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Highlights opl

Pharmaceuticals

Dechra Vetennary Products (“DVP”)
Marketing and development of licensed
branded pharmaceuticals to the vetennary
profession worldwide

Amolds Vetennary Products (“AVP"}
UK market leading supplier of vetennary instrurments,
consumables and equipment

Dales Pharmaceuticals {“DP”)
Licensed manufacturer of vetennary and human
phamaceuticals for DVP and thurd party customers

The veterninary market for companion
animal products 1s dominated by

The US, representing the biggest
companion animal market in the world
with the number of dogs estimated at
over 70 million, cats at 80 million and
horses at 7 million

Services

National Vetennary Services (“NVS")
UK market ieader tn the supply of pharmaceuticals
and added value services to the veterinary
profession, including management information

systems and consumer and intarnet services Western Europe where, in the UK alone,

there are approximately 8 7 million
dogs, 7 2 milion cats and 1 milkon
horses The UK veterinary market,
including livestock products, has
consistently outperformed the Retall
Prices Index over the past ten years

NationWide Laboratones (“NWL")
Muth-disciplined independent commercial
vetennary laboratory

Cambndge Specialist Laboratory
Services (“CSLS")
Pnmary care and secondary referral specialist
vetennary immunoassay laboratory Japan, which represents a
considerable market opportunity

with over 13 milhon dogs

Profit before tax Dividend per share

£m 128 pence 730

1o

Revenue
£m
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up 9%

87 Earnings per share
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7.52
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5.20
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412
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up 20%

Information for the years ended 30 June
2003 and 2004 are propared in
accordance with UK GAAP




02 Directors’ Business Review continued

Dechra Pharmaceuticais PLC
Anrvpl Raport and Accounts 2007

Worldwide
Pharmaceuticals

During the last five years we

have hicensed four speciahst Our lead products in the UK are
products and four genenc United Kingdom Vetory® Capsules, Felimazole®
products, three of which received . Tab'EtS'qu”’pal’am’e: agd t¥e Ve‘(‘;’e"‘.
mporova oward he ond of h 44 Current Licensed e fental s s Tovars
financial year Products received approval for three genenc
L]

Within our current licensed Products Pending products, Domicine®, Sedator® and

Thyroxyl Two further genenc products
porﬂollo, Vetoryp Capsules al’ld Regu'atory Approval are expected to be appmved before
Felimazole® Tablets still provide the end of December 2007

excellent opportumties for
intermational growth

Europe
Vetory!® Capsules were approved by

19 European temtones towards the
4 Current Licensed end of the 2006 financial year

Products
Revenue in the 2007 financial year,
3 Products Pendlng the first full year of marketing,
Regulatory Approval exceeded £1 5 mithon
United States In May 2007, we acguired the nghts
to the Pharmaderm range of products
7 Current Licensed (see facing page) We are also
Products progressing Vetory®® Capsules,
Felimazole® Tablets and Equidone® Gel
3 Products Pendlng through USA Food and Drug
Regu|atory Approva] Administration {*FDA") approval

Rest of the World
Our marketing partners are in the
Products Pendlng process of obtaiming regulatory
Regu|atory Approval approval for Vetory!® Capsules in

Japan, Austraba and Canada, and
Fehmazole® Tablets in Canada
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Acquisitions

Leeds Veterinary
Laboratories Limited

Leeds Vetennary Laboratones (“LVL") is a well-managed operation that has
developed a strong reputation for providing a high standard of service
Strategically, LVL increases our market share and skills set within the vetennary
laboratones market

LVL will operate within Dechra’s Services division as part of its existing
veteninary laboratones operations of NatilonWide Laboratories and
Cambndge Speciaist Laboratory Services

Pharmaderm Animal Health

The agreement will provide the opportunity for the Group to Increase
sales and to strengthen its profile and brand awareness within the
Amencan veteninary market ahead of the launch of its own
developed vetennary products, Vetory/® Capsules, Felimazole®
Tablets and Equidone® Gel which are currently undergoing FDA

review SerVices

Equidone® Gel

Thus product prevents Fescue Toxicity tn horses and has
an estimated market size in the USA of approximately
$2 0 million Licensing approval 1s being progressed
with the FDA with submission being targeted in 2008

QOur vetennary wholesale business, National
Vetennary Services, has an approximate 44%
share of the vetennary market in Great Bntain,
which 1s measured at over £500 million

44%
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| am pleased to report that we have continued
to achieve good growth in revenue and
profitability from our UK businesses, this has
been enhanced by significant revenue from our
own product portfolio in the EU Strategic
pregress has been made with acquisitions that
strengthen the Group and provide a revenue
stream and platform for growth in the US The
development of our own branded vetennary
pharmaceutical portfolio 1s progressing to
schedule

Financial Highlights
Group revenueg increased 9 2% from £232 5
millon to £253 8 million

Operating profit increased by 12 5% to £13 8
millon (2006 £12 3 millen) and profit before
taxation rose 14 3% to £12 6 milion (2006
£11 O millton)

Basic earnings per share was 16 86 pence, up
14 6% from the 14 71 pence achieved in 2006

Total cash investment in product development
was £3 3 million (2006 £1 6 milton), of which
£1 6 millon was charged to the income
statement (2006 £1 4 million)

Cash flow continued to be strong with cash flow
from operations being 103% of operating profit

Chairman’s Statement

As at 30 June 2007, the Group had net funds of
£1 0 milhon, wirtually unchanged from the £1 1
mithon at 30 June 2006

Interest cover was 11 3 times (2006 9 7 umes})

Duning the year, the Group acquired the nghts
to the Pharmaderm range of vetennary products
for US$5 O milkon (£2 6 milkon}, made an initial
payment of US$0 5 million (£0 3 million) for

the intellectual property nghts for Equicforie

Gel and acquired Leeds Veterinary Laboratones
bimited for a cash and equity consideration of
£0 8 milion

Further details are contained i the Business
Review

Dividend

In ine with our progressive dividend palicy and
our confidence in the business, the Directors
are recommending an increase N the final
dwidend to 5 00 pence per share (2006 4 33
pence per sharg) This, together with the intenm
dmdend of 2 50 pence per share (2006 1 91
pence per share), makes a total dwidend for the
year of 7 50 pence per share {2006 6 24 pence
per share), a 20% increase

The total dwvidend 1s coverad 2 2 times by profit
after taxation

“Cash flow continued to be strong
with cash flow from operations being

103% of operating profit.”

The final dwvidend, which 1s subject to
Shareholder approval at our Annual

Ganeral Mesting to be held on Wednesday

17 October 2007, will be pad on 23 Novemnber
2007 to Shareholders on the Register at

26 October 2007

People

On behalf of the Board and all our sharehclders,
I would like to welcome all the new starters who
have joined the Group throughout the year and |
would like to thank all employees for ther
endeavours which have contnibuted to this
strong performance

Prospects

Current trading continues to meet management
expectations With the continued soltd growth
of our UK businesses, the acquisitions made
throughout the year and with the international
product development programme begnning 1o
deliver revenue, we remain confident in

our future

Michael Redmond
Chairman
4 September 2007
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“With the continued solid growth of our UK
businesses, the acquisitions made throughout
the year and with the international product
development programme beginning to deliver
revenue, we remain confident in our future.”

Above right. Our 1ead product Vetoryl Capsules achieved global revenue
of over £4.5 midlion mcluding over £ 5 milion from the EU

Main Picture We consider NatonWiiae Laboratones to offer the highest
level of service within its sector
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The Business and its Markets
Dechra® Pharmaceuncals PLC (*Dechra”)
compnses six businesses operating under two
Dmsstons, Pharmaceuticals and Services Both
dmsions are focused on the vetennary market
with a key area of speciahsation being on
companion anmal products

Dechra employs 758 people at 30 June 2007,
an increase of 60 employees over the last year,
who operate out of 17 locations

The veterinary market for companion animat
products 1s dominated by North America,
Wastern Eurcpe and Japan Key drivers within
the compamon arnimal market are the
increasing medical and surgical capabilities of
vetannary surgeons, Increased Iife expectancy
of pets and ultimately the consumer's passion
for therr anmals

The US represents the biggest companion
animal market in the world with the number of
dogs estmated at over 70 million, cats at 80
millon and horses at 7 mililon Amencan
vetennanans are very advanced in therr
knowledge of small animal medicine, a key
advantage when marketing speciahsed
products such as Dechra's own brands
Sources indicate that Amencans spend more
per companion animal than any other nation

Within the UK there are approximately 6 7
million dogs, 7 2 millon cats and 1 milkon
horses The UK companion ammal market 1s
also considered to be highly advanced in

terms of spend per animal and vetennanan
competence There has been an increase n the
number of genenc drugs entenng the market
over the last few years, however, unlke the
human market, this does not result in a massive
devaluation The UK vetennary market,
Including livestock products, has consistently
outperformed the Retail Pnces Index (*RPI7)
over the past ten years

The remander of the EU, in terms of the
number of animals, s potentially commensurate
with the US Despite this, howaever, the market
18 currently considerably tess as dogs and,
paricularly cats, have bttle value in many
communities Histoncally, the majonty of pets
have not had regular contact with a vetennary
surgeon and, with the exception of some major
cenurbations, small animal veterinary science I1s
not that advanced Howaever, the companion
anrmal market 1s developing quickly in Northern

Left Vetonyf Capsules still provide excellent opportunities for miernational growth.

Europe, the EU, therefore, represents an
important long-term growth opporturty for
Dechra .Japan represents a considerable
market opportunity with over 13 milion dogs,
with other temtones with relevant sized
companion animal markets being Canada
and Australia

Product Development

Strategy

The Group focuses on solid organic growth
within its Pharmaceutical and Serice Dvisions,
however, the key strategic focus to deliver
medium to long-term growth 15 through the
development and acquisihon of our own
branded vetennary phamaceutical portfolio of
both novel and genenc products and the
icensing of these key products inio international
markets Our product development is focused
entirely on prescnption only vetennary
medicines for dogs, cats and horses, with our
mamn area of specialisation being within
endocrinology Most of our projects utilise
existing pharmaceutical entities that are typically
used within the human market and therefore the
majonty of product creation s development and
not research based There are a number of
benefits to our strategy relative to tracitional
hurman and vetennary pharmaceutical R&D,
which include

An dentified, existing pharmaceutical
product can often be brought to full licence
for the vetennary market within five years,

After mimal expenditure on early
explorative project evaluation, an identfied
hurman pharmaceutical has a high
probability of achieving a vetennary hicence,

Development projects have a tuigh probability
of success with relatvely low cost, research
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“The key strategic focus to deliver medium to
long-term growth is through the development
and acquisition of our own branded veterinary
pharmaceutical portfolio of both novel and
generic products and the licensing of these key
products into international markets.”

Above left. Feitmazoda Tablets achieved global reverwa of £3 4 milion
n the 2007 financial year with £2 9 million coming from the UK.

Maln Plcture NVS stocks a range of over 12 000 prochucts and
procassas over 34 000 wvoiced nes per working day
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based projects are usually expensive with
low probability of product success,

Products entanng other species, 1e food
producing animals, 1ake considerably longer
to license as expensive food safety and
toxicological studies are required,

Clirucal tnals for vetennary medicines
typically require a few hundred cases, while
human tnals demand several thousand

Legislation

There are three pleces of legrslation, which the
Dwectors believe have been implemented to
encourage development of specialised
vatennary products into refatively small
markets Dechra constders this legislation

to be favourable towards its strategy

The “Cascade Legislation™ The basic
principle of this EU legisiation 1s that the
vetennary surgecn must prescnbe a
vetennary licensed product above any other
alternative Therefore, any products
licensed specifically for arimals must be
used instead of a human ethical or genenc
product, Imrespeciive of pnece,

EU law grves a novel product ten years’
protection from genenc competitors,
irrespective of Its patent status,

The US Centre of Vetennary Medicine
(“CVM") provides five years’ protection from
genenc competitors for the first approval of
a new pharmaceutical, imespective of its
patent status Subsequent approvals
receve three years' protection

Licensing Authorities

Dechra considers that one of the most
unpredictable aspects of product icensing 1s the
response timea from the Regulatory Authonties
globally EU regulators provide definiive response
timas based on a number of working days, but

this can vary depending on the type of
apphcation However, these tume lines canbe
stopped intermuttently if the assessor considers
that parts of the applicaton need further
supporting information The US FDA has a simdar
target response time for novel products,
however, they are not cumently mesting thexr
mniernal targets

There 1s an extensve backlog of apphications for
genenc products for the US market, where the
FDA have no obligations on response time We
currently have no genenc products under
devalopment for the US market Other regulators,
such as Canada and Japan, provide little
gudance on trming and as a result the process
can take several years Dechra has endeavoured
to mitgate the potential for delays by prowiding
Increasing Investment in product development
year on year Further nvestment has been made
throughout the financial year in strengthening our
regulatory department both in the UK and the US,
with addibional investment in people and also
equipment In our development laboratory

Key Strongths

The Directors bekeve that the Group has
excaptional skills and expertise that are relevant
to delivering its strategy

The recognition of opportunities for
specialised and niche pharmaceutical
products for the vetennary market achieved
from knowledge gained from the Group’s
strong market position,

In-house formulation of products into
preparations sutable for the target species,

International expanence and proven track
record of regulatory and licence delivery,

Successful design and management of
international clirical fisld tnals,

Inclustry leading vetennary and commercial
personnel throughout the Group

“Through the Group’s strong market position,
exceptional skills and expertise, we have the
ability to recognise opportunities for
specialised and niche pharmaceutical products

for the veterinary market.”

Achlevements

Dunng the last five years we have licensed four
speciahst products and four genenc products,
three of which received approval towards the
end of the financial year Within our current
hcensed portfolio, Vetory! Capsules and
Felrmnazole Tablets still provide excellent
opportunities for nternational growth

Vetory! Capsules 1s a novel and patented product
for the treatment of Cushing’s Disease (excess
cortisol or hyperadrenocorhicism) n dogs It is the
only licensed product within the EU and 1s tha
only recognised safe and efficacious vetennary
product for the treatment of Cushing's Disease
around the world Launched In the UK ona
provisional marketing authonsation in September
2001, Vetond Capsules has since achieved full
approval and has consistently increased market
panetraton, with substantal revenue now tn
excess of £2 0 millon per year It also achieved
mutual recogrution for approval within the EU In
2006 and has now been launched within all the
key European temtones with good intial sales
exceading £1 5 millon In the US 1t 1s also sold
under an FDA waver scherme Global revenue for
Vetory! Capsules in the 2007 financial year was
£4 5 milien

Felimazole Tablets Is the first vetennary lcensed
product for the treatment of feline
hyperthyroidtsm It competes in the world's
markets against human equivalents, howaver, the
Cascade Legslation (see Legislaton) has
supported its growth Fedmazola Tablets receved
marketing approval n 2002 and has acheved UK
revenues In excess of £2 9 mitsion in the financial
year Felimazole Tablets was approved in the EU
in 2005 and has achieved £0 4 million sales n the
year This relatvely low level of sales can be
attnbuted to the fallure of vetennanans to comply
with the Cascade Legislation (see Legistation) and
the status of the cat throughout most of the EU
(see The Business and its Markets)



Baoth Vetory! Capsules and Felimazole Tablets
have been granted an expedited review status
by the FDA in the US The pnncipal advantage
to an expedited review ts that there 1s a target
90-day response from the tme of the
submussion of information

Development Update

There have been a number of achieverments
within our development pregramme throughout
this financial year

The safety and CMC sections for Vetory!
Capsules were submitted to the FDA pnor
to the financial year end The submission of
the efficacy secton 1s mminent An instial
response to the CMC section has been
receved with only three areas requinng
further clanfication, none of which should
result n delayed approval We remain
confident in the safety and efficacy of the
product and await a response from the FDA,

Al cats have now been enrolled on the
chinical tnal for Feimazole Tablets We
anticipate that the efficacy submission will be
made pnor to the end of this calendar year,

Chrucal tnals have commeanced in Japan
and are progressing to our expectations
These tnals are the responsibility of our
partner Kyontsu Seryaku (“KS”), who are the
leading animal pharmaceutical supplier with
over B0 representatives marketing directly
to vetennary practices KS anticipate that it
will be at least a further two years to gan
approval within this significant terntory,

As reported last year, the dossier for Vetory!
Capsules has been submitied to the
Caneadian and Australian authonties and the
dosser for Felimazole Tablets has been
submitted in Canada We understand that

the review process has now commenced
within these temtones,

£ A 10mg small dog Vetory! Capsule has
heen approved within the EU, marketing I1s
expected to commence within the next six
months The US approval for the 10mg
strength will be concurrent with the full
application,

L Intra-Epicaine® and Somulose®, two of the
minor, although unique preducts i our
partfolio, have been approved for sale In
Ireland,

£2 Two Veivex range extensions have receved
UK approval,

& Three genenc products, Domidine, Sedator
and Thyroxyl have received approval far the
UK Domudine and Thyroxyl were launched
towards the end of the financial year,

£ Two other genenc products are at an
advanced stage of the approva! process
and are expected to be lcensed within the
first half of the current financial year,

£ Progress 15 also being made with three
further genenc products which will be
targsted at the EU market

We currently have a number of other products
under development and are explonng several
other opportunities to add to the portfolio Due
to commercial sensitivity we believe it to be
appropnate to treat the nature of these projects
as confidential

Acquisitions

Intellectual Property Acquisition

In December 2006 we announced that we had
acquired the mitellectual property for Equidone
Gel, an equine product, which is at an advanced
stage of development for the US market

The use of the active Ingrediertt, Dompendone,
has been co-developed by Equi-Tox and

Left Equipalazong our market leading non-steraidal anti-nflammatory

drug grew by 12% in the UK

Right Thyroxyl was launched towards the end of the financial year
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Clemson Unversity, based n South Carolina, US
for the prevention of Fescue Toxicity, a disease
which 1s caused by eating a fungus which infects
tall fescue grass The most senous chinical signs
are cbserved in the late stages of pregnancy and
the toxicity can result in foal death

Equidone s already patented and under kmited
distnbtbion in the US under a special licence
The market for equine Fescue Toxicity 1s
estmated 1o be approximately US$2 0 million
per annum Cther patents for Equidone uses
have also been approved, explorations into
these indications, which have substantially
larger markets, have commenced

Laboratory Acquisition

In Apnl 2007 we announced the acquisition of
Leeds Vetennary Laboratories Lirnited {“LVL"}
VL 15 a well established vetennary laboratory,
founded in 1986 The business employs 18 staff
and three consultants and offers a
comprehensive range of vetennary diagnostic
tests for companion, exctic, equine and farm
animals from its 6,000 sq ft facility in Yeadon,
Leeds, Yorkshire The effective cash and equity
consideration for LVL was £750,000

US Veterinary Product Portfolio

In May 2007 we secured a long-term trademark
license and supply agreement with Pharmaderm
Animal Health (*Pharmaderm®}, part of the US
commercial division of ALTANA Inc

The agreement provides the Group with
exclusive marketing and distnbution nghts for a
range of vetennary icensed ophthalmic, otic
and dermatological products and the
opportunity to develop new licences for both
North Amenca and Europe

Under the agreement, Dechra paid US$5 O
million in cash for the licences The products,
which are currently sold to vetennary practices
In the US, achieved sales of US$7 7 milion n
the year ended 31 December 2006
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Pharmaceutical Division

Qur Pharmaceutical Dmsion compnses

Dechra Vetennary Products (“DVP EU”), Dechra
Vetennary Products USA (*DVP USA"),

Arnolds Vetennary Products (*Arnolds®’)

and Dales Pharmaceuticals (“Dales”)

Dechra Veterinary Products EU

DVP EU, located in Shrewshbury, England,
employs 67 people This business markets and
sells our own branded, Iicensed vetennary
pharmaceuticals in the UK, and manages the
relatonstups with our EU marketing partners We
have over 40 products, however, there are 13
key brands which represent over 20% of DVP
EU’s sales We have a number of UK marketing
agreements, with Virbac Inc to market Thyroxyl
within the UK and Ireland, with Eurovet to market
Domudine and Sedator in the UK and Ireland,
with Biopure to market Oxyglobin® in the EU and
with Peptech to market Ovuplant® in the EU
Thyroxyl 1s a genenc product used for the
treatment of Hyperthyroidism in dogs  Domidine

DVP EV

and Sedator are genenc analgesics used in the
treatment of horses and dogs respectively
Ovupiant 1s a seasonal equine fertiity product,
launched i the UK in Spring 2005, development
15 progressing to hcence the product within the
rest of the EU} Felimazole Tablets and Vetoryt
Capsules, together with Equipalazone Powder,
Paste and Injection, the market leading equine
Non-Steraidal Anti-Inflammatory Drag (“NSAID7,
are marketed within the EU by vanous partners,
the key temtones being seraced by Janssen,
Intervet and Onon

DVP EU, as outlined in the Financial Review,
grew strongly throughout the year This can be
principally attnbuted to an increase in sales of
Vetoryl Capsules and Fefimazole Tablets wathin
the UK and EU and also the successful launch,
towards the end of the penod, of the genenc
products outlined above Vetory! Capsules
sales have besn enhanced by the production
of an interactive DVD which s utilised as a
technical sales aid

Left prcture, from left Giles Coley Managing Director Mark Salkn Finance Director Chnis Kingdon
Pharmaceutical Sales Director Gwenda Bason Phammaceutscal Marketing Director

DVP USA

Right picture, fron: teft Dr Enn Evans, Manager Technical Services, Mike Eldred, President,
Chris Huettner Customer Service/Office Manager Chip Whitlow, Vice-President Sales and Marketing

The Arnolds business has bean consolidated
within DVP EU, the Vetivex range of products
are now marksted by the pharmacsuticals team
Veivex continues to grow with an increase in
market share of over 6% Two new
presentations, 100m| Sodium Chlonde and
250ml Hartmann's Solution, which were licensed
In the year, have further differentiated our range
from our main competitor UK sales of
Equipalazone, our market leading NSAID, grew
by 12% despite competing with a new entrant
within the sector, however, EU revenues fell
shghtly due to phasing of large EU export orders

Within the year, three vetennary surgeons were
apponted Greg Willams and Alison Roberts
strengthen our techrical support and Dr
Michael Hempnch has taken on the role of
European Account Manager to further develop
our relationship with our EU marketing partners
and to explore other European opportunities
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Pharmaceuticals Division

“We currently have a number of other products
under development and are exploring several
other opportunities to add to the portfolio.”

Above right Domidne a general analgesic 1sed i the treatment of
horses, was launched towards the end of the financial year
Main Pictura. Dales Pharmacauticals is a Medicines and Healthcamn

Regegatory Agency ("MHRAA”) fulty approved phamaceutcal manufacturer
wiih mult-compatance m both scale arnd dase form
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Dechra Veterinary Products USA

This business, emploving five people, was
established in 2005 and 1s located in the
Kansas City animal health corndor, US it has
been significantly strengthened by the
Pharmaderm bcensing deal (see Acquisitions),
whuch prowides a range of seven licensed
vetennary brands This agreement 1S a major
achievement for the Group, 1t provides the
opportunsty 1o Increase sales and to strengthen
our profile and brand awareness within the
American market ahead of the launch of ocur
own developed products

Furthermore, 1t has enabled us to extend the
management team with the appointment of
Manager, Technical Services, Dr Enn Evans,
Chns Huettner, Customer Service/Office
Manager and an expenenced sales
professional, Tammy Rice, who has joined us
from Pharmaderm The management team are
now locking to make further appointments
within the sales department

Dales
Clockwise from top Jleft Mike Anmice, Managing Director

The US market Is very significant to Dechra’s
strategy, being approximately ten times the size
of the UK market We anticipate immediate
growth from the Pharmaderm range of products
and significantly increased pharmaceutical
revenues once Vetory! Capsules, Felimazole
Tablets and Equidone Gel receve approval

Dales

Dales, located in Skipton, Yorkshire, employing
155 people, 1s a fully Medicines and Healthcare
Regulatory Agency (“MHRA") approved
pharmaceutical manufacturer with muiti-
competence In both scale and dose form Dales
manufactures the vast majonty of our own
branded licensed pharmaceutical products,
which are marketed through DVP EU, but also
derves approximately 50% of revenues from
third party toll manufacture, predominantly for
human pharmaceutical companies This is
Dechra’s only significant scurce of revenue not
denved from the vetennary market As major
volume pharmaceutical manufactunng becomes

Steve Dewar Operations Diector, Gareth Davies, Sales & Marketing Director

Kirsty Ireland, Finance Cirector

increasingly dominated by India and China, our
capabilities on muiltiple scale production and
specialsation (1 e controlled drugs) allow us to
mantain and wnte new coniracts

Throughout the year we have again
strengthened the Quality Department with a
target to seek FDA approval for one of our
products within two years Continued focus on
efficiency and quality systems has resufted in a
strong performance for the year This has been
enhanced by full-scale producton of a £1 0
millen per annum contract, which was
announced at the end of the last financial year



Pharmaceuticals Division

13

Deciwa Pharmaceuticals PLC
Annual Report and Accounts 2007

“The US market is very significant to Dechra’s
strategy, being approximately ten times the size
of the UK market.”

Abavs right: Sedatar actweved approval for the UK market towards the
end of the 2007 financial year and was launched n July 2007
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Services Division

Our Seruces Dmsion compnses National
Vetennary Services (“NVS?"), NationWide
Laboratones (“NWL"} and Cambndge Specialist
Laboratory Services (*"CSLS")

NVS

NVS, located in Stoke-on-Trent, England,
employing 460 people, 1s the UK market leader,
as measured in terms of market share, n the
supply and distnbution of vetennary products to
vetannary practices and other approved outlets
NVS competes with two major full ing
competitors on the UK mamnland, Centaur
Sarvices and Dunlops

NVS stocks a range of over 12,000 products
including pharmaceuticals, pet products,
consurmables and accessones NVS has also
developed a range of IT solutions for vetannary
practices which are branded Vetcom® Vetcom's
prncipal objective 1s to collect orders
electronically Approximately 80% of NVS' orders
amve automatically with no human input
required This Is considered to be a major
atvantage to our customers and also contnbutes
to our low cperating costs With over 34,000
rwoiced lines per working day, significantly
increased numbers of people would be required

NVS
Clockwise from top left Marun Riley Managing Director

to handle this business manually NVS distnbutes
1o 1,700 customers daily utiising its own fleet of
vans and HGVs The centralised stock in Stoke-
on-Trent 15 picked and packed throughout the
aftarnoon and evening and then distnbuted
overnight to trunking depots by HGVs on large
tralers Van drivers are then employed locally at
these depots who distnbute the goods to the
customers NVS operates on a Sunday unti
Thursday shift which allows customers to place
crders up untl 7 00 p m Monday to Thursday
and any time over the weskend upto 1000 am
Sunday for a next working day delvery

NVS services both companion animal and
Ivestock practices and agncultural merchants,
with sales being approximately 60% in favour of
companion animal related products As with
other dwisions within Dechra, NVS benefits from
the solid growtity in the vetennary market (see
The Business and tts Markets})

Tony Scott, Operations Director; Caitnna Harnson, Sales & Marketing Dvector;

Coln Higham Buying Director Dan Shipman Finance Director

NVS Network
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“Another very strong performance from NVS,
demonstrated by a retention of our market
share at 44% and a revenue growth rate ahead
of the market.”

Abava right The £700 DOO nvestmeni made last year i automatson and
capacity within the central NVS warehouse s now fuily commissioned and
has mproved productivity and overa¥ operational efficiency

Main pictura. NVS distributes to 1 700 customers daily utieng its own
Nget of vans and HGVS



16 Directors’ Business Review continued

Dechra Pharmaceuticats PLC
Annual Report and Accouns 2007

At the beginning of the year the management
tearmn made a strategic decision to arrest the year-
on-year Increass in discount allowed to
customers and to Increase the focus on the high
levels of customer service, new services and
strong alhances with our customers  This strategy
has proved to be successful with another very
strong performance from NVS, demenstrated by
a retention of our market share at 44% and a
revenue growth rate ahead of the market Two [T
mnovations have performed well throughout the
year, Vpod, launchad in March 2006, now has in
excess of 200 users and VetKiosk, an innovative
marketing and merchandising terminal designed
for practice waiting-rooms, 1s alse being well
received by the profession NVS are marketing
VetKiosk In partnership with the innovators
Onstream As previously reported, the £700,000
nvestment made last year n automation and
capacity within the central warehouse 1s now fulty
commissioned and has improved productvty
and cverall cperational efficiency

Laboratones

Laboratories

NWL operates out of three locations, Poulton-le-
Fylde (Lancashire), Leeds (Yorkshire) and
Swanscombe (Kent), and employs 63 pecple
As first referral vetennary laboratones, they
provide histology, pathology, haematology,
chemistry and microbiology serwces to
vetennary practices Whilst a certan amount of
simple chemistry 1s performed at vetennary
practices, nearly all veterinary practices wili
outsource more advanced analytical tests, often
requnng expert interpretation of results We
consider NWL. to cffer the highest level of
semice within this sector We were the first
vetennary laboratory to gain UKAS (United
Kingdom Accreditation Service) approval NWL
also offers other services such as Alervet®, a
pet and equine allergy testing programme, and
Petscreen, a chematherapy sensitivity test for
small animal tumours

CSLS, located in Sawston (Cambndgesture),
England employs seven people |t operates as a

From feft Tanq Shah Sales and Marketing Manager Dr Peter Graham, Managing
Director Jamie Whitwam Food Microbiology and Business Development Manager

first and second referral laboratory, with a key
area of expertise being endocnnology The
second referral work, 1 8 providing serwices for
NWL and some of NWL's competrtors, 1 mainly
derived from a key area of specialisation in
racho-immuno assays The business also
provides precise assays which support ihe
dosage regimes and patient monitonng of our
key products, Vetoryl Capsules and Fehmazole
Tablets

The acquisition of LVL (see Acquisitions) has
strengthened our service offering and increased
our market share Additionally, LVL has
increased our skill set within the vetennary
laboratory market, particularly in the agncultural
animal sector We are progressing to plan in the
integration of LVL, which has been re-branded
to NWL. The Swanscombe satellte laboratory in
the south of England, which opened at the
beginring of the year, has continued to attract
new accounts
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“We were the first veterinary laboratory to
gain UKAS (United Kingdom Accreditation
Service) approval.”

Main Picture Dunng the year our laboratones busmess expanded s
geographical coverage by openng a satelite laboratory i Swanscombe
Kent and acquinng LVL.
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Key Performance Indicators Review Of Operating

2007 2006 Performance
£'000 £'000 Group Performance
Revenue — pharmaceuticals 26,648 oapsp e 2007 financial year saw encouraging
progress from both of our Dvisions with each
— SErVICEs 234,207 215,556 fueving health e and
— inter-dmsion {7,052) (B.a37)  chieving hedlthy revenue growth
IMProvements i operating margin
4
253,803 28247 Overall, Group revenue grew by 9 2% for the
Operating profit before product and USA development cost 15,692 13,850 year whilst operating profit was up by 12 5%
Product and USA development cost (1,843) (1,63)  1he Group achieved a pre-tax profit of £12 6
milon, an improvement of 14 3% compared to
Operating profit 13,849 12,312 last year
Operating margin The results are reviewed in more dstal ona
— Before product and USA development cost 6 2% 6 0% Dmsional basis below
— After product and USA development cost 55% 53%
Pharmaceuticals Divislon
Cash conversion rate 103% 114%
2007 2006
Geanng ()} (3 5%) {4 7%) £1000 £1000
Return on capiial employed (pre-tax) 37 5% 34 9% Revenue
Revenug per employse 340 336 Own branded
pharmaceuticals 16,699 13,565
Inventory days (i) 42 37
Instruments, consumables,
Recenvables days (i) 40 4 and equipment 3,817 3,878
Financial Ratios Third party contract
Interest cover 11 3 times 97 times manufactunng 6,232 5,809
Effective tax rate 29 9% 31 6% Total revenue 26,648 23052
Dimdend cover 22 times 2 3 times . '
Operating profit 6,081 4,868
i Geanng s calculated by dmding net cash by the sum of Equity Shareholders’ funds and net cash
{i} Inventory days are calculated by deterrnining the number of days® purchases, counting back, included n the Operating margin 22 8% 209%

year end inventory figure

i) Recervables days are calculated by determining the number of days’ revenue (adjusted for value added tax),
counting back included in the year end receivables figure




The Vativex range of products 1s now shown
within own branded pharmaceuticals rather
than instruments, consurnables and equipment
and the comparative figures have been adjusted
accordingty

Revenue from own branded pharmaceuticals
grew strongly at 22 4% compared to last year
The pnncipal drivers of this growth continued
to be our lead products Vetory! Capsules and
Felmazole Tablets Vefory! Capsules achieved
global revenue ¢of £4 5 milllon, a 56 8% Increase
over the £2 9 mdlicn achieved last year Within
this figure, European revenue was £1 5 millon
{2006 £0 2 million), an encouraging
performance in our first full year of marketing
In this terntory

Global revenue from Felimazole Tablets
increased by 39 0% to £3 4 milion (2006 £2 4
million) wath most of this Increase coming from
the UK

With regard to our other key products, global
revenue from Equipalazone, our long
established equine product, fell shightly by 1 3%
to £2 7 milion However, the Vetivex range of
critical care fluids showed growth of 18 8% to
£1 5 milion

On 14 May 2007, the Group acquired the
marketing and distnbution nghts to the
Pharmaderm range of veterinary licensed
products (see Acquisitions) At the time of
acquisition, annualsed revenue was US$7 7

million As this acquisiton happened towards
the end of the financial year, there 1s only a
relatrvely small contnbution within the figures
being reported on The financial year ending
30 June 2008 will see the full benefit

Revenue from instruments, consumables
and equipment fell by ¥ 6% due to
continued competitive pressure and from
“gray market” imports

Revenue from third party contract
manufactunng increased by 7 3% to £6 2
milion with the benefit of the new £1 O millon
contract announced last year starting to be
realised in the second half of the financial year

Product development expenditure charged

to the ncome statement increased by 19 4%
to £1 6 midlion A further £1 7 milhon of
development expenditure was capitalised The
total cash tnvestment in product development
dunng the year was therefore £3 3 million, more
than doubte the £1 6 million invested last year

Operating profit for the Pharmaceuticals Dvision
increased by 24 9% to £6 1 millon This strong
performance reflects a higher proportion of
revenue from own branded pharmaceuticals
and further efficiency iImprovements at our
Dales manufactunng facility
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Services Division
2007 2006
£'000 £'c00
Revenue
Vetennary
wholesaling 229,840 211,759
Laboratones 4,367 3,797
234,207 215,556
Operating profit 9,519 8,681
Operating margin 41% 4 0%

Qur vetennary wholesaling business, NVS, grew
revenue by 8 5% ahead of last year This
compared to market growth as measured by
GfK of 7 8% Growth in operating costs was
contained at a lower level than the growth in
revenue, allowing NVS to mprove operating
profit by 10 0%

There was much activity within our laboratories
business during the year, with the acquisihion of
Leeds Vetennary Laboratones (see Acquisitions)
and the opening of a new laboratory I
Swanscombe, Kent This expanded
gecgraphical coverage was reflected in revenue
growth of 15 0% Although growth in operating
profit was restncted by the set-up costs for the
Swanscombe laboratory, we did achieve an
improverment compared to last year
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Unallocated Central Costs

Central costs for the year increased by £0 5
milion to £1 8 millon This increase was due to
salanes, an increase in the charge relating to
share-based payments and a one-off tax
advisory fee

Return on Capital Employed {“ROCE”")
A key focus of the Group has been to make
efficient use of the capital that we employ We
measure ROCE by dwding operating profit by
average operating assets utlised dunng the
year Operating assets exclude cash and cash
equivalents, borrowings, tax and defarred tax
batances

A further increase in ROCE was achieved this
year with the figure nsing from 34 9% to 37 5%,
reflecting the continued strong trading
performance of the Group

Net Finance Expense

The net finance expense showed a small
reduction from £1 27 million to £1 23 milion
A reduction in average debt levels during the
year was offset by increasing interest rates

The net finance expense was covered 11 3
times by aoperating profit (2006 © 7 times)

Taxation

The effective tax rate this year was 29 9%
compared to 31 6% last year The tax charge
has benefited from research and development
tax cradits and a reduction in the rate at which
deferred tax 1s provided from 30% to 28%, the
changes to tax rates contained in the 2007
Budget hawing been substantively enacted at
30 June 2007

Dunng the year, addional tax credits totalling
£455,000 relating to share-based payments
were recognised directly in equity

Earnings per Share and Dividend
Earnings per share increased by 14 6% from
14 71pto 16 86p

The Board 1s proposing a final dividend of 5 00p
per share which, when added to the interm
dividend of 2 50p per share already paid, gives
a total dvidend for the year of 7 50p, a 20 2%
Increase over the 2006 figure of 6 24p Even
with this substantial ncrease, the total dvdend
1s covered 2 2 times by profit after taxation
(2006 2 3 times) This 1s ahead of our medium
term target cover of 2 0 times There 15
therefore scope, subject to Investment
requirements, to continue to increase the
dmvidend ahead of earnings

Directors’ Business Review continued

Cash Flow

The Group achieved a cash conversion rate
{defined as cash generated from operations as
a percentage of operating profit) of 103 5%
(2006 114%) This was ahead of the target

of 100%

Major cash outflows were on intangible assets
{(ncluding development costs) of £4 & million,
acquisition of subsidianes of £0 7 million, other
capital expenditure of £0 8 millon, ncome taxes
of £2 9 millon, dmdends of £3 6 million and
debt repayments of £3 5 millon

Financial Position at the
end of the Year
2007 2006
£7000 £'000
Non-current assets
Intangible assets 13,089 7,527
Property, plant and
equipment 5,739 5,595
Deferred tax assets —_ 445
18,828 13,567
Working capital 13,264 11,774
Current tax hability (2,464) (2,505)
Deferred tax liabilities (147) —
Net cash 1,027 1,079
Equity shareholders’ fungs 30,508 23,815

The financial position at the end of the year was
strong, with equity shareholders’ funds standing
at £30 5 millon

The major additions to intangible assets were
the Pharmaderm products (£2 6 mullion),
development costs {£1 7 milion) and the
acquisition of Leeds Vetennary Laboratores
Limited (£0 8 million including goodwaill)
Addiions to property, plant and equipment
were £1 1 million

Working capital increased by 12 7% over last
year, slightty ugher than the growth in revenue
The number of days revenue included in
nventory increased from 37 to 42 This was due
to an initial stocking-up order following our
acquisition of the Pharmaderm products and
the bulld up of the Inventory of a key

NVS suppler in anticipation of a pnce nse
Receivable days fell from 41 days to 40 days

Net cash at the balance sheet date was wrtually
unchanged compared to last year's figure As
normal, due 1o the working caprtal cycle of the
Group, there will be a return to a net borrowings
situation at the next reporting date of

31 December 2007

Group Funding

The Group 15 funded by £28 & million of called
up share capital, a £14 2 milion term loan from
Bank of Scotland repayable in instaiments
ending In 2010 and vanous finance lease and
hire purchase contracts

The Group also has avallable a £5 milion
revohang credit faciity comratted until 2010
and a £4 milion overdraft facility renewable
annually to fund the Group's working capital
requirements These are only partially utised at
peak working capital ponts dunng the year

Treasury Policy
The Group's treasury policy 1s set by the Board
and monitored by the Group Finance Director

The Company does not speculate on shoni-
terrn interest rate or exchange rate movements

The Group seeks to hedge for interest rate nsk
hetween 20% and 80% of tts outstanding
borrowings Currently, £4 733 milion of
outstanding loans are subject to a floor and
cailing arangement whereby the effect of
fluctuations in LIBOR rate are imited to
between 4 53% and 5 50%

All finance leases and hire purchase contracts
are at fixed rates

Foreign exchange exposure 1s hedged naturally
as far as possible by matching receipts and
payments in the relevant foreign currency To
this end, the Group maintains Eurc and US
Dollar accounts Unmatched foreign currency
exposure 1s hedged by the Group Finance
Director n accordance with Group policy

No borrowings are denominated in
foreign currencies

Liquidity Management

The Group's cash position 1Is monitored on a
dally basis by the Group Finance Drector As
noted above, the Group has avallable overdraft
and revoiving credit faciliies from Bank of
Scotland for its day-to-day working capital
requirements

Further information on Financial Instruments
15 shown in note 20 to the Consolidated
Financial Statements



Risks and Uncertainties

Like every business, the Group faces nsks and
uncertainties in both 1its day-to-day operations
and the achievement of its long term strategic
cbjectives The Group has well established
procedures for identifying and controlling nsk
Significant nsks and procedures o control them
are reviewed at Divisional Board Meetings on a
monthly basis and by the Main Board on a
quarterly basis

The main potential nsk areas identified by the
Directors are as follows

Regulatory

Like the human pharmaceutical industry, the
vetennary industry 1s tightly regutated Our major
operational sites are required to be licensed
erther by the MHRA or the Home Office, and
our praducts by the Veterinary Medicines
Directorate (*"VMD™) Inspections by these
bodies are carmed out regularly

All of our new pharmaceutical products are
required to be approved for sale by the relevant
Regulatory Authonty n each terntory

The main regulatory nsks faced by the
Group are

Failing to operate our businesses In
accordance with thew licences resulting in
disruption to operations,

Potenual reclassification of major
pharmaceutical products from prescrption
only to a lower category causing loss

of reverue,

Failure to satisfy the regulatory authonties
on new product submissions causing
product launches to be delayed or aborted,

Changes to the law or adverse reactions
causing threat to existing products

Corporate Veterinary Practices

The growth of corparate vetennary practices
has been a feature of the vetennary market over
the last few years Most corporates currently
trade with NVS The nse of corporate practices
provides opportunities and nsks to the Group

The opportunities anse when a corporate group
acquires veternary practices not currently
trading with NVS The nsks anse from the
potential Increased buying power of corporates
causing pressure on gross margin Addionally,
a payment default could cause a matenal
imparment charge
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General Market Conditions

The overall vetennary market has shown robust
growth for many years However, there have in
the past been penods when the market has
suffered a significant slow down This can be
caused by external “shocks” such as BSE or
general economic conditions Qur past
expenence has been that these slowdowns
have been short term in nature However, given
the relatively high operational geanng of NVS, in
particular, any future market slowdown could
have a matenal sffect on short term profitability

Summary of Risks

The Group has ongoing and embedded
procedures in place to control and, as far as
possible, mitigate against the above nsk factors
asised, however, that these
contrel rather than

lan Page
Chiet Executive

D

Group Finance Director

Nt
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From left Simon Evans, lan Page, Ed Torr

Executive Directors

lan Page-

Chief Executive

Aged 46, lan joined the Group's pnncipal trading subsidiary NVS at its
formation in 1989 He was also part of the MBO in 1987 In 1898, he was
appointed Managing Director at NVS He joined the Board n 1997 and
became Group Chief Executive in November 2001 lan has played a key
rofe n the development of the Group s growth strateqy Pnor to jowing the
Company, he gained extensive knowledge and expenence through vanous
positions he held within the pharmaceutical and vetennary arena

Simon Evans BCom, ACA

Group Finance Director

Aged 43, Simon qualfied as a Chartered Accountant in 1988 and spent
seven years at KPMG He joined NVS in 1992 and was appointed Group
Finance Director in 1637 following the MBQ He played a majcr role in the
management buy-out of the Group from Lioyds Chermusts in 1997 and its
subsequent ksting on the London Stock Exchange in 2000

Ed Torr

Develop t Direct

Aged 47, Ed joned NVS as Sales Director in 1997 and he was appointed
Managing Dwector of Arnolds and Dales in 1998 He relinquished this role
In 2003 to focus on his Main Board responsibiliies  specifically the strategic
development of the Group's licensed vetennary pharmaceutical portfeho in
key nternational temtones Pror to joining the Group he worked within the
animal healthcare sector for a number of companies ncluding ICI
Wellcome and Alfa Laval Agn He s currently the Vice-Chawman of NOAH
{National Office of Arimnal Health)

From left Michael Redmond, Malcolm Diamond, Nedl Warner

Non-Executive Directors

Michael Redmond "t

Non-Executive Chalrman

Aged 63 Michael joned the Group as a Non-Executive Director in Apnl
2001, and was apponted Chaimnan in July 2002 He has extensive
pharmaceutcal industry expenence having begun hrs career with Glaxo
and through senior positions with Schenng Plough Corporation In 1991,
he joned Fisons plc and in 1993 was apponted 1o the Board as Managing
Director of the Grouwp s Pharmaceuticals Division Michael left Fisons in
1995 following s takeover by RPR He also recently retred as Executive
Charman of Synexus Clincal Research PLC Michael 1s Chaman of the
Nomination Committes

Malcolm Diamond MBE “t»

Senior Non-Executive Director

Aged 58, Malcolm joined the Board in August 2000 and 15 also Charrman
of the Rernuneration Committee He s a Non-Executve Director at the
Unicorn AIM VCT 11 Investment Fund and a Senior Non-Executive
Director at Centunon Electronics Group plc His other diractorships include
Chairman at CWO Lirnited and My Marketing Limited In addition, Malcolm
advises a number of private businesses on ther strategic planning,
management development programmes and marketing inmiatives Malcotrm
was previously Chief Executive at Tnfast pic a role he held for 18 years

Neil Warner BA FCA, MCT =

Non-Executive Director

Aged 54, Neil joined the Board (n May 2003 He s Finance Director at
Chlonde Group PLC, a position he has held since 1997 Prior to this, he
spent six years at Exab PLC (formerly Ocean Group PLC and acquired by
Deutsche Post in December 2005) where he held a number of senior posts
in financial planning, treasury and control He has alse held semior postions
n Balfour Beatty PLC (formerty BICC Group plc), Alcoa and
PncewaternouseCoopers Netl 1s Charman of the Audit Committee

* Member of the Audit Committee
1 Member of the Remuneraton Commuttee
+ Member of the Nomination Committee
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Senior Management

Martin Riley

Managing Director, National Veterinary Services

Aged 43, Martin was appainted Managing Director of Nationat Vetennary
Services in 2005 A graduate of the Welsh Agncultural College in
Aberystwyth, Martin has extensive knowdedge of the animal heafthcare and
vetennary sectors Before joining the Group, he prewiousty held several
senior positions over an 18 year penod with the pharmaceutical
manufacturer Menal Arimal Health

Mike Eldred BA, MBA

President, US Operations, Dechra Veterinary Products

Aged 37, Mike was appainted in Novermnber 2004 to head up the Group's sales
and marksting dmve n the United States He has over 12 years' professiond
expenence in the US arimal health sector, hanang held semior postions in
business development, sales and operabons at Virbac Comporation, and
international marketing and operatonal positons at Fort Dodge Arvmial Health
Mike began s career with Sanofi Arwmal Health where he managed the
pharmaceutical and brological production planning actvities

Giles Coley BSc

Managing Director, Arnolds Veterinary Products

and Dechra Vetennary Products UK

Aged 45, Giles joined Amolds n 1999 as Sales & Marketng Manager He 100k
over the role of Managing Dwector from Ed Tor n October 2003 Pror to ths,
Giles spent 14 yegars with Genus (formery MMB) n vanous management roles
in agncuttural business consuitancy He holds a BSc in Agneuttural Technology
ganed at Harper Adams Unrversaty and 15 one of the industry representatves on
the NOAH (National Office of Anamal Health) Vetennary Code of Practice

Mike Annice BSc {Hons), MRPharmS

Managing Director, Dales Pharmaceuticals

Aged 47, Mike graduated from The School of Pharmacy at Aston University
In 1980 Pnor to joining Dales in 1990 as Site Manager, he worked within
the Hospital Pharmacy Servce, Glaxo and SSS Intermational {formerty
Cupal Pharmaceuticals) He was appanted Techmcal Director at the tme
of the Group's MBO Mike was appointed Managing Director at Dales in
March 2002
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Dr Peter Graham BVMS, PhD, CerntVR, DipECVCE, MRCVS
Managing Director of NationWide Laboratories

and Cambridge Specialist Laboratory Services

Aged 39, Peter was apponted Managing Drector of NationWide Laboratones
and Carmbndge Specidist Laboratory Sersces in 2003 Peter graduated from
the University of Glasgow Vet School m 1989 where he remained as Small
Arenal House Physician and Research Scholar untl 1985 Dunng this penod
he was awarded the RCVS Certfficate n Vetennary Radiology and a PhD on
the Eprdermiciogy and Managerment of Canine Diabetes Mefitus He
contnbuted to the wita commeraiaisation of ilochemstry and endocnnclogy
lab services at the Unversity of Glasgow Between 1995 and 2002 Peter was
Assistant Professor at the workd's largest speciaist vetennary endocnnology
laboratory in Michigan State University USA, leadding it as Section Chief from
2000 He was awarded Dipiomate of the European College of Velennary
Clirical Pathologsts in 2002

Dr Susan Longhofer DVM, MS, DIpACVIM

Product Development and Regulatory Affairs Director

Aged 48, Susan joined the Group in June 2005 She has 18 years’ industry
expenence y development and worldwide registration of animal health
pharmaceuticals having worked for muttinational comporations Including
Virbac Corporation Heska Corporation and Merck Research Laboratones
Her vetennary degree 1s from Texas ASM University and her MS 1s from the
University of Wisconsin, Madison She was awarded Diplomate status in the
Amencan College of Vetennary Intemal Medicne in 1982 She has a number
of Acaderme and Professicnal Hormours induding membership on the Board
of Dwectors of the Amencan Heartworm Society and the Executrve Gounail of
the Amencan Academy of Vetennary Pharmacology and Therapeutics

Company Secretary

Zoe Bamford LLB (Hons)

Company Secretary and Solicitor

Aged 33 Zoe was apponted as Company Secretary in July 2007 She
quatfied as a solicitor in April 2000 Prior to joining Dechra she worked at
Eversheds LLP and Brammer plc
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The Directors present therr Annual Report and Audited Financial Statements for the year ended 30 Jung 2007

Principal Activity
The Group manufactures and sells pharmaceuticals and also markeis and sells vetennary equipment and related services including computer systems,
predominantly to the UK vetennary market, but also to overseas markets The Company acts as a holding company to all Group substdianes

Share Capital
Details of the changes in share captal are shown in note 21 to the financial statements

Results and Dividends

The resuits for the year and financial postion at 30 June 2007 are shown in the consolidated income statement on page 38 and balance sheet on page 39 The Directors
recommend the payment of a final dvdend of 5p per share which, if approved by shareholders, wili be paxd on 23 November 2007 to shareholders registered at 26 October
2007 An intenm dwdend of 2 5p per share was pad on 10 Apnl 2007, making a total dwdend for the year of 7 5p (2006 6 24p) The total dvdend payment s £3.957,.000
{2006 £3 231,000)

Business Review and Future Developments
A review of the Group's actmties dunng the year and likely future developments are dealt with in the Chairman's Statement on page 4 and the Directors’ Business
Rewew on pages 6 to 21

Directors
The Directors who held office throughout the year were as follows

M Redmond (Chairman}
1D Page

SD Evans

ETW Torr

MM Diamond

N W Wamer

The interests of the Directors in the share capital of the Company are shown in the Remuneration Report on pages 30 to 33 Dunng the year no Director had a
disclosable matenal interest in any contract or arrangement with the Company or any of its subsidianes

The Comparny's Articles of Association require ene-third of the Company’s Birectors to retire by rotation at the Annual General Meeting and also if they have held
office for more than thily-six months since appointed or last elected ETW Tor and M Redmond retire by rotaton and, being ehigible, offer themsebves for re-
elechion Biographical details of the Directors can be found on page 22 of this report and accounts

Political and Charitable Contributions
Chartable donations made dunng the year amounted to £750 (2006 Ni) No poltical donations were made dunng the year (2006 N

Research and Development

The Group has a structured research and development programme with the aim of identifying and banging to market new pharmaceutical products Investment in
research and development 1s seen as key 1o further strengthen the Group's competitive position The expense on this actmty for the year ended 30 June 2007 was
£1,645,000 (2006 £1,378,000) and a further £1,680,000 less £52,000 amortisation (2006 £195,000 less £60,000 amorhisation) was capitabsed as development
costs

Employees

The Group has a policy of offenng equal opportunities to employees at all levels in respect of conditions of work Throughout the Group # 15 the intention of the
Dwectors 1o provde possible employment oppontunities and training for disabled people and employees who become disabled, having due regard to aplitude and
abilies Further details can be found in the Sccal, Ethicat and Ervionmental Responsibdities Statement on page 34

Acquisitions
On 26 Apnl 2007, the Group acquired Leeds Vetennary Laboratones Limited, thereby extending the Group's laboratory business

On 14 May 2007 the Group secured a long-term trademark bicense and supply agreement with Pharmaderm Animal Health The agreement provides the Group
with exciusive marketing and distnbution nghts for a range of vetennary licensed products and the opportunity 1o develop new vetennary icences for both North
Amenca and Europe

Suppliers

The Comparny does not follow any code of practice or standard regarding ithe payment of suppliers but seeks o agree the terms of payment with suppliers pnor to
the placing of business and it 15 the Company’s pobicy to settle kabikties by the due date At 30 June 2007 the Group had an average of 74 days (2006 77 days)
purchases outstanding in creditors The Company had an average of Nil days (2006 Nil days) purchases outstanding in creditors
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Substantial Shareholdings
As at 21 August 2007 the Company had been notfied of the following interests amounting to more than 3% of the 1ssued share capial of the Company

No of Shares % of Shares Held
Schroder Investment Management 5,858 813 1299
Insight Investment Management 4,551,314 862
Legal & General Investment Management 3,849,888 729
Rathbone Linit Trust Management 3 378,620 640
Barclays Global Investors 3,840,488 727
Newton Investment Management 2,295,450 434
Invesco Asset Management 2150942 407
Credit Suisse Asset Management 1,757,350 333
OuIM Lid 1,792,773 339

Audit Information

The Drectors who held office at the date of the approval of this Directors’ Report confirm that, so far as they are each aware, there 1s no relevant audit information
of which the Company s auditors are unaware, and each Director has taken all the steps that he ought 1o have undertaken as a Director to make himself aware of
any relevant audit nformation and to estatiish that the Company's auditors are aware of that information

Auditors
A resolution to reappoint KPMG Audtt Pl as auditors 1s to be proposed at the forthcoming Annual General Meeting

Statement of Directors’ Responsibilities in respect of the Annual Report and the Financial Statements
The statement of Directors Responsibilities in respect of the Annual Report and the Financial Statements can be found on page 35

Directors’ and Officers’ Liability

The Company maintains an appropriate level of Directors’ and Officers’ insurance whereby Directors are Indemnified against habimies 10 third parties to the exten
permitted by the Companies Act The Directors also benefted from qualifying third party mdemnity provisions in place duning the financial year and at the date of
this report

Annual General Meeting

The 2007 Annual General Megting of the Company will be held at 10 00 am on 17 October 2007 In accordance with the Combined Code the notice of the meeting
together with the Annual Report and financial staterents are posted to shareholders at least 20 working days before the Annual General Meetng The package sent
to shareholders includes a summary of the business 10 be covered at the Annual General Meeting, where a separate resolution 18 prepared for each substantve
matter Where a vote 1s taken on a show of hands, the level of proxies receved for and against the resolution and any abstentions are disclosed at the meeting and
made avalable as soon as reasonably practicable after the meeting on the Company website at www dechra com

In addrtion to the adoption of the 2006/2007 report and accounts, resolutions dealing with the re-election of Directors and the resolution dealing with the approval
of the Directors’ Remuneration Report, there are five other matters which will be considered at the Annual General Meeting These relate to the reappointment of
KPMG Audit Pic as audrtors, declaration of the final dividend, the ability for the Directors 1o unconditionally allot shares up 1o one-third of the Company's issued
share capital plus share option schemes, the disapplication of pre-exemption nghts in relation to the previous resolution and 1o empower the Company to buy back
up to 5% of its 1ssued share capial

By order of the Board

D Eon v o

Zoe Bamford

Company Secretary

Dechra Pharmaceuticals PLC
4 September 2007
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The Board recognises its accountability to shareholders and 1s committed to maintaining high standards of corporate governance In the opinion of the Directors,
the Company has comphed throughout the penod under review with Section 1 of the July 2003 FRC Combined Code on Corporate Governance {the Combined
Code) in all aspects apart from

M Redmond's membership of the Remuneration and Audit Committees dunng the year

However, M Redmond's membership of the Remuneration Committee would not be deemed a breach of the updated version of the Combined Code 1ssued in
June 2006 which apples to reporting years beginning on or after 1 November 2006 which the Company has voluntanty complied with throughout the vear

The Board considers that M Redmond should continue his membership of the Audit Commiitee as he has wide expenence and knowledge gained through his
directorships with other companies

Application of the principles of the Combined Code
Section 1 of the Combined Code sets out the main and supporting pnnciples of good governance for companies The following report details how the Gompany
has applied the prnciples of Section 1 of the Combined Code to its actvities

DIRECTORS

The Board
The Board Is scheduled to meet eleven times per annum with additional meetings called if necessary including two meetings where the full year and half year
results are dealt with

There 15 a formal schedule of matters reserved to the Board These include the approval of corporate policies strategy, plans and budgets, acquistions and
disposals of companies or businesses, major Investment and financial decisions and major managernent or organisational changes

At all Board meetings an agenda 15 established reflecting the Directors' responsibiliies This cormpnses reports from the Chief Executive, Finance Director
Development Director and Operating Company Directors, reports on the performance of the business, major items of strategic planning, nvestments and
significant policy issues The Board considers at least annually the strategre plans of the Group and ndwidual businesses Penodically the Directors recene
presentations from management concerning key areas of the Group's operations

The Board has formally delegated specific responsibilities to Board Committees, including the Audt, Remuneration and Normination Cormrmittees  The Board will
also appoint committees to approve specific processes as deermed necessary

Attendance at meetings during the year to 30 June 2007 was as follows

Board Audit  Remuneration Nomination
Name {11 meetings) (3 meetings) (3 meetings) (1 meeting)
Michael Redmond 11 3 3 1
Malcalm Ciamond 1 3 3 1
Neil Warner 10 3 3 1
lan Page 1 n/a na 1
Simon Evans 11 n‘a n/a n/a
£d Torr 11 n/a n/a n/a

Note n/a denotes that the Director 1s not a member of this committee, but may attend by invitation of the committee

The Charman regularty holds meetings with the Non-Executve Directors without the Executve Directors baing present Led by the Senior Independent Director,
1he Non-Executive Directors meet without the Chairman present, at least annually, 10 appraise the Chairman’s performance

Should Directors have any concerns which cannot be resolved about the running of the Company or a proposed action, they have the nght to ensure this I1s

recorded N the minutes Further, on resignation, should a Non-Executive Director have any concerns, the Chairman would invite him to provide a writien statement

for circulation to the Board
The Company mamntains an appropnate level of Directors' and Officers' msurance in respeci of legal action against directors

Chairman and Chief Executive

There 1s a clear dwvision of responsibities between the Chawrnan and Chief Executive The Charman is responsible for the leadership and effective working of the
Board and to ensure that each Direglor, in particular the Non-Executive Directors, are able to make an effective contnbution to the Board The Chief Executive is
responsible for the management of the Company, implementing policies and strategies determined by the Board The Board have approved written terms of
reference for the Charman and the Chief Executive

Board Balance and Independence

The Board consists of the Non-Executive Charman, two other Non-Executive Directors and three Executive Directors (including the Ghuef Executive) The Board
considers /15 of sufficient size for the discharge of its duties and that the balance of skills and expertise 15 appropnate for the requirements of the business The
details of the Board of Direclors are shown on page 22 and in the Directors' Report on page 24

The Board considers M M Diamond to be the Senior Independent Director and he 1s avallable to shareholders if they have concemns which contact through the
normal channels have faled to resobve or for which such contact 15 inappropnate

The Board considers that all the Non-Executive Directors are independent of management and free of any business or other relationship which could matenally
interfere with or compromise the exercise of ther independent judgement

Appointments to the Board
The Nomination Committee compnses M Redmond (Chairman), M M Diamond, N'W Warner and | D Page The Chaiman will not charr the Committee meeting
when it 15 dealing with the appointment of a successor to the Chairman
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The Nommation Commuitiee normally meets once a year and leads the process for Board appontments and making such recommendations io the Board The
terms of reference of the Normmation Committee are avatable on the Company website at www dechra com

The terms of reference set cut the Nomination Committee’s role and the authonty delegated to it by the Board They include the following responsibilities

To oversee the plans for management succession,

To recommend appomntments 1o the Board,

To evaluate the effectveness of the Non-Executive Directors,

To consider the structure, size and composition of the Board generally

There have been no appointments to the Board dunng the year 1o 30 June 2007

Information and Professional Development
Al newty appomntad Directors recenve an nduction programme to the Comparny inCluding corporate governance traning and background to the Company All
Directors are encouraged to keep up to date on all matters relevant to the Group and attend bnefings and seminars as appropnate

Each Director 1s entitied on request to receive information to enable him to make informed judgements and adequately discharge his duties In addition, all
Drrectors have access (o the adwice and services of the Company Secretary and senor managers generally and may take independent professional advice at the
Company s expense in connection with ther dutes The Company Secretary 1s responsible to the Board for ensunng that Board procedures are followed and that
apphcable rules and regulahons are complied with Both the appointment and removal of the Company Secretary 15 a matter for the Board as a whole

Performance Evaluation

The Board has developed a formal process of reviewing its own effectiveness and the effectveness of the Board Committees This 1s based on a combination of
written reviews by indmdual Directors, discussion with the Chaimnan and review by ihe Board as a whole As part of this process the Board considers the
performance of ndmdual Directors This process has been undertaken dunng the year R

Re-election

On appointment, the Directors are required 1o seek election at the first Annual General Meeting following appointment One-third of the Board are required to retire
from office by rotation at the Annual General Meeting subject ta all Directors having submitted themselves for re-glection every three years At the forthcoming
Annual General Meeting E TW Tor and M Redmond retire by rotation in accordance with the Articles of Association The Board strongly supports their re-election
M Redmond has served on the Board for more than six years and in kine with the Combxned Code the Normination Committes has ngorously reviewed his
appomment The Board considers that he remans independent and that he continues to fulfil his role to the mghest standard, providing appropnate support and
direction to the Company and its Executves

REMUNERATION

Details of Dwectors’ remuneration are set out I the Directors’ Remuneration Report at pages 30 to 33 This detads the Company’s complance with the Comtined
Code’s requirement with regard to remuneration matters The terms of reference of the Remuneraton Committee are avalable on the Company website at

www dechra com

ACCOUNTABILITY AND AUDIT

Financial Reporting
The Board seeks to present a balanced and understandable assessment of the Group's position and prospects, through the Chairman s Statement, the Directors’
Business Remiew and the Directors’ Report

Internal Control

The Drectors are responsible for rmantainng the Group's systern of internal control, and for reviewing s effectiveness The system of internal control ams to
safeguard the Company's assets, ensure that proper accounting records are maintained, ensure compliance with statutory and regulatory requirements and ensure
the effectveness and efficiency of operations Including the assessment and management of nsk The system of internal control 18 designed to manage rather than
ehminate nsk of falure to achieve business objectives and can only provide reasonable and not absolute assurance, particutarty aganst matenal misstatement

or koss

The Group has a well-established, ongoing and embedded framewaork of internal financial and operational contret for dentifying, evaluating and managing the nsks
taced by the Group This framework has been in place throughout the year under review and has continued up to the date of approval of the Annual Report

In compiying with the internal control requirements of the Combined Code, the Directors have taken guidance from the Instiute of Chartered Accountants in
England and Wales publication *Internal Control Guidance for Directors on the Combined Code™ (the Tumbull Gudance} As a result, the Board prepares and
updates a quarterly thorough review of relevant nsk areas and systems of internal control The review 1S structured by business area and key nsk strategy and is
based upon a summary of information prepared and reviewed by dmvisional management on an ongoing basis The current review was prepared to 30 June 2007

The Group’s key systems of control include

Business Plans

Business plans provide a framework from which annual budgets and forecasts are agreed with each business unit, including financial and strategic targets against
which business performance 15 monitored The plans are reviewed by executve management, and then by the Board for ultimate approval Actual performance
dunng the year s monitored monihly against budget, forecast and previous year Full year forecasts are updated at regular intervals dunng the year based on
trended histoncal data and realistic forecasts

Investment Approval

The Group has clear requirements for the approval and control of expenditure Strategic investment decisions invohang both capital and revenue expenditure are
subject to formal detailed apprasal and review acconding to approval levels set by the Board Operating expenditure 1s controlled within each business with
approval levels for such expenditure deterrmined by the indmdual businesses
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Management Structure
Executive management are responsibie for the identification, evaluation and management of the significant nsks apphcable to ther business areas The nsks are
assessed on a penodic basis and may be associated with a vanety of internal and external sources

The Company and is business units operate control procedures designed to ensure complete and accurate accounting of financial transactions and to imit the
loss of assets due to fraud Measures taken nclude physical controls, segregation of dutes in key areas, and internal reviews and checks

Key functions such as {ax, treasury nsurance, legal and personnel are controlied centrally

Audit Committee and Auditors
Information relating to the Audit Commuttee is set out in the Audit Committee Report on page 29 This detaills the Company's comphance with the Combned
Code’s requiremnents 1in respect of audit matters The terms of reference of the Audit Commuttee are avalable on the Company website at www dechra com

Responsibility for monitonng the Group's system of internal conirol rests with the Board It 1s assisted by the Audit Committee, which reviews the intenm and annual
reports provded to shareholders, the audit process and the systems of internal control and nsk management, the latter by way of consideration of the Board's
updated progress report and action plan regarding internal controls

Whilst the Board recognises this does not constiiute an internal audd function, t believes that due to the sze of the Group this review prowides sufficient comfort as
to the controls in place The Audit Committee reviews the requirement for an internal audit function annually

The Board has reviawed the effectiveness of the Group's internat control systems for the pencd from 1 July 2006 to the date of approval of the financial statements
which has included quarterly business nsk reviews and quarterly internal control reporting

The Board reviews the operation and effectiveness of ts control assessment on a regular basis

The external audrtors are engaged to express an opinion of the Company's Annual Report and Accounts They independently and objectively review management’s
reporting of the Group's consolidated results and financial position In addition they review the systems of internal control and the data contained in the Annual
Report and Accounts to the level necessary tor expressing therr audit spirion

RELATIONS WITH SHAREHOLDERS

Dlalogue with institutional sharcholders

Relationships with shareholders recerve high pnonty and a rolling programme of meetings between institutional shareholders and Executive Directors 1s held
throughout the year These meetings are in addition to the annual and intenm results presentations and the Annual General Meeting and seek to foster mutual
understanding of the Company’s and sharehokders’ objectives M Redmond (Charman} attended a number of the annual results presentations Such meetings are
conducted so as 10 ensurg protection of share pnce sensitive Information that has not already been made generally available to the Company's shareholders
Similar gudelines also apply to communications between the Company and parties such as financial analysts, brokers and the press The Company also organises
site visits on a penpdic basis

Constructive use of the Annual General Meeting
All members of the Board usually attend the Annual General Meeting The Chatmen of the Audit Commitiee, Remuneration Committee and Nomination Committee
will normally be avalable 10 answer shareholders’ questions at that meeting

Notice of the meeting, together with the Annual Report and financial statements 1s posted to shareholders not less than 20 working days prior to the date of the
Annual General Meeting The mnformation sent to sharehotders includes a summary of the business to be covered at the Annual General Meeting, where a separate
resolution 1s prepared for each substantive matter When a vota 1s taken on a show of hands, the level of proxies recenved for and against the resolution and any
abstentions are disclosed at the meeting and will be made available as soon as practicable after the meeting on the Company website at www dechra com

At the Annual General Meeting there s an opportunity, following the formal business, for Informal commumications between investors and Directors

Going Concern

After consideration of budgets and other financa! mformation, the Directors are satisfied that the Group 15 10 a sound financial posiion with adequate resources 10
continue n operation for the foreseeable future For this reason, the Group's financial statements have been prepared on the basis that the Group 1S a going
concern
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Membership
The members of the Audit Commuttee (the Comimittee) are curmrently

N W Warner (Chairman of the Committeg}
M Redmond (Chairman of the Company)
MM Diamond (Sentor Independent Director)

The Board considers that N W Warner has recent and relevant financiat expenence ganed through his position as Finznce Director of Chlonde Group PLC
Aftendance at the meetings by the Committee members 15 detaited within the Corporate Governance report on page 26

Responsibilities
The main role and responsibiliies of the Committee are set out n the witten terms of reference which are available on the Company website at www dechra com
The main responsibiities are

To monitor the integnty of the financial statements of the Company reviewing the Annual and Intenm Reports in detail to ensure they present a balanced
assessment of the Company’s position and prospects which 1s understandable to shareholders and potential investors

To review the effectveness of the Company's internal controls and nsk management systems as descnbed on pages 27 and 28 and, in conunction with the
auditors, consider the accounting policies adopted by the Company,

To review the Company's whistle-blowing arangements,

To aversee the relationship with the external auditors The Committee makes recommendations to the Board on the appomntment of the external auditors,
approves their remuneration, monitors their independence and objectvity and monttors the effectiveness of the audit process and sets the policy for
non-audt work

To make recommendations to the Board on the requirement for an internal audit function

The Committee montors and reviews the effectiveness of internal control actvities  Grven the systems of internal control discussed on pages 27 and 28, and due
to the present size of the Group the Committee currently beleves that an internal audit function s not required

Meetings
The Committee met three times during the year July, August and February At the meeting in July the Committee considered the approach and overall scope of the
audit to be commenced in respect of the 2006 year end

A further Commitiee meeting was held in August which was pnmanly concemned with the draft financial statements, however, the Commatee also considered,
amoengst other matters, the draft preliminary statement, a review of internal controls and auditor effectveness

At the meeting In February, in addition to routine matters the Committee also considered the intenm results and draft intenm announcement

The external audiors attend meetings of the Committee other than when their appointment or performance 1s being reviewed The Chief Executive Group Finance
Director and other senior finance staff attend as appropnate

The performance, cost and independence of the external auditors 1s reviewed annually by the Commitiee, together with a review of the level of service provided by
the external auditors to the Group

The Committee has discussions at least once a year with the auditors without the management being present

The scope of the year's audit 1s discussed N advance by the Committee and audit fees are reviewed and approved by the Commutiee Professional rules require
rotation of the Group Audd Engagement Director every five years and this took place dunng the 2006 financial year

The annual appointment of the auditors by our shareholders at the Annual Generat Meeting 1$ a fundamental safeguard but, beyond this, controls are in place to
ensure that additional work performed by the audttors 1s appropnate and subject 10 proper review as discussed below

Auditor Independence

With respect to non-audt assignments undertaken by the external auditors, the Company has developed a policy 1o ensure that the prowision of such services
does not imparr therr mdependence or objectvity When considenng the use of external auditors to undertake non-audit work, the Chief Executive and Group
Finance Director do at all trmes give consideration to the provisions of the Smith Report with regard to the preservation of iIndependence

The Chief Executive and the Group Finance Director have authonty to commission the external audiors to undertake non-audit work where there 1s a specific
project with a cost not exceeding £25,000 and total non-audit fees in any year do not exceed £80,000 This work has to be reported to the Commitiee at the
meseting where the Annual Report 1s considered  If the cost 1s expected to exceed the estabhshed levels then the prior approval of the Committee 1s required before
the work 1s commusstoned In all cases, other potential providers are adequately considered

The external audtors annually confirm therr policies on ensunng audit independence and provide the Committee with a report on their own audit qualty
procedures

Effectiveness Review
Dunng the year, the Committee reviewed 1ts own effectiveness through a process led by the Committee Chamnan The results of the review were adwvised 1o the
Committee and the Board

Based on the Committee’s review of the performance of the external auditors and on the planning and execution of the annual audrt the Committee has
recommended to the Board that a resolution to reappoint KPMG Audit Ple be proposed at the forthcoming Annual General Meeting

W MOJM_J

Neil Warner
Chairman — Audit Commuttee
4 September 2007
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The Directors’ Remuneration Report 1s presented in accordance with the relevant provisions of the Combined Code and the Directors’ Remuneration Report
Regulatons 2002 (the Regulations} The Regulations require the Company's audrtors to report on certain "audrtable” information required to be included in the
Directors’ Remuneration Report The audited information has therefore been separately ighlighted

The Board 1s responsible for the Group’s remuneration policy and setting Non-Executve fees, although the task of determining and monitonng the remuneration
packages of Executve Directors has been delegated to the Remuneration Comimitiee

Remuneration Committee {the Committee)

The Commitee 1s responsible for ensunng that the remuneration packages proviled to Executive Directors are appropnate to indnadual levels of expenence
responsibdity and performance, are consisieni with the Company's remuneration policy and are in ine with the pnnciples of good corporate govemance The
Committee considers remuneration packages payable 1o Executives at comparable companies when setting the remuneration of Executve Directors and also
considers pay structures around the Group

The Committee compnses solely Non-Executive Directors MM Diamond, M Redmond and N W Warner The Committee meetings are chaired by M M Diamond
and met three times dunng the year The Chief Executive attended all of these meetings in order to assist on matters concerming remuneration of other senior
executives within the Group The Chief Executive was not present dunng the part of the meetings where his own remuneration was discussed

The attendance record of the members 1s shown on page 26

Dunng the year, the Commitiee recened adwice from New Bndge Street Consutants LLP on executive remuneration, pensions and other benefits

Remuneration Policy
The Company’s pohcy on Directors’ remuneration for the fortheoming yeaar s that its remuneration packages should be capable of atiracting, rewarding and
retaining Executive Directors whilst being arrved at responsibly and fairty when compared with simiar organisations

The remuneration packages of Executive Directors are structured to include a performance related elernent linked to corporate and indmdual objectives Both the
Executve Incentive Plan and the Executive Bonus Scheme are performance related Bonuses are non-pensionable

Remuneration for Non-Executive Directors 1s hmrited to salary only with no performance related element
The Company's policy on the remuneration of all Directors is reviewed annually

Once remuneration has been approved by the Board, the Charman of the Committee, where considered appropnate, will consult the Company’s principal
shareholders regarding remuneration issues This Remuneration Report 1s included in the Annual General Meeting agenda tor shareholder approval

Components of the Remuneration Package

Basic Salary

The basic salary of each Executive Drrector s reviewed annuslly and 1s determined taking into account the responsibiiies and performance of the indmdual
together with independently furnished information on rates for similar posttions in comparable industry sectors Details of salanes bonuses and benefits pad 10
Executive Directors dunng the year ended 30 June 2007 are included in the table headed "Surmmary of Remuneration” shown on page 32 The current basic
annual salanes of the Executive Directors with effect from 1 July 2007 are 1B Page £300,000, S D Evans £175,000 ETW Torr £160,000

Benefits In kind
Executrve Directors recenve other benefits, iIncluding the use of a fully expensed car, medical cover and life nsurance This prowides an overall package that 15
competitive with similar companies

Pensions
The Company operates a Group Stakeholder personal pension scheme which has been effective since 1 July 2005 The previous penston scheme was closed on
25 July 2006 all contnbutions having been transferred to an 832a contract

Share Option Schemes

The Comparwy operates the Approved Share Option Scheme, the Unapproved Share Option Scheme together with a savings related share opbon scheme (SAYE
Scheme} Executrve Directors are entitled to parbicipate in the SAYE Scheme and the Executive Incentve Plan discussed below However, Executive Directors are not
entitled to participate in ether the Approved Share Option Scheme or the Unapproved Share Option Schemne The table on page 33 provides an analysis of
outstancing Directors SAYE Share Options

Executive Incentive Pian
Following its approval by shareholders at the Annual General Meeting on 23 October 2003, the Company operates the Executive Incentve Plan for Executive
Dwectors and other key employees

The Executive Incentive Plan ams to provide a clear nk between the remuneration of Executve Directors and the creation of value for shareholders by rewarding Executve
Directors for the Company's performance in terms of Total Shareholder Return (TSR

Under this plan, the Committee makes awards to Senior Executives of shares in the Company, with vesting to mdmduals being subject 1o the achievernent of
performance targets The target 15 based on TSR over a three year measurement penod (commencing at the beginning of the financial year in which the awards are
made) expressed as an annual percentage retumn over that penod The TSR s calculated and compared to the TSRs of all eiher companies in the FTSE Small Cap
Index for the entre measurement penoad If the Company 1s ranked i the 1op quartie of the Iist of TSRs achieved by the companies in the FTSE Smalt Cap Index over
the measurement penod all of the shares over which an awand had been made will vest

1 the TSR of the Company s ranked in the second quartile then the number of shares which will vest 15 determined by reference to a straght-ine graph which ensures
that 30% of the shares over which the award has been made will vest on the achievernent of a TSR that places the Company at the bottom of the second quartile and
all of the shares will vest on an achievermnent of a TSR that places the Company at the top of the second quartile

Ii the TSR of the Company 1s ranked in the third or fourth quartite then none of the shares over which an award had been made will vest and the relevant partcipant
will not be entitled 10 any of the shares
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In addition to the TSR performance target no award will vest unless, in the opirwon of the Committee the undertang financial performance of the Company has
been satisfactory over the measurement penod

It awards granted under the Executive Incentve Plan were made dunng the year ended 30 June 2004, the msasurement penod for these awards commenced on
1 July 2003 and ended on 30 June 2006 In accordance with the rules of the Executive Incentive Plan, awards granted since the initial award are kmited to 50% of
bask salary The measurement penod for the grants made dunng this financal vear commenced on 1 July 2006 and ends on 30 June 2009

Dunng the year the intial awards vested Caleulation of the performance target confimned that the Company’s TSR performance for the three year penod to 30 June
2006 was in the top quartie of the FTSE small cap comparator group of cormpanies The full award was therefore exercisable in accordance with the niles of the
Executve Incentive Plan

The table on page 33 provides an analysis of the Executive Ingentve Plan

Executive Bonus Scheme

The Executve Bonus Scheme rewards Executive Diractors for achreving operating efficiencies and profitable growth n the relevant year by reference 1o challenging, but
achievable operational performance targets denved at the beginning of the financial year The bonus s calcuated on formuize, which are deterrmned each vear by the
Remuneration Committee

Executive bonuses for the year ended 30 June 2007 were calculated as follows
33% of salary payable upon the achievement of 100% of profit target,
50% of salary payable upon the achieverment of 105% of profit target
The bonus to be pro-rated on achieverment between 100% and 105% of profit target
Executive bonuses for the year ending 30 June 2008 are to be calculated as follows
10% of salary payable upon the achievernent of 95% of profit target,
50% of salary payable upon the achievement of 105% of profit target
The bonus to be pro-rated on achievement betwean 95% and 105% of profit target

In respect of both 2007 and 2008, an additional 10% of salary is alse payable to Executive Directors upon the achievement of personal objectives The personal
objectives of the Chiet Executrve were set by the Chairman, and those of the other Executive Directors were set by the Chief Executive These additional bonuses
are payable at the sole discretion of the Committee

The amount of bonuses payable to Executve Directors in respect of the vear ended 30 June 2007 can be found on page 32 under “Summary of Remuneration”

Contracts of Service
Each Executrve Director has a service contract with the Company which contains detalls regarding remuneration, restnctions and disciphnary matters

Executive Directors are appointed on contracts terminable by the Company on not more than 12 months' notice and by the Director on 6 months' notice

Non-Executive Directors have a service contract for an intial 12 month pencd which 1s thereafter terminated by erther party gmng 12 months’ notice Participation
in share option schemes, bonus schemes or entitliement to a pension 15 not allowed under the serice contract

Details of Directors’ service contracts and nelice penods are set out below

Notice Penod
Name Commencement Direxctor Company
M Redmond 25 April 2001 12 months 12 months
1D Page 23 August 2000 6 months 12 months
5D Evans 23 August 2000 6 months 12 months
ETW Torr 23 August 2000 6 months 12 months
MM Damond 23 August 2000 12 months 12 months
NW Warner 2 May 2003 12 months 12 months

There are no expiry dates applcable to etther Executive or Non-Executive Directors' serice contracts

The Company may, in its absolute discretion at any time after wntten notice of termination has been gven by ether party, lawfully terminate the service contract by
paying to the Director an amount equal o his salary entitement for the unexpired penod of notice together with an amount representing the far value of any other
benefits to which the Director s contractually entitied for the unexpired penod of notice (subject in either ¢ase 10 a deduction at source of iIncome 1ax and national
nsurance contnbutions)

In the event that the sernce contract s termnated partway through any financal year, the Director shall not be entitled to any bonus in respect of that financial year

Non-Executive Directors” compensation 1s confined to 12 months’ remuneration
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Indmidual Directors' eligibility for the vanous elements of compensation 1s set out below

Name Salary Bonus Benefits
M Redmond 12 months nfa n‘a
ID Page 12 months N1l 12 months
S D Evans 12 months Nil 12 months
ETW Torr 12 months Nil 12 months
MM Diamond 12 months n/a n/a
NW Warner 12 months na na

Where applicable payment of this compensation would be i full and final settlement of all clams other than in respect of share options and pension arangements

In an appropriate case the Directors would have a regard to the departing Director’s duty to mitigate loss, except in the event of dismissal following a change of
control of the Company

Other than as descnbed above, there are no express provisions within the Directors’ serace contracts for the payment of cormpensation or iquidated damages on
termination of employment

No awards of compensation for loss of office or any other reason have been made 10 any person, whether a Director or a former Director, dunng the year
No compensation payments were made to Executive or Non-Executive Directors dunng the year

Directors’ Shareholdings
The beneficial nterests of the Directors in office and ther tamilies in the share capital of Dechra Pharmaceuticals PLC as at 30 June 2007 were as follows

Ordinary Shares Ordinary Shares
Shareholdings 2007 2006
M Redmond 35,000 35,000
1D Page 662,819 592,167
SD Evans 749131 669,131
ETW Torr 390,934 343,832
MM Damond 5,000 5,000
NW Warner 2,206 2,206

There have been no changes n the holdings of the Directors between 30 June and 21 August 2007

Total Shareholder Return

The graph below shows the total shareholder return performance of the Company over the past five years compared with the total shareholder return over the
same period for the FTSE Small Cap Total Return Index The FTSE Small Cap Index 1s considered 10 be an appropnate index as the Company 15 a constituent of
that index

Effectiveness Review
Dunng the year, the Committee reviewed its effectiveness through a process led by the Committee Chairman The findings were reported to the Committee and
the Board

Audited Information
The auditors are required to report on the information contained in the remainder of this report

Summary of Remuneration

Salanes Other Total Total
& Fees Bonuses Benefits 2007 2006
£'000 £ 000 £'000 £'000 £'000
Executive Directors
1D Page (Chief Executive) 235 130 24 389 269
SD Evans 150 83 23 256 169
ETW Torr 140 78 15 233 164
Non-Executive Directors
M Redmond (Charman) 52 — —_ 52 46
MM Damond 29 - — 29 26
NW Warner 27 —_— — 27 24
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Executive Incentive Plan
Awards made under the Execuive Incentive Plan are as follows
Number Number
of shares Granted Exercised of shares Share Pnceat  Share Prce at
Award at 30 June dunng dunng at 30 June Performance  date of award date of exercise
date 2006 the year the year 2007 penod pence pence
1D Page 2003 120 000 — (120 000) — 2003-2006 126 248
2004 48,589 — — 48,589 2004-2007 158 5 -—
2005 34,861 —_ —_ 34,861 2005-2008 251 —_
2006 —_ 47,412 —_ 47,412 2006-2009 25075 —
203 450 47,412 {120,000 130,862
S D Evans 2003 80,000 — {80,000 — 20032006 126 248
2004 33,096 — _ 33,096 2004-2007 1595 _
2005 23,904 — - 23,904 2005-2008 251 —
2006 — 30,263 — 30,263 2006-2008 250 75 —
137,000 30,263 {80,000} 87,263
ETW Torr 2003 80,000 — {80,000) —_ 2003-2006 126 248
2004 31,348 — —_ 31,348 2004-2007 1595 —
2005 22,908 — — 22,908 2005-2008 251 _
2006 —_ 28,245 -_ 28,245 2006-2009 25075 —
134,256 28,245 {80,000) 82,501
SAYE Scheme
Directors’ entitiements under the SAYE Scheme are as follows
Market pnce Al At
at date Exarcise 30 June 30 June
Award of grant pnce Exercise 2006  Exercised Granted Lapsed 2007
date pence pence dates number number number number number
I D Page 2 Apnl 2003 48 39 June 2008 42,115 — — — 42115
SD Evans 15 October 2004 198 158  Jan 2008 7,641 — — — 7.641
ETW Torr 15 October 2004 198 158  Jan 2008 3.056 — — — 3,056
18 Octcber 2005 255 204 Dec 2008 2,750 — — — 2,750
55,562 — _ — 55,562

The middle market price for the Company’s shares on 29 June 2007 was 348p and the range of pnces dunng the year was 233 5p to 371p

Penslon Entitlement

All Executive Directors were members of the Dechra Pharmaceutical PLC Group Stakeholder personal pension scheme throughout the year Contnbutions made
by Dechra Pharmaceuticals PLC on behalf of the Executve Directors during the year are based on a percentage of pensionable salary and were paid as follows

Contnbutions Contnbutions
2007 2006
Age £000 £000
1D Page 46 3 21
SD Evans 43 20 14
ETW Tor 47 18 14
69 49

By order of the

b

Malcolm Diamond
Chaimman — Remuneration Commitiee
4 September 2007
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A responsible approach to our stakeholders and the wider communiy 15 seen by the Board 10 be fundamental to the Group The conduct of the Group lowards socal,
envronmental, ethical and health and safety ssues 1s recogrused to have an impact on our reputation and the implementation of polices and systems continues '

The Board takes uttimate responsibilty for corporate social responsibility {CSR) and continues to be committed to developing and implementing appropnate
pohecies to create and mantain long-term value for shareholders  Sound busness ethics help o minrmise nsk, ensure legal compliance and enhance company
efficiency The need 10 review and manage nsks to the short and long-term value of the Company ansing from CSR s recogrised by the Board and ¢t considers
that it has recerved adequate information to review these nsks and has not identfied any nsks 10 the business that could affect s future value

Environmental Policy
The Group recognises the importance of good ervironmental controls s the Group’s policy to comply with and exceed envronmental legislation currently n
place adopt responsible environmental practices and be committed to minimising the impact of its operations on the environment

The Group 1s a registered member of a compliance scheme in respect of the Waste Packaging Obhgations Regulations and, in addition all of the National
Vetennary Services depots recycle waste cardboard back to UK paper mills, and waste polythene is also recycled back to UK recycling agenis

A fleet of low CO, emission diesel vehicles s maintained with these vehicles being replaced every three years wia leasing agreements In addihion, a number of LPG
powered vehicles are being used i and around the London area

Cur manufactunng unit continues to comply with and hetter effluent discharge standards nto local water supples, this baing montered by Yorkshire Water
Authonty Standard operating procedures are In place to ensure that contaminated waste 1s disposed of under stnct contiols Exhaust air s fully fitered from the
manuiactunng unit before discharge

The Group continues to review its environmental controls and encourage its own staff, suppliers and customers to achreve similar standards

The Development Director s the nominated Director responsible for environmental policies

Business Ethics

The Board expects all of the Group's business actities 1o be conducted in accordance with high standards of ethical conduct and full compliance with all
apphcable national and international legislation This includes, in particutar the prowision of a safe working environment Inclucing health and safety awareness,
maintenance of far and competitive employment practices, opposition to any bnbery or cormupt business practices, treating supphers on a farr basis to buikd long-
term relationships to our mutual benefit, and being responsive for our custormers’ needs and provding a high standard of customer care

A “whistle-blowing” policy 15 in place whereby employees may report, in confidence, any suspected wrongdoings within the business where they feel unable to
discuss any such issue directly with local management This policy 1s avalable to all employees wia staff handbooks and the Company website at
www dechra com

Open and honest communication s positively encouraged between employees and management throughout the business

Health and Safety Policy

The Group attaches great importance to the health and safety of its employees and the public The management are responsible and committed to the
mantenance, monitonng and promoting of a policy of Health and Safety at work, to ensure the care and wel-being of ts employees and on-site wistors  All of ds
sites are registered with the Brtish Safety Council

Each unit wiathin the Group has an active Health and Safety Committee compnsing representatves from both management and employees The workforce
nominates employee representatives These commitieas meet on a regular basis to carry out a review of nsk assessments and standard operating procedures as
well as nveshgating any concerns raised by indmwdual employees Each site has the requiste number of employees trained in Health and Safety legislation

A full heatth and safety report 1s presented at Dwisional Board Meetings on a regular basis in the presence of Executve Directors These reports are summansed for
subsequent review by the Board

A transport nsk revew commitiee has been established 1o assess nsks related to the vehicle fleet and establish control procedures  This includes a quarterty
Iicence check of all indmduals who are able to dnve company vehicles, an investigation mto all accidents and a disciplinary procedure for speeding offences This
committee meets six times a year and wssues raised by this comimittee are included at Health and Safety meetings I

The Finance Director s the nominated Director responsible for Health and Safety policy
Employees
It 18 the Group's policy to encourage employee involvement as the Directors consider that this 1s essential for the successful running of the business The Group

keeps employees informed of performance, developments and progress by way of regular team brefing sessions and notices The manufactunng site 1s registered
with “Investors in People” and operates a Works Council

It 15 the Company's policy to provide equal recrutment and other opportunities for all employees, regardless of age, sex, rebgion, race or disability The Group gives .
full consideration to applcations from disabled people where they adequately fulfil the requirements of the role

Where exusting employees become disabled, it 1s the Group's policy whenever practicable 1o provide continuing employment under the Company's terms and
conditions and to provide training and career development whenever appropnate

The Group has encouraged employees to share in the growth of the Company through ehgibility 1o pariicipate in the SAYE Scheme
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The Directors are responsible tor prepanng the Annual Report and the Group and Parent Company financial statements in accordance with apphcable law and
requlations

Company law requires the Directors to prepare Group and Parent Company financial statements for each financial year Under that law they are required io prepare
the Group financial statements in accordance with IFRSs as adopted by the EU and have elected to prepare the Parent Company financial statesments in
accordance with UK Accounting Standards and applicable faw (UK Generally Accepted Accounting Practice)

The Group financial statements are required by law and IFRSs as adopted by the EU to present farty the financial position and the performance of the Group the
Companies Act 1985 prowdes in retation 10 such financial statements that references in the relevant part of that Act to financial statements gnang a true and far
view are references to ther achievang a farr presentaton

The Parent Company financial statements are required by taw to give a true and far view of the state of affars of the Parent Company
[n prepanng each of the Group and Parent Company financial statements, the Directors are required to

select sutable accounting policies and then apply them consistently,

make Judgements and estmates that are reasonable and prudent,

for the Group financia! statements, state whether they have been prepared in accordance with IFRSs as adopted by the EU,

for the Parent Company financial statements, state whether apphcable UK Accounting Standards have been followed, subject to any matenal departures
disclosed and exptaned in the Parent Company financial statements, and

prepare the financial statements on the going concern basis unless f Is INnappropnate to presume that the Group and the Parent Company will continue in
business

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the financial position of the Parent
Company and enable them to ensure that ds financial statements comply with the Companies Act 1985 They have general responsibilty for 1aking such steps as
are reasonably open to them to safeguard the assets of the Group and ta prevent and detect fraud and other uregutarities Under apphcable law and regulations,
the Directors are also responsible for preparing a Directors' Report Directors’ Remuneration Report and Corporate Governance Staterment that comply with that
law and those regulations

The Directors are responsible for the mantenance and integnty of the corporate and financial iInformation Included on the Company's webstte Legislation in the UK
governing the preparation and dissemination of financial statements may differ trom legslation in other junsdictions
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We have audited the Group and Parent Company financial statements {the “financial statements”} of Dechra Pharmaceuticals PLC for the year ended

30 June 2007 which compnse the Consolidated Income Staternent, the Consotidated and Parent Company Balance Sheets, the Consoldated Statement of Cash
Flows, the Consolidated Statement of Changes in Shareholders’ Equity and the related notes These financial statements have been prepared under the
accounting pohcies set out therein We have also audied the information in the Direciors’ Remuneration Report that 1s descnbed as having been audited

This report 1s made solely to the Company's members, as a body, in accordance with section 235 of the Companies Act 1985 Qur audit work has been
undertaken so that we might state to the Company's members those matters we are required to state to them in an audtor's report and for no other purpose To
the {ullest extent permitted by law, we o not accept or assume responsibility 1o anyone other than the Company, and the Company’s members as a body, for our
audit work, for this report, or for the opinions we have formed

Respective responsibilities of Directors and auditors

The Directors’ responsibilities for prepanng the Annual Report and the Group finangial statements in accordance with applicable law and International Financial
Reporting Standards (|FRSs) as adopted by the EU, and for prepanng the Parent Company financial statements and the Directors” Remuneration Report in
accordance with apphcable law and UK Accounting Standards (UK Generally Accepted Accounting Practice) are set out in the Statement of Directors'
Responsibiities on page 35

Qur responsibility 1s to audit the financial statements and the part of the Directors’ Remuneration Report to be audded n accordance with relevant legal and
regulatory requirements and International Standards on Auditing (UK and Iretand}

We report 10 you our opinion as to whether the financial statements give a true and far view and whether the financial statements and the pant of the Directors’
Remuneration Report to be audited have been properly prepared in accordance with the Companies Act 1985 and, as regards the Group financial statements,
Article 4 of the IAS Regulation We also report to you whether in our opinion the information gven in the Directors” Repon 18 consistent with the financtal
statements The mformation grven in the Directors' Report includes that specific information presented in the Directors’ Business Review that s cross-referenced
from the Business Review and Future Developments section of the Directors’ Report In addiion we report 16 you if, in our opmion, the Company has not kept
proper accounting records, f we have not recewved all the information and explanations we reguire for our audit, or if information specilied by law regarding
Directors’ remuneration and other transactions 1s not disclosed

We review whether the Corporate Governance Statement reflects the Company’s compliance with the nine prowisions of the 2003 Combined Code specified for
our review by the bListing Rules of the Financial Senices Authonty, and we report if it does not We are not required to consider whether the Board's statements on
internal control cover all nsks and controls, or form an opinion on the effectiveness of the Group’s corporate governance procedures or its$ nsk and control
procedures

We read the other information contamned in the Annual Report and consider whether it 1s consistent with the audited financial statements We consider the
imphications for our report f we become aware of any apparent misstatements or matenal inconsistencies with the financial statements  Our responsibilities do not
extend o any other informaton

Basis of audit opinion

We conducted our audit in accordance with International Standards on Audiing (UK and [reland) ssued by the Auditing Practices Board An audit includes
examination, on a test bass, of evidence relevant to the amounts and disclosures i the financial statements and the part of the Directors’ Remuneration Report to
be audited 1 also Includes an assessment of the significant estimates and judgements made by the Directors in the preparation of the fimangial statements, and of
whether the accounting pobcies are appropnate to the Group's and Company’s crcumstances, consistently applied and adequately disclosed

We planned and performed our audit so as to obtan all the nformation and explanations which we considered necessary in order to prowide us with sufficient
ewdence o gve reasonable assurance that the financial statements and the part of the Dwrectors’ Remuneration Report to be audited are free from matenal
misstatermnent, whether caused by fraud or other rregulanty or error In forming our opinion we also evaluated the overall adeguacy of the presentation of
information n the financial statements and the part of the Directors’ Remuneraton Report to be audited

Opinion
In our opnicn

the Group financial statements gve a trug and far view, In accordance with (FRSs as adopted by the EU, of the state of the Group's affars as at
30 June 2007 and of its profit for the year then ended
the Group financial statements have been property prepared in accordance with the Companies Act 1985 and Article 4 of the IAS Regulation,
the Parent Company financial statements give a true and farr view, n accordance with UK Generally Accepted Accounting Practice, of the state
of the Parent Company's affairs as at 30 June 2007,
the Parent Company financial statements and the part of the Directors’ Remuneration Report to be audited have been property prepared in accordance with
the Companies Act 1885, and
the mformation given in the Cirectors’ Report 15 consistent with the financal statements
MO R P

KPMU Audit Pic

Chartered Accountants 2 Comwall Street

Registered Auditof Birrmingham

4 September 2007 B3 2DL
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38 Consolidated Income Statement

o Rapen S Acooeeis 3007
For the year ended 30 June 2007 2007 2006
Note £'000 £000
Revenue 2 253,803 232,471
Cost of sales (216,952) {199 205)
Gross profit 36,851 33,266
Distnbution costs {10,850) (10,309)
Administrative expenses {12,152) (10,645)
Operating profit 2 13,849 12,312
Finance ncome 3 1,044 725
Finance expense 4 (2,274) {1,993)
Profit before taxation 5 12,619 11,044
Income tax expense 7 (3,772} {3,487}
Profit for the year attnbutable to equity holders of the parent 8,847 7.557
Earnings per share (pence)
Basic 16 86p 14 71p
Diluted 16 62p 14 36p

Dividend per share {interim paid and final proposed for the year) 8 7 50p G 24p
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Ao R s A 2001
At 30 June 2007 2007 2006
Note £'000 £000
ASSETS
Non-current assets
Intangible assets 10 13,089 7 527
Property, plant and equipment 1 5,739 5,595
Deferred tax assets 13 J— 445
Total non-current assets 18,828 13,567
Current assets
Inventones 14 25,732 21,957
Trade and other recevables 15 36,173 35,347
Cash and cash equivalents 16 17,222 19,738
Total current assets 79127 77042
Total assets 97,955 90,600
LIABILITIES
Current habihties
Bomowings 19 {4,529) {3.417)
Trade and other payables 17 (48,641) 45 530)
Current tax kabilities 18 (2,464) (2.505)
Total current habilitres (55,634) (51,452)
Non-current habilities
Bomowings 19 {11,666} (15,242)
Deferred tax habiibes 13 (147) -
Total non-current habilities 11,813) {15,242)
Total labilittes (67,447) (66,694}
Net asseots 30,508 23915
EQUITY
Issued share capital el 528 519
Share premium account 28,041 27,693
Hedging reserve 71) 71}
Merger reserve 1,770 1720
Hngs 240 (5 945)
( Total equity attbutable to equity hoiders of the parent 30,508 23915

tatemnts were approved by the Board of Directors on 4 September 2007 and are signed on its behalf by

lan Page Oirect

SD L7
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Pty ey
For the year ended 30 June 2007 Issued Share
share premium Hedging Merger Retamed

capital account reserve reserve earnings Total
Year ended 30 June 2006 £'000 £'000 £'000 £'00C £000 £'000
At 1 Juty 2005 i 26,953 {71 1,720 {(11.582) 17.531
Profit for the pencd being total recogntsed ncome
and expense for the penod — — — — 7.557 7.557
Dmdends paid — —_ — _ (2,777) 2.777)
Share-based payments including current and deferred tax — — -— — 856 856
Shares rssued 8 740 — — — 748
At 30 June 2006 519 27,693 {71) 1,720 (5.946) 23915
Year ended 30 June 2007
At 1 July 2006 519 27,693 1) 1,720 (5.946) 23,815
Profit for the penod being total recognised income
and expense for the penod a— — _ — B,847 8,847
Dwidends pad — — — — (3,595) {3,595)
Share-based payments including cument and detemed tax —_ — — - 934 934
Shares 1ssued 9 348 -—_ 50 — 407
At 30 June 2007 528 28,041 {71) 1,770 240 30,508

The hedging reserve was created on adoption of IAS 38 on 1 July 2005 As the Group has not adopted hedge accounting under FAS 39 from 1 July 2005 the
hedging reserve is frozen and will only be released 10 the income statement when the related forecast transactions ocour The merger reserve represents the
excess of far value over nominal value of shares issued In consideration for the acquisition of subsidianes where statutory merger relief has been appled in the
financial statements of the Parent Company The movement in the year ended 30 June 2007 relates to the acquistion of Leeds Vetennary Laboratones Limited
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For the year ended 30 June 2007 2007 2006
Note £'000 £'000
Cash flows from operating activibes
Profit for the penod 8,847 7.557
Adustments for
Depreciation 984 886
Amortisation 137 136
Gain on sale of property, plant and equipment @ 23)
Finance income {1,044) (725)
Finance expense 2,274 1,893
Equity-settled share-based payment expenses 479 427
Income tax expense 3,772 3,487
Operating cash flow before changes in working capital 15,442 13,738
Increase In Inventones (3,737) {1,567)
Increase in trade and other recevables (248) {1,736}
Increase in trade and other payables 2,871 3,562
Cash generated from operations 14,328 13,997
Interest pad {2,228) (1,890)
Income taxes paid (2,895) (2618)
Net cash from operating activities 9,205 9,489
Cash flows from investing activities
Proceeds from sale of property, plant and equipment 23 23
Interest recenved 1,058 672
Acquisition of subsidianes 25 (mn —
Purchase of property, plant and equpment (823) {1,320}
Captahsed development expenditure {1,680) (195)
Purchase of other intangible non-current assets {2,845) —
Net cash from investing activiies {4,983) 820)
Cash flows from financing actvities
Proceeds from the 1ssue of share capdal 57 780
New borrowings —— 705
Repayment of borrowings {3,481) (1,582)
Dmdends paid (3,595) (2.777)
Net cash from financing activihes (6,719) (2,874)
Net {decrease)/increase in cash and cash equivalents (2,497) 5,795
Cash and cash equivalents at start of penod 19,719 13,924
Cash and cash equivalents at end of period 17,222 19,719
Shown as
Cash and cash equivalents 17,222 19,738
Bank overdraft - (19)
17,222 19,719
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Reconcihation of net cash to movement in net borrowings

For the year ended 30 June 2007

2007 2006

Note £'000 £'000

Net (decrease)fincrease in ¢ash and cash equivalents {2,497) 5,795
Repayment of borrowings 3,481 1,682
New borrovangs - (F05)
Borrowings assumed on acquisttion of subsidianes 25 (55) —
New finance leases {956) (649)
Other non-cash changes (25) (85)
Movement in net cash in the penod {52) 5,938
Net cash/(borrowings} at start of penod 1,079 (4.859)
Net cash at end of period 23 1,027 1.079
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Accounting Policies
Dechra Pharmaceuticals PLC s a company domiciled in the United Kingdom  The consohdated financial statements of the Group for the year ended
30 June 2007 compnse the Company and its subsidianes

(a) Statement of Complance
The Consohdated Financial Statements have been prepared and approved by the Directors in accordance with International Financial Reporting
Standards (“IFRS") as adopted by the European Unien and with those parts of the Companies Act 1985 applicable to companies reporting under
IFRS ("adopted IFRS") The Company has elected o prepare its Parent Company financial statements in accordance with UK GAAP and they are
separately presented on pages 67 to 75

The accounting policies set out below have, unless ctherwise stated, been applied consistently to &l penods presented in these Group financial
statements

The Group's significant accounting policies are listed below

(b} Basis of Preparation
The financial statements are presented v Stering, rounded to the nearest thousand They are prepared on the histoncal cost basis except for
dervatve financial Instiruments and cash-settled share-based transactions that are stated at far value

The preparation of financial statements i conformiy with IFRSs requires management to make judgerments, estimates and assumptions that affect
the application of policies and reported amounts of assets and labities, income and expenses The estimates and associated assumptions are
based on historical expenence and vanous other factors that are believed to be reasonable under the circumstances, the results of which form the
basis of making the judgements about carmying values of assets and labilities that are not readily apparent from other sources Actual resufts may
differ from these estimates

The estmates and undertying assumptions are reviewed on an ongoing basis Revisions {o accounting estimates are recogrised in the penod in
whuch the estimate 1s revised f the rewision affects only that penod, or in the penod of the revision and future penods If the revision affects both
current and future penods

IFRS7 ‘Financial Instruments Disclosure' has not yet been applied IFRS7 15 applicable to years commencing on or after 1 January 2007 and was
avallable for early application but has not yet been adopted by the Group In these financial statements

The application of IFRS7 in the year to 30 June 2007 would not have affected the income statement or balance sheet as the standard 1s concerned
only with disclosure The Group plans to adopt it in the year to 30 June 2008

Adddionally, the followsng interpretations which have not been applied in these financial statements were In 1ssue but not effective

IFRICB 'Scope of IFRS2 Share-based payment’ addresses the accounting for share-based payment transactions in which some or all of the
goods or services received cannot be specifically identified IFRIC8, which becomes mandatory for the Group's 2008 financial statements, 1s
not expected to have any iImpact on the Consolidated Financial Statements

IFRICY '‘Reassessment of Embedded Denvatives' requires that a reassessment of whether embedded dervatives should be separated from
the undertying host contract should be made only when there are changes to the contract IFRICS, which becomes mandatory for the Group's
2008 financial statements, 1s not expected to have any impact on the Consobdated Financial Statements

IFRIC10 ‘Intenm Financial Reporting and Impairment” prohibrts the reversal of an impaiment loss recognised in a previous intenm penod n
respect of goodwill, an investment in an equity instrument or a financial asset carmed at cost IFRIC10 will become mandatory for the Group's
2008 financial statements and will apply to goodwill from the date that the Group first applhed the measurerment cntena of IAS36 and IAS39
The adoption of IFRIC10 is not expected te have any mpact on the Consciidated Financial Statements

IFRIC11 'IFRS2 Share-based payments — Group and Treasury Share Transactions’ provides guidance on whether share-based payment
arrangements in which employees of a subsidiary are provided with the equrty nstruments of the parent should be accounted for as equity-
setiled or cash-setiled in the subsidiary’s financial statements 1t also clanfies that a share-based payment arrangement in which an entity
receves goods or services as consideration for ds own equity instruments should be accounted for as equity-settied The IFRIC becomes
mandatory for the Group's 2008 financial staterments and s not expected to have any mpact on the Gonsoldated Financial Statements

IAS1 'Presentation of Financial Statements’ requires that disclosure of qualtatve and guantitive capital management information 15
presented This amendment to !AS1, which becomes mandatory for the Group’s 2008 financial statements, will have a disclosure effect only

{c) Basis of Consolidation
0] Subsidianes
Subsidianes are entitees controlled by the Company Control exists when the Company has the power, directly or indrectly, to govern the
financial and operating policies of an entity so as to obtan benefits from its activities The financial statements of subsidianes are included
in the Consolidated Financial Staterments from the date that contral commences until the date that control ceases

{ii) Transactions Elimmated on Consolidation
Intra-group balances and any unrealised gains and losses or income and expenses ansing from intra-group transactions are elminated in
prepanng the Consohdated Financial Statements



44

Notes to the Consoldated Financial Statements continued

Dechra Pharmacsuticats PLC
Annual Report and AcCounts 2007

1. Accounting Policles continued

(d)

{e)

]

{g)

(h)

Business Combimnations

The acquisition of subsidianes ts accounted for using the purchase method The cost of the acquistion s measured at the aggregate of the far
values, at the date of compietion, of assets given, habiities incurred or assumed, and eguity Instruments issued by the Company i exchange for
confrol of the acquiree  plus any costs drectly attnbutable to the business combination The acquiree’s indentifiable assets, habilities and contingent
fabilties that meet the conditions for recognition under IFRSS3 are recogrised at therr far value at the acgqusition date

Foreign Currency Transactions

Transactions in foregn cumencies are translated at the foreign exchange rate nuling at the date of the transaction Monetary assets and habities
denominated in foreign currencies at the balance sheet date are translated to Sterling at the foreign exchange rate ruling at that date Foregn
exchange differences ansing on translation are recognised in the mcome statement Non-monetary assets and labilties that are measured n terms
of hestorcal cost in a foreign currency are translated using the exchange rate at the date of the fransaction Non-monetary assets and liabilities
denominated in foreign currencies that are stated at far value are translated to Sterling at the foreign exchange rates ruling at the dates the far
value was determined

Denvative Financial Instruments

The Group uses denvative financial instruments to manage its exposure to foreign exchange and interest rate nsks In accordance with its treasury
policy, the Group does not hold or 1ssue demvative financal instruments for speculatve purposes However, dervatives that do not qualfy for hedge
accounting are accounted for as trading instruments

1AS32 and 1AS33 were adopted prospectvely from 1 July 2005 On this date, the far values of denvatives used for hedging were included in a
hedging reserve The comesponding adustments were to decreass trade and other recenvables by £58,000, increase trade and other payables by
£44,000 and increase the deferred tax asset by £31,000 As the Group has not adopted hedge accountng under IAS38 from 1 July 2005 the
hedging reserve is frozen and will only be released to the income statement when the related forecast transactions occur

Denvative financial nstruments are recogrused inttially at fair value Subsequent to initial recognition, denvatrve financial Instruments are stated at far
value The gain or loss on remeasurernent to fair valug 1§ recognised smmediately in the ingome statement

The fair value of interest rate swaps, floors and cefings 1s the estmated amount that the Group would receve or pay to terminate the instrument at
the balance sheet date The fair value of forward exchange contracts and options 1s therr quoted market pnce at the balance sheet date, being the
present value of the quoted forward pnce

Property, Plant and Equipment

(0] Owned Assets
Items of property, plant and equipment are stated af cost less accumulated depreciation (see below) and impaiment losses (see
accounting policy |)

{i) Leased Assets
Leases under the terms of which the Group assumes substantially all the nsks and rewards of ownership are classified as finance leases
Assels acquired by finance leases are stated at an amount equal 1o the lower of therr far value and the present value of the minimum lease
payments at nception of the lease, less accumulated depreciation and impamment Iosses

{ni} Subsequent Costs
The Group recognises in the carrying amount of an itern of property, plant and equipment the cost of replacing part of such an item when
that cost 1s ncurred i it 1s probable that the future economic benefts embodied with the termn will flow to the Group and the cost of the
tem can be measured reliably All other costs are recognised in the income statement as an expense as incurred

{iv) Depreciation
Depreciation i1s charged to the income staterent on a straight-ne basts over the estimated useful Iives of each part of an tem of property
plant and equipmerit Land s not depreciated Assets in the course of construction are not depreciated until the date the assets become
available for use The estimated useful Iives are as follows

short leasehold buldings perod of leass
plant and fidures 10%-3313%
motor vehucles 25%

The residual value, if not insignificant, 1s reassessed annualy

Intangible Assets

m Goodwall
All business combinations are accounted for by apphying the purchase method Goodwill represents amounts ansing on acguisition of
subsidianes, associates and joint ventures In respect of business acquisitions that have occurred since 1 July 2004, goodwll represents
the difference between the cost of the acquisiion and the far value of the net entifiable assets acquired

In respect of acquisitions prior to this date, goodwill ts included on the basis of s deemed cost which represents the amount recorded
under previous GAAP The classification and accounting treatment of business combinations that occurred pnor to 1 July 2004 were not
reconsidered in prepanng the Group’s opening IFRS balance sheet at 1 July 2004

Goodwill 1s stated at cost less any accumulated impairment losses Goodwill 1s not amortised but 1s allocated to cash generating units and
15 tested annually for impaiment
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1. Accounting Policies contnued

0

(k)

[(D] Research and Development Costs
Expenditure on research actnhes, undertaken with the prospect of gaining new scientific or fechrucal knowledge and understanding, 15
recognised In the income statement as an expense 1S ncurred

The Group 1s also engaged in development actraty with a view to bnnging new pharmaceutical products to market Internally generated
casts of developrment are caprialised in the balance sheet unless those costs cannot be measured reliably or d 1s not probable that future
economic benefits wall flow to the Group, in which case the relevart costs are expensed 1o the income statement as incurred Due to the
strict regulatory process involved  there is Inherent uncertainty as to the technical feasibility of development projects often until regulatory
approval I1s achieved, with the possibility of falure even at a late stage The Group considers that this uncertanty means that the critena for
capitalsation are not met unless 1t 1s highly probable that regulatory approval will be achieved and the project 1s commercially viable

Where development costs are capitalised, the expenditure includes the cost of matenals, direct labour and an appropnate proportion of
overheads

Capitalised development expenditure 15 stated at cost tess accumulated amortisation and impairment losses

i) Acquired Intangible Assets
Intangible assets recognised as a result of a business combination are stated at far value at the date of acquisition less accumulated
amortisation and impairment losses

(v} Other Intangible Assets
Other intangble assets that are acquired by the Group are stated at cost less accumulated amortisation and impairment losses
Expenditure on internally generated goodwill and other intangibles 1s recogrised in the Income statement as an expense 18 incurred

v Subsequent Expenditure
Subsequent expenditure on capitalsed intangble assets s capitaksed only when it ncreases the future economic benefits embodied n the
specific asset to which it relates Al other expendtture s expensed as incurred

(vi) Amortisation
Amortisation 1s charged to the mcome statement on a straight-line basis over the estimated useful lIives of intangible assets unless such
lives are indefrite Goodwill and intangible assets with an indefinite useful ife are systematically tested for impairment at each balance
sheet date Other ntangible assets are amortised from the date that they are avalable for use The estimated useful Ives are as follows

software 5 years

capitalised development costs 5-10 years

customer relationships 10 years

patent nghts Penod of patent
marketing authorisations Indefintte Ife

product nghts Penod of product nghts

Trade and Cther Recervables
Trade and other recervables are stated at ther amortised cost as reduced by appropnate allowances for estimated rrecoverable amounts as
descnbed in Section | below

Inventones
Inventories are stated at the lower of cost and net realisable value Net reziisable value 1s the estimated selling price in the ordinary course of
business, less the estimated costs of completion and selling expenses

The cost of nventones 1s based on the first-in, first-out principle and includes expenditure iIncurred in acquinng the inventones and bnnging them to
their existing kocaton and condition In the case of manufactured inventones and work in progress, cost Includes an approprnate share of overheads
based on normal operating capacity

Cash and Cash Equmvalents
Cash and cash equivalents compnse cash balances and call deposits Bank overdrafts that are repayable on demand and form an integral part of
the Group's cash management are ncluded as a component of cash and cash equivalents for the purpose of the statement of cash flows

Impairment
The carmying amounts of the Group's assets, other than inventones and deferred tax assets, are reviewed at each balance sheet date to deterrmine
whether there 1s any iIndication of imparment  If any such indication exists, the asset's recoverable amount 15 estimated

The recoverable amount of assets 1s the greater of therr net selling pnce and value in use 1n assessng value N use, the estimated future cash flows
are discounted to therr present value using a pre-tax discount rate that reflects cument market assessments of the time value of money and the
nsks specific to the asset For an asset that does not generate largely Independent cash inflows, the recoverable amount 1s determined for the
cash-generating unit to wihich the asset belongs

For goodwll, assets that have an indefinite useful life and intangble assets that are not yet avallable for use, the recoverable amount ts estimated at
each balance sheet date and when there 15 an ndication that the asset 15 Impaired

Animparment loss s recognised whenever the carmying amount of an asset or s cash-generating unil exceeds its recoverable amount
Impairment losses are recognised n the ncome statement
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(m}

{n)

(o)

(]

Impairment losses recogrised In respect of cash-generating units are allocated first to reduce the carmying amount of any goodwill allocated to the
cash-generating uniis {group of units), and then to reduce the carmying amount of the other assets in the units (group of units} on a pro rata basis

An impairment loss In respect of goodwill 1S not reversed
In respect of other assets, an impawment loss 1s reversed If there has been a change In the estimates used to determine the recoverable amount

An imparment l0ss 1S reversed only to the extent that the asset's carnang amounit does not exceed the carmyng amount that would have been
determined, net of depreciation or amortisation, if no impaimment toss had been recogrised

Dwidends
Dividends are recognised in the penod in which they are approved by the Company's sharehalders or, in the case of an intenm dmdend, when the
dradend 1s paid

Interest-Beanng Borrowings

Interest-bearing borrowings are recognised intizlty at fair value less atinbutable transaction costs Subsequent to initial recognition, interest-beanng
borrowings are stated at amortised cost with any difference between cost and redemption value being recognised i the Income statement over the
penod of the borrowings on an effectve interest basis

Employee Benefits

0] Pensions
The Company operates a Group stakeholder personal pension scheme for certain employees Obligations for contnbutions are recogrised
as an expense In the ncome statement as ncurred

(i} Share-Based Payment Transactions
The Group operates a number of equity-settled share-based payment programmes that allow employees to acquere shares of the
Company The Group also operates a Long Term Incentive Plan for Directors and senior executives

The far value of shares or opiions granted 1s recognised as an employee expense on a straight-ine basis in the ncome statement with a
corresponding movement in equity The far value 1s measured at grant date and spread over the pencd during which the employees
become unconditionally entitled to the shares or options {the vesting penod) The far value of the shares or options granted 1s measured
using a valuation model takng nto account the terms and conditions upon which the shares or options were granted The amount
recognised as an expense In the income statement 1s adjusted to take into account an estimate of the number of shares or options that
are expected to vest together with an adjustment to reflect the number of shares or eptions that actually do vest except where forfeture I1s
only due to market-based condrtions not being achieved

The far value of grants under the Long Term Incentive Plan has been determined using the Monte Carlo simulation model

The farr values of options granted under all other share option schemes have been determmed using the Black-Schotes option
pacng model

Trade and Other Payables
Trade and other payahles are stated at theirr amortised cost

Revenue

0] Goods Scld
For both Pharmaceuticals and Services revenue from the sale of goods 1s recognised in the income statement when the significant risks
and rewards of ownership have been transferred to the buyer This 1s normally when the buyer takes delivery of the goods Appropnate
provision 1S made, based on past expenence, for the possible return of goeds and discounts given to customers

{1i) Milestone Payments
Milestone payments receved from the granting of distnbution and marketing nghts for products are recegnised in the income statement
over the penod in which the Company futfils all of its obbgations relating to such payments
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n

(s)

®

(1)

Expenses

(i) Operating Lease Payments
Payments made under operating leases are recognised in the Income statement on a straight-ine basis over the term of the lease Lease
incentives recenved are recogrused in the income statement evenly over the penod of the lease, as an integral part of the total lease
expense

(i) Finance Lease Payments
Minimum ease payments are apportioned between the finance charge and the reduction of the outstanding habiity

i) Net Financing Costs
Net financing costs compnse interest payable on borrowings, interest recevable on funds invested and gains and losses on hedging
instruments that are recognised in the income statement {see accounting polcy f}

Interest Income is recognised tn the income statement as 1t accrues The interest expense component of finance lease payments Is
recognised in the income statement using the effective interest rate method

tncome Tax
Income tax on the profit or loss for the year compnses current and deferred tax income tax is recogmsed in the income statement except to the
extent that d relates to items recognised directly In equity, In which case d 1s recognised in equity

Current tax 1 the expecied tax payable on the taxable income for the year using tax rates enacted or substantively enacted at the balance sheet
date and any adjustment to tax payable in raspect of previous years

Deferred tax is provided using the balance sheet llability method and represents the tax payable or recoverable on most temporary differences
which anse between the carmyng amounts of assets and labilities for fimancial reporting purposes and the amounis used for taxation purposes (the
tax base) Temporary differences are not provided on goodwill that 1s not deductibie for tax purposes, the mitiat recognition of assets or habilities
that affect neither accounting nor taxable profit and do not anse from a business combination, and differences refating to investments in
subsidianes to the extent that they will probably not reverse in the foreseeable future The amount of deferred tax provided 1s based on the
expected manner of realisation ar settlement of the camung amount of assets and habilities using tax rates expected to apply i the penod in which
the liability 15 settled or the asset s realised and 1s based upon tax rates enacted or substantvely enacted at the balance sheet date

A deferred tax asset 15 recognised only 1o the extent that it 1s probable that future taxable profits wilt be avadable against which the asset can be
utiised Deferred lax assets are reduced to the extent that i 1s not probable that the related tax benefit will be realised against future taxable profits
The carrying amounts of deferred tax assets are reviewed at each balance sheet date

Segment Reporting

A segment 1s a distinguishable component of the Group that s engaged erther in providing products or serices (business segment}, or iIn prowding
products or services within a particular economic environment (geographical segment), which s subject to nsks and rewarcds that are different from
those of other segments

Operating Profit and Operating Cash Flow
Operating profit and operating cash flow s stated before investment income and finance costs
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2. Segmental Analysis
The Group's pnmary reporting segment 1s business dmsions which correspond with the way the operating businesses are organised and managed within
the Group and Its secondary segment 1S geographical ongin

Segment results, assets and habitties compnse those tems directly atinbutable to parhcutar segments as well as tems which can reasonably be allocated
1o those segments inter-segment transactions are entared into applying normat commencial terms that would be avalable to third parties

Unallocated items compnse maink corporate assets, expenses, loans and borrowings together with the elimination of inter-segment transactions
The composstion of the segments 1s detailed in the Directors’ Business Review section of this Annual Report
The following table analyses revenue and operating profit accordingly

Business Segment

Pharmaceuticals Servces Unallocated Total

2007 2008 2007 2006 2007 2006 2007 2006

£'000 £'000 £000 £'000 £'000 £'000 £:000 £'000
Revenue
External customers 19,736 17,001 234,067 215,470 _ — 253,803 232,471
Inter-segrment 6,912 6,251 140 86 {7,052} (6,337) —_ —
Total revenue 26,648 23252 234,207 215556 (7,052} (6337) 253,803 232,471
Operating profit 6,081 4 868 9,519 8,681 {1,751} {1.237) 13,849 12,312
Finance income 1,044 725
Finance expense (2.274) (1.993)
Profit before taxation 12,619 11,044
Income tax expense (3,772) {3.487)
Profit for the year 8,847 7.557
Assets
tntangble assets 9,382 5,104 3,707 2,423 —_ —_ 13,089 7.527
Property, plant and equipment 3,624 3,571 2,115 2,024 —_ — 5,739 5,595
Other assets 15,071 11,071 70,090 64,235 156 2,181 8517 77.487
Cash offset - — — — {6,190) — {6,190) —
Total assets 28,077 19 746 75,912 68,682 (6,034) 2181 97,955 90,609
Labiihes
Borrowings (586) (508) (1,489) {1,056) (20,310) (17.095) {22,385)  (18.659)
Other liabtlities (5,452) (3,026) (42,571}  (41.869) {3,229) (3 044) {51,252)  ({48,035)
Cash offset — - — — 6,190 — 6,190 —
Total labities (6,038) (3,534} {44,080} (43,021}  (17,349) (20,139) (67.447)  {66,694)
Net assets/(labilties) 22,039 16,212 31,852 25,661 (23,383 {(17,958) 30,508 23915
Other Segment ltems
Capital expenditure
— intangble assets 4,611 552 1,348 72 - — 5,959 624
— property, plant and equipment 549 469 585 1,066 - — 1,144 1535
Total capital expenditure 5,160 1,021 1,943 1,138 - — 7,103 2158
Share-based payments charge - - _ - 596 515 596 515

Depreciation and amorisation 569 566 552 456 - — 1,121 1022
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In presenting information on the basis of geographical sagments, 1A514 *Segment Reporting’ requires segment revenues to be based on the geographical
focation of customers In this respect £247.920,000 anses from customers in the UK (2006 £228,191,000) and £.5,883,000 {rom customers in the rest of
the world (2006 £4,280 000} The iable below gves additional information in respect of segment revenue and segment operating profit, based on the
geographical location of the business unit supplying the goods of services Segment assets and capital expenditure are based on the geographical location
of the assets and expenditure  Actmties in the UK compnse all operating segments Overseas operations compnse pharmaceuticals only

2007 20086 2006 2007 2008
£'000 £°000 £'000 £:000 £000

Revenue by gecgraphical ongin 253,429 232,145 — 253,803 232,471
Operating profit by geograptucal ongn 15,798 13 80S (1.237) 13,849 12312
Total assets 102,533 88,190 2,181 97,955 90,609
Capital expenditure
— intangble assets 5,959 624 — 5,959 624
— property, plant and equipment 1,141 1,532 — 1,144 1,535
Total capital expenditure 7,100 2,156 _ 7.103 2,159
Finance Income

2007 2006

£'000 £ 000
Bank nierest recervable 1,018 827
Other interest recevable 26 52
Farr value gains on dervative financial nstruments - 46
Total finance ncome 1,044 725
Finance Expense

2007 2006

£000 £:000
Bank loans and overdrafts 2,042 1,813
Finance charges payable on finance leases and hire purchase contracts 186 64
Farr value losses on denvatwve financial instruments 46 16
Total finance expense 2,274 1,993
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5. Profit hefore Taxation
The following items have been inciuded in amving at profit before taxation

2007 2006
2000 £'000
Cost of Inventones recognised as an expense 214,602 197,127
Impairment of nventones ncluded in above figure 446 83
Depreciation of property, plant and equiprnent
— owned assets 806 802
— under finance leases 178 84
Amortisation of intangible assets 137 136
{Profit) on disposal of property, plant and equipment 1] (23)
Imparment of recevables 1,183 455
Operating lease rentals payable 2,124 2,042
Research and development expenditure as incurred 1,645 1,378
Auditors’ remuneration 275 236
Analysis of total fees paid to the auditors
Audit of these financial statements 25 24
Audit of financial statements of subsidianes pursuant to legislation 78 75
Other services pursuant to legistation 8 28
Other services relating to taxation 143 109
Services relating to corporate finance transactions entered inte or proposed to be
entered into by or on behalf of the Company or the Group 15 —_
275 236
6. Employeeos
The average numbers of staff employed by the Group during the year which includes Drrectors, were
2007 2006
Number Nurmber
Manufactunng 147 132
Distnbution 390 364
Adrmurstration 210 195
747 691
The costs incurred 1n respect of these employees were
2007 2006
£7000 £'000
Wages and salares 13,992 12,895
Social secunty costs 1,359 1,171
Other pension costs 403 338
Share-based payments charge (see note 22) 596 515
16,350 14,919
Related party transactions — the remuneration of key management was as follows
2007 2006
£'000 £'000
Wages and salanes {including benefits in kand) 1,499 1,176
Social secunty costs 192 151
QOther pension costs 111 85
Share-based payments charge 296 384
2,098 1.796

Key management compnses Executive Directors  the Product Development and Regulatory Affairs Director and the Dmsional Managing Diectors

Details of the remuneration, shareholdings, share options and pension contnbutions of the Executive Directors are nCluded in the Directors Remuneration
Report on pages 30 to 33

The Group operates a stakeholder personal pension scheme for certain employees The Group contributed between 4% and 13% of pensionable salanes
which amounted to £403 000 (2006 £338.000)
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Income Tax Expense

2007 2006

£000 £'000

Current tax — charge for current year 3,361 3,49
— adjustment 10 respect of pnor years {69) (58)

Tota! current tax expense 3,292 3,433
Deferred tax — ongination and reversal of temporary differences 409 4
— adjustment in respect of prior years 71 50

Total deferred tax expense 480 54
Total income tax expense in the ncome statement 3,772 3487

All taxation 1$ n the United Kingdom
The tax on the Group's profit before tax differs from the standard rate of UK corporation tax of 30% (2006 30%) The differances are explaned below

2007 2008

£'000 £'000
Profit before taxation 12,619 11,044
Tax at 30% 3,786 3313
Effect of
— depreciation on assets not eligible for tax allowances 47 27
— disallowable expenses M 33
— overseas trading losses 58 78
— {overyunder-recovery of deferred 1ax on share-based payments {46) 44
— research and development tax credds (60) -
— recluchion in tax rate used to calculate deferred tax lability (56) —
— adjustments in respect of prior years 2 {8)
Total Income tax expense 3,772 3,487

Addtional current tax credits of £454,000 (2006 £367 000} and deferred tax credits of £1 000 (2006 £62,000) have been recognised directly in equity

Dividends
2007 2006
£'000 £'000
Final dradend paid in respect of pnor year but not recogrused as a lability in
that year 4 33p per share (2006 3 50p) 2,278 1,794
Intenm dvdend pad 2 50p per share (2006 1 91p) 1,317 983
Total dividend 6 83p per share {2006 5 41p) recogrised as distnbutions to
equity holders in the penod 3,595 2777
Proposed final dmdend for the year ended 30 June 2007 5 00p per share (2006 4 33p) 2,640 2,248
Total dwidend paid and proposed for the year ended 30 June 2007 7 50p
per share (2006 € 24p) 3,957 3231

In accordance with 1AS10 ‘Events After the Balance Sheet Date’, the proposed final dwidend for the year ended 30 June 2007 has not been accrued for in
these financial statements It will be shown as a deduction from equity in the financial statements for the year ending 30 June 2008

The proposed final dmvdend for the year ended 30 June 2006 1s shown as a deduction from equity in the year ended 30 June 2007
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9. Earnings per Share

10.

Earnings per ordinary share have been calkulated by dmding the profit atinbutable to equity holders of the parent after taxation for each financial penod by
the weghted average number of ordinary shares i issue dunng the penod

2007 2006
Pence Pence
Basic earmings per share 16 86 1471
Diluted earnings per share 16 62 14 36
The caiculation of basic and diluted earnings per share ts based upon
£'000 £'000
Earnings for basic and dinted earmings per share calculations 8,847 7.557
No No
Weighted average number of ordinary shares for basic earnings per share 52,482,659 51,385,648
Impact of share options 737,011 1227342
Weighted average number of ordinary shares for diluted earmings per share 53,219,670 52,612,990
Intangible Assets
Develop- Marketing
ment Patent Product authon-  Acquired
Goodwill Software Costs nghts nghts satons  intangibles Total
Cost £'000 £'000 £'000 2000 £'000 £'000 £'000 £000
At 1 July 2005 4,385 288 631 789 278 Bg22 — 7,193
Additions — 429 185 — - — — 624
At 30 June 2006 and 1 Juty 2006 4,385 77 826 788 278 822 —_— 7.817
Additions 467 591 1,680 257 2,556 31 377 5,959
Drsposals — — — — (278) — — (278)
At 30 June 2007 4,852 1,308 2,506 1,046 2,556 853 ar7 13,498
Amortisation
At 1 July 2005 — 33 121 —_ — — — 154
Charge for the year — 58 60 — 18 — — 136
At 30 June 2006 and 1 July 2006 - H 181 — 18 — — 290
Charge for the year — 58 52 - 21 — 5] 137
Disposals — — — —_ {18) - — (18)
At 30 June 2007 —_ 149 233 - 21 - 6 409
Net book value
At 30 June 2007 4,852 1,159 2,273 1,046 2,535 853 kral 13,089
At 30 June 2006 and 1 July 2006 4,385 626 845 789 280 822 — 7,527
At 1 July 2005 4,385 255 510 789 278 822 — 7,039
2007 2006
£000 £ 000
Contracted capital cornmitments 200 563
Software asseis in the course of construction ncluded above 1,158 626

Goodwill 1s allocated across cash generating units and consequently a consistent approach in assessing the camying value of this amount 1s taken Key
assumptions made in this respect are given In note 12 The addition in the year arose from the acquisition of Leeds Vistennary Laboratones Limited (see
note 25)

Development costs are internally generated Al other additions to intangible assets were acquired outside the Group and have been measured at cost or
faw value at the trme of acguistion

The amartisation charge 1s recogmsed within administrative expenses in the mcome statement

Dunng the year ended 30 Jung 2003, the Group entered Into an agreement with Bioenwision, a company based n the USA, to acquire the exclusve
marketing and development nghts of Tnlostane for arwmal health apphcations in the USA and Canada Tnlostane s the active ingrecient in the Group's
branded product Vetond Capsules The first stage payment of £789,000 inciuding legal costs was made i 2003 and has been capitalised as a patent
nght Depending upon certain milestones beng achieved the Group 1s committed to making two further payments The second stage payment of
US$750,000 becomes payable on the subrmission of a New Arimal Drug Application to the US Food and Brug Administration ("FDA”) and the final
payment of US$3,000 000 becomes payable on the FDA granting a marketing authonsation for Vetoryf Capsules Once a marketing authonsation has
been granted and the patent nght can be appbed commercially, the patent nghts will begin to be amorised

On 14 May 2007 the Group entered into an exclusive trademark and licensing agreement to market and distnbute the Pharmaderm range of products for
consideration of $5 0 mdlion (£2 556 milion) The payment 1s beng amortised on a straight-ling basis over the 15 year Ife of the agreement
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Intangible Assets continued

£822,000 of the marketing authonsations relate to the Vetvex range of products The Velivex marketing authensations are regarded as having indefinite
useful economuc lives and have not been amortised Ownership of the marketing authonsations rests with the Group n perpetuty There are not belleved
to be any legal, regutatory or contractual provisions that imit their useful Ives  Vebvex 15 an established range of products which are relatively simple in
nature and there are a hmted number of players In the market Accordingly, the Directors believe that it 1s appropnate that the marketing authonisations are
treated as having indefinite Ives for accounting purposes

Acquired intangibles are customer relationships which were recognised on the acquisition of Leeds Veterinary Laboratones Limited (see note 25)

Property, Plant and Equipment

Short
Freehold leasehold Motor Plant and
land buitdings vehicles fixiures Total

£'000 £'000 £'000 £°000 £'000
Cost
At 1 Juty 2005 13 2,444 538 6,307 9,302
Additions — 157 - 1,378 1,535
Disposals — — (105) (185) {290)
At 30 June 2006 and 1 July 2006 13 2,601 433 7.500 10547
Addiions — 27 — 1,079 1,106
Acquisition through business combinations — — — 38 38
Disposals — — — 33) (33}
At 30 June 2007 13 2,628 433 8,584 11,658
Depreciation
At 1 duly 2005 — 415 537 3,404 4,356
Charge for the year — 135 1 750 586
Disposals — — (105) (185) {290}
At 30 June 2006 and 1 July 2006 — 550 433 3,969 4952
Charge for the year — 147 — 837 084
Disposals — — — 7 (17)
At 30 June 2007 —_ 697 433 4,788 59189
Net book value
At 30 June 2007 13 1,931 - 3,795 5,739
At 30 June 2006 and 1 July 2006 13 2,051 - 3,531 5,595
Al 1 July 2005 13 2,028 1 2,903 4,946
Net book value of assets held under finance leases
At 30 June 2007 — 70 - 1,172 1,242
At 30 June 2006 and 1 July 2006 — 77 — 1,028 1105
At 1 July 2005 — —_ — 224 224

2007 2006
£7000 £000

Assets in the course of construction included above 370 B18

Contracted capital commitments 61 260
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12. Impairment Reviews
Goodwil, indefintte Ife assets and intangible assets not yet avalable for use are tested for mpairment annually, or more frequentty if there are indications
that amounts might be impaired The impaimment test involves determining the recoverable amounts of the relevant cash-generating unit, which
corresponds to the higher of the far value less costs to sell or its value In use Value in use calculations have been performed using the methods and
assumptions detated below

{a) Goodwill
The camying amount of goodwill shown in note 10 compnses £2,621,000 (2006 £2,154 000) relating to the acquisition of North Western
Laboratores Limied and Leeds Vetennary Laboratonies Lumited and £2 231,000 (2006 £2,231,000) relating to the acquistion of Anglan Pharma
plc For the purpose of annual imparment reviews the goodwill relating to North Western Laboratones and Leeds Vetennary Laboratones Limited
has been allocated to the Laboratones cash-generating unit whilst the goodwill relating 1o Anghan Pharma pic has been allocated to the Dales
Pharrmaceuticals cash-generating unit The recoverable amount of both units s based on value in use calculations The value In use of each of
these cash-generating unts has been determined by discounting projected future cash flows by a pre-tax discount rate of 14 6%, being the
Directors’ estimate of the weighted average cost of capital of the Company

Projected future cash flows have been denved from the annual budget for the year ending 30 June 2008 extrapolated over a 10 year penod
applying a growth rate of 5% per annum up to year five No growth in revenues 1s assumed beyond year five

In both cases, the value in use 1s significantly higher than the carrying amount and no imparment provision 1s therefore required

{b} Indefinite Life Assets
The Directors consider that the Vetivex marketing authonsations with a carrying amount of £822,000 have an indefinite Iife Therr value in use has
been determined by discounting projected future cash flows by a pre-tax discount rate of 14 6%, being the Directors’ estimate of the weighted
average cost of capital of the Company Projected future cash flows have been denved from the annual budget for the year ending
30 June 2008 extrapolated over a 10 year penod appiying a growth rate of 5% per annum up to year five No growth in revenues 1s assumed
beyond year five

The value in use 1s significantly higher than the carrying amount and no iImpairment provisicn 1s therefore required

(c) Intangible Assets not yet available for use
(1) Vetoryl
The Group s developing an intangible asset n respect of authonsation 1o market our product Vatoryl Capsules in the USA This intangible asset
will only be available for use once marketing authonsation is received from the FDA

The carrying amount in respect of this Intangible asset s as follows

2007 2006
£°000 £'000
Payment to acquire patent nghts to Tnlostane (the active ingrecient of Vietoryl Capsules) 789 789
Subsequent development costs 1,263 323
2,052 1,112

Value in use has been determined by discounting the projected cash flows by a pre-tax discount rate of 19 6% The higher discount rate refliects
the uncertainty of the tirming of future cash flows Projected cash flows have been determined from a detaled marketing plan covering a five year
penod from product launch extrapolated up 10 30 June 2017 No growth In revenues 1s assumed after the fitth year following launch The
marketing plan uses data on the market size and market penetration taking into account our expenence m launching Vetory! Capsules in other
terrtones

Based upon the above calculation the value in use 1s significantly higher than the camying amount and no impairment prowvsion 1s regutred

() Felimazole

The Group 1s developing an intangible asset in respect of authonsation to market our product Felmazole Tablets in the USA This ntangible asset
will only be avalable for use once market authonsation 1s recerved from the FDA At 30 June 2007, the carmying value of this intangible asset
{included within developrment costs) was £344,000 (2006 £nil)

Value In use has been determined by discounting the projected cash flows by a pre-tax discount rate of 19 6% The higher discount rate reflects
the uncertainty of the timing of future cash flows Projected cash flows have been determined from a detaled marketing plan covenng a five year
penod from product launch extrapolated up to 30 June 2017 No growth in revenues 1s assumed after the fifih year following launch The
marketing plan uses data on the market size and market penstration talung into account our expensnce N launching Fefirmazolke Tablets in other
terrtones

Based upon the above calculation, the value i use 15 significantly higher than the camying amount and no impairment provision 1s required
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Deferred Taxes
{al Recogrused deferred tax assets and habiihes
Deferred tax assets and labidities are atinbutable 1o the following

Assets Liatiles Net

2007 2006 2007 2006 2007 2006

£'000 £:000 £'000 £'000 £'000 £'000

Intangible assets -_ — {740} {193) (740) {193
Property, plant and equipment - — {325} (311) {(325) 311)
inventones —_ — —_ — — —
Recewvables 30 98 — — 30 98
Cash and cash equivalents — — - — —_ _
Bomrowings —_ — —_ — —_ —
Payables 32 38 — - 32 38
Current tax labilities — — —_ — —_ —
Share-based payments 856 813 _ — 856 813
918 949 (1,065) (504) (147) 445

On the basis that all deferred iIncome taxes relate to the UK and that thers 1s a legalty enforceable nght to offset current tax labilities against current tax
assets, deferred income tax assets and liabilities have been offset

The reduction in the UK tax rate from 30% to 28% announced in Spring 2007 was “substantively enacted” when the Bill for the 2007 Finance Act passed
through the House of Commons on 26 June 2007 The 28% rate has been used to calculate the tax effect of deferred tax uming differences

b} Unrecogrised deferred tax assets
2007 2006
£'000 £000
Tax losses 166 108

No deferred tax asset has been recogrised in respect of the losses incurred by the Company's USA subsidiary due to the uncertanty of achweving taxable
profits in the USA against which the losses can be offset

{c) Movement in temporary differences during the year
Batance at Adoption of Recognised Recogrised Balance at
1 July 2005 IAS39 N Mcome n equity 30 June 2006
£'000 £'000 £'000 £'000 £°000
Intangible assets {153) — (40) — (193)
Property, plant and equipment (272) — (39) — (311)
Inventones — — — — —
Recevatiles 45 17 36 — 98

Cash and cash equivalents — —_ — — —_

Borrowings — — — — —
Payables 103 14 (79) - 38
Current tax habilities — — — - —
Share-based payments 683 — 68 62 813
408 31 (54 62 445

Balance at Recognised Recogrised Balance at

1 Juty 2006 Acquistions N INcome In equity 30 June 2007

£'000 £'000 £°000 £000 £'000

Intangible assets (193) {113} {434) — (740)
Property, plant and equipment 311) — (14) — (325)
lnventones — — - — —_
Recewvables 98 _ (68) — 30
Cash and cash equivalents — — — — —_
Borrowings — — — — _
Payabtes 38 —_ {6} — 32
Current tax habilities — — — — _—
Share-based payments 813 — 42 i 856

445 (113 {480} 1 (147
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14. Inventories
2007 2006
£'000 £'000
Raw matenals and consumables 2,250 1,443
Work n progress 208 117
Finished goods and goods for resale 23,274 20,397
25,732 21,957
15. Trade and Other Receivables
2007 2006
£'000 £'000
Trade recevables 34,029 33476
Other recewvables 1,368 1,073
Prepayments anc accnied income 776 798
36,173 35347
Trade recervables are stated after an mpairrment provision of £3,171,000 (2006 £2,035,000)
16. Cash and Cash Equivalents
2007 2006
£'000 £'000
Cash at bank and in hand 1,468 4,652
Short-term deposits 15,754 15,186
17,222 19738
The short-term deposits are repayable on demand
17. Trade and Other Payables
2007 2006
£'000 £'000
Trade payables 44,019 41,988
Other payables 605 4931
Other taxation and social secunty 1,978 1,373
Accruals and deferred income 2,039 1,678
48,641 45,530
18. Current Tax Liabilities
2007 2006
£'000 £'000
Corporation tax payable 2,464 2,505
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Borrowings
2007 2006
£'000 £ 000
Current liabiliies
Bank loans and overdrafts 4,000 3.019
Finance lease obligations 529 398
4,529 3,417
Nen-current kabilities
Bank lpans 10,200 14,200
Finance lease obligations 1,546 1,147
Arrangement fees netied off {80} (105)
11,666 15,242
Total borrowings 16,195 18,659
At the year end, the Group had the following unutiised borrowing facilities
2007 2006
£'000 £000
Revolving credt faciity 5,000 5,000
Bank overdraft facilty 4,000 4,000
9,000 9,000

The term loan from Bank of Scotland s secured by a fixed and floating charge on the assets of the Group Interest 1s charged at 1 25% over LIBOR The

loan 1s repayable in instaiments up to 30 June 2010

The overdraft facility 15 renewable annually whist the revohang credit facility 1s cormmitted until 30 dune 2010

The matunty of the bank loans and overdrafts 1s as follows

2007 2006
£'000 £'000

Payable
Within one year 4,000 3,019
Between one and two years 5,000 4,000
Between two and five years 5,200 10,200
14,200 17,219

The minimum lease payments and the present value of minimum lease payments payable under finance lease obligations are

Present Value of

Minimum Lease Payments

Minimum Lease Payments

2007 2006 2007 2006

£'000 £'000 £'000 £'000
Within one year 704 503 529 398
Between cne and two years 623 444 511 375
Between two and five years 1,153 B35 1,035 772
Total mnimum lease payments 2,480 1782 2,075 1,545
Future finance charges {405) (237) — —
Present value of lease obligations 2,075 1,545 2,075 1,545

Furiher information on the interest profile of borrowings 1s shown I note 20
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20. Financial Instruments

The Group's financial nstruments compnse cash deposits, bank loans and overdrafts finance lease obligations, demvatves used for hedging purposes and
trade recervables and payables

Treasury Policy
Treasury policy 1s set by the Board and monitored by the Group Finance Direcior The Group does not specuiate on short-term interest or exchange rate
movermnents Dervatives are used only to hedge undertying commencial positions and are not used for specutatve or trading purposes

Financial Risk Management

0] Interest rate nsk
All cash deposits and bank loans and overdrafts bear interest at fioating rates inked to base rate or LIBOR and are consequently exposed to cash
flow interest rate nsk

The Group seeks to hedge interest rate nsk on between 20% and 80% of outstanding bank loans By way of a separate denvative financial
instrument, £4,733,000 of outstanding loans are subject to a floor and ceding arrangement whereby the Group's exposure to fluctuations in LIBOR
18 Iimited to a minmum rate of 4 53% and a maximum rate of 5 50% Al finance leases and hire purchase contracts are at fixed rates determined at
the mception of the contract

Sensitvty — a 1% ingrease n interest rates would reduce Group profit before taxation by £119,000

1) Foreign exchange nsk
Foreign exchange exposure 1s hedged naturally as far as possible by matching receipts and payrments in the relevant foreign currency The Group
maintains Euro and US Dollar bank accounts for this purpose Unmatched foreign cumency exposure 1s hedged at the discretion of the Group
Finance Director within the parameters set by the Board Hedging instrurnents allowed to be used are forward contracts and options to purchase
the relevant foreign currency

No borrowings are denominated in foreign gurrencies
(i) Credit nsk
Cash s only deposited with highly rated UK-based banks
The Group offers trade credit to customers in the normal course of business Trade and bank references are obtained pnor to extending credit
Insurance 1s held in respect of overseas recewvables
(™) Concentration of credit nsk

The Group sells 10 a large number of customers and, with the exception of corporate vetennary practices and vetennary wholesalers, credit nsk s
not highly concentrated The largest customer accounted for approximately 7 2% of gross trade recenvables at 30 June 2007

v) Liquidity nsk
Liguidity nsk 1s the nsk that the Group will not have sufficient funds to meet kabities Cash forecasts dentifying the iquidty requirements of the
Group are produced quarterty These are reviewed 10 ensure sufficient financial headroom exsts for at keast a 12 month penod

The Group's undrawn borrowing faciities at 30 June 2007 are detalled in note 19

Matunty of Financial Instruments
The matunty of financial nstruments excluding short-term recevables and payables are shown In notes 16 and 19

Interest Rate Profile
The following table shows the effective interest rate at the balance sheet date of interest-beanng financial assets and abiities and the penod in which they
reprice or matuwre
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Financial Instruments continued
Penod to re-pncing or matunty
Camyng Effective 3 months- within
Value Interest Rate 3 months 1 year 1-2 years 2-3 years 3-4 years 4-5 years
2007 £'000 % £°000 £'000 £'000 £'000 £'000 £'000
Financial assets
— bank deposits (2) 15,754 53 15,754 —_ - -_ —_ —
Financial kabifines
— bank loans (b) (14,120} 73 {14,120) — — - - —_
—finance leases {¢) (2,075} 79 — (14) —_ {594) (183) (1,284)
(16,195}
(a} Floating rate at O 5% below base rate
{b) Floating rate at 1 25% above LIBOR
{c) Vanous fxed interest rates with a weighted average rate of 7 9%
Penod 10 re-pncing of maturty
Carrying Eftective within
Value Interest Rate 3 months 1-2 years 2-3 years 34 years 4-5 years
2006 £'000 % £'000 £'000 £'000 £'000 £000
Financial assets
— bank deposits (a) 15,186 40 15,186 —_— — —_— —_
Financial abiities
— bank loans (b} {17,114) 60 {17 114) — — — —
— finance leases (c) (1,545} 73 — {62) (3} {787} {693)
(18,659)
(a) Floating rate at 0 5% below base rate
(b} Floating rate at 1 25% above LIBOR
(c) Vanous fixed interest rates with a weighted average rate of 7 3%
Foreign Gurrency Profile
At 30 June 2007, the Group had no matenal financial assets or labiities denominated in foreign currencies
Dernvatives
The Group held the followang denvatives at 30 June 2007
2007 2006
Carrying Gross Carmyng Gross
Value notional Value notonal
£'000 amount £'000 armount
Interest rate floor and ceting 14 £4,733,000 2 £5,733.,000
Foregn currency options 1 $4,250,000 — —
25 2

Although used for the purpose of hedging interest rate and foreign exchange nsk these denvaiives have been designated as held for trading financial
instruments for the purposes of 1IAS38, with changes in far value being taken through the income statement The interest rate floor and cefing matures on
31 December 2007 while the foreign currency options mature on 31 December 2008 All loans held by the Group are measured at amortised cost
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20. Financial Instruments continued

21.

Farr Values of Financial Instruments

The following table summanses the carmying values and fair values of financial assets and liabilities

2007 2006
Carrying Value Fair Value Carmying Value Far Value
£:000 £000 £'000 £ 000
Financial assets

Cash and cash equivalents (a) 17,222 17,222 19,738 18,738
Trade recenvables (a) 34,029 34,029 33,476 33,476
Derwvatrves (G) 25 25 2 2
51,276 51,276 53,216 53,216

Financial habilmes
Bank lcans (a) {14,120) {14,120} (17,114) (17 114}
Finance leases (b) (2,075) (2,168) (1,545) {1,583}
Trade payables {a) {44,019) {44,019) (41,8988) {41,0988)
Derwvatves (c) — — — _
{60,214} {60,307) (60,647) {60,685)

{a) Due to the nature andfor short-term matunty of these financial nstruments, carrying values approximate to far values
(b} The tar values of these financial Instruments are based upon discounted cash flows, using discount rates based upon the Group's cost of borrowing at

the balance sheet date

() The far values of these financial Instruments are based upon the amount that the Group would receve or pay to terminate the instrument at the

balance sheet date, being the market pnce of the nstrument

Share Capital
Ordinary shares of 1p each
2007 2006

£'000 No £'000 No
Authonsed 750 75,000,000 750 75,000,000
Issued at start of year 519 51,915,002 511 51,120,964
New shares issued 9 888,697 8 794,038
At end of year 528 52,803,699 519 51,915,002

Dunng the year, 873,889 new ordinary shares of 1p (2006 794,038 new ordinary shares of 1p) were issued following the exercise of options under the
Executive Incentrve Plan and the Approved, Unapproved and SAYE Share Options Schemes The cansideration recewved was £357,000 (2006 £748,000)
In addiion, 14,808 new ordinary shares of 1p (2006 nil) were 1ssued in part consideration for the acquisition of Leeds Veternnary Laboratones Limited (see
note 25) The market value of these new ordinary shares of 1p at the date of issue was £50,000 and this amount has been credited to merger reserve
The holders of ordinary shares are entitled to receve dwidends as declared or approved at General Meetings from time to time and are entitled to one vote

per share at meetings of the Company
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Share-based Payments
Dunng the year, the Company operated the Unapproved Share Option Scheme, the Approved Share Option Scheme, the Executve Incentve Flan and the
Save As You Earn (*SAYE") Share Option Scheme as descnbed below

Unapproved and Approved Share Option Schemes

Under these Schemes options are granted to certain executives and employees of the Group (excluding Executive Directors) to purchase shares in the
Company at a pnce fixed at the average market value over the three days pnor (o the dale of grant For the options to vest there must be an increase n
earnings per share of at least 12% above the growth n the UK Retall Pnces index (RPI) over a three year penod Once vested, options must be exercised
within 10 years of the date of grant

Executive Incentive Plan
Under this plan Executive Diectors and selecied senior executives are awarded shares in the Company stbject to a Total Shareholder Return (“TSR")
target

The TSR target measures the Company's TSR performance against the FTSE Small Cap Index over a three year measurement perod (commencing at the
beginning of the financial year in which the awards are made) 100% of the shares vest f the Company achieves an upper quartie performance 30% of
the shares vest at median performance and awards vest on a straight-line basis for performance in between No shares vest if performance is below
median

In addition, awards will anly vest if, in the opimion of the Remuneration Committee, the performance of the Company has been satisfactory

SAYE Option Scheme

This Scheme 1s open 1o all UK employees Paricipants save a fixed amount of up to £250 per month for enther three, five or seven years and are then able
to use these savings 1o buy sharas In the Company at a pnce fixed at a 20% discount to the market value at the start of the saving penod The SAYE
options must ordinanty be exercised within six months of the completion of the relevant savings penod The exercise of these ophions 1s not subject 1o any
performance cntena

Cuistanding awards and the movement dunng the year are shown below

Year ended 30 June 2007
Exercise At At
pnce 1 July 30 June
Exercise  per share 2006 Exercised Granted Lapsed 2007
penod Pence Number Nurnber Number Number Number
Unapproved Share Option Scheme
14 September 2000 2003-2010 120 131,000 (79 500) — — 51,500
22 Apnl 2002 2005-2012 153 5 87,500 (49,000 — — 38,500
11 Apnl 2003 2006-2013 585 82,500 {41,000) - {6,000} 35,500
19 March 2007 2010-2017 289 — — 26 139 — 26,139
301,000 (169.500) 26,139 (6,000) 151,639
Approved Share Option Scheme
2 Apnl 2004 2007-2014 1345 123,000 (54,000} — {2 000) 67,000
3 December 2004 2007-2014 180 30,000 — — — 30,0600
5 Apnl 2005 2008-2015 2025 171,000 — — (9.000) 162,000
15 March 2006 2009-2016 252 175,000 — _ (13,000} 162,000
19 March 2007 2010-2017 289 — _ 161,861 -— 161,861

499 000 (54,0001 161,861 (24,000} 582,861

Executive Incentive Plan

5 December 2003 2006-2007 — 505,000  (505.000) — - -_—
9 October 2004 2007-2008 - 182,526 _ —_ — 182,526
3 Octcher 2005 2008-2009 — 205,141 — —_ — 205,141
14 September 2006 2009-2010 — — —_ 216,128 — 216,128
892,667 (505000 216,128 — 603,795
SAYE Ophon Scheme
26 Apnl 2001 2004-2006 158 28,188 {18 578) — 8.610) _
9 Apnl 2002 2005-2007 129 12,570 (11,544) —_ (558) 470
3 Apnl 2003 2006-2008 39 496,393  (115.267) — (13,889) 367,237
15 October 2004 2007-2009 124 129127 — —_ (1.680) 127,447
18 October 2005 2008-2010 204 98,330 - — {16,194} 79,136
12 October 2006 2009-2013 18574 — — 153,545 (16.412) 137,133
764,608 {145,389) 153,545 (61,341) 711,423
Total 2,457275  (B873,889) 557,673 (91,241) 2,049,718

Wesghted average exercise prce 79 9p 40 8p 151 3p 166 3p 1150p
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22, Share-based Payments continued

Year ended 30 June 2006
Exercise At At
pnee 1 July 30 June
Exercise  per share 2005  Exercised Granted Lapsed 2006
penod Pence Number Number Number Numbser Number
Unapproved Share Option Scheme
14 September 2000 2003-2010 120 343,000 (210 000) —_ (2,000) 131,000
22 Apnl 2002 2005-2012 1535 317,000 (229 500) —_ — 87 500
11 Aprl 2003 20062013 585 99,500 (17,000) — _ 82,500
759,500 (456 500) — (2,000) 301000
Approved Share Option Scheme
2 Apni 2004 2007-2014 134 5 137,000 — — {14,000) 123,000
3 December 2004 2007-2014 180 30,000 — — — 30,000
5 Apnl 2005 2008-2015 202 5 179,000 — — {8,000} 171,000
15 March 2006 2009-2016 252 — — 177,000 {2,000} 175,000
346,000 —_ 177 000 {24,000) 499,000
Executive Incentive Plan
5 December 2003 2006-2007 - 505,000 — — — 505,000
9 October 2004 2007-2008 —_ 210,739 — _ {28 213) 182,526
3 October 2005 2008-2009 — — — 205,141 —_ 205,141
715,739 — 205,141 (28,213) 892,667
SAYE Option Scheme
26 April 2001 2004-2006 158 29,896 — —_ {1,708} 28,188
9 Apnl 2002 2005-2007 129 29078 {1.766) — (14,742) 12,570
3 Apnl 2003 2006-2008 39 B73523 (335,772} — (41358) 496393
15 October 2004 2007-2009 124 142,619 — — (13,492) 128,127
18 October 2005 2008-2010 204 — _— 111,078 (12,748) 98,330
1,075,116 (337.538) 111,078 (84,048) 764608
Total 2,896,355 (794,038 493,219  {138,261) 2,457,275
Weghted average exercise pnce 74 6p 94 2p 136 3p 890p 79 9p

For options exercised durng the year, the weighted average market pnce at the date of exercise was 264p (2006 241p) The weighted average remaning
coniractual ves of options outstanding at the balance sheet date was 4 years (2006 3 5 years)

As allowed by the transtional provistons of IFRS1 and IFRS2, included above are options over shares that have not been recogrised in accordance with
IFRS2 as the options were granted before 7 November 2002

The far values for shares granted under the Unapproved, Approved and SAYE Option Schemnes have been calculated using the Black-Scholes Option
Pneing Model The far values of shares awarded under the Executive Incentive Plan have been calculated using a Monte Carlo Simulation Model which
takes nto account the market-based performance condimions attaching to those shares

The assumpiions used in catculating far value are as follows

Executive Incentive Plan

Date of grant

Number of shares awarded

Share pnce at date of grant

Exercise pnce

Expected life

Risk-free rate

Volatidity

Dindend yield

Farr value per share

Unapproved and Approved Share Option Schemes
Date of grant 19/3/07
Number of shares awarded 188,000
Share pnce at date of grant 289p
Exercise pnce 289p
Expected e 5 years
Risk-free rate 4 98%
Volatility 36%
Dmdend yield 2 36%
Fair value per share 92p

15/3/06
177,000
252p
252p

5 years
4 32%
36%

2 15%
79p

14/9/06
216128
250 75p
Nit

3 years
4 70%
36%

2 49%
162p

5/4/05
181,000
212p
202 5p
5 years
461%
36%
240%
69p

3/10/05
205,141
251p
Nil

3 years
421%
36%
207%
169p

3M12/04
30.000
179 32p
180p

5 years
4 53%
36%
261%
S4p

9/10/04
210,739
164p

NIl

3 years
4 69%
6%
295%
105p

2/4/04
147,000
136p
134 5p
5 years
4 76%
36%
319%
40p

5/12/03
505 000
123p

Nil

3 years
457%
36%
327%
78p

11/4/03
124 000
59p

583 5p

5 years
412%
36%
704%
11p
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Save as You Earn Option Scheme
Date of grant 12/10/06 18/10/05 15/10/04 3/4/03
Number of shares awarded 153 545 111,078 144,147 1,034,838
Share pnce at date of grant 257 25p 255p 160p S4p
Exercise pnce 195 74p 204p 124p 39p
Expected Iife
-— three year scheme 3 25 years 3 25 years 325 years 3 25 years
— five year scheme 5 25 years 5 25 years 525 years 5 25 years
— seven year scheme 7 25 years nfa n/a n‘a
Risk-free rate
— three year scheme 485% 425% 4 56% 378%
— five year scheme 475% 431% 4 64% 414%
— seven year scheme 4 65% nfa n/a na
Volatiity 36% 36% 36% 36%
Dnadend yield 2 43% 204% 292% 7 63%
Fair value per share
— three year scheme 94p 88p 55p 14p
— five year scheme 104p 101p B1p 14p
— seven year scheme 110p n/a n/a na

National Insurance contributions are payable by the Company in respect of some of the share-based payments These contnbutions are payable on the
date of exercise based on the mtnnsic value of the share-based payments and are therefore treated as cash-setiled awards The Group had an accrual at
30 June 2007 of £181,000 (2006 £241,000), of which £38 000 {2006 £49,000) related 1o vested options The total charge to the Income Statement in

respect of share-based payments was

2007 2006
£'000 £'000
Equity-settled share-based transactions 479 427
Cash-settled share-based transachions 17 88
596 515

The above charge to the Income Statement was included within administrative expenses

Analysis of Net Cash

2007 2006
£'000 £'000
Bank loans and overdraft (14,120) 17 114)
Finance leases and hire purchase contracts (2,075) {1,545)
Cash and cash equivalents 17,222 19,738
Net cash 1,027 1079

Operating Leases

At the balance sheet date the Group had outstanding commitments for future minimum rentals payable under non-canceltable operating leases as follows

2007 2006

£000 £'000

Within one year 1,834 1,912
Between one and five years 4,672 46286
In five years or more 4,295 4,535
10,801 11,073
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25. Acquisition of Subsidiary
On 26 Apnl 2007 the Company acquired the entire share capital of Leeds Vetennary Laboratones Limited The assets and hiabities acquired are allocated

as follows
Book Farr value Far
value adjustments value
£'000 000 £'000
Intangtble assets -— 377 377
Property, plant and equipment {see note 11) 67 (29) 38
Inventones 33 - a8
Trade and other recenvables 681 _ 691
Cash and cash equivalents 13 —_ 13
Borrowings {55) —_ {85)
Trade and other payables (120) — (140)
Current tax (16) — {16)
Deferred tax - (113) (1%3)
598 235 833
Goodwill (see note 10) 467
Total consideration 1,300
Satisfied by
Cash 673
Issue of ordinary shares 50
Transfer of freehold property 520
Expenses of acquisition 57
Total consideration 1300
Less issue of ordinary shares {see note 21) (50
transfer of freehold property (520}
cash acquired (13}
Cash flow on acquistion 717

Intangible assets recogmised on acquisitiion represent customer relationships

Goodwll represents the expertise and technical knowledge of the company’s staff and the long-term strategic benefit of expanding the gecgraphic
coverage of the Group's Labworatones business

For the 12 month penod ended 30 June 2007, Leeds Vetennary Laboratones Limited made a profit of £44,000 (before exceptional income of £237,000),
of which £28,000 was recognised in the penod following acquisition

If the acquisition had occurred on 1 July 2008, management estimates that consolidated revenue would have been £254,617,000 and consolidated profit
for the penod would have been £8 863 000 {before exceptional mcome of £237,000)
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Critical Accounting Judgements and Key Sources of Estimation Uncertainty

Citical Judgements in applying the Group's Accounting Policies

In the process of applying the Group’s accounting policies as descnbed in note 1, the Directors have made the followng judgements that have the most
significant effect on the amounts recognised in the Financial Statements

Intangible Asset — Vetoryl Capsules USA

As descnbed in note 12, the Group 1s camying a total amount of £2 052 000 in respect of Vetornyf Capsules USA Recoverability of this amount s dependent
upon obtaimng FDA approval to market Vetoryl Capsules n the USA Based upon positive discussions with the FDA (ewdenced by the product being
granied expedited review status) and the obtaining of marketing approval in the European Union, the Directors concluded that the obtaining of marketing
authonsation in the USA 1s highly likely and that the cntena for recognising an intangible asset have been met

Intangible Asset — Felimazole Tablets USA

As descnbed in note 12, the Group 1s carrying a total amount of £344 000 Recoverability of this amount 1s deperxdent upon obtaning FDA approval to
market Feimazole Tablets in the USA Based on positve discussions with the FDA and the obtaiming of marketing approval in the European Union, the
Directors concluded that the obtaining of marketing authonsation in the USA 1s highly ikely and that the cntena for recognising an intangible asset have
been met

Key Sources of Estimation Uncertainty
The key sources of estimation uncertainty which may cause a matenal adjustment to the carmying amount of assets and liabiibies are discussed below

Impairment of Goodwill and Indefinite Life Intangible Assets

The Group detenmines whether goodwill and indefinite kfe assets are impaired at least on an annual basis This requires an estimation of the value-in-use
of the cash-generating units to which they are allocated Estimating the value-in-use requires the Group to make an estimate of the expected future cash
flows from the cash-generating umit and also to choose a sutable discount rate in order to calcutate the present value of those cash flows Further detait
on the assumptions used in determining value-in-use calculations s provided In note 12

impairment of Receivables

The Group has estimated imparrment of recervables by assessing recoverability of amaunts due on a customer by customer basis As described in note
20 credn nsk I1s not highly concentrated with the exception of Corporate Veternary Practices and Veterinary Wholesalers If the recevables due from one
of thesa large customers proved 10 be imecoverable then an additional imparment provision may be required
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2007 2006" 2005° 20041 20031
£'000 £'000 £ 000 £ 000 £ 000

Income statement
Revenue 253,803 232,471 210 267 186,843 179,309
Operating profit 13,849 12,312 11,255 8,483 7,11
Profit before taxation 12,619 11,044 9,701 7,369 5,685
Profit after taxation 8,847 7,557 7,027 5,081 3.833
Eamings per share — basic (pence} 16 86 1471 1377 997 752

— diluted {pence) 16 62 14 36 1354 983 750
Drnclend per share (pance) 750 624 520 470 412
Average number of employees 747 691 679 643 615
Balance sheet
Non-current assets 18,828 13,567 12,391 10,398 11302
Working caprtal 13,264 11,774 12127 11,318 12,189
Current tax liabilities {2,464) {2,505) (2.057) {1,275) (1.032)
Deferred tax labilities {147) — - (174) —
Net cashv{borrowings) 1,027 1,079 (4.859) {10,110) {14,988)
Shareholders’ funds 30,508 23,915 17,602 10,157 7,471
Cash flow
Cash flow from operating actmties 14,328 13,997 13,549 10,576 8,542
Net interest pa:d {1,169} (1.218) {1,.687) {1,012} {1,384}
Tax paid (2,895) {2,618} {1,996) {1,864} (2,066}
Capital expenditure (5,325) {1,492) {1,925) (546} (1.224)
Acquisitions 17 — — — 32
Equity dvidends paid (3,585) (2.777) {2.473) {2,192} (2,078}
Financing (3,124) @7 11,760 {2,588) (3.410}
Changes in cash i penod (2,497) 5,795 17,248 2,374 (3,588)

* Reported under IFRS
1 Reported under UK GAAP

The man differences between the information under UK GAAP and IFRS relate to classification of sale of trading data to supplers, goodwill amortisation,

capitalisation of development expenditure, share-based payments charges, treatment of lease incentives, mcome tax, deferred tax and dividends These are fully
explained in the Annual Report and Financial Statements for the year ended 30 June 2006
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At 30 June 2007 2007 2006
Note £'000 £'000
Fixed assets
Investments v 54,658 53,408
54,658 53,408
Current assets
Debtors v 12,366 43,536
Cash at bank and in hand 7 1,638
12,373 45,174
Creditors amounts faling due withun one year Vi {23,348) (52,090)
Net current llabilies (10,975) 6.916)
Total assets less current habilities 43,683 46,492
Creditors amounts falling due after more than one year vi {10,120) (14,095)
Net assets 33,563 32,397
Capttal and reserves
Called up share capital X 528 519
Share premium account X1 28,041 27,693
Hedging reserve X1 {71) [ra)]
Profit and loss account Xt 5,065 4 256
Tola),oquﬂy—shtholders‘ funds 33,563 32,397

ncial statemerks were approved by the Board of Directors on 4 September 2007 and are signed on its behalf by

Simon Evans Director




Reconciliation of Movements in Shareholders’ Funds
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s Pepon el oo 2007

For the year ended 30 June 2007 2007 2006
£'000 £ 000

At start of perod 32,397 30,812
Profit for the financial year 3,925 3,187
Share-based payments charge 479 427
Dradends paid (3,595) 2,777
New shares 1ssued 357 748
At end of penod 33,563 32,397
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Prncipal Accounting Policies of the Company

Accounting Principles

The Company Balance Sheet has been prepared under the histoncal cost convention except for dervatives which are siated at farr value in accordance with
appicable UK accounting standards and the Comparwes Act 1985

Basis of Prepargtion
No Profit and Loss Account s presented for the Company as permitted by Section 230{4) of the Companies Act 1985 The profit dealt with in the accounts of the
Company was £3,825,000 (2006 £3,187,000)

Investments

Investments held as fixed assets are stated at cost less any impairment losses Where the consideration for the acquisihion of a subsidiary undertaking
includes shares in the Company to which the provisions of section 131 of the Companies Act 1985 apply, cost represents the nominal value of the shares
1ssued together with the farr vatue of any additional consideration gven and costs

Denvative Financial instruments

The Company uses dervative financial Instruments to manage its exposure 1o foreign exchange and interest rate nsks In accordance with its treasury
pohcy, the Company does not hold or 1Issue denvative financial nstruments for speculative purposes However, denvatives that do not qualify for hedge
accounting are accountad for as trading instruments

On adoption of FRS25 and FRS26, the comparative financial statements wera not restated On 1 July 2005, the fair vatues of denvatives used for hedging
were included in a hedging reserve The corresponding adjustmenis were to decrease trade and other recevables by £58,000, increase trade and other
payables by £44,000 and increase the deferred tax asset by £31 000 As the Company has not adopted hedge accounting under FRS26 from 1 July
2005 the hedging reserve 1s frozen and will only be released to the profit and loss account when the related forecast transactions occur

Derwvative financial instruments are racognised inmially at fair value Subsequent to initial recognition denvative financial nstruments are stated at far value
The gan or loss on remeasurement to fair value 1s recognised immediately in the profit and loss account

The far value of interest rate swaps, floors and caibings, 15 the estimated amount that the Group would receve or pay 10 termnate the instrument at the
balance sheet date The fair value of forward exchange contracts and options 1s their quoted market pnce at the balance sheet date, being the present
value of the quoted forward pnce

Cash Flow Statement
As the ulimate hoding company of the Dechra Pharmaceutcals PLC Group, the Company has relied upon the exemption in FRSI {Revised) not to present
a cash flow statement as part of its financial statements

Dmdends
Dwidends are recogrised in the penod w1 which they are approved by the Company’s shareholders or, in the case of an intenm dmdend, when the
drdend 1s paid

Dradends recevable from subsidianes are recognised when either receved in cash or apphed to reduce a creditor balance with the subsidary

Interest-Bearing Borrowings

Interest-beanng borrowings are recognised nitiglly at fair value less afinbutable transaction costs  Subsequent to intia) recognition interest-beanng
bormowings are stated at amortised cost with any difference between cost and redemption value being recogrised in the income statement over the penod
of the borrowings on an effective interest basis

Related Parties
Under FRS8 the Company has relied upon the exemption not to disclose related party transactions with other Group undertakings as they are all ncluded
n the Dechra Pharmaceuticals PLC Consohdated Financial Statements
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Employee Benefits

(i} Pensions

The Company operates a Group stakeholder persona! pension scheme for certain employees Obligations for contnbutions are recogrised as an expense
in the proft and loss account as incurred

{ii} Share-Based Payment Transactions
The Company operates a nurmber of equity-settled share-based payment programmes that allow employees to acquire shares of the Company The
Company also operates a Long Term Incentive Plan for Directors and senior executives

The fair value of shares or options granted 1s recogrised as an employee expense on a straight-kne basis in the ncome statement with a comresponding
movement in equity The far value s measured at grant date and spread over the penod dunng which the employees become uncondionally entitled to
the shares or options (the vesting penod) The far value of the shares or optons granted 1s measured using a valuation model, taking into account the
terms and conditions upon which the shares or options were granted The amount recognised as an expense in the profit and loss account s adusted to
take inte account an estimate of the number of shares or options that are expected to vest together wath an adustment to reflect the number of shares or
options that actually do vest except where forfesture s only due to market-based conditions not being achweved

The far values of grants under the Long Term Incentive Plan have been determined using the Monte Caro simulation modet

The farr values of options granted under all other share option schemes have been determined using the Black-Scholes option pncing mode!

Taxation

The charge for taxation 1s based on the profit for the year and takes into account taxation deferred because of timing differences between the treatment of
certain items for taxaton and accounting purposes  Deferred tax 18 measured on a non-discounted basis at the tax rates that are expected to apply in the
penods n which the tming differences reverse and 15 prowided in respect of all timing differences which have ansen but not reversed by the batance sheet
date, except as otherwise required by FRS 13 “Deferred Tax”

Financial Guarantee Contracts
The Company has not adopted amendments to FRS26 in relation to financial guarantee contracts which apply tor the penod ended 30 June 2007

Where the Company enters into financial guarantee contracts to guaraniee the indebtedness of other companies within its Group, the Company considers
these to be insurance arrangements, and accounts for them as such In this respect, the Company treats the guarantee contract as a contingent hability
until such time as it becomes probable that the Company will be required 10 make a payment under the guarantee

The Company does not consider the amendments to have any mpact on the financial statements for the penod ended 30 June 2007
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)

(ni)

(i)

4]

Directors and Employees
Total emoluments of Drectors (including pansion contnbutions) amounted to £1 055,000 (2006 £747 000) Information refating to Directors’ emoluments,
share options and pension entitliements 1s set out in the Directors’ Remuneration Repart on pages 30 o 33

Including Directors, the average number of staff employed dunng the year solely n an adminsstrative function was 8 (2006 8} The costs incurred in
respect of these employees were

2007 2006

£'000 £'000
Wages and salanes 1,042 601
Social secunty costs 125 77
Cther pension costs 80 61
Share-based payments charge 195 173

1,442 912
At 30 June 2007, outstanding pension contnbibions of £7,000 {2006 £5 000} were inciuded in creditors
Auditors’ Remuneration

2007 2006

£'000 £'000
Audit of the parent company financial statements 15 14

Amounts paid to the Company's auditors in respect of services 10 the Company other than the audit of the Company's financial statements, have not been
disciosed as the information s required nstead to be disclosed on a conschdated basis

Fixed Asset Investments
Shares in Subsidiary

Undertakings
£'000

Cost and net book value
At 1 July 2006 53,408
Addtions 1,250
At 30 June 2007 54,658

A list of pnncipal subsidiary undertakings is given n note xi
Dunng the year, the Company acquired Leeds Vetennary Laboratones Limited

Where subsidianes are acquired for shares, or a comtination of shares and cash, statutory merger rellef has been apphed and accordingly cost includes
the nominal value of shares issued

Debtors
2007 2006
£'000 £000
Amounts owed by subsidiary undertatangs 10,724 42,403
Group relief recevable 1,218 775
Deferred taxation (see note b 275 260
Other debtors 61 11
Prepayments and accrued income 88 87
12,366 43,536

Includled n debtors are amounts of £275,000 (2006 £260,000) due after more than one year




{vi}

{vn)

Creditors
Falling due
within one year

2007 2006
£'000 £'000
Bank koans and overdrafts {see note vij 10,180 3000
Amounts due to subsidiary undentakings 12,540 48,551
Other creditors 9 8
Other taxation and social secunty 54 60
Accruals and deferred income 555 471
23,348 52,090

In accordance with FRS21, Events after the Balance Sheet Date the proposed final dwdend for the year ended 30 June 2007 of 5 00p per share has not
been accrued for in these financial statements tt will be shown in the financial statements for the year ending 30 June 2008 The total cost of the

proposed final dwvidend 1s £2,640,000

Faling due
after more than one year
2007 2006
£'000 £'000
Bank kans (see note vi) 10,120 14,095
Borrowings
2007 2006
£'000 £000
Bomrowings due within one year
Bank overdraft 6,190 —
Bank loan 4,000 3000
10,180 3.000
Borowings due after more than one year
Aggregate bank loan instalments repayable
between one and two years 5,000 4000
between two and five years 5,200 10 200
10,200 14,200
Arangement fees netted off (80) {105}
10,120 14,085
Total borrowings 20,310 17,085

The term loan from Bank of Scotland 1s secured by a fixed and floating charge on the assets of the Group Interest 1s charged at 1 25% over UBCR

The Company guarantees certain bormrowings of other Group companies, which at 30 June 2007 amounted to £2,075,000 (2006 £1,233,000)
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vin))

[x)

{x)

(xn)

Financial Instruments

2007 2006
£'000 £'000
Changes n far value (chargedy/credited to profit and loss {46) 30

Details of valuation techniques and farr values of each category of financial mstruments are gven in note 20 to the Consolidated Financial Statements in
theg section headed *Faw values of Financial Instruments’

Deferred Tax
£'000

At 1 July 2006 (260)
Transfer to profit and loss accourt (15)
At 30 June 2007 {included in debtors) (275)
The amounts provided for deferred taxation at 28% {2006 30%) are as follows

2007 2006

£'000 £'000
Short term timing differences (275) (260)
Total (275) (260)
Called up Share Capital

Ordinary Shares
of 1p each

Issued share capital £'000 No
At 1 July 2006 519 51,915 002
New shares 1ssued ] 888,697
At 30 June 2007 528 52,803,699
Authonsed share capital
At 30 June 2007 and 30 June 2006 750 75,000,000

Dunng the year, 873,889 new ordinary shares of 1p were 1ssued following the exercise of options under the Executve Incentive Plan and the Approved,
Unapproved and SAYE share option schemes The consideration receved was £357,000 (2006 £748,000)

tn addition, 14,808 new ordinary shares of 1p {2006 ni) were 1ssued In part consideration for the acquisition of Leeds Vetennary Laboratones Umited The
market value of these new ordinary shares of 1p at the date of tssue was £50,000

Share Options
Detarls of outstanding share options over ordinary shares of 1p at 30 June 2007 under the vanous Group share option schemes are shown in note 22 to
the Consolidated Financial Statements

Reserves
Share Profit
premum Hedging and loss
account reserve account
£ 000 £°000 £'000
At 1 July 2006 27693 {71) 4,256
New shares 1ssued 348 —_ —_
Profit ior the financial year — — 3,925
Dmdend {see note 8 to Consolidated Financial Statements) — — (3.595)
Share-based payments charge - — 479

At 30 June 2007 28,041 @) 5,065
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Subsidiary Undertakings

The pnncipal subsidiary undertakings of the Company, all of which are whally owned, are
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Country of Country of

Company Cperation Incorporation Pnncipal Actmty
Dechra Limited§ UK Great Bniain Wholesaler, marketer and manuiacturer of pharmaceutcals,
Whoaolesaler and marketer of vetennary products, instruments
and equipment, Prowvider of vetennary laboratory sermces
Dechra Investments Limited UK Great Bnian Holding company
National Vetennary Services Limited® UK Great Bntain Non-trading
Arnolds Vetennary Products Limrted” UK Great Bntan Non-trading
Dales Pharmaceuticals Limited” UK Great Brtan Non-irading
Veneto Lmited UK Great Bntan Holding company
North Western Laboratones birmited UK Great Brtain Non-trading
Cambndge Speciahst Laboratory UK Great Bntasn Non-trading

Services Limitedt
Anglian Pharma Manufactunng Limitedt UK Great Bntaun Non-trading
Anglian Pharma Limited UK Great Bntain Hokding company
Dechra Vetennary Products LLC usA USA Distnbutor of vetennary products
Leeds Vetennary Laboratones Limited UK Great Bntain Provider of veteninary laboratory services

+H —+ un

100% of ordinary share capital held by Veneto Limited Voting preference shares held by Dechra Pharmaceuticals PLC Employee Benefit Trust

100% of ordinary share capital held by Dechra Investments Limited

100% of ordinary share capital held by North Western Laboratones Limited

100% of ordinary share capital held by Angfian Pharma Limited
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