors' awards under the Devro 2009 Deferred Share Bonus Plan are as follows: 2
9]
g
Market 924
Market  value at %
value at date of Number of Number Number  Number Number . 3
date of vesting shares held  of shares of shares of shares of shares Earliest ‘DD
award  of shares at awarded vested lapsed held at nomali 173
Date {pence per (penceper 1 January during during during 31 December vesting!
‘Director awarded share) share) 2011 year year year 2011 date,
P W B Page 4 March i4 March [
2010 173.0 - 89,415 — — - 89,415 2013
9 March 9 March %_’3
2011 287.0 - - 58,025 — - 58,025 2014 o
" @
P C Wiliams® 25 March 25 Marchi a
2009 80.25 204.3 39,560 - (39,560} - - 2012 %
@
4 March 4 Marchy =
20190 173.0 204.3 59,142 - (59,142) - - 2013 e
3
1 These awards vested early on Mr P C Williams' retirement, as expiained more fully in the note on page 30. E..
@]
>

KX]
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Remuneration report

continued

The awards made in 2008 and 2010 were granted in the form of conditional entitlernents. The awards made in 2011 were granted as
nil-priced options. No performance conditions apply to these awards, all of which were made in respect of past performance. Changes
to the rules of the Devio 2009 Deferred Share Bonus Plan are described in the note on page 28 and incorporated into this section by
cross-reference.

The market price of the company’s shares at the end of the financial year was 257.8p. The range of market prices during the year was
between 223.5p and 296.9p.

Directors’ interests

The interests, all of which are bengficial, 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 Devro 2003 Performance Share Plan and the Devro 2008 Deferred Share Bonus
Plan, at the beginning and end of the financial year, are as follows:

Total number - T |
of ordinary Performance  Performance Deferred Share Deferred Share!

Total numt_:er of Shares shares Share Plan Share Plan Bonus Pian Bonus Plan!

ordinary shares acquired 31 December 1 January 31 December 1 January 31 December
Director 1 January 2011 during year 2011 2011 2011 2011 2011
S J Hannam 132,690 78,338 211,028 — - - -
PWBPage 392757 3,962 396719 ©04,000 1024000 89415 147,440,
P A J Neep 187,523 15,970 203,498 S - - -
SRPaterson 65000 5000 70,000 - = -
S C Webb' N/A 10,000 10,000 WA 207692 - -
PCWlams? 140000 NA A se53%0  NA 98702 N/A
P N Withers® NA 45000 45000 - I - -

1 Mr S C Webb joined the company on 17 January 2G11,
2 Mr P C Williams retired on 6 Agril 2011,
3  Mr P N Withers joined the company on 28 Apnl 2011.

Dealings of the directors {and their immediate families) in the share capital of the company (ordinary shares of 10p each} in the period after
31 December 2011 to the date of this report are as follows:

Director Natureofdealing @~ Dateofdealing  Number of shares
P A J Neep Purchase 22 February 2012 6,800

The company operates an employee share ownership plan (“ESOP”}. Al employees of the group, including the Executive Directors, are
beneficiaries of the ESOP and are deemed to be interested in the shares held by the ESOP which, at 31 December 2011, amounted to
1,088,557 ordinary shares.

On behalf of the Board

P A J Neep

Chairman

Executive Directors’ Remuneration Committee
12 March 2012




Consolidated income statement
for the year ended 31 December 2011

2011 2010 Restated”
Before Before
exceptional Exceptional exceptional Exceptional
items iterns Total items iterns Total
Note £°000 £'000 £'000 £'000 £'00C £'000
Continuing operations
Reverue 2 227,723 - 227,723 213,631 — 213,631
Operating profit 34 42,692 - 42,692 36,971 18,851 55,822
Finance income 8 121 - 121 97 - 97
Finance costs 8 (953) — (953) (782) — (782)
Net finance income/(costs) on
pension assets and liabilities 8 1,174 - 1,174 {1,123 — (1.123)
Profit before tax g 43,034 - 43,034 35,163 18,851 54,014
Taxation 10 (8,805) - (8,805} (7,405) (5,090) (12,495)
Profit for the year from
continuing operations 11 34,229 - 34,229 27,758 13,761 41,519
Discontinued operation
{Loss)orofit for the year
from discontinued operation 5 @7 - 3N 715 - 715
Profit for the year attributable
to owners of the parent 34,192 - 34,192 28,473 13,761 42,234
Earnings per share
Basic earnings per share
- Continuing operations 13 20.8p - 20.8p 17.0p 8.4p 25.4p
- Discentinued operation 13 0.0p - 0.0p 0.4p 0.0p 0.4p
20.8p - 20.8p 17.4p 8.4p 25.8p
Diluted earnings per share
- Continuing operations 13 20.5p - 20.5p 16.7p 8.2p 24.9p
- Discontinued operation 13 0.0p - 0.0p 0.4p 0.0p 0.4p
20.5p - 20.5p 17.1p 8.2p 25.3p

* The comparatives have been restated to classify Devro GmbH as a discontinued operation, reflecting the requirements of IFRS 5 ‘Non-current

assets held for sale and discontinued operaticns’.
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Consolidated statement of comprehensive income

for the year ended 31 December 2011

2011 2010
Note £'000 £'000
Profit for the year 34,192 42,234
Other comprehensive income
Cash flow hedges:
- net fair value gains 30 i1 1,324
- reclassified and reported in operating profit 30 (980) {781}
- movement in deferred tax 226 {148)
Group pension schemes:
- actuanal losses recognised 25 (38,331) {2,077)
- movemnent in deferred tax 24 8,526 139
Net exchange adjustments 30 (4,997) 6,234
Other comprehensive income for the year, net of tax (35,445) 4,691
Total comprehensive income for the year attributable to owners of the parent (1,253) 46,925
Total comprehensive income attributable to owners of the parent arises from:
- Continuing operations (1,235) 48,169
- Biscontinued operation {18) 756
(1,253) 46,925




Balance sheets
at 31 December 2011

Group Company
2011 2010 2011 2010
Note £'000 £'000 £'000 £'000
ASSETS CCU
Non-current assets %
Intangible assets 14 3,678 2,549 2,581 1,338 D
Property, plant and eguipment 15 180,215 167,024 175 112 &
Investments 16 - - 138,530 138,530 c:r?
Deferred tax assets 24 18,390 8,608 5 12 <,
Trade and cther receivables 18 - - 25,182 15,777 2
202,283 168,272 166,473 155,769
Current assets
Inventories 17 27,556 28,653 - —
Current tax assets 779 694 3,443 2,43
Trade and other receivables 18 34,820 32,791 1,120 1,185
Derivative financial instruments 23 572 996 - 187
Cash and cash equivalents 19 7.614 5,789 3,054 847 &
]
&
71,34 68,923 7,617 4,660 o
Q
[#7]
LIABILITIES vl
Current liabilities 3
Borrowings 22 2,213 2,784 1,168 1,414 g_
Derivative financial instruments 23 1,615 482 308 257
Trade and other payables 20 33,256 33,859 2,999 4,235
Current tax liabilities 3,833 3,626 - —
40,917 40,761 4,475 5,908
Net current assets/{liabilities) 30,424 28,162 3,142 (1,246}
I
Non-current liahilities 8
Borrowings 22 28,103 15,172 20,847 6.623 [}
Deferred tax liabitities 24 16,631 13,879 145 85 8
Retirement benefit obligations 25 46,158 13,405 - - w
Other payables 21 1,336 878 10,554 13,903 %
92,228 43,434 31,546 20,611 %
n
Net assets 140,479 153,000 138,069 133,912
EQUITY
Capital and reserves attributable to owners of the parent
Ordinary shares 26 16,501 16,361 16,501 16,361
Share premium 29 7.642 6,773 7,642 6,773
QOther reserves 30 79,917 85,607 45 996 45,901
Retained earnings ) 3 36,419 44,259 67,930 64,877
Total equity 140,479 153,000 138,069 133,912

The financial statements on pages 35 to 80 were approved by the Board of Directors and signed on its behalf by:-

S C Webb, Group Finance Director
12 March 2012 JD
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Statements of changes in equity

for the year ended 31 December 2011

Total equity
attributable
Crdinary Share Other Retained to owners of
shares premium reserves earnings the parent
Group Note £'000 £'000 £'000 £'000 £000
i Balance at 1 January 2011 16,361 6,773 85,607 44 259 153,000
| Comprehensive income
Profit for the year - — - 34,192 34,192
Other comprehensive income
Cash flow hedges, net of tax 30 - - 543) - {843}
Retirement benefit obligations, net of tax 2524 — — - {29,8085) {29,805}
Exchange adjustments 30 - — {4,997) - 4,997)
Total other comprehensive income - - {5.640) (29,805) (35,445)
Total comprehensive income — - (5,640) 4,387 (1,253)
Transactions with owners
Performance share plan charge 30 - - 1,011 - 1,011
Performance share plan credit in respect
of shares vested 30 - - (1,061} - (1,061}
Issue of share capital 140 869 - - 1,009
Dividends paid 12 - - - (12,227) (12,227}
Total transactions with owners 140 869 (50) {12,227) (11,268)
Balance at 31 December 2011 16,501 7,642 79,917 36,419 140,479
Balance at 1 January 2010 16,287 6,097 78,690 12,997 114,071
Comprehensive income
Profit for the year - - - 42,234 42,234
QOther comprehensive income
Cash flow hedges, net of tax 30 - - 395 - 395
Retirerment benefit obligations, net of tax 2524 - — - (1,938) (1.938}
Exchange adjustments 30 — - 6,234 - 8,234
Total cther comprehensive income - — 6,629 (1,938} 4,64
Total comprehensive income — - 6,629 40,296 48,925
Transactions with owners
Performance share plan charge 30 - — 1,023 — 1,023
Performance share plan credit in raspect
of shares vested 30 — - (735) - (735)
lssue of share capital 74 676 - - 750
Dividends paid 12 - - — (9,034) {9,034)
Total transactions with owners 74 676 288 (9.034) {7,996)
Balance at 31 December 2010 16,361 6,773 85,607 44,259 153,000
_ R —




Statements of changes in equity

for the year ended 31 December 2011 continued

Total equity
attributable
Ordinary Share Other Retained to owners of
shares premium resenves eamings the parent
Company Note £'000 £'000 £'000 £'000 £'000 &U
w
Balance at 1 January 2011 16,361 6,773 45,901 84,877 133,912 é
o
Comprehensive income o)
Profit for the year - — — 15,280 15280 | 2
@
Transactions with owners =
Perfarmance share plan charge 30 - - 938 — 938
Performance share plan credit in respect
of shares vested 30 - - {843) - 843)
Issue of share capital 140 869 - - 1,009
Dividends paid 12 — — - (12,227} (12,227)
Total transactions with owners 140 869 95 (12,227) {11,123)
o
Balance at 31 December 2011 16,501 7,642 45,996 67,930 138,069 §
5
Balance at 1 January 2010 16,287 6,097 45,547 72173 140,104 0.
py
Comprehensive inceme _8
Profit for the year — - - 1,738 1,738 %
Transactions with owners
Performance share plan charge 30 - - 868 — 868
Performance share plan credit in respect
of shares vested 30 — — (514) - (514)
Issue of share capital 74 676 — — 750
Dividends paid 12 - - - (9,034} (9,034)
Total transactions with owners 74 676 354 {9,034) (7,930)
Balance at 31 December 2010 16,361 6,773 45,901 64,877 133,912
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Cash flow statements
for the year ended 31 December 2011

Group Company
Restated
2011 2010 2011 2010
Note £'000 £'000 £'000 £'000
Cash flows from operating activities
Continuing operations:
- Cash generated from operations 32 45,087 44,520 {17,855) 12,788
- Interest received 140 72 314 179
- Interest paid {998) (722 (609) (367)
- Tax paid {5.642) {6,857) {82) (71}
Discontinued operation 5 285 398 - -
Net cash generated from/(used in) operating activities 38,872 37,311 {18,232) 12,529
Cash flows from investing activities
Continuing cperations:
- Purchase of property, plant and equipment (37,183) (23,620) (68) (103)
- Proceeds from sale of property, plant and equipment 24 379 - 8
- Purchase of intangible assets (1,560) (1.239) {1,448) (1,120)
- Capita! grants received 544 - - —
- Dividends received from subsidiary undertakings - - 19,195 5,870
- Disposal of subsidiary net of cash disposed 747 — - -
Discontinued operation 5 9) (34} - -
Net cash (used in)/generated from investing activities (37,437) (24,514) 17,679 4,855
Cash flows from financing activities
Continuing operaticns:
- Proceeds from the issue of ordinary shares 1,009 750 1,009 750
- Net borrowing/(repayment) under the loan facilities 12,931 (11,580) 14,224 (10,385)
- Dividends paid 12 (12,227) {9,034) {12,227) (9.034)
Net cash generated from/used in} financing activities 1,713 (19,864) 3,006 (18,669}
Net increase/(decrease) in cash and cash equivalents 3,148 {7.087) 2,453 {1,485)
Net cash and cash equivalents at 1 January 2,995 9,743 (567) 918
Exchange (loss)/gain on cash and cash equivalents {742) 319 - -
Cash and cash equivalents 19 7,614 5,789 3,054 847
Bank overdrafts 2,213) (2,794} {1,168) (1.414)
Net cash and cash equivalents at 31 December 5,401 2,995 1,886 (567}




Notes to the financial statements

for the year ended 31 December 2011

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 consolidated financial statements have been prepared in
accordance with European Union endorsed International Financial
Reporting Standards (*IFRSs™), IFRS IC interpretations and the

Companies Act 2008 applicable to companies reparting under IFRS.

The financial statements have been prepared under the historical
cost convention as modified by the revaluation of derivative financial
instruments.

For practical reasons, the company previously prepared its financial
statements baseqg on periods of 52 or 53 weeks, From 2011
onwards, however, the financial staternents will be prepared for the
period ending 31 December. The financial statements for 2011

reflect the pericd from 3 January 2011 to 31 December 2011 (2010:

52 week pericd ended 2 January 2011).

Critical estimates and judgements

The preparation of financial staternents in confarmity with IFRSs
requires the use of estimates and assumptions that affect the
reported amounts of assets and liabilities 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 disctosed in note 25, and taxation, as disclosed in
notes 10 and 24,

Changes in accounting policies and disclosures

(2) New standards, amendments to standards and
interpretaticns effective in 2011

The following new standards, amendments to standards and
interpretations became mandatery for the first time during the
financial year beginning 1 January 201 1. They either were not
relevant for the group or had ne material impact on the financial
statements of the group:

AS 32 (amendment) — Financial instruments: Presentation -
_Classification of rights issues

IFRIC 19 — Extinguishing financial liabilities with equity instruments

. IFRS 1 (amendment) - First-time adopticn of IFRS - Limited
exemption from comparative IFRS 7 disclosures for first-time
adopters
IAS 24 [revised)} — Related party disclosures

IFRIC 14 (amendment} — IAS 19 — The limit on defined benefit
assets, minimum funding requirements and their interaction

improvements to International Financiat Reporting Standards 2010
was issued in May 2010. This was a coliection of amendments to six
standards and one interpretation.

These amendments to standards and interpretations had no impact
on any statement of financial position and consequently no opening
balance sheet as at 1 January 2010 has been presented.

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

At the date of approval of these financial statements, the following
standards and amendments 1o standards were in issue but have not
been appiied in these financial statements:

) o B Effective date
IFRS 7 (amendments) — Financial instruments:
Disclosures - on derecognition 1 July 2011
IFRS 1 {amendments} - First time adoption

_- on fixed dates and hyperinflation 1 duly 2011

IAS 12 (amendment) - Income taxes - on

deferred tax 1 January 2012

' IAS 1 (amendment ~ Financial statement .
presentation - regarding other comprehensive
income 1 _July 2012_ ]

1 January 2013

1 January 2015 )

1 January 2013

1 January 2013

IAS 19 (amendment} — Employee benefits

IFRS @ - Financial instruments )

VIFRS 10 - Consolidated financial statements
RS 11 - Joint amangements '
VIFRS 12 — Disclosures of interests in other

entities

IFRS 13- - Fe;ir value meas-urement

IAS 27 (revised 2011) — Separate financial

1 January 2013
1 January 2013

statements 1 January 2013
IAS 28 {revised 2011) — Associates and joint ‘
ventures 1 January 2013

It is expected that the group will adopt these standards and
amendments to standards on their effective dates. The directars
do not anticipate that the adoption of these standards and
amendments to standards will have a material impact on the
financial staterments of the group.

Basis of consolidation

The consclidated financial statements include the financial
statements of the company and all its subsidiary undertakings made
up to 31 Decernber 2011, Intra-group sales and profits are
eliminated fully on consolidation. The purchase method of
accounting is used to account for the acquisition of subsidiary
undertakings by the group. The results of subsidiary undertakings
acquired 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.

41
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Notes to the financial statements

for the year ended 31 December 2011 continued

1. Accounting policies (continued)

Basis of consolidation (continued)

The subsidiaries are entities over which the group has the power to
govemn the financial and operating policies. The cost of acquisition is
measured as the fair value of assets given, equity instruments issued
and liahilities incurred. Any identifiable assets acquired and liabilities
and contingent liabilities assumed in a business combination are
measured at their fair values at the acquisition date, irrespective of
the extent of any minority interest. Any unrealised losses are also
eliminated unless the transaction provides evidence of an
impairment of the asset transferred.

Intangible assets
Intangible assets within the group principally comprise computer
software and certain types of development costs.

Computer software costs are capitalised and amortised on a
straight-line basis over the estimated useful life of the software,
normally 4-5 years. Costs associated with developing or maintaining
computer software programmes 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 technological feasibility,
and costs can be measured reliably. Development costs are
amortised on a straight-fine basis over the estimated useful life of the
related asset, normally 15 years. External and intemal costs are
capitalised to the extent that they enhance the future economic
benefit of the asset.

Cost includes the original purchase price of the asset and the costs
attributable to bringing the asset to its working condition for its
intended use.

Intangible assets are valued at cost less accumulated amortisation.

Research and development

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

Property, plant and equipment

Property, plant and equipment is stated at cost less accumulated
depreciation. The cost of property, ptant 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 v 815 years;
Computer equipment 4-5 years
" Motor vehicles ) 4 )_rearsj
Fixtures and fiﬁings . 107years

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

Assets under construction are transferred to the appropriate asset
category when they coma 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.

Gains and losses on disposals are determined by comparing the
proceeds with carrying amounts and are recognised within other
operating income or cther expense in the income statement.

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

Impairment

Assets that have an indefinite useiul 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 circurnstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised in the income
statement for the amount by which the asset's carrying amount
exceeds its recoverable amount. The recoverable amount is the
higher of an asset's fair value less costs to sell and its value in use.

Grants

Grants relating to property, plant and equipment are included in
current and non-current liabilities as appropriate and credited to the
income statement on a straight-iine basis over the expected useful
lives of the related assets.

Grants relating to costs are deferred and recognised in the income
statement over the period necessary to match them with the costs
they are intended to compensate.

Fixed asset investments
The company's investments in subsidiary undertakings are shown at
cost less accumulated 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 staterment
on a straight-line basis over the term of the lease.

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 production overheads based on
the normal level of activity. Net realisable value is the price at which
inventories 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, slow-moving
and defective inventories.




1. Accounting policies (continued}

Trade receivables

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

Gash 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

Itemns 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 sterling, which is the company's functiona!l and
presentation currency.

Foreign currency transactions are translated into the functional
currency using the exchange rates prevailing at the dates of the
transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such
transactions and from the translation at year end exchange rates of
monetary assets and liabilities denominated in foreign currencies are
recognised in the income statement, except when deferred in other
comprehensive income as qualifying cash flow hedges.

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

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 which excludes value added tax and
sales between group companies, represents the net invoiced value
of goods and services supplied and is recognised when the goods
are shipped ¢r the services are supplied to customers.,

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

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 pericd as
adjusted for items which are non-assessable or disallowable. It is
calculated using taxation rates that have been enacted or
substantively enacted by the balance sheet date.

Deferred tax is provided in full, using the liabiity 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 substantively 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 items charged or credited directly to equity,
in which case the deferred tax is also dealt with within equity.

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

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

Deferred tax assets and liabilities are offset when there is a legally
enforceable right to offset current tax assets against current tax
liabtiities and when the deferred tax assets and fiabilities relate to
income taxes levied by the same taxation authority on either the
same taxable entity or different taxable entities where there is an
intention to settle the balances on a net basis.

Pension and other post-retirement benafits

The group operates a number of defined contribution and defined
benefit retirement plans. All defined benefit retirement plans are now
closed to new members.

Payments to defined contribution retirement plans are charged as
an expense as they fall due.

The group's obligations in respect of defined benefit retirement
plans are valued by independent actuaries using the projected unit
credit method. All group plans are funded externally, with the
exception of Germany, where, in ine 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 sheet represent the fair value of
external plan assets less the present value of the defined benefit
cbligations.

Amounts recorded in the income statement represent the current
senvice cost over the reporting period, which is included in operating
profit, and net finance income or expense, i.e. expected returns on
assets less interest cost on liabilities, which is included as a separate
component of finance income and expense. Other income statement
credits or charges can arise for special events, such as a past service
benefit improvement or settlement and curtailment of plan liabilities.
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Notes to the financial statements

for the year ended 31 December 2011 continued

1. Accounting policies (continued)

Pension and other post-retirement benefits {continued)
Actuarial gains and losses are immediately recognised in the
statement of comprehensive income. Actuarial gains and losses

on liabilities occur due to changes in actuarial assumptions at the
balance sheet date and also due to any differences between
assumptions and actual cutcomes. 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 retum
achigved.

Shara 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 income statemeant 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
likelihood of these conditions being achieved is made at the end of
each period, and appropriate provision made. The schemes are all
equity settled.

Dividends payable

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

Borrowings

Borrowings are recognised initialty at fair value, net of transaction
costs incurred. Borrowings are subsequently carried at amortised
cost; any difference between the proceeds {net of transaction costs)
and the redemption value is recognised in the income staternent
over the pericd of the borrowings using the effective interest
method.

Borrowings are classified as current liabilities unless the group has
an unconditional right to defer settlerment 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 payahles
Trade payables are initially recognised at fair value and subsequently
measured at amortised cost using the effective interest method.

Derivative financial instruments

Derivative financial instruments used to hedge risks associated
with interest rate and foreign currency fluctuations are initialty and
subsequently re-measured at {air 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 interest rate swap contracts are calculated on
a 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 relationship between the item being
hedged and the hedging instrument, and demonstrate that the
hedge will be highly effective on an ongeing basis. This effectiveness
testing is re-performed 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 flow hedges, the effective part of changes in the fair value
of the derivative is recognised in other comprehensive income.
Gains or losses relating to any ineffective part of changes in fair
value are taken immediately to the income statement. Amounts
accumulated in eGuity are transferred to the income statement in the
same period as the hedged transaction occurs, for example, when
interest arising on floating-rate debt is paid or the forecast sale 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.

Segment reperting

Operating segments are reparted in a manner consistent with the
internal reporting provided to the chiel operating decision-maker.
The chief operating decision-maker has been identified as the
Board, which is responsible for allocating resources and assessing
the performance of the operating segments.

Exceptional items

Exceptional items are those significant items which are separately
disclosed by virtue of their size or incidence to enable a full
understanding of the group's financiai performance.

2. Segment information
The chief operating decision maker has been identfied as the
Board.

The Board reviews the group’s financial results on a product
basis in order to assess performance and allocate resources.
Operating segments have been determined accordingly. These
are now as follows:

* Collagen casings, which includes the three edible collagen
brands, Devro, Coria and Cutisin, angd Cutisin non-edible
collagen casings.

+ (Other products, which includes the non-reportable segments
of collagen film, collagen gel, Cutisin plastic casings, collagen
for medical use and distributed products.

Distributed products is no longer a reportable segment as the
vast majority of sales were made by Devro GmbH, the sale

of which took place during the year as described in note 5.
The results for the business being sold are presented in these
financial statements, including this note, as a discontinued
operation.




2. Segment information (continued)

The Boarg assesses the performance of the operating segments based on a measurs of adjusted earnings before interest and tax
(“Adjusted EBIT"). This measurement basis excludes the effects of exceptional income and expenditure from the operating segments.

Finance income and expense, including that arising on pension assets and liabilities, is not included in the segment results that are

reviewed by the Board.

Segment assets exclude tax assets, which are managed on a central basis.

Information provided to the Board is consistent with that in the financial statements.

Total continuing

Discontinued

Collagen casings Other segments operations operation Total group
201 2010 2011 2010 2011 2010 2011 2000 201 2010
£'000 £'000 £'000 £'000 £°000 £'000 £'000 £'000 £'000 £'000

Revenue

Sales to external

customers 208,150 131,610 19,573 22,021 227,723 213,631 16,376 23,408 244,099 237.039
Adjusted EBIT 43,767 36,081 3,864 6,049 47,631 42,130 38 1,250 47 669 43,380
Corporate overheads (4,939) (5,159} - - (4,939) (5,159}
EBIT before exceptional

items 42,692 36,971 38 1,250 42,730 38,221
Changes to UK pension

scheme - 18,851 - - - 18,851
EBIT after excepticnal items 42,692 55,822 38 1,250 42,730 57,072
Finance income 121 97 1 — 122 97
Finance costs (953) (782) ] {4) (955) {788)
Net finance income/{costs) on

pension assets and liabilities 1,174 (1,123) (63) {94) 1,111 {1,217)
Profit before tax 43,034 54,014 (26) 1,152 43,008 55,166
Other segment information:

Additions 10 property,

plant and equipment:

Segment 41,155 24,484 573 1,063 41,728 25,547 9 4 41,737 25,581
Corporate 68 103
Total 41,805 25,684
Additions to intangible assets:

Segment 168 116 9 3 177 119 - — 177 19
Corporate 1,448 1,120
Total 1,625 1,239
Depreciation of property,

plant and equipment:

Segment 12,352 11,284 1,057 1,110 13,409 12,394 21 27 13,430 12,421
Corporate 5 1
Total 13,435 12,422
Amortisation of intangible

assets:

Segment 261 300 5 o 266 309 - 1 266 310
Corporate 205 39
Total 47 348
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Notes to the financial statements

for the year ended 31 December 2011 continued

2. Segment information (continued)
Segment assets and liabilities can be analysed as follows:

2011 2010

£'000 £'000
Assets
Collagen casings 232,855 204,615
Other segments 14,492 15,103
Distributed products - 5,333
Total segment assets 247,347 225,051
Corporate assets net of pooled bank overdraft 7,108 2,751
Taxation 19,169 9,393
Total assets 273,624 237,195
Liabilities
Collagen casings 65,924 37,109
Cther segments 10,094 4,554
Distributed products - 4,383
Total segment liabilities 76,018 46,056
Corporate liabilities 8,561 5,362
Borrowings 28,103 15,172
Taxaticn 20,463 17,8605
Total liabilities 133,145 84,195
The company is domiciled in the United Kingdom. Revenue from sales to customers can be analysed as follows:

2011 2010

£'000 £'000
Continuing operations
United Kingdom 30,896 28,328
Other Europe 86,060 80,127
Total Europe 116,956 108,455
United States 35,003 356,378
Other Americas 14,432 13,232
Total Americas 49,435 48,610
Australia 28,395 27,938
Other Asia/Pacific 32,937 28,630
Total Asia/Pacific 61,332 56,566
Total - continuing operations 227,723 213,631
Discontinued operation 16,376 23,408
Total 244,099 237,039




2. Segment information (continued)
The total of non-current assets other than deferred tax can be analysed as follows:
201 2010
£'000 goo0 | P
28
United Kingdom 46,721 33,217 é
Qther Europe 82171 80,154 w
Americas 22,171 18,555 &
Asia/Pacific 32,830 27,647 (SD.
=3
183,893 159,573
3. Operating profit before exceptional items
2011 2010
£'000 £7000
Continuing operations E’
Revenue 227,723 213,631 8
Cost of sales 142,865 138,129 Q
[42]
Gross profit 84,858 75,502 %l
=]
Seling and distribution costs 16,432 15,582 S,
Administrative expenses 16,554 14,573
Research and development expenditure 7,668 7,096
Other expenses 1,288 1,714
41,942 38,965
Other operating expense/{income) 224 (434)
Net operating expenses 42,166 38,531
Operating profit before exceptional items from continuing operations 42 692 36,971

4. Exceptional item
During 2010, after consultation with employees and pensioners, certain changes were made to the UK defined benefit pension scheme,
which resulted in a reduction of £18,851,000 in scheme fiabilities.

a1
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Notes to the financial statements

for the year ended 31 December 2011 continued

5. Discontinued operation

On 30 September 2011, the group sold Devro GmbH, a wholly-owned subsidiary, to ViskoTeepak Holding Ab Ltd of Finland. The purchase
price was based on adjusted net book value (excluding certain pension assets and liabilities). An estimateg preliminary price of 1.9 million
euros was paid on completion. This will be subject to final adjustment, which is expected to be during the first quarter of 2012.

Approximately 80% of Devro GmbH’s sales in the nine months ended 30 September 2011 related to distributed third party products.
ViskoTeepak will handle sales of Devro products in Germany on an agency basis for a transiticnal period, after which Devro will take direct
control of sales of collagen casings in Germany. This disposal enables the group to concentrate on its cere husiness of collagen casings
and is part of its plan to strengthen sales and marketing activities in Europe.

Financial information relating to the business being disposed of is set out below.

(a) Income statement for discontinuied operation

2011 2010

£7000 £'000
Revenue 16,376 23,408
Expenses {16,046) (22,158}
QOperating profit from discontinued operation 330 1,250
Net finance costs 64) @8}
Profit before tax from discontinued operation 266 1,152
Taxation (88) {437}
Profit after taxation frem discontinued operation 178 715
Costs associated with the disposal of the discontinued operation before taxation (292) -
Taxation 77 -
Expenses associated with the disposal of the discontinued operation after taxation (215) —
{Loss)/profit for the period from discontinued operation (37) 715
{b) Cash flows from discentinued cperation

2011 2010

£'000 £'000
Net cash used in operations 285 398
Net cash used in investing activities 9 {34)
Net cash from financing activities — .
Effect on cash flows 276 364

6. Directors’ emoluments
A detalled analysis of directors’ emoluments, shareholdings, share options, long-term incentive schemes and pension arrangements is
provided in the Remuneration Report on pages 28 to 34. Details of the emoluments of the highest-paid director are as follows:

2011 2010
£'000 £'000
Aggregate emaluments 524 673
Pension contributions - money purchase scheme 37 33




7. Employee information

The average monthly number of persons (including Executive Directors) employed by the group during the year was:

2011 2010
By employee category
Operations and engineering 1,813 1,777
Sales and marketing 96 95
Distribution 30 30
Administration 124 111
Research and development 105 98
2,168 2,111
Staff costs for the group were:
201 2010
£'000 £'000
Wages and salaries 62,605 58,143
Social security costs 9,343 8,254
Retirement benefit obligation costs (note 25) 1,048 3,381
Performance share plan charge 1,011 1,023
74,007 70,801

The key management of the group comprises the Executive and Non-Executive Directors.
and pension arrangements are contained in the Remuneration Report on pages 28 to 34.

8. Finance income and expense

Details of their emoluments, long-term incentives

2011 2010
£000 £'000
Finance income
Interest recelvable and similar income:
- On bank balances 121 97
Finance costs
Interest payable and similar charges:
- On bank lpans and overdrafts {953) (782)
Net finance income/{costs) on pension assets and liabilities
Expected return on pension assets 12,086 11,030
Interest on pension fiabilities (10,912) (12,153)
1,174 (1,123

| Devro pic Annual Report & Actounts 2011 m
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Notes to the financial statements

for the year ended 31 December 2011 continued

9. Profit before tax

2011 2010

£'000 £'000
Profit before tax is stated after charging/(crediting):
Depreciation of property, plant and equipment 13,435 12,422
Amortisation of intangible assets 471 349
Loss on disposal of property, plant and equipment 334 333
Loss on disposal of intangible assets - 3
Inventory recognised as an expense 136,743 154,831
Inventory written down or written off 2,629 2,490
Repairs and maintenance expenditure 16,463 16,045
Research and development expenditure 7,668 7,096
Hire of assets — operating leases 969 887
Net foreign exchange gains {see below} {303) (1,902)
Auditors' remuneration {see below) 526 B85

The creation and release of provisions for impaired receivables is included in other expenses in the income statement {(note 3). Amounts
provided are written off when there is no expectation of them being collected.

Net foreign exchange gains
Exchange differences (credited)/charged to the income staterment were as follows:

2011 2010
£000 £'000
Revenue (3,101) {4,589)
Cost of sales 2,945 3,148
Net operating expenses (147) {461)
(303) {1,902}
Services provided by the company’s auditors
Remuneration of the auditors is analysed below:
2011 2010
£000 £'000

Audit services

Fees payable to the company’s auditors for the audit of the parent company and consolidated accounts 84 66
Other services

Fees payable to the company’s auditors and their associates for other services:

- The audit of the company’s subsidiaries pursuant to legislation 189 199
- Other services pursuant to legislation 22 21
- Other services relating to taxation 184 227
- All other senvices 47 i72

526 685

In addition to the above services, the company's auditors acted as auditor to 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 company's auditors for audit services to the pension
schemes during the year were £7,835 (2010: £5,000).




10. Taxation
Before
exceptional Exceptional Discontinued
items items operation Total 23
£'000 £'000 £'000 £'000 %
g
2011 17}
Current Tax %’
United Kingdom corporation tax at 26.5% (1) — — {1} CSD'
Foreign tax 6,752 — 1 6,763 =
6,751 — 11 6,762
Adjustment in respect of prior years (83) - - (83)
Total current tax 6,668 - 1 6,679
Defarred tax
Origination and reversal of timing differences representing: )
United Kingdom corporation tax 1,527 - — 1,527 =3
United Kingdom corporation tax rate change (174) - - (174) Q
Foreign tax 1,161 — - 1,161 g
2,514 - - 2,514 &
Adjustments in respect of prior years (377) - — (377) '8
=
Total deferred tax (note 24) 2,137 - - 2,137
Taxation for the year ended 31 December 2011 8,805 - 11 8,816
Tax on items charged to equity
Deferred tax credit on retirernent obligations (B,526) - - (8,526)
Deferred tax credit on net fair value losses on cash flow hedges {2286) — - {226) n
8
{8,752) - — (8,752) 8
s
Total current tax charge for the year ended 31 December 2011 6,668 - 11 6,679 o
o
Total deferred tax credit for the year ended 31 December 2011 (6,615) - - (6,615} %
©
=3
W
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Notes to the financial statements

for the year ended 31 December 2011 continued

10. Taxation (continued)

Before
exceptional Exceptional Discontinued
items items operation Total
£'000 £000 £'000 £000
2010
Current Tax
United Kingdom corporation tax at 28% — - - -
Foreign tax 5,300 - 437 5,737
5,300 — 437 5,737
Adjustment in respect of prior years 509 - - 509
Total current tax 5,809 - 437 6,246
Deferred tax
Origination and reversal of timing differences representing:
United Kingdom corporation tax 623 5,080 — 5713
United Kingdom corporation tax rate change (69) - - {69)
Foreign tax 978 - - 978
1,532 5,090 — 6.622
Adjustments in respect of prior years 64 - - 64
Total deferred tax (note 24} 1,596 5,090 — 6,686
Taxation for the year ended 31 December 2010 7,405 5,090 437 12,832
Tax on items charged to equity
Deferred tax credit an retirement obligations (139) - — (139)
Deferred tax charge on net fair value gains on cash flow hedges 148 - — 148
9 - - 9
Total current tax charge for the year ended 31 December 2010 5,809 — 437 6,246
Total deferred tax charge for the year ended 31 December 2010 1,605 5,080 - 6,695




10. Taxation {continued)
The eftective rates for both years are lower than the standard rate of corporate tax in the UK. The differences are explained below:
Before
exceptional Exceptional Discontinued jay]
items items operation Total 5
£000 £'000 £'000 £°000 czo
o
2011 ‘%
Profit before tax 43,034 - {26} 43,008 ‘2
Profit before tax multiplied by the blended rate of corporation tax CED
in the UK of 26.5% 11,404 - {7} 11,397
Effects of:
Adjustments to tax in respect of prior years {634) — — (634)
Adjustments in respect of foreign tax rates (1,502) - 18 (1,484)
Permanent differences {463) - - 463y
Taxation for the year ended 31 December 2011 8,805 - 11 8,816
Ll
2010 D
Profit before tax 35,163 18,851 1,152 55,166 8,
Profit before tax multiplied by the standard rate of corperation tax «.
in the UK of 28% 9,845 5278 323 15,446 0
Effects of: %
Adjustments to tax in respect of prior years 622 - - 622 8_
Adjustments in respect of foreign tax rates {1,718} - 114 {1,604)
Permanent differences (1.344) (188) - (1,532}
Taxation for the year ended 31 December 2010 7,405 5,080 437 12,932

Buring the year, a change in the UK corporation tax rate from 28% to 26%, effective from 1 April 2011, was substantively enacted in
March 2011. A further reduction to 25%, effective from 1 April 2012, was substantively enacted in July 2011 and the relevant deferred
tax balances have been re-measured accordingly,

Further reductions in the UK corporation tax rate have been announced which will reduce the rate by 1% per annum until it reaches 23%
by 1 April 2014, These changes had not been substantively enacted and, therefore, are not recognised in these financial statements. Had
the change in rate to 23% been substantively enacted as of the balance sheet date, there would have been no significant impact on the
accounts,

11. Profit for the year
As pemitted by Section 408 of the Companies Act 2006, the parent company's income statement has not been presented in these
financial statements.

n
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The parent company profit for the year is £15,280,000 {2010: £1,738,000).

12. Dividends
2011 2010 %_3
Group and company £'000 £'000 o
@
Final paid of 5.0 pence per share {(2010: 3.575 pence) 8,144 5,786 a
Interim paid of 2.5 pence per share (2010: 2.0 pence) 4,089 3,252 %
Unclaimed dividends from previous years (6) 4 =
3
12,227 9,034 %
8
During the year, dividends totalling £30,000 (2010: £72,000) were waived in respect of shares owned by the Devro Employee Share 8
Ownership Trust.

The directors propose a final dividend of 5.5 pence per share in respect of the financial year ended 31 December 2011 which will absorb —
an estimated £9,075,000 of shareholders' funds. it will be paid on 4 May 2012 to shareholders who are on the register at close of business

on 30 March 2012.
| Devro pke Annual Report & Accounts 2011




Notes to the financial statements

for the year ended 31 December 2011 continued

13. Earnings per share

2011 2010

pence pence
Earnings per share
Continuing operations
Basic 20.8 254
Diluted 20.5 249
Basic before exceptional itemms 20.8 17.0
Discontinued operations
Basic - 0.4
Diluted - 0.4
Basic before exceptional items - 04
Total
Basic 20.8 25.8
Diluted 20.5 25.3
Basic before excepticnal items 20.8 17.4

Number of Number of

shares shares
Shares in issue
Weighted average number of shares 164,479,795 163,437,170
Adjustments for:
- Share options - 13,399
- Performance share plan 2,259,154 3,264,340
Woeighted average number of shares - diluted earnings per share 166,738,949 166,714,909

Basic earnings per share is calculated by dividing the profit for the year attributable to owners of the parent of £34,192,000
(2010: £42,234,000) by 164,479,795 (2010 163,437,170) shares, being the weighted average number of shares in issue throughout
the year.

Share eptions are only treated as dilutive in the calculation of diluted earnings 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 dilutive where the effect is to reduce eamings per share. Diluted earnings per share is
calculated by dividing the profit for the year attributable to ordinary shareholders of £34,192,000 (2010: £42,234,000) by the average
number of shares, including the eftect of all dilutive potential shares, of 166,738,949 (2010: 166,714,809).

Earnings per share before exceptional items is calculated in order to eliminate the effect of the exceptional credit after tax in 2011
of £nil (2010: £13,761,000} on the results. Basic earnings per share before exceptional items is calculated by dividing the profit
attributable to ordinary shareholders before exceptional items, after attributable tax, of £34,192,000 {(2010: £28.473,000), by
164,479,795 (201C: 163,437,170) 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 E’
w
.
Cost g
At 1 January 2011 5.848 1,265 19 7,132 w
Exchange differences (110) 27) (1) (138) | &
Additions 1,625 — - 1,625 g.
Disposals (9) - - 9} <
Sale of subsidiary (48) - - (48}
At 31 December 2011 7,308 1,238 18 8,564
Accumulated amortisation
At 1 January 2011 4,159 418 6 4,583
Exchange differences (114) (2) - (116)
Charge for year 386 83 2 471 o
Disposals 9 — — 9 é'
Sale of subsidiary 43 - - (43) g
=
At 31 December 2011 4,379 499 8 4,886 %
5]
Net book value at 31 December 2011 2,929 739 10 3,678 8
3
Cost
At 1 January 2010 4,613 1,248 22 5,883
Exchange differences 123 17 - 140
Additions 1,239 - - 1,239
Disposals (127) - (3) (130}
At 31 December 2010 5,848 1,265 ig 7.132 =1
>
o
Accumulated amortisation 8
At 1 January 2010 3,917 329 2 4,248 )
Exchange differences 106 6 1 113 W
Charge for year 263 83 3 349 @O
Disposals (127} — — (127} g
[}
At 31 December 2010 4,159 418 6 4583 [
Net book value at 31 December 2010 1,689 847 13 2,548
Cost at 1 January 2010 4,613 1,248 22 5,883
Accumulated amortisation at 1 January 2010 3,917 329 2 4,248
Net book value at 1 Jaruary 2010 696 919 20 1,635

included in the net book value of intangible assets is £739,000 {2010: £847,000) relating to internally generated development costs.

In the income statement, amortisation of £149,000 (2010: £151,000} is included in cost of sales; nil {(2010: £1,000) in selling and distribution
costs; £310,000 (2010: £180,000) in administrative expenses; and £12,000 (2010: £17,000) in research and development expenditure.
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Notes to the financial statements

for the year ended 31 December 2011 continued

14. Intangible assets {continued)

Computer

software Total
Company £'000 £7000
Cost
At 1 January 2011 1,529 1,529
Additions 1,448 1,448
At 31 December 2011 2,977 2,977
Accumulated amortisation
At 1 January 2011 191 19i
Charge for year 205 205
At 31 December 2011 396 396
Net book value at 31 December 2011 2,581 2,581
Cost
At 1 January 2010 449 449
Additions 1,120 1.120
Disposals {40} (40)
At 31 December 2010 1,529 1,529
Accumulated amortisation
At 1 January 2010 192 192
Charge for year 39 39
Disposals (40) (40)
At 31 December 2010 191 191
Net book value at 31 December 2010 1,338 1,338
Cost at 1 January 2010 449 449
Accumulated amortisation at 1 January 2010 192 192
Net book value at 1 January 2010 257 257




15. Property, plant and equipment
Plant and
Freehold machinery, Fixtures
land and and motor and Construction E::'
buildings vehicles fittings in process Total £
Group £'000 £'000 £'000 £°000 £'000 2
&
Cost &
At 1 January 2011 80,824 208,722 2,798 12,833 305,177 =
Exchange differences (2,762) (4,422} (17) {679) (7,880) =
Additions 2,421 9,183 323 20,878 41,805
Dispesals (10 {2,033} (10) {t (2.054)
Reclassification 1,330 6,847 1,075 (9.252) —
Sale of subsidiary - 42 {465) - (go7) L
At 31 December 2011 81,803 218,255 3,704 32,779 336,541
Accumulated depreciation o
At 1 January 2011 25,122 120,659 2,372 — 148,153 3
Exchange differences (698} (2,372) (14) — (3,084} =]
Charge for year 1,918 11,337 180 - 13,435 &
Disposals ©) (1,677) (10) - (1698 | “*
Reclassification a3 (889) 796 - — %
Sale of subsidiary - (39) 443) — (482) '8
=
At 31 December 2011 26,426 127,019 2,881 - 156,326
Net book value at 31 December 2011 55,377 91,236 823 32,779 180,215
Cost
At 1 January 2010 78,238 185,255 2,632 9,770 275,893
Exchange differences 3,149 8,838 49 406 12,442 o
Additions 2,107 13,900 181 9,496 25,684 g‘
Disposals {(2,984) (5,732) {93) (33} (8,842) %
Reclassification 318 6,461 29 (6,806} — oy
w
At 31 Becember 2010 80,824 208,722 2,798 12,833 305,177 §
o
Accumulated depreciation %
At 1 January 2010 24,961 110,507 2354 - 137,822 ?D..
Exchange differences 1,172 4,838 29 — 6,039
Charge for year 1,829 10,511 82 — 12,422
Disposals (2,840} {5,197 (93) — (8,130}
At 31 December 2010 25,122 120,659 2372 — 148,153
Net book value at 31 December 2010 55,702 88,083 426 12,833 157,024 gcj?
@
@
Cost at 1 January 2010 78,236 185,255 2,632 9,770 275,893 g
Accumulated depreciation at 1 January 2010 24,961 110,507 2,354 - 137,822 g
Net book value at 1 January 2010 53,275 74,748 278 9,770 138,071 65“
Q
3
In the income statement, depreciation of £12,677,000 {(2010: £11,707,000) hasg been charged in cost of sales; £121,000 (2010; £119,000) g—
3

in seling and distribution costs; £455,000 (2010: £418,000) in administrative expenses; and £182,000 (2010: £178,000) in research and
development expenditure.
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Notes to the financial statements

for the year ended 31 December 2011 continued

15. Property, plant and equipment {continued)

Plant and
machinery, Fixtures
and motor and

vehicles fittings Total
Company £°000 £'000 £'000
Cost
At 1 January 2011 175 36 211
Additions 68 - 68
At 31 December 2011 243 36 279
Accumulated depreciation
At 1 January 2011 67 32 99
Charge for year 4 1 5
At 31 December 2011 71 33 104
Net book vatue at 31 December 2011 172 3 175
Cost
At 1 January 2010 182 36 218
Additicns 103 - 103
Disposals {110) - (110)
At 31 December 2010 175 36 211
Accumulated depreciation
At 1 January 2010 177 31 208
Charge for year - 1 1
Disposals (110) - (110)
At 31 December 2010 87 32 99
Net book value at 31 December 2010 108 4 112
Cost at 1 January 2010 182 36 218
Accumulated depreciation at 1 January 2010 177 3 208
Net book value at 1 January 2010 5 5 10




16. investments
2011 2010

Company £'000 £'000 -

-
Interest in group undertakings %’
Cost at 1 January and 31 December 138,530 138,530 %
Impairment at 1 January and 31 December - - 4]

s

0]
Net book value at 1 January and 31 December 138,530 138,530 %.

=3
The company's principal subsidiary undertakings at 31 December 2011 are shown below:

Proportion af Propartion of vating
Country of Class of nominal value of rights represented
incorporation Nature of shares issued shares held by: by shares held: |

Name of undertaking or registration business held Group Company Group Company ‘
Devro (Scotland) Limited Scotland Casings  Ordinary 100% 100% | &
Devro New Holdings Limited Scotland Holding  Ordinary 100% 100% &
Devro Medicat Limited Scotland  Medical collagen Ordinary 100% 100% §
Devro Acquisition Cerp USA Helding Common 100% 100% R
Devro Asia Limited Hong Kong Casings Ordinary 100% 100% C:gl
Devro Pty Limited Australia Casings Ordinary 100% 100% ke
Devro KK Japan Casings Ordinary 100% 100% %
Devro Inc USA Casings Common 100% 100%
Devro s.ro Czech Republic Casings Ordinary 100% 100%
Devro Trading (Beijing) Co. Ltd China Casings Ordinary 100% 100%

The group's subsidiary undertaking Devro GmbH was sold during the year, as described in note 5.

Devro Pty Limited has a branch located in New Zealand. "51"1

j<%)

3

17. Inventories &

o . . w

Details of inventories relating to the group are as follows: &

T

2011 2010 %

£000 £°000 =

[92)
Raw materials and consumabies 4,218 3,932
Work in progress 4,605 3,721
Finished goods and goods for resale 18,733 21,000
27,556 28,653

At 31 December 2011, inventories amounting to £147,000 (2010: £352,000) were held at net realisable value.
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Notes to the financial statements

for the year ended 31 December 2011 continued

18. Trade and other receivables

Group Company
201 2010 2011 2010
£'000 £'000 £'000 £°000
Amounts falling due after more than one year
Amounts owed by subsidiary undertakings - -— 25,182 15,777
Amounts falling due within one year
Trade receivables 31,099 29,401 25 -
Less: provision for doubtful debts (288) (264} - -
Trade receivables - net 30,811 29,137 25 -
Amounts ocwed by subsidiary undertakings - - 90 929
Qther receivables 2,195 2,145 168 a0
Prepayments and accrued income 1,814 1,509 837 176
34,820 32,791 1,120 1,195

Group

At 31 December 2011, trade receivables of £269,000 (2010: £240,000) were impaired and fully provided. it was assessed that none of the
impaired receivables would be recovered. The ageing of these receivables was as follows:

201 2010

£'000 £'000

Less than 30 days past due 118 92
30 to 90 days past due 52 48
Greater than 9C days past due 99 100
269 240

Movements on the group's provision for impairment of receivables were as follows:

2011 2010

£'000 £'000

At 1 January 240 367
Exchange differences {15) (2}
Receivables impaired 86 ™
Receivables written off as uncollectible {37) {52}
Unused amounts reversed (5) {174)
At 31 December 269 240

In acidition to the impairment provision, at 31 December 2011 there was a specific experience-based provision of £19,000 (2010: £24,000}.




18. Trade and other receivables {continued)
At 31 December 2011, trade receivables of £3,283,000 (2010: £3,612,000) were past due but not impaired. These related to a number of
customers for whom there is no recent history of default. The ageing of these receivables was as follows:
2011 2010 | @
£'000 £'000 %
o
Less than 30 days past due 2,903 2,854 7]
30 to 90 days past due 380 758 g
=.
3,283 sei2 | 2
Formal procedures are in place to minimise, as far as possible, fosses from non-collection of receivables. These procedures, which include
designated levels of authority, cover the opening of new accounts, payment terms and the setting up and review of credit limits. Where
considered appropriate, payment in advance or confirmed letters of credit are required before product is released to customers.
There have been no significant losses due to the impairment or non-collection of receivables in recent years.
The carrying amounts of the group's trade and other receivables were denominated in the following currencies: g
o}
2011 2010 o
£'000 £'000 o
&
US dollar 8,119 7,107 ©
euro 7,608 9,668 %
Japanese yen 6,201 3,669
Sterling 5,809 4,346
Australian dollar 3,957 3,932
Czech koruna 1,193 2,370
QOther currencies 1,933 1,699
34,820 32,791 -
>
o
3
Company 8.
At 31 December 2011, trade receivables of £25,000 (2010: nil) were neither past due nor impaired. c_o
o
At 31 December 2011, receivables due from subsidiary undertakings of £25,272,000 (2010: £16,706,000} were neither past due nor D
impaired. =)
@D
=
The carrying amcunts of the company's trade and other receivables were denominated in the following cumrencies: ©
2011 2010
£000 £'000
Sterling 19,060 13,540
Japanese yen 3,855 2,640
US dollar 3,198 96
Other currencies 189 696
26,302 16,972

i Devro pic Annual Report & Accounts 2011
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Notes to the financial statements

for the year ended 31 December 2011 continued

19. Cash and cash equivalents

Group Company
2011 2010 2011 2010
£'000 £000 £000 £'000
Cash at bank and in hand 6,390 5,287 3,054 847
Short-term bank deposits 1,224 502 - —
7,614 5,789 3,054 847
20. Trade and other payables — current
Group Company
2011 2010 2011 2010
£'000 £'000 £'000 £'000
Trade payables 8,505 11,640 461 a4
Amounts owed 1o subsidiary undertakings — - 48 723
Taxation and sociat security payable 2,028 1,830 429 520
Accruals and deferred income 22,723 20,389 2,061 2,945
33,256 33.859 2,999 4,235
21. Other payables — non-current
Group Company
2011 2010 2011 2010
£000 £000 £000 £'000
Amounts owed to subsidiary undertakings - — 10,554 13,903
Accruals and deferred income 1,336 878 - -
1,336 878 10,554 13,903
22. Financial liahilities — borrowings
Group Company
2011 2010 2011 2010
£'000 £°0C0 £'000 £'000
Current
Unsecured bank loans and overdrafts due within one year or on demand 2,213 2,794 1,168 1,414
Non-current
Unsecured bank loans 28,103 15,172 20,847 6,623

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

During the year, as a result of the renegotiation of the group's bank facilities, £5.75 million was repaid to one bank which ceased to be a

lender on the renewal date.




22. Financial liabilities — borrowings (continued)
The effective interest rates at the balance sheet dates were as foflows:

Currency Rate 201 2010
Bank overdrafts Sterling” UK base rate plus 250 basis points 3.00% 3.00%
US dollar UK base rate plus 250 basis points 3.00% —
Czech keruna PRIBOR plus 90 basis points 1.40% -
euro (Czech Republic) LIBOR plus 90 basis points 1.33% 1.34%
US dollar (Czech Republicy  LIBOR plus 90 basis points - 1.13%
Bank borrowings:
Floating rate Sterling LIBOR plus 100 basis points 1.76% 1.29%
(2010: 71 basis points)
Floating rate Australian dollar LIBCR plus 100 basis peoints 5.53% 5.55%
{2010: 70 basis peints)
Floating rate Japanese yen LIBOR plus 100 basis points 1.14% 0.90%
{2010: 70 basis points)
Average bank borrowings rate 2.62% 3.38%
* includes overdrafts in certain currencies pooled with sterling for interest calculation purposes
Borrowings were denominated in the following currencies:
Group Company
2011 2010 2011 2010
£'000 £'000 £'000 £'000
Sterling 17,329 5,106 17,329 4,577
Australian dollar 7,256 8,548 - -
Japanese yen 3,847 2623 3,847 2,623
Czech koruna 1,045 100 - -
US dollar 839 837 839 837
euro - 751 - —~
30,316 17,966 22,015 8,037
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Notes to the financial statements

for the year ended 31 December 2011 continued

23. Financial risk management and financial instruments

Financial risk management

The Board reviews and agrees pclicies for managing each of the risks associated with interest rate, foreign exchange, credit, liguidity
and capital. It is the group’s policy that no trading in financial instruments shall be undertaken. These policies have remained unchanged
throughout 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, together with currency swaps used to hedge inter-
company Dans,

The group berrows 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 profi'e and manage the group’s exposure to interest rate fluctuations. Although group policy permits the
hedging of up to 50% of interest rate exposures on borrowings for a period not exceeding five years, no interest rate hedging was in place
at 31 December 2011 or 31 December 2010.

Cash is held in interest-bearing current accounts where practicable, and all deposits are for periods of less than three months.

A varigtion of, for example, 100 basis points in interest rates, applied to the group's borrowings, cash and short-term deposits at
31 December 2011 and 31 December 2010, would result in a movermnent in finance costs of £303,000 (2010: £172,000} and finance
income of £76,000 (2010: £50,000). This would result in a post-tax impact on the group's income statement of £164,000 {2010: £88,000).

b} Foreign exchange risk

The group has several significant overseas subsidiary undertakings whose 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 maximum of 80% of the net external currency transaction exposures for periods of up to a maximum of
fifteen months forward. It is not group policy to routinely hedge translation exposures apart from inter-company loans. Specific Board
approval is required for any other translation exposure hedging.

The table below details the impact of changes in foreign exchange rates on the group's post-tax profit for the year ended 31 December
2011 and 31 December 2010 and equity at 31 December 2011 and 31 December 2010, The gains and lsses arise from translating
receivables, payables, cash and derecognised currency hedges which are denominated in currencies cther than each group company’s
reporting currency. The movernents in equity arise from the translation of cash flow currency hedges.

In each case, it is assumed that the named currency is strengthening ar weakening against all other currencies, while all the other
currencies remain constant. The percentage foreign currency movement is based on the experience of the previous four years. Results
are shown for all currencies 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/(decrease)
Strengthening Weakening Strengthening Weakening
Foreign currency movement £'000 £'000 £7000 £'000
20m
Australian dollar: 20% (244) 244 3,687 (3,687)
Czech koruna: 15% (192) 192 2,909 {2,909)
euro: 15% 136 {136) {3,761) 3,761
Japanese yen: 26% 844 (844) {3.217) 3,217
Sterling: 20% (843) 843 2,700 (2,700)
US dollar: 20% 246 (246} {1,872) 1,872
2010
Australian dollar: 20% (148) 148 1,470 (1,470)
Czech kxoruna: 15% (55) 55 2,803 {2,903)
euro: 15% 119 {119} (2.6891) 2,869
Japanese yen: 25% 492 {492} (1,082) 1,092
Sterling: 20% 574) 574 1,032 (1,032)
US dollar: 20% 60 {80} {1,314) 1,314




23. Financial risk management and financial instruments (continued)
Credit risk
Credit risk arises from cash and cash equivalents, derivative financial instruments and deposits with banks and financial institutions, as well
as credit exposures with customers. W
C
The group has no significant concentrations of credit risk. The group monitors its credit exposure using credit ratings, where applicable, %’
and through its policy of requiring appropriate credit checks on potential customers before sales commence. These procedures limit the ccB
group's exposure to any one party to approved levels. The maximum exposure to credit risk at the reporiing date is the fair value of each 0
class of receivable. The group does not hold any collateral as security. (%J
<
Lo vl
Liquidity risk =
The group has medium-term loan facilities which are regularly reviewed 1o ensure that they provide adequate liquidity for the group. The
facilities are managed on a centralised basis with appropriate local availability. Details of the undrawn committed borrowing facilities
available at 31 December 2011 and 31 Decernber 2010 are shown below:
2011 2010
£'000 £000
Expiring in more than one year but less than two years - 35,828 o
Expiring in more than two years 22,897 - 3
e}
22,897 35828 | C
m_
C:J.;l
At 31 December 2011, the group had in place unsecured floating rate loan facilities comprising committed elements with a total of £51.0 ‘8
million {2010: £51.0 million). These facilities were negotiated in September 2011 and are due to expire on 30 September 2016. These are 3
co-ordinated bilateral facilities with four banks. The group also has uncommitted working capital facilities of £5.0 million (2010: £7.0 milion).
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 December 2011 and 31
December 2010.

In addition to the group facilities, local uncommitted facilities of US doflars 2.0 million (2010: US dollars 2.0 million), Czech koruna 80.C
million (2010: Gzech koruna 0.0 milion) and Australian dellars 0.5 milion (2010: nil) were also in place at 31 December 2011. Thesa
facilities are renewable within one year.

Capital risk

When managing capital, the group's objectives are to safeguard the business as a going concern, provide returns to shareholders and
benefits 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 to sharehoiders, return capital to shareholders, issue new shares or sell assets to reduce debt.

31
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The principal measure used to monitar 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 eguivalents. Net assets are as shown in the consolidated
balance sheset. The gearing ratios at 31 December 2011 and 31 December 2010 were as follows:

2011 2010

£000 £'000 -

0

Total borrowings (note 22) 30,316 1796 | 8
Less: cash and cash equivalents (note 19) {7.614) (5,789) 8‘
a

Net delt {note 33) 22,702 12,177 @
3

Net assets 140,479 153,000 %
o

Gearing ratio 16.2% 8.0% 5
jain

| Cewvro plc Annual Report & Accounts 2011 -




Notes to the financial statements

for the year ended 31 December 2011 continued

23. Financial risk management and financial instruments (continued)
Financial instruments
Disclosures regarding financiai instruments are set out below:

Fair value of derivative financial instruments
The fair values of derivative financial instruments were as follows:

Group Company
Assets Liahilities Assets Liabilities
£'000 £'000 £000 £000
At 31 December 2011
Forward foreign exchange contracts
- cash flow hedge 4594 947 — -
- other 78 668 - 308
572 1,615 - 308
At 31 December 2010
Forward foreign exchange contracts
- cash flow hedge 624 209 - -
- other 372 273 187 257
986 482 187 257

Assets and liabilities that are measured at fair value are disclosed by level of the following fair value measurement hierarchy:

Level 1 Quoted prices (unadjusted) in active markets for identical assets and liabilities

Level 2 Inputs other than quoted prices included within Level 1 that are observable for the asset or liabllity either directly {that is, as
prices) or indirectly (that is, derived from prices)
Level 3 Inputs for the asset or liability that are not based on observable market data {that is, unobservable inputs)

All of the group's assets and liabilities that are measured at fair value were classified as Level 2 as at 31 Dacember 2011 (2010: Level 2)
At 31 Decermber 2011, the net fair value losses cn open forward foreign exchange contracts that hedge the foreign currency risk of
anticipated future sales and purchases amounted to £454,000 (2010: gains £415,000). These will be transferred to the income statement
when the forecast sales and purchases occur during 2G12.

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

2011 2010
£'000 £'000
Forward foreign exchange contracts 60,577 39,602
Currency swaps 16,994 13,812




23. Financial risk management and financial instruments (continued)
Fair values of non-derivative financial assets and liabilities
2011 2010
Book Fair Book Fair P::'
value value value value %’
Group £'000 £'000 £'000 £'000 o
w
Fair value of non-current borrowings CIDJ
Long-term borrowings (note 22} 28,103 28,103 (15,172) (15,172) c_<5.
z
Fair value of other financial assets and liabilities
Primary financial instruments held or issued to finance
the group’s activities:
Trade and other receivables (note 18) 34,820 34,820 32,791 32,731
Short-term bank deposits (note 19) 1,224 1,224 502 502
Cash at bank and in hand (note 19) 6,390 6,380 5,287 5,287
Trade and other payablies (note 20) (33,256) (33,256) (33,859) (33,859) )
Other non-current liabilities (note 21) {1,336) (1,166) {878} (718) z
Short-term borrowings {note 22} 2,213 2,213 {2,794} (2,794) o}
o
o,
The fair values of the group's borrowings are equivalent to the carrying values reported in the balance sheets as they are floating rate C:[?
borrowings where interest rates are re-set to market rates at intervals of up to six months. "8
=3
The fair values of trade and other receivables, short-term deposits and trade and other payables are equivalent to the carrying values
because of the short-term nature of these instruments.

The fair value of other non-current liabilities has been calculated by discounting expected cash flows at prevailing interest and exchange
rates.

Maturity of financial liabilities

The tables below analyse the group’s and company’s financial liabilities, which wili be settled on a net basis, into relevant maturity ;_5'1

groupings based on the remaining period to the contractual maturity dates at 31 December 2011 and 31 December 2010. The amounts %

disclosed in the tables are the refevant undiscounted cash flows, 8

w

Less than Between 1 Between 2 Over g

1year and 2years andS5 years 5 years Cg

Group £'000 £'000 £'000 £'000 D

3

At 31 December 2011 w
Borrowings 2,963 742 30,144 -
Derivative financial instruments 1,615 — - -
Trade and other payables 29,892 218 413 705

At 31 December 2010

Borrowings 3,385 15,206 - -
Derivative financial instruments 482 - —_ -
Trade and other payables 31,153 229 266 381

LICIBLLLIOU| JBPIOUBIeYS
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Notes to the financial statements

for the year ended 31 December 2011 continued

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

Less than Between 1 Between 2 Over

1year and2years and5 years 5 years

Company £'000 £'000 £'600 £'000
At 31 December 2011

Borrowings 1,516 342 21,788 -

Derivative financial instruments 308 - - -

Trade and other payables 2,570 - - -
At 31 Decemnber 2010

Borrowings 2,340 6,627 — -

Derivative financial instruments 257 - - -

Trade and other payables 3,715 - - -

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 facilities. There is no certainty that these ameounts will be outstanding for all of the peried involved or that these interest rates will be
applicable during these periods.

The amounts showing as trade and other payables in the above tables exclude taxation and sacial security payable,
Maturity of derivative financial instruments

The table below shows the group's and company's derivative financial instruments, which will be settled 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 At
31 December 31 December
2011 2010
£'000 £'000
Group
Forward foreign exchange contracts — cash flow hedges
Outflow 51,231 31,729
Inflow 51,166 32,293
Forward foreign exchange contracts — other
QOutfiow 26,340 21,685
Inflow 23,879 21,7886
Company
Forward foreign exchange contracts — other
Qutflow 15,327 13.812
Inflow 13,141 13,742

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 already taken place, together with currency swaps used to hedge exposures in respect of inter-
company loans.




24. Deferred tax

Group Company
2011 2010 201 2010
£'000 £'000 £'000 £'000
Net (liability)/asset at 1 January {5,280) 1,229 {73) 38
Exchange differences 424 186 - -
Charge for the year (2,311) (6.686) (72) {111)
Credit/(charge) to equity 8,752 9) - -
United Kingdom corporation tax rate change 174 - 5 -
Net asset/(liability) at 31 December 1,759 {5,280) 140 {73)
Group
Ceferred tax assets can ba analysed as follows:
Retirement Accelerated  Short term
benefit capital timing
obligations allowances differences Total
£'000 £:000 £000 £'000
At 1 January 2011 5418 - 3,281 8,609
Exchange differences 3 — - 31
{Charge)/credit for the year {220) - 1,128 an8
Credit to equity 8,526 - 228 8,752
At 31 December 2011 13,755 - 4,635 18,390
At 1 January 2010 10,379 26 3,207 13,612
Exchange differences 417 - - 417
{Charge)/credit for the year (5.517) (26) 222 {5.321)
Credit/(charge) to equity 139 - (148) i3]
At 31 December 2010 5418 - 3,281 8,699
Deferred tax liabilities can be analysed as follows:
Accelerated  Short term
capital timing
allowances differences Total
£'000 £'000 £'000
At 1 January 2011 {13,090) {889} (13.979)
Exchange differences 393 - 393
Charge for the year {1,080) (1,965) (3,045)
At 31 December 2011 (13,777) (2,854) {16,631)
At 1 January 2010 {11,707) {676} (12,383)
Exchange differences (231} - (231)
Charge for the year {1.152) (213) {1,365)
At 31 December 2010 {13.090) {889) {13,979)
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Notes to the financial statements

for the year ended 31 December 2011 continued

24. Deferred tax (continued)

The net deferred tax asset/{liability} can be analysed as follows:

Asset Asset Liability Liability Total Total
2011 2010 2011 2010 201 2010
£'000 £°000 £'000 £'000 £'000 £'000
Due within ane year 3,955 2,987 {286) {473} 3,669 2,514
Due after more than one year 14,435 5,712 {16,345) (13,5086) (1,910) (7,794}
18,390 8,699 (16,631) (13,979) 1,759 (5.280)
Company
Accelerated  Short term
capital timing
allowances differences Total
£'000 £'000 £'000
(Liability)/asset at 1 January 2011 (85) 12 {73)
Charge for the year 65) {7} (72)
United Kingdom corporation tax rate change 5 - 5
{Liability)/asset at 31 December 2011 (145) 5 {140)
Asset at 1 January 2010 26 12 38
Charge for the year {111) - {111}
(Liability)/asset at 31 December 2010 (85) 12 {73}
The deferred tax asset can be analysed as follows:
2011 2010
£'000 £'000
Due after more than one year 5 12
The deferred tax liahility can be analysed as follows:
2011 2010
£°000 £'000
Due after more than one year (145) (85)

Deferred tax assets and liabilities are only offset to the extent that there is a legally enforceable right to do so, as permitted by IAS 12.

At 31 December 2011, unrecognised deferred tax is nil (2010: nil).

No deferred tax has been recognised in respect of any withholding or other taxes that would be payable on the unremitted earnings of
subsidiaries. There are no unremitted eamings on which UK tax is expected to become payable i repatriated (2010: nil}.




25. Retirement benefit obligations
The amounts recognised as charges/(credits) in the income statement {continuing and discontinued operations), are as follows:
2011 2010
£'000 cooo | &
@0
. . . =0
Pension obligations 8
Defined benefit schemes: »
Current service cost 799 899 &
Net finance (income)/costs {1,111) 1,217 %.
=
(312 2,116
Defined contribution schemes 1,360 1,265
1,048 3,381
The amounts recognised as non-current liabilities in the balance sheet are as follows:
2011 2010 %
£'000 £'000 s}
Q
Pension obligations w
Fair value of scheme assets 196,617 108,518 g
Present value of funded obligations (242,775) (211,923) '8
3
{(46,158) (13,405)
Pension obligations

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 bock reserves are supported by insurance policies, the assets of the schemes are held in separate trustee-
administered funds. The defined benefit schemes are closed to new members. The total net persion cost for the group was £1,048,000
(2010 £3,381,000), of which £2,3396,000 (2010: £2,448,000) related to the overseas schemes. On the advice of the actuaries,

cash contributions to the group’s defined benefit schemes are expected to be £5.8 million for the year ending 31 December 2012

(2011: £5.2 milliory).

The mast significant defined benefit scheme within the group is the Devro Limited (UK) Pension Plan, which cperates in the United
Kingdom. The latest formal actuarial valuation of the scheme was at 31 March 2008. The other major defined benefit schemes operate in
Australia and the United States.

iy
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Actuarnial assumptions appropriate for each country have been used.

The last formal actuarial vatuations of the group's material defined benefit schemes have been updated to 31 December 2011 by qualified
independent actuaries. The major assumptions used by the actuaries in the following principal countries were:

Australia United Kingdom United States
2011 2010 2011 2010 2011 2010
% % % % % %
Discount rate 3.20 4.90 4.70 5.40 4.52 5.31
Rate of increase in salaries” 4.00 4,00 1.00 1.00 - -
General inflation 2.50 2.50 3.10Q 340 2.50 2.80

* As part of the changes to the United Kingdom plan agreed in 2010, future pensionable salary increases are capped at 1% per annum.
No rate of increase in salaries has been assumed in respect of the United States plan as the plan is now frozen.

UOIEWIOJU JEPIOUBIRYS

The expected return on scheme assets is based on market expectations at the beginning of the pericd for returns over the entire life of the
benefit obligations. I

7
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Notes to the financial statements

for the year ended 31 December 2011 continued

25. Retirement benefit obligations (continued)
Demographic assumptions, such as mortality rates, are set having regard to the latest trends in ife expectancy plan experience. These
assumptions are under continual review. The mertality assumpticns at 31 December 2011 are based on the following tables:

Years of life expectancy
for current pensioners aged 65

2011 2010
Male Female Male Female
United Kingdom — PA92 mc (YOB) +1% underpin + 2 21.9 241 209 24.0
United States — RP-2000 healthy projected to 2011 19.1 21.0 18.9 20.8

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

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 supported by insurance policies. At 31 Decembper 2011, the value of the insurance asset was £2.5 million {2010: £4.2
million) and the value of the liability was £2.7 million (2010: £4.4 milion). As mentioned in note 5, a proportion of the assets and liabilities of
the German plan, refating tc the period when the business operated as a branch of Devro Inc or Devre {Scotland) Limited, was retained by
the group after the sate of Devro GmbH.

In agdition, the group has benefit arrangements in respect of two former executives in the United States for which the group has

made adequate provisions on the advice of the actuaries. There is also an individual pension arrangement in Japan in respect of which
appropriate contributions are made annually. The plan in Germany and these additional arrangements in the United States and Japan are
included under the “other” heading in this note.

The aggregate fair values of assets in the greup's defined benefit schemes at 31 December 2011 were estimated to be:

Australia United Kingdom United States Other Total
201 2010 2011 2010 2011 2010 2011 2010 2011 2010
£000 £°000 £'000 £:000 £'000 £'000 £000 £'000 £:000 £'000
Equities 6,296 5824 72,993 81,096 14,493 14,585 - — 93,782 101,505
Bonds 1,546 1,510 68,682 63,284 24,103 23,793 — - 94,331 88,587
Other 3,204 3,451 2,494 435 323 309 2,483 4,231 8,504 8,426

11,046 10,785 144,169 144,815 38,919 38,687 2,483 4231 196,617 198,518

The long-term rates of retum expected at 31 December 2011 in the principal countries were as follows:

Australia United Kingdom United States
201 2010 201 2010 2011 2010
% % % % Y% %
Equities 7.80 7.80 5.80 7.50 7.70 8.00
Bonds 4.60 4.60 2.80 4,60 3.90 410
Other 5.20 510 0.30 0.30 3.50 3.50




25. Retirement benefit obligations {(continued)
Net pension assets and liabilities at 31 December 2011 were as follows:
Australia United Kingdom United States Other Total
2011 2010 201 2010 2011 2010 2011 2010 2011 2010 ECD
£'000 £'000 £000 £'000 £000 £'000 £'000 £°000 £'000 £000 C50
@
Total fair value of scheme s
assets {as above) 11,046 10,785 144,169 144,815 38,919 38,687 2,483 4,231 196,617 198,518 I
Present value of scheme e
iigbilities (15,057 (11,747} (164,127) (139,777) {60,377) (55,571} {3,214 {4,828) (242,775) (211,923) g
(Deficity/surplus {4.011) (962) (19,958) 5038 (21,458) (16,884) (731) (597} (46,158) (13,405}
Related deferred tax
assets/(liabilities) 1,202 288 4,990 {1,360) 7,296 6,247 267 243 13,755 5418
Net pension
{liabilites)/assets {2,809) {674} (14,968) 3678 (14,162) (10,637) (464) (354) (32,409) (7,987}
|

The net deficit position has deteriorated significantly during the year. During the year the value of the scheme assets was relatively stabie. o
However, the present value of the pension liabilities increased as a result of the fall in discount rates. The UK scheme is the largest of the 23
schemes and the discount rate decreased from 5.4% to 4.7% in 2011, generating around £25 million of additional net liakilities. In 2010, the g
UK scheme was restructured which has helped limit the volatility and resuited in the exceptional credit of £18,851,000 in that year. Work is -
ongoing with advisers to look at developing the group pension strategy in order to manage the underlying risks, Further additional contributions ?5-‘
will be made to the schemes in 2012 to reduce the deficit. The results of the triennial valuation for the UK scheme as at 31 March 2017 will '8
be concluded in the first half of 2012. The group continues to pay contributions to retirement schemes in accordance with local regulatory -
reguirements and on the advice of qualified independent actuaries. The actuaries continually review the funding position of the schemes.
Changes in the fair value of scheme assets were as follows:

2011 2010

£'000 £'000
At 1 January 198,518 180,963 my
Expected returm on plan assets 12,086 11,030 %
Employer contributions 5,168 4,550 Q.
Mermer contributions 750 747 =
Benefits paid (10,717) (11,057 w
Sale of subsidiary (1,729) - %
Actuarial (losses)/gains (7,708) 9,275 =
Exchange gains 243 3,010 g

&

At 31 December 186,617 198,518
Changes in the present value of defined benefit obligations were as follows:

2011 2010 0

£°000 £'000 2

&

At 1 January 211,923 212,796 %
Service cost 799 899 =
Interest cost 10,975 12,247 @®
Member contributions 750 747 5
Benefits paic {(10,717) {11,057} g
Amendments - (6.194) 3
Plan curtairments — (12657) | 8
Sale of subsidiary (1,9086) - g
Actuarial losses 30,623 11,352
Exchange losses 328 3,790
At 31 December 242,775 211,923

| Devro ple Annual Report & Accounts 2071 -




Notes to the financial statements

for the year ended 31 December 2011 continued

25. Retirement benefit obligations {continued)
Amounts charged/(credited) to the income staterment and recognised in the statement of comprehensive income (continuing and
discontinued operations) were as follows:

Australia United Kingdom United States Other Total
2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
£000 £000 £000 £000 £000 £'000 £°000 £'000 £'000 £'000
Amounts charged/{credited)
to the income statement
Current service cost 597 502 130 326 - — 72 71 799 899
Amendments/curtailments - - - {18,851) - - - - - {18,851)
Net charge/(credit} to
operating profit 597 502 130 (18,525) - - 72 71 799  (17,952)
Expected return on
pension scheme assets {714) 637) (9,293) (8,253) (2,079) (2,140) — - {12,086) (11,030)
Interest on pension scheme
liabilities 569 492 7,408 8,544 2,769 2,956 229 255 10,975 12,247
Financing {credit)/charge (145) {145} {1,885) 291 690 8186 229 255 {1,111} 1,217
Net charge/{credit} to profit 452 357 {1,755) (18,234) 690 8186 3M 326 312}y (16,733)
Amounts recognised
in statement of
comprehensive income
Actual return less expected
return on assets (1,009) (349} {6,056) 7.053 (675) 2,170 2 438 (7.738) 9,313
Experience {losses)/gains
on liabilties (81) (181}  (4,709) {251) (348) (845) (32) 141 (5,170} {1,136}
Changes in assumptions (2,205) (775} {18,146} (5,929} {4,921) (3,265) {151) (285) (25,423} (10,254)
Actuarial (losses)ygains on
assets and liabilities (3,295) (1,305) (28,911) 873 {5,944) (1,940) (181) 295 (38,331} (2,077)
Exchange (losses)/gains {64) (68) - — {188) (B667) 165 {45) {85) (780)
Total actuarial {losses)/gains
recognised {3,359) (1,373) (28,911) 873 {6,130) (2.807) {16) 250 (38,416) {2,857)
Movemenits in deficits/surplus during the year were as follows:
Australia United Kingdom United States Other Total
2011 2010 2011 2010 201 2010 2011 2010 2011 2010
£'000 £'000 £'000 £'000 £000 £'000 £°000 £'000 £'000 £'000
(Deficity/surplus in scheme
at beginning of year (962) 293 5038 (16,245) (16,884) (15,360} (597) (521) (13,405} (31.833)
Movement in year:
Pension (charge)/credit (452) (357) 1,755 18,234 (690) (816) (301) (326) 312 16,735
Employer contributions 762 a75 2,160 2,178 2,248 1,899 - — 5,168 4,550
Actuarial (losses)/gains {3,295) (1,305) (28,911) 873 (5,944) (1.940) (181} 295 (38,331} (2.077)
Sale of subsidiary - - - - - — 183 - 183 -
Exchange (losses)/gains (64) (68) - - (186} (B67) 165 (45) (85) (780
{Deficit)/surplus in scheme
at end of year {4,011) {962} (19,958) 5038 (21,458) (16,884) {731} (597) (46,158) (13,405}

The actual return on plan assets in 2011 was £4.3 million (2010; £20.3 million).

The cumulative actuarial losses recognised in other comprehensive income are £58,962,000 (2010: £20,546,000).




25. Retirement benefit obligations (continued)
Historical information in the principal countries is as follows:
Difference
between Ej
Present expected Total amount %
Fair value of and actual Experience recognised in %
value of defined (Deficit)/ return (losses)/gains statement of n
scheme benefit surplus in on scheme on scheme comprehensive g
assets ohligations the schemes assets liabilities income %.
£°000 £000 £'000 £'000 £'000 £'000 =
Australia
201 11,046 (15,057) 4,011) {1,009) {81) (3,359)
2010 10,785 (11,747) (962} (349) (181) (1,373)
2009 9,130 (8,837) 293 240 (30) 1,924
2008 7,077 (8.619) (1,542} (2.402) (59) {3.094)
2007 8.680 (7,188) 1,492 22 (78) 104
United Kingdom =
2011 144,169 {164,127) {19,958} {6,056) {4,709) {28,911) 5
2010 144,815 (139,777) 5,038 7,053 (251) 873 o}
2009 133,169 (149,414) (16,245} 8,517 (3.767) {13,644) «.
2008 120,192 {124,700) (4,508) (27,466) 5,064 {3,640) CZEJ
2007 142,193 (145,878) (3,685) 2,087 170 11,343 '8
3
United States
2011 38,919 (60,377) (21,458) (675) (348) {6,130)
2010 38,687 {(55.571) (16,884) 2170 {845) (2,607)
2009 34,564 (49,924) {15,360) 2,993 37 2,193
2008 33,027 (62,859) (18,932) (11,882 ©71) (15,664)
2007 34,951 {(39,602) 4,611) {777} (79) 382
iy
=
26. Ordinary shares S
8‘
201 2010 CT’J
Group and company £°000 £'000 &
0]
Issued and fully paid CBD
165,008,564 (2010: 163,609,007) ordinary shares of 10 pence each 16,501 16,361 =}
[42]

18,000 ordinary shares of 10 pence each were issued during the year in connection with cptions exercised under the Devro {No.2)
Executive Share Option Scheme (2010 nil).

1,381,557 ordinary shares of 10 pence each were issued during the year in connection with the Devro 2003 Performance Share Plan
(2010: 742,730}.
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Notes to the financial statements

for the year ended 31 December 2011 continued

27. Share-based payments

Under the Devro 2003 Performance Share Plan {"the plan”), the Executive Directors’ Remuneration Committee can make provisional
allocations of ordinary shares in the company to employees of the group, including Executive Directors. No payment for an allocation is
made by a participant. Allocations normally vest over a three-year period, are conditional on the continued employment of the participant
and are subject to certain performance conditions, These performance conditions relate to growth in operating profit of the subsidiary
undertaking in which the participant is employed, growth in earnings per share of the group, the company's Total Shareholder Retumn, or a
combination of these.

The fair value of an allocation represents the market value of the crdinary 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 entitlied to receive
dividends during this period.

Amounts provided in the accounts are based on an estimate of the probability of the targets in respect of allocations being achieved.

During the year, 1,381,557 shares vested under the plan (2010: 742,730).

At 31 December 2011, the maximum number of shares which may vest under the plan is as follows:

Form of Fair value Normal Number
Allocation date allocation per share vesting date of shares
28 March 2008 Conditional award £0.679 28 March 2011 375,000
26 September 2008 Conditional award £0.693 26 September 2011 135,000
19 March 2009 Conditional award £0.733 19 March 2012 867,000
24 March 2010 Conditional award £1.475 24 March 2013 467,000
24 February 2011 Nii-priced option £2.329 24 February 2014 103,846
24 February 2011 Nil-priced option £2.242 24 February 2015 103,846
29 March 2011 Nil-priced option £2.840 29 March 2014 300,000

28. Options on shares of Devro plc
At 31 December 2011, no options on ordinary shares had been granted under the Devro (No. 2) Executive Share Option Scheme
{the “scheme") but not yet exercised or lapsed.

A reconciiiation of the movement in share options under the scheme during the year ended 31 December 2011 is shown below:

201 2010
Weighted Weighted
average average
exercise exercise
Number price (£) Number price (£)
Cutstanding at 1 January 18,000 0.515 18,000 0.515
Exercised (18,000) 0.515 - —
Qutstanding at 31 December - - 18,000 0.515
Exerciseable at 31 December — - 18,000 0.515

The weighted average remaining life {contractual) of cutstanding optiens at 31 December 2011 is nil years (2010: 0.8 years). There is no
difference between the calculations on a contractual basis and on an expected basis.

The company has established an employee share ownership plan trust (*ESOP7} 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 mare than $% of the ordinary share
capital of the company without obtaining prior approval of the shareholders.




29. Share premium

2011 2010
Group and company £'000 £'000
At 1 January 6,773 6,097
Premium on shares issued under the Devro 2003 Performance Share Plan
and the Devro (No.2) Executive Share Option Scheme 869 676
At 31 December 7,642 6,773
30. Other reserves
Capital Performance Cumulative
redemption Special share Hedging  translation
reserve reserve plan reserve  adjustment Total
Group £'000 £'000 £'000 £'000 £'000 £'000
At 1 January 2011 35,587 8,888 1,654 303 39,175 85,607
Exchange adjustments - - - - (4,997) (4,997)
Cash flow hedges, net of tax - - — {643} — {643)
Performance share plan charge - - 1,011 - - 1,011
Performance share plan credit
in respect of shares vested - - (1,081) — - {1.061)
At 31 December 2011 35,587 5,888 1,604 {340) 34,178 7917
At 1 January 2010 35,587 8,888 1,366 92} 32,941 78,690
Exchange adjustments - — — - 6,234 6,234
Cash flow hedges, net of tax - - — 395 - 395
Performance share plan charge — - 1,023 — - 1,023
Performance share plan credit
in respect of shares vested - - (735) - - {735)
At 31 December 2010 35,587 8,888 1,654 303 39,175 85,607
Capital Performance
redemption Special share
reserve reserve plan Total
Company £000 £'000 £°000 £°000
At 1 January 2011 35,587 8,388 1,426 45,901
Performance share plan charge — - 938 938
Performance share pian credit in respect of shares vested — - {843) (843)
At 31 December 2011 35,587 8,888 1,521 45,996
At 1 January 2010 35,587 8,888 1,072 45,547
Performance share plan charge — — 868 868
Performance share plan credit in respect of shares vested — - (514) 514)
At 31 December 2010 35,687 8,888 1,426 45,901

The balance on the capital redemption reserve represents the ameunt which arose at the time of the redemption of the preference 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 1996 under the merger relief provisions of the Companies Act 1985.
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Notes to the financial statements

for the year ended 31 December 2011 continued

31. Retained earnings

Group Company

2011 2010 201 2010

£000 £'000 £'000 £'000
At 1 January 44,259 12,997 64,877 72173
Profit for the year 34,192 42,234 15,280 1,738
Dividends paid {12,227) (2,034} (12,227} (9,034
Actuarial loss recognised in retirement benefit obligations, net of tax (29,8058) {1,938} - —
At 31 December 36,419 44,259 67,930 64,877
32. Reconciliation of profit before tax to cash generated from operations

Group Company
Restated

2011 2010 2011 2010

£000 £'000 £'000 £'000
Continuing operations
Profit before tax 43,034 54,014 (4,780) {5,299}
Adjustments for;
Finance income {121) 97) (290) {203}
Finance costs 953 782 578 391
Net finance (income)/costs on pension assets and liabilities (1,174) 1,123 - -
l.oss/(gain) on disposal of property, plant and eguipment 334 333 - (8}
Loss on disposal of intangible assets - 3 - -
Depreciation of property, plant and equiprment 13,414 12,395 5 1
Amertisation of intangible assets 471 348 208 39
Release from capital grants reserve {54) 143 - —
Expenses associated with the disposal of the discontinued operation (212) - - -
Retirement benefit obligations - exceptional credits - {18,851) - -

- other (4,622) {4,433) - —

Performance share plan (50) 288 95 354
Changes in working capital:
Increasa in inventories (2,322) (341) - -
(increase)/decrease in trade and other receivables 4,217) (1,114) {9,355) 3,051
{Decrease)/increase in trade and other payables (347} 13 (4,313} 14,462
Cash generated from/{used in) continuing operations 45,087 44 520 {17,855) 12,788
Discontinued operation
Profit before tax 266 1,152 - -
Adjustments for:
Finance income (1) — - —
Finance costs 2 4 - -
Net finance costs on pension assets and liabilities 63 94 - —
Depreciation of property, plant and equipment 21 27 - -
Amoaortisation of intangible assets - 1 - -
Release from capitat grants reserve - - - -
Retirement benefit obligations - other 21 50 - —
Changes in working capital:
Decreasef{increase) in inventories 1,353 662) - -
increase in trade and other receivables (1186) {794) - -
{Decrease)/increase in trade and other payables {939) 593 - -
Cash generated from discontinued operation 670 465 - -
Total cash generated from/(used in) operations 45,757 44 985 {17,855) 12,788




33. Analysis of net debt
Group Company
2011 2010 2011 2010
£/000 £'000 £'000 gooo | 2
w
@
Cash and cash equivalents 7,614 5,789 3,054 847 8
Bank overdrafts {2,213) (2,794) {1,168) {1,414) @
py
@D
5,401 2,995 1,886 (567) CSD_
Borrowings less bank overdrafts {28,103) {15,172) {20,847) 6.623) =
(22,702) (12,177 {18,961) (7,190}
34. Capital commitments
Capital expenditure contracted for but not provided in the financial statements:
Group Company o
2011 2010 2011 2010 =3
£:000 £'000 £'000 £'000 Q
o
Praoperty, plant and equipment 11,956 1,245 — - w
intangible assets 2 8 16 - C]D:
'8
11,977 1,253 16 - 3
35. Contingent liabilities
In the opinion of the directors, the group has no material contingent liabilities (2010: nil).
36. Financial commitments
Operating leases -
At 31 December 2011, the future aggregate minimum ‘ease payments were as follows: 5
8
2011 2010 g
£'000 £°000 0
jan]
Group =
Expiring within one year 745 790 3
Expiring after more than cne year and less than five years 838 1,202 g
Expiring after more than five years 93 - w
1,676 1,992
Company
Expiring within one year 6 6
Expiting after more than one year and less than five years 16 8
22 14
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Notes to the financial statements

for the year ended 31 December 2011 continued

37. Related party transactions

The group had no related party transactions, other than key management compensation as mentioned in note 7. A detailed anatysis of

directors’ emoluments is provided in the Remuneration Report on pages 28 to 34.

Related party transactions carried out by the company during the year ended 31 December 2011 were as follows:

201 2010
£'000 £'000
Sale of services to subsidiary undertakings 3,405 3,200
Purchase of services from subsidiary undertakings 177 336
Charges from subsidiary undertakings in respect of systems upgrade project 789 518
Royalty income received from subsidiary undertaking 1,276 1,084
interest received from subsidiary undertakings 220 176
Interest paid to subsidiary undertakings 105 25
Balances at 31 December arising from transactions with subsidiary undertakings:
Receivables
- current 90 929
- nen-current 25,182 15,777
Payables:
- current 48 729
- non-current 10,554 13,903




Independent auditors’ report
to the members of Devro plc

Woa have audited the financial statements of Devro plc for the year
ended 31 December 2011 which the consolidated income
statement, the consolidated statement of comprehensive income,
the group and parent ¢company balance sheets, the group and
parent cash flow statements and the related notes. The financial
reporting framewaork that has been applied in the preparation of the
group financial statements is applicable law and International
Financial Reporting Standards (IFRSs) as adopted by the European
Union. The financial reporting framewark that has been applied in
the preparation of the parent company financial statements is
applicable law and United Kingdom Accounting Standards (United
Kingdom Generally Accepted Accounting Practice}.

Respective responsibilities of directors and auditors
As expiained more fulty in the Directors’ Besponsibilities Statement
[set out [on page ...]], the directors are responsible for the
preparation of the financial statements and for being satisfied that
they give a true and fair view. Our responsibility is to audit and
axpress an opinion on the financial statements in accordance with
applicable law and Intemnational Standards on Auditing (UK and
Ireland). Those standards require us 1o comply with the Auditing
Practices Board's Ethical Standards for Auditors.

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

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and
disclosures in the financial statements sufficient to give reasonable
assurance that the financial staterments are free from material
misstatement, whather caused by fraud or error. This includes an
assessment of: whether the accounting policias are appropriate to
the group’s and parent company's circumstances and have been
consistently applied and adequately disclosed; the reascnableness .
of significant accounting estimates made by the directors; and the
overall presentation of the financial statements. In addition, we read
all the financial and non-financial information in the annual report to
identify material inconsistencies with the audited financial
staternents. If we become aware of any apparent matearial
misstaternents or inconsistencies we consider the implications for
our report.

Opinion on financial statements
In our opinion:

+ the financial statements give a true and fair view of the state of
the group's and of the parent company's affairs as at 31
December 2011 and of the group’s profit and group's and parent
cash flows for the year then ended 31 December 2011,

* the group financial statements have been properly prepared in
accerdance with IFRSs as adopted by the European Union;

« the parent company financial statements have bheen property
prepared in accordance with United Kingdom Generally
Accepted Accounting Practice; and

+ the financial statements have been prepared in accordance with
the requirements of the Companies Act 2006 and, as regards the
group financial statements, Article 4 of the IAS Regulation.

Opinion on other matters prescribed by the
Companies Act 2006
In our opinicn:

+ the part of the Directors’ remuneration report to be audited has
bean property prepared in accordance with the Companies Act
2008;

* the information given in the Directors’ report for the financial year
for which the financial statements are preparad is consistent with
the financial statements; and

* the information given in the Corporate governance statement set
out on pages 22 to 27 with respect to intemal control and risk
management systems and about share capital structures is
consistent with the financial statements.

Matters on which we are required to report by
exception
We have nothing to report in respect of the following:

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

* adsguate accounting records have not been kept by the parent
company, or returns adeguate for our audit have not been
received from branches not visited by us; or

e the parent company financial statements and the part of the
Directors’ Remuneration Report to be audited are not in
agreament with the accounting records and returns; or

» certain disclosures of directors’ remuneration specified by law
are not made; or

* we have not received all the information and explanations we
require for cur audit; or

* g corporate govermance statemant has not been prepared by the
parant company.

Under the Listing Rules we are required to review:

* the directors' statement, set out on pages 26 and 27, in relation
to going concerny;

* the part of the Corporate Governance Statement ralating to the
company's compliance with the nine provisions of the UK
Caorporate Governance Code specified for our review; and

* certain glements of the report to shareholders by the Board on

directors’ remuneration.
. ; X bo\\]\ N \&\\\f\
e ——

Alan Wilson (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Glasgow

12 March 2012

Notes:

(a) The maintenance and integrity of the Devro plc waebsite 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 initially presented on the website.

{b) Legislation in the United Kingdom governing the preparation and
dissemination of financial statements may differ from legislation in
other jurisdiction
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Financial summary

For the years ended 31 December

2011 2010 2009 2008 2007+
£'million £’million £'million £’ million £'miflion
Revenue* 227.7 213.6 197.4 164.9 1416
Cperating profit before exceptional items” 427 37.0 26.6 20.1 17.8
Exceptional iterns”® - 18.8 1.8 (3.5} 0.6
QOperating profit* 427 55.8 28.4 16.6 18.4
Profit before tax* 43.0 54.0 26.2 158.0 16.4
Profit after 1ax* 34.2 43.5 19.7 12.2 12.3
Net assets 140.5 153.0 114.1 111.3 951
Earnings per share:
- Basic* 20.8p 25.4p 12.1p 7.5p 7.6p
- Cilutec* 20.5p 24.9p 11.9p 7.4p 7.5p
- Basic before exceptional items” 20.8p 17.0p 11.4p 8.0p 6.5p
Dividends per share 8.0p 7.0p 5.0p 4.450 4.45p
Net assets per share 85.1p 93.5p 70.0p 68.3p 58.4p

*

The information above refers to continuing operations exclusive of the discontinued operation, Devro GmbH, which was sold on 30

September 2011. The infarmation above for 2007 is also exclusive of the discontinued operation, BioFilm Limited, which was disposed

of on 28 December 2007.

** Operating profit for 2007 has been restated to exclude net finance income/expense on pension and post-retirement health plan assets
and liabilities,




Explanatory notes to AGM notice

The AGM of the company will be held on 19 April 2012 at 10.00 am
at the Balmoral Hotel, 1 Princes Street, Edinburgh, EH2 2EQ. The
Nactice of Meeting is set out on pages 84 to 86. In addition to the
ordinary business of the meeting under items 1 to 9, shareholders
will be asked for their approval of the following matters:

Item 10: Remuneration Report
Shareholders wilf be invited to approve the Remuneration Report set
out on pages 28 to 34.

Item 11: Allotment of new shares

This resolution is to renew, for a further year, the general authority to
allot shares given to the directors at the last AGM of the company
held on 28 April 2011. Paragraph (a) of the resolution will give the
directors a general authority to allot up to 55,000,000 ordinary
shares of 10 pence each, representing approximately cne third of
the company's issued ordinary share capttal (excluding any shares
held in treasury) as at 2 March 2012, which is the latest practicable
date before publication of this notice. The company did not hold any
of its own shares as treasury shares as at 2 March 2012,

Paragraph (b} of the resolutior proposes that a further authority be
conferred on the directors to allot unissued shares or rights to
subscribe for shares 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 nominal amount of
£11,000,000 {such amount to be reduced by the nominal amount of
any shares or rights to subscribe for shares issued under the
authority conferred by paragraph {a) of this resoiution), which
represents an amount which is approximately two thirds of the
aggregate nominal value of the issued and unconditionally aflotted
ordinary share capital of the company as at 2 March 2012, which is
the latest practicable date before publication of the notice.

This resolution complies with the latest institutional guidelines issued
by the Association of British insurers {"ABI") and, if the directors do
exarcise the authority conferred by paragraph (b) of this resolution,
they intend to follow emerging best practice as regards its use
{including as regards the requirement for directors to stand for
re-election} as recommended by the ABI. Other than in relation to
the company’s employee share plans, the directors have no present
intention to use these authorities, which will expire at the earlier of
the conclusion of the next AGM of the company and 30 June 201 3.
As is normal practice, the directors intend to seek renewal of these
authaorities at subseguent AGMs.

Itemn 12: Pre-emption rights

Resolution 12, which will be proposed as a special resolution, seeks
to renew the authority conferred on the directors at the last AGM to
issue equity securities of the company for cash without application
of the pre-emption rights as provided by section 561 of the
Companies Act 2008 {the “Act”). The authorities being sought
provide for non-pre-emptive allotments of equity securities (i) to
ordinary shareholders in proportion to their existing shareholdings;
{iiy to holders of other equity securities as required by, or subject to
{as the directors consider necessary), the rights of those securities,
and to deal with treasury shares, fractional entitlements and egal
and practical problems in any territory, for example on a rights issue
or other similar share issue; and (i} for cash up to an aggregate
nominal value of £825,000 which represents slightly less than 5% of
the issued ordinary share capital of the company as at 2 March
2012, which is the latest practicable date before publication of this
notice. This authority will expire at the earlier of the conclusion of the
next AGM of the company and 30 June 2013.

The authorities sought and the limits set by the resolution will also
disapply the application of section 561 of the Act from a saie of
treasury shares to the extent afso specified in this resolution.

In accordance with the guidelines issued by the Pre-Emption Group,
the Board confirms its intention that ne more 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.

Iltem 13: Authorising market purchase of its own
shares by the company

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 to renew this authority
and a special rasolution will be proposed as special business to give
the company the authority to purchase its own ordinary shares in
the market as permitted by the Act. The authority limits the number
of shares that could be purchased to a maximum of 16,500,000
{representing less than 10% of the issued ordinary share capital of
the company as at 2 March 2012, which is the latest practicable
date before publication of this notice) and sets minimum and
maximum prices. This authority will expire at the earlier of the
conclusion of the next AGM of the company and 30 June 2013.

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 would be
appropriate to use it. They would only use it when satisfied that this
would result in an increase in eamings per share and was in the best
interests of shareholders generally.

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

As at 2 March 2012, there were share scheme awards over
2,351,892 ordinary shares in the capital of the company, which
represents 1.4% of the company’s issued ordinary share capital.

If the authority to purchase the company's ordinary shares were
exercised in full, these share scheme awards would represent 1.4%
of the company’s issued ordinary share capital. As at 2 March 2012,
the company did not hold any treasury shares in the company and
no warrants over ordinary shares in the capital of the company
existed.

Iterm 14: General meeting notice

Changes made 1o the Act by the Shareholders' Rights Regulations
increased the notice period required for general meetings of the
company 10 21 days unless shareholders approve a shorter notice
period, which cannot however be less than 14 clear days, and
certain requirements are satisfied. AGMs will continue to be held on
at least 21 clear days' notice.

Before the coming into force of the Shareholders’ Rights
Regulations on 3 August 2009, the company was able to call
general meetings other than AGMs on 14 clear days' notice without
obtaining such shareholder approval. At the last AGM, the
shareholders approved a notice pericd of not less than 14 clear
days (other than for AGMs) effective until the forthcoming AGM. The
directors believe it is in the best interests of sharehoiders tc preserve
this ability and resolution 14 seeks such approval. The approval will
be effective until the company's next AGM, when it is intended that
2 similar resolution will be proposed.

It is intended that this flexibility wiil only be used for non-routine
business and where merited in the interests of shareholders
generally.

It should also be noted that in order to be able to call a general
meeting on less than 21 clear days' notice, the company must make
a means of electronic voting available to all shareholders for that
meeting.
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Notice of meeting

Notice is hereby given that the twenty-first Annual General Meeting
{"AGM") of Devro plc {“the Company™) will be held at The Balmoral
Hotel, 1 Princes Street, Edinburgh EH2 2EQ on 19 April 2012 at
10.00 am for the folflowing purposes:

{1) To receive the Company’s accounts for the year ended 31
December 2011, together with the Directors' Report and the
Auditors’ Report on those accounts.

{2) To declare a final dividend for the year ended 31 December
2011,

{3) To re-elect as a director Mr Steve Hannam”.
{4) Tore-elect as a director Mr Peter Page”.

{5) Tore-elect as a director Mr Paul Neep*.

(6) Tore-elect as a director Mr Simon Webb*.
(7) To elect as a director Mr Paui Withers®.

(8) To elect as a director Ms Jane Lodge™.

* in accordance with the UK Corporate Governance Code, the
directors mentioned above will all offer themselves for election or
re-glection at the AGM.

(9) To re-appoint PricewaterhouseCoopers LLP as the Company’s
auditors to hold office until the conclusicn of the next annual
general meeting of the Company and to autherise the directors
to fix their remuneration.

To consider and, if thought fit, pass the following resolutions of
which Resolutions 10 and 11 will be proposed as ordinary
resolutions and Resolutions 12, 13 and 14 will be proposed as
special resolutions:

Ordinary resolutions

{10} THAT the Remuneration Report contained within the
Company’s Report and Accounts for the year ended
31 December 2011 be and is hereby approved.

{11} THAT, in substitution for all existing authorities, the directors be
generally and unconditionally authorised in accordance with
section 551 of the Companies Act 2006 (the “Act”) to exercise
all the powers of the Company tc:

(a) allot shares (as defined in section 540 of the Act) in the
Company or grant rights to subscribe for or to convert any
security into shares in the Company up to an aggregate
nominal amount of £5,500,000; and

(b) allot equity securities (as defined in section 56C of the Act)
up to an aggregate nominal ameunt of £11,000,00C (such
amount tc be reduced by the aggregate nominal amount
of shares allotted or rights to subscribe for or to convert
any security into shares in the Company granted under
paragraph {a) of this resclution 11) in connection with an
offer by way of rights issue:

() to ordinary shareholders in proportion {as nearly as
may be practicable) to their existing holdings; and

(i) to holders of other equity securities (as defined in
section 560(1} of the Act) as required by the rights of
those securities or, subject to such rights, as the
directors otherwise consider necessary,

and so that the directors may impose any limits or
restrictions and make any arrangements which they
consider necessary or appropriate to deal with treasury
shares, fractional entitiements, record dates, legal,
regulatery or practical problems in, or under the laws of,
any territory 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 meeting after this resolution is
passed (or, if earlier, until the close of business on 30 June 2013)
but, in each case, so that the Comgany may make offers and enter
into agreements before the authority expires which wouid, or might,
require shares to be allotted or rights to subscribe for or to convert
any security into shares to be granted after the authority expires and
the directors may allot shares or grant such rights under any such
offer or agreement as if the authority had not expired.

Special resolutions

(12} THAT, in substitution for all existing powers and subject to the
passing of resolution 11, the directors be generally empowered
pursuant to section 570 of the Act to allot eguity securities (as
defined in section 560 of the Act} for cash pursuant to the
authority granted by resolution 11 and/or where the allotment
constitutes an allotment of equity securities by virtue of section
560(3) of the Act, in each case free cf the restriction in section
561 of the Act, such power to be limiteq:

(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
resolution 11, such power shall be limited to the allotrment
of equity securities in connection with an offer by way of a
rights issue only):

(i} toordinary shareholders in proportion (as nearly as
may be practicable) to their existing noldings; and

(it to holders of other equity securities (as defined in
section 560(1) of the Act), as required by the rights of
those securities or, subject to such rights, as the
directors ctherwise consider necessary,

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




{0) to the allotment of equity securities pursuant to the
authority granted by paragraph (a) of resolution 11 and/or
an allotment which constitutes an allotment of equity
securitfes by virtue of section 560(3) of the Act (in each
case otherwise than in the circumstances set out in
paragraph {a) of this resolution 12) up to a nominal amount
of £825,000,

such power to apply (uniess previously renewed, varied or
revoked by the Company in general meeting) until the end of
the Company's next annual general meeting after this resolution
is passed {or, if earfier, until the close of business on 30 June
2013) but so that the Company may make offers and enter into
agreements before the power expires which would, or might,
require equity securities to be aliotted after the power expires
and the directors may aliot equity securities under any such
offer or agreement as if the power had not expired.

(13) THAT the Company be and is hereby generally and

unconditionally authorised for the purposes of section 701 of
the Act tc make one or more market purchases (within the
meaning of section 693(4} 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:

(a) the maximum aggregate number of Ordinary Shares
hereby authorised to be purchased is 16,500,000
(representing less than 10% of the issued ordinary share
capital of the Company as at 2 March 2012 which is the
latest practicable date before publication of this notice};

(B)  the minimum price (exclusive of expenses) which may be
paid for an Ordinary Share is 10 pence, being the par
value;

(c) the maximum price (exciusive of expenses) which may be
paid for an Qrdinary Share is an amount equal to not more
than 5% above the average of the middle market
quotations for an Ordinary Share as derived from The
London Stock Exchange Daily Official List for the five
business days immediately preceding the date on which
that Ordinary Share is purchased;

(d} unless previously renewed, varied or revoked by the
Company in general meeting, the authority hersby
conferred shall expire at the end of the Company’s next
annual general meeting after this resolution is passed (or, if
earlier, at the close of business on 30 June 2013}; 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
autherity, and may make a purchase of Ordinary Shares in
pursuance of any such contract or contracts.

{14} THAT a general meeting of the Company, other thar an annual
general meeting of the Company, 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 passing this resolution.

By order of the Board

John Meredith,
Company Secretary
Devro pic
Moodiesturn

12 March 2012
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Notes

1. A member of the Company is entitled to appoint a proxy to
exercise all or any of his/her rights to attend, speak and vote at
a general meeting of the Company. A member may appoint
more than one proxy in refation to the meeting, provided that
each proxy is appointed to exercise the rights attached to a
different share or shares held by that member. A proxy need
not be a member of the Company but must attend the meeting
in person. A proxy form which may be used to make such
appointment and give proxy instructions accompanies this
notice,

vodey s1010040]

2. To be valid, the instrument appcinting a proxy, together with
the power of attomey 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, B393 6ZY, not later than 10.00 am
on 17 Aprii 2012. Completion and return of a form of proxy will
not preclude sharehclgers from attending or veting in person at
the AGM, if they wish to do sc.

3. Any person to whom this notice is sent who is a person
nominated under section 146 of the Companies Act 2006 (the
“Act”) to enjoy information rights (a “Nominated Person”) may,
under an agreement between him/her and the shareholder by
whom he/she was nominated, have a right to be appointed {or
to have someone else appointed) as a proxy for the meeting. If
a Nominated Person has no such proxy appointment right or
does not wish tc exercise it, he/she may, under any such
agreement, have a right to give instructions to the shareholder
as to the exercise of voting rights.
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4. The statement of the rights of shareholders in relation to the
appointment of proxies in paragraphs 1 and 2 above does not
apply to Nominated Persons. The rights described in these
paragraphs can only be exercised by shareholders of the
Company.

5. Any corporation which is a member can appeint one or more
corporate representatives who may exercise on its behalf all of
the same powers as the corporation could exercise if it were an
individual member provided they do not do so in relation to the
same shares.
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Notice of meeting

continued

To be entitled to attend and vote at the meeting (and for the
purpose of the determination by the Company of the votes they
may cast), shareholders must be registered in the register of
members of the Company at 6.00 pm on 17 April 2012 (or, in
the event of any adjournment, on the date which is 48 hours
(excluding any part of a day that is not a working day) before
the time of the adjourned meeting). Changes to the register of
members of the Company after the relevant deadline shall be
disregarded in determining the rights of any person to attend
and vote at the meeting.

Under section 527 of the Act members meeting the threshold
requirements set out in that section have the right to require the
Company to publisn on a website a staterent setting out any
matter relating to: (i) the audit of the Company’s accounts
{including the auditor’s report and the conduct of the audit) that
are to be laid before the meeting; or (i) any circumstance
connected with an auditor of the Company ceasing to hold
office since the previous meeting at which annual accounts and
reports were laid in accordance with section 437 of the Act.
The Company may not require the shareholders reguesting any
such website publication to pay its expenses in complying with
section 527 or 528 of the Act. Where the Company is required
to place a statement on a website under section 527 of the Act,
it must forward the statement to the Company’s auditor not
later than the time when it makes the statement available on the
website. The business which may be dealt with at the meeting
includes any statement that the Company has been reguired
under section 527 of the Act to publish on a website.

Any member of the Company attending the meeting has the
right to ask questions. The Company must cause to be
answered any such guestion relating to the business being
dealt with at the meeting but no such answer need be given if
(a} to do so would interfere unduly with the preparation for the
meeting cr involve the disclosure of confidential information, {b)
the answer has already been given on a website in the form of
an answer to a question, or () it is undesirable in the interests
of the Company or the good order of the meeting that the
guestion be answered.

The following decuments are available for inspection at the
Company’s registered office, Gartferry Road, Moodiesburn,
Chryston, GB9 0JE 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
9.00 am unti! the close of the meeting:

(a) copies of all service contracts of the Executive Directors;

{b) copies of all appaintment letters of the Non-Executive
Directors; and

{c) acopy of the Company’s Articles of Association (under
article 135 of which the directors have the benefit of a
"qualifying third party indemnity provision” for the purposes
of sections 232, 234 and 236 of the Act).

10.

11.

At 2 March 2012 (being the latest practicable date prior to the
publication of this notice) the issued share capital of the
Company consists of 165,008,564 crdinary shares, carrying
one vote each. Therefore, the total voting rights in the Company
as at 2 March 2012 are 165,008,564.

A copy of this notice, and cther information required by section
311A of the Act, can be found at www,devro.com.




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

19 April 2012 Annual General Meeting

4 May 2012 Final Dividend Paid

31 July 2012 Half Year Resuits and Interim Divicend Announced
October 2012 Interim Dividend Paid

31 December 2012 Financial Year End

February 2013 2012 Results and Proposed Final Dividend Announced
Dividends

The final dividend will be paid on 4 May 2012 to shareholders on the register at close of business on 30 March 2012.

Dividend mandates
Sharehclders wishing dividends to 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 normally paid twice a year in May and October. We offer sharsholders the opportunity to join the Computershare regufated
Dividend Reinvestment 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 anline at www.investorcentre.co.uk or, alternatively, you can complete a mandate form and retum it to
the registrar. If you 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 dividengs directly into your bank account

in your local currency. Interested parties can view terms and register at www.investorcentre.co.uk or contact the registrar by telephone
on +44 {0) 870 889 4050.

Half year results
Any shareholder wishing to receive a paper copy of the Interim Report and Results for the six months to 30 June 2012 should contact the
Company Secretary.

Shareholder enquiries
For all share registration and dividend For other shareholder enquiries contact:
mandate enqguiries contact:

The Registrar Company Secretary
Computershare Investor Services PLC Devro plc

The Pavilions Moodiesburn

Bridgwater Road Chryston

Bristol (G69 0JE

BS99 627

Telephone — G870 889 4050 Telephone - 01236 879191
Website

The company has a website (www.devro.com} 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
S C Webb (appointed 17 January 2011)

Non-executive directors

S J Hannam

J A Lodge (appointed 1 March 2012)
P A J Neep

S R Paterson

P N Withers (appointed 28 April 2011)

Company secretary and registered office
J Meredith

Moodiesburn

CHRYSTON

G69 0JE

Registered number: SC129785

Chartered accountants and statutory auditors
PricewaterhouseCoopers LLP

141 Bothwell Street

GLASGOW

G2 7EQ

Solicitors

Clifford Chance LLP
10 Upper Bank Street
Canary Wharf
LONDON

E14 5JJ

Financial advisers
Lazard & Co., Limited
50 Stratton Street
LONDON

W1J 8LL

Principal bankers
Barclays Bank plc

1st Floor, Aurora Building
120 Bothwelt Street
GLASGOW

G2 7J5

Clydesdale Bank PLC
Clydesdale Bank Plaza
50 Lothian Road
ELINBURGH

EH3 9BY

HSBC Bank plc
Thames Valley

Corp. Banking Centre
5th Floor

Apex Plaza

READING

RH1 1AX

Rabobank Intemational
Thames Court

One Queenhithe
LONDON

ECAV 3RL

Stockbrokers
Investec Securities
2 Gresham Strest
LONDON

EC2V 7QP

Registrars

Computershare Investor Services PLC

The Pavilions
Bridgwater Road
BRISTOL

BS99 677

Cover and pages 1 - 88 of this report are produced on Revive 50 Silk.
This material is produced at a mill that holds ISO 14001 certification.

Designed and produced by corporateprm, Edinburgh and London.
www.corporatepm.co.uk
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Devro plc
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Scotland
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